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Midterm Exam Answer
1. What explains the fact that services are more resistant to economic recessions than manufactured goods? (2 Points)
Since services can not be inventoried, as is the case for products along with the fact that its consumption and production takes place simultaneously, the demand for services is more stable than that for manufactured goods. When the economy is in recession, many services continue to survive (ex. Hospitals keep busy as usual). Moreover, during a recession, both consumers and business firms postpone capital expenditures and instead fix up and make do with existing equipment. This can lead to services like “Maintenance & Repair” to even prosper.
2. In the below figure, 4 quadrants of the “Nature of Service Act” is found. Could you place the following 4 different service sectors in their respective quadrant? (2 Points)
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3. Service firms have usually minimum opportunities for economies of scale. Why is this so? Could you come up with an example of a service firm that overcome this problem? (2 Points)
Service firms have usually minimum opportunities for economies of scale because the necessity of physical travel limits the market area and results in typical “small-scale” outlets. Those very firms find it extremely hard to, for example, buy in bulks and, hence, enjoy the benefits of economies of scale. Some service firms, through franchising, have successfully overcome this problem. To illustrate, service firms operating under the name of Mc Donald’s not only share purchasing and advertising costs but also enjoy buying from parent company at significantly below-market prices.
4. What are “Intellectual Property Rights”? Why service firms go for obtaining “Intellectual Property Rights”? (2 Points)
“Intellectual Property Rights” refer to legal exclusive rights over creations of the mind such  as inventions, literary and artistic works, symbols, names, images, and designs used in commerce. Service firms go for obtaining “Intellectual Property Rights” in order to:

· Create a barrier to entry

· Protect its service for being imitated

· Reap monopoly profits for a certain period of time.
5. Contrast “Intermediary” versus “Value-Net Integrator” e-business models? (2 Points)
While “Intermediary” e-business model brings together buyers and sellers by concentrating information, “Value-Net Integrator” e-business model coordinates activities across the supply chain by gathering, synthesizing, and distributing information.
6. What are the 4 categories of cost associated to quality as adopted by Joseph M. Juran? (2 Points)

The 4 categories of cost associated to quality as adopted by Joseph M. Juran are as follows:

· Internal failure costs

· External failure costs

· Detection costs

· Prevention costs
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