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Lecture-26
Managing Demand and Capacity-I1

Hi there, welcome to this session on services marketing with a practical approach.
(Refer Slide Time: 00:23)

Lesson 26 Managing Demand and Capacity- l

Yield Management

Waiting Ling Stratagies

Then now discuss lesson 26 that is managing demand and capacity part Il. This consist of
yield management and waiting line strategies.
(Refer Slide Time: 00:32)

Yield Management

Aa yau mlght have undaratosd by now, there can ba damand-capacity
mismalches faced by & service business, One way 1o balance capasily
utilisation, pricing, market segmentation and financial returns = yield o
ravenue managemernt. This method tnes to masimise the yield, where

Field = Actual revenus Potentlal revenue

Thes potential revenus is the product of full sapasity and the mazimum price
that can be charged per unit capacity,. However, the actual revenue is the
product of the actual capacity that cauld be rented out a certain prize(s).

This corcapt can be alarified with the Telowing ssample;

As you might have understood by now, there can be demand-capacity mismatches faced by a

service business. One way to balance capacity utilisation, pricing, market segmentation and



financial returns is yield or revenue management. This method tries to maximise the yield,
where yield is equal to actual revenue by potential revenue. The potential revenue is the
product of full capacity and the maximum price that can be charged per unit capacity.

However, the actual revenue is the product of the actual capacity that could be rented out a
certain prices. The concept can be clarified with the following example.
(Refer Slide Time: 01:12)

Yield Management

Examiple

Conszider @ mowe theatre with 220 scats, where one seat can be sold at a
miaEimum price of INE 200,

Howvaver, whean the thealre es o sl the sagla a4l INRE 200 each, only 100
seats get sold while the rest of seats remain unsold. In this case,
¥izld = Actual revenue/FPotential revenue = 100 x 2000 200« 200 = 20%

Mevwy, th thaatre Tinds aut that It can aall all ita aaata &t INR 70, In that casea,
Yield = 250« 75 7 250« 200 = 37 5%

Mow let us try te sell 100 seats at Re. 200 each and the remaining 150 seats at
a discounted rate of IMR 75 por scat. Inthat case,
iald = (100 Z00 + 150 % 70y 2060« 200 = 62 5%

You can now understand how the yield could be increased bevond 40
l=tting =ome seats out at the maximum price and =some other saat
discounted price to a segment of customers who were unwilling to
makimum price of 8 seat. In this way, the application of yigld mana
concapt allows s to balance the capacity wtillzation. price, sagmentat

Lhe vield from (he service business, b

e
So consider a movie theatre with 250 seats, where one seat can be sold at a maximum price of

200 INR. However, when the theatre tries to sell the seats at Rs. 200 each, only 100 seats get
sold while the rest of the seats remain unsold. In this case, yield equal to actual revenue by
potential revenue that is 100 multiples by 200 by 250 into 200 that is 40%. Now the theatre
finds out that it can sell all its seats at INR 75 in that case yield would be 250 into 75 by 250
into 200 that is 37.5%.

Now let us try to sell 100 seats at Rs. 200 each and the remaining 150 seats at a discounted
rate of INR 75 per seat. In that case yield is 100 into 200 plus 150 into 75 divided by 250 into
200 is equal to 62.5%. You can now understand how the yield could be increased beyond
40% by letting some seats out at the maximum price and some other seats at a discounted

price to a segment of customers who were unwilling to pay the maximum price of a seat.

In this way the application of yield management concept allows us to balance the capacity
utilisation, price, segmentation, and the yield from the service business.
(Refer Slide Time: 02:53)



Waiting Line Strategias
Bralar and Deamailin wiota in 2007 that custoimears are disaatiaflied whan thay
hawve to wait for serace delivery, Morsover, your business may lose customer if
their wait becemes long and intolerable. You can use four strategies when you

have to deal with custamer waiting. These strategics are discussed in the
tallciwing paragraphs

Emplay Operational Logic

If customer warts are common, the first step s to analyse whether the
operatianal logle of the servce system i making customars walt mare than
naceasary, For inatanca, Zalthaml and collcaguas have wittan In thalr Book
wrlitled “Services Markeling” thal when 3 bank Teund that ils custemens long
gueues, it developed a computer-based custormer infermation syetem te allow
tellers to answer questions more quickly, implemanted an electronic guewing
syatam, hired "peak time” tellers, expanded ts hours and provided customers
with alternative delivery channels

Wher queuing i= inevitable 3 types of wdiling line configurations can be uzed
a6 depicted in Figure 161 below.

Now coming to waiting line strategies. Bielen and Demoulin wrote in 2007 that customers
are dissatisfied when they have to wait for service delivery. Moreover, your business may
lose customers if their wait becomes long and intolerable. You can use 4 strategies when you
have to deal with customer waiting. These strategies are discussed in the following
paragraphs.

Employ operational logic. If customer waits are common, the first step is to analyse whether
the operational logic of the service system is making customers wait more than necessary.
For instance, Zeithaml and colleagues have written in their book entitled services marketing
that when a bank found that its customers long queues, it developed a computer based

customer information system to allow tellers to answer questions more quickly.

Implemented an electronic queuing system, hired peak time tellers, expanded its hours and
provided customers with alternative delivery channels. When queuing is inevitable 3 types of
waiting line configurations can be used as depicted in figure here.

(Refer Slide Time: 04:10)
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Waiting Line Configurations

Source: J. A Fitzsimmans and M. J. Fitasimmons, Sarvice Managemant,
Sthed (New York: Irwin/MeGraw-Hill, 2006)

So there is multiple queues, single queue and take a number. So in multiple queues there are
multiple servers and multiple queues are found to reach a particular server. Again multiple
queues when a single queue can be found and then this person at the single queue can move
to any of the servers who are not serving at that point of time. Take a number, here the people

come and take a number from an automatic number discharging box.

And they wait for their number to be flash and then they reach in a particular server. So this
calls the take a number. So there are 3 waiting line configurations.
(Refer Slide Time: 05:01)

Reszarch by Zhou and Saman publiahed in 2003 suggests that the probability
af & customar continuing o waill inoa quede vaies directly a3 the length of tha
cuieaLie behine hal costome,

Ernploy a Rescration Procoss

Yau might alieady be knewing about a reseivation process in & train for
iietance, When & service provider has a doubt that 3 flight will have to lava
wilh lees than full capacsily dug i lasl minote cansellalions of na show, they
£an resort to averbooking. In case of overbooking, the overbooked passenger
knows is overboaok status and can be paid a campensation if the s{he) cannat
b providdad @ saat i the Mgt

Diffareiitiate waiting custoimeis. The usiial “guets decipling” i first cone, first

sarved, However, some customers can be served before athers using different

rmades ot difterentiation. These include: I
Research by Zhou and Soman published in 2003 suggests that the probability of a customer
continuing to wait in a queue varies directly as the length of the queue behind that customer.

Employ a reservation process, you might already be knowing about a reservation process in a



train for instance. When a service provider has a doubt that a flight will have to leave with
less than full capacity due to last minute cancellations or no show, they can resort to
overbooking.

In case of overbooking, the overbooked passenger knows the overbook status and can be paid
a compensation if the he or she cannot be provided a seat in the flight. Differentiate waiting
customer: The usual queue discipline is first come, first served. However, some customers
can be served before others using different modes of differentiation. These include

importance of the customer.

Customers who do more business with the service provider are more important to the
business and can be served using a different queue. Urgent of the job: Emergency patients get
attention before others do. Duration of the service transactions: Relatively shorter
transactions are served before longer ones. Premium price: Customers willing to pay
premium price are served before other.

(Refer Slide Time: 06:31)

Make walting pleasurable or at least telerable: In 1985 David Malster wrote a
classic article antitied the “They Paychology of Waiting Lines" which proposed
saveral principles aboul vailing, each of which has implications for how
organisations can make waiting more pleasurable or af least lolerable,

Ihe principles are as tollows:

+ Unoceupied time feala longer than cccupied time, 2o involve customers in
co-creating the service while waiting

+ Pre-process waits feel longer that in proceszs warts

+ Remove customer wornes like whether the ather line 15 going to move taster

+ Uncertaln walta ara longer than know finlte watta, When customers do not
know how long they have to wait, they are more anxiety and dissatsfied g
compared to when they know the length of time they have to wail

« Unexplained waits are longer than explained warts

« Unfair watts are longer than equitable waits

+ The mora valuable the sarvice, longer tha customer a vAlling to walt

« Solo waita faal longar than group waits

Making waiting pleasurable or at least tolerable. In 1985 David Maister wrote a classic article
entitled the, they psychology of waiting lines which proposed sever principles about waiting,
each of which has implications for how organisations can make waiting more pleasurable or

at least tolerable. The principles are as follows: Unoccupied time feels longer than occupied

time, so involve customers in co-creating the service while waiting.



Pre-process waits feels longer than in process waits. Remove customer worried like whether
the other line is going to move faster. Uncertain waits are longer than know finite waits.
When customers do not know how long they have to wait, they are more anxious and
dissatisfied as compared to when they know the length of time they have to wait.
Unexplained waits are longer than waits. Unfair waits are longer than equitable waits. The
more valuable the service, longer the customer is willing to wait. Solo waits feel longer than
group waits.

(Refer Slide Time: 07:43)

We have discussed strategics for matching supply and demand and the
et of yiald nianagement We have o discisasd vaiols wailing e
alrategies el fh priniples of making valling phessurable of sl lagsl
[olerable, I he el lesson we wil discuss (he St P refaled o service
defivery, 1.2, the management of the physical evdence related with sarvizes.

We have discussed strategies for matching supply and demand and the concept of yield
management. We have also discussed various waiting line strategies, including the principles
of making waiting pleasurable or at least tolerable. In the next lesson we will discuss the 5™ P
related to service delivery. That is the management of the physical evidence related with

services. Thank you for listening this lesson. | hope it helps. Thank you.



