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Management of Marketing and Operations

Outcomes and Assessment Standards

To achieve a pass in this unit, you will have to demonstrate knowledge and understanding of the following outcomes and assessment standards. Please note that the final exam covers more than these standards and exam questions could come from any area of the unit.

Outcome 1

1 Apply knowledge and understanding of how the marketing function enhances the effectiveness of large organisations by:

1.1
Explaining how market research can be used to enhance the effectiveness of large organisations

1.2
Explaining how the marketing mix can be used to enhance the effectiveness of large organisations

1.3 
Describing the costs and benefits to large organisations of having a product portfolio

1.4
Describing how current technologies are used in the marketing function

Outcome 2

2
Apply knowledge and understanding of how the operations function contributes to the success of large organisations by:

2.1
Describing the features and outlining the purposes of a stock management control system

2.2 
Explaining methods that can be used to ensure customers receive quality products/services

2.3 
Explaining the costs and benefits of production methods used by large organisations

2.4
Describing how current technologies are used in the operations function
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Management of Marketing
What is Marketing?

Marketing can be defined as “the anticipation, identification and fulfillment of customer needs”.
Marketing has a number of purposes mainly to raise awareness of the product/ service on offer and raise the profile of the organisation. As well as attract new customer and monitoring customer’s tastes and trends. 
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A market can be described as a ‘meeting place’ for buyers and sellers.  It involves selling goods to customers.  This can be done in a market stall, a shop, over the telephone, by post or on the internet.
There are two main types of markets: 
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Consumer markets are made up of individuals who buy goods or services for personal or domestic use.  They make most of their purchases from retailers and buy a combination of consumable goods, such as food and durable goods such as cars, televisions, and clothes. Consumable goods are bought more frequently than durable goods.

[image: image17.wmf]
Industrial markets are made up of organisations that buy goods or services to use in the production of other goods and services. They buy a combination of consumable goods, such as raw materials and longer-lasting durable goods, such as machinery and equipment.

Market Share 

Market share is an organisation’s percentage of the overall sales in a particular market.
Market Growth

When the amount of sales, and customers, within a market increases.
Market Segmentation
Why do consumers purchase one product over another similar product? For example, what makes people purchase iPhones, Samsung or Sony?  Organisations target different products to different consumers, which can be referred to as market segments. 
[image: image18.wmf]Some of these segments include:
· age

· gender 

· disposable income – how much the consumer has available to spend

· marital status 

· taste/fashion

· social class (see table below) – particular jobs tend to have certain life-styles attached.  By dividing the market by job classification, appropriate products and services can be targeted towards particular groups.

	Socio-economic group
	Social ‘class’
	Most likely types of occupation
	Examples

	A
	upper or upper middle
	managerial/professional
	surgeon/director/lawyers

	B
	middle
	intermediate managerial/ professional
	bank manager/ teachers/nurses

	C1
	lower middle
	supervisory/clerical
	bank clerk/shop assistants

	C2
	skilled working
	skilled manual
	joiner/cooks

	D
	working
	semi-skilled
	driver/fitters

	E
	poorest in society
	low paid
	casual worker/state pensioner/long-term unemployed


This classification was updated in 1998 to reflect more accurately the employment conditions such as job security and career prospects.  The government table below differs from the ABC classification used by market researchers, which concentrates on income differentials.

	Socio-economic group
	Description
	Examples

	1
	Higher managerial and professional occupations

1.1 
employers and managers in large organisations

1.2
higher professionals
	1.1
Company director; corporate manager

1.2
Doctor, lawyer

	2
	Lower managerial and professional occupations
	Nurse, journalist, police

	3
	Intermediate occupations
	Clerk, secretary, computer operator

	4
	Small employers and own account workers
	Farmer, taxi driver, window cleaner

	5
	Lower supervisory, craft and related occupations 
	Plumber, TV engineer, train driver

	6
	Semi routine occupations
	Shop assistant, traffic warden, bus driver

	7
	Routine occupations
	Waiter, road sweeper, cleaner

	8
	Never worked/long term unemployed
	


Why is Market Segmentation Important?
· Organisations can better meet the needs of the customers in a specific segment.

· Better opportunities for growth – Customers may be encouraged to “trade up” after being introduced to a product at a lower price.

· Profits can be increased – By segmenting the market, organisations can sell certain products for higher prices which will increase profits.

· Customers can be retained – By marketing products to customers at different ages, organisations may be able to retain customers who may have otherwise moved to competitors.

· Marketing activity can be specific to the market segment
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Test Marketing
This is when the market is broken down into submarkets. For example, magazine publishers target specific magazines at different groups of customers – segments. 
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Why is Target Marketing Important to a Business?
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A business can ensure that it:
· Provides a product that meets the needs/wants of the consumers

· Sells its product in the right place

· Sells its product at the right price for the consumers in that segment

· Provides appropriate promotions to the group of consumers
Differentiated marketing involves providing different products and services for particular market segments.

Undifferentiated marketing involves aiming products and services at the population as a whole without producing different products for different market segments.

Consumers have different types of buying behaviour and these can be classified as;

Routine Purchases – 
Day-to-day, habitual purchases with little thought.
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Impulse Purchases -
A spur of the moment purchase.  Usually influenced by some form of promotion.

Limited Decision -
Buying something that requires some thought e.g. is this dress suitable for a work night out?

Extensive Decision - 
Buying something that requires a high degree of thought.  These are the bigger decisions in life e.g. to buy a house.
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Market Research

Market research is the systematic gathering, recording and analyzing of data about an organisation’s products and/or services and its target market
Market research helps to identify:
· How consumers feel about products currently on the market

· Why consumers purchase certain products

· How consumers feel about new products

· What consumers want – this will help in the development of new products

· Information about the organisations competitors 
Why is Market Research so Important?
Market research allows a firm to:
· Anticipate changes in the market and customer tastes

· Keep ahead of competitors

· Ensure their product/service meets customer requirements

· Ensure the correct price and promotions are set

· Ensure the product/service is sold in the most appropriate places

· Attract new market segments

Market research can be used to improve effectiveness of organisations in the following ways:
· Asking customers their opinions and using the information to make alterations to existing products

· Allowing groups of customers to test out products and give feedback to ensure new products meet customers’ needs
· Using the internet to research data/information on markets to gain a thorough understanding of the size/profile of markets
· Using information on markets contained in government statistics/reports to ensure advertising is targeted at the correct market segment(s)
· Asking customers their opinions and using the information gathered to enter new markets or increase their market share.

· Using feedback from customers to ensure advertising is targeted at the correct market segment and th

· at advertising is cost effective.

[image: image23.jpg]



Methods of Market Research
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There are two basic types of market research:
· Desk research
· Field research
Desk Research

Secondary data (information from a published source) is used in this type of market research. This type of data is available internally and externally to the organisation:

	
	Examples
	Advantages
	Disadvantages

	Internal Information
	Sales Records

Financial Information
	If accurate records have been kept for several years, the amount of information is plentiful.

By looking at past performance, targets can be set.

Easy to access.
	There may be significant costs involved in setting up such records, in terms of the cost of software and training staff in using it.

New organisations may not have access to a lot of internal information.

Records are required to be updated regularly.

	External Information
	Newspapers e.g. The Financial Times

Government Statistics

Trade Magazines e.g. Drapers

Journals

Online Databases

Market Research Reports e.g. Mintel
	Can provide very useful information on PESTEC factors.

Easy to access.

Cheap to obtain.
	Time consuming to gather.

May be out of date.

Information could potentially be biased or unreliable.

Competitors also have access to this information.
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Field Research
Carried out “in the field” i.e. the researcher goes out and actively obtains the information. 
Types of field research include: 
	
	Description
	Advantages
	Disadvantages

	Surveys/Questionnaires (including telephone and postal surveys)
	Involves specific questions being asked to respondents.

	Can be inexpensive - doesn’t require a trained interviewer for phone surveys.

Response for telephone survey is immediate.

A large number of people can be surveyed.
	Many people do not like telephone surveys – respondents can be quite hostile.

Questions must be simple and easy to answer.

Response rate of postal surveys may be low therefore respondents may require an incentive i.e. entry into a prize draw for their participation.

	Test Marketing
	Launching a product in one region. The product will be launched to the whole country if the result of the test market is positive.
	Customers can indicate areas about the product that they dislike.

If the product fails in the test area, the expense of a national launch is saved.
	Customers in the test area may have tastes that are only specific to that area and are not a representation of the whole country.

	Personal Interviews
	Face-to-face interviews which can be held in the street or at the respondent’s home.
	Allows for 2-way communication.

The researcher can prompt the respondent to answer.

Misunderstandings can be quickly cleared up.
	Researchers have to be selected and trained which can be costly.

Home interviews can be unpopular with respondents.

	Focus Groups
	Customers are specially selected to take part in discussions on products. Focus groups are often led by a chairperson who will put forward points for discussion.
	Qualitative information can be gained.
	Qualitative information can be difficult to analyse.

	Hall Test
	Customers are invited to test / look at products and give their opinions.
	Qualitative information can be gained.
	Qualitative information can be difficult to analyse.

Results may be inaccurate as respondents feel obliged to be positive about the product.

	EPOS (Electronic point of sale)
	Used by retailers when bank cards are used for payment. 

Information about the buying habits of the customer can be recorded.


	Can give an accurate customer profile.

Retailers can offer promotions that meet the customer’s needs. 

Quantitative information gathered and easier to analysis

Large quantities of information can be gathered

Factual information is gathered
	Can be expensive to set up this system.

 No opportunity to gain customer opinion

	Consumer Audit
	Used by large organisations to carry out continuous research to monitor for example the buying habits of customers, influence of advertising 


	Accurate information can be gained if diaries kept properly.

Information can indicate customer trends as they are completed over a period of time. 
	Expensive methods to use as participants receive payment. 

High turnover of respondents as completing diaries can be seen as a nuisance. 

Diaries may be inaccurate or incomplete.

	Observations
	The collection of data through non-verbal means which can stand alone as research on its own or compliment other relevant research. It is the process of recognizing and recording relevant objects and happenings.


	Provides accurate quantitative information.
	Cannot ask questions that explain customers actions as there is no direct contact. 

	Social Networking
	Companies can conduct research via social networking pages 
	Two way interaction can occur

Large audience can be reached 

Questions can be posed quickly 


	Not all customers may want to join the social networking site

Information not usually private and can be viewed by anyone.
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Sampling 

When conducting research it is often not possible to question every potential respondent. A sample of respondents has to be selected. They can be selected by various means: 

Random Sampling 

[image: image28.wmf]
Random sampling involves producing a random list of individuals to survey. Those picked for inclusion in the sample could be generated randomly, using a computer and the telephone directory or the electoral register. A large sample is required if the sample is to be representative of the whole population. 
	Advantages
	Disadvantages

	· No chance of bias being introduced when selecting individuals for the sample and it is simple to do. 
	· It may not be focused on any particular market segment. 

· It assumes that all members of the group are the same, which is not always the case. 

· The random sample must be maintained – if someone is chosen for the sample then they must be interviewed this can be expensive. 


Stratified Random Sampling
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This makes a random group more representative of the population as a whole. The sample is divided up into segments based on how the population is divided up. For example, if the researcher knows that 10% of the population are on socio-economic group AB, 50% in C and 40% in DE, he/she will ensure that 10% of the sample are selected for the AB group, 50% from the C group and 40% of respondents form the DE group. 

Quota Sampling

The researcher is given instructions as to the number of people to interview and their characteristics (e.g. age, gender, material status and income groups.)
	Advantages
	Disadvantages

	· It is cheaper to operate than random sampling.

· Statistics showing the proportions of different groups within the population are readily available.

· Interviewers can substitute someone else if the interviewee is not at home at the time of the visit or phone call. 
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Results from quota sampling can be less representative than using the random sampling method. 


Marketing Mix – The 7 P’s
The marketing mix consists of the 7 P’s – product, price, place, promotion, process, people and physical evidence.
	Product
	The actual item that a customer purchases, including the packaging, image, guarantee and after-sales service



	Price
	The actual amount paid for the product/service by the customer to the seller

	Place
	This is where the customer purchases the product including how it is distributed and how it gets there


	Promotion
	The way in which a customer is made aware of a product or service and is persuaded to purchase it

	Process
	The different processes and systems used to deliver the service being provided

	People
	Those involved in providing the service to customers, eg staff

	Physical evidence
	The location of where the service is being offered and what it looks like, eg store layout and design


Product

The product must meet the needs of the customer and benefit the customer.  The product may be a good or a service and ‘product’ includes the packaging, image, guarantee and after sales service. Several competing organisations may sell versions of the same product; however these can vary greatly in terms of quality, style, packaging and price. 

Product Life Cycle 
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Stages of the Product Life Cycle

Development: This stage is when the product starts its life. Many products will never progress beyond this stage as management will make the decision that they will not be profitable. During this stage a prototype of the product might be produced which can be used to gather essential market research and will assist management in deciding if the product should be launched in its current state or be modified before release into the market.  At this point the business is incurring costs to create and design the product and there will be no sales revenue, resulting in a loss.
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Introduction: This is when the product is launched onto the market and the business must work hard to raise awareness and encourage consumers to choose the new product over brands or products they are currently loyal to. At this point a loss will occur due to the high level of costs incurred to promote the product compared to relatively low sales revenue.   

The length of time at this stage will depend on the product. For example, Dyson vacuum cleaners had a long introduction stage but are now the market leader as customers believe that the additional cost compared to a standard vacuum cleaner is justified.
[image: image34.wmf]
Growth: The product becomes established and consumers are aware of it. Sales increase rapidly.  At this point the product will become profitable as sales revenue grows rapidly and the costs of promotion can be reduced.

[image: image35.wmf]Maturity: This is the point when sales have reached their maximum and will level off. Sales will not grow any further unless the business takes further action and at this point competitors may enter the market to take advantage of the profits available.  At this point the product will be most profitable as sales revenue is maximised and costs can be reduced as the product is well established.  Many products will remain at this stage for a long time, for example Dyson vacuum cleaners. 

Saturation:  The product is everywhere.  Everyone has the product and are no longer demanding it (e.g. Superdry jackets a few years ago).
Decline: Most products will eventually reach the decline stage, where sales fall dramatically. This can be caused by a change in consumer tastes, advances in technology, introduction of competitors’ products or the launch of an updated product.  At this point the product may remain profitable in the short term, but as sales decline rapidly a loss will be incurred.

The audience, market, sales and profit at each stage of the product life cycle are summarised below:
	
	Development


	Introduction
	Growth
	Maturity
	Decline

	Audience
	None
	Early adopters
	Mainstream
	Late adopters
	Stragglers

	Awareness
	Low 
	Low
	Growing
	High
	Declining

	Market

Share
	Test 
	Small
	Growing
	Large
	Contracting

	Sales


	None
	Low 
	High
	Maximum
	Decline

	Profit
	None
	None
	Growing
	Maximised
	Diminishing to a loss


Extension Strategies 
These are the methods employed by businesses to prolong the life of their products and stop them going into the decline stage. The most successful extension strategies will actually lead to periods of sales growth.
Extension strategies may include the following:

[image: image36.wmf]
· Improving the product – new improved versions
· Find new uses for the product – for example firelighters now used for barbecues rather than lighting gas heating.

· Altering the packaging – to appeal to new consumers, Developing styling changes – slightly different produce e.g. colour or size  

· Changing the channel of distribution – for example introducing selling on the internet 

· Altering the price of the product

· [image: image37.wmf]Using different promotional activities

· Altering the use that customers will have for the product
· Rebranding the product – for example a name change Opal fruits to Starburst
· Producing line extensions – for example Coca cola produce Diet Coke, Cherry Coke, Coca Cola Vitamin C

Product Portfolio
A firm’s product portfolio (sometimes called product mix) is the range of products that it produces. Baxters Food Group have a product portfolio which includes james, sauces, pickles and soups. 

	Advantages of product portfolio
	Disadvantages of product portfolio

	· Risk is spread so if one product fails other products will remain profitable.

· The development stage of the product lifecycle is reduced as experience gained from existing products underpins new developments. Consequently products are introduced onto the market sooner, generating sales revenue more quickly.

· The chance of success of the new product is increased as existing loyal customers are more likely to try new products from a business with an established reputation.

· Increased customer satisfaction as a range of products will appeal to ever-changing customer needs and should increase sales revenue.

· Market share can be maintain and/or increased using market segmentation to attract customers with different preferences.

· New products can give a business a competitive edge over their rivals. If a product is the first of its type on the market a premium price can be charged.

· Profits from products that are at the growth and maturity stage can be used to fund the development of new products.


	· Negative publicity for one product could damage the reputation of other products in the product line portfolio.

· Operations within the business can become complex as different machinery and processes may be required to produce a range of products.

· The research and development costs for a new product may outweigh the potential future sales revenue.

· Additional finance may be required to invest in new machinery and to train staff to produce new products.




A product line is a group of products that are closely related as they function in a similar manner and are sold to the same customer groups. For example, Heinz sells a range of tinned soups, including cream of tomato, lentil and vegetable, which form one product line. 

A product item is a distinct unit within the product line that is distinguishable by size, flavour, price, appearance or some other attribute. For example Heinz cream of tomato is a product item within the product line of soups.

Diversified Product Portfolio
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Growth is often one of the primary objectives of marketing. Focusing on product portfolios allows a business to grow internally by developing its core products and launching them into existing or new marketplaces. An alternative, and more risky, method of growth is to develop a diversified product portfolio, when a business sells a mix of different products.

A diversified product portfolio widens a business’s activities to include new products and new market segments. Diversification is a high-risk strategy as the business is expanding to areas outside its core activities and experience and targeting different segments of the market. In addition, the business will incur potentially high costs to research and develop the new product.

One of the most successful businesses with a diversified product portfolio is Virgin. Below are the logos of some of the companies’ successes.
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Sir Richard Branson’s reputation as the ‘have a go’ businessman has brought him considerable success and wealth, and his brand extends to more than 360 different companies worldwide. However, his risks have not always paid off. For example, in an attempt to complete with Coca-Cola and Pepsi he launched Virgin Cola in 1994 amid a blaze of publicity. He was confident that his brand would outsell Pepsi in the UK, but there were sceptics. 
An American publisher was quoted as saying: ‘It would be easier to make a snowman in July in Florida than to take on Coke and Pepsi.’ He was proved right in August 2009 when production of Virgin Cola ceased.
	Benefits of a diversified product portfolio
	Costs of a diversified product portfolio

	· Increase sales/customers as you are appealing to new markets. This should result in higher profits.

· Can help to flatten peaks and troughs in cash flow, particularly for seasonal businesses. For example, a heating engineer will be busy in the winter months replacing boilers etc. By diversifying to installing air conditioning they will also be busy in the summer months.

· Risk is spread, ie if product A fails or is entering the decline stage of the product lifecycle, new products B and C at the introduction/growth stage should be profitable.

· Growth should give the business more financial stability therefore it will find it easier to raise finance from banks etc.


	· Requires considerable additional expenditure to research and develop the new product.

· Cost of market research to identify new target market.

· Time-consuming as there will be a time lag between identifying the idea and launching the product onto the market. During this time costs are being incurred with no sales revenue to compensate.

· Success may take longer to achieve than growth through a product line portfolio.

· A bad reputation with one product may affect sales of existing products.


The Boston Matrix
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The product portfolio of an organisation can be placed into the Boston Matrix.  
· Cash Cow is where a company has high market share in a slow-growing industry. They are regarded as boring, in a "mature" market, yet corporations value owning them due to their cash generating qualities.

· Dogs are units with low market share in a mature, slow-growing industry. These units typically "break even", generating barely enough cash to maintain the business's market share. Though owning a break-even unit provides the social benefit of providing jobs and possible synergies that assist other business units, from an accounting point of view such a unit is worthless, not generating cash for the company. They depress a profitable company's return on assets ratio, used by many investors to judge how well a company is being managed. Dogs, it is thought, should be sold off.

· Problem Child (also known as question marks) are business operating in a high market growth, but having a low market share. They are a starting point for most businesses. Problem children have a potential to gain market share and become stars, and eventually cash cows when market growth slows. If problem children do not succeed in becoming a market leader, then after perhaps years of cash consumption, they will turn into dogs when market growth declines. Problem children must be analysed carefully in order to determine whether they are worth the investment required to grow market share.

· Stars are units with a high market share in a fast-growing industry. Stars require high funding to fight competitions and maintain a growth rate. When industry growth slows, if they are amongst the market leaders  stars can become cash cows, or else they become dogs due to low relative market share.

As a particular industry matures and its growth slows, all business units become either cash cows or dogs. The natural cycle for most business units is that they start as question marks and then turn into stars.  Eventually the market stops growing thus the business unit becomes a cash cow. At the end of the cycle the cash cow turns into a dog.
Branding

"A method of attaching a 'persona' to a product based on an established make."

Brands are products or ranges of products which have a unique and easily recognisable character. It may be a word or symbol that is registered, so can only be used on products produced by the organisation. The brand can relate to the company as a whole, or individual products. Such products are marketed so that they are instantly recognisable to the consumer, and are made out to be of better quality than other similar products.  Customers will generally have to pay more for a branded item, which can be partly due to the high packaging and advertising costs.
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	Advantages of Branding
	Disadvantages of Branding

	· Money can be saved on marketing as the customer is already aware of the brand.

· Higher prices can be charged for brands.

· Customers can become loyal to the brand.
	· Brands (in particular clothing and accessories) can be copied or faked, which can be difficult for the organisation to fight.

· In order to remain in the mind’s eye of the customer, brands can require high levels of research and development and advertising.

· Poor brands can affect the whole range that is produced by the manufacturer.
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We see and interact with own brands in everyday life. These are goods/services that are branded under the name of the retailer. For example, Tesco Finest, Tesco Value, George at ASDA.
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Product-Led or Market-Led Organisations

Product-led Organisations
This is an approach to business where a company first manufactures a product and then tries to persuade customers to purchase it. The company does not conduct any market research before production commences. Product research and product testing are key elements in a product led business.
These assume that the product or service being offered is the best on the market and will be very easy to sell.  It is felt that there is no need for product change or development as there is no real competition.  This might be the case with a new invention or a highly technical unique product, or even when a very strong advertising campaign can convince a consumer to purchase the product.  
Market-led Organisations
This is an approach to business which puts customers’ needs at the centre of the company’s decision-making process. Market research and market testing are key elements in a market led organisation.

These market-led firms constantly modify their products or services in response to market changes. They will find out what customers want and what influences their purchasing decisions. They realise that their profits and/or success depend on meeting the needs of the customer.
Price
Use of price comparison websites

[image: image50.wmf]Price comparison websites are designed to do just what their name implies: compare the price of products and services from a range of providers, allowing the consumer to make an informed decision about which to choose in order to save money. The websites appeal to consumers as they can receive quotes from a variety of businesses in a single search. This is particularly beneficial for insurance products as it prevents the consumer having to complete multiple forms online to receive quotes from individual insurance companies.

Comparison websites exist for a range of products and services but the most well-known specialise in financial products such as insurance, mobile phone contracts, credit cards, personal loans and energy tariffs. 

Price comparison websites generate revenue from ‘click-throughs’ every time a potential customer views a business’s listing. They also receive commission for purchases made through their website.

	Advantages to the business
	Disadvantages to the business

	· Wider exposure to the market than relying on their own website.

· A cost-effective way of promoting products/services to a large number of consumers.


	· The cost of linking to the price comparison website.

· The business may suffer if the price comparison website makes mistakes or does not represent it favourably.

· Many consumers do not know how to use the websites effectively.
· If your cost is not one of the cheapest consumers will ignore it. 
· Consumers are wary of sharing the personal data required despite protection under the Data Protection Act 1998.
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	Advantages to the consumer
	Disadvantages to the consumer

	· Save money by searching through products/services available. Consumer is empowered and can select the quote they see as best value for money for their requirements.

· Data have only to be entered once into the price comparison website, instead of entering it multiple times on each provider’s website. This is convenient as more data can be gathered in a short space of time.

· There is a variety of price comparison websites to choose from therefore quotes can be validated.

· Less well-known businesses that the consumer was previously unaware of may be able to offer a better deal than high-profile companies.


	· Not all companies use price comparison websites, so the consumer may miss out on getting a quote from one of the market leaders. For example, Direct Line doesn't use insurance comparison sites in order keep its prices low.

· Some companies may pay extra to have their results promoted to first position in the search results. Consumers need to have an awareness of how to understand the results of their search so they are not misled.

· It is not always clear what assumptions have been made when you compare insurance quotes. Many insurers use quotes for no-frills cover so that the company appears at the top of the results page. By the time all the extras have been added on the quote may no longer be competitive.
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Pricing Strategies
	Strategy
	Description

	Penetration Pricing
	A price lower than that of competitors is set to tempt customers away from competitors.

Once the product becomes popular the price will be raised in line with competitors.

	Destroyer Pricing
	Prices are lowered in order to force competitors to lower their prices.

Weak competition will not be able to survive for a prolonged period of time and may be forced to leave the market. Prices will then return to the normal level or even increase to a higher level. 

	Promotional Pricing
	Prices are reduced for a short period of time. Consumer interest may increase during this period and stock levels may reduce quickly.

	Premium Pricing
	Prices are kept deliberately high to confer exclusivity on a product.  Customers are persuaded to pay higher prices by effective marketing of the brand, and in a perception that the product is better than lower priced substitutes.  To maintain the exclusivity, places in which the product is sold may be restricted and the producer may resist attempts by retailers to reduce prices which might compromise the brand.

	Loss Leaders
	Loss leaders are used by retailers to attract customers into their shop.  The price of a few products is reduced to loss making levels to attract the attention of consumers.  Once in the shop, customers buy other products, resulting in higher overall profits.

	Competitive Pricing
	Some firms in the same market charge similar prices for products to avoid a price war. Organisations will compete on non-pricing factors such as promotions (Nectar Card), packaging and advertising instead.

	Price Discrimination
	Different prices are charged for the same product/service at different times of the day, month, or year.

	Market Skimming
	An initial high price is charged for the product.

As competition in the market increases, the price will fall to be in line with competitors. Think about skimming a stone…it will not stay on the surface (top of the water/high price) for a long time.

	Low Price 
	A business may charge a lower price than competitors. Lower prices result in higher sales as consumers respond to low prices. 

	High Price 
	Used by businesses offering high-quality premium products. Can charge higher prices for well-known brands. If there is a lack of competition businesses can charge higher prices.

	Penetration Pricing
	Used to introduce a product to the market. It involves setting a low price sometimes at a loss to attract customers and gain sales and market share. As products become established the product price can be increased. 

	Demand- orientated Pricing 
	Price of the product varies with the demand of the product. 



	Cost-Plus Pricing


	A business decides in advance how much profit it wishes to make on each unit of sale.  The average cost of producing a unit of the product is calculated and a percentage ‘mark-up’ is added to arrive at the selling price.

The size of the percentage will depend on whether a low, medium or high price strategy is being used.  For example, supermarkets will mark up by a smaller percentage than an independent shop as they have high sales volumes so do not need to make as much profit on each sale.  Supermarkets will be more concerned with increasing their share of the market at the expense of their competitors.
Example:  Firm A has total costs of £10,000 to produce 1,000 units.  Markup is 30%

· Average cost of production - 10,000 / 1,000 = £10

· 30% mark-up on average cost - £10 x 30% = £3

· Selling price per unit - £10 + £3 = £13

· Profit on 1,000 sales - 1,000 x £3 markup = £3000
By adding a pre-decided percentage to average costs, the business can be sure that it will cover its costs and make some kind of profit.


Place
The channel of distribution is the route that products take to reach the customer from the manufacturer. The following routes are available:
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The channel of distribution chosen depends on a variety of factors including:

· The product being sold. If the product is highly technical and expert knowledge is required to sell it, then selling is often done directly from the manufacturer (e.g. mechanical equipment being sold to a hospital). In contrast, mass market foodstuffs are usually distributed through a wholesaler and retailer before reaching the customer.

· The finance available to the organisation

· The reliability of companies in the chain. If a wholesaler or retailer is unreliable in their part of the distribution process, a manufacturer may decide to supply directly to the customer.

· The desired image for the product. When Haagen-Dazs was first launched, it was only available in exclusive outlets. When it had attained an up market image, it was made more widely available through supermarkets.

· Government restrictions. For example, certain medicines can only be sold via prescription in pharmacies.

· The product’s life-cycle. If a product is in its introductory phase, it is perhaps sold only through more exclusive retail outlets where a premium price can be charged.

· The manufacturer’s distribution capability. If the manufacturer does not possess a delivery fleet or a sales force then it may distribute through a wholesaler.
Direct Sales Methods 

Many businesses are now selling their products directly to their customers. 
	Method
	Description
	Advantages
	Disadvantages
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Internet selling
	Many organisations now sell their product via the internet, taking payment by credit or debit card.
	Allows a business to reach a global market 

Customer information is easily collected to target offers and promotions

Can order from the comfort of their own home
	Many customers have fear using the internet and purchasing online as some sites are unsecure.

Some products can be more expensive to purchase online due to cost of postage  

	Mail Order
	These are goods sold to customers through catalogues e.g Next 
	Convenience of shopping from home with credit facilities 

Mail order companies save costs as few sales staff required  and tend to not require expensive high street premises

Some mail order products are exclusive
	Lack of personnel contact 

High delivery charge 

Companies may incur high advertising and administrative costs

A high level debt is possible 
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Newspapers/ magazines
	Place adverts in newspapers and magazine describing and showing the product 

Customers respond directly to the advert by filling in the form 
	Convenience

 of shopping from home 

Mail order companies save costs as few sales staff required  and tend to not require expensive high street premises

Some mail order products are exclusive
	Companies may occur high advertising costs 

High postage costs 

	Personal selling
	When products are sold door-to-door or by telephone
	Allows for the product to be demonstrated and technical details can be explained

Feedback can be received from the customer 
	Customers may not like sales people going to their doors 

	Television selling
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	Television selling is big business in the UK, USA, Australia and elsewhere.  On a 24-hour television shopping channel, manufacturers present their products in an informative and entertaining way


	Convenience of shopping from home
Viewers can use a freephone telephone line to order 

Pay by credit card

Allows for the product to be demonstrated and technical details can be explained


	High delivery charge 




Retailers for example, independent stores, supermarket, chain store, department store, discount store
	Advantages
	Disadvantages

	· Provide a source of market research

· Often located close to customer

· Provide an after sales service 

· Retailer may offer credit facilities

· Retailer may already have an established customer base 

· Retailer incurs cost of store, sales staff and retail premises 

· Selling to a retail is more direct than through a wholesaler 

· Higher percentage profit for the manufacturer

· Bulk buying discount
	· May not have specialist product knowledge 

· Product is more expensive to buy 




Most large towns now have retail parks and consumers are choosing out of town shopping centres. This is due to convenience of all shops being under one roof and easy access to free parking facilities, food outlets and facilities for children. 
Wholesalers who buy in bulk from the manufacturer and sell to retailers. E.g, Makro, Booker and Costco.
	Advantages
	Disadvantages

	· Provide a source of market research

· Saves the manufacturer from making small delivers to retailers, saving on transport costs 
· Saves the manufacturer on high storage costs due to the wholesalers purchasing in bulk

· Saves the manufacturer having money tied up in stock and being left with stock if consumer trends change 

· Its saves the manufacturer from labeling the product for the retailer. 
	· Control of after sales is handed over to the wholesaler

· Wholesalers has limited specialist knowledge

· Can cheapen the look of certain brands




[image: image57.png]Hotly Polter




Factors Influencing the Location of a Business Premises

How far the location is from the customer

· How far the location is from infrastructure such as roads and public transport

· Products and materials can be delivered to the organisation easier

· Easy access for customers

· The price of land or premises in the area

· The cost of land, premises and taxes in some areas may be very high whereas in other areas the costs could be significantly lower.

· Whether or not there are car parking facilities for employees and customers

· The proximity to raw materials for example, fishing fleets are usually located on coastal areas where the best fish stocks can be found.

· The availability of labour in the area & the cost of labour in the area

· The level of competition in the area

· An organisation wouldn’t open a shop on a high street which already has 6 similar shops

· The level of education in the area
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How Government Incentives in an Area Influence Location[image: image63.jpg]



Different authorities use incentives to encourage organisations to set up businesses in certain areas. This is done in order to increase the levels of business and enterprise, reduce unemployment in the area and ensure that derelict land is being put to use.
Scottish Government Assistance
New Enterprise Scholarships (NECs) for new entrepreneurs in disadvantaged areas (http://nesprogramme.org.uk/).

Regional Selective Assistance
A grant scheme which helps to create and safeguard jobs in Scotland. To qualify organisations must fulfill certain criteria, for example they should be located in areas of high unemployment.

Local Government Assistance
· Local authorities are active in providing detailed information to organisations about applications for grants and other forms of financial aid

· Providing detailed information to businesses about local available sites and premises

· Providing grants for starting up businesses in their area

· Providing grants for research and development

Promotion
The way in which the organisation makes the consumer aware of the features and benefits of the product. Promotion plays an important part in gaining new customers and retaining existing ones.

There are two main types of promotion:

	Below the Line
	Above the Line

	Directly controlled by the business
	Makes use of media to allow the organisation to reach a larger audience.

	Direct mail, personal selling, trade fairs.
	Television, radio, newspapers.

	Allows the business to target the customer in a more direct manner.
	This method also targets those who have no interest in the product.


The choice of promotional method depends on several factors including:
· Cost of media and budget available

· Audience to be reached

· Advertising methods used by competitors.

Possible Methods of Advertising:
	Method of Advertising
	Advantages
	Disadvantages

	Radio / Television
	Large national audiences can be reached.

Sound and motion can be used which is appealing to consumers.

On television the product can be demonstrated.

The product can maintain a high profile if adverts are regular.
	Can be an expensive method of advertising.

The product may be targeted at other market segments.

Message can be short-lived.

A lot of consumers channel surf when adverts are on.

	Magazines
	Colour adverts can have a big impact.

Particular segments can be targeted by putting adverts in specialist magazines e.g. Vogue.

Consumers may keep magazines for future reference.
	Can be an expensive method of advertising.


	Sponsored Events
	Creates good press for the organisation e.g. Virgin sponsoring the London Marathon.
	Can be an expensive method of advertising.

	Internet (online advertising)
	Can be relatively cheap.

If adverts are placed on correct websites, they can target specific market segments.
	Adverts may be ignored.

	Viral marketing e.g. social networking
	Two way interaction can occur

Large audience can be reached 

Questions can be posed quickly.


	Not all customers may want to join the social networking site

Information not usually private and can be viewed by anyone.

	Emails 
	Can sign up to a mailing list so only those interested receive the information.

Can be sent at any time of the day.

Same email can be sent to more than one person at a time.

Documents and files can be attached to an e-mail.

Environmentally friendly compared to printing posters.
	Some e-mails may be filtered as spam and user may never see them. 

Receiving too many emails may lead to frustration. 

Employees may need training. 

Viruses can be spread through e-mails.

	Text Messages 
	Message received instantly and directly as mobile as usually always carried by the customer.

Large number of customers can be targeted. 

Cheaper than some other methods of advertising.


	Can only include a small amount of text. 

Customers may find the text messages annoying. 

Need to mobile phone number of the customer to use this method. 

	Apps
	Can use it on the move.

Can often use free wifi to access the internet.
	Customers need to buy a smart phone or tablet computer to use which is expensive.

Training is needed so the app can be designed for customer easier to use. 

Internet connection depends on the location and devise being used. 

	Word of mouth
	Positive word of mouth can result in increased sales and customer loyalty.
	Negative word of mouth can result in reduced sales and consumers purchasing from competitors.

	Newspapers
	Technical information can be explained.

Through carefully choosing the newspaper, specific market segments can be targeted.

Readers can cut out adverts and keep for future reference.
	People tend not to carefully read daily newspapers.

Adverts may be in black and white and no sound or movement is used – not very appealing.

May be expensive if nationwide coverage is required.

	Cinema
	There is a captive audience.

Adverts can be shown before certain films to appeal to specific market segments.
	The message may be short-lived.

The audience is limited – particularly if the film is not very popular.

	Outdoor Media (football stadiums, billboards)
	A wide audience can be attracted.

Often used in busy locations – high exposure.

The advert will be seen many times by those passing frequently.
	Weather could deteriorate the signage.

May be vandalized.

People may be used to the sign being there so could ignore it.

Can be an expensive method of advertising.
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Sales Promotions: 

Special Offers
Special offers can be defined as short term incentives which encourage customers to purchase products. Special offers can be categorised into two types, which affect the retailer/wholesaler (Into the Pipeline) or the consumer (Out of the Pipeline).
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Into the Pipeline Promotions
Promotions offered to retailers or wholesalers to entice them to stock the products.

Point of Sale Materials

This may include posters, leaflets or window displays. These are generally provided to the retailer or wholesaler free of charge. For example, when a new film comes out, the film company will provide cinemas with stands advertising the film.

Dealer Loaders

Used to entice the retailer or wholesaler to purchase and stock the item, for example purchase 10 get 1 free.

Sale or Return

The retailer will be able to stock the product without fear that they will be left with unsold stock. In this case the retailer will be able to return any unsold stock to the manufacturer. Newspapers, bread and dressmaking patterns are some products which can be returned should they remain unsold. 

Dealer Competitions: Competitions for high sales can be offered to retailers or wholesalers. For example, car manufacturers may offer holidays as prizes for car dealers who meet their sales targets.
Credit Facilities: The retailer will purchase goods from the manufacturer and pay for them at a later date.

Out of the Pipeline Promotions
Promotions offered to the customer to entice them to make a purchase.

Free Samples: Perfume or beauty counters will often give free samples of new products to encourage customers to try the product and make a purchase possibly at a later date.
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Credit Facilities: These allow customers to purchase products on credit (paying for the product at a later date) which they would not have been able to afford. An example of this is the Topshop store card. Purchases would be made in store and a bill would be sent to the customer requesting payment.

Demonstrations: Involves demonstrating the use of the product to entice the customer to purchase. For example, car dealers will often offer test drives so customers can try out the car before they purchase.

Competitions: Customers will purchase a product which will then allow them to be entered into a competition. For example, newspapers may have ‘Lucky Wallets’ in which the customer can win money if they purchase the newspaper.

Buy One Get One Free (BOGOF): Supermarkets will often use this on selected products.
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Bonus Packs: Allows the customer to try more of the product for the same price as the original. For example, toilet roll packs may have 4 free rolls.

Free Offers: Free toys may be included in boxes of breakfast cereal or free CDs may be offered in newspapers or magazines.
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Coupons & Vouchers: Provide customers with money off future purchases. For example, Sainsbury’s price match coupon provides customers with money off their next shop if they could have bought the same products cheaper at another supermarket.

In store demonstrations or tastings: Customers are encouraged to try new products, very popular in supermarkets
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Public Relations (PR)

The aim of PR is to create a good image for the organisation.  PR activities could include;

· Donations to charities

· Event sponsorship

· Product endorsement

· Press conferences and press releases

Publicity
PR costs time and money, publicity on the other hand does not.  The mention of a company’s name on the news or in a magazine indirectly promotes the organisation and its products.  Publicity can also be a threat as the media may often look for disasters (fires, scandals, product side-effects) rather than favourable news stories.
People
The people employed by a business are integral to its success. 
[image: image73.jpg]



Employees and managers represent the business and have a substantial influence on their reputation – positive and negative. To achieve a competitive advantage it is essential that a business recruits people who are:

· appropriately qualified

· motivated

· committed to training and development

· able to fit into the culture of the business.

Many customers cannot separate the product or services received from the staff member who provides it, and make judgements on the business as a whole based on the people representing it. Customer service is therefore essential to achieving success and staff should have appropriate interpersonal skills, aptitude and excellent knowledge of the product or service to provide a high level of customer satisfaction.

Process

Processes ensure that all employees know what to do and how to do it. This will guarantee that the level of service and quality of products and services received by customers will be consistent.

[image: image74.jpg]


For example, fast-food restaurants have well-defined processes in place so that all consumers will have the same experience irrespective of the individual restaurant they are dining in. This includes the sourcing and transportation of the raw materials, the storage and cooking of products, and the service received in the restaurant. 

An efficient system avoids confusion, streamlines business practice and increases the chances of having satisfied customers who will become loyal, repeat customers. Customers are not interested in how the processes work – what matters to them is that they do work. If processes are inefficient or fail then customers are likely to take their custom elsewhere and share their negative experience with others, resulting in a negative image for the business.

Physical Evidence 
One element of physical evidence is how the products/services, people and the name of the business are represented in the market place, ie branding. A strong brand image will help a business stand out from its competitors and attract customers who have pre-existing expectations when they see, for example, the McDonalds golden arches or the Nike swoosh.
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Physical evidence is very important when delivering a service as a customer cannot feel or experience the service before purchase. To overcome this a business can publish reviews from previous customers on its website, encourage positive comments on social media or become a member of recommendation websites, for example RatedPeople.com, Tripadvisor.co.uk.  

This element of the marketing mix is used to distinguish a company from its competitors and can be used to justify charging a premium price. The basic service a hotel provides is a bed to sleep in. Premier Inn’s position in this market is as a budget hotel providing value for money in a clean, basic environment, whereas Hilton Hotels & Resorts provide a more luxurious experience, often with extra facilities, such as pool and spa, and charge a premium price for this. The physical evidence is the condition of the room, the quality of the food, and the level and choice of service provided.

Ethical Marketing
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Ethics are moral guidelines that regulate good behaviour, therefore ethical marketing means making marketing decisions that are morally right.

Behaving ethically is not quite the same as behaving lawfully as:

· ethics is about what is right and what is wrong 
· the law is about what is legal and what is illegal.

All business decision should be lawful and ethical. Behaving in this way is seen as good business practice and will help to build positive customer relationships and develop a reputation of being socially responsible. Fairtrade is an example of ethical marketing. In marketing there are specific issues relating to ethics.

Market Research

· Invasion of privacy – a business must collect and use data gathered appropriately, in accordance with the Data Protection Act 1998.

· Stereotyping – conclusions drawn from data collected may be unfair or inappropriate.

Advertising and Promotion

· Truth and honesty – claims made by the business must be authentic and not exaggerated.

· Use of violence, sex and profanity – this is likely to offend many consumers therefore care needs to be taken to ensure it is only use at appropriate times, eg after the 9pm watershed on television.

· Controversial advertising – this type of advert aims to deliberately offend the audience by breaching the norms. Graphic images and blunt slogans are used to shock viewers and capture their attention. 
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Target Market

· When vulnerable groups are being targeted, for example children and the elderly, they should not be exposed to high-pressure selling techniques.

Pricing
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· Price fixing – this is where the price of products/services is set by agreement with competitors rather than allowing market forces to determine the price. Usually this means that prices are set artificially high to maximise profits for the business. 

Most businesses follow an ethical marketing code as they believe it is what customers expect. Increasingly consumers make the conscious decision to only buy products or services from businesses that are seen to be ethical.

However, defining consumers’ expectations is not easy as an individual’s view of ethics will be influenced by factors such as culture, religion and upbringing. Ethical marketing should therefore aim to meet the expectations of the majority while not causing offence to the minority.

Role of Technology in Marketing

Electronic Point of Sale

An electronic point of sale (EPOS) system is a combination of hardware and software that allows a business to maintain accurate stock and financial records. The system can also be extended to provide valuable information about customers’ buying habits. 
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An EPOS system improves stock control as it uses barcodes to:

· record products received into stock 

· record products sold

· update stock levels frequently and accurately

· provide accurate pricing information

· identify demand for products.

EPOS helps a business minimise the risk of holding too much or too little stock.

An EPOS system can be linked to a business’s website so that customers using e-commerce can check stock availability. They can identify if the product is in stock and when it will be delivered, register for stock alerts and reserve goods online to collect in store.  In addition to stock control, EPOS can readily be adapted to monitor customer behaviour. 
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Electronic Surveys
One type of electronic survey is the email survey, which is contained within an email message or as an attached file. Respondents read the message, answer the questions and then reply to the researcher. From a business perspective these surveys are easy to develop and use as they do not require a high level of IT skills. Respondents need only basic IT skills to respond, making the collection of data straightforward.

A second type of electronic survey is the web based survey. Respondents are typically sent an email containing a link to the URL address for the survey. These surveys offer greater flexibility as a wide variety of response options can be used, for example check boxes and pull-down menus. Once the survey is completed the respondent simply clicks ‘submit’. Statistical analysis software is used to scrutinise the data and present it as useful information, for example graphs and charts.

Electronic surveys have many advantages:
· emails can be sent 24/7 and read by the respondent when it is convenient – this eliminates the issue of time zones

· the respondent can choose to complete the survey at a time which suits them

· designing the survey is relatively easy and cost-effective 

· the cost of sending the survey is low compared to mail, phone or personal survey methods

· they can be sent to a large amount of people.

Issues which may arise from using electronic surveys are:

· concerns over the privacy and anonymity of respondents’ details included in the completed survey

· reluctance of respondents to transfer information over the internet

· response rate falls rapidly within 3–4 days of the survey being issued

· messages may be deleted by respondents before survey is completed

· compatibility with different operating systems and devices

· sample will contain bias as the population is unknown compared to traditional methods of selecting a sample, for example the majority of internet users are male, educated to degree level and have a higher than average income.   

To improve the response rate an electronic survey should be visually appealing and offer incentives to respondents, for example 10% off next purchase, prize draw to win a holiday etc. 

Internet/online Advertising

The internet can be used to deliver promotional marketing materials to consumers when they are looking online. Internet usage increases daily and it is now the predominant method of communication and entertainment for the majority of the population, replacing traditional formats such as newspapers and television. 

Marketeers realise that traditional promotional methods such as free pens and mugs are expensive and ineffective, and use of long-established media formats such as radio, magazines, TV and newspapers are being superceded by the internet. To achieve the best value for money from advertising budgets, businesses are increasingly moving towards internet advertising, at the expense of traditional methods.

Internet advertising includes email marketing, search engine marketing, social media marketing, display advertising and pop ups. Adverts can be randomly generated, but online advertisers often use cookies which identify a specific computer and the browsing history of the user. This data allows them to deliver targeted advertising, customised to an individual’s interests and tastes, and can even identify when a user has left a page without making a purchase, allowing the advertiser to contact them with a reminder to complete their purchase. Research has indicated that consumers prefer to receive targeted adverts instead of random adverts. 

Internet advertising allows the customer to directly interact with the advert at the click of a mouse, making it significantly more powerful than other forms of advertising. Marketeers capitalise on this to drive direct sales via e-commerce. 

Viral marketing can be a very effective and inexpensive way of generating lots of interest in a business. When information about a product or service is promoted in an attention-grabbing way it can go ‘viral’ very quickly. For example, one person sees the information and forwards it to 10 people, who then also each forward it to 10 people and so on, causing the message to spread very rapidly. This is the electronic equivalent of word of mouth.

Viral marketing may create a large amount of interest in a business, but this does not necessarily lead to an increase in sales.  
Management of Operations

The role and importance of operations in organisations

Operating Systems – What is Operations?
Access to raw materials, machines and workers does not guarantee that you will obtain the outcomes you require – organisation is essential. Procedures must be established which control and direct what is done, whom it is done by and when.  This is known as an operating system.

All operating systems have three distinct phases: 
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The product: Chocolate-covered crunch biscuits
	Stage 1

Raw materials
flour, sugar, fat, syrup, water, raising agents, flavours.
	Input issues

The purchasing mix considerations include:
[image: image85.bmp]•
best price

•
dependence on suppliers (reliability, etc.)

•
delivery time

•
availability of quality

•
usage (quantity required each day)

•
storage space available.

	Stage 2

Stages of production

blending, rolling, cutting, baking, enrobing (covering with chocolate), cooling.
	Process issues

Production considerations include:

•
average demand per week

•
production capacity available

•
working procedures (health/safety/hygiene)

•
storage available for finished product

•
efficiency/productivity

•
payment systems

•
quality issues

•
stock control.

	Stage 3

Stages of distribution

boxing, wrapping, storing, despatching.
	Output issues

Distribution considerations include:

•
packaging individual items and groups of items

•
nature/size of containers

•
storage space available before despatch

•
organising customer orders

•
transporting (to further storage or to customers)

•
customer requirements.


Operations Management
‘Operations Management is concerned with the efficient conversion of an organisation’s resources into the goods or services that it has been set up to provide.’

Howard Barnett, Operations Management
This can be subdivided in three key areas:
(a)
The purchase and storage of raw materials;

(b)
The production and storage of finished goods;

(c)
The distribution of the finished goods.
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Types of Production 

A business must operate in the most efficient way possible, ie it must find the most cost-effective and fastest method of production. The choice of production method will depend on:

· the product being produced

· the size of the market

· the size of the business

· the finance available

· the technology available.

Production will be either labour intensive or capital intensive and there are advantages and disadvantages of each method. Ultimately the choice is man vs machine. Most manufacturing companies use a mix of labour-intensive and capital-intensive (machine-intensive) production. The actual mix used determines the degree of automation. The greater the reliance of machines, the greater the automation.
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Labour-intensive production is where a business uses a larger proportion of human input than machinery to complete the production process, for example fruit picking, postal service and hospitality industry. 
Labour-intensive production is used when:

· the cost of labour is relatively cheaper than the cost of machinery

· the production process requires specific skills

· the use of machinery would be impractical due to lack of space or mobility

· the production process relies on the ability of humans to think, act on initiative and problem solve

· the production process requires flexibility, for example job production will use a high proportion of labour as specialist skills will be needed to make unique products.
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	Labour-intensive Production

	Advantages
	Disadvantages

	· Additional flexibility due to human skills – can make one-off items

· More responsive to change

· Lower start-up costs than capital-intensive production as no initial outlay on machinery/equipment

· The use of human judgment is needed or can improve the process
	· A skilled workforce can be expensive to recruit, pay and train

· Business cannot take advantage of economies of scale

· Staff illness or absence can impact on the production process

· Additional quality control measures may be required due to human error

· Can be less efficient than capital-intensive production
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Capital-intensive production is where the production process relies more on machinery and other capital equipment. This type of production is used to produce goods on a large scale, for example cars and washing machines.
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Capital-intensive production is used when:

· the supply of labour is limited

· the production process is routine and repetitive

· the cost of the capital is relatively cheap compared to labour

· the use of machinery improves the quality and accuracy of production

· the use of machinery improves efficiency and consistency of output.

Capital-intensive production is more likely to be associated with batch or flow production. It can be further categorised as follows:

Mechanisation: Where humans use machinery to help them in the production process, often to replace the physical, muscular part of the process. Human judgement is still required.

Automation: A step further than mechanisation, where control systems and information technology are used to manage production, reducing or replacing human intervention. Automation removes the need for human judgement.   

	Capital-intensive Production

	Advantages
	Disadvantages

	· Machinery can operate 24/7

· Higher volume of goods can be produced

· Quality of output is standardised and consistent

· Removes the chance of human error

· Machines can do work that would be dangerous or hazardous to humans
	· Large initial outlay to purchase machines

· Cost of maintaining and repairing equipment can be high

· Only suitable for standardised production process – difficult to adapt or change

· Production time is lost if machines break down

· Worker motivation is low as they are de-skilled. Can also lead to redundancies.
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Methods of Production 

Job Production

Each ‘job’ is completed in its entirety before another job is completed.  Thus, a single product is made at a time.  E.g. boat building, house building, individually designed wedding gowns, road construction, etc.
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The emphasis is on individuality.  Frequently found in smaller business units where product differentiation is easily maintained.

	Job Production

	Advantages
	Disadvantages

	· Firms can produce one-off orders exactly to meet customer demand

· A high price may be charges

· Specifications can be changed by customers even if production has started

· Workers are more likely to be motivated as there is a variety of work and skills required

	· Expensive due to high skill of staff needed – therefore high wages
· High research and development, administration and transport costs

· A wide variety of equipment/tools is required

· Lead times can be lengthy


Batch Production
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All stages in the production process are completed at the same time. Products will have a marked degree of similarity, although different ingredients may be used for different products.
Examples:
 tinned foods (Baxter’s soups, Heinz spaghetti), cakes and bakery goods (bread – white, French, wholemeal), etc. 
In this case a number of products (i.e. a batch) are produced at once. Each product in each batch is the same, but products may vary from batch to batch.
Batch production occurs most frequently in food production businesses, but it is becoming more common in industries such as the building trade, where a row of new houses will all have their foundations dug at the same time.

	Batch Production

	Advantages
	Disadvantages

	flexibility – individual batches can be designed to meet the requirements of particular customers

•
some scope for specialisation which can reduce costs, e.g. workers can concentrate on one stage in the process; more specialist machinery can be utilised

•
stocks of partly finished good can be built up – this can help firms respond quickly to new orders
	•
small batches can mean higher costs of production per unit

•
if batches differ from each other, delays may occur in changing machinery, etc.

•
production of different batches has to be co-ordinated which may be a difficult and time-consuming task


Flow Production

This process uses the production line and the product passes through various stages along the line with component parts being added at each stage.  This is most frequently seen in large mass production businesses where standardisation of products is essential.
Examples: motor cars, white goods (washing machine, fridges, etc.), newspapers.

In flow production there is continuous output of products, all of which are much the same.
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	Flow Production

	Advantages
	Disadvantages

	•
economies of scale can be gained through specialisation of machinery, workers, etc. which can lead to lower costs

•
automation becomes easier, e.g. use of robots on production line

•
costs of stockholding, etc. can be reduced through systems like just-in-time, etc.

•
quality systems can be built into the process and standard product specifications can be maintained
	•
standardised product which may not meet requirements of all customers

•
start-up costs are high

•
mass production requires mass consumption – if demand falls the whole system may be threatened

•
if part of the system fails, the whole system may not be able to function

•
work on production lines tends to be repetitive and boring


Quality 

In today’s highly competitive global market quality has become one of the key decision areas in operations.  Quality is an extremely difficult term to define as it can mean different things to different people.
From the consumer’s point of view quality may be:
•
quantity provided for the price paid;

•
reliability or lifetime of the product;

•
the extent to which the product or service satisfies a customer’s particular requirements, for example, technical features, appearance, and how well the product/service compares with its marketing description.

From the producer’s point of view quality may be:
•
meeting exact specifications;

•
a highly skilled workforce;

•
no customer complaints.

Methods of Ensuring Quality
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•
Quality standards and symbols:  Quality standards are awarded to an organisation when it meets a particular specification or set of criteria. However, it can be a time-consuming process to achieve and involves a series of checks and/or audits to be carried out. Being awarded a quality standard (or symbol) has benefits to the organisation and the customer. 
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British Standard 5750 is the standard that has been developed as a benchmark for quality in the United Kingdom. This also includes the British Standards Institution Kite Mark, the Association of British Travel Agents (ABTA) symbol, and the pure new wool symbol of the Wool Marketing Board.

	Benefits of quality standards and symbols for organisations

	· Having a recognised symbol attached to its name, which improves the image and reputation of the product

· Having proof that it has met specific quality standards

· Having a competitive advantage over products that do not have a quality standard/symbol

· Organisations who have gained a Quality Standard can include details in their marketing materials to enhance their reputation.
· Helps to encourage repeat purchases

· Being able to charge higher prices

· Receiving fewer complaints and reduced wastage
· It may be legal requirement for the organisation to gain a Quality Standard.


· Quality assurance:  At certain points in the production process, products are checked to ensure that they meet agreed quality standards. All aspects of the production process and looked at to ensure errors do not occur.
· Quality control: A manufacturer passes a sample of their raw materials and the final product through a quality control check. Any unacceptable products are then discarded as waste or sent back for reworking. This ensures that substandard products are not sold to customers.
· Total Quality management: The main aim of Quality Management is to produce a  perfect product or service every time in order to meet customer requirements. Quality is therefore essential at each and every step in the production of a good, or, for that matter, in the provision of a service, to which the same principles apply. It is felt that, although it is initially costly to establish, QM can achieve savings in the long run by reducing wastage to around 3%.  This can make a considerable difference to an organisation.

· Benchmarking: Identifying a benchmark is used as a method of improving quality of production or service by copying the best techniques used by another organisation regarded as the ‘best’. A company which is the first to use benchmarking in its market will hope to be regarded as the benchmark standard in the future. Setting a benchmark as a target can be very motivating for staff and can create a culture where continual improvement is standard practice.
· Quality circles: A quality circle is a group that meets regularly to identify and resolve problems about quality in the production process.  Their remit includes the consideration and recommendation of suitable alternative practices that are then put to management.  There are two principles behind the concept of quality circles in the work place:

· no one in the production process knows more about the problems that might arise than shop floor workers;

· workers will appreciate and be motivated by the opportunity to use their knowledge and talents alongside management in a problem-solving environment.
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Mystery Shopping: Mystery shopping is the practice of using trained shoppers to anonymously evaluate:

· customer experience

· operational efficiency

· employee integrity

· use of merchandising

· service/product quality.
Customer service is often the key to the ongoing success or failure of a business. It is more cost-effective to retain a customer than attract a new one, therefore making sure customers receive the appropriate level of service is a good investment. 
	Mystery Shopping Advantages

	· Feedback is received that can be used to improve processes.

· Training needs can be identified.

· Improves customer retention.

· Monitors quality of products and service.

· Improves employee awareness of the importance of customer service.

· Reinforces positive action by offering an incentive-based reward system to employees and managers.


Stock Control

In any organisation the control of stock is essential.  Stock is an expensive item to an organisation – sometimes accounting for as much as 30% of the total assets held.  Any stock management system will try to balance the needs of the production department with the costs of holding stocks.  The 3 main categories of stock within an organisation are:
•
raw materials and components for the product or process;

•
work in progress;

•
finished stock.

Issuing stock: This should only be done on the production of an authorised requisition card.

Monitoring stock levels: This can be done in a variety of ways:
(a)
by recording (manually, using a bin card system);

(b)
by using a database or spreadsheet, changes in stock are recorded as they take place,  giving a running balance total which should be accurate at any point in time and reduces the need for physical stock counting prior to re-ordering.  Many such systems now allow automatic re-ordering when re-order level is reached, with no need for operator input.
A physical stock count (stock taking) MUST be carried out at least once per year in order to provide closing stock figures for the Final Accounts.

Deciding on the Quantities of Stock Held & Features of an Effective Stock Control System
Having the correct quantities of materials at any one time is essential.  If stock levels are too low, production might be delayed, or even stop.  If stocks are too high, the firm has unproductive money, tying up funds that could more profitably be used elsewhere.  One method of calculating stock levels is given below.

Stage 1
Set the MAXIMUM/ ECONOMIC STOCK LEVEL
This is the stock level that permits activities to continue without interruption but incurs the minimum cost for the company. 

Stage 2
Set the MINIMUM STOCK LEVEL
This is the least amount ofstock that ensures that there will always be stocks for production, allowing for ordering and delivery times.

Stage 3
Set the RE-ORDER LEVEL
This is the level at which new stock should be ordered.  Usually calculated on the basis of usage per day, minimum stocks held + lead-time (delivery time for new stock).
Stage 4
Set the RE-ORDER QUANTITY
This is the amount of stock required to return stock levels to economic stock level on the same day that new stocks are received.  Normally the re-order quantity is automatically ordered as soon as the re-order level is reached.  The quantity re-ordered should return the stock levels to that of the economic stock level.

Once these levels are set and agreed, the correct amount of stocks should always be available to maintain continuous production.
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Storage of Stock

Centralised storage: stocks stored in one central area
	Advantages
	Disadvantages

	· improved security

· supervised by specialist staff

· agreed procedures for issue/receipt

· agreed procedures for ordering

· bulk ordering/storage may be cheaper

· increased efficiency in distribution
	· time wasting going to and from stores

· cost of specialist staff

· cost of dedicated storage area





Decentralised storage: stock stored in different locations throughout the organisation depending on where the items are to be used.

	Advantages
	Disadvantages

	· stock always ‘on hand’ when required

· orders of stock will reflect actual usage

· faster turnover of smaller amounts of stock 

· reduces likelihood of deterioration/decay


	· less rigid control – theft and loss more likely

· takes up space in production areas



Just-in-time (JIT) 
Just in Time (JIT) Production is an approach to production that involves keeping the stock levels (therefore costs) to a minimum. Stocks arrive just in time to be used in production. Goods are not produced unless the firm has an order from a customer. Successful JIT depends on reliable suppliers, good quality control procedures and access to a supply of skilled workers.
	Advantages
	Disadvantages

	· Material use exactly matches production thus deterioration and waste.

· The costs of storing and securing stock are reduced or removed.

· Production flows are smoother, with no delays, making production planning easier

· Businesses develop closer relationships with their suppliers

· The business will better able to cope with sudden reductions in consumer demand

· Cash flow improves as materials are not ordered until there is a customer order.


	· Danger of disrupted production due to non-arrival of supplies

· Danger of lost sales

· High dependence on suppliers

· Less time for quality control on arrival of materials

· Increased ordering and administration costs

· May lose bulk-buying discounts

· Increase in suppliers’ transport costs

· Increase chance of transport failures

· Increased volume of traffic on road (many small loads instead of fewer large loads)


The Kanban system
Raw materials intake, work in progress and goods dispatched are kept to a minimum to match exactly the quantities demanded by customers.  This system makes use of cards.  These cards inform operators how much is to be produced at each stage in the process and the precise quantity of stock each process should withdraw from the previous stage.  
	Advantages
	Disadvantages

	· Stock usage exactly matches production requirements

· Savings are made on both purchase and storage costs of unused stocks

· Production delays are prevented

· Close ties with suppliers are established

	· There is a high dependency on suppliers and their ability to conform to your requirements

· Suppliers must be willing to participate.


Purchase of Materials

The importance of purchasing varies according to the size and nature of the organisation.  For example in service industries, such as hairdressing, there is very little purchasing and ‘production’ depends upon the skill of the staff, rather than the shampoo or perm lotion that they use.

However, in manufacturing industries, where large amounts of raw materials or component parts are used to produce the final goods it is very likely that the firm will have a purchasing department and employ a team of specialists.  In order to remain competitive this department is responsible for obtaining the best quality materials, at the lowest cost and delivered in the correct quantities at the correct time.  This is known as the purchasing mix.

The Purchasing Mix

Broken down further, we can look at the decisions to be made firstly in terms of quantity to be purchased, and secondly in terms of the choice of supplier to use.
Such factors as the following are considered when deciding on choice of supplier.

1.
Price:
lowest? discount for bulk buying? discount for regular customers? credit terms available?

2.
Quantity:
acceptable for needs? consistently available?

3.
Availability:
dependence on sources? reliability of delivery systems? confidence in supplier?

4.
Location of
additional transport requirements? insurance costs?

5. 
Quality: 
Are the goods of the correct quality standard? 

Distribution and Delivery

(Source: based on CSO Annual Abstract of Statistics, 1995) 
	Method
	Advantages
	Disadvantages 

	Road Network
	· Cheaper method

· Delivery is quick

· Product delivered direct to the customers door

· 24 hours a day 
	· Difficult to transport large goods

· Not the most environmentally friendly method

· Roadworks can cause delays 

· Restricted by legislation that states number of hours drivers can drive

	Rail (train)
	· Large products and quantities can be transported
	· Not a train station in every location 

· Not a door to door store 

· Requires road haulage to final destination.

	Air 
	· Can be transported across the world more quickly than by sea

· Large amounts of only small products can be transported.


	· Not a door to door service

· Large items cannot be transported

· An expensive method as products need to be taken to the airport to be loaded onto the aircraft

· Requires road haulage to final destination 

	Sea (Boats)
	· Can import/export bulky goods.

· Products can be transported worldwide.
	· Very time consuming process to transport the products.

· Not a door to door service also requires road haulage.



Ethical and Environmental Considerations

Fairtrade

Fairtrade is about achieving better prices and fair terms of trade for farmers in the developing world, who may have been exploited by greedy purchasers who may not pass on profits. Farmers pay their workers a fair wage, health and safety improves, and the local community becomes more sustainable. Fairtrade also ensures that the economic benefits are shared with the workers and farmers, not just the shareholders of the business.

The not-for-profit organisation Fairtrade International (www.fairtrade.org.uk), awards the Fairtrade Mark for products that meet its strict criteria. It can be seen on food products such as coffee, chocolate, bananas and sugar in addition to non-food products such as cotton. 

Larger companies such as Starbucks and Cadbury have joined the fairtrade movement in recent years as they believe that the process strengthens the producers’ position in the market place as well as reassuring ethically motivated consumers.
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A business benefits in many ways by being part of Fairtrade:

· diverse market place as demand for consumer goods is increasing as more market segments demand ethically sources products. The UK market for Fairtrade goods is doubling in size approximately every 2 years. Social demand means that there has been an increase in consumers wanting ethical products. If a business does not produce or sell Fairtrade products it excludes a significant number of consumers from the market place.
· increased customer loyalty as commitment to Fairtrade could increase customer retention, giving the business more stability.

· a good public image, as being seen as ethically minded will encourage consumers to choose a business over competitors who do not offer ethically sourced products. This could result in increased sales and profitability for the business. A survey by Free Poll found that 96% of consumers are prepared to spend extra on products if they perceive them to be more ethically produced.

· recruitment of staff and volunteers will be easier as a Fairtrade business will be viewed as being caring and ethical – staff and volunteers are likely to have the same ethical stance and retention may also increase.

However, there are also some drawbacks for the business:

· the price is higher for the consumer compared to non-Fairtrade products, which can be viewed unfavourably by some consumers

· small-scale production is promoted by Fairtrade, but economies of scale cannot be achieved and it is more difficult to control production methods and prices. These factors can deter large businesses from working with these farmers.

· tariffs are much lower for non-processed supplies so it may not be profitable for the business to import, for example, roasted coffee instead of coffee beans.

· concern over climate change and food miles has resulted in some businesses and consumers weighing up the benefits of Fairtrade with the cost to the environment of transporting the goods.
Environmental Responsibility

Environmental responsibility refers to the duty that a company has to operate in a way that protects the environment.

Businesses are under increasing pressure to show environmental responsibility not only because it is viewed as being ethically correct but because it is also required by law.

Legislation is in place to control factors such as:

· emissions into the air

· storage and disposal of waste

· emissions into the water supply

· causes of nuisance, for example noise, smoke, fumes, gases, odour, light pollution and accumulation of rubbish.

If a business causes damage to the environment it has a legal obligation to take action to repair the damage.

Complying with legislation and operating in an ethical manner can have many benefits for a business.

· reducing energy use can reduce running costs

· reducing the amount of raw materials used can reduce production costs and minimise the cost of waste disposal

· income may be generated from recycling equipment and materials, and saving can be made on the cost of disposing these items

· taking preventative measures to avoid environmental damage can be more cost-effective than incurring the expense of cleaning up once damage has been done or paying fines imposed.

In addition:

· many government organisations will only work with a business that takes environmental responsibility seriously

· many investors will only invest their funds with an environmentally responsible business

· it can be easier to attract investment from banks

· it enhances a business’s reputation and can improve customer loyalty.

Profit maximisation will always be the primary objective of a business in the private sector, but many businesses are now realising that acting in an environmentally responsible way can improve their profitability and the long-term success of the business.

Ethical Operations


Working ethically means doing the right thing and acting in a way that is both fair and honest to all stakeholders and will positively impact the community or environment. Ethical decisions will take into account:

· impact – who will be affected by the decision?

· fairness – will those who are affected by the decision consider it to be fair?

An ethical decision is one that is both legal and meets the ethical standards of the stakeholders.

Henry Ford, who founded the Ford Motor Company, said in 1903:

‘A business that makes nothing but money is a poor business.’

He was referring to the responsibility of businesses not only to create good products for their customers, but also to share good practice and goodwill with all of their stakeholders.

Within the operations function of a business one of the key decisions is which supplier to use. A business can only claim to operate ethically if its suppliers are also ethical.

Unethical practices of suppliers can include:

· the use of child labour

· the use of sweatshops for production, for example hot conditions, long working hours

· the violation of workers’ rights

· the violation of health and safety standards.

	Advantages
	Disadvantages

	Increased sales revenue as demand from ethically motivated consumers grows
	Cost of sourcing ethical labour and materials can be high

	Improved business image, leading to increased brand awareness 
	Higher overheads, for example training staff to ensure adherence to ethical policy

	Easier access to sources of finance, eg ethical investors
	Ethical standards vary between countries, which can be problematic for multinational corporations

	Improved employee motivation and recruitment
	


Role of Technology in Operations

Computer-aided Design
Computer-aided design (CAD) is the use of computer software to assist in the creation, modification and analysis of a product during the design process. The product can be built and tested virtually to ensure it meets the needs of the customer and the business, which reduces the cost of creating and then modifying a prototype.

CAD is used extensively in industries such as car design, shipbuilding, architecture and engineering. 
	Advantages of CAD
	Disadvantages of CAD

	· more accurate than hand drawings therefore reduces human error

· increases the productivity of the designer as designs can be saved and modified on the computer instead of new hand drawings being created

· images can be saved to be edited at a later date

· images can be sent via email

· images can be viewed in two and three dimensions.
	· the initial cost of the software is high

· computers need a large amount of processing power to support the software

· staff need to be trained to use the software.





Computer-aided Manufacture

Computer-aided manufacture (CAM) is the use of computers in the manufacturing process. Machinery and other equipment are regulated by a computer which is programmed to control and co-ordinate each stage of the production process. 

CAM is an appropriate method of manufacturing when a large number of identical items are being produced, for example in the electronics, car and textile industries.

	Advantages of CAM
	Disadvantages of CAM

	· improved efficiency as production can occur 24/7

· improved accuracy and consistency as human error is eliminated

· reduction in waste

· machines will work at a programmed pace therefore speed of production is more predictable.
	· high initial outlay to purchase the machines/computers

· production will stop if machinery/computers breakdown.


Electronic Point of Sale (EPOS)

EPOS system is a combination of hardware and software that allows a business to maintain accurate stock and financial records. The system can also be extended to provide valuable information about customers’ buying habits. 

An EPOS system improves stock control as it uses barcodes to:

· record products received into stock 

· record products sold

· update stock levels frequently and accurately

· provide accurate pricing information
· identify demand for products.

Databases
· Databases can be used to keep computerised suppliers records 

· Databases can assist in automating re-ordering when a ‘trigger’ level is reached

· Databases can record stock usage and stock value eg linked to barcode

Other ways technology/ICT can be used in Operations
· The internet can be used to access information eg to find a new supplier of raw materials

· E-mail can be used as a fast and cost-effective way of communicating with suppliers
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Tesco: How one supermarket came to dominate 


(BBC Website 9 September 2013) 





But what really took Tesco to the top was watching customer behaviour. It was the first British supermarket to do so and it was a game-changing move.





The introduction of the Tesco Clubcard is the single most significant factor in the success of the company, says Sir Terry Leahy, Tesco chief executive from 1997–2011. “I knew the whole industry’s structure would never be the same again” he says.





Tesco collected raw data on what people were buying and turned it into profitable information. It was also able to offer personalised discounts and rewards. Rolled out nationally in 1995, the card was an instant success. One year later Tesco became the UK’s top supermarket.





The scheme fundamentally changed the way all supermarkets did business and typifies Tesco’s success, say business analysts.“It became such a success story because it was aggressive at adapting to consumer trends, diversifying and innovating,” said one analyst. “It took a hell of a lot of risks in the 1990s but they paid off.”





OUTPUTS


The actual goods and services produced are warehoused and distributed.








INPUTS


Raw materials


Labour





PROCESS


Inputs pass through a production process and are combined to produce actual goods and services. They undergo quality checks.








Cadbury and the Fairtrade Foundation announced plans to achieve Fairtrade certification for Cadbury Dairy Milk, the nation’s top selling chocolate bar. This groundbreaking move will result in the tripling of sales of cocoa under Fairtrade terms for cocoa farmers in Ghana.





Cadbury Chief Executive, Todd Stitzer, says, “This is an historic moment for our company. I am proud that the nation’s favourite chocolate bar will display the FAIRTRADE Mark. I was in Ghana last month and saw how vital it is that businesses support their partners and the communities they live in. We believe that by joining forces with the Fairtrade Foundation, we can further improve living standards and conditions for farmers and farming communities, and create a sustainable supply of high quality cocoa for Cadbury.”





The company has committed to the Fairtrade certification of Cadbury Dairy Milk for the whole of the British and Irish markets. The move will mean that the millions of Cadbury Dairy Milk consumers will be able to enjoy Fairtrade ingredients in their favourite chocolate bar, while the taste stays the same.





Todd Stitzer adds, “By working together, the Fairtrade Foundation and Cadbury believe we can get more people in the UK to buy Fairtrade products and achieve more for this cause than we ever could individually. This Fairtrade initiative is part of our ongoing commitment to cocoa farmers in Ghana where we originally established cocoa farms 100 years ago and last year launched the Cadbury Cocoa Partnership – after all, what’s good for the farmers is good for our customers and our business.”





Last month Todd Stitzer visited the Eastern Region of Ghana. He spoke to farmers about the modern-day difficulties of cocoa farming and discussed how increasing stability of cocoa earnings through stronger farmers’ organisations and Fairtrade certification could deliver significant improvements to livelihoods, enabling farmers both to implement sustainable agricultural practices and to improve life in the wider community.





Benjamin Atiemo lives in Adjeikrom village, one of the places where cocoa farmers will now be working together to achieve Fairtrade certification. He expressed his concern about the future of cocoa farming in the area, saying that unless farming practices improve so farmers can increase their yields and incomes, young people will drift to the cities, where, without skills or education, they may end up unemployed and aimless.


(Extracts from Fairtrade Foundation press release) 
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