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

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

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

   WHAT�S NEW IN THIS EDITION?  
 The fourth edition represents a significant revision. Its contents reflect ongoing developments 
in the service economy, dramatic developments in technology, and new research findings. 

   New Topics, New Research  
c    Each of the 15 chapters has been revised. 

All chapters incorporate  new examples 
and the  latest academic research .  

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

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

c     Chapter    4   , “Developing Service 
Products and Brands,” has now 
a tighter focus on  productizing 
services  (i.e., “bundles of output”), 
an expanded section on branding 
of services, and a new section on 
service design thinking.  

    Preface   

   Each of the 15 chapters has been revised. 
new examples 

  are 
integrated throughout the text, ranging 

Natalia Deksbakh \123rf

 c Use High Published Prices and Frame Fences as Discounts. Rate fences framed 
as customer gains (i.e., discounts) are generally perceived as fairer than those 
framed as customer losses (i.e., surcharges) even if the situations are economically 
equivalent. For example, a customer who patronizes her hair salon on Saturdays 
may perceive the salon as profiteering if she finds herself facing a weekend 
surcharge. However, she is likely to find the higher weekend price more acceptable 
if the salon advertises its peak weekend price as the published price and offers a 
$5 discount for weekday haircuts. Furthermore, a high published price helps to 
increase the reference price and related quality perceptions. c Communicate Consumer Benefits of Revenue Management. Marketing 

communications should position revenue management as a win–win practice. 
By providing different prices and value propositions, firms can enable a broader 
spectrum of customers to self-segment and enjoy the service. For example, higher 
prices can be charged for the best seats in a theater because some people are willing 
and able to pay more for a better location. This also makes it possible to sell other 
seats at lower prices. When customers become more familiar with certain revenue 
management practices, unfairness perceptions are likely to decrease over time.

 c “Hide” Discounts through Bundling, Product Design, and Targeting. Bundling 
a service into a package effectively obscures the discounted price. When a cruise 
line includes the price of air travel or ground transportation in the cruise package 
(Figure 6.23), the customer knows only the total price and not the cost of the 
individual components. Bundling usually makes price comparisons between the 
bundles and its components impossible and thereby side-steps potential unfairness 
perceptions and reductions in reference prices.

 Cruise packages bundle land tours into their total package price.

176  • Setting Prices and Implementing Revenue Management
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c     Chapter    8   , “Designing Service Processes,” has new in-depth coverage of  service robots  and  AI-
powered self-service technologies  (SSTs).  

c     Chapter    14   , “Improving Service Quality and Productivity,” features a heavily revised section on 
customer feedback systems  and  collection tools  to reflect the rapid development of automated 
rating systems, user-generated content on review sites, and third-party (social) media, as well as 
their analysis using natural language processing, image processing, and other technologies.  

c     Chapter    15   , “Building a World-Class Service Organization,” features new sections on the strategic 
pathways toward achieving  cost-effective service excellence (CESE)  and  the  wallet allocation rule .   

   FOR WHAT TYPES OF COURSES CAN THIS BOOK BE USED?  
 This text is equally suitable for courses directed at undergraduate and polytechnic students. 
Essentials in Services Marketing  places marketing issues within a broader general management 
context. The book will appeal to students heading for a career in the service sector, whether at 
the executive or the management level. 

 Whatever their job is in the services industry, a person has to understand the close ties that 
link the functions of marketing, operations, IT, and human resources in service firms. With that 
perspective in mind, the book has been designed so that instructors can make selective use of 
chapters and cases to teach courses of different lengths and formats in either services marketing 
or services management.  

   WHAT ARE THE BOOK�S DISTINGUISHING FEATURES?  

c    You’ll find that this text takes a  strongly 
managerial perspective  yet is  rooted in 
solid academic research , complemented 
by memorable frameworks. This book’s 
goal is to bridge the all-too-frequent gap 
between theory and the real world.  

c   Each chapter provides a succinct  chapter 
overview in pictorial form .  

c   Every effort has been made to create a 
text that is  clear, readable, and focused .  

c   An  easy-to-read text  combines with 
visuals to make important concepts 
accessible.  

c   A  global perspective  has been cultivated 
by carefully selecting examples from 
around the world.  

strongly 
rooted in 
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c    To ensure a  systematic learning 
approach , each chapter has clear  lear-
ning objectives , an  organizing framework 
that provides a quick overview  of the 
chapter’s contents and line of argument, 
and  chapter summaries in bullet form 
that condense the core concepts and 
messages of each chapter.  

c Opening vignettes  and  boxed inserts 
within the chapters are designed to 
capture student interest and provide 
opportunities for in-class discussions.   
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    The following table links the cases to the chapters in the book.   

CASES PRIMARY 
CHAPTERS

SECONDARY 
CHAPTERS CONTINENT COUNTRY INDUSTRY

 1  Sullivan Ford Auto World 1 2 Americas United States Automobile Servicing

 2  Susan Munro, Service Consumer 2 Americas United States Range of B2C Services

 3  Dr. Beckett’s Dental Office    1, 2 Americas United States Medical

 4 Uber’s Unintended Burdens 3, 11 4   ,    5   ,    7   ,    12 Americas/Global United States Transportation

 5 Kiwi Experience 4   ,    5   ,    7 3   ,    11 Oceania New Zealand Tourism

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

6 9 Americas Barbados Resort

 7 Revenue Management at The View 6   ,    8   ,    9 Australia Australia Food & Beverage

 8 Aussie Pooch Mobile    7, 8 5 Australia Australia Pet Grooming

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

8, 11 11   ,    14   ,    15 Global Banking

10  Digital Luxury Services: Tradition versus 
Innovation in Luxury Fashion

10 2, 8, 11 Global Luxury Retail

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

8   ,    11   ,    14 15 Asia Singapore Library

12 Red Lobster 11 Americas United States Food & Beverage

13 Banyan Tree: Branding the Intangible 3   ,    4, 7, 11 5 Asia/Global Resort

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

11   ,    15 3   ,    4   ,    8 Global Airline

15 Menton Bank 11 Americas United States Banking

16  Dr. Mahalee Goes to London: Global Client 
Management

12 8 Europe United Kingdom Private Banking

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

3, 12, 15 Americas/Global United States Hotels
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CASES PRIMARY 
CHAPTERS

SECONDARY 
CHAPTERS CONTINENT COUNTRY INDUSTRY

18 The Royal Dining Membership Program Dilemma 12 6 Asia Hong Kong Food and Beverage

19 The Broadstripe Service Guarantee 13 Americas United States Cable Service

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

15 Americas United States Streaming Service

21  LUX*: Staging a Service Revolution in a Resort 
Chain

11   ,    12   ,    14   ,    15 2   ,    3 Asia/Global Mauritius Resort

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

22  Bouleau & Huntley: Cross-SellingProfessional 
Services

2   ,    3 3 Asia/Americas Philippines/United 
States

Management Consulting/
Auditing

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

3 4   ,    5   ,    7   ,    12 Asia/Americas China/United 
States

Transportation

24 Jollibee Foods Corporation 3   ,    4, 5   Asia Philippines Fast Food

25 Hotel Imperial 3   ,    4 Europe Eastern Europe Hotel/Hospitality

26 Giordano: Positioning for International Expansion 3   ,    5 11 Asia/Global Clothing Retailing

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

6 Europe Italy Tourism

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

12 Asia Singapore Industrial Supplies

29  Customer Asset Management at DHL in Asia 12 Asia Logistics
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   What Aids Are Available for Instructors?  
 We have developed pedagogical aids to help instructors develop and teach courses built around 
this book and to create stimulating learning experiences for students both in and out of the 
classroom. 

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

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

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

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

c   Keywords, which help to reinforce important terms and concepts  

c   Chapter summaries, which meet each chapter’s learning objectives  

c   Review Questions and Application Exercises located at the end of each chapter   

152  • Distributing Services through Physical and Electronic Channels

1. What is meant by �distributing services?� How can an experience or something intangible be distributed?
2. Why is it important to consider the distribution of core and supplementary services both separately and jointly?

3. What are the different options for service delivery? What factors do service �rms need to take into account when using each of these options?4. What are the key factors driving the place and time decisions of service distribution?5. What risks and opportunities does a retail service �rm face when it adds electronic channels of delivery (a) paralleling a channel involving physical stores or (b) replacing the physical stores with a combined Internet and call center channel?

6. Why should service marketers be concerned with new developments in mobile communications?7. What marketing and management challenges are raised by the use of intermediaries in a service setting?
8. Why is franchising a popular way to expand distribution of a service concept? What are some disadvantages of franchising, and how can they be mitigated?

9. What are the key drivers for the increasing global-ization of services?
10. What factors do service companies need to understand in order to choose a distribution strategy for going international that still allows it to control its intellectual property and sources of value creation?

KNOW YOUR SERVICES MARKETINGReview Questions

1. An entrepreneur is thinking of setting up a new service business (you can choose any speci�c business). What advice would you offer regarding the distribution strategy for this business? Address the What? How? Where? When? of service distribution.2. Think of three services you buy or use either mostly or exclusively via the Internet or a mobile app. What is the value proposition of this channel over alternative channels (e.g., phone, mail, or branch network)?

3. What advice would you give to (a) a weight reduc-tion clinic, (b) a pest control company, and (c) a university offering undergraduate courses about going international?
4. Which strategy for entering a new international market should the following businesses consider and why? (a) an architectural design �rm, (b) an online discount broker, and (c) an advertising-funded  travel app.

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

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

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

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

Image Bank:  A collection of images in the textbook. 

EBook:  Electronic version of the text that includes useful features such as highlighting and 
search. It can be viewed on a variety of browsers and devices.   
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 Over the years, many colleagues in both the academic and business worlds have provided me 
with valued insights into the marketing and management of services through their publications, 
in conference and seminar discussions, and in stimulating individual conversations. In addition, 
I have benefited enormously from in-class and after-class discussions with my students and 
executive program participants. 

 I am much indebted to those researchers and teachers who helped to pioneer the study of 
services marketing and management, and from whose work we continue to draw inspiration. 
Among them are John Bateson of Cass Business School, Leonard Berry of   Texas A&M University, 
Mary Jo Bitner and Stephen Brown of Arizona State University, David Bowen of Thunderbird 
Graduate School of Management, Richard Chase of the University of Southern California, Bo 
Edvardsson of University of Karlstad, Raymond Fisk of the Texas State University, Christian 
Grönroos of the Swedish School of Economics in Finland, Stephen Grove of Clemson University, 
Evert Gummesson of Stockholm University, James Heskett and Earl Sasser of Harvard University, 
A. “Parsu” Parasuraman of University of Miami, Roland Rust of the University of Maryland, 
Benjamin Schneider (formerly) of the University of Maryland, and Valarie Zeithaml of the 
University of North Carolina. I salute, too, the contributions of the late Pierre Eiglier, Eric 
Langeard, Robert Johnston, and Daryl Wyckoff. 

 Although it’s impossible to mention everyone who has influenced our thinking, we particularly 
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Understanding Service Markets, Products, and Customers

• Introduction to Services Marketing
• Understanding Service Consumers
• Positioning Services in Competitive Markets

  PART II  

Applying the 4 Ps of 
Marketing to Services
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and Brands
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• Setting Prices and 
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Management
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   PART V   
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• Crafting the Service 
Environment
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Products, and Customers
Part I lays the building blocks for studying services and 
learning how one can become an effective service marketer. 
It consists of the following three chapters:

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

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

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

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

       LO    1     Understand how services contribute 
to a country’s economy.  

      LO    2     Know the principal industries of the 
service sector.  

      LO    3     Identify the powerful forces that are 
transforming service markets.  

      LO    4     Understand how B2B services 
improve the productivity of 
individual firms and drive economic 
development.  

      LO    5     Define services using the non-
ownership framework.  

      LO    6     Identify the four broad “processing” 
categories of services.  

      LO    7     Be familiar with the characteristics 
of services and the distinctive 
marketing challenges they pose.  

      LO    8     Understand the components of the 
traditional marketing mix applied 
to services.  

      LO    9     Describe the components of 
the extended marketing mix for 
managing the customer interface.  

      LO    10     Appreciate that marketing, 
operations, human resource 
management, and IT functions 
need to be closely integrated in 
service businesses.  

      LO    11     Understand the implications of the 
service–profit chain for service 
management.  

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

   1  
 introduction to 

 SERVICES  

 MARKETING    

4 Chapter 1 • introduction to 

        Figure    1. 1     Tertiary education 
may be one of the biggest 
service purchases in life.    

 By the end of this chapter, the reader should be able to: 
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       LO    1  c    Services represent an important and growing 
contribution to most economies in the world. As 
economies develop, services form the largest part 
of their GDP. Globally, most new jobs are generated 
in the service sector.  

      LO    2  c    The principal industries of the service sector include 
(in order of contribution to GDP) the following: 
 o    Real-estate services  
 o   Business and professional services  
 o   Government services  
 o   Wholesale and retail trade  
 o   Transport, utilities, and communications services  
 o   Healthcare services  
 o   Finance and insurance  
 o   Accommodation and food services  
 o   Arts, entertainment, and recreation services    

      LO    3  c    Many forces are transforming our economies, making 
them more service-oriented. They include government 
policies, social changes, business trends, advances 
in information technology, and globalization.  

      LO    4  c    Business services allow manufacturing firms and 
other service organizations to outsource non-core 
activities, processes, and assets. The benefits 
include the following: 
 o    Economies of scale and scope as well as high 

quality and productivity levels  
 o   Tight cost and quality control (performance can 

be benchmarked across many sites)  
 o   Application of process improvements and R&D   

 The rapid growth of business services leads to an 
increasing specialization of advanced economies 
with significant gains in overall productivity and 
standards of living.  

      LO    5  c    What exactly is a service? The key distinguishing 
feature of a service is that it is a form of rental 
rather than ownership. Service customers obtain 
the rights to hire the labor, skills, and expertise 
of personnel; use a physical object or space; or 
access shared facilities, networks, and systems. 
Services are performances that bring about the 
desired results or experience for the customer.  

      LO    6  c    Services vary widely and can be categorized 
according to the nature of the underlying process. 
There are four broad categories of services: 
 o    People processing  
 o   Possession processing  
 o   Mental stimulus processing  
 o   Information processing   

 Mental stimulus and information processing can 
collectively be called information-based services.  

     LO    7 c   Services have unique characteristics that make 
them different from products: 
 o    Most service products cannot be inventoried 

(i.e., they are perishable).  
 o   Intangible elements usually dominate value 

creation (i.e., they are physically intangible).  
 o   Services are often difficult to visualize and 

understand (i.e., they are mentally intangible).  
 o   Customers may be involved in co-production 

(i.e., if people processing is involved, the 
service is inseparable).  

 o   People may be part of the service experience.  
 o   Operational inputs and outputs tend to vary 

widely (i.e., they are heterogeneous).  
 o   The time factor often assumes great importance.  
 o   Distribution may take place through nonphysical 

channels.     

     LO    8 c   Due to the unique characteristics of services, the 
traditional marketing mix of the 4 Ps needs to be 
amended. Some important amendments are as 
follows: 

 o     Product elements  include not only the core 
elements, but also supplementary service 
elements such as the provision of consultation 
or hospitality, or the handling of exceptions.  

 o    Place and time  elements refer to the delivery 
of the product elements to the customer.  

 o    Pricing  includes non-monetary costs to the 
consumer and revenue management consi- 
derations.  

 o    Promotion  does not focus only on advertising 
and promotions but is also viewed as a form 
of communication and education that guides 
customers through service processes.     

     LO    9 c   Services marketing requires three additional 
Ps that cover management of the customer 
interface: 
 o     Process  refers to the design and management 

of customer service processes, including 
managing demand and capacity and related 
customer waits.  

 o    Physical environment , also known as the 
servicescape, facilitates process delivery and 
provides tangible evidence of a firm’s image 
and service quality.  

 o    People  covers the recruitment, training, and 
motivation of service employees to deliver 
service quality and productivity.     

     CHAPTER SUMMARY   
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     LO    10 c   To be successful, marketing, operations, human 
resource, and IT management functions need to 
be tightly integrated. Integration means that the 
key deliverables and objectives of the various 
functions are not only compatible but also mutually 
reinforcing.   

     LO    11 c   The service–profit chain shows how successful 
service firms integrate key management functions 
and deliver high-quality performance in several 
related areas: 
 o    Customer relationships must be managed 

effectively, and there must be strategies to build 
and sustain loyalty.  

 o   Value must be created and delivered to the 
target customers in ways that lead them to see 
the firm’s offerings as superior to competing 
offerings.  

 o   Service quality and productivity must be 
continuously improved through better 
processes, systems and tools, and IT.  

 o   Service employees must be enabled and 
motivated.  

 o   Top management’s leadership needs to 
drive and support all the components of the 
service–profit chain.     

     LO    12 c   A framework for services marketing strategy forms 
the underlying structure of this book. The framework 
consists of the following five interlinked parts: 
 o    Part I begins with the need for service firms 

to understand their markets, customers, and 
competition.  

 o   Part II shows us how to apply the traditional 
4 Ps to services marketing.  

 o   Part III covers the 3 Ps of the extended services 
marketing mix and shows how to manage the 
customer interface.  

 o   Part IV illustrates how to develop lasting 
customer relationships through a variety of 
tools, ranging from the Wheel of Loyalty and 
CRM to effective complaint management and 
service guarantees.  

 o   Part V discusses how to improve service 
quality and productivity. This part closes with 
a discussion on how change management 
and leadership can propel a firm to become 
a service leader.       
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      LEARNING OBJECTIVES (LOs)   

         LO      1       Understand the three-stage model 
of service consumption.  

      LO      2       Use the  multi-attribute model 
to understand how consumers 
evaluate and choose between 
alternative service offerings.  

      LO      3       Learn why consumers often have 
difficulty evaluating services, 
especially those with many 
experience and credence attributes.  

      LO      4       Know the perceived risks customers 
face in purchasing services and the 
strategies firms can use to reduce 
consumer risk perceptions.  

       LO      5       Understand how customers form 
service expectations and the 
components of these expectations.  

      LO      6       Understand the �moment of truth� 
metaphor.  

      LO      7       Contrast how customers 
experience and evaluate high- 
versus low-contact services.  

      LO      8       Be familiar with the servuction 
model and understand the 
interactions that together create 
the service experience.  

      LO      9       Obtain insights from viewing the 
service encounter as a form of 
theater.  

      LO      10       Know how role, script, and 
perceived control theories contribute 
to a better understanding of service 
encounters.  

      LO      11       Describe how customers evaluate 
services and what determines 
their satisfaction.  

      LO      12       Understand service quality, its 
dimensions and measurement, and 
how quality relates to customer 
loyalty.  

      LO      13       Know why customer loyalty is 
such an important outcome of 
excellent service experiences.                    

 understanding
SERVICE

CONSUMERS   

        Figure�   2. 1     New York University is the gateway to 
a brighter future for students like Susan Munro.    
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 By the end of this chapter, the reader should be able to:
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Consideration set

Evoked set

Need arousal

Stages of Service Consumption
1. Pre-purchase Stage

Awareness of need
Information search
• Clarify needs
• Explore solutions
• Identify alternative service products and suppliers

Evaluation of alternatives (solutions and suppliers)

• Review supplier information
   (e.g., websites, brochures, advertising)
• Review information from third parties
   (e.g., online reviews, ratings, comments on the
   web, blogs, awards)
• Discuss options with service personnel
• Get advice and feedback from third-party advisors,
   friends and family, other customers

Make decisions on service purchase and
often make a reservation

Multi-attribute model

Search, experience, and
   credence attributes

Perceived risk

Formation of expectations
• Desired service level
• Predicted service level
• Adequate service level
• Zone of tolerance

Key Concepts

2. Service Encounter Stage
Request service from a chosen supplier or initiate self-
   service (payment may be upfront or billed later)
Service delivery by personnel or self-service

Low- versus high-contact encounters
Servuction system
Theater as a metaphor
Role and script theories
Perceived control theory

Future intentions and behaviors

3. Post-encounter Stage

Evaluation of service performance

Word of mouth
Repurchase
Loyalty and engagement

Con�rmation/discon�rmation of
   expectations
Dissatisfaction, satisfaction,
   delight
Service quality

Figure�2.3  The three-stage model of service consumption.
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and Susan had to wait for 20 minutes. She used that time to 
review a human resources course. 

 Eventually, it was time for a shampoo, after which the 
hairstylist proposed a slightly different cut. Susan agreed, 
although she drew the line at the suggestion that she 
lighten her hair color. She had never done it before and was 
unsure about how it would look. She did not want to take 
the risk just before her job interview. She sat still, watch-
ing the process in the mirror and turning her head when 
asked. She was pleased with the result and complimented 
the hairstylist on his work. She tipped him and paid at the 
reception desk. 

 On the way home, Susan stopped by the dry cleaners 
to pick up some clothes. The store was gloomy and smelled 
of cleaning solution, and the walls needed repainting. She 
was annoyed to find that although her silk blouse was ready 
as promised, the suit that she needed for the interview was 
not. The assistant, who had dirty fingernails, mumbled 
an apology in an insincere tone. Although the store was 
conveniently located and the quality of work was good, 
Susan thought the employees were unfriendly and unhelp-
ful, and she was unhappy with their service. However, she 
had no choice but to use them as there were no other dry 
cleaners nearby. 

 Back at her apartment building, she opened the mailbox 
in the lobby. Her mail included a bill from her insurance 
company. However, it required no action, as the payment had 
been deducted automatically from her MasterCard  account. 
She was about to throw away the junk mail when she noticed 
a flyer promoting a new  dry-cleaning store nearby. It even 
included a discount coupon. She decided to try out the new 
firm and kept the coupon. 

 This story of Susan’s day as a service consumer will 
follow us throughout this chapter to illustrate service-related 
consumer behavior concepts and theories. 
   
  

    OPENING VIGNETTE 
 SUSAN MUNRO, SERVICE 
CONSUMER  1     
 Susan Munro, a final-year business student, had breakfast and 
then checked the weather app on her iPhone. It predicted rain, so 
she grabbed an umbrella before leaving the apartment. On the 
way to the bus stop, she dropped a letter in a mailbox. The bus 
arrived on schedule. It was the usual driver, who recognized her 
and greeted her cheerfully as she showed her commuter pass. 

 On arriving at her destination, Susan walked to the 
College of Business. Joining a crowd of other students, she 
found a seat in the lecture theater where her marketing class 
was held. Susan made several contributions to the discussion 
and felt that she had learned a lot from listening to others’ 
analyses and opinions. 

 After class, Susan and her friends ate lunch at the  recently 
renovated Student Union. It was a well-lit and colorfully 
decorated food court, featuring a variety of small stores. These 
included both local suppliers and brand-name fast-food chains. 
Although Susan wanted a sandwich, there was a long queue 
at the Subway outlet. Instead, she joined her friends at Burger 
King and then splurged on a caffe latte from the Have-a-Java 
coffee stand. The food court was unusually crowded, perhaps 
because of the rain. When they finally found a table, they had to 
clear away dirty trays. “Lazy slobs!” her friend Mark remarked, 
referring to the previous customers. 

 After lunch, Susan stopped at an ATM, inserted her bank 
card, and withdrew some money. Then she remembered that she 
had a job interview at the end of the week, so she telephoned her 
hairdresser and made an appointment for later. When she left the 
Student Union, the rain had stopped and the sun was shining. 

 Susan looked forward to her visit to the hairdresser. The 
store, which had a bright, trendy décor, was staffed by friendly 
hairdressers. Unfortunately, the hairstylist was running late, 

 Understanding Service Markets, Products, and Customers  35

        Figure�   2. 2     Susan is just another customer 
facing a large selection of services out there.    
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      LO    5  c     Service expectations.  These are shaped by in-
formation search and the evaluation of service 
attributes. The components of expectations 
include desired, adequate, and predicted ser-
vice levels. Between the desired and adequate 
service levels is the zone of tolerance, within 
which customers are willing to accept variation 
in service levels. 

  Purchase decision.  The outcome of the pre-purchase 
stage is a purchase  decision, based largely on service-
level  expectations and associated risk perceptions. 
Many decisions involve complex trade-offs along 
several attributes, typically including price.  

      LO    6  c    In the service encounter stage, the customer 
initiates, experiences, and consumes the service. A 

       LO    1  c    Service consumption can be divided into the 
following three stages: (1) pre-purchase stage, 
(2)�service encounter stage, and (3) post-encounter 
stage. 
 o    The pre-purchase stage consists of the 

following four steps: (1) need  awareness, 
(2) information search, (3) evaluation of 
alternative solutions and suppliers, and 
(4) making a purchase decision.    

      LO    2  c    The following theories help us understand consumer 
behavior during the pre-purchase stage: 
 o    Recognizing a need motivates custom-

ers to search for solutions to satisfy that 
need. Several alternatives may come to 
mind, and these form the evoked set. This 
is further narrowed down to a few alterna-
tives that form the consideration set.  

 o   During the search process, consumers 
also learn about service attributes they 
should consider and form expectations 
about how firms in the consideration set 
perform on those attributes.  

 o    Multi-attribute model . Many decisions 
involve complex trade-offs along sev-
eral attributes. The multi-attribute model 
simulates this decision-making by com-
bining customers� attribute performance 
expectations for each firm in the consid-
eration set and the importance weights 
of each attribute.  

 o   Two common consumer decision rules 
in the multi-attribute model are the linear 
compensatory rule and the conjunctive 
rule. Given the same attribute ratings, con-
sumers can arrive at different decisions 
when different decision rules are applied.  

 o   Firms should actively manage key vari-
ables in the multi-attribute model to 
increase the chances of their service 
 being the one chosen.    

      LO    3  c     Service attributes . Services are often difficult to 
evaluate because they tend to have a low proportion 
of search attributes and a high proportion of 
experience and credence attributes. Tangible cues 
become important, and firms need to manage them 
carefully to shape their customer�s expectations 
and perceptions of experience and credence 
attributes.  

      LO    4  c     Perceived risk.  Consumers perceive higher risk 
when buying services than when buying goods. 
As customers do not like to take risks, successful 
firms employ risk-reduction strategies such as 
offering free trials and guarantees.  

number of concepts and models help us to better 
understand customer behavior in this stage: 
 o    The �moments of truth� metaphor 

 refers to customer touchpoints that can 
make or break a customer relationship.    

      LO    7  c    We distinguish between high- and low-contact 
services. High-contact services are challenging as 
they have many points of contact and moments 
of truth that have to be managed. In contrast, low-
contact services are mostly delivered via apps, 
websites, chatbots, self-service machines (e.g., 
ATMs), or customer contact centers with relatively 
few customer interfaces.  

      LO    8  c      o    The  servuction model  encompasses 
a technical core and a service delivery 
 system.  

 o   The technical core is backstage and 
 invisible to the customers, but what 
 happens backstage can affect the quality 
of frontstage activities. Therefore, back-
stage activities have to be coordinated 
with frontstage activities.  

 o   The  service delivery system  is front-
stage and visible to the customer. It 
encompasses all the interactions that 
create the service experience. In a 
high-contact service, it includes cus-
tomer interactions with the service 
environment, service employees, and 
other customers. Each type of interac-
tion can create or destroy value. Firms 
have to orchestrate all these interac-
tions to create a satisfying service 
 experience.    

      LO    9  c     Theater can be used as a metaphor for service 
delivery.  Firms can view their service as the 
�staging� of a performance with props and actors 
and manage them accordingly. The props are the 
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service facilities and equipment. The actors are 
the service employees and customers.  

      LO    10  c      o    The actors need to understand their 
roles and scripts in order to perform 

be very satisfied. Performance below 
the adequate service level will result in 
dissatisfaction.    

      LO    12  c      o    Excellent  service quality  means that a 
firm  consistently  meets or exceeds cus-
tomer expectations.  

 o   While customer satisfaction is transaction-
specific and refers to a single service 
 experience, service quality refers to a con-
sumer�s beliefs and attitudes about the 
general performance of a firm.  

 o   Consumers use five broad dimensions 
to evaluate service quality: (1) tangi-
bles, (2) reliability, (3) responsiveness, 
(4)�assurance, and (5) empathy.  

 o   In situations where customer satisfac-
tion and service quality deviate (e.g., �I 
think the firm in general is great, but the 
last transaction was poor�), customers 
use their relatively stable perception of 
service quality to form their performance 

expectations for the next purchase. 
However, a second or third dissatisfac-
tion evaluation will reduce the overall 
service quality perception of the firm 
more dramatically and jeopardize repeat 
visits.  

 o    SERVQUAL  is a 21-item scale that was 
designed to measure the five dimen-
sions of service quality. The scale is fre-
quently adapted to the specific context 
of a particular service, including Inter-
net shopping and online services.    

      LO    13  c    Loyalty is a customer�s willingness to continue 
patronizing a firm over the long term, preferably 
on an exclusive basis. Customer loyalty extends 
beyond behavior and includes preference, 
liking, and future intentions. The term  customer 
engagement  is increasingly used to refer to 
non-repurchase-related loyalty behaviors such as 
recommending a firm to friends and associates, 
helping other customers, providing feedback, and 
writing reviews. Loyalty is an important outcome 
of satisfied customers.      

their part of the service well. Firms can 
make use of the  role  and  script theories  
to better design, train, communicate, 
and manage both employee and cus-
tomer behaviors.  

 o   Consumers have a need to feel in 
  control . There are three types of 
 control that can be designed into a 
service  encounter:   behavioral control  
(customers can change the service 
encounter according to their individual 
 preferences),   decisional control  (they 
can choose between fixed options), 
and  cognitive  control  (they understand 
what is happening and why, and they 
know what will happen next; the latter 
is also called  predictive control ).  

 o   However, if processes, scripts, and 
roles are tightly defined (e.g., as in fast 
food or consumer banking), the scope 
for behavioral control is limited. Here, 
firms can focus on giving customers 
more decisional, cognitive, and predic-
tive control.    

      LO    11  c    In the post-encounter stage, customers evaluate 
the service performance and compare it to their 
prior expectations. 
 o    The  expectancy-disconfirmation model 

of satisfaction  holds that satisfaction 
judgments are formed by comparing 
service expectations with performance 
perceptions.  

 o   Satisfaction is a continuum ranging from 
great satisfaction to deep dissatisfac-
tion. As long as perceived performance 
falls within the zone of tolerance (that 
is, above the adequate service level), 
customers will be reasonably satisfied. 
If performance perceptions approach or 
exceed desired levels, customers will 
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      LEARNING OBJECTIVES (LOs)  

        LO      1       Understand how  c ustomer, 
 c ompetitor, and  c ompany analyses 
(i.e., the  3 Cs ) help to develop a 
customer-driven services marketing 
strategy.  

      LO      2       Know the key elements of 
a positioning strategy (i.e., 
 s egmentation,  t argeting, and 
 p ositioning;  STP ) and explain why 
they are so crucial for service firms.  

      LO      3        S egment customers on the basis of 
needs before using other common 
bases to further identify and profile 
the segments.  

      LO      4       Distinguish between important 
and determinant attributes for 
segmentation.  

      LO      5       Use different service levels for 
segmentation.  

      LO      6        T arget service customers using 
the four focus strategies for 
competitive advantage.  

      LO      7        P osition a service to distinguish it 
from its competitors.  

      LO      8       Understand how to use positioning 
maps to analyze and develop 
competitive strategy.  

      LO      9       Know how to apply positioning 
to digital services and platform 
business models.  

      LO      10       Develop an effective positioning 
strategy.                          
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 By the end of this chapter, the reader should be able to:  
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     OPENING VIGNETTE 
 POSITIONING A CHAIN OF  
CHILD-CARE CENTERS AWAY 
FROM THE COMPETITION  1     
 Roger Brown and Linda Mason met at business school fol-
lowing previous experience as management consultants. 
After graduation, they operated programs for refugee 
children in Cambodia and ran a “Save the Children” relief 
program in East Africa. When they returned to the United 
States, they saw a need for child-care centers with edu-
cational environments that would assure parents of their 
children’s well-being. 

 Through research, they discovered that the child-care 
industry in the United States had many weaknesses. It lacked 
regulation, and there were no barriers to entry. The profit 
margins and economies of scale were low. The industry was 
also labor intensive and had no clear brand differentiation. 
Brown and Mason developed a service concept that would 
allow them to turn these weaknesses into strengths for 
their own company, Bright Horizons. Instead of marketing 
their services directly to parents—a one-customer-at-a-time 
sale—Bright Horizons formed partnerships with companies 
seeking to create on-site day-care centers for employees with 
small children. The advantages included 

 c    A powerful, low-cost marketing channel  

 c   A partner who would supply the funds to build and 
equip the center and would therefore want to help 
Bright Horizons achieve its goal of 
delivering high-quality care  

 c   Benefits for parents, who would be 
attracted to a Bright Horizons center 
(rather than competing alternatives) 
because of its nearness to their own 
workplace, thus lowering travel time 
and offering greater peace of mind   

 Bright Horizons offered a high pay and 
benefits package to attract the best staff so 
that they could provide quality service, an 
aspect that was lacking in many of the other 
providers. Most traditional approaches to child 
care either did not have a proper teaching 
plan or had strict, cookie-cutter lesson plans. 
Bright Horizons developed a flexible teach-
ing plan called “World at Their Fingertips.” 
Although it had a course outline, it gave 
teachers control over daily lesson plans. 
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 Bright Horizons sought accreditation for its centers 
from the National Association for the Education of Young 
Children (NAEYC) and actively promoted it. Its emphasis on 
quality allowed it to meet or exceed the highest local and 
state government licensing standards. As a result, lack of 
regulation became an opportunity rather than a threat for 
Bright Horizons and gave it a competitive edge. 

 With the support and help of its clients, which included 
many hi-tech firms, Bright Horizons developed several inno-
vative technologies. These included videos of its classrooms 
that could be streamed to the parents’ smartphones; posted 
artwork; menus, calendars, and student assessments; as well 
as online student assessment capabilities. Its smartphone 
app allows parents to manage their schedule on the go, 
communicate their availability, schedule assignments, and 
simplify communication with the child-care center. All of 
these served to differentiate Bright Horizons and helped it 
to stay ahead of the competition. 

 Bright Horizons sees labor as a competitive advantage. 
It seeks to recruit and retain the best people. In 2020, it was 
listed for the nineteenth time as one of the “100 Best Com-
panies to Work for in America” by  Fortune  magazine. By then, 
Bright Horizons was the only child-care organization on the 
Fortune 500 list, with over 30,000 employees globally (ten 
times that of its nearest competitor), and it was operating 
for more than 1,000 clients in the United States, Canada, 
and Europe. These include the world’s leading corporations, 
hospitals, universities, and government offices. Clients want 
to partner with Bright Horizons because they know they can 
trust the staff.     
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     CHAPTER SUMMARY   

       LO    1  c    Developing an effective positioning strategy links 
 customer, competitor , and  company analysis , often 
called the  3 Cs . 
 o     Consumer analysis  looks at the market attractive-

ness (e.g., market size and growth, and trends) 
and customer needs (e.g., desired service 
levels, level of contact, delivery channels, time 
of consumption, and price sensitivity).  

 o    Competitor analysis  examines the competitors� 
current positioning, strengths, and weaknesses 
to spot opportunities for the firm.  

 o    Company analysis  focuses on a firm�s brand 
positioning and image, its strengths and 
weaknesses, and how its values shape the 
way it does business.    

      LO    2  c    The key elements of developing a customer-driven 
services marketing strategy are  segmentation, 
targeting , and  positioning , commonly referred to 
as  STP .  

      LO    3  c     Segmentation  is the division of a market into 
groups. Those customers within the same 
segment share common service�related 
needs. Segmentation is often based primarily 
on customer needs. This enables the firm to 
focus on what customers truly want and what 
drives their purchase decisions. Subsequently, 
demographic, psychographic, and behavioral 
variables can be used to further define and 
describe key segments.  

      LO    4  c    Understanding the difference between important 
and determinant attributes for consumer choice is 
crucial for customer segmentation. 
 o     Important attributes  are important to the 

consumer, but they may not be important 
for the actual buying decision (e.g., safety 
is important, but all airlines considered by a 
traveler are seen as safe). If that is the case, 
such an attribute should not be used as a basis 
for segmentation.  

 o    Determinant attributes  are often further 
down on the list of service characteristics 
important to customers. However, they are 
attributes on the basis of which customers 
see significant differences between competing 
alternatives (e.g., convenience of departure 
times, or quality of in-flight service). Thus, 
they determine the final purchase decision. 
Differences among customers regarding 
determinant attributes are therefore crucial 
for segmentation.    

      LO    5  c    Once the important and determinant attributes 
are understood, the management needs to 

decide which service level different customers 
prefer on each of the attributes. Service levels are 
often used to differentiate customer segments 
according to their willingness to trade off price 
and service level.  

      LO    6  c    Each company needs to focus its efforts on those 
customers it can serve best�its  target segment . 
Firms must have a competitive advantage on 
attributes valued by their target segment. There 
are three focused strategies firms can follow to 
achieve competitive advantage: 
 o     Fully focused : A firm provides a limited range of 

services (perhaps only one) to a narrow target 
segment (e.g., Shouldice Hospital).  

 o    Market focused : A firm concentrates on a 
narrow market segment but offers a wide range 
of services to address the many diverse needs 
of that segment (e.g., Rentokil).  

 o    Service focused : A firm offers a narrow range of 
services to a fairly broad market (e.g., Lasik eye 
surgery clinics, Starbucks cafØs, and LinkedIn).  

 o   There is a fourth, the unfocused strategy. However, 
it is generally not advisable for firms to choose 
such a strategy as it will require them to spread 
themselves too thin to remain competitive.    

      LO    7  c    Once we have understood determinant attri-
butes and related service levels of our target 
segment(s), we can decide how to best position 
our service in the market.  Positioning  is based 
on establishing and maintaining a distinctive 
place in the market for a firm�s offerings. The 
essence of positioning is: 
 o    A company must establish a position in the 

minds of its targeted customers.  
 o   The position should be singular, providing one 

simple and consistent message.  
 o   The position must set a company apart from 

its competitors.  
 o   A company cannot be all things to all people�it 

must focus its efforts.    

      LO    8  c     Positioning maps  are an important tool to help firms 
develop their positioning strategy. They provide a 
visual way of summarizing customer perceptions of 
how different services are performing on determinant 
attributes compared to the competition. They can 
help firms to see where they might reposition and 
even anticipate competitors� actions.  

      LO    9  c     Digital services and platform business models  
(i.e., largely AI-empowered services offered through 
apps and online platforms) can be positioned 
using the 3 Cs and STP. Nevertheless, there are 
important differences: 
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 o    Digital services tend to have fewer attributes 
they can position on as these services typically 
aim to be scalable and do not have (many) 
service employees, a service environment, 
or equipment. This means that the number 
of attributes a digital service can position on 
is reduced, so the few remaining ones gain in 
importance. For example, ease of use, convenient 
onboarding, and an intuitive customer journey 
become critically important.  

 o   Many digital services are based on platforms 
and ecosystems. The way the different players 
are orchestrated and governed can be a 
differentiating factor if it enhances value and 
reduces risk for its users.  

 o    Network effects can lead to superior service 
and powerful differentiation. However, this 
does not apply to all types of platforms, and 
it is important to differentiate between two 
types of network effects: 

 �    Direct network effects mean that the value 
to users increases as more users join. For 
example, the value for Facebook, TikTok, 

and Instagram is enhanced if others join. 
Here, network size can become an effective 
competitive barrier.  

 �   Indirect network effects relate to platforms 
where the value for users increases when 
a new user of a different �group� joins the 
platform. For example, an additional Uber 
driver generates value for riders and an 
additional rider generates value for drivers. 
However, once matching quality does 
not increase significantly with additional 
users, these indirect network effects 
tend not to provide a strong competitive 
advantage as competitors can also scale 
to the required level.      

      LO    10  c    The outcome of these analyses is the  positioning 
statement  that articulates the desired position of 
the firm�s offering in the marketplace. With this 
understanding, marketers can then develop a 
specific plan of action that includes its positioning 
strategy along the 7 Ps of services marketing, its 
customer relationship management and loyalty 
strategies, and its service quality and productivity 
strategies.        
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Services
Part II revisits the 4 Ps of the traditional marketing mix  
(Product, Place, Price, and Promotions). However, the 4 Ps 
are expanded to take into account the specific characteristics  
of services that make them different from goods marketing. 
It consists of the following four chapters:

Chapter 4  Developing Service Products and Brands
Discusses the meaningful service concept that includes both the core and supplementary elements. 
The supplementary elements both facilitate and enhance the core service offering. This chapter also  
covers branding and tiered service products and explains how service firms can build brand equity.

Chapter 5  Distributing Services through Physical and Electronic Channels
Examines the time and place elements. Manufacturers usually require physical distribution chan-
nels to move their products. Some service businesses, however, are able to use electronic channels 
to deliver all (or at least some) of their service elements. For the services delivered in real time with 
customers physically present, speed and convenience of place and time have become important 
determinants of effective service delivery. This chapter also discussed the role of intermediaries, 
franchising, and international distribution and market entry.

Chapter 6  Setting Prices and Implementing Revenue Management
Provides an understanding of pricing from both the firm and customer’s point of view. For firms, the 
pricing strategy determines income generation. Service firms need to implement revenue manage-
ment to maximize the revenue that can be generated from available capacity at any given time. From 
the customer’s perspective, price is a key part of the costs they must incur to obtain the desired 
benefits. However, the cost to the customer also often includes significant non-monetary costs. This 
chapter also discusses ethics and fairness in service pricing and how to develop an effective pricing 
strategy.

Chapter 7  Promoting Services and Educating Customers
Deals with how firms should communicate with their customers about their services through pro-
motion and education. Since customers are co-producers and contribute to how others experience 
service performances, much communication in services marketing is educational in nature to teach 
customers how to effectively move through a service process. This chapter covers the service  
marketing communications funnel and the services marketing communications mix, including com-
munications through online, mobile, and social networks.
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      LEARNING OBJECTIVES (LOs)  

       LO    1     Understand what a service product is.  

       LO    2     Understand the benefits of having 
well-defined service products.  

      LO    3     Know the three components of a 
service product.  

      LO    4     Be familiar with the Flower of 
Service model.  

      LO    5     Know how facilitating 
supplementary services relate to 
the core product.  

      LO    6     Know how enhancing 
supplementary services relate to 
the core product.  

      LO    7     Understand service branding.  

      LO    8     Know the four brand architecture 
options at the corporate level.  

      LO    9     Understand how individual services 
and experiences can be branded.  

      LO    10     Understand how branding can be 
used to tier service products.  

      LO    11     Discuss how firms can build brand 
equity.  

      LO    12     Understand what is required to 
deliver a branded service experience.  

      LO    13     List the categories of new service 
development, ranging from simple 
style changes to major innovations.  

      LO    14     Know how design thinking applies 
to new service design.  

      LO    15     Describe how firms can achieve 
success in new service 
development.                    

   4  
 developing

SERVICE
PRODUCTS and 

BRANDS   

 By the end of this chapter, the reader should be able to:  
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116 Chapter�4 • Developing Service Products and Brands

 c    Market research factors . Detailed and scientifically designed market research studies 
are conducted early in the development process with a clear idea of the type of 
information to be obtained. A good definition of the service concept is developed 
before undertaking field surveys.   

 Furthermore, researchers have found that in the idea-generation stage, the nature 
of submitted ideas differed significantly depending on whether they were created by 
professional service developers or by customers. Customers’ ideas were judged to be 
more original and to have a higher perceived value for customers. However, these ideas 
were usually harder to convert into commercial services.  20   The emergence of online 
crowdsourcing platforms as innovation partners provides additional opportunities 
for cost-effective innovation that can lead to new breakthroughs in service develop-
ment.  21   We will discuss the role of customer feedback in improving and developing 
(new) services in greater detail in   Chapter    8    on process design and in   Chapter    14    on 
improving service quality and productivity.    

     CHAPTER SUMMARY   

       LO    1  c    A  service product  is a “bundle of output” that 
comprises all the elements of the service perfor-
mance, both physical and intangible, that create 
value for customers.  

      LO    2  c    Key benefits of having well-defined service products 
include the following: 
 o    Customers can more easily understand the 

service and its value proposition, including 
what the service comprises (e.g., what its key 
elements are), how it is created (e.g., what the 
main phases and experiences are, and what 
will happen when), and what value they will 
receive (e.g., what is delivered, what is the 
experience and outcome, why it works, and 
what is so special about it). It also includes the 
structure and way of purchasing.  

 o   Well-designed service products also help employees 
to understand them and enable them to better 
explain and sell these products to customers.    

      LO    3  c    A service product consists of three components: 
 o    The  core product  delivers the principle benefits 

and solutions customers seek.  
 o    Supplementary services  facilitate and enhance 

the core product.  
 o    Delivery processes  determine how the core 

and supplementary service elements are being 
delivered to the customer.    

      LO    4  c    The  Flower of Service  consists of two components: 
 o     Core product  
 o   Supplementary services     

 As the core product often becomes commoditized, 
supplementary services can play an important 
role in differentiating and positioning the core 
product. 

       LO    5  c    The Flower of Service concept categorizes supple-
mentary services into facilitating and enhancing 
supplementary services. 
 o     Facilitating supplementary  services are needed 

for service delivery or help in the use of the 
core product. They include information, order 
taking, billing, and payment.    

          LO 6 c     o   Enhancing supplementary services  add value for 
the customer. They include consultation, hospital-
ity, safekeeping, and dealing with exceptions.  

      LO    7  c    Strong brands enable customers to better visu-
alize and understand services.  Branding  can be 
employed at the corporate, product, experience, 
and service level. A good brand is not only easily 
recognized but also has meaning for customers by 
representing a particular way of doing business.  

      LO    8  c    Firms can use four brand architecture options at 
the corporate level: 
 o     Branded house : applying a brand to multiple, 

often unrelated services (e.g., Virgin Group)  
 o    Sub-brands : using a master brand (often the 

firm name) with a specific service brand (e.g., 
ground service of FedEx)  

 o    Endorsed brands : featuring the corporate 
brand even while the product brand domi-
nates (e.g., Holiday Inn of Intercontinental 
Hotel Group)  
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creating self-service options and AI-powered 
delivery.  

 o    product line extensions : adding new services 
that typically deliver the same core service but 
are specific to different needs.  

 o    major process innovations : using new processes 
to deliver current products, such as adding 
online courses to traditional classroom-delivered 
lectures.  

 o    major service innovations : developing new 
core products for markets that have not been 
previously defined. Major service innovations 
are relatively rare. More common is the 
use of new technologies to deliver existing 
services in new ways, enhance or create 
new supplementary services, and greatly 
improve performance on existing ones 
through process redesign. However, digital 
startups, quickly improving hardware (from 
processors and cameras to sensors), and 
new technologies such as robots, AI, virtual 
reality, speech processing, and the Internet 
of Things create opportunities for service 
innovations that can dramatically improve 
the customer experience, service quality, 
and productivity.    

      LO    14  c    Service design thinking is an effective approach 
to aligning key internal and external stakeholders 
around the creation of innovative and holistic 
service experiences. The following five principles 
are central to service design thinking: 
 o    User-centered, from the customer’s perspective  
 o   Co-creative, involving all key stakeholders  
 o   Sequential, following the customer journey  
 o   Evident, making intangible aspects tangible  
 o   Holistic, considering the entire service ex-

perience using all five senses    

      LO    15  c    Key factors that enhance the chances of success 
in new service development are 
 o     market synergy : The new service fits well 

with the firm’s existing image, expertise, and 
resources; is better at meeting customers’ 
needs than competing services; and receives 
strong support during and after the launch 
from the firm’s management and employees.  

 o    organizational factors : There is strong cooperation 
between the different functional areas in a firm. 
Employees are aware of the importance of the 
new services. They understand them and their 
underlying processes.  

 o    market research : Customer ideas and research 
are incorporated at an early stage in the new 
service design process. There is a clear idea of 
the type of information to be obtained.           

 o    House of brands : promoting individual services 
under their own brand name without the 
corporate brand (e.g., KFC of Yum! Brands)    

      LO    9  c    Services can be branded at the individual service, 
experience, and service levels: 
 o    Branding of individual service products helps 

firms to differentiate one bundle of output 
from another. Most service firms offer a line 
of products, with each one having a different 
combination of service attributes and their 
respective performance levels. Branding of 
individual service products is used to increase 
the tangibility of the service offering and value 
proposition.  

 o   Individual experiences as part of a larger service 
can be branded and provide differentiation (e.g., 
LUX*’s Cinema Paradiso).    

   LO   10  c                o   In many industries, branding is used to differ-
entiate service levels, which is called service 
tiering. There are some industries where service 
tiering is common, such as hotels, airlines, and 
credit cards. B2B service support is often tiered 
with a “platinum” service offering the highest 
level of responsiveness and access to more 
senior technicians.  

      LO    11  c     Building brand equity  is not just about distinctive 
brand names and market communications. 
 o    A service firm’s presented brand (e.g., through 

advertising) is more effective in building brand 
awareness than brand equity.  

 o   The customer’s service experience with the 
brand (i.e., the moments of truth) is ultimately 
more powerful in building brand equity.    

      LO    12  c    Delivering a branded service experience requires 
the transformation of a series of service elements 
and processes into a consistent and recognizable 
service experience. To build great brands, firms need 
to align processes, servicescapes, and people with 
its brand positioning. The remaining Ps of services 
marketing (price, distribution, and communications) 
also need to support the positioning.  

       LO    13  c    Firms need to improve and develop new services 
to maintain a competitive edge. The seven levels 
in the hierarchy of new service development are 
 o     style changes : introducing highly visible changes 

that create excitement but do not typically involve 
changes in service performance or processes.  

 o    service improvements : introducing modest 
changes in the performance of current products.  

 o    supplementary service innovations : significantly 
improving or adding new facilitating or enhancing 
service elements.  

 o    process line extensions : developing new ways 
of delivering existing service products, such as 
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1.	 What is a service product?

2.	 What are the benefits of well-developed service 
products for customers and frontline employees?

3.	 Explain what is meant by the core product and its 
supplementary services.

4.	 Explain the Flower of Service concept and identify 
each of its petals. What insights does this concept 
provide for service marketers?

5.	 What is the difference between enhancing and 
facilitating supplementary services? Give examples 
of each.

6.	 How is branding used in marketing services? What 
is the distinction between a corporate brand such 

as Marriott, the names of its various inn and hotel 
chains, its packaged solutions for specific occasions 
(e.g., for marriage celebrations and honeymoons), and 
its specific features (e.g., Westin’s Heavenly Bed)?

7.	 What is meant by using brands to tier service levels?

8.	 How can service firms build brand equity?

9.	 What are the approaches firms can take to innovate, 
enhance, and create new services?

10.	 Why do new services often fail? What are the 
factors associated with the successful new service 
development?

KNOW YOUR SERVICES MARKETING
Review Questions

1.	 Select a specific service product you are familiar 
with and identify its core product and supplementary 
services. Select a competing service and analyze 
the differences between the two in terms of the 
core product and supplementary services.

2.	 Identify two examples of branding in financial 
services (e.g., specific types of retail bank accounts 
or insurance policies) and define their characteristics. 
How meaningful are these brands likely to be for 
customers?

3.	 Select a service firm that you believe is successful 
and has strong brand equity. Conduct a few interviews 
to find out how consumers experience its service. 

Use your findings to identify the factors that helped 
the service firm to build its strong brand equity.

4.	 Select a service brand you consider to be outstand-
ing. Explain why you think it is outstanding. Also 
explore any weaknesses of this brand. You should 
select an organization you are familiar with.

5.	 Using a firm you are familiar with, analyze what 
opportunities it might have to create product line 
extensions for its current and/or new markets. 
What impact might these extensions have on its 
present services?

6.	 Identify two new service developments that have 
failed. Analyze the causes for their failure.

WORK YOUR SERVICES MARKETING
Application Exercises
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 distributing 

SERVICES  through
PHYSICAL  and 

ELECTRONIC CHANNELS   
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      LEARNING OBJECTIVES (LOs)   
 By the end of this chapter, the reader should be able to: 

        LO    1     Know the four key questions that 
form the foundation of any service 
distribution strategy: What? How? 
Where? When?  

      LO    2     Describe the three interrelated flows 
that show  what  is being distributed.  

      LO    3     Know  how  services can be distributed 
using three main options, and 
understand the importance of 
distinguishing between the distribution 
of core and supplementary services.  

       LO    4     Recognize the issues of delivering 
services through electronic 
channels, and discuss the factors 
that have fueled the growth of 
service delivery via cyberspace.  

      LO    5     Understand the determinants of 
customers� channel preferences.  

      LO    6     Know the importance of channel 
integration.  

      LO    7     Describe the  where  (place) 
decisions of physical channels, and 
be familiar with the strategic and 
tactical location considerations.  

       LO    8     Describe the  when  (time) decisions 
of physical channels and the 
factors that determine extended 
operating hours.  

      LO    9     Understand the role, benefits, and 
costs of using intermediaries in 
distributing services.  

      LO    10     Know why franchising is such 
a common way of delivering 
services to end users.  

      LO    11     Understand the challenges of 
distribution in large domestic markets.  

      LO    12     Be familiar with the forces that drive 
service firms to go international.  

      LO    13     Appreciate the special challenges 
of distributing services 
internationally.  

      LO    14     Explain the determinants of 
international market entry strategies.                

integration.  
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Key questions for designing an effective service distribution strategy:

*Note that information and negotiations are types of supplementary services, but were listed separately here to emphasize their importance in any service distribution strategy.

• Roles
• Benefits
• Costs (e.g., of franchisees, agents, and distributors)
• Risks (e.g., channel conflicts and losing control of
   the customer relationship)

Intermediaries
“What tasks should be delegated to intermediaries?”

• Export the service concept
• Import customers/possessions
• Deliver remotely

Distributing Service Internationally
“How should the service be distributed?”

• Export the service
• Licensing, franchising, joint venture
• Foreign direct investment

Entering International Markets
“How can the value-add be protected?”

What
“What flows through

the channel?”

• Information and
   promotion flow
   (e.g., promotional
   materials)
• Negotiation flow
   (e.g., make a
   reservation or
   sell a ticket)
• Product flow (including
  core and remaining
  supplementary
   services)*

How
“How should the service

reach the customer?”

• Customers visit the
   service site
• Service providers go
   to their customers
• Transaction is
   conducted remotely
   (e.g., via mobile apps,
   the Internet,
   telephone, mail, and
   email)
• Channel integration
   is key

Where
“Where should the service

be delivered?”

• Strategic location
   considerations (including
   customer needs and
   type of service)
• Tactical considerations
  (i.e., specific location
  characteristics)
• Location constraints
   (e.g., due to required
   economies of scale)

When
“When should the service

be delivered?”

• Customer needs
• Economics of
   incremental opening
   hours (fixed vs.
   variable costs)
• Availability of labor
• Use of self-service
   facilities

Figure 5.2  The Flow Model of Service Distribution.
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 o   Key drivers of the growth of service delivery 
via cyberspace are (1) convenience, (2) ease 
of search, (3) a broader selection, (4) potential 
for lower prices, and (5) 24/7 service with 
prompt delivery.    

      LO    5  c    Customer preferences drive channel choice: 
 o    Customers who are technologically savvy often 

prefer remote channels due to the greater 
convenience they offer. Such customers usu-
ally have confidence in and knowledge about 
the service and/or the channel.  

 o   However, consumers rely more on personal 
channels when the perceived risk is high and 
when there are social motives behind the 
transaction.    

      LO    6  c    Customers are likely to use different service chan-
nels with the same service organization (e.g., bank 
customers use the entire gamut of channels ranging 
from mobile banking apps and websites to ATMs 
and bank branches). Thus, channel integration is 
essential for delivering consistent and seamless 
service experiences.  

      LO    7  c     Where  should service be delivered? This is an 
important decision for services that require physi-
cal locations. 
 o    First, strategic location considerations are 

involved as the site location is an integral part 
of the overall service strategy. The location 
strategy must be consistent with the firm’s 
marketing strategy and the needs and expec-
tations of its target customers.  

 o   Second, tactical location considerations are 
used to choose between specific sites. They 
include population size and characteristics; traf-
fic; convenience of access; competitors in the 
area; nature of nearby businesses; availability 
of labor and sites; and rental costs, conditions, 
and regulation. Geographic information systems 
(GISs) are frequently used to help firms make 
specific location decisions.  

           LO    1  c     What ?  How ?  Where ?  When ? Responses to these 
four questions form the foundation of any service 
distribution strategy.  

      LO    2  c     What  is distributed? The Flow Model of Distribu-
tion can be mapped onto the Flower of Service 
concept and includes the following flows of service 
distribution: 
 o    Information and promotion flows (includes 

the information and potentially the consulta-
tion petals)  

 o   Negotiation flow (includes the order taking and 
potentially the billing and payment petals as well)  

 o   Product flow (includes the core product and 
the remaining petals of the Flower of Service)   

 A service distribution strategy encompasses all 
three flows.  

      LO    3  c     How  can services be distributed? Services can be 
distributed through three main modes: 
 o    Customers visit the service site (e.g., for people-

processing services such as an MRI scan).  
 o   Service providers go to their customers (e.g., 

for tree pruning or private banking services for 
high net-worth individuals).  

 o   Service transactions are conducted remotely (i.e., 
for Skype or for buying travel insurance online).   

 Some core services require a physical location 
(e.g., people-processing services), and this severely 
restricts their distribution. However,  information-based 
core services and many supplementary services 
can be distributed and delivered remotely.  

      LO    4  c    Developments in telecommunications, online 
technology, service apps, and sophisticated logis-
tics solutions have spurred innovations in remote 
service delivery. 
 o    All information-based core products and 

supplementary services (i.e., information, 
consultation, order taking, billing, and payment) 
and many possession-based services can be 
delivered remotely.  
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 o   Locational constraints such as a need for 
economy of scale (e.g., because of high fixed 
costs such as in specialized medical facilities) 
and operational requirements (e.g., airports or 
distribution centers) limit a firm’s location choice.  

 o   Innovative location strategies can be at the 
core of new service models. Recent trends 
include ministores, the sharing of retail space 
with complementary providers, and the loca-
tion of services in multi-purpose facilities (e.g., 
locating clinics in shopping malls).    

      LO    8  c     When  should service be delivered? 
 o    Key factors determining opening hours of a 

service channel include customer needs and 
wants and the economics of opening hours 
(fixed costs of a facility, variable costs of 
extending opening hours, incremental sales 
or contribution expected, and potential op-
erational gains achieved by shifting demand 
from peak periods to extended opening hours).  

 o   There is now a move toward extended operating 
hours, with the ultimate goal of 24/7 service 
every day of the year. This is often achieved 
through the use of self-service technology.  

 o   Information-based core and supplementary 
services can be offered 24/7. Recent tech-
nological developments link CRM systems, 
smartphones, apps, websites, and smart 
cards to provide increasingly convenient and 
sophisticated online services.    

      LO    9  c    Service firms frequently use intermediaries to 
distribute some of the supplementary services. 
For example, cruise lines still use travel agencies 
to provide information, take reservations, collect 
payment, and often bundle complementary services 
such as air travel. 
 o    Service organizations may find it cost effective 

to outsource certain tasks. Intermediaries often 
add reach and generate incremental sales.  

 o   However, there are vast cost differences 
between channels, with a firm’s own website 

typically costing a fraction of transactions via 
intermediaries such as Travelocity in the travel 
industry. A careful cost-benefit analysis is 
needed, which generally leads strong brands 
to shift transactions toward their own chan-
nels. Brands that lack recognition and reach 
rely more on intermediaries.  

 o   Potential channel conflicts have to be mitigated. 
For example, powerful intermediaries (e.g., 
 Booking.com  and Expedia) insist on rate parity, 
and hotels are not allowed to offer lower rates 
to guests who book directly from them. Hotels 
may still encourage guests to book direct by 
offering extras (e.g., late check-out and loyalty 
points) that are not extended to guests booking 
through intermediaries.  

 o    In addition to cost, ownership of the customer 
relationship is an important consideration. If 
intermediaries own the customer relationship, 
they can easily switch a customer to a new 
service provider to capture a higher share of 
the margin.  

 o   In either case, the challenge for the service 
firm is to ensure that the overall service experi-
ence is seamless and meets the consumer’s 
expectations.    

      LO    10  c    Franchising is often used to distribute even the core 
service. There are advantages and disadvantages 
to franchising: 
 o    It allows fast growth. Franchisees are highly 

motivated to ensure customer orientation as 
well as high-quality and cost-effective service 
operations.  

 o   Disadvantages of franchising include the firm’s 
loss of control over the delivery system and 
the customers’ service experience. Hence, 
franchisors often enforce strict quality controls 
over all aspects of the operation.    

      LO    11  c    Large domestic markets (e.g., the United States, 
China, and India) are less homogeneous than 
national stereotypes suggest. Careful market 
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New business models in more mundane markets 
(such as Uber in the taxi market and Airbnb in the 
accommodation market) also face stiff regulatory 
hurdles around the world.  

      LO    14  c    The strategy for entering international markets 
depends on (1) how a firm can control its intellectual 
property (IP) and its sources of value creation and 
(2) the degree of customer interaction required for 
the creation of the service 
 o    If the value lies in the IP, then the service can 

simply be exported directly (as for e-books, 
music, and software).  

 o   If IP control and customer contact requirements 
are moderate, then licensing, franchising, or 
joint ventures may be used.  

 o   If a high degree of interaction is required, 
and the control of IP is low, then foreign 
direct investments may be effective. These 
may include the establishment of branches 
and subsidiaries as well as mergers and 
acquisitions.           

segmentation, focusing on specific segments, and 
balancing standardization and adaptation strate-
gies enhance a firm’s chances of succeeding in 
developing large national service penetration.  

      LO    12  c    Five important forces that drive service firms to 
go international are 
 o    market drivers (e.g., customers expect a global 

presence)  
 o   competitive drivers (e.g., competitors become 

global and put pressure on domestic firms)  
 o   technology drivers (e.g., the Internet allows 

global distribution and cost arbitrage)  
 o   cost drivers (e.g., economies of scale push 

toward adding markets)  
 o   government drivers (e.g., countries joining the 

World Trade Organization have to open many 
service sectors to international competition)    

      LO    13  c    Regulation remains a major challenge for many 
services that have highly regulated markets (such 
as air travel, health care, and financial services). 
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      LEARNING OBJECTIVES (LOs) 
 By the end of this chapter, the reader should be able to:   

        LO    1     Recognize that effective pricing is 
central to the financial success of 
service firms.  

      LO    2     Outline the foundations of a pricing 
strategy as represented by the 
pricing tripod.  

      LO    3     Define different types of financial 
costs and explain the limitations of 
cost-based pricing.  

      LO    4     Understand the concept of net value 
and know how gross value can 
be enhanced through value-based 
pricing and reduction of related 
monetary and non-monetary costs.  

      LO    5     Describe competition-based pricing 
and situations where service 
markets are less price-competitive.  

      LO    6     Define revenue management and 
describe how it works.  

      LO    7     Discuss the role of rate fences in 
effective revenue management.  

      LO    8     Be familiar with the issues of 
ethics and consumer concerns 
related to service pricing.  

      LO    9     Understand how fairness can 
be designed into revenue 
management policies.  

      LO    10     Discuss the six questions marketers 
need to answer to design an 
effective service-pricing strategy.              

         Figure�   6. 1     Dynamic pricing, a strategy to price the same 
product differently to different customers at various times, 
has gained popularity in many industries.   
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How to Apply RM?
� Predict demand by segment
� Reserve capacity for high-yield customers
� Maximize revenue per available space and time unit
   (RevPAST)
� �Pick up� competitor pricing through booking pace
   in the RM system
� Implement price segmentation through �rate fences�

Fairness and Ethical Concerns in Service Pricing

Components of the Pricing Tripod

Objectives of Service Pricing
� Gain pro�t and cover costs
� Build demand and develop a user base
� Support positioning strategy

Value to Customer
(Price Ceiling)

� Net value and price
� Value perception
� Related monetary and
   non-monetary costs

� Fixed and variable costs
� Contribution
� Break-even analysis
� Activity-based costing

� Price competition
   intensi�ers
� Price competition
   inhibitors

Competitor Pricing
(Competitive Benchmark)

Viable Price
Range

Unit Cost to Firm
(Price Floor)

Revenue Management (RM)
When Should RM Be Used?
� Fixed capacity and high �xed costs
� Variable and uncertain demand
� Varying customer price sensitivity

Rate Fences
� Physical fences
   - Basic product
   - Amenities
   - Service level

� Service pricing is complex
� Confusiology
� Fees: Crime and punishment

Ethical Concerns

� Clear, logical, and fair prices and rate fences
� Frame rate fences as discounts
� Communicate bene�ts of RM
� �Hide� discounts
� Take care of loyal customers
� Use service recovery to deal with overbooking

Design Fairness into RM

Putting Service Pricing into Practice
� How much should be charged?
� What should be the basis of pricing?
� Who should collect payment and where?
� When should payment be made?
� How should payment be made?
� How should prices be communicated?

� Non-physical fences
   - Transaction characteristics
   - Consumption characteristics
   - Buyer characteristics

Figure�6.3  Organizing framework for the pricing of services.
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