
Part 1
Foundations for 
Services Marketing
Chapter 1  Introduction to Services

Chapter 2  Conceptual Framework of the Book: The Gaps Model of Service Quality

This first part of the text provides you with the foundations needed to begin your study of services 
marketing. The first chapter identifies up-to-date trends, issues, and opportunities in services as a 
backdrop for the strategies addressed in remaining chapters. The second chapter introduces the gaps 
model of service quality, the framework that provides the structure for the text. The remaining parts of 
the book include information and strategies to address specific gaps, giving you the tools and knowl-
edge to become a services marketing leader.
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Introduction to 
Services

This chapter’s objectives are to

1.	 Explain what services are and identify important trends in services.

2.	 Explain the need for special services marketing concepts and practices and why the need has 
developed and is accelerating.

3.	 Explore the profound impact of technology on service.

4.	 Outline the basic differences between goods and services and the resulting challenges and 
opportunities for service businesses.

5.	 Introduce the expanded marketing mix for services and the philosophy of customer focus as 
powerful frameworks and themes that are fundamental to the rest of the text.

1

“Services are going to move in this decade to being the front edge of the 
industry.”
This quote from IBM’s former CEO, Louis V. Gerstner, illustrates the changes sweeping across industry 
in the 21st century. Many businesses that were once viewed as manufacturing giants are shifting their 
focus to services. And, in many ways, IBM has led the pack. Actions of Sam Palmisano, IBM’s CEO 
following Gerstner, have reinforced this focus on service. In his tenure, Mr. Palmisano led IBM in the 
expansion of its outsourcing businesses and accentuated its focus on client solutions. He also led IBM 
in its purchase of PricewaterhouseCoopers to gain broader strategic service consulting expertise and in 
its focus in service “products” and solutions.

In a company brochure IBM states that it is the largest service business in the world. It is the global 
leader in information technology (IT) services and consulting with approximately 200,000 service pro-
fessionals around the world. Through its Global Services division, IBM offers product support services, 
professional consulting services, and network computing services. Many businesses have outsourced 
entire service functions to IBM, counting on the company to provide the services better than anyone 
else. The service side of IBM, including technology and business services, brings in nearly $60 billion, 
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4  Services Marketing

significantly more than half the company’s total revenue. The service strategy has been very successful 
for IBM to date and promises to be the engine of growth into the future.

No one in IBM would suggest that these positive results have been easily achieved. Switching from a 
manufacturing to a service and customer focus is indeed a challenge. It requires changes in management 
mind-set, changes in culture, changes in the ways people work and are rewarded, and new ways of 
implementing customer solutions. At IBM this change has evolved over decades and continues today. 
This switch to service has carried over into IBM’s research division as well, where hundreds of research-
ers worldwide currently focus on service science and service innovation.

Many large manufacturing and IT companies have viewed IBM’s success and are pushing to make 
the same transition to services. It is not as easy as it looks. In moving into services, companies discover 
what service businesses such as hospitality, consulting, health care, financial services, and telecom-
munications have known for years: services marketing and management are different—not totally 
unique, but different from marketing and management for consumer goods and manufactured prod-
ucts. Selling and delivering a computer is not the same as selling and delivering a service that solves a 
customer’s problem.1

As the opening vignette suggests, services are not limited to service industries, services can be very 
profitable, and services are challenging to manage and market. Services represent a huge and growing 
percentage of the world economy, yet in many countries, including the United States, customer percep-
tions of service are not good.2 In fact, the University of Michigan’s American Customer Satisfaction 
Index has shown consistently lower scores for services when compared to other products.3 Others have 
noted that productivity for many service industries also lags the manufacturing sector. Given the eco-
nomic growth in services, their profit and competitive advantage potential, and the overall lower levels 
of customer satisfaction and productivity for services, it seems that the potential and opportunities for 
companies that can excel in service marketing, management, and delivery have never been greater.

This text will give you a lens with which to approach the marketing and management of services. 
What you learn can be applied in a company like IBM with a traditional manufacturing history or in 
pure service businesses. You will learn tools, strategies, and approaches for developing and delivering 
profitable services that can provide competitive advantage to firms. At the base of services marketing 
and management you will find a strong customer focus that extends across all functions of the firm—
thus the subtitle of this book, “integrating customer focus across the firm.”

WHAT ARE SERVICES?
Put in the most simple terms, services are deeds, processes, and performances provided or coproduced 
by one entity or person for another entity or person. Our opening vignette illustrates what is meant 
by this definition. The services offered by IBM are not tangible things that can be touched, seen, and 
felt, but rather are intangible deeds and performances provided and/or coproduced for its customers. 
To be concrete, IBM offers repair and maintenance service for its equipment, consulting services for 
IT and e-commerce applications, training services, web design and hosting, and other services. These 
services may include a final, tangible report, a website, or in the case of training, tangible instructional 
materials. But for the most part, the entire service is represented to the client through problem analysis 
activities, meetings with the client, follow-up calls, and reporting—a series of deeds, processes, and 
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Introduction to Services  5

performances. Similarly, the core offerings of hospitals, hotels, banks, and utilities are primarily deeds 
and actions performed for customers, or coproduced with them.

Although we will rely on the simple, broad definition of services, you should be aware that over time 
services and the service sector of the economy have been defined in subtly different ways. The variety 
of definitions can often explain the confusion or disagreements people have when discussing services 
and when describing industries that constitute the service sector of the economy. Compatible with our 
simple, broad definition is one that defines services to include “all economic activities whose output is 
not a physical product or construction, is generally consumed at the time it is produced, and provides 
added value in forms (such as convenience, amusement, timeliness, comfort, or health) that are essen-
tially intangible concerns of its first purchaser.”4 The breadth of industries making up the service sector 
of the Indian economy is illustrated in Figure 1.1(A).

Figure 1.1 (A)
Source: Economic Survey 2011–12

Contribution of service industries to India’s Gross Domestic Product, 2011-12*

(in %)

Trade, hotels, transport and communication 28.34

Finance, insurance, real estate and business services 17.76

Community, social and personal services 12.93

Agriculture, forestry and fishing 13.93

Mining and quarrying 2.04

Manufacturing 15.40

Electricity, gas and water supply 1.89

Construction 7.71

Contribution to India’s GDP by Sector (2011-2012)*

Agriculture 13.93

Industry (manufacturing, mining, electricity, gas, water supply and construction) 27.04

Services 59.03

Contribution of services over the years

Year Agriculture Industry Services

1950–51 53.1 16.6 30.3

1960–61 48.7 20.5 30.8

1970–71 42.3 24 33.8

1980–81 36.1 25.9 38

1990–91 29.6 27.7 42.7

2000–01 22.3 27.3 50.4

2010–11QE 14.5 27.8 57.7

2011–12AE 13.9 27 59

*Adapted from PIB, Government of India, Press Release dated 07 February, 2012. 
[www.pib.nic.in/newsite/erelease.aspx?relid=80151 (accessed on 18-11-2012)]
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6  Services Marketing

Service Industries, Service as a Product, Customer Service, and Derived Service
As we begin our discussion of services marketing and management, it is important to draw distinctions 
between service industries and companies, service as a product, customer service, and derived service. 
The tools and strategies you will learn in this text can be applied to any of these categories.

Service industries and companies include those industries and companies which are typically clas-
sified within the service sector and whose core product is a service. All the following companies can 
be considered pure service companies: Taj Mahal Hotel (lodging), Air India (transportation), ICICI 
Prudential (Insurance), State Bank of India (Banking, insurance and financial services), Fortis (health 
care). The total services sector comprises a wide range of service industries, as suggested by Figure 
1.1(A). Companies in these industries sell services as their core offering. Figures 1.1(B) and (C) show 
data on percentage of SAARC countries Gross Domestic Product (GDP) and labor force by industry.

Figure 1.1 (B)  Percentage of SAARC Countries Gross Domestic Product by Industry
Source: CIA World Fact book, 2007

Bangladesh** Bhutan India* Maldives** Nepal** Pakistan Sri Lanka**

(2006) (2005) (2012) (2006) (2006) (2006) (2006)

Agriculture 19.9 24.7 13.9 16 38 22 17.3

Industry 20.6 37.2 27.1 7 20 26 27.3

Service 59.5 38.1 59.0 77 42 52 55.4

*PIB, February 07, 2012.
** Estimated 

Figure 1.1 (C)  Percentage of SAARC Countries Labor Force by Industry
Source: CIA World Fact book, 2007

Bangladesh Bhutan  India Maldives Nepal Pakistan Sri Lanka

(2006) (2004) (2009)* (1995) (2004) (2004) (2006)

Agriculture 63 63  52 22 76 42 34.3

Industry 11 6  14 18 6 20 25.3

Service 26 31  34 60 18 38 40.4
*Estimated
#Source: http://www.indiamarks.com/guide/India-Fact-Book-Facts-About-Indian-Economy/17864/ [accessed on 2-05-2010]2009 estimates.

Service as a product represents a wide range of intangible product offerings that customers value 
and pay for in the marketplace. Service products are sold by service companies and by nonservice com-
panies such as manufacturers and technology companies. For example, IBM and Hewlett-Packard offer 
information technology consulting services to the marketplace, competing with firms such as Accen-
ture, a traditional pure service firm. Other industry examples include department stores like Macy’s that 
sell services such as gift wrapping and shipping, and pet stores like PetSmart that sell pet grooming and 
training services.

Customer service is also a critical aspect of what we mean by “service.” Customer service is the 
service provided in support of a company’s core products. Companies typically do not charge for  
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customer service. Customer service can occur on-site (as when a retail employee helps a customer find 
a desired item or answers a question), or it can occur over the phone or via the Internet through chat in 
real time. Many companies operate customer service call centers, often staffed around the clock. Qual-
ity customer service is essential to building customer relationships. It should not, however, be confused 
with the services provided for sale by the company.

Derived service is yet another way to look at what service means. In an award-winning article in the 
Journal of Marketing, Steve Vargo and Bob Lusch argue for a new logic for marketing that suggests that all 
products and physical goods are valued for the services they provide.5 Drawing on the work of respected 
economists, marketers, and philosophers, they suggest that the value derived from physical goods is really 
the service provided by the good, not the good itself. For example, they suggest that a pharmaceutical drug 
provides medical service, a razor provides barbering service, and computers provide information and data 
manipulation service. Although this view is somewhat abstract, it suggests an even broader, more inclusive, 
view of the meaning of service.

Tangibility Spectrum
The broad definition of service implies that intangibility is a key determinant of whether an offering is a 
service. Although this is true, it is also true that very few products are purely intangible or totally tangi-
ble. Instead, services tend to be more intangible than manufactured products, and manufactured products 
tend to be more tangible than services. For example, the fast-food industry, while classified as a service, 
also has many tangible components such as the food, the packaging, and so on. Automobiles, while clas-
sified within the manufacturing sector, also supply many intangibles, such as transportation and navi-
gation services. The tangibility spectrum shown in Figure 1.2 captures this idea. Throughout this text, 
when we refer to services we will be assuming the broad definition of services and acknowledging that 
there are very few “pure services” or “pure goods.” The issues and approaches we discuss are directed 
toward those offerings that lie on the right side, the intangible side, of the spectrum shown in Figure 1.2.

Salt
Soft drinks

Detergents
Automobiles

Cosmetics Fast-food
outlets

Fast-food
outlets Advertising 

agencies Airlines
Investment

management Consulting
Teaching

Tangible
dominant

Intangible
dominant

FIGURE 1.2  Tangibility Spectrum

Source: G. Lynn Shostack, “Breaking Free from Product Marketing,” Journal of Marketing 41 (April 1977), pp. 73–80. Reprinted with permission of the 
American Marketing Association.

Trends in the Service Sector
Although you often hear and read that many modern economies are dominated by services, the United 
States and other countries did not become service economies overnight. As early as 1929, 55 percent of 
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8  Services Marketing

the working population was employed in the service sector in the United States, and approximately 54 per-
cent of the gross national product was generated by services in 1948. The data in Figures 1.3 and 1.4 show 
that the trend toward services has continued, until in 2009 services represented 75 percent of the gross 
domestic product (GDP) and 83 percent of employment. Note also that these data do not include services 
provided by manufacturing companies. The number of employees and value of the services they produce 
would be classified as manufacturing sector data.
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Introduction to Services  9

WHY SERVICE MARKETING?
Why is it important to learn about service marketing, service quality, and service management? What 
are the differences in services versus manufactured-goods marketing that have led to the demand for 
books and courses on services? Many forces have led to the growth of services marketing, and many 
industries, companies, and individuals have defined the scope of the concepts, frameworks, and strate-
gies that define the field. 

Service-Based Economies
First, services marketing concepts and strategies have developed in response to the tremendous growth of 
service industries, resulting in their increased importance to the U.S. and world economies. As was noted, 
in 2009 the service sector represented more than 80 percent of total employment and 75 percent of gross 
domestic product of the United States. Almost all the absolute growth in numbers of jobs and the fastest 
growth rates in job formation are in service industries, particularly health care and IT professional services.

Another indicator of the economic importance of services is that trade in services is growing world-
wide. In fact, while the U.S. balance of trade in goods remains in the red, exports of services have 
jumped 84 percent since 2000 and there was a $144 billion trade surplus in services in 2008. In fact, the 
U.S. ranks number one in the world in sales of services abroad.6 

There is a growing market for services and increasing dominance of services in economies worldwide 
(see the accompanying table). This growth is apparent in established economies as well as emerging 
economies such as China, where the central government has placed a priority on service sector growth. 
The growth of the service sector has drawn increasing attention to the challenges of service sector indus-
tries worldwide.

Country Percent of GDP Attributed to Services

Hong Kong 92
United States 77
Singapore 76
Japan 76
United Kingdom 75
Netherlands 75
Australia 75
France 72
Sweden 72
Germany 72
New Zealand 72
Canada 71
Brazil 67
Mexico 63
India 55
China 43

Source: The CIA World Fact Book, 2010.

Service as a Business Imperative in Goods-Focused Businesses
Early in the development of the field of services marketing and management, most of the impe-
tus came from service industries such as banking, transportation, hospitality, and health care. As 
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10  Services Marketing

these traditional service industries have evolved and become even more competitive, the need for 
effective service management and marketing strategies has continued. Now, however, companies 
across industries have discovered the value of service innovation and service growth strategies.7 
Manufacturers (e.g., GE, Caterpillar), technology companies (e.g., Avnet, Xerox, IBM), retail-
ers (e.g., PetSmart), and even packaged goods companies (e.g., Procter & Gamble) have begun 
to discover the potential for service-led growth. (See Chapter 8 and the Strategy Insight in that 
chapter.) All of these companies have realized that an excellent product is not a guarantee for 
long-term success.

For example Xerox now provides a document management service, whereby it can take over the 
management of all documents (digital and paper) within an organization. This type of service lies far 
beyond its typical printer repair and maintenance service business. In a different industry, PetSmart, 
a very large pet retailer, attributes nearly all of its growth in recent years to its services, including pet 
hotels, grooming, and training. Very recently, Procter & Gamble began a push into services tied to a 
few of its renowned brands. It is experimenting with Mr. Clean Car Wash and a franchise model for 
Tide Dry Cleaners. Knowing the tremendous value of these brands, Procter & Gamble has been very 
meticulous and careful in its extension of these brands into services. To expand their service busi-
ness expertise, many technology companies have partnered with or purchased service businesses. 
IBM purchased PricewaterhouseCoopers, Hewlett-Packard purchased EDS, and Dell acquired Perot 
Systems.

Why are all these companies choosing to focus on services? There are a number of reasons. First, 
the commoditization of products in many industries has resulted in price and margin pressures on 
many physical goods. Services can help firms to customize their offerings, adding value for customers. 
Second, customers are demanding services and solutions, especially in business-to-business markets. 
In many situations, customers demand a solution to their problem or challenge that involves multiple 
products and services. They look to their providers to create and deliver these product-service solu-
tions. Third, services often have higher profit margins than products and can thus provide platforms for 
firm profitability. As you will learn in later chapters, customer loyalty and customer satisfaction are 
driven in large part by service quality and service offerings. Again, this knowledge provides firms with 
another reason to develop services and cement customer loyalty through high-quality service. Finally, 
many industries are highly competitive today and service can be a differentiator in a crowded market.

As firms transition into services, they often encounter serious challenges in terms of culture change, 
sales and channel issues, and a need for expertise in designing and delivering services. These compa-
nies are typically engineering, technology, science, or operations driven. Their expertise is anchored 
in what they produce. As these companies transition and seek to grow through service, they find they 
need a new service logic, and the special concepts and approaches for managing and marketing services 
become increasingly apparent.8

Deregulated Industries and Professional Service Needs
Specific demand for service marketing concepts has come from deregulated industries and professional 
services as both these groups have gone through rapid changes in the ways they do business. In the past 
several decades many very large service industries, including airlines, banking, telecommunications, 
and trucking, have been deregulated by the U.S. government. Similar deregulatory moves have taken 
place in many other countries as well. As a result, marketing decisions that used to be tightly controlled 
by the government are now partially, and in some cases totally, within the control of individual firms.9 
For example, until 1978 all airline fares, routes, and commissions paid to travel agents were deter-
mined and monitored by the government. Since that time airlines have been free to set their own pricing  
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Introduction to Services  11

structures and determine which routes they will fly. Deregulation created turmoil in the airline industry, 
accelerating the need for more sophisticated, customer-based, and competition-sensitive marketing.

Providers of professional services (such as physicians, lawyers, accountants, engineers, and archi-
tects) have also demanded new concepts and approaches for their businesses as these industries have 
become increasingly competitive and as professional standards have been modified to allow advertis-
ing. Whereas traditionally the professions avoided even using the word marketing, they now seek bet-
ter ways to understand and segment their customers, to ensure the delivery of quality services, and to 
strengthen their positions amid a growing number of competitors.

1 800 IBM 7777, ask for Services

www.ibm.com/services/info

People who think. People who do. People who get it.

IBM Global Services

IBM Global Services

Phone:

Overview:

Web:

IBM Global Services is people. Strategists. Problem solvers. 
Implementers. Over 100,000 people worldwide who have 
worked in all kinds of industries. People who understand
how technology can solve real business problems, or take 
advantage of new opportunities. People who help you
make sense of technology, who work with you — making
sure the solution you want is the solution you get.

Services are driving 
IBM’s growth in the 
21st century.

SM_01.indd   11 4/1/2013   11:12:23 AM



12  Services Marketing

Service Marketing Is Different
As the previously mentioned forces coincided and evolved, businesspeople realized that marketing and 
managing services presented issues and challenges not faced in manufacturing and packaged goods 
companies. These differences and challenges were captured in a series of interviews by management 
consultant Gary Knisely in 1979 (see Exhibit 1.1). For example, when a firm’s core offering is a deed 
performed by an employee (such as engineering consulting), how can the firm ensure consistent prod-
uct quality to the marketplace? As service businesses began to turn to marketing and decided to hire 
marketing people, they naturally recruited from the best marketers in the world—Procter & Gamble, 
General Foods, Kodak. People who moved from marketing in packaged goods industries to marketing 
in health care, banking, and other service industries found that their skills and experiences were not 
directly transferable. They faced issues and dilemmas in marketing services that their experiences in 
packaged goods and manufacturing had not prepared them for. These people realized the need for new 
concepts and approaches for marketing and managing service businesses.

Service marketers responded to these forces and began to work across disciplines and with academ-
ics and business practitioners from around the world to develop and document marketing practices for 
services. As the field evolved, it expanded to address the concerns and needs of any business in which 
service is an integral part of the offering. 

Service Equals Profits
In the final decades of the 20th century, many firms jumped on the service bandwagon, investing in 
service initiatives and promoting service quality as ways to differentiate themselves and create competi-
tive advantage. Many of these investments were based on faith and intuition by managers who believed 
in serving customers well and who believed in their hearts that quality service made good business 
sense. Indeed, a dedication to quality service has been the foundation for success for many firms, across 
industries. In his book Discovering the Soul of Service, Leonard Berry describes in detail 14 such com-
panies.10 The companies featured in his book had been in business an average of 31 years when the book 
was written. These companies had been profitable in all but 5 of their combined 407 years of existence. 
Berry discovered through his research that these successful businesses share devotion to nine common 
service themes, among them values-driven leadership, commitment to investments in employee success, 
and trust-based relationships with customers and other partners at the foundation of the organization.

Since the mid-1990s firms have demanded hard evidence of the bottom-line effectiveness of service 
strategies. And researchers are building a convincing case that service strategies, implemented appro-
priately, can be very profitable. Work sponsored by the Marketing Science Institute suggests that corpo-
rate strategies focused on customer satisfaction, revenue generation, and service quality may actually be 
more profitable than strategies focused on cost cutting or strategies that attempt to do both simultane-
ously.11 Research out of the Harvard Business School built a case for the “service–profit chain,” linking 
internal service and employee satisfaction to customer value and ultimately to profits.12 And consider-
able research shows linkages from customer satisfaction (often driven by service outcomes) to profits.13 
From the University of Michigan American Customer Satisfaction Index (ACSI) come data suggesting 
that customer satisfaction is directly linked to shareholder value. Firms in the top 25 percent of the 
ACSI rankings show significantly higher shareholder value than do firms in the bottom 25 percent. 
Research based on ACSI data also shows that the top 20 percent of ACSI firms significantly outperform 
the Standard & Poor’s (S&P) 500, NASDAQ, and DowJones Industrial Average.14

SM_01.indd   12 4/1/2013   11:12:23 AM



Introduction to Services  13

 Exhibit 1.1   Is the Marketing of Services Different? A Historical Perspective

In 1979 Gary Knisely, a principal of the consulting firm Johnson Smith & Knisely, asked the title question 
to practicing service marketers. Specifically, Knisely interviewed several high-ranking marketing execu-
tives who had all gone to work in consumer services after extensive experience in the consumer packaged 
goods industry (known for its marketing prowess).

These executives found differences, all right. Their discoveries came from attempts to apply (with mixed 
success, it turned out) consumer goods marketing practices directly to services. James L. Schorr of Holi-
day Inns Inc., formerly with Procter & Gamble, found that he could not overlay a consumer goods firm’s 
marketing system onto a service firm. He, and the other executives interviewed, expressed certain recur-
ring themes. First, more variables exist in the marketing mix for services than for consumer goods. Schorr 
claimed that in a service business, marketing and operations are more closely linked than in a manufactur-
ing business; thus, the service production process is part of the marketing process. Second, customer inter-
face is a major difference between goods marketing and services marketing. Executives from packaged 
goods companies never had to think in terms of a direct dialogue with their customers. For Schorr, the 
marketing of hotel rooms boiled down to a “people-on-people” sale. Robert L. Catlin, in relating his expe-
rience in the airline industry, stated, “Your people are as much of your product in the consumer’s mind as 
any other attribute of the service.” People buy products because they believe they work. But with services, 
people deal with people they like and they tend to buy services because they believe they will like them. 
This thought process makes the customer–employee interface a critical component of marketing.

The executives also commented on how the marketing mix variables common to both goods and ser-
vices have vastly different implications for marketing strategy in the two contexts. In the distribution and 
selling of services, the firm cannot rely on well-stocked shelves past which the consumer can push a cart 
and make selections. Consumers’ exposure to the full range of need-fulfilling service products may be lim-
ited by the salesperson’s “mental inventory” of services and how he or she prioritizes them. You could say 
that the service product manager is competing for the “mental shelf space” of the firm’s sales personnel. 
For Rodney Woods, group marketing officer at United States Trust Co., pricing was the most critical factor 
in the marketing of services versus products. For Woods, determining the costs associated with service pro-
duction and delivery proved very difficult, much more of a challenge than he had faced in his earlier career 
working with such large packaged goods companies as Pillsbury, Procter & Gamble, and Bristol-Myers. 
Also, the benefits of using price as a promotional weapon were not as apparent. Promotional price cuts 
tended to erode hard-fought positioning and image.

While scholars debated early on the issue of whether marketing management differs for goods versus 
services, for top managers with experience in both areas the differences were pronounced in 1979. They 
still are today. The differences that these early service marketers noted were the impetus for many of the 
ideas, concepts, and strategies practiced today.

Source: This discussion is based on interviews conducted by Gary Knisely that appeared in Advertising Age on 
January 15, 1979; February 19, 1979; March 19, 1979; and May 14, 1979.

An important key to these successes is that the right strategies are chosen and that these strategies 
are implemented appropriately and well. Much of what you learn from this text will guide you in mak-
ing such correct choices and in providing superior implementation. Throughout the text we will point 
out the profit implications and tradeoffs to be made with service strategies. See this chapter’s Strategy 
Insight for four ways that firms successfully and profitably compete through service. In Chapter 16 
we will come back to this issue by providing integrated coverage of the financial and profit impact of 
service.
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But “Service Stinks”
Despite the importance of service and the bottom-line profit potential for service, consumers perceive that 
overall the quality of service is declining.15 We see BusinessWeek magazine blatantly condemning service 
in its cover story “Why Service Stinks” and a Wall Street Journal editorial questioning service quality 
and value that is entitled “We Pay Them to Be Rude to Us.”16 And although there are exceptions in every 
industry, American Customer Satisfaction Index scores for service industries are generally lower than the 
average for all industries. Particularly low are ACSI scores in the transportation, communications, and 
utilities sectors.17

This condemnation of service is troubling when, at some level, service has never been better. For 
example, think of just one industry—health care. The ability to prevent and treat diseases has never 
been greater, resulting in an ever-increasing life expectancy in the United States and in most other 
industrialized countries. Or take the communications industries—communicating quickly, effectively, 
and cheaply with people all over the world has never been easier. Access to vast quantities of infor-
mation, entertainment, and music is unbelievable compared to what people had just 10 years ago. So 
clearly, in some ways and in many industries, service is better than ever.

Despite these obvious improvements, there is hard evidence that consumers perceive a lower 
quality of service overall and are less satisfied. There are many explanations as to why this decline 
in customer satisfaction with services has occurred, but it is difficult to point precisely to the rea-
son. Plausible explanations include these:
l	 With more companies offering tiered service based on the calculated profitability of different market 

segments, many customers are, in fact, getting less service than they have in the past.
l	 Increasing use by companies of self-service and technology-based service is perceived as less service 

because no human interaction or human personalization is provided.
l	 Technology-based services (automated voice systems, Internet-based services, technology kiosks) 

are hard to implement by companies and difficult to use by customers, with many failures and with 
poorly designed systems in place.

l	 Customer expectations are higher in all industries because of the excellent service they receive from 
some companies. Thus, they expect the same from all and are frequently disappointed.

l	 Organizations have cut costs to the extent that they are too lean and too understaffed to provide qual-
ity service.

l	 The competitive job market results in less-skilled people working in frontline service jobs; talented 
workers soon get promoted or leave for better opportunities.

l	 Many companies give lip service to customer focus and service quality, but they fail to provide the 
training, compensation, and support of employees needed to actually deliver quality service.

These explanations of the causes of declining customer satisfaction can be debated. But for manag-
ers, students, and teachers of service marketing and management, the message is clear: there is plenty of 
work to be done. In this text we will provide many examples of best practices—companies that under-
stand how to get it right and are succeeding with service. We will also delineate many tools, concepts, 
and strategies that can help to reverse the “service stinks” mind-set.

SERVICE AND TECHNOLOGY
The preceding sections examined the roots of services marketing and the reasons the field exists. 
Another major trend—technology, specifically information technology—is shaping the field and 
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 Strategy Insight   Competing Strategically through Service

Firms can compete profitably through services in a variety of ways. Through our work with companies 
across industries and through benchmarking other companies, we see four strategic themes emerge as the 
primary ways that firms can compete through service. Although firms tend to emphasize one or two of 
these strategic choices at a given time, it may be possible to do more.

EXEMPLARY OUT-OF-THE-BOX CUSTOMER SERVICE
There are some organizations whose competitive advantage is their reputation for out-of-the-box cus-
tomer service. Southwest Airlines, Mayo Clinic, Gallery Furniture (a hugely successful furniture store in 
Texas), and Zanes Cycles (a small bicycle shop in Connecticut) are just a few examples. These organizations 
focus on going out of their way for customers and providing customer service in unique ways. Special ser-
vices that these companies provide include

l	 At Southwest Airlines, a distinctive sense of humor among employees as well as in-flight games and 
jokes.

l	 At Mayo Clinic, a grand piano in the lobby and doctors who sit physically close to patients, look them in 
the eye, and truly believe that “the best interest of the patient is the only interest to be considered.”

l	 At Gallery Furniture, free food and day care for children.
l	 At Zanes Cycles, a “flat tire club.”

INNOVATIVE, CUTTING-EDGE SERVICES
Other organizations compete through providing innovative and cutting-edge services—being the first 
and/or best in their industry or being on the forefront of new inventions, technology, or science. Examples 
here include Amazon.com, the first company to introduce really effective and innovative online retailing. 
Mayo Clinic falls into this category as well. It is on the leading edge of medicine in the United States and 
typically sees only patients who have hard-to-diagnose or complex problems. The clinic’s research-based, 
team-oriented, consultative model of medicine keeps it on the forefront.

Being innovative does not necessarily mean that the organization invents something totally new; per-
haps its service approach is simply new to that industry. Yellow Transportation (part of YRC Worldwide), an 
old-line trucking company, reinvented itself as a transportation company by successfully introducing guaran-
tees, express services, and time-definite delivery into this somewhat stodgy industry.

VALUE-ADDED, REVENUE-PRODUCING SERVICES
A major trend in manufacturing, information technology, and other nonservice industries in recent years 
is the introduction of value-added, revenue-producing services. Firms in these industries have recognized 
that they cannot compete on the sales and margins produced by their manufactured products alone. Many 
firms, such as IBM, Hewlett-Packard, Siemens, and General Electric, have integrated services into their mix 
of offerings. In some cases, as with IBM (see the opening vignette in this chapter), services have actually 
taken over as the growth engine for the company.

This focus on revenue-producing services also extends to retailers. For example, PetSmart, the largest 
pet retailer in the United States, has introduced a host of new services in recent years as a way to compete 
effectively in this relatively low-margin industry. The company targets “pet parents” in its advertising, and 
its special services include pet training, grooming, and overnight care.

A SERVICE CULTURE THAT DIFFERENTIATES
Finally, a firm can compete by nurturing a service culture that attracts the very best workers in the industry. 
In attracting the best workers, the company has an advantage over the competition in terms of providing 
the very best services and thus becoming both the “employer of choice” and the “provider of choice” in 
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its industry. This approach is used, for example, by Southwest Airlines, Mayo Clinic, Disney, and Marriott 
Hotels. At Marriott, the underlying company philosophy is “take care of your employees and they will take 
care of your guests.” This philosophy permeates all the Marriott brands, from Fairfield Inns to the Ritz 
Carlton, giving Marriott a worldwide competitive advantage in its industry.

Source: Center for Services Leadership, W. P. Carey School of Business, Arizona State University (www.wpcarey.asu.edu/
csl). See also M. J. Bitner and S. Brown, “The Service Imperative,” Business Horizons, 50th Anniversary Issue, 51 (Janu-
ary–February 2008), pp. 39–46.

profoundly influencing the practice of service marketing. In this section we explore trends in tech-
nology (positive and negative) to set the stage for topics that will be discussed throughout this text. 
In each chapter you will find a Technology Spotlight box that highlights the influence of technol-
ogy on issues related to the particular chapter. Together with globalization, the influence of tech-
nology is the most profound trend affecting services marketing today.

New Service Offerings
Looking to the past, it is apparent how technology was the basic force behind service innovations now 
taken for granted. Automated voice mail, interactive voice response systems, fax machines, automated 
teller machines (ATMs), and other common services were possible only because of new technologies. 
Just think how dramatically different your world would be without these basic technology services.

More recently, people have seen the explosion of the Internet, resulting in a host of new services. 
Internet-based companies like Amazon and eBay offer services previously unheard of and smart phones 
now offer innumerable service applications that were not even imaginable in the recent past. Even 
established companies find that the Internet provides a way to offer new services as well.18 For example, 
The Wall Street Journal offers an interactive edition that allows customers to organize the newspaper’s 
content to suit their individual preferences and needs.

Many new technology services are on the horizon. For example, the “connected car” allows people 
to access all kinds of existing and new services while on the road. In-car systems provide recommenda-
tions for shopping by informing drivers when they are within a certain number of miles of their pre-
ferred retailer. On a road trip, the system may provide weather forecasts and warnings, and when it is 
time to stop for the night, the car’s system can book a room at a nearby hotel, recommend a restaurant, 
and make dinner reservations. Other technological advances are making it possible for medical profes-
sionals to monitor patients’ conditions remotely and even to provide medical diagnoses, treatment, and 
surgery guidance via technology interfaces. Similarly, large equipment manufacturers like John Deere, 
Caterpillar, and General Electric can now remotely monitor and service equipment, as well as provide 
sophisticated information and data to their clients via the Internet.

New Ways to Deliver Service
In addition to providing opportunities for new service offerings, technology is providing approaches 
for delivering existing services in more accessible, convenient, productive ways. Technology facilitates 
basic customer service functions (bill paying, questions, checking account records, order tracking), 
transactions (both retail and business-to-business), and learning or information seeking. Our Technol-
ogy Spotlight traces how, through history, evolving technologies have changed one aspect of service, 
namely, customer service, forever. Companies have moved from face-to-face service to telephone-based 
service to widespread use of interactive voice response systems to Internet-based customer service and 
now to wireless service. Interestingly, many companies are coming full circle and now offer human 
contact as the ultimate form of customer service!
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Technology also facilitates transactions by offering a direct vehicle for making purchases and con-
ducting business. In the financial services field, Charles Schwab transformed itself from a traditional 
broker to an online financial services company that currently conducts more than 70 percent of its 
customer transactions online. Internet banking is also growing worldwide with the Dutch bank, ING 
Direct, leading the way in the United States. ING regularly attracts deposits away from its much larger 
competitors.19 Technology has also transformed service delivery and transactions for many business-to 
business firms. For example, technology giant Cisco Systems offers virtually all its customer service 
and ordering functions to its business customers via technology. 

Finally, technology, specifically the Internet, provides an easy way for customers to learn, do research, 
and collaborate with each other. Access to information has never been easier. For example, more than 
20,000 websites currently offer health-related information. Many provide answers to specific disease, 
drug, and treatment questions. In a study of online health care information usage, the Pew organization 
found that, among Americans with Internet access, 80 percent had looked for health or medical infor-
mation on the Web.20

Enabling Both Customers and Employees
Technology enables both customers and employees to be more effective in getting and providing ser-
vice.21 Through self-service technologies, customers can serve themselves more effectively. Via online 
banking, customers can access their accounts, check balances, apply for loans, shift money among 
accounts, and take care of just about any banking need they might have—all without the assistance of 
the bank’s employees. Online shopping and hundreds of service applications available via the Internet 
and smart phones have transformed the lives of consumers forever. Through social media, individuals 
and companies can communicate and collaborate with each other as well.

For employees, technology can provide tremendous support in making them more effective and effi-
cient in delivering service. Customer relationship management and sales support software are broad cat-
egories of technology that can aid frontline employees in providing better service. By having immediate 
access to information about their product and service offerings as well as about particular customers, 
employees are better able to serve them. This type of information allows employees to customize ser-
vices to fit the customer’s needs. They can also be much more efficient and timely than in the old days 
when most customer and product information was in paper files or in the heads of sales and customer 
service representatives.

Extending the Global Reach of Services
Technology infusion results in the potential for reaching out to customers around the globe in ways 
not possible before. The Internet itself knows no boundaries, and therefore information, customer ser-
vice, and transactions can move across countries and across continents, reaching any customer who 
has access to the Web. Technology also allows employees of international companies to stay in touch 
easily—to share information, to ask questions, to serve on virtual teams together. All this technology 
facilitates the global reach as well as the effectiveness of service businesses. Our Global Feature focuses 
on the migration of service jobs and the ability to produce services almost anywhere.

The Internet Is a Service
An interesting way to look at the influence of technology is to realize that the Internet is just “one 
big service.” All businesses and organizations that operate on the Internet are essentially provid-
ing services—whether they are giving information, performing basic customer service functions,  
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 Technology Spotlight   The Changing Face of Customer Service

Excellent customer service—the daily, ongoing support of a company’s offerings—is critical in creating 
brand identity and ultimate success. It includes answering questions, taking orders, dealing with billing 
issues, handling complaints, scheduling appointments, and similar activities. These essential functions can 
make or break an organization’s relationships with its customers. The quality of customer care can signifi-
cantly impact brand identity for service, manufacturing, and consumer products companies. Because of its 
importance in creating impressions and sustaining customer relationships, customer service has sometimes 
been called the “front door” of the organization or its “face.”

So how has the “face” of customer service changed with the influx of technology? Long ago all cus-
tomer service was provided face-to-face through direct personal interaction between employees and 
customers. To get service you had to visit stores or service providers in person. The telephone changed 
this, allowing customers to call companies and speak directly with employees, typically Monday–Friday,  
8 a.m.–5 p.m. Customer service became less personal, but without a doubt more efficient, through use 
of the telephone. With the evolution of computer technology, customer service representatives (CSRs) 
became even more efficient. Through computer information systems and customer data files, CSRs are able 
to call up customer records at their workstations to answer questions on the spot.

Over time, because communication and computer technologies allowed it, large organizations began 
to centralize their customer service functions, consolidating into a few large call centers that could be 
located anywhere in the country or the world. For example, a large percentage of IBM’s customer service 
calls in North America are handled out of its sales and service center in Toronto, Canada, and calls can be 
handled 24 hours per day. But still, in these types of call centers, customer service is, for the most part, an 
interpersonal event, with customers talking directly, one-on-one with an employee.

The advent and rapid proliferation of the efficient, but much maligned, automated voice response sys-
tems changed personal customer service in many organizations into menu-driven, automated exchanges. 
In almost every industry and any business context, consumers encounter these types of systems, and many 
are quite frustrating—for example, when a system has a long, confusing set of menu options or when no 
menu option seems to fit the purpose of the call. Similarly, customers become angered when they cannot 
get out of the automated system easily or when there is no option to speak to a live person.

Beyond automated telecom systems, the explosion of the Internet has also dramatically changed cus-
tomer service for many companies. Service can now be provided on the Internet via e-mails, website robots, 
FAQs, and online chats. In these cases there is no direct human interaction, and customers actually perform 
their own service.

With the relentless proliferation of technology solutions, firms are finding that expectations for customer 
service have changed. Customers are demanding choices in how they get customer service, whether it be 
via phone, automated voice system, fax, e-mail, or Internet self-service. Although customers often enjoy 
technology-based service and even demand it in many cases, they dislike it when it does not work reliably 
(a common problem), when it does not seem to have any advantages over the interpersonal service alter-
natives, and when there are no systems in place to recover from failures. Interestingly, when things do not 
work as they are supposed to on an Internet site or through an automated response system, customers are 
quick to look for more traditional interpersonal (in person or via telephone) options, coming full circle to 
where they started. Somewhat ironically, the leading Internet bank in Europe and the United States, ING 
Direct, prides itself on staffing its toll-free customer service phone lines with real people, not automated 
menu systems!

Sources: J. A. Nickell, “To Voice Mail Hell and Back,” Business 2.0, July 10, 2001, pp. 49–53; M. L. Meuter, A. L. Ostrom, 
R. I. Roundtree, and M. J. Bitner, “Self-Service Technologies: Understanding Customer Satisfaction with Technology-
Based Service Encounters,” Journal of Marketing 64 (July 2000), pp. 50–64; S. Ali, “If you want to Scream, Press . . . ,” 
The Wall Street Journal, October 30, 2006, p. R4; B. Kiviat, “How a Man on a Mission (and a Harley) Reinvented Banking,” 
Time, June 25, 2007, pp. 45–46; J. Light, “With Customer Service, Real Person Trumps Text,” The Wall Street Journal, 
April 25, 2011, p. B7.

SM_01.indd   18 4/1/2013   11:12:23 AM



Introduction to Services  19

 Global Feature   The Migration of Service Jobs

With the ever-growing sophistication of infor-
mation technology, the global reach of organiza-
tions is increasing at a spectacular rate. Activities 
that used to require close proximity and personal 
contact can now often be accomplished via the 
Internet, video, and telecommunication technolo-
gies. This advancement means that the jobs that 
produce and support these activities can be done 
almost anywhere in the world. The result has been 
referred to as a “migration of service jobs” out of 
countries such as the United States and the United 
Kingdom to countries such as India, Pakistan, the 
Philippines, Eastern European countries, and, more 
recently, Columbia and Brazil.

This globalization of services is in many ways 
inevitable, but it comes with considerable contro-
versy. One clear concern is that some of the highest-paying service jobs are being “lost” to lower-wage 
countries, and this concern is very real for the individuals whose jobs are lost. However, the numbers are 
not as large as perhaps imagined. Forrester Research in Cambridge, Massachusetts, estimates that, by the 
year 2015, 3.3 million high-tech and service jobs will have moved overseas from the United States. Others 
estimate the number to be much higher. On the other side of this concern are arguments that offshore 
jobs will spur innovation, job creation in other areas, and increases in productivity that will benefit the 
consumer and keep companies competitive in the global marketplace. In fact, the Bureau of Labor Statis-
tics estimated that, between 2000 and 2010, 22 million new U.S. jobs (mostly in business services, health 
care, social services, transportation, and communications) would be created. Although the specific out-
comes of service job migration are not totally known, it is safe to say that the globalization of services will 
continue, resulting in further shrinking of the boundaries among people and countries.

Service job migration involves not just call centers and IT help lines but also services that span industries 
and levels of skills. Software development, IT consulting, chip design, financial analysis, industrial engineer-
ing, analytics, and drug research are just a few examples of services performed in India for global firms. Even 
medical diagnoses and reading of medical records can be done remotely via video, Internet, and scanning 
technologies.

Why is service job migration happening now? The root of the acceleration is the rapid development and 
accessibility of sophisticated information technologies. Services are information intensive, and information 
can now be shared readily without direct personal contact. For example, at the John F. Welch Technology 
Center in Bangalore, close to 3,000 Indian researchers and engineers engage in research for General Elec-
tric’s divisions. Projects span such diverse areas as developing materials for use in DVDs, boosting the pro-
ductivity of GE plants, and tweaking the designs of turbine engine blades. The design work can be done 
in India (perhaps even teaming with engineers elsewhere), and the results can be sent instantaneously 
wherever they are needed. Other examples: more than 20,000 U.S. tax returns annually are prepared and 
filed by certified public accountants (CPAs) working in India; Indian financial analysts digest the latest dis-
closures of U.S. companies and file reports the next day; and other workers in India sort through mounds 
of consumer data provided by non-Indian company clients to determine behavior patterns and develop 
ideas for marketing. In each of these cases, where the work is done is not important or meaningful to the 
client as long as it is done well and on time.

A major reason that this movement of jobs is possible is that countries outside the developed world are 
now producing highly skilled, well-educated workforces, particularly in China and India. These workers 
typically work for far less compensation than their U.S. or U.K. counterparts, allowing global companies 
to reduce labor costs on the one hand and increase overall productivity on the other. The quality of the 

Call center in India.
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work can be very high as well. However, as the growth in offshoring continues and competition for talent 
increases, firms are zeroing in on cultural and language gaps that can limit quality with some firms, bring-
ing services—particularly call centers—back to their home base.

Sources: U. Karmarkar, “Will You Survive the Services Revolution?” Harvard Business Review, 82 (June 2004), pp. 100–107; 
M. Kripalani and P. Engardio, “The Rise of India,” Business Week, December 8, 2003; S. A. Teicher, “A Not So Simple Path,” 
Christian Science Monitor, February 23, 2004; M. N. Baily and D. Farrell, “Exploding the Myths of Offshoring,” The McKin-
sey Quarterly, online at www.mckinseyquarterly.com, July 2004; S. Ali, “If you want to Scream, Press . . . ,” The Wall Street 
Journal, October 30, 2006, R4; A. Vashistha and A. Vashistha, The Offshore Nation (NewYork: McGraw-Hill, 2006); S. Lohr, “At 
IBM, a Smarter Way to Outsource,” The New York Times, July 5, 2007.

facilitating transactions, or promoting social interactions among individuals. Thus, all the tools, 
concepts, and strategies you learn in studying service marketing and management have direct appli-
cation in an Internet or e-business world. Although technology and the Internet have profoundly 
changed how people do business and what offerings are possible, it is clear that customers still want 
basic service. They want what they have always wanted: dependable outcomes, easy access, respon-
sive systems, flexibility, apologies, and compensation when things go wrong. But now they expect 
these outcomes from technology-based businesses and from e-commerce solutions.22 With hindsight 
it is obvious that many dot-com start-ups suffered and even failed because of lack of basic customer 
knowledge and failure of implementation, logistics, and service follow-up.23

The Paradoxes and Dark Side of Technology and Service
Although there is clearly great potential for technology to support and enhance services, there 
are potential negative outcomes as well. David Mick and Susan Fournier, well-regarded consumer 
researchers, have pointed out the many paradoxes of technology products and services for consumers, 
as shown in Table 1.1.24 This section highlights some of the general concerns.

Customer concerns about privacy and confidentiality raise major issues for firms as they seek to 
learn about and interact directly with customers through the Internet. These types of concerns are what 
have stymied and precluded many efforts to advance technology applications in the health care industry, 
for example. Nor are all customers equally interested in using technology as a means of interacting with 
companies. Research exploring “customer technology readiness” suggests that some customers are sim-
ply not interested in using or ready to use technology.25 Employees can also be reluctant to accept and 
integrate technology into their work lives—especially when they perceive, rightly or wrongly, that the 
technology will substitute for human labor and perhaps eliminate their jobs.

With technology infusion comes a loss of human contact, which many people believe is detrimental 
purely from a quality of life and human relationships perspective. Parents may lament that their children 
spend hours in front of computer screens, interacting with games, seeking information, and relating to 
their friends only through instant messaging and Facebook without any face-to-face human contact. And 
workers in organizations become more and more reliant on communicating through technology—even 
communicating via e-mail or online chat sessions with the person in the next office!

Finally, the payback in technology investments is often uncertain. It may take a long time for an 
investment to result in productivity or customer satisfaction gains. Sometimes it never happens. For 
example, McKinsey & Company reports that a firm projected a $40 million savings from moving its 
billing and service calls to the Web. Instead, it suffered a $16 million loss as a result of lower usage by 
customers than projected, unanticipated follow-up calls and e-mails to the call center from those who 
had used the Web application initially, and loss of revenue from lack of cross-selling opportunities.26
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Paradox Description

Control/chaos Technology can facilitate regulation or order, and technology can lead to 
upheaval or disorder.

Freedom/enslavement Technology can facilitate independence or fewer restrictions, and technol-
ogy can lead to dependence or more restrictions.

New/obsolete New technologies provide the user with the most recently developed ben-
efits of scientific knowledge, and new technologies are already or soon to 
be outmoded as they reach the marketplace.

Competence/incompetence Technology can facilitate feelings of intelligence or efficacy, and technol-
ogy can lead to feelings of ignorance or ineptitude.

Efficiency/inefficiency Technology can facilitate less effort or time spent in certain activities, and  
technology can lead to more effort or time in certain activities.

Fulfills/creates needs Technology can facilitate the fulfillment of needs or desires, and technol-
ogy can lead to the development or awareness of needs or desires previ-
ously unrealized.

Assimilation/isolation Technology can facilitate human togetherness, and technology can lead to 
human separation.

Engaging/disengaging Technology can facilitate involvement, flow, or activity, and technology can 
lead to disconnection, disruption, or passivity.

Table 1.1  Eight Central Paradoxes of Technological Products

Source: D. G. Mick and S. Fournier, “Paradoxes of Technology: Consumer Cognizance, Emotions, and Coping Strategies,” Journal of Consumer Research 
25 (September 1998), pp. 123–147. Copyright © 1998 University of Chicago Press. Reprinted by permission.

CHARACTERISTICS OF SERVICES
There is general agreement that differences between goods and services exist and that the distinctive 
characteristics discussed in this section result in challenges (as well as advantages) for managers of 
services.27 It is also important to realize that each of these characteristics could be arranged on a con-
tinuum similar to the tangibility spectrum. That is, services tend to be more heterogeneous, more intan-
gible, and more difficult to evaluate than goods, but the differences between goods and services are not 
black and white by any means.28

Table 1.2 summarizes the differences between goods and services and the implications of these char-
acteristics. Many of the strategies, tools, and frameworks in this text were developed to address these 
characteristics, which, until the 1980s, had been largely ignored by marketers. Recently it has been sug-
gested that these distinctive characteristics should not be viewed as unique to services but that they are 
also relevant to goods, that “all products are services,” and that “economic exchange is fundamentally 
about service provision.”29 This view suggests that all types of organizations may be able to gain valu-
able insights from service marketing frameworks, tools, and strategies.

Intangibility
The most basic distinguishing characteristic of services is intangibility. Because services are perfor-
mances or actions rather than objects, they cannot be seen, felt, tasted, or touched in the same man-
ner that you can sense tangible goods. For example, health care services are actions (such as surgery, 
diagnosis, examination, and treatment) performed by providers and directed toward patients and their 

SM_01.indd   21 4/1/2013   11:12:24 AM



22  Services Marketing

families. These services cannot be seen or touched by the patient, although the patient may be able to 
see and touch certain tangible components of the service (like the equipment or hospital room). In fact, 
many services such as health care are difficult to grasp even mentally. Even after a diagnosis or surgery 
has been completed the patient may not fully comprehend the service performed, although tangible evi-
dence of the service (e.g., incision, bandaging, pain) may be apparent.
Resulting Marketing Implications  Intangibility presents several marketing challenges. Services cannot 
be inventoried, and therefore fluctuations in demand are often difficult to manage. For example, there is 
tremendous demand for resort accommodations in Phoenix in February but little demand in July. Yet resort 
owners have the same number of rooms to sell year-round. Services cannot be easily patented, and new 
service concepts can therefore easily be copied by competitors. Services cannot be readily displayed or 
easily communicated to customers, so quality may be difficult for consumers to assess. Decisions about 
what to include in advertising and other promotional materials are challenging, as is pricing. The actual 
costs of a “unit of service” are hard to determine, and the price–quality relationship is complex.

Heterogeneity
Because services are performances, frequently produced by humans, no two services will be precisely 
alike. The employees delivering the service frequently are the service in the customer’s eyes, and people 
may differ in their performance from day to day or even hour to hour. Heterogeneity also results because 
no two customers are precisely alike; each will have unique demands or experience the service in a 
unique way. Because services are often coproduced and cocreated with customers, customer behav-
iors will also introduce variability and uncertainties, resulting in heterogeneity of outcomes. Thus, the 

Goods Services Resulting Implications

Tangible Intangible Services cannot be inventoried.
Services cannot be easily patented.
Services cannot be readily displayed or communicated.
Pricing is difficult.

Standardized Heterogeneous Service delivery and customer satisfaction depend on 
employee and customer actions.
Service quality depends on many uncontrollable 
factors.
There is no sure knowledge that the service delivered 
matches what was planned and promoted.

Production separate 
from consumption

Simultaneous produc-
tion and consumption

Customers participate in and affect the transaction.
Customers affect each other.
Employees affect the service outcome.
Decentralization may be essential.
Mass production is difficult.

Nonperishable Perishable It is difficult to synchronize supply and demand with 
services.
Services cannot be returned or resold.

Table 1.2  Comparing Goods and Services

Source: A. Parasuraman, V. A. Zeithaml, and L. L. Berry, “A Conceptual Model of Service Quality and Its Implications for Future Research.” Journal of 
Marketing 49 (Fall 1985) pp. 41–50. Reprinted by permission of the American Marketing Association.
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heterogeneity connected with services is largely the result of human interaction (between and among 
employees and customers) and human behaviors, as well as all of the vagaries that accompany them. 
For example, a tax accountant may provide a different service experience to two different customers on 
the same day depending on their individual needs and personalities and on whether the accountant is 
interviewing them when he or she is fresh in the morning or tired at the end of a long day of meetings.
Resulting Marketing Implications  Because services are heterogeneous across time, organizations, and 
people, ensuring consistent service quality is challenging. Quality actually depends on many factors that 
cannot be fully controlled by the service supplier, such as the ability of the customer to articulate his or her 
needs, the ability and willingness of personnel to satisfy those needs, the presence (or absence) of other 
customers, and the level of demand for the service. Because of these complicating factors, the service 
manager cannot always know for sure that the service is being delivered in a manner consistent with what 
was originally planned and promoted. Sometimes services are provided by a third party, further increasing 
the potential heterogeneity of the offering.

Simultaneous Production and Consumption
Whereas most goods are produced first, then sold and consumed, many services are sold first and then 
produced and consumed simultaneously. For example, an automobile can be manufactured in Detroit, 
shipped to San Francisco, sold two months later, and consumed over a period of years. But restaurant 
services cannot be provided until they have been sold, and the dining experience is essentially produced 
and consumed at the same time. Frequently in service situations like the restaurant this also means that 
customers are present while the service is being produced and thus view and may even take part in the 
production process as coproducers or cocreators of the service. Simultaneity also means that customers 
will frequently interact with each other during the service production process and thus may affect each 
others’ experiences. For example, strangers seated next to each other in an airplane may well affect the 
nature of the service experience for each other. That passengers understand this fact is clearly apparent 
in the way business travelers will often go to great lengths to be sure they are not seated next to fami-
lies with small children. Another outcome of simultaneous production and consumption is that service 
producers find themselves playing a role as part of the product itself and as an essential ingredient in 
the service experience for the consumer. The accompany-
ing photo illustrates a common and complex example of 
simultaneous cocreation of a service—a university class-
room. Interestingly, with the advent of technology, many 
services can now be produced and consumed at different 
points in time, resulting in fewer challenges related to this 
characteristic for some providers.30

Resulting Marketing Implications  Because services 
often (although not always) are produced and consumed at 
the same time, mass production is difficult. The quality of 
service and customer satisfaction will be highly dependent 
on what happens in “real time,” including actions of 
employees, the interactions between employees and 
customers, and interactions among customers themselves. 
Clearly the real-time nature of services also results in 
advantages in terms of opportunities to customize offerings 
for individual consumers. Simultaneous production and 
consumption also means that it is not usually possible 

Students in a university class cocreate the 
service experience with each other and the 
professor.
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to gain significant economies of scale through centralization. Often, operations need to be relatively 
decentralized, so that the service can be delivered directly to the customer in convenient locations, 
although the growth of technology-delivered services is changing this requirement for many services. 
Also because of simultaneous production and consumption, the customer is involved in and observes the 
production process and thus may affect (positively or negatively) the outcome of the service transaction.

Perishability
Perishability refers to the fact that services cannot be saved, stored, resold, or returned. A seat on an 
airplane or in a restaurant, an hour of a lawyer’s time, or space in a shipping container not used or pur-
chased cannot be reclaimed and used or resold at a later time. Perishability is in contrast to goods that 
can be stored in inventory or resold another day, or even returned if the consumer is unhappy. Would it 
not be nice if a bad haircut could be returned or resold to another customer? Perishability makes this 
action an unlikely possibility for most services.
Resulting Marketing Implications  A primary issue that marketers face in relation to service 
perishability is the inability to inventory. Demand forecasting and creative planning for capacity 
utilization are therefore important and challenging decision areas. The fact that services cannot typically 
be returned or resold also implies a need for strong recovery strategies when things do go wrong. For 
example, although a bad haircut cannot be returned, the hairdresser can and should have strategies for 
recovering the customer’s goodwill if and when such a problem occurs.

Search, Experience, and Credence Qualities
One framework for isolating differences in evaluation processes between goods and services is a 
classification of properties of offerings proposed by economists.31 Economists first distinguished 
between two categories of properties of products: search qualities, attributes that a customer can 
determine before purchasing a product, and experience qualities, attributes that can be discerned only 
after purchase or during consumption. Search qualities include color, style, price, fit, feel, hardness, 
and smell; experience qualities include taste, wearability, and comfort. Products such as automobiles, 
clothing, furniture, and jewelry are high in search qualities because their attributes can be almost 
completely determined and evaluated before purchase. Products such as vacations and restaurant 
meals are high in experience qualities because their attributes cannot be fully known or assessed until 
they have been purchased and are being consumed. A third category, credence qualities, includes 
characteristics that the consumer may find impossible to evaluate even after purchase and consump-
tion.32 Examples of offerings high in credence qualities are appendix operations, brake relinings on a 
car, and computer software updates. Few consumers possess medical, mechanical, or technical skills 
sufficient to evaluate whether these services are necessary or are performed properly, even after they 
have been prescribed and produced by the provider.

Figure 1.5 arrays products that are high in search, experience, or credence qualities along a con-
tinuum of evaluation ranging from easy to evaluate to difficult to evaluate. Products high in search 
qualities are the easiest to evaluate (left end of the continuum). Products high in experience qualities are 
more difficult to evaluate because they must be purchased and consumed before assessment is possible 
(center of the continuum). Products high in credence qualities are the most difficult to evaluate because 
the customer may be unaware of or may lack sufficient knowledge to appraise whether the offerings 
satisfy given wants or needs even after usage and/or consumption (right end of the continuum). Most 
goods fall to the left of the continuum, whereas most services fall to the right because of the charac-
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teristics of services just described. These characteristics make services more difficult to evaluate than 
goods, particularly in advance of purchase. Difficulty in evaluation, in turn, forces consumers to rely on 
different cues and processes when deciding upon and assessing services.

Challenges and Questions for Service Marketers
Because of the basic characteristics of services, marketers of services face some very distinctive chal-
lenges. Answers to questions such as the ones listed here still elude managers of services:

How can service quality be defined and improved when the product is intangible and nonstandardized?
How can new services be designed and tested effectively when the service is essentially an intan-
gible process?
How can the firm be certain it is communicating a consistent and relevant image when so many ele-
ments of the marketing mix communicate to customers and some of these elements are the service 
providers themselves?
How does the firm accommodate fluctuating demand when capacity is fixed and the service itself is 
perishable?
How can the firm best motivate and select service employees who, because the service is delivered 
in real time, become a critical part of the product itself?
How should prices be set when it is difficult to determine actual costs of production and price may 
be inextricably intertwined with perceptions of quality?
How should the firm be organized so that good strategic and tactical decisions are made when a 
decision in any of the functional areas of marketing, operations, and human resources may have 
significant impact on the other two areas?
How can the balance between standardization and personalization be determined to maximize both 
the efficiency of the organization and the satisfaction of its customers?
How can the organization protect new service concepts from competitors when service processes 
cannot be readily patented?

FIGURE 1.5  Continuum of Evaluation for Different Types of Products
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How does the firm communicate quality and value to customers when the offering is intangible and 
cannot be readily tried or displayed prior to the purchase decision?
How can the organization ensure the delivery of consistent quality service when both the organiza-
tion’s employees and the customers themselves can affect the service outcome?

SERVICE MARKETING MIX
The preceding questions are some of the many raised by managers and marketers of services that will be 
addressed throughout the text through a variety of tools and strategies. Sometimes these tools are adap-
tations of traditional marketing tools, as with the service marketing mix presented here. Other times 
they are new, as in the case of service blueprinting presented in Chapter 8.

Traditional Marketing Mix
One of the most basic concepts in marketing is the marketing mix, defined as the elements an organiza-
tion controls that can be used to satisfy or communicate with customers. The traditional marketing mix 
is composed of the four Ps: product, place (distribution), promotion, and price. These elements appear as 
core decision variables in any marketing text or marketing plan. The notion of a mix implies that all the 
variables are interrelated and depend on each other to some extent. Further, the marketing mix philosophy 
implies an optimal mix of the four factors for a given market segment at a given point in time.

Key strategy decision areas for each of the four Ps are captured in the top four groups in Table 1.3. 
Careful management of product, place, promotion, and price will clearly also be essential to the suc-
cessful marketing of services. However, the strategies for the four Ps require some modifications when 
applied to services. For example, traditionally promotion is thought of as involving decisions related 
to sales, advertising, sales promotions, and publicity. In services these factors are also important, but 
because many services are produced and consumed simultaneously, service delivery people (such as 
clerks, ticket takers, nurses, and phone personnel) are involved in realtime promotion of the service 
even if their jobs are typically defined in terms of the operational functions they perform.

Expanded Mix for Services
Because services are usually produced and consumed simultaneously, customers are often present in the 
firm’s factory, interact directly with the firm’s personnel, and are actually part of the service production 
process. Also, because services are intangible, customers will often be looking for any tangible cue to 
help them understand the nature of the service experience. For example, in the hotel industry the design 
and decor of the hotel as well as the appearance and attitudes of its employees will influence customer 
perceptions and experiences.

Acknowledgment of the importance of these additional variables has led service marketers to 
adopt the concept of an expanded marketing mix for services shown in the three remaining groups in 
Table 1.3.33 In addition to the traditional four Ps, the services marketing mix includes people, physical 
evidence, and process.

People  All human actors who play a part in service delivery and thus influence the buyer’s perceptions: 
namely, the firm’s personnel, the customer, and other customers in the service environment.

All the human actors participating in the delivery of a service provide cues to the customer regarding 
the nature of the service itself. Their attitudes and behaviors, how these people are dressed, and their 
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personal appearance all influence the customer’s perceptions of the service. In fact, for some services, 
such as consulting, counseling, teaching, and other professional relationship–based services, the pro-
vider is the service. In other cases the contact person may play what appears to be a relatively small part 
in service delivery—for instance, a cable service installer, an airline baggage handler, or an equipment 
delivery dispatcher. Yet research suggests that even these providers may be the focal point of service 
encounters that can prove critical for the organization.

In many service situations, customers themselves can also influence service delivery, thus affecting 
service quality and their own satisfaction. For example, a client of a consulting company can influence 
the quality of service received by providing needed and timely information and by implementing rec-
ommendations provided by the consultant. Similarly, health care patients greatly affect the quality of 
service they receive when they either comply or do not comply with health regimens prescribed by the 
provider.

Customers not only influence their own service outcomes, but they can influence other customers as 
well. In a theater, at a ballgame, in a classroom, or online, customers can influence the quality of service 
received by others—either enhancing or detracting from other customers’ experiences.

Physical evidence  The environment in which the service is delivered and where the firm and customer 
interact, as well as any tangible components that facilitate performance or communication of the service.

The physical evidence of service includes all the tangible representations of the service such as bro-
chures, letterhead, business cards, reports, signage, equipment, and web pages. In some cases it includes 

Product Place Promotion Price

Physical good features Channel type Promotion blend Flexibility
Quality level Exposure Salespeople Price level
Accessories Intermediaries   Selection Terms
Packaging Outlet locations   Training Differentiation
Warranties Transportation   Incentives Discounts
Product lines Storage Advertising Allowances
Branding Managing channels   Media types

  Types of ads
Sales promotion
Publicity
Internet/Web strategy

People Physical Evidence Process

Employees Facility design Flow of activities
  Recruiting Equipment   Standardized
  Training Signage   Customized
  Motivation Employee dress Number of steps
  Rewards Web pages   Simple
  Teamwork Other tangibles   Complex
Customers   Reports Customer involvement
  Education   Business cards
  Training   Statements

  Guarantees

TABLE 1.3  Expanded Marketing Mix for Services
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the physical facility where the service is offered—the “servicescape”—for example, a retail bank branch 
facility. In other cases, such as telecommunication services, the physical facility is irrelevant. In this 
case other tangibles such as billing statements and appearance of the service vehicle and installer may be 
important indicators of quality. Especially when consumers have little on which to judge the actual qual-
ity of service, they will rely on these cues, just as they rely on the cues provided by the people and the 
service process. Physical evidence cues provide excellent opportunities for the firm to send consistent 
and strong messages regarding the organization’s purpose, the intended market segments, and the nature 
of the service.

Process  The procedures, mechanisms, and flow of activities by which the service is delivered—the ser-
vice delivery and operating systems.

The delivery steps that the customer experiences, or the operational flow of the service, also give 
customers evidence on which to judge the service. Some services are very complex, requiring the cus-
tomer to follow a complicated and extensive series of actions to complete the process. Highly bureau-
cratized services frequently follow this pattern, and the logic of the steps involved often escapes the 
customer. Another distinguishing characteristic of the process that can provide evidence to the customer 
is whether the service follows a production-line/standardized approach or whether the process is an 
empowered/customized one. None of these characteristics of the service is inherently better or worse 
than another. Rather, the point is that these process characteristics are another form of evidence used 
by the customer to judge service. For example, two successful airline companies, Southwest and Singa-
pore Airlines, follow extremely different process models. Southwest is a no-frills (no food, no assigned 
seats), low-priced airline that offers frequent, relatively short domestic flights. All the evidence it pro-
vides is consistent with its vision and market position, as illustrated in Exhibit 1.2. Singapore Airlines, 
on the other hand, focuses on the business traveler and is concerned with meeting individual traveler 
needs. Thus, its process is highly customized to the individual, and employees are empowered to pro-
vide nonstandard service when needed. Both airlines have been very successful.

The three new marketing mix elements (people, physical evidence, and process) are included in the 
marketing mix as separate elements because they are particularly salient for services, they are within 
the control of the firm and any or all of them may influence the customer’s initial decision to purchase a 
service as well as the customer’s level of satisfaction and repurchase decisions. The traditional elements 
as well as the new marketing mix elements will be explored in depth in future chapters.

STAYING FOCUSED ON THE CUSTOMER
A critical theme running throughout the text is customer focus. In fact, the subtitle of the book is “inte-
grating customer focus across the firm.” From the firm’s point of view, this means that all strategies are 
developed with an eye on the customer, and all implementations are carried out with an understanding 
of their impact on the customer. From a practical perspective, decisions regarding new services and 
communication plans will integrate the customer’s point of view; operations and human resource deci-
sions will be considered in terms of their impact on customers. All the tools, strategies, and frameworks 
included in this text have customers at their foundation. The service marketing mix just described is 
clearly an important tool that addresses the uniqueness of services, keeping the customer at the center.

In this text, we also view customers as assets to be valued, developed, and retained. The strate-
gies and tools we offer thus focus on customer relationship building and loyalty as opposed to a more 
transactional focus in which customers are viewed as one- time revenue producers. This text looks at 
customer relationship management not as a software program but as an entire architecture or business 
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 Exhibit 1.2  � Southwest Airlines: Aligning People, Processes, and Physical 
Evidence

Southwest Airlines occupies a solid position 
in the minds of U.S. air travelers as a reliable, 
convenient, fun, low-fare, no-frills airline. 
Translated, this position means high value—a 
position reinforced by all elements of South-
west’s service marketing mix. It has maintained 
this position consistently for more than 40 years 
while making money every year; no other U.S. 
airline comes close to this record.

Success has come for a number of reasons. 
One is the airline’s low cost structure. It flies 
only one type of plane (Boeing 737s), which 
lowers costs because of the fuel efficiency of 
the aircraft itself combined with the ability 
to standardize maintenance and operational 
procedures. The airline also keeps its costs 
down by not serving meals, having no preassigned seats, and keeping employee turnover very low. 
Herb Kelleher (president of Southwest from its inception until 2001, and subsequently serving as chair-
man) was famous for his belief that employees come first, not customers. The Dallas-based carrier has 
managed to be the low-cost provider and a preferred employer while enjoying high levels of customer 
satisfaction and strong customer loyalty. Southwest Airlines has the best customer service record in the 
airline industry and has won the industry’s “Triple Crown” for best baggage handling, best on-time 
performance, and best customer complaint statistics many times.

Observing Southwest Airlines’ success, it is clear that all of its marketing mix elements are  aligned 
around its highly successful market position. The three traditional service marketing mix elements all 
strongly reinforce the value image of the airline:

l	 People  Southwest uses its people and customers very effectively to communicate its position. Employ-
ees are unionized, yet they are trained to have fun, are allowed to define what “fun” means, and are 
given authority to do what it takes to make flights lighthearted and enjoyable. People are hired at 
Southwest for their attitudes; technical skills can be and are trained. And they are the most productive 
workforce in the U.S. airline industry. Customers also are included in the atmosphere of fun, and many 
get into the act by joking with the crew and each other and by flooding the airline with letters express-
ing their satisfaction.

l	 Process  The service delivery process at Southwest also reinforces its position. There are no assigned 
seats on the aircraft, so passengers line up and are “herded” by assigned groups and numbers onto 
the plane, where they jockey for seats. With very few exceptions, the airline does not transfer bag-
gage to connecting flights on other airlines. Food is not served in flight. In all, the process is very 
efficient, standardized, and low-cost, allowing for quick turnaround and low fares. Customers are very 
much part of the service process, taking on their roles willingly.

l	 Physical evidence  All the tangibles associated with Southwest further reinforce the market position. 
Employees dress casually, wearing shorts in the summer to reinforce the “fun” and further empha-
size the airline’s commitment to its employees’ comfort. No in-flight meal service confirms the low-
price image through the absence of tangibles—no food. Because many people joke about airline food, 
its absence for many is not viewed as a value detractor. Southwest’s simple, easy-to-use website is 

Southwest Airlines employee serving a customer.

SM_01.indd   29 4/1/2013   11:12:24 AM



30  Services Marketing

yet another form of consistent, tangible evidence that supports the airline’s strong positioning and  
reinforces its image.
The consistent positioning using the service marketing mix reinforces the unique image in the  

customer’s mind, giving Southwest Airlines its high-value position.

Source: K. Freiberg and J. Freiberg, Nuts! Southwest Airlines’ Crazy Recipe for Business and Personal Success 
(Austin, TX: Bard Press, 1996); K. Labich, “Is Herb Kelleher America’s Best CEO?” Fortune, May 2, 1994; H. Kelleher and 
K. Brooker, “The Chairman of the Board Looks Back,” Fortune, May 28, 2001, pp. 62–76; J. H. Gitell, The Southwest 
Airlines Way (New York: McGraw-Hill, 2003).

philosophy. Every chapter in the text can be considered a component needed to build a complete cus-
tomer relationship management approach.

Indian Service Strategy Insight

The Columbia Asia – A Service Culture that Differentiates 
Columbia Asia, a consortium of health care 
companies operating across the Asian con-
tinent, has set up  state-of-the-art health 
care service units in Bangalore (now Ben-
galuru), Gurgaon and Kolkata providing 
trusted affordable health care with empha-
sis on the most prevalent medical issues 
concerning India. Every hospital is staffed 
with highly trained doctors recruited from 
and working in their native country to pro-
vide care that is compatible with the cul-
ture of the region. All the companies under 
the group share a common name, com-
mon operating systems, common building 
designs and a common business strategy. 
The Columbia Asia name, proprietary oper-
ating software and building designs are protected worldwide. Columbia Asia’s management is based 
in Bangalore, India and Kuala Lumpur and provides ongoing supervision of operating hospitals and 
construction activities.

Columbia Asia Kolkata
Apart from a unique culture in health care delivery, the Columbia Asia hospitals are distinctive in many 
respects making them the preferred choice for businesses, workers and their families. Says Rick Evans, 
chairman of Columbia Asia, “Our designs are the result of our belief that hospitals in the 21st century 
were going to be much smaller than those built in the past, and that they would rely heavily on com-
puter systems. There are more computers in our community hospitals than there are in-patient beds.” 
All our hospitals are connected by a common software operating system that allows for seamless 
record-keeping, diagnostics and billing. 
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Advanced Front Office Services
The Customer Care department focuses on all aspects of customer/patient relations providing efficient 
and friendly services. Its main duties include managing the reception desk for inquires, movement of 
patients within the hospital, appointment scheduling, registration, admission, bed management, in-
patient services, customer feedback, problem-solving, and lobby and entrance management. 

Excellence and Trust
Each facility also has its own pharmacy where patients can trust that they receive safe, quality medica-
tions that are not outdated, tampered with or contaminated.

Affordability
Efficient administration, accurate diagnosis and effective care help keep costs affordable for patients.  
The average stay at a community hospital is less than two days. The price of delivering a child at one of 
our Malaysia facilities, including overnight stays, doctor fees, and other charges, is less than US$500. 
The cost at the Indian hospitals is even lower. 

Proximity
Each facility is located close to patients and is right-sized to become a true community health center 
where people receive care in their own neighborhoods. 

Patient Focused
Every waiting room is equipped with a plasma display screen to tell every patient exactly how many 
people are ahead of them and when they will be seen. 

Specialties and Services
Anesthesiology, Cardiology, Dermatology, Ear, Nose and Throat, General Surgery, Internal Medicine, 
Maxillofacial Surgery, Obstetrics and Gynecology, Ophthalmology, Orthopedic Surgery, Pediatrics, Psy-
chiatry, Urology.

Café Columbia–Catering Services
Café Columbia, a brand extension of Columbia Asia aims to provide a pleasurable culinary and dining 
experience to its patients, visitors and staff. Headed by a manager and a chef, the café was developed 
to better manage in-house food services, in accordance with the advice and guidance of dietitians. The 
in-patient dining experience involves stylishly uniformed staff – in charge of taking orders and serving 
meals right up to the bedside, balanced and well presented meals served in portable hot boxes and a 
wide selection of menu tailored to suite patients’ dietary requirement. The main meals come in four 
choices–Local Favorites, Heart Healthy (vegetarian), International and Rice Bowl (noodle and soft rice-
based items). The Café’s general dining area covers a buffet counter focusing on breakfast, lunch and 
dinner items, with an all-day convenient snack menu. All food items prepared are heart-friendly for 
better dietary management, without compromising on taste. The Café Columbia is created to compli-
ment the hospital’s vision in health care management, strictly guided by brand standards.

Sources: www.columbiaasia.com;  www.ehealthonline.org
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Summary
This chapter has set the stage for further learning about services marketing by presenting informa-
tion on changes in the world economy and business practice that have driven the focus on service: the 
fact that services dominate the modern economies of the world; the focus on service as a competitive 
business imperative; specific needs of the deregulated and professional service industries; the role of 
new service concepts growing from technological advances; and the realization that the characteris-
tics of services result in unique challenges and opportunities. The chapter presented a broad defini-
tion of services as deeds, processes, and performances, and it drew distinctions among pure service, 
value-added service, customer service, and derived service.

Building on this fundamental understanding of the service economy, the chapter presents the key char-
acteristics of services that underlie the need for distinct strategies and concepts for managing service 
businesses. These basic characteristics are that services are intangible, heterogeneous, produced and con-
sumed simultaneously, and perishable. Because of these characteristics, service managers face a number 
of challenges in marketing, including the complex problem of how to deliver quality services consistently.

The chapter ended by describing two themes that provide the foundation for future chapters: the 
expanded marketing mix for services and customer focus as a unifying theme. The remainder of the 
text focuses on exploring the unique opportunities and challenges faced by organizations that sell and 
deliver services and on developing solutions that will help you become an effective service champion 
and manager.

Discussion Questions
1.	 What distinguishes service offerings from customer service? Provide specific examples.
2.	 How is technology changing the nature of customer service and service offerings?
3.	 What are the basic characteristics of services compared with goods? What are the implications of 

these characteristics for IBM Global Service, for Southwest Airlines, or for the company you work 
for?

4.	 One of the underlying frameworks for the text is the expanded marketing mix for services. Discuss 
why each of the three new mix elements (process, people, and physical evidence) is included. How 
might each of these communicate with or help to satisfy an organization’s customers?

5.	 Think of a service job you have had or currently have. How effective, in your opinion, was or is the 
organization in managing the elements of the service marketing mix?

6.	 Again, think of a service job you have had or currently have. How did or does the organization handle 
relevant challenges listed in Table 1.2?

7.	 How can quality service be used in a manufacturing context for competitive advantage? Think of 
your answer to this question in the context of automobiles, computers, or some other manufactured 
product you have purchased.

Exercises
1.	 Roughly calculate your budget for an average month. What percentage of your budget goes for ser-

vices versus goods? Do the services you purchase have value? In what sense? If you had to cut back 
on your expenses, what would you cut out?
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  2. � Visit two local retail service providers that you believe are positioned very differently (such as 
Kmart and Nordstrom, or Burger King and a fine restaurant). From your own observations, com-
pare their strategies on the elements of the services marketing mix.

  3. � Try a service you have never tried before on the Internet or on your smart phone. Analyze the benefits 
of this service. Was enough information provided to make the service easy to use? How would you 
compare this service to other methods of obtaining the same benefits?
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