Essentials of

Gevvices Mavheling

4th Editlon

_Jochen Wirtz




Essentials of

Gevvices Mavheling

4th Editlon

@ Pearson _Jochen Wirtz

ity e Madrid ¢ Amsterdam e Munich e Paris e Milan



Product Management: Yajnaseni Das and Ishita Sinha

Content Strategy: Steven Jackson, Daniel Luiz, and Kajori Chattopadhyay
Product Marketing: Wendy Gordon, Ashish Jain, and Ellen Harris
Supplements: Bedasree Das

Production: Vamanan Namboodiri and Sonam Arora

Rights and Permissions: Rimpy Sharma and Nilofar Jahan

Please contact https://support.pearson.com/getsupport/s/contactsupport with any queries on this content.

Cover Images: koya979/Shutterstock, Zoya Zhuravliova/Shutterstock, Pensiri Saekoung/123rf.com,
Boyko.Pictures/Shutterstock

Pearson Education Limited
KAO Two

KAO Park

Hockham Way

Harlow

Essex

CM17 9SR

United Kingdom

and Associated Companies throughout the world
Visit us on the World Wide Web at: www.pearsonglobaleditions.com
© Pearson Education Limited 2023

The rights of Jochen Wirtz to be identified as the author of this work has been asserted by them in
accordance with the Copyright, Designs and Patents Act 1988.

Acknowledgments of third-party content appear on the appropriate page within the text, which constitutes
an extension of this copyright page with the exception of the images that make up the design elements
that appear throughout the text, which are credited to Maksym Dykha/Shutterstock, I'm
friday/Shutterstock, Liskus/Shutterstock, kanate/Shutterstock, and Olena Vasylkova/Fotolia.

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, or
transmitted in any form or by any means, electronic, mechanical, photocopying, recording or otherwise,
without either the prior written permission of the publisher or a license permitting restricted copying in the
United Kingdom issued by the Copyright Licensing Agency Ltd, Saffron House, 6-10 Kirby Street, London
EC1N 8TS. This publication is protected by copyright, and permission should be obtained from the
publisher prior to any prohibited reproduction, storage in a retrieval system, or transmission in any form
or by any means, electronic, mechanical, photocopying, recording, or otherwise. For information regarding
permissions, request forms, and the appropriate contacts within the Pearson Education Global Rights and
Permissions department, please visit www.pearsoned.com/permissions/.

All trademarks used herein are the property of their respective owners. The use of any trademark in this
text does not vest in the author or publisher any trademark ownership rights in such trademarks, nor does
the use of such trademarks imply any affiliation with or endorsement of this book by such owners.

This eBook is a standalone product and may or may not include all assets that were part of
the print version. It also does not provide access to other Pearson digital products like MyLab
and Mastering. The publisher reserves the right to remove any material in this eBook at any
time.

ISBN 10: 1-292-42519-9 (print)
ISBN 13: 978-1-292-42519-1 (print)
ISBN 13: 978-1-292-42516-0 (etext)

British Library Cataloguing-in-Publication Data
A catalogue record for this book is available from the British Library

1 21

eBook formatted by B2R Technologies Pvt. Ltd.


http://www.pearsonglobaleditions.com
https://support.pearson.com/getsupport/s/contactsupport
http://Saekoung/123rf.com
http://www.pearsoned.com/permissions/

With gratitude and in loving memory of Christopher Lovelock,
One of the guiding lights of services marketing.

Co-author, mentor, and friend.
And above all, an inspiration.






About the Author

Jochen Wirtz is Vice Dean, MBA Programmes, and Professor of Marketing at
the National University of Singapore (NUS). He is also an international fellow of
the Service Research Center at Karlstad University, Sweden; an Academic Scholar
at the Cornell Institute for Healthy Futures (CIHF) at Cornell University, USA;
and a Global Faculty of the Center for Services Leadership (CSL) at Arizona
State University, USA.

Previously, Professor Wirtz was the founding director of the dual degree
UCLA-NUS Executive MBA Program from 2002 to 2014, an Associate Fellow
at the Said Business School, University of Oxford, from 2008 to 2013, and a
founding member of the NUS Teaching Academy (the NUS think-tank on
education matters) from 2009 to 2015.

Dr. Wirtz holds a PhD in services marketing from the London Business
School and has worked in the field of services for over 25 years. His research
focuses on service marketing and has been published in over 300 academic
articles, book chapters, and industry reports. He is an author of over 20 books,
including Services Marketing—People, Technology, Strategy (World Scientific,
9th edition, 2022), and like Essentials of Services Marketing, it has become one
of the world’s leading services-marketing textbooks, translated and adapted
for over 26 countries and regions, with combined sales of some 1 million
copies. He is also the author of Inzelligent Automation: Learn How to Harness
Artificial Intelligence to Boost Business & Make Our World More Human (2021)
and Winning in Service Markets (World Scientific, 2017).

In recognition of his excellence in teaching and research, Professor Wirtz
has received over 50 awards, including the prestigious Christopher Lovelock
Career Contributions to the Services Discipline Award in 2019 (the highest
recognition of the American Marketing Association [AMA] service community),
the Academy of Marketing Science (AMS) 2012 Outstanding Marketing Teacher
Award (the highest recognition of teaching excellence of AMS globally), and
the top university-level Outstanding Educator Award at NUS. He was also the
winner of the inaugural Outstanding Service Researcher Award 2010 and the
Best Practical Implications Award 2009, both by Emerald Group Publications.
He serves on the editorial review boards of over 10 academic journals, including
the Journal of Service Management, Journal of Service Research, and Cornell
Hospitality Quarterly, and is an ad hoc reviewer for the Journal of the Academy
of Marketing Science and Journal of Marketing. Professor Wirtz hosted the
American Marketing Association’s Frontiers in Services Conference in 2019
and the SERVSIG Conference in 2005.

Professor Wirtz was a banker and took the banking exam at the Chamber of
Commerce and Industry in Munich. He has since been an active management
consultant, working with international consulting firms, including Accenture,




Arthur D. Little, and KPMG as well as major service firms in the areas of strategy,
business development, and customer feedback systems. He has been involved in
a number of start-ups, including Dataswift (www.dataswift.io) and TranscribeMe
(TranscribeMe.com).

Originally from Germany, Professor Wirtz spent seven years in London
before moving to Asia. Today, he shuttles between Asia, the United States, and
Europe. For further information, see www.JochenWirtz.com.



http://www.dataswift.io
http://www.JochenWirtz.com
http://TranscribeMe.com

Brief Contents

Dedication ii
About the Author \
Preface XiX
Acknowledgments XXViii

Partl: Understanding Service Markets, Products,

and Customers 3
Chapter 1 Introduction to Services Marketing 4
Chapter 2 Understanding Service Consumers 34
Chapter 3 Positioning Services in Competitive Markets 62
Partll:  Applying the 4 Ps of Marketing to Services 93
Chapter 4 Developing Service Products and Brands 94
Chapter 5 Distributing Services through Physical and Electronic Channels 122
Chapter 6 Setting Prices and Implementing Revenue Management 154
Chapter 7 Promoting Services and Educating Customers 190
Partlll. Managing the Customer Interface 235
Chapter 8 Designing Service Processes 236
Chapter 9 Balancing Demand and Capacity 272
Chapter 10 Crafting the Service Environment 300
Chapter 11 Managing People for Service Advantage 328
PartlV: Developing Customer Relationships 369
Chapter 12 Managing Relationships and Building Loyalty 370
Chapter 13 Complaint Handling and Service Recovery 406
PartV:  Striving for Service Excellence 435
Chapter 14  Improving Service Quality and Productivity 436
Chapter 15 Building a World-class Service Organization 478
PartVl: Cases 504
Name Index 633

Subject Index 641




Preface XiX

Acknowledgments XXViii

Partl: Understanding Service Markets, Products, and

Customers 3

1. Introduction to Services Marketing 4
Why Study Services 7
Services Dominate the Global Economy 7
Most New Jobs Are Generated by Services 8
Understanding Services Offers Personal Competitive Advantage 8
What Are the Principal Industries of the Service Sector? 9
Contribution to Gross Domestic Product 9
Powerful Forces Are Transforming Service Markets 10
B2B Services as a Core Engine of Economic Development 10
What Are Services? 12
Benefits without Ownership 12
Defining Services 14
Service Products versus Customer Service and After-Sales Service 14
Four Broad Categories of Services—A Process Perspective 15
People Processing 16
Possession Processing 16
Mental Stimulus Processing 16
Information Processing 17
Services Pose Distinct Marketing Challenges 18
The 7 Ps of Services Marketing 18
The Traditional Marketing Mix Applied to Services 19
The Extended Services Marketing Mix for Managing the Customer Interface 21
Marketing Must Be Integrated with Other Management Functions 23
The Service—Profit Chain 24
A Framework for Developing Effective Service Marketing Strategies 26

(I8
S

2. Understanding Service Consumers

The Three-Stage Model of Service Consumption 37
Pre-Purchase Stage 37
Need Awareness 37
Information Search 38
Evaluation of Alternative Services 38

Purchase Decision

45




Part Il

Service Encounter Stage
Service Encounters Are “Moments of Truth”
The Servuction System
Theater as Metaphor for Service Delivery
Role and Script Theories
Perceived Control Theory
Post-Encounter Stage
Customer Satisfaction
Service Quality
Customer Loyalty

Positioning Services in Competitive Markets

Customer-Driven Services Marketing Strategy
Customer, Competitor, and Company Analysis (3 Cs)
Segmentation, Targeting, and Positioning (STP)
Segmenting Service Markets
Important versus Determinant Service Attributes
Segmenting Based on Service Levels
Targeting Service Markets
Achieving Competitive Advantage through Focus
Principles of Positioning Services
Using Positioning Maps to Plot Competitive Strategy
An Example of Applying Positioning Maps to the Hotel Industry
Mapping Future Scenarios to Identify Potential Competitive Responses
Positioning Charts Help Executives Visualize Strategy
Positioning Digital Services and Platforms
Attributes of Digital Service Available for Positioning
Developing an Effective Positioning Strategy

Applying the 4 Ps of Marketing to Services

Developing Service Products and Brands
Understanding Service Products
What Is a Service Product?
What Are the Benefits of Well-Developed Service Products?
Creating Service Products
The Flower of Service
Facilitating Supplementary Services
Billing
Payment
Enhancing Supplementary Services
Hospitality
Exceptions

Managing the Flower of Service

46
46
47
49
49
50
51
51
52
55

62
65
65
66
67
69
69
70
70
74
75
75
79
81
81
81
83

93

96
97
97
98
98
99
101
102
102
102
104
105




Branding Services 105
Service Brand Architecture at the Corporate Level 106
Branding Service Products and Experiences 107
Branding Service Levels (Service Tiering) 109
Building Brand Equity 110
Delivering Branded Service Experiences 110

New Service Development 111
A Hierarchy of New Service Categories 112
Design Thinking in New Service Development 113
Achieving Success in New Service Development 114

5. Distributing Services through Physical and

Electronic Channels 122
Distribution in a Services Context 125
What Is Being Distributed? 125
How Should a Service Be Distributed? 126
Customers Visit the Service Site 126
Service Providers Go to Their Customers 126
The Service Transaction Is Conducted Remotely 127
Channel Preferences Vary among Customers 130
Channel Integration Is Key 151
Where Should a Service Facility Be Located? 132
Strategic Location Considerations 132
Tactical Location Considerations 132
Innovative Location Strategies 134
When Should Service Be Delivered? 135
The Role of Intermediaries 137
Benefits and Costs of Alternative Distribution Channels 137
Franchising 139
Other Intermediaries 141
The Challenge of Distribution in Large Domestic Markets 141
Distributing Services Internationally 142
Factors Favoring Adoption of Transnational Strategies 143
Barriers to International Trade in Services 145
How to Enter International Markets 146

6. Setting Prices and Implementing Revenue Management 154
Effective Pricing Is Central to Financial Success 157
Objectives for Establishing Prices 157
Pricing Strategy Stands on Three Foundations 157
Cost-Based Pricing 157
Value-Based Pricing 159
Reducing Related Monetary and Non-Monetary Costs 160
Competition-Based Pricing 163
Revenue Management: What It Is and How It Works 165

Reserving Capacity for High-Yield Customers 165




How Can We Measure the Effectiveness of a Firm’s Revenue Management? 167

How Does Competitors’ Pricing Affect Revenue Management? 168
Price Elasticity 169
Designing Rate Fences 170
Fairness and Ethical Concerns in Service Pricing 172
Service Pricing Is Complex 172
Piling on the Fees 173
Designing Fairness into Revenue Management 175
Putting Service Pricing into Practice 177
How Much Should Be Charged? 179
What Should Be the Specified Basis for Pricing? 179
Who Should Collect Payment and Where Should Payment Be Made? 180
When Should Payment Be Made? 181
How Should Payment Be Made? 182
How Should Prices Be Communicated to Target Markets? 182

1. Promoting Services and Educating Customers 190
Integrated Service Marketing Communications 193
Defining the Target Audience 194
Specifying Service Communication Objectives 194
Strategic Service Communications Objectives 194
Tactical Service Communications Objectives 196
Crafting Effective Service Communication Messages 199
Problems of Intangibility 199
Overcoming the Problems of Intangibility 199
The Services Marketing Communications Mix 201
Service Communications Media and Their Effectiveness 202
Communications Originate from Different Sources 203
Messages Transmitted through Traditional Marketing Channels 203
Messages Transmitted Online 207
Messages Transmitted through Service Delivery Channels 214
Messages Originating from Outside the Organization 215
Timing Decisions of Services Marketing Communications 220
Budget Decisions and Program Evaluation 220
Ethical and Consumer Privacy Issues in Communications 221
The Role of Corporate Design 222
Integrated Marketing Communications 224

Partlll: Managing the Customer Interface 235

8. Designing Service Processes 236
What Is a Service Process? 238

Designing and Documenting Service Processes 238

Developing a Service Blueprint 238

Blueprinting the Restaurant Experience: A Three-Act Performance 241




Identifying Fail Points 248
Fail-Proofing to Design Fail Points Out of Service Processes 249
Setting Service Standards and Targets 249
Consumer Perceptions and Emotions in Service Process Design 251
Service Process Redesign 252
Service Process Redesign Should Improve Both Quality and Productivity 252
Customer Participation in Service Processes 253
Customers as Service Co-Creators 254
Reducing Service Failures Caused by Customers 255
Self-Service Technologies, Service Robots, and Al 256
Customer Benefits and Adoption of Self-Service Technology 256
Customer Disadvantages and Barriers of Adoption of Self-Service Technology 257
Assessing and Improving SSTs 258
Managing Customers’ Reluctance to Change 258
Service Robots in the Frontline 259
Beginning of the Service Revolution 259
Service Robots versus Traditional SSTs 260
What Services Will Robots Deliver? 261

9. Balancing Demand and Capacity 272

Fluctuations in Demand Threaten Profitability 274
From Excess Demand to Excess Capacity 274
Building Blocks of Managing Capacity and Demand 276

Defining Productive Service Capacity 276

Managing Capacity 278
Stretching Capacity Levels 278
Adjusting Capacity to Match Demand 278

Understand Patterns of Demand 279

Managing Demand 281

Marketing Mix Elements Can Be Used to Shape Demand Patterns 283

Inventory Demand through Waiting Lines and Queuing Systems 285
Waiting Is a Universal Phenomenon 285
Managing Waiting Lines 285
Different Queue Configurations 287
Virtual Waits 288
Queuing Systems Can Be Tailored to Market Segments 290

Customer Perceptions of Waiting Time 290
The Psychology of Waiting Time 290

Inventory Demand through Reservation Systems 292
Reservation Strategies Should Focus on Yield 292

Create Alternative Uses for Otherwise Wasted Capacity 293

10. Crafting the Service Environment 300

Service Environments: An Important Element of the Services Marketing Mix 302

What Is The Purpose of Service Environments? 302




1.

Shape Customers’ Service Experiences and Behaviors
Signal Quality and Position, Differentiate, and Strengthen the Brand
Core Component of the Value Proposition
Facilitate the Service Encounter and Enhance Productivity
The Theory behind Consumer Responses to Service Environments
Feelings Are a Key Driver of Customer Responses to Service Environments
The Servicescape Model: An Integrative Framework
Dimensions of the Service Environment
The Effect of Ambient Conditions
Spatial Layout and Functionality
Signs, Symbols, and Artifacts
People Are Part of the Service Environment Too
Putting It All Together
Design with a Holistic View
Design from a Customer’s Perspective
Tools to Guide Servicescape Design

Managing People for Service Advantage

Service Employees Are Extremely Important
Service Personnel as a Source of Customer Loyalty and Competitive Advantage
Front-Line Work Is Difficult and Stressful
Service Jobs Are Boundary-Spanning Positions
Sources of Role Conflict and Role Stress
Emotional Labor
Service Sweatshops
Cycles of Failure, Mediocrity, and Success
The Cycle of Failure
The Cycle of Mediocrity
The Cycle of Success
Human Resource Management—How to Get It Right
Hire the Right People
Tools to Identify the Best Candidates
Train Service Employees Actively
Internal Communications to Shape the Service Culture and Behaviors
Empower the Front Line
Build High-Performance Service-Delivery Teams
Integrate Teams across Departments and Functional Areas
Motivate and Energize People
Service Culture, Climate, and Leadership
Building a Service-Oriented Culture
A Climate for Service
Qualities of Effective Leaders in Service Organizations

Focusing the Entire Organization on the Front Line

302
302
304
305
306
307
309
310
311
315
316
317
319
319
319
321

328

330
330
332
332
332
333
334
334
335
336
337
338
338
340
343
348
349
352
353
355
356
356
357
357
358




PartIV: Developing Customer Relationships 369
12. Managing Relationships and Building Loyalty 370

The Search for Customer Loyalty 372
Why Is Customer Loyalty So Important to a Firm’s Profitability? 372
Assessing the Value of a Loyal Customer 375
Worksheet for Calculating Customer Lifetime Value 375
The Gap between Actual and Potential Customer Value 376
Why Are Customers Loyal? 377

The Wheel of Loyalty 377

Building a Foundation for Loyalty 378
Target the Right Customers 378
Search for Value, Not Just Volume 379
Manage the Customer Base through Effective Tiering of Services 381
Customer Satisfaction and Service Quality Are Prerequisites for Loyalty 383

Strategies for Developing Loyalty Bonds with Customers 384
Deepen the Relationship 384
Encourage Loyalty through Financial and Non-Financial Rewards 385
Build Higher-Level Bonds 387

Strategies for Reducing Customer Switching 389
Analyze Customer Switching and Monitor Declining Accounts 389
Address Key Churn Drivers 390
Implement Effective Complaint Handling and Service Recovery Procedures 390
Increase Switching Costs 390

Enablers of Customer Loyalty Strategies 391
Customer Loyalty in a Transactional Marketing Context 391
Relationship Marketing 391
Creating “Membership-Type” Relationships as Enablers for Loyalty Strategies 392

Customer Relationship Management 393
Common Objectives of CRM Systems 393
What Does a Comprehensive CRM Strategy Include? 394
Common Failures in CRM Implementation 396
How to Get CRM Implementation Right 397

13. Complaint Handling and Service Recovery 406

Customer Complaining Behavior 408
Customer Response Options to Service Failure 408
Understanding Customer Complaining Behavior 408
What Do Customers Expect Once They Have Made a Complaint? 411

Customer Responses to Effective Service Recovery 412
Impact of Effective Service Recovery on Customer Loyalty 413
The Service Recovery Paradox 413

Principles of Effective Service Recovery Systems 414
Make It Easy for Customers to Give Feedback 414

Enable Effective Service Recovery 415




How Generous Should Compensation Be? 417
Dealing with Complaining Customers 417
Service Guarantees 419
The Power of Service Guarantees 419
How to Design Service Guarantees 420

Is Full Satisfaction the Best You Can Guarantee? 421

Is It Always Beneficial to Introduce a Service Guarantee? 421
Discouraging Abuse and Opportunistic Customer Behavior 422
Seven Types of Jaycustomers 422
Dealing with Customer Fraud 425
PartV:  Striving for Service Excellence 435
14. Improving Service Quality and Productivity 436
Integrating Service Quality and Productivity Strategies 438
Service Quality, Productivity, and Profitability 438
What Is Service Quality? 440
Identifying and Correcting Service Quality Problems 440
The Gaps Model in Service Design and Delivery 441
How to Close Service Quality Gaps 442
Measuring Service Quality 444
Soft and Hard Service Quality Measures 444
Learning From Customer Feedback A4
Key Objectives of Effective Customer Feedback Systems 445
Use a Mix of Customer Feedback Collection Tools 445
Analysis, Reporting, and Dissemination of Customer Feedback 451
Hard Measures of Service Quality 453
Tools to Analyze and Address Service Quality Problems 455
Root Cause Analysis: The Fishbone Diagram 455
Pareto Analysis 456
Blueprinting—A Powerful Tool for Identifying Fail Points 458
Return on Quality 458
Assess Costs and Benefits of Quality Initiatives 459
Determine the Optimal Level of Reliability 460
Defining and Measuring Productivity 460
Defining Productivity in a Service Context 461
Measuring Productivity 461
Service Productivity, Efficiency, and Effectiveness 462
Improving Service Productivity 463
Generic Productivity Improvement Strategies 463
Customer-Driven Approaches to Improve Productivity 465

How Productivity Improvements Impact Quality and Value 466




Integration and Systematic Approaches to Improving Service Quality and

Productivity 468
Systematic Approaches to Improving Service Quality and Productivity 469
Which Approach Should a Firm Adopt? 470

15. Building a World-Class Service Organization 478

Customer Satisfaction and Corporate Performance 480
Customer Satisfaction and the Wallet Allocation Rule 481
Creating a World-Class Service Organization 483
From Losers to Leaders: Four Levels of Service Performance 483
Moving to a Higher Level of Performance 488
Cost-Effective Service Excellence 488
Dual-Culture Strategy 488
Operations Management Approach 494
Focused Service Factory Strategy 496
Business Models Based on CESE Pathways 497
Conclusion and Wrap-Up 498

PartVl: Cases 504

Case 1 Sullivan Ford Auto World 506
Case 2 Susan Munro, Service Customer 511
Case 3 Dr. Beckett’s Dental Office 513
Case 4 Uber’s Unintended Burdens 517
Case 5 Kiwi Experience 522
Case 6 The Accra Beach Hotel: Block Booking of Capacity during a Peak Period 530
Case 7 Revenue Management at The View 534
Case 8 Aussie Pooch Mobile 539
Case 9 Service Robots in the Frontline: How Will Aarion Bank’s

Customers Respond? 549

Case 10  Digital Luxury Services: Tradition versus Innovation in Luxury Fashion 553
Case 11 National Library Board, Singapore: Delivering Cost-Effective Service

Excellence through Innovation and People 556
Case 12 Red Lobster 565
Case 13 Banyan Tree: Branding the Intangible 567
Case 14  Singapore Airlines: Managing Human Resources for Cost-Effective

Service Excellence 575
Case 15 Menton Bank 583
Case 16  Dr. Mahalee Goes to London: Global Client Management 591

Case 17  Platform versus Pipeline Business Models: Are Airbnb and Marriott
Right to Move into Each Other’s Turf? 593




Case 18  The Royal Dining Membership Program Dilemma 596
Case 19 The Broadstripe Service Guarantee 602
Case 20  What Drives Share of Streaming for Streaming Video Services?

The Launch of HBO Max 606
Case 21 LUX™: Staging a Service Revolution in a Resort Chain 617

The following cases are available for free download and class distribution on the
Instructor’s Resource Website for courses that adopt Essentials of Services Marketing, 4th edition.

Case 22 Bouleau & Huntley: Cross-Selling Professional Services

Case 23 Uber: Competing as Market Leader in the United States versus Being
a Distant Second in China

Case 24  Jollibee Foods Corporation

Case 25 Hotel Imperial

Case 26  Giordano: Positioning for International Expansion

Case 27  Revenue Management of Gondolas: Maintaining the Balance between
Tradition and Revenue

Case 28  Bossard Asia Pacific Can It Make Its CRM Strategy Work?

Case 29  Customer Asset Management at DHL in Asia

Name, Brand, and Organization Index 633

SubjectIndex 641







Services dominate the expanding world economy as never before, and technology continues
to evolve in dramatic ways. Established industries and old, illustrious companies are declining
and may even disappear as new business models and industries emerge. Competitive
activity is fierce. This book has been written in response to the global transformation of
our economies to services. Clearly, skills in marketing and managing services have never
been more important!

As the field of services marketing has evolved, so too has this book. This new edition
has been revised significantly since the third edition to capture the reality of today’s world,
incorporating recent academic and managerial thinking while illustrating cutting-edge service
concepts.

This book is based on Services Marketing: People, Technology, Strategy, 9th edition (World
Scientific). It has been significantly condensed and sharpened to provide a crisp introduction to
key topics in services marketing. In addition, the case selection, visuals, and design have been
designed to appeal to undergraduate and polytechnic students.

WHAT'S NEW IN THIS EDITION?

The fourth edition represents a significant revision. Its contents reflect ongoing developments
in the service economy, dramatic developments in technology, and new research findings.

New Topics, New Research

P Each of the 15 chapters has been revised.
All chapters incorporate new examples
and the latest academic research.

»  New applications of technology are
integrated throughout the text, ranging
from service robots, artificial intelligence
(AI), and intelligent automation (IA),
to peer-to-peer sharing platforms and
digital business models.

»  Chapter 3, “Positioning Services in
Competitive Markets,” has a new
section on digital services and
platform business models.

»  Chapter 4, “Developing Service
Products and Brands,” has now
a tighter focus on productizing
services (i.e., “bundles of output”), * L.
an expanded section on branding

of services, and a new section on
service design thinking.
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> To ensure a systematic learning
approach, cach chapter has clear lear-

ning objectives, an organizing framework
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Pl ) and chapter summaries in bullet form
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e »  Opening vignettes and boxed inserts
within the chapters are designed to
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opportunities for in-class discussions.

Figure 132 JetBlue' tion for customer service excel
temporarily ground an ice storm caught the airline

onships 407




The following table links the cases to the chapters in the book.
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10

11

12

13
14

15
16

17

Sullivan Ford Auto World

Susan Munro, Service Consumer
Dr. Beckett’s Dental Office
Uber’s Unintended Burdens
Kiwi Experience

The Accra Beach Hotel: Block Booking of
Capacity during a Peak Period

Revenue Management at The View

Aussie Pooch Mobile

Service Robots in the Frontline: How Will Aarion
Bank’s Customers Respond?

Digital Luxury Services: Tradition versus
Innovation in Luxury Fashion

National Library Board, Singapore: Delivering
Cost-Effective Service Excellence through
Innovation and People

Red Lobster
Banyan Tree: Branding the Intangible

Singapore Airlines: Managing Human Resources for
Cost-Effective Service Excellence

Menton Bank
Dr. Mahalee Goes to London: Global Client

Management

Platform versus Pipeline Business Models: Are Airbnb
and Marriott Right to Move into Each Other’s Turf?

1,2
3,11
4) 5;7

6,8,9
7,8
8,11

10

8,11, 14

11

3,4,7,11
11, 15

11
12

3,12, 15
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2,8,11

15

3,4, 8

Americas

Americas

Americas
Americas/Global

Oceania

Americas

Australia

Australia

Global

Global

Asia

Americas

Asia/Global
Global

Americas
Europe

Americas/Global

United States

United States
United States
United States
New Zealand
Barbados

Australia
Australia

Singapore

United States

United States

United Kingdom

United States

Automobile Servicing

Range of B2C Services

Medical
Transportation
Tourism

Resort

Food & Beverage
Pet Grooming

Banking
Luxury Retail
Library
Food & Beverage

Resort

Airline

Banking
Private Banking

Hotels



18 The Royal Dining Membership Program Dilemma 12

19 The Broadstripe Service Guarantee 13

20 What Drives Share of Streaming for Streaming 15
Video Services? The Launch of HBO Max

21 LUX": Staging a Service Revolution in a Resort 11, 12, 14, 15
Chain

Cases Available on the Instructor’s Resource Website (IRW)

22 Bouleau & Huntley: Cross-SellingProfessional 2,3
Services

23 Uber: Competing as Market Leader in the United 3
States versus Being a Distant Second in China

24 Jollibee Foods Corporation 3, 4,5

25 Hotel Imperial 3,4

26 Giordano: Positioning for International Expansion 3,5

27 Revenue Management of Gondolas: Maintaining 6
the Balance between Tradition and Revenue

28 Bossard Asia Pacific: Can It Make Its CRM 12
Strategy Work?

29 Customer Asset Management at DHL in Asia 12
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What Aids Are Available for Instructors?

We have developed pedagogical aids to help instructors develop and teach courses built around
this book and to create stimulating learning experiences for students both in and out of the

classroom.

Teaching Aids within the Text
»  An opening vignette, which highlights key issues discussed in the chapter

P Learning objectives and milestone markers for these when a section provides material that meet
these learning objectives

P Boxed inserts throughout the chapters, which often lend themselves well to in-class discussion

P Interesting graphics, photographs, and reproductions of advertisements, which enhance student
learning, and provide opportunities for discussion

»  Keywords, which help to reinforce important terms and concepts

v

Chapter summaries, which meet each chapter’s learning objectives

»  Review Questions and Application Exercises located at the end of each chapter
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Pedagogical Materials Available from the Publisher

Case Bank: A large set of additional cases that can be used in courses that adopt this textbook.
Available in both Word and PDF versions as a resource for instructors. A table shown in the
textbook will suggest which cases to pair with which chapters.

Instructor’s Manual: A repository of detailed course design and teaching hints, including
sample course outlines; chapter-by-chapter teaching suggestions, plus discussion of learning
objectives and sample responses to study questions and exercises; suggested student exercises
and comprehensive projects (designed for either individual or team work); detailed case
teaching notes, including teaching objectives, suggested study questions, in-depth analysis of
each question, and helpful hints on teaching strategy designed to aid student learning, create
stimulating class discussions, and help instructors create end-of-class wrap-ups and “takeaways.”

Test Bank: Multiple choice, true/false, short-answer, and essay questions, with difficulty
level provided for each question. Contents are classified into general and application. This is
available in TestGen format, a test-generating program that allows instructors to add, edit, or
delete questions from the test item file; analyze test results; and organize a database of exams
and student results.

PowerPoint Slides: The slides are linked to each chapter and featuring both “word” slides
and graphics. All slides have been designed to be clear, comprehensible, and easily readable.

Image Bank: A collection of images in the textbook.

EBook: Electronic version of the text that includes useful features such as highlighting and

search. It can be viewed on a variety of browsers and devices.
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Understanding Service Markets,
Products, and Customers

Part I lays the building blocks for studying services and
learning how one can become an effective service marketer.
It consists of the following three chapters:

Chapter 1 Introduction to Services Marketing

Chapter 1 highlights the importance of services in our economies. We also define the nature of
services and how they create value for customers without transfer of ownership. The chapter high-
lights some distinctive challenges involved in marketing services and introduces the 7 Ps of services
marketing.

The framework shown on the facing page will accompany us throughout as it forms the basis
for each of the four parts in this book. It describes in a systematic manner of what is involved in
developing marketing strategies for different types of services. The framework is introduced and
explained in Chapter 1.

Chapter 2 Understanding Service Consumers

Chapter 2 provides a foundation for understanding consumer needs and behavior related to ser-
vices. The chapter is organized around the three-stage model of service consumption that explores
how customers search for and evaluate alternative services, make purchase decisions, experience
and respond to service encounters, evaluate service performance, and finally, develop loyalty.

Chapter 3 Positioning Services in Competitive Markets

Chapter 3 discusses how to develop a customer-driven services marketing strategy and how a value
proposition should be positioned in a way that creates competitive advantage for the firm. This
chapter first links the customer, competitor, and company (commonly referred to as 3 Cs) to a firm’s
positioning strategy. The core of the chapter is then organized around the three key elements of po-
sitioning—segmentation, targeting, and positioning (commonly referred to as “STP”)—and shows
how firms can segment a service market, position their value proposition, and finally focus on at-
tracting their target segment.
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SERVICES
MARKETING

LEARNING OBJECTIVES (LOs)

By the end of this chapter, the reader should be able to:

a LO 1 Understand how services contribute a LO 7 Be familiar with the characteristics
to a country’s economy. of services and the distinctive

=N L . marketing challenges they pose.
@ L0 2 Know the principal industries of the : ] yP

service sector. 6 LO8 Understand the components of the
X . traditional marketing mix applied
9 L0 3 lIdentify the powerful forces that are to services. : PP

transforming service markets. .
QP L09 Describe the components of

9 L0 4 Understand how BZB services the extended marketing mix for
improve the productivity of . managing the customer interface.
individual firms and drive economic .
development. Q9 L0 10 Appreciate that marketing,
P . . . operations, human resource
ownership framework. need to be closely integrated in
9 L0 6 Identify the four broad “processing” . service businesses.
categories of services. @ L0 11 Understand the implications of the
service—profit chain for service
management.

a LO 12 Know the five-part framework
for developing effective services
marketing strategies.

Figure 1.1 Tertiary education
may be one of the biggest

service purchases in life.



OPENING VIGNETTE

INTRODUCTION TO THE WORLD OF
SERVICES MARKETING

Like every reader of this book, you're an experienced service
consumer. You use an array of services every day, although
some—like talking on the phone, using a credit card, riding
a bus, streaming music, or withdrawing money from an
ATM—may be so routine that you hardly notice them unless
something goes wrong. Other service purchases may involve
more thought and be more memorable—for instance, book-
ing a cruise vacation, getting financial advice, or having a
medical examination.

Enrolling in college may be one of the
biggest service purchases you will ever make.
The typical university is a complex service
organization that offers not only educational
services but also libraries, student accommoda-
tion, healthcare, athletic facilities, museums,
security, counseling, and career services.

Your use of these services is an example
of service consumption at the individual or
business-to-consumer (B2C) level. Organiza-
tions also use many business-to-business (B2B)
services, which usually involve purchases
on a much larger scale than those made by
individuals or households.

Unfortunately, consumers aren’t always
happy with the quality and value of the services
they receive. Both individual and corporate
consumers complain about broken promises,
poor value for money, incompetent personnel,
inconvenient service hours, bureaucratic pro-
cedures, wasted time, complicated websites,
or a lack of understanding of their needs.

Suppliers of services, who often face stiff
competition, appear to have a very different
set of concerns. Many complain about how
difficult it is to find skilled and motivated
employees, to keep costs down and make
a profit, or to satisfy customers who, they
sometimes grumble, have become unreason-
ably demanding. Fortunately, there are service

companies that know how to please their customers while
also running productive and profitable operations.

You probably have a few favorite firms whose services
you like purchasing. Have you ever stopped to think about
the way they succeed in delivering services that meet and
sometimes even exceed your expectations? This book will
show you how service businesses can be managed to satisfy
customers and generate profits at the same time. In addition
to studying key concepts, organizing frameworks, and tools
of services marketing, you will also be introduced to many
examples from firms across the United States and around
the world. From the experiences of these firms, you can
draw important lessons on how to succeed in increasingly
competitive service markets.

Pavel L Photo and Video\Shutterstock
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Why Study Services Definition of Services

* Services dominate the global economy « Services provide benefits without ownership
* Most new jobs are generated by services « Services are economic activities performed by one party to another. Often
* Understanding services offers personal time-based, these performances bring about desired results to recipients,
competitive advantage objects, or other assets. In exchange for money, time, and effort, service
customers expect value from access to labor, skills, expertise, goods,
l facilities, networks, and systems
Service Sector Industries l
* Real estate
 Business and professional services Categories of Services by Type of Processing
e Government services * People processing (e.g., passenger transport, hairstyling)
e Wholesale and retail trade ,. *Possession processing (e.g., freight transport, repair services)
e Transport, utilities, and communications * Mental stimulus processing (e.g., education)
* Healthcare and education services * Information processing (e.g., accounting)

e Finance and insurance

¢ Accommodation and food services

e Arts, entertainment, and recreational services
* Other private sector services

Services Pose Distinct Marketing Challenges

Services tend to have four frequently cited characteristics: intangibility,
heterogeneity (variability of quality), inseparability of production and
consumption, and perishability of output, or IHIP for short. The key

Key Trends implications are

General Trends * most services cannot be inventoried (i.e., output is perishable)

* Government policies e intangible elements typically dominate value creation (i.e., services are
* Social changes physically intangible)

¢ Business trends e services are often difficult to understand (i.e., services are mentally

* Advances in technology intangible)

* Globalization e customers are often involved in co-production (e.g., if people processing is

involved, the service is inseparable)

e people (service employees) may be part of the service product and
experience

e operational inputs and outputs tend to vary more widely (i.e., services
are heterogeneous)

« the time factor is often very important (e.g., capacity management)

» distribution may take place through nonphysical channels
(e.g., information processing services)

|
' ! !

B2B Services Growth

* Qutsourcing

e Firms’ increasing focus on core
competencies

e Increasing specialization of economies

Functions Service-Profit Chain Putting Service Strategy into Action

Need to be tightly Shows the tight links This books is structured around an integrated model of
integrated as together between services marketing and management that covers

they shape the customer e leadership * understanding Service Products, Consumers, and Markets
experience, especially L, cinternal qualityand IT ~ ____ eapplying the 4 Ps of Marketing to Services

e marketing ¢ employee engagement * designing and managing the Customer Interface using the

e operations e customer value, additional 3 Ps of Services Marketing (Process, People, and
e human resources satisfaction, and loyalty Physical Environment)

e information technology e profitability and growth * developing Customer Relationships

e striving for Service Excellence

Figure 1.3 Anintroduction to services marketing.
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WHY STUDY SERVICES?

Consider this paradox: we live in a service-driven economy, yet most business

QLo

Understand how services
contribute to a country’s

schools continue to teach marketing from a manufacturing perspective. If economy,.

you have already taken a course in marketing, you have probably learned about

marketing manufactured products rather than services. Fortunately, a growing and

enthusiastic group of scholars, consultants, and educators, including the author of

this book, has chosen to focus on services marketing. This book aims to provide

you with the knowledge and skills that are necessary and relevant in tomorrow’s

business environment.

Figure 1.3 provides an overview of Chapter 1. In this
chapter, we describe today’s ever-changing service economy,
define the nature of services, and highlight some challenges
involved in marketing services. We conclude the chapter with

a framework for developing and implementing service market-  gpare of
ing strategies. This framework also establishes the structure  Employment

for this book.

Services Dominate the Global
Economy

The size of the service sector is increasing in almost all coun-
tries around the world. As an economy develops, the relative

Time, Per Capita Income

share of employment between agriculture, industry, and ser- ~ Figure 1.4 Changing structure of employment as an
vices changes dramatically. Even in emerging economies, the ~€¢0N0my develops.

service output represents at least half of the gross domestic  Source: International Monetary Fund, 1997.

product (GDP). Figure 1.4 shows how an economy becomes

increasingly service-dominated over time as the per capita income rises. In Figure
1.5, we see that the service sector already accounts for almost two-thirds of the

value of the global GDP.

Figure 1.6 shows the relative size of the service sector in various large and small

economies. Services account for 65% to 80% of the GDP in most developed nations.

One exception is South Korea, a manufacturing-oriented country,
whose service sector contributes only 58% to the GDP. Jersey, the
Bahamas, and Bermuda—all small islands with a similar economic
mix—are home to the world’s most service-dominated economies.
Luxembourg (87%) has the most service-dominated economy in
the European Union. Panama’s strong showing (82%) reflects
not only the operation of the Panama Canal but also related
services such as container ports, flagship registry, and a free port
zone, in addition to financial services, insurance, and tourism
(Figure 1.7).

On the opposite end of the scale is China (52%), a fast-growing
economy with a booming manufacturing sector. However, China’s
economic growth is now leading to an increase in demand for busi-
ness and consumer services.

Agriculture, 7%

Manufacturing, 30%
Services, 63%

Figure 1.5 Contribution of services industries to GDP
globally.

Source: Central Intelligence Agency, The World Factbook 2020, www.cia.gov
(accessed January 9, 2022).
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Jersey (96%), Bermuda (94%), Hong Kong (92%), Bahamas (90%)

Barbados (89%), Luxembourg (87%), Panama (82%), USA (80%)

UK (79%), France (79%), Belgium (77%), Singapore (75%)

Switzerland (74%), Brazil (73%), Australia (71%), Canada (70%), Israel (70%)

Fiji (69%), Finland (69%), Japan (69%), Germany (69%), South Africa (68%), Sweden (65%)
Chile (63%), Taiwan (62%), Russia (62%), Mexico (62%), India (62%)

Turkey (61%), Argentina (61%), Philippines (60%)

South Korea (58%), Poland (57%), Bangladesh (57%)

Malaysia (54%), Saudi Arabia (53%), China (52%),

Thailand (52%

Algeria (47%), Laos (46%),
Indonesia (45%), Brunei (42%)

Services as Percent of GDP

T T
1 20

60 70 80 90

Figure 1.6 Estimated size of service sector in selected countries as a percentage of GDP.

Source: Central Intelligence Agency, The World Factbook 2020, www.cia.gov (accessed January 9, 2022).

RIEGER Bertrand/hemis.fr/Hemis/Alamy Stock Photo

Figure 1.7 The Panama
Canal forms the backbone of
Panama'’s service economy.
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Most New Jobs Are
Generated by Services

Due to the rapid growth of the service sector in
virtually all countries around the world, new job
creation comes mainly from services. Service jobs
do not just refer to relatively low-paid front-line
jobs. In fact, some of the fastest economic growth is
in knowledge-based industries such as professional
and business services, education, and healthcare.
These well-paid jobs require good educational
qualifications and offer attractive careers.

Understanding Services
Offers Personal Competitive
Advantage

This book is in response to the global transformation of our economies toward services.
It discusses the distinctive characteristics of services and the ways in which they affect
both customer behavior and marketing strategy. There is a high probability that you
will spend most of your working life in service organizations. The knowledge gained
from studying this book may create a competitive advantage for your own career,
perhaps even encourage you to think about starting your own service business!


http://www.cia.gov

WHAT ARE THE PRINCIPAL INDUSTRIES OF THE QL2
SERVICE SECT0R7 Know the principal industries of

the service sector.
hat industries make up the service sector, and which are the biggest? The
latter may not be the ones you would imagine at first, because this diverse
sector includes many services targeted at business customers. Some of these are not
very visible unless you happen to work in that industry.

Contribution to Gross Domestic Product

Look at Figure 1.8 to see how much value each of the major service industry groups
contributes to the U.S. GDP. Would you have guessed that real estate, rental, and
leasing constitute the largest for-profit service industry sector in the United States,
accounting for 13.3% (almost one-cighth) of the GDP in 20182 Over 90% of this
figure comes from such activities as renting residential or commercial property;
providing realty services to facilitate purchases, sales, and rentals; and appraising
property to determine its condition and value. The remaining 10% involves the
renting or leasing of a wide variety of other manufactured products, ranging from
heavy construction equipment (with or without operators) to office furniture, tents,
and party supplies. A fast-growing cluster are professional and business services,
which contribute 12.5% to the GDP. Another large cluster of services provides
for the distribution of physical products. Wholesale and retail trade accounts for
about 11.8% of the GDP.

Other substantial industry sectors or subsectors are transportation, utilities, and
communications (10%); healthcare and education (8.7%); and finance and insurance
(7.6%). Accommodation and food services constitute 3.1% of the GDP. The arts,
entertainment, and recreation subsector—which includes such high-profile consumer
services as spectator sports, fitness centers, skiing facilities, museums and zoos, per-
forming arts, casinos, golf courses, marinas, and theme parks—collectively represents
amere 1.1% of the GDP. Nevertheless, in an economy worth over $20.6 trillion, this
last group of services was still valued at an impressive $227 billion in 2019.

Government services —
12.4%

Other private sector services —
6.2%

Arts, entertainment, and

recreation service 1.1% Agriculture, forestry,

fishing, and mining
2.5%

Manufacturing
11.3%

Accommodation and
food services 3.1%

Real estate

13.3%
Healthcare and

education services 8.7%

Finance and insurance Business and

7.6% professional services
Transport, utilities, Wholesale and 12.5%
and communications retail trade
10% 11.4%

Figure 1.8 Value added by service industry categories to U.S. GDP.

Source: U.S. Department of Commerce, Bureau of Economic Analysis, GDP by Industry Accounts for 2018, www.bea.gov (accessed January 9, 2022).
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Figure 1.9 Robotics is one of
the many fields in technology
transforming today’s service

markets.
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Identify the powerful forces
that are transforming service
markets.

Py
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Understand how B2B services
improve the productivity of
individual firms and drive
economic development.
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POWERFUL FORCES ARE
TRANSFORMING SERVICE
MARKETS

hat are the factors causing this rapid

growth of the service sector? Government
policies, social changes, business trends, global-
ization, advances in information technology and
communications, and globalization are powerful
forces that are transforming today’s service markets
(Figure 1.10). Collectively, these forces reshape
demand, supply, and even the way customers buy
and use services.

Especially exciting is the digital and techno-
logical revolution that is in progress. We may be
atan inflection point with regard to productivity
gains and service industrialization similar to the industrial revolution in manufacturing
that started in the 18th century. Technologies are rapidly becoming smarter, smaller,
and cheaper, especially those related to robotics; artificial intelligence (Al); analytics;
big data; the Internet of Things (IoT); mobile; geo tagging; biometrics; text-, speech-,
and image-processing; and virtual reality.

These technologies will lead to a wide range of innovations that are likely to
dramatically improve the customer experience, service quality, and productivity all
at the same time. Robot- and Al-delivered service is likely to show unprecedented
economies of scale and scope as the bulk of the costs incurred are development-
based. Physical robots cost a fraction of human headcount, and virtual robots
can be deployed at negligible incremental costs. For example, a holograph-based
humanoid robot providing service at an information counter will require only low-
cost components (e.g., a projector, speaker, camera, and microphone), and fully
virtual robots (e.g., voice-based chat bots) already have nearly zero incremental costs.

Similar to the shift that started in the industrial revolution, from craftsmen to mass
production, an accelerated shift in the service sector toward modular, self-service technology
(SST), robotics, and Al-based business models is likely to occur. As in manufacturing,
the craftsman-equivalent will continue to offer a viable business model, but at a high
price point. The mass market for many services is likely to shift to more cost-effective
service models." Together, these technologies will transform virtually all service sectors.”

B2B SERVICES AS A CORE ENGINE OF ECONOMIC
DEVELOPMENT?

key driver of successful economies is their ecosystem of advanced, competitive,

and innovative business services. You may ask, “Why would business services
improve the productivity of a manufacturing firm and an economy as a whole?” How
good do you think a manufacturing firm is in buying food ingredients; cooking,
designing, and running kitchen processes; supervising chefs; and controlling quality
and costs in a canteen? The general answer is that the firm would probably not be
capable of producing fantastic food, as canteen operations are low-volume and of little
importance to the overall business.



Government Policies

> Changes in
regulations

» Privatization

» New rules to
protect customers,
employees, and the
environment

> New agreements
on trade in services

Social Changes

> Rising consumer
expectations

» Increasing focus on
sustainability

» More people short
of time

> Increased desire for
buying experiences
vs. things

» Rising consumer
ownership of smart
phones, wearables,

and other high-tech
equipment

» Ubiquitous social
networks

> Easy access to
more information

> Immigration

» Aging population

Business Trends

» Push to increase
shareholder value

» Emphasis on
productivity and
cost savings

» Manufacturers
add value through
service and sell
services

> Firms increasingly
focus on developing
platform-type
business models

> More strategic
alliances and
outsourcing

» Focus on quality
and customer
satisfaction

» Growth of
franchising

» Marketing
emphasis by non-
profits

Advances in Technology

» Ubiquity of the Internet

and mobile connectivity

» Robotics

> Artificial intelligence (Al)

» Analytics and big data

» User-generated content

» Internet of Things (loT)
» Mobile technologies
» Cloud technology

» Geo tagging

» Biometrics

» Text processing

» Speech processing

» Image processing

> Virtual reality

New markets and product categories create increased
demand for services in many existing markets, making
it more competition intensive.

l

Innovation in service products and delivery systems is
stimulated by application of new and improved technologies.

l

Customers have more choices and exercise more power.

l

Success hinges on (1) understanding customers and competitors,
(2) viable business models, (3) creation of value for both

customers and the firm, (4) agility and capabilities related to technology, and (5)

increased focus on services marketing and management.

Figure 1.10 Factors stimulating the transformation of the service economy.

Globalization

» Companies
increasingly operate
on a global level

» Increased
international travel

» International
mergers and
alliances

» “Offshoring” of
customer service

» Foreign competitors
invade domestic
markets
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Provision of Assets and Processes
(ranging from the provision and operation
of machines to entire manufacturing lines)

R&D , Manufacturing
Services
Services proyided insjde
firm: accounting, design,
legal, advertising, etc.
Product

Design Services

Business Services Supporting
Manufacturing
(e.g., accounting, legal, consulting,
IT, customer contact centers)

Service Industries
(e.g., communications, transportation,
utilities, banking, insurance)

\4

Logistics and Post-sale _,  Commercial

Distribution Services Users
Services (e.g.,
(e.g., supply chain ma_intenance,

management, repair, upgrades,

transportation, recycling/ A4
wholegale, disposal)  _ Consumers

retail)

A

Government Support Services
(e.g., infrastructure, education, public safety, regulation)

Figure 1.11 Outsourcing is an important driver of the growth of the service sector.
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Used with permission by Randy Glasbergen

“We found someone overseas who can drink coffee
and talk about sports all day for a fraction
of what we’re paying you.”

Figure 1.12 Many services today can be
outsourced to lower-cost destinations.

Qo5 WHAT ARE S

Define services using the non-
ownership framework.

Many manufacturing firms have recognized this problem
and outsourced their canteen operations, usually via a tendering
process with a renewal period of every few years. The winning
bidder is likely to be a firm that specializes in running canteens
and kitchens across many sites or branches. It focuses on provid-
ing food and other services of high quality within a cost-efficient
structure. It also makes sense for the firm to invest in process
improvements and R&D as the benefits can be reaped across
multiple sites. What used to be a neglected support activity within
a manufacturing firm thus becomes the core competency of an
independent service provider. The same logic applies to almost
all non-core activities, assets, goods, and services. Figure 1.11
shows how companies can source services more cost-effectively
from third-party providers. This development leads to increasing
specialization of our economies, with significant improvements
in overall productivity and living standards (see Figure 1.12).

ERVICES?

hus far, our discussion of services has focused on different types of service

industries and their development. Now it’s time to ask the question, what

exactly is a service?

Benefits without Ownership

Services cover a huge variety of complex activities, making them difficult to define.
The word service was originally associated with the work that servants did for their
masters. In time, the term came to be defined more broadly as “the action of serving,

12 Chapter 1 e Introduction to Services Marketing



helping, or benefiting; conduct tending to the welfare or advantage of another.” Early
marketing definitions described services as “acts, deeds, performances, or efforts”
and argued that they had different characteristics from goods, which were defined
as “articles, devices, materials, objects, or things.”5 However, we believe that services
need to be defined in their own right rather than in relation to goods. A short and
snappy definition, like the oft-repeated “something which can be bought and sold but
which cannot be dropped on your foot™ is amusing and memorable, but it may not
be particularly helpful as a guide to marketing strategy. Our definition of services will
focus on the lack of transfer of ownership when buying a service.

Consider this: you didn't acquire ownership of the hotel room in which you stayed
last weekend, you didn’t have ownership over the physical therapist who worked on your
injured knee, and you didnt receive ownership of the concert you just attended. If you
didn't receive a transfer of ownership the last time you purchased a service, then what
did you buy?

What customers value and are willing to pay for are desired experiences and solu-
tions. Services deliver these through a form of rental or access through which customers
can obtain the desired benefits. We can identify the following five broad categories’
within the non-ownership framework that focus on access to and use of the following:

1. Labor, skills, and expertise rentals. Here, other people are hired to perform
work that customers either cannot or choose not to do themselves. Examples
include the following:

0 car repair
o medical check-up
o management consulting

2. Rented goods. These services allow customers to obtain the exclusive temporary
right to use a physical object that they prefer not to own. Examples include the
following:

o boats
o fancy-dress costumes
o construction and excavation equipment

3. Defined space and facility rentals.
This is when customers obtain the use
of a certain portion of a larger facility
such as a building, vehicle, or area.
They usually share this facility with
other customers. Examples of this kind
of rental include the following:

o aseat in an aircraft
o asuite in an office building
0 astorage container in a warehouse

Stacy Walsh Rosenstock/Alamy Stock Photo

4. Access to shared facilities. Customers
rent the right to share the use of a facility.
Such facilities may be a combination of
indoors, outdoors, and virtual spaces.
Examples include the following:

o theme parks

o golf clubs
o toll roads (Figure 1.13) Figure 1.13 Customers rent the right to use toll roads.

Understanding Service Markets, Products, and Customers 13
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5. Access to and use of networks and systems. Customers rent the right to
participate in a specified network. Service providers offer a variety of terms for
access and use, depending on the needs of customers. Examples include the
following:

o telecommunications
o utilities and banking
o social online networks and games (e.g., League of Legends)

The difference between ownership and non-ownership has a major impact on
marketing strategy. For example, the criteria for a customer’s choice of service differ
when something is being rented instead of owned. Customers who wish to rent a car
for a vacation in Hawaii will probably focus on the ease of making reservations, the
rental location and hours, the performance of service personnel, and the maintenance
of the vehicles. However, if the customers are looking to own a car, then they are more
likely to consider factors such as price, brand image, ease of maintenance, running
costs, design, color, and upholstery.

Defining Services

We offer the following comprehensive definition of services based on the non-
ownership perspective: We define services as economic activities between two
parties, implying an exchange of value between the seller and the buyer in the
marketplace. We describe services as performances that are most commonly
time-based. We emphasize that purchasers buy services for desired results. In
fact, many firms explicitly market their services as “solutions” to the needs of
potential customers. Lastly, our definition emphasizes that customers expect to
obtain value from their service purchases in exchange for their money, time, and
effort. This value comes from access to a variety of value-creating elements rather
than transfer of ownership.

DEFINITION OF SERVICES

Services are economic activities performed by one party to another. Often time-
based, these performances bring about desired results to recipients, objects,
or other assets.

In exchange for money, time, and effort, service customers expect value from
access to labor, skills, expertise, goods, facilities, networks, and systems.
However, they do not normally take ownership of the physical elements involved.®

Service Products versus Customer Service and
After-Sales Service

With the growth of the service economy and the emphasis on adding value-enhancing
services to manufactured goods, the line between services and manufacturing
becomes increasingly blurred. Many manufacturing firms—from car makers
Toyota and aerospace engine producers GE and Rolls-Royce to high-tech equip-
ment manufacturers Samsung and Siemens—are moving aggressively into service
businesses. Instead of simply bundling supplementary services with their physical



products, quite a few firms are now enhanc-
ing certain service elements and marketing
them as standalone services (see the example
of Samsung in Figure 1.14).”

The principles discussed in services mar-
keting are equally applicable to manufacturing
firms that increase the service component of
their offerings. As Theodore Levitt observed
long ago, “There are no such things as service
industries. There are only industries whose
service components are greater or less than

Medicshots/Alamy Stock Photo

those of other industries. Everybody is in ser-
vice.”'” More recently, service-dominant (S-D)
logic suggests that all products are valued for
the service they provide, and the value derived
from a physical good is not the good itself but
the service it provides during consumption
(which is termed “value-in-use”)."

Figure 1.14, Manufacturing giant Samsung offers advanced medical
services at the Samsung Medical Center.

FOUR BROAD CATEGORIES
OF SERVICES—A PROCESS PERSPECTIVE

paN
id you notice that the definition of services emphasizes not only value creation u LOG6
through rental and access but also the desired results that can be brought about for Identify the four broad
recipients of the service? There are major differences among services depending on what is "processing” categories of
services.

being processed. Services can “process” people, physical objects, and data, and the nature
of the processing can be tangible or intangible. Tangible actions are performed on people’s
bodies or to their physical possessions. Intangible actions are performed on people’s minds
or to their non-physical assets. This gives rise to the classification of services into four broad
categories: people processing, possession processing, mental stimulus processing, and information
processing (Figure 1.15).'* Let’s examine why these four different types of processes often
have distinctive implications for marketing, operations, and human resource management.

Who or What Is the Direct Recipient of the Service?

Tangible Actions People Processing Possession Processing

(services directed at people’s bodies) (services directed at physical possessions)
e Hairstylist * Freight transportation
* Passenger transportation e Laundry and dry cleaning
¢ Healthcare * Repair and maintenance
Intangible Actions Mental Stimulus Processing Information Processing
(services directed at people’s minds) (services directed at intangible assets)
¢ Education e Accounting
o Advertising PR e Banking
¢ Psychotherapy e Legal services

Figure 1.15 Four broad categories of services.
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People Processing

From ancient times, people have sought out services directed at themselves,
including transportation, food, lodging, health restoration, and beautifica-
tion (Figure 1.16). To receive these services, customers must enter the service
Jactory, a physical location where people or machines (or both) create and
deliver service benefits to customers. Sometimes, service providers are will-
ing to bring the necessary tools of their trade to the customers’ preferred
location. Implications of people-processing services include the following:

gosphotodesign/Shutterstock

P Service production and consumption are simultaneous, which means
that the customers must be physically present in the service factory.

P The active cooperation of the customer is required. For example, for
a manicure service, you would have to cooperate with the manicurist
by specifying what you want, sitting still, and presenting each finger

Figure 1.16 A customer for treatment when requested.

getting pampered to look

more beautiful. P Customers’ non-financial costs such as (travel) time and mental and physical

effort need to be taken into account and ideally minimized.

P There is a need for managers to think carefully about the location of the service
operation, the design of service processes and the service environment, and
demand and capacity management.

Possession Processing

Customers often ask a service organization to provide tangible treatment for some
physical possession, such as a house that has been invaded by insects, a malfunctioning
elevator, the broken screen of a smartphone, a parcel that needs to be sent to another
city, or a sick pet (Figure 1.17).

The implications of such services include the following:

P Production and consumption are not necessarily simultaneous. This allows the
service firm greater flexibility in designing such services for cost-efficiency.

P Customers tend to be less involved in these services. Their
involvement may be limited to dropping off or collecting the
item. In such instances, production and consumption can be
described as separable. However, in some cases, customers may
prefer to be present during service delivery. For example, they
may wish to supervise the cutting of the hedge or comfort the
family dog while it receives an injection at the veterinary clinic.

Jeff Gilbert/Alamy Stock Photo

Mental Stimulus Processing

Mental-stimulus-processing services include education, news and

information, professional advice, and some religious activities.

Customers are required to invest some time and mental effort to
obtain the full benefit of such services. However, they don’t neces-
sarily have to be physically present in a service factory. For instance, passengers can

Figure 1.17 Repairing the

rail track in the London
Underground is a possession- sleep through a flight and still arrive at their desired destination. However, if you fall

processing service. asleep during an online lecture, you won't be any wiser at the end than at the beginning!
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As the core content of the services in this category is information-based, it can be
digitized and made available via downloads. For instance, a classical music concert can
be attended live, viewed or heard live, pre-recorded on TV, or sold as digital recordings
(Figure 1.18). Some key implications that arise from these kinds of services include the
following:

»  Customers do not have to be physically present in the service factory. They only
access the information remotely when they need it.

P Services in this category can be “inventoried” for consumption at a later date than
their production. For example, the same performance can be consumed repeatedly.

Information Processing

Information can be processed by information and communications technology (often
referred to as ICT), or by professionals. Information is the most intangible form of
service output. However, it can be transformed into more permanent and tangible
forms such as letters, reports, books, or files in any type of format. Some services that
are highly dependent on the effective collection and processing of information are
financial and professional services such as accounting (Figure 1.19), law, marketing
research, management consulting, and medical diagnosis.

Figure 1.18 Orchestral concerts provide mental stimulation and pleasure.
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Figure 1.19 A young couple
getting financial advice on
buying a new home.
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characteristics of services
and the distinctive marketing
challenges they pose.
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the traditional marketing mix
applied to services.
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It is sometimes difficult to tell the difference between infor-
mation and mental stimulus processing services. For example, if
a stockbroker analyzes a client’s brokerage transactions, it seems
like information processing. Yet when the results of the analysis
are used to make a recommendation about the most suitable type
of investment strategy, it seems like mental stimulus processing.
Therefore, for simplicity, we will periodically combine our cover-
age of mental-stimulus and information-processing services under
the umbrella term of information-based services.

SERVICES POSE DISTINCT MARKETING
CHALLENGES

an the marketing concepts and practices developed in manufacturing companies

be transferred to service organizations where no transfer of ownership takes
place? The answer is often “no.” Services tend to have different features from goods,
including the frequently cited four characteristics of Zntangibility, heterogeneity
(variability of quality), Znseparability of production and consumption, and perish-
ability of output,'® or IHIP for short. Table 1.1 explains these characteristics and
other common differences between services and goods. Together, these differences
cause the marketing of services to differ from that of manufactured goods in several
important respects.

It is important to recognize that these differences, while useful generalizations,
do nor apply equally ro all services. Intangibility, for example, ranges from tangible-
dominant to intangible-dominant (see Figure 1.20 for a scale that presents a variety
of examples).14 Major differences also exist between the four categories of services we
discussed in the previous section. For example, customers tend to be part of the service
experience only if they have direct contact with service employees. This is usually the
case for people-processing services, but not for many information-processing service
transactions, such as online banking.

THE 7 Ps OF SERVICES MARKETING

hen developing strategies to market manufactured goods, marketers usually
address four basic elements: product, place (or distribution), price, and
promotion (or communication). They are widely referred to as the “4 Ps” of the
marketing mix. As is evident from Table 1.1, the nature of services poses distinct
marketing challenges. Hence, the 4 Ps of goods marketing are not adequate to deal
with the issues arising from marketing services and have to be adapted. We will
therefore revisit the traditional 4 Ps of the marketing mix in this book to focus on
service-specific issues.
Furthermore, the traditional marketing mix fails to cover the customer interface.
We therefore need to extend the marketing mix by adding three Ps associated with
service delivery—process, physical environment, and people.”® Collectively, these seven
elements are referred to as the “7 Ps” of services marketing. Now, let’s look briefly at
each of the 7 Ps.



Table 1.1 Managerial implications of eight common features of services.

Most service products
cannot be inventoried
(i.e., output is perishable).

Intangible elements
usually dominate value
creation (i.e., service is
physically intangible).

Services are often
difficult to visualize and
understand (i.e., service is
mentally intangible).

Customers may be
involved in co-production
(i.e., if people processing
is involved, the service is
inseparable).

People may be part of the
service experience.

Operational inputs and
outputs tend to vary more
widely (i.e., services are
heterogeneous).

The time factor
often assumes great
importance.

Distribution may take
place through nonphysical
channels.

Customers may be turned away or have
to wait.

Customers cannot taste, smell, or touch
these elements and may not be able to
see or hear them.

Itis harder to evaluate service and
distinguish from competitors.

Customers perceive greater risk and
uncertainty.

Customers interact with providers’
equipment, facilities, and systems.

Poor task execution by customers
may hurt productivity, spoil the service
experience, and curtail benefits.

The appearance, attitude, and behavior
of service personnel and other
customers can shape the experience
and affect satisfaction.

Itis harder to maintain consistency,
reliability, and service quality or to

lower costs through higher productivity.

It is difficult to shield customers from
the results of service failures.

Customers see time as a scarce
resource to be spent wisely, dislike
wasting time waiting, and want service
at times that are convenient.

Information-based services can

be delivered through electronic
channels such as the Internet or voice
telecommunications, but core products
involving physical activities or products
cannot.

The Traditional Marketing Mix Applied

to Services

Product Elements

Smooth demand through promotions, dynamic
pricing, and reservations.

Work with operations to adjust capacity.

Make services tangible through emphasis on
physical clues.

Employ concrete metaphors and vivid images in
advertising and branding.

Educate customers to make good choices, explain
what to look for, document performance, and offer
guarantees.

Create confidence in the firm's experience,
expertise, and credentials.

Develop user-friendly equipment, facilities, and
systems.

Train customers to perform effectively; provide
customer support.

Recruit, train, and reward employees to reinforce
the planned service concept.

Target the right customers at the right times;
shape their behavior.

Set quality standards based on customer
expectations; redesign product elements for
simplicity and failure-proofing.

Institute good service recovery procedures.

Automate customer-provider interactions; perform
work while customers are absent.

Find ways to compete on speed of delivery,
minimize burden of waiting, and offer extended
service hours.

Seek to create user-friendly, secure websites,
apps, and free access by telephone.

Ensure that all information-based service elements
can be downloaded from the website and/or app.

Service products lie at the heart of a firm’s marketing strategy. If a product is poorly

designed, it won’t create meaningful value for customers, even if the rest of the 7 Ps

are well executed. Thus, the first step is to create a service product that will offer value

to target customers and satisfy their needs better than competing alternatives. Service
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Figure 1.20 Relative value added by physical versus intangible elements in goods and services.

Source: Based on Lynn Shostack, “Breaking Free from Product Marketing,” in Journal of Marketing 41 (April 1977): 73-80.
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products usually consist of a core product that meets the customers’ primary need and
a variety of other elements that help customers use the core product more effectively.
Supplementary service elements include providing information, consultation, order
taking, hospitality, and handling exceptions.

Place and Time

Service distribution may take place through physical or electronic channels (or
both), depending on the nature of the service (see Table 1.1). For example, today’s
banks offer customers a wide range of distribution channels, including visiting a
bank branch, using an ATM network, doing business by telephone, online banking
on a desktop, and using apps on a smartphone. In particular, many information-
based services can be delivered almost instantaneously to any location in the world
that has Internet access. Firms may also deliver their services directly to end-users,
or through intermediary organizations that receive a fee or commission to perform
certain tasks associated with sales, service, and customer contact. Companies need
to decide where and when they can deliver service elements to customers and the
methods and channels they can use.

Price and Other User Outlays

Payment is very important in allowing a value exchange to take place. The pricing
strategy of firms directly affects the income generated. Pricing strategy is often highly
dynamic and uses revenue management tools to adjust price levels over time according
to factors such as the customer segment, time and place of delivery, level of demand,
and available capacity.



For customers, price is a key part of the costs they must
incur to obtain desired benefits. To calculate whether a par-
ticular service is “worth it,” they may also go beyond money
and assess how much time and effort are involved. Service
marketers must not only set prices that target customers are
willing and able to pay, but they must also understand—and
seck to minimize, where possible—the other costs that custom-
ers incur in using the service. These may include additional
monetary costs, time spent, unwanted mental and physical
effort, and exposure to negative sensory experiences.

Promotion and Education
Few marketing programs can succeed without effective
communication. It plays three vital roles: (1) providing the
necessary information and advice; (2) persuading target
customers to buy the service product; and (3) encouraging
them to take action at specific times. In services marketing,
most communication is educational in nature, especially for
new customers. Suppliers need to teach their customers about
the benefits of the service, where and when to obtain it, and
how to participate in service processes to get the best results.
Services are often difficult to visualize and understand
because intangible elements tend to dominate value creation.
Therefore, an important role of a service firm’s communi-
cations is to create confidence in the firm’s experience and
credentials as well as in the expertise of its employees. To do
this, service firms can use physical images and metaphors to
promote service benefits and demonstrate their competen-
cies (Figure 1.23).

The Extended Services Marketing
Mix for Managing the Customer
Interface

Process

Smart managers know that where services are concerned, sow a firm does things is as
important as what it does. Therefore, it is necessary to design and implement effective
processes for the creation and delivery of services. Badly designed service processes lead
to slow and ineffective service delivery, wasted time, and a disappointing experience
for customers. The following three sections show how service processes differ from

manufacturing processes.

Figure 1.21 Time is of the essence—service providers must
be swift and smart in their customer interactions.

N

QLo
Describe the components of
the extended marketing mix
for managing the customer
interface.

Operational Inputs and Outputs Can Vary Widely. Operational inputs and outputs
tend to vary more widely for services. This makes customer service process management
a challenge (see Table 1.1). When a service is delivered face-to-face and consumed as
it is produced, final “assembly” must take place in real time. However, operations are
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often distributed across thousands of sites or branches. In such cases, it is difficult
for service organizations to ensure reliable delivery, control quality, and improve
productivity. As a former packaged goods marketer once observed after moving to a
new position at Holiday Inn:

Kullapol/Shutterstock

We can't control the quality of our product as well as a Procter and Gamble
control engineer on a production line can ...When you buy a box of Tide, you
can reasonably be 99 and 44/100% sure that it will work to get your clothes clean.
When you reserve a Holiday Inn room, you're sure at some lesser percentage
that it will work to give you a good night’s sleep without any hassle, or people
banging on the walls and all the bad things that can happen in a hotel.'®

Nevertheless, the best service firms have made significant progress in reducing
variability by carefully designing customer service processes, adopting standardized
procedures and equipment, implementing rigorous management of service quality,

E

Figure 1.22 Money is not
the only consideration when
measuring the cost of a service.

Peter Horree/Alamy Stock Photo
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Figure 1.23 Services and offerings can be communicated through
physical images and metaphors.
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training employees more carefully, and automating tasks previously
petformed by humans.

Customers Are Often Involved in Co-production. Some services
require customers to participate actively in co-producing the service
product (see Table 1.1). For example, youre expected to help the
investment banker understand what your needs are, the kind of risks
you are willing to take, and the expected returns. This will enable the
banker to advise you on what to invest in. Increasingly, your involve-

Take A Pix Media/Shutterstock

ment takes the form of self-service, often using self-service technologies
(SSTs) facilitated by smart machines, telecommunications, and the
Internet. Thus, well-designed customer service processes are needed
to facilitate service delivery.

Demand and Capacity Need to Be Balanced. Manufacturing can
ensure a smooth process flow by having an inventory of materials
and parts ready for use. For services, the same would mean having
customers wait in the service process! Therefore, effective service
process management involves the balancing of demand and capacity,
the design of waiting systems, and the management of the impact
of waiting on the customer’s psychology.

Physical Environment

If your job is in a service business that requires customers to enter
the service factory, you'll also have to spend time thinking about the
design of the “servicescape.”17 The appearance of buildings, landscaping,

Figure 1.24 Co-producing the service: working out at

; L o i S the gym under the direction of a personal trainer.
vehicles, interior furnishings, equipment, staff members’ uniforms,

signs, printed materials, and other visible cues provide tangible evidence of a firm’s
service quality. The servicescape also facilitates service delivery and guides customers
through the service process. Service firms need to manage servicescapes carefully, since
they can have a profound impact on customer satisfaction and service productivity.

People

Despite advances in technology, many services will always need direct interaction
between customers and service employees (see Table 1.1). You must have noticed
many times how the difference between one service supplier and another lies in the
actitude and skills of their employees. Service firms need to work closely with their
human resources (HR) departments and devote special care to the selection, training,
and motivation of their service employees (see Figure 1.25). In addition to possessing
the necessary technical skills, these individuals also need good interpersonal skills and
a positive attitude.

MARKETING MUST BE INTEGRATED WITH OTHER QLo10
MANAGEMENT FUNCTIONS Appreciate that marketing,

operations, human resource,

s you think about the 7 Ps, it should quickly become clear that marketers work- and IT management functions
Lo . R L . need to be closely integrated in
ing in a service business cannot expect to operate successfully in isolation from service bUsinesses.

managers in other functions. Marketing, operations, human resources (HR), and
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Figure 1.25 Hospitality is shown

information technology (IT) are four management functions that play
central and interrelated roles in meeting the needs of service customers:
Figure 1.26 illustrates this interdependency.

The operations function is primarily responsible for managing
service delivery through equipment, facilities, systems, and many tasks
performed by customer-contact employees. In most service organiza-
tions, operations managers are actively involved in the design of prod-
ucts and processes and the implementation of programs for improving
productivity and quality.

HR is often seen as a staff function, responsible for job definition,
recruitment, training, reward systems, and the quality of work life.
However, in a well-managed service business, HR managers view these
activities from a strategic perspective. They understand that the quality
and commitment of the front line are crucial for gaining competitive
advantage. Service organizations cannot afford to have HR specialists
who do not understand customers. Marketing and operations activities
are more likely to be successful when employees have the necessary skills
and training to create and maintain customer satisfaction.

IT is a key function, as many service processes are information-
heavy. At almost every customer touch-point, real-time information is
needed, from customer data to prices and available capacity. Operations,
HR, and marketing are critically dependent on IT to manage their
functions and create value for the organization’s customers. For these

through employees wearing reasons, we don’t limit our coverage exclusively to marketing in this book. In many
smart outfits and a ready smile. of the chapters, you'll also find us referring to service operations, human resource

management, and IT.

QLn THE SERVICE-PROFIT CHAIN

Understand the implications
of the Service—Profit Chain for

he Service—Profit Chain is a conceptual framework that shows how marketing,

service management. operations, HR, and IT are integrated in high-performance service organizations.

It holds that when service companies put employees and customers first, there is

a major change in the way they manage and measure success. Firms adopting the

Operations / Marketing
Customers
Information
Technology

-

Figure 1.26 Marketing, operations, human resources, and IT
must collaborate to serve the customer.

Human Resources
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service-profit chain relate profitability, customer loy-
alty, and customer satisfaction to the value created by
productive employees and supported by customer- and
employee-centric operations and technology:

Top-level executives of outstanding service
organizations spend little time setting profit
goals or focusing on market share.... Instead,
they understand that in the new economics
of service, frontline workers and customers
need to be the center of management concern.
Successful service managers pay attention to
the factors that drive profitability, [namely]
investment in people, technology that supports
frontline workers, revamped recruiting and
training practices, and compensation linked
to performance for employees at every level.



