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Services�touch�the�lives�of�every�person�in�this�country�every�day:�food�services,�communi-
cation�services,�and�emergency�services,�to�name�only�a�few.�Our�welfare�and�the�welfare�
of�our�economy�now�are�based�on�services.�The�activities�of�manufacturing�and�agriculture�
always�will�be�necessary,�but�we�can�eat�only�so�much�food�and�we�can�use�only�so�many�
goods.�Services,�however,�are�largely�experiential,�and�we�always�will�have�a�limitless�appe-
tite�for�them.

Service�operations�management�is�established�firmly�as�a�field�of�study�that�embraces�
all�service�industries.�The�discipline�was�first�recognized�as�an�academic�field�by�the�Deci-
sion�Sciences�Institute�(DSI)�at�its�1987�Boston�meeting.�In�1989�the�International Journal 
of Service Industry Management�was�inaugurated.�The�First�International�Research�Semi-
nar�in�Service�Management�was�held�in�France�in�1990.

The� Journal of Service Research� was� first� published� in� August� 1998� and� quickly�
became�the�leading�journal�of�the�field.�At�the�2004�Boston�meeting�of�the�Production�
and� Operations� Management� Society� (POMS),� a� College� on� Service� Operations� was�
established.�In�2005�the�IBM�Almaden�Research�Center�launched�an�initiative�to�estab-
lish� a� new� discipline� called� Service� Science,� Management,� and� Engineering� (SSME).�
Visit�the�Academic�Initiative�SSME�website�at�https://developer.ibm.com/academic/�to�
find�articles,�case�studies,�and�lecture�materials.�The�first�issue�of�Service Research�was�
published�by�INFORMS�in�September�2011.

This�edition�continues�to�acknowledge�and�emphasize�the�essential�uniqueness�of�ser-
vice�management.�These�are�some�key�features:

•� The�book�is�written�in�an�engaging�literary�style,�makes�extensive�use�of�examples,�and�
is�based�on�the�research�and�consulting�experience�of�the�authors.

•� The�theme�of�managing�services�for�competitive�advantage�is�emphasized�in�each�chap-
ter�and�provides�a�focus�for�each�management�topic.

•� The�integration�of�technology,�operations,�and�human�behavior�is�recognized�as�central�
to�effective�service�management.

•� Emphasis�is�placed�on�the�need�for�continuous�improvement�in�quality�and�productivity�
in�order�to�compete�effectively�in�a�global�environment.

•� To�motivate�the�reader,�a�vignette�of�a�well-known�company�starts�each�chapter,�illus-
trating�the�strategic�nature�of�the�topic�to�be�covered.

•� Each�chapter�has�a�preview,�a�closing�summary,�key�terms�and�definitions,�a�service�
benchmark,�topics�for�discussion,�an�interactive�exercise,�solved�problems�and�exercises�
when�appropriate,�and�one�or�more�cases.

•� Available�on�the�text’s�Online�Learning�Center�at�www.mhhe.com/bordoloi9e,�is�access�
to�the�Mortgage�Service�Game,�a�facility�location�Excel�spreadsheet,�chapter�quizzes,�and�
websites.

•� The�instructor’s�side�of�the�text�website�contains�an�instructor’s�manual,�case�analyses,�
exercise�solutions,�sample�syllabi,�a�yield�management�game,�and�lists�of�supplementary�
materials.

Key Updates in the Ninth Edition

This�edition�has�benefited�greatly�from�thoughtful�suggestions�from�students,�colleagues,�
and�reviewers.�In�particular,�we�have�incorporated�emerging�technologies�throughout�the�
book.�We�note�several�changes�and�additions�to�this�new�edition:

•� A�new�Service�Benchmark�in�Chapter�1,�The�Service�Economy,�features�the�pioneers�of�
the�emerging�sharing�economy�Uber�and�Airbnb.
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•� Chapter�2,�Service�Strategy,�introduces�two�new�topics:�recent�advances�in�the�math-
ematical� analysis� of� big� data� or� data� analytics� and� the� Internet� of� Things� (IoT),� an�
extension�of�the�Internet�into�our�everyday�lives.

•� The�disruptive�technology�called�blockchain�based�upon�the�internet�currency�Bitcoin�
is� explored� in�Chapter�3,�New�Service�Development,�with� illustrations�of� its� impact��
on�financial�services.�The�stages�of�building�a�service�blueprint�are�illustrated�by�taking�
us�to�a�San�Francisco�Giants�baseball�game.

•� In�Chapter�7,�Process�Improvement,�the�topic�of�Lean�Service�is�extended�to�include�
value-stream�mapping�using�an�example�of�a�loan�approval�process.

•� The�emerging�idea�of�using�multiple�sources�and�distribution�methods�is�captured�in�the�
concept�of�omnichannel�supply�chain�found�in�Chapter�9,�Service�Supply�Relationships.

•� In�Chapter�11,�Managing�Capacity�and�Demand,�the�daily�workshift�scheduling�prob-
lem�is�illustrated�with�a�new�example,�Marin�County�911�Response.

•� The�interactive�exercise�found�in�Chapter�14,�Forecasting�Demand�for�Services,�now�
engages� students� in� a� Delphi� exercise� to� forecast� the� date� that� a� human� colony� on��
Mars�will�be�established.

Special� thanks� and� acknowledgment� go� to� the� following� people� for� their� valuable�
reviews� of� the� first� edition:� Mohammad� Ala,� California� State� University,� Los� Ange-
les;� Joanna� R.� Baker,� Virginia� Polytechnic� Institute� and� State� University;� Mark� Davis,��
Bentley� College;� Maling� Ebrahimpour,� University� of� Rhode� Island;� Michael� Gleeson,��
Indiana� University;� Ray� Haynes,� California� Polytechnic� State� University� at� San� Luis�
Obispo;� Art� Hill,� the� University� of� Minnesota;� Sheryl� Kimes,� Cornell� University;� and�
Richard�Reid,�the�University�of�New�Mexico.

The�second�edition�benefited�from�the�constructive�comments�of�the�following�review-
ers:�Kimberly�Bates,�New�York�University;�Avi�Dechter,�California�State�University,�North-
ridge;�Scott�Dellana,�East�Carolina�University;�Sheryl�Kimes,�Cornell�University;�Larry�
J.�LeBlanc,�Vanderbilt�University;�Robert�Lucas,�Metropolitan�State�College�of�Denver;�
Barbara� Osyk,� University� of� Akron;� Michael� Showalter,� Florida� State� University;� and��
V.�Sridharan,�Clemson�University.

The�following�reviewers�contributed�their�experience�and�wisdom�to�the�third�edition:�
Sidhartha� Das,� George� Mason� University;� Avi� Dechter,� California� State� University� at�
Northridge;�Byron�Finch,�Miami�University�of�Ohio;�Edward�M.�Hufft,�Jr.,�Metropolitan�
State�College�of�Denver;�Ken�Klassen,�California�State�University�at�Northridge;�Richard�
Reid,�University�of�New�Mexico,�Albuquerque;�Ishpal�Rekki,�California�State�University�at�
San�Marcos;�and�Ronald�Satterfield,�University�of�South�Florida.

The� fourth� edition� reflected� the� insights� and� suggestions� of� the� following� reviewers:��
Sanjeev� Bordoloi,� College� of� William� and� Mary;� Sid� Das,� George� Mason� University;�
John� Goodale,� Ball� State� University;� Ken� Klassen,� California� State� University,� North-
ridge;� Peggy� Lee,� Penn� State� University;� Matthew� Meuter,� California� State� University,�
Northridge;�Jaideep�Motwani,�Grand�Valley�State�University;�Elzbieta�Trybus,�California�
State�University,�Northridge;�Rohit�Verma,�University�of�Utah;�and�Janet�Sayers,�Massey��
University,�New�Zealand.�A�special�thanks�to�colleagues�Ed�Anderson�and�Doug�Morrice�
for�permission�to� include� their�Mortgage�Service�Game�and�to�Mark�Linford,�an�MBA�
student�at�the�University�of�Texas�at�Austin,�for�preparing�the�computer�software.

The�fifth�edition�benefited�from�insights�gathered�at�a�focus�group�session�in�Washing-
ton,�DC,�at�the�2003�Decision�Sciences�Institute�annual�meeting.�We�are�grateful�for�the�
many�suggestions�provided�by�the�following�participants:�Uday�Apte,�Southern�Methodist�
University;�Sanjeev�Bordoloi,�College�of�William�and�Mary;�Joe�Felan,�University�of�Arkan-
sas�at�Little�Rock;�Richard�Franze,�Kennesaw�State�University;�Craig�Froehle,�University�of�
Cincinnati;�Yung�Jae�Lee,�St.�Mary’s�College�of�California;�Katherine�McFadden,�North-
ern�Illinois�University;�Mary�Meixell,�George�Mason�University;�Elliott�(Chip)�Minor,�Vir-
ginia�Commonwealth�University;�and�Jake�Simons,�Georgia�Southern�University.�We�are�
also�indebted�to�Mrs.�Margaret�Seay�who�continues�her�generous�support.
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The� sixth� edition� benefited� greatly� from� the� thoughtful� suggestions� of� an� outstand-
ing�group�of�reviewers:�Sanjeev�Bordoloi,�University�of� Illinois-Urbana;�Robert�Burgess,�
Georgia� Institute� of� Technology;� Maureen� Culleeney,� Lewis� University;� Dick� Fentriss,�
University� of� Tampa;� Craig� Froehle,� University� of� Cincinnati;� Susan� Meyer� Goldstein,�
University� of� Minnesota;� Jaideep� Motwani,� Grand� Valley� State� University;� Rodney��
Runyan,�University�of�South�Carolina;�and�Rajesh�Tyagi,�DePaul�University.�We�give�spe-
cial�thanks�to�Ravi�Behara,�Florida�Atlantic�University,�for�his�comprehensive�revision�plan.

The�seventh�edition�benefited�from�the�constructive�suggestions�of�the�following�review-
ers:�Michael�Bendixen,�Nova�Southeastern�University;�Dan�Berg,�Rensselaer�Polytechnic�
Institute;�Elif�Kongar,�Bridgeport�University;�Stephen�Kwan,�San�Jose�State�University;�
Mary� McWilliams,� LeTourneau� University;� Kenneth� Shaw,� Oregon� State� University;�
and�Donna�Stewart,�University�of�Wisconsin-Stout.�We�appreciate�the�contributions�for�
improvements�from�Jeanne�Zilmer,�Copenhagen�Business�School.

The�following�reviewers�contributed�their�generous�time�and�expertise�to�the�eighth�edi-
tion:�Laura�Forker,�University�of�Massachusetts-Dartmouth;�Mike�Galbreth,�University�of�
South�Carolina;�David�Geigle,�Texas�A&M�University;�Lowell�Lay,�Texas�Tech�University;�
Mark�Leung,�University�of�Texas�at�San�Antonio;�Mark�McComb,�Mississippi�College;�
Jaideep�Motwani,�Grand�Valley�State�University;�Rene�Reitsma,�Oregon�State�University;�
Jeff�Smith,�Florida�State�University;�G.�Peter�Zhang,�Georgia�State�University;�and�Shu�
Zhou,�San�Jose�State�University.

We�thank�the�following�reviewers�for�their�thoughtful�comments�on�our�preparation�of�
the�ninth�edition:�Ajay�Das,�Baruch�College;�Adelina�Gnanlet,�California�State�University�
Fullerton;�Diana�Merenda,�Baruch�College;�Jose�Santiago,�Baruch�College;�and�Sheneeta�
White,�University�of�St.�Thomas.

We�wish�to�acknowledge�two�students�who�assisted�us.�Fang�Wu,�Ph.D.�student�at�The�
University�of�Texas�at�Austin,�assisted�in�the�development�of�some�exercises�and�prepara-
tion�of�the�PowerPoint� lecture�presentations�for�the�second�edition.�Edmond�Gonzales,�
an�MBA�student�at�Texas,�prepared�the�chapter�quizzes�for�the�third�edition�CD-ROM.��
A�special�thanks�is�extended�to�Christine�Bunker�of�the�ProModel�Corporation�for�allow-
ing�us� the�use�of�Process�Simulator� to� illustrate�applications�of�computer�simulation�to�
process�analysis.

We�express�special�appreciation�to�all�of�our�friends�who�encouraged�us�and�tolerated�
our�social�lapses�while�we�produced�this�book.�In�particular,�James�and�Mona�Fitzsimmons�
are� indebted� for� the�support�of�Richard�and�Janice�Reid,�who�have�provided� lively�and�
stimulating�conversations�and�activities�over�many�years,�and�who�generously�allowed�us�
the�use�of� their�mountain� retreat.�The�beginning�of� the� first� edition�was�written� in� the�
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Overview of the Book
Part�One�begins�with�a�discussion�of� the�role�of� services� in�an�economy.�We�first� look�
at� the�historical�evolution�of� societies�based�on�economic�activity�and�conclude�with�a�
discussion�of�the�emerging�experience�economy.�Next,�we�consider�the�distinctive�char-
acteristics�of�service�operations,�concluding�with�an�open-systems�view�of�service�opera-
tions�management.�The�strategic�service�vision�begins�the�final�chapter�in�this�section.�The�
concept�of�sustainability�and�triple�bottom�line�in�services�is�introduced.�The�impact�of��
data�analytics�and�the�Internet�of�Things�(IoT)�on�services�is�explored.�Competitive�service�
strategies�are�discussed�with�an�emphasis�on�the�role�of�information�as�illustrated�by�the�
virtual�value�chain.

Designing� the� service� enterprise� to� support� the� competitive� strategy� is� the� topic� of��
Part�Two.�New�services�are�developed�using�techniques�such�as�a�service�blueprint�that�
diagrams� the� flow�of�activity�occurring�onstage�above�a� line�of�visibility�and�backstage�
functions�that�are�not�seen�by�the�customer.�The�notion�of�a�service�encounter�describes�
the�interaction�between�service�provider�and�customer�in�the�context�of�a�service�organiza-
tion.�The�importance�of�the�supporting�facility�is�captured�by�how�the�servicescape�affects�
customer�and�employee�behavior.�Process�analysis� is�treated�in�depth�by�identifying�the�
bottleneck�and�calculating�performance�metrics�such�as�throughput�time.�The�challenge�
of� delivering� exceptional� service� quality� is� addressed� by� comparing� customers’� percep-
tions�and�expectations.�The�process�improvement�chapter�describes�tools�and�programs�
for�continuous�improvement,�and�a�supplement�measures�service�productivity�using�data�
envelopment�analysis.�The�strategic�importance�of�service�facility�location�is�explored�with�
analytical�models�in�the�conclusion�of�this�part.

Management� of� service� operations� is� addressed� in� Part� Three.� The� topic� of� service��
supply� relationships� includes� a� discussion� of� professional� services� and� the� disruptive�
impact�of�the�blockchain�technology.�The�next�chapter�is�devoted�to�the�topic�of�service-
firm�growth�and�the�importance�of�globalization�in�services.�Strategies�to�manage�capacity�
and�demand�follow�including�the�concept�of�yield�management.�We�address�the�question�
of�managing�waiting�lines�from�a�psychological�viewpoint.�Capacity�planning�using�queu-
ing�models�with�a�supplement�on�computer�simulation�featuring�a�Visio�plug-in�Process�
Simulator�concludes�this�part.

Part�Four�is�devoted�to�quantitative�models�for�service�management.�The�first�chapter�
addresses�the�topic�of�forecasting�service�demand�using�exponential�smoothing�models.�
The�next�chapter�explores�models�for�managing�service�inventory�and�discusses�the�uses�of�
RFID.�The�topic�of�project�management�using�Microsoft®�Project�software�as�the�founda-
tion�concludes�the�final�part.

Final PDF to printer



xi

bor84630_fm_i-xx.indd xi� 10/26/17��04:53�PM

INSTRUCTOR LIBRARY

A�wealth�of�information�is�available�online�through�McGraw-Hill’s�Connect.�In�the�Connect�
Instructor�Library,�you�will�have�access�to�supplementary�materials�specifically�created�for�
this�text,�such�as:
•� Instructor�Solutions�Manual
•� PowerPoint�Presentations
•� Instructor�Video�List
•� Digital�Image�Library
•� Test�Bank

ASSURANCE OF LEARNING

Many�educational�institutions�today�are�focused�on�the�notion�of�assurance�of�learning,�
an�important�element�of�some�accreditation�standards.�Service Management: Operations, 
Strategy, Information Technology�is�designed�specifically�to�support�your�assurance�of�learn-
ing�initiatives�with�a�simple,�yet�powerful,�solution.

Each�test�bank�and�end-of-chapter�question�for�Service Management: Operations, Strat-
egy, Information Technnology�maps�to�a�specific�chapter�learning�goal�listed�in�the�text.�You�
can�use�the�test�bank�software�to�easily�query�for�learning�goals�that�directly�relate�to�the�
learning�objectives�for�your�course.�You�then�can�use�the�reporting�features�of�the�software�
to�aggregate�student�results�in�similar�fashion,�making�the�collection�and�presentation�of�
assurance�of�learning�data�simple�and�easy.

MCGRAW-HILL CUSTOMER CARE CONTACT INFORMATION

At�McGraw-Hill,�we�understand�that�getting�the�most�from�new�technology�can�be�chal-
lenging.�That’s�why�our�services�don’t�stop�after�you�purchase�our�products.�You�can�e-mail�
our�Product�Specialists�24�hours�a�day�to�get�product�training�online.�Or�you�can�search�
our�knowledge�bank�of�Frequently�Asked�Questions�on�our�support�website.

For�Customer�Support,�call�800-331-5094�or�visit�www.mhhe.com/support.�One�of�our�
Technical�Support�Analysts�will�be�able�to�assist�you�in�a�timely�fashion.
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▪ Connect content is authored by the world’s best subject  
 matter experts, and is available to your class through a  
 simple and intuitive interface.

▪ The Connect eBook makes it easy for students to    
 access their reading material on smartphones     
 and tablets. They can study on the go and don’t     
 need internet access to use the eBook as a  
 reference, with full functionality.

▪ Multimedia content such as videos, simulations,  
 and games drive student engagement and critical    
 thinking skills. ©McGraw-Hill Education

▪ Connect’s assignments help students    
 contextualize what they’ve learned through   
 application, so they can better understand the   
 material and think critically.

▪ Connect will create a personalized study path
 customized to individual student needs through   
 SmartBook®. 

▪ SmartBook helps students study more efficiently
 by delivering an interactive reading experience   
 through adaptive highlighting and review.

McGraw-Hill Connect® is a highly reliable, easy-to-
use homework and learning management solution 
that utilizes learning science and award-winning 
adaptive tools to improve student results.

73% of instructors 
who use Connect 

require it; instructor 
satisfaction increases 
by 28% when Connect 

is required.

Homework and Adaptive Learning

Quality Content and Learning Resources

Over 7 billion questions have been 
answered, making McGraw-Hill 

Education products more intelligent, 
reliable, and precise.

 Using Connect improves retention 
rates by 19.8%, passing rates by 
12.7%, and exam scores by 9.1%.
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More students earn  
As and Bs when they  

use Connect.

www.mheducation.com/connect

©Hero Images/Getty Images 

▪ Connect Insight® generates easy-to-read  
 reports on individual students, the class as a  
 whole, and on specific assignments.

▪ The Connect Insight dashboard delivers data  
 on performance, study behavior, and effort.  
 Instructors  can quickly identify students who  
 struggle and focus on material that the class  
 has yet to master.

▪ Connect automatically grades assignments  
 and quizzes, providing easy-to-read reports  
 on individual and class performance.

▪ Connect integrates with your LMS to provide single sign-on and automatic syncing  
 of grades. Integration with Blackboard®, D2L®, and Canvas also provides automatic  
 syncing of the course calendar and assignment-level linking. 

▪ Connect offers comprehensive service, support, and training throughout every  
 phase of your implementation.

▪ If you’re looking for some guidance on how to use Connect, or want to learn   
 tips and tricks from super users, you can find tutorials as you work. Our Digital  
 Faculty Consultants and Student Ambassadors offer insight into how to achieve  
 the results you want with Connect.

Trusted Service and Support

Robust Analytics and Reporting
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Part  

Understanding 
Services

We�begin�our�study�of�service�management�in�Chapter�1,�The�Service�Economy,�with�an�
appreciation�of�the�central�role�that�services�play�in�the�economies�of�nations�and�in�world�
commerce.�No�economy�can�function�without�the�infrastructure�that�services�provide�in�
the�form�of�transportation�and�communications�and�without�government�services�such�as�
education�and�health�care.�As�an�economy�develops,�however,�services�become�even�more�
important,�and�soon�the�vast�majority�of�the�population�is�employed�in�service�activities.

However,�services�have�distinctive�features�that�present�unique�challenges�for�manage-
ment.�Perhaps�the�most�important�characteristic�of�service�operations�is�the�presence�of�
the�customer�in�the�service�delivery�system.�Focusing�on�the�customer�and�serving�his�or�
her�needs�is�the�basis�for�a�service-dominant�logic�that�is�an�alternative�to�the�traditional�
goods-centered�paradigm.

An�effective�competitive�strategy�is�particularly�important�for�service�firms�because�
they�compete�in�an�environment�that�has�relatively�low�barriers�to�entry.�We�begin��
Chapter�2,�Service�Strategy,�with�a�discussion�of�the�strategic�service�vision,�a�framework�
in�the�form�of�questions�about�the�purpose�and�place�of�a�service�firm�in�its�market.�
The�well-known�generic�competitive�strategies—overall�cost�leadership,�differentiation,�
and�focus—are�applied�to�services.�Porter’s�five�forces�and�SWOT�analysis�are�applied�to�
service�firms.�The�topics�of�sustainability�and�economics�of�scalability�are�discussed�in�
the�context�of�growing�a�service�firm.�The�competitive�role�of�information�in�services�is�
highlighted�throughout.

1
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Chapter 1
The Service Economy
Learning Objectives

After completing this chapter, you should be able to:

 1. Describe the central role of services in an economy.
 2. Identify and differentiate the five stages of economic activity.
 3. Describe the features of preindustrial, industrial, and postindustrial societies.
 4. Describe the features of the experience economy contrasting the consumer (B2C) with 

the business (B2B) service experience.
 5. Explain the essential features of the service-dominant logic.
 6. Identify and critique the six distinctive characteristics of a service operation, and explain 

the implications for managers.
 7. Describe a service using the five dimensions of the service package.
 8. Use the service process matrix to classify a service.

We�are�witnessing�the�greatest�labor�migration�since�the�industrial�revolution.�This�migra-
tion� from�agriculture�and�manufacturing� to� services� is�both� invisible�and� largely�global�
in� scope.� The� migration� is� driven� by� global� communications,� business� and� technology�
growth,� urbanization,� and� low-cost� labor.� Service� industries� are� leaders� in� every� indus-
trialized� nation,� they� create� new� jobs� that� dominate� national� economies,� and� have� the�
potential�to�enhance�the�quality�of�life�of�everyone.�Many�of�these�jobs�are�for�high-skilled�
knowledge-workers� in� professional� and� business� services,� health� care,� and� education.��
As�shown�in�Table�1.1,�the�extent�of�this�movement�to�services�is�significant�in�the�industri-
alized�nations�(European�Union,�United�States,�and�Japan)�but�also�represents�a�propor-
tion�of�the�labor�force�larger�than�that�employed�in�goods�production�for�the�developing�
BRIC�economies�(Brazil,�Russia,�India,�and�China).

Nation % of World Labor % Agri % Goods % Services

China 21.2 33.6 30.3 36.1
India 13.9 49.0 20.0 31.0
European Union 6.4 5.0 21.9 73.1
United States 4.3 0.7 20.3 79.0
Indonesia 3.4 38.9 13.2 47.9
Brazil 3.0 15.7 13.3 71.0
Bangladesh 2.3 47.0 13.0 40.0
Russia 2.1 9.4 27.6 63.0
Japan 1.8 2.9 26.2 70.9
Pakistan 1.7 43.7 22.4 33.9

TABLE 1.1
Sector Employment in Top 
Ten Nations by 2015 Labor 
Force Size

Source:�https://www.cia.gov/library/
publications/resources/the-world-
factbook/rankorder/2095rank.html
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Chapter Preview

In�a�discussion�of�economic�development,�we�learn�that�modern�industrialized�economies�
are�dominated�by�employment�in�the�service�sector�industries.�This�represents�a�natural�
evolution�of�economies�from�preindustrial�to�industrial�and�finally�to�postindustrial�societ-
ies.�The�nature�of�the�service�economy�is�explored�in�terms�of�employment�opportunities�
and�the�transition�to�experienced-based�relationships�for�both�consumers�and�businesses.

The�distinctive� characteristics�of� service�operations� suggest� that� the� service� environ-
ment�is�sufficiently�unique�to�question�the�direct�application�of�traditional�manufacturing-
based�management�techniques.�In�particular,�the�service�manager�operates�in�a�system�in�
which�the�customer�is�present�and�a�co-creator�of�value.�The�concept�of�a�service�package�
to�describe�a�service�from�an�operations�point�of�view�is�the�foundation�for�an�open-systems�
view�of�service�management�challenges.�We�begin�with�a�selection�of�service�definitions.

Service Definitions

Many�definitions�of�service�are�available�but�all�contain�a�common�theme�of�intangibility�
and�simultaneous�consumption.�The�following�represent�a�sample�of�service�definitions:

Services�are�deeds,�processes,�and�performances.�(Source:�Valarie�A.�Zeithaml,�Mary�Jo�Bitner,�
and�Dwayne�D.�Gremler,�Services Marketing,�4th�ed.,�New�York:�McGraw-Hill,�2006,�p.�4.)

Services�are�economic�activities�offered�by�one�party�to�another,�most�commonly�employing�
time-based�performances�to�bring�about�desired�results�in�recipients�themselves�or�in�objects�
or�other�assets�for�which�purchasers�have�responsibility.�In�exchange�for�their�money,�time,�and�
effort,�service�customers�expect�to�obtain�value�from�access�to�goods,�labor,�professional�skills,�
facilities,�networks,�and�systems;�but�they�do�not�normally�take�ownership�of�any�of�the�physical�
elements�involved.�(Source:�Christopher�Lovelock�and�Lauren�Wright,�Services Marketing: People,  
Technology, Strategy,�6th�ed.,�Upper�Saddle�River,�NJ:�Prentice-Hall,�2007,�p.�6.)

A�service�system�is�a�value-coproduction�configuration�of�people,�technology,�other�internal�
and�external�service�systems,�and�shared�information�(such�as�language,�processes,�metrics,�
prices,�policies,�and�laws).�(Source:�Jim�Spohrer,�Paul�Maglio,�John�Bailey,�and�Daniel�Gruhl,�
Computer,�January�2007,�p.�72.)

Facilitating Role of Services in an Economy

As�shown�in�Figure�1.1,�services�are�central�to�the�economic�activity�in�any�society.�Infra-
structure�services,�such�as�transportation�and�communications,�are�the�essential�founda-
tion�of�an�economy.�Both�infrastructure�and�distribution�services�function�as�economic�
intermediaries�and�as�the�channel�of�distribution�to�the�final�consumer.�Infrastructure�and�
distribution�services�are�a�prerequisite�for�an�economy�to�become�industrialized;�therefore,�
no�advanced�society�can�be�without�these�services.

In�an�industrialized�economy,�specialized�firms�can�supply�business�services�to�manu-
facturing�firms�more�cheaply�and�efficiently�than�manufacturing�firms�can�supply�these�
services�for�themselves.�Thus,�we�find�advertising,�consulting,�and�other�business�services�
being�provided�for�the�manufacturing�sector�by�service�firms.

Except� for� basic� subsistence� living,� where� individual� households� are� self-sufficient,��
service� activities� are� absolutely� necessary� for� the� economy� to� function� and� to� enhance��
the�quality�of�life.�Consider,�for�example,�the�importance�of�a�banking�industry�to�transfer�
funds�and�a�transportation�industry�to�move�food�products�to�areas�that�cannot�produce�
them.�Moreover,�a�wide�variety�of�personal�services,�such�as�restaurants,�lodging,�and�child�
care,�have�been�created�to�move�former�household�functions�into�the�economy.�In�fact,�the�
consumer�performing�self-service�activities�is�a�service�contributor�often�using�technology�
(e.g.,�boarding�kiosk)�to�eliminate�non-value-adding�tasks�or�affording�personalization�and�
control�(e.g.,�online�brokerage).
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Government� services� play� a� critical� role� in� providing� a� stable� environment� for�
investment� and� economic� growth.� Services� such� as� public� education,� health� care,� well-�
maintained�roads,�safe�drinking�water,�clean�air,�and�public�safety�are�necessary�for�any�
nation’s�economy�to�survive�and�people�to�prosper.

Increasingly,� the� profitability� of� manufacturers� depends� on� exploiting� value-added�
services.� For� example,� automobile� manufacturers� have� discovered� that� financing� and/�
or�leasing�automobiles�can�achieve�significant�profits.�Otis�Elevator�long�ago�found�that�
revenues�from�after-sales�maintenance�contracts�far�exceed�the�profits�from�elevator�equip-
ment�sales.�This�revenue�enhancement�strategy�by�manufacturers�of�deliberately�coupling�
a�service�with�their�product�is�referred�to�as�servitization.�Almost�every�product�today�has�
a�service�component.

Thus,�it�is�imperative�to�recognize�that�services�are�not�peripheral�activities�but�rather�
integral�parts�of�society.�They�are�central�to�a�functioning�and�healthy�economy�and�lie�at�
the�heart�of�that�economy.�Finally,�the�service�sector�not�only�facilitates�but�also�makes�
possible�the�goods-producing�activities�of�the�manufacturing�sectors.�Services�are�the�cru-
cial�ingredient�for�today’s�global�economy.

Economic Evolution

In� the� early� 1900s,� only� 3� of� every� 10� workers� in� the� United� States� were� employed� in�
the� services� sector.� The� remaining� workers� were� active� in� agriculture� and� industry.��
By� 1950,� employment� in� services� accounted� for� 50� percent� of� the� workforce.� Today,��
services�employ�about�8�out�of�every�10�workers.�Since�WWII,�we�have�witnessed�a�major�
evolution�in�sector�employment�from�being�predominantly�manufacturing�and�agriculture�
to�being�predominantly�services.�This�change� in�employment�opportunities�has�made�a�
significant�impact�on�culture,�demographics,�and�education.

Economists�studying�economic�growth�are�not�surprised�by�these�events.�Colin�Clark�
argues�that�as�nations�become�industrialized,�there�is�an�inevitable�shift�of�employment�
from�one�sector�of�the�economy�to�another.1�As�productivity�(output/labor-hour)�increases�
in�one�sector,�the�labor�force�moves�into�another.�This�observation,�known�as�the�Clark-
Fisher hypothesis,�leads�to�a�classification�of�economies�by�noting�the�activity�of�the�major-
ity�of�the�workforce.

FIGURE 1.1
Role of Services in an 
Economy

Source:�Bruce�R.�Guile�and�James�
Brian�Quinn,�eds.,�Technology in 
Services: Policies for Growth, Trade, 
and Employment,�Washington,�D.C.:�
National�Academy�Press,�1988,�
p.�214.
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• Consulting
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• Advertising
• Waste disposal
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Figure� 1.2� describes� a� hierarchy� of� economic� activity.� Many� economists,� including�
Clark,�limited�their�analyses�to�only�three�stages,�of�which�the�tertiary�stage�was�simply�
services.�We�have�subdivided�the�service�stage�to�create�a�total�of�five�stages.

Today,�an�overwhelming�number�of�countries�still�are� in�a�primary�stage�of�develop-
ment.�These� economies� are�based�on�extracting�natural� resources� from� the� land.�Their�
productivity�is�low,�and�income�is�subject�to�fluctuations�based�on�the�prices�of�commodi-
ties�such�as�sugar�and�copper.�In�much�of�Africa�and�parts�of�Asia,�more�than�70�percent�
of�the�labor�force�is�engaged�in�extractive�activities.

Figure�1.3�shows� the� rapid� increase� in�service�employment� in� the�United�States�and�
illustrates�the�almost�mirror�image�decline�in�agriculture�employment.�This�sector�employ-
ment�trajectory�is�repeated�for�all�of�the�nations�represented�in�Table�1.1.�We�can�observe�
that�migration�to�services�is�a�predictable�evolution�in�the�workforce�of�all�nations,�and�
successful�industrial�economies�are�built�on�a�strong�service�sector.�Furthermore,�competi-
tion�in�services�is�global.�Consider�the�growth�of�Indian�call�centers�and�British�financial�
services.�Trade� in� services� remains�a� challenge,�however,�because�many�countries� erect�
barriers� to�protect�domestic� firms.� India� and�Mexico,� for� example,�prohibit� the� sale�of�
insurance�by�foreign�companies.

Stages of Economic Development

Describing�where�our�society�has�been,�its�current�condition,�and�its�most�likely�future�is�
the�task�of�social�historians.�Daniel�Bell,�a�professor�of�sociology�at�Harvard�University,�
has�written�extensively�on�this�topic,�and�the�material�that�follows�is�based�on�his�work.2��
To� place� the� concept� of� a� postindustrial� society� in� perspective,� we� must� compare� its��
features�with�those�of�preindustrial�and�industrial�societies.

Preindustrial Society
The�condition�of�most�of�the�world’s�population�today�is�one�of�subsistence,�or�a�preindus-
trial society.�Life� is�characterized�as�a�game�against�nature.�Working�with�muscle�power�
and�tradition,�the�labor�force�is�engaged�in�agriculture,�mining,�and�fishing.�Life�is�condi-
tioned�by�the�elements,�such�as�the�weather,�the�quality�of�the�soil,�and�the�availability�of�
water.�The�rhythm�of�life�is�shaped�by�nature,�and�the�pace�of�work�varies�with�the�seasons.�
Productivity�is�low�and�bears�little�evidence�of�technology.�Social�life�revolves�around�the�
extended�household,�and�this�combination�of�low�productivity�and�large�population�results�
in� high� rates� of� underemployment� (workers� not� fully� utilized).� Many� seek� positions� in�
services,�but�of�the�personal�or�household�variety.�Preindustrial�societies�are�agrarian�and�
structured�around�tradition,�routine,�and�authority.

FIGURE 1.2
Stages of Economic 
Activity

Quinary (Extending Human Potential):
Health, Education, Research, Arts, Recreation

Quaternary (Trade and Commerce):
Transportation, Communications, Retailing, Finance, Government

Tertiary (Domestic Services): Restaurants, Hotels, Laundry, Maintenance

Secondary (Goods-producing): Manufacturing, Processing

Primary (Extractive): Agriculture, Mining, Fishing, Forestry
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Industrial Society
The�predominant�activity�in�an�industrial society�is�the�production�of�goods.�Energy�and�
machines�multiply�the�output�per�labor-hour�and�structure�the�nature�of�work.�Division�of�
labor�is�the�operational�“law”�that�creates�routine�tasks�and�the�notion�of�the�semiskilled�
worker.�Work�is�accomplished�in�the�artificial�environment�of�the�factory,�and�people�tend�
the�machines.�Life�becomes�a�game�that�is�played�against�a�fabricated�nature—a�world�of�
cities,� factories,�and�tenements.�The�rhythm�of� life� is�machine-paced�and�dominated�by�
rigid�working�hours�and�time�clocks.�Of�course,�the�unrelenting�pressure�of�industrial�life�
is�ameliorated�by�the�countervailing�force�of�labor�unions.

An�industrial�society�is�a�world�of�schedules�and�acute�awareness�of�the�value�of�time.�
The�standard�of�living�becomes�measured�by�the�quantity�of�goods,�but�note�that�the�com-
plexity�of�coordinating�the�production�and�distribution�of�goods�results�in�the�creation�of�
large� bureaucratic� and� hierarchic� organizations.� These� organizations� are� designed� with�
certain�roles�for�their�members,�and�their�operation�tends�to�be�impersonal,�with�persons�
treated�as�interchangeable.�The�individual�is�the�unit�of�social�life�in�a�society�that�is�con-
sidered�to�be�the�sum�total�of�all�the�individual�decisions�being�made�in�the�marketplace.

Postindustrial Society
While�an�industrial�society�defines�the�standard�of�living�by�the�quantity�of�goods,�the�postin-
dustrial society�is�concerned�with�the�quality�of�life,�as�measured�by�services�such�as�health,�
education,�and�recreation.�The�central�figure�is�the�professional�person,�because�rather�than�
energy� or� physical� strength,� information� is� the� key� resource.� Life� now� is� a� game� played�
among�persons.�Social�life�becomes�more�difficult�because�political�claims�and�social�rights�
multiply.�Society�becomes�aware�that�the�independent�actions�of�individuals�and�organiza-
tions�can�combine�to�create�havoc�for�everyone,�as�evidenced�by�environmental�pollution�
and�traffic�congestion.�The�community�rather�than�the�individual�becomes�the�social�unit.

Bell�suggests�that�the�transformation�from�an�industrial�to�a�postindustrial�society�
occurs�in�many�ways.�First,� there�is�a�natural�development�of�services,�such�as�trans-
portation�and�utilities,� to�support� industrial�development.�As�laborsaving�devices�are�
introduced� into� the� production� process,� more� workers� engage� in� nonmanufacturing�
activities,�such�as�maintenance�and�repair.�Second,�growth�of�the�population�and�mass�
consumption� of� goods� increase� wholesale� and� retail� trade,� along� with� banking,� real�

FIGURE 1.3
Trends in U.S. 
Employment by Sector, 
1850–2015

Source:�http://www.census.gov/
library/publications/1975/compendia/�
hist_stats_colonial-1970.html;��
http://www.census.gov/library/
publications/2011/compendia/
statab/131ed.html;�http://www.bls.
gov/emp/ep_table_101.htm.
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estate,�and�insurance.�Third,�as�income�increases,�the�proportion�spent�on�the�necessi-
ties�of�food�and�home�decreases,�and�the�remainder�creates�a�demand�for�durables�and�
then�for�services.

Ernst�Engel,�a�Prussian�statistician�of�the�19th�century,�observed�that�as�family�incomes�
increase,�the�percentage�spent�on�food�and�durables�drops�while�consumption�of�services�
that�reflect�a�desire�for�a�more�enriched�life�increases�correspondingly.�This�phenomenon�
is�analogous� to� the�Maslow�hierarchy�of�needs,�which�says� that�once� the�basic� require-
ments�of�food�and�shelter�are�satisfied,�people�seek�physical�goods�and,�finally,�personal�
development.�However,�a�necessary�condition�for�the�“good�life”�is�health�and�education.�
In�our�attempts�to�eliminate�disease�and�increase�the�span�of�life,�health�services�become�
a�critical�feature�of�modern�society.

Higher�education�becomes�the�condition�for�entry�into�a�postindustrial�society,�which�
requires�professional�and�technical�skills�of�its�population.�Also,�claims�for�more�services�
and�social�justice�lead�to�a�growth�in�government.�Concerns�for�environmental�protection�
require�government� intervention�and�illustrate�the� interdependent�and�even�global�char-
acter�of�postindustrial�problems.�Table�1.2�summarizes�the�features�that�characterize�the�
preindustrial,�industrial,�and�postindustrial�stages�of�economic�development.

Nature of the Service Sector

For� many� people,� service� is� synonymous� with� servitude� and� brings� to� mind� workers��
flipping�hamburgers�and�waiting�on�tables.�However,� the�service�sector� that�has�grown�
significantly�over�the�past�century�cannot�be�described�accurately�as�composed�only�of�
low-wage�or�low-skill�jobs�in�hotels�and�fast-food�restaurants.�Instead,�as�Figure�1.4�shows,�
approximately�27�percent�of�the�total�employment�in�2014�occurred�in�high-skill�service�
categories�such�as�professional�and�business�services,�health�care�and�social�assistance,�
and�educational�services.

Changes�in�the�pattern�of�employment�will�have�implications�on�where�and�how�people�
live,�on�educational�requirements,�and,�consequently,�on�the�kinds�of�organizations�that�will�
be�important�to�that�society.�Industrialization�created�the�need�for�the�semiskilled�worker�
who�could�be�trained�in�a�few�days�to�perform�the�routine�machine-tending�tasks.�The�sub-
sequent�growth�in�the�service�sector�has�caused�a�shift�to�white-collar�occupations.�In�the�
United�States,�the�year�1956�was�a�turning�point.�For�the�first�time�in�the�history�of�industrial�
society,�the�number�of�white-collar�workers�exceeded�the�number�of�blue-collar�workers,�and�
the�gap�has�been�widening�since�then.�The�most�interesting�growth�has�been�in�the�manage-
rial�and�professional–technical�fields,�which�are�jobs�that�require�a�college�education.

Features

Society Game
Predominant 
Activity

Use of  
Human  
Labor

Unit of  
Social Life

Standard  
of Living 
Measure Structure Technology

Preindustrial Against  
nature

Agriculture 
Mining

Raw muscle 
power

Extended 
household

Subsistence Routine 
Traditional 
Authoritative

Simple hand  
tools

Industrial Against  
fabricated  
nature

Goods- 
production

Machine- 
tending

Individual Quantity of 
goods

Bureaucratic 
Hierarchical

Machines

Postindustrial Among  
persons

Services Artistic  
Creative 
Intellectual

Community Quality of  
life in terms  
of health,  
education, 
recreation

Inter-
dependent  
Global

Information

TABLE 1.2
Comparison of Societies
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Today,� service� industries� are� the� source� of� economic� leadership.� During� the� past��
30�years,�more�than�44�million�new�jobs�have�been�created�in�the�service�sector�to�absorb��
the� influx� of� women� into� the� workforce� and� to� provide� an� alternative� to� the� lack� of��
job�opportunities�in�manufacturing.�The�service�industries�now�account�for�approximately�
70�percent�of�the�national�income�in�the�United�States.�Given�that�there�is�a�limit�to�how�
many� cars� a� consumer� can�use� and�how�much�one� can� eat� and�drink,� this� should�not�
be�surprising.�The�appetite�for�services,�however,�especially�innovative�ones,�is�insatiable.�
Among�the�services�presently�in�demand�are�those�that�reflect�an�aging�population,�such�
as�geriatric�health�care,�and�others�that�reflect�a�two-income�family,�such�as�day�care.

During�the�past�four�recessions�in�the�United�States�(the�exception�being�the�2008�bank�
crash),�employment�by�service�industries�fell�much�less�than�the�loss�of�jobs�in�manufac-
turing.�This�suggests�that�consumers�are�willing�to�postpone�the�purchase�of�products�but�
will�not� sacrifice�essential� services� like�education,� telephone,�banking,�health�care,� and�
public�services�such�as�fire�and�police�protection.

Several� reasons� can� explain� the� recession-resistant� nature� of� services.� First,� by� their�
nature,�services�cannot�be�inventoried,�as�is�the�case�for�products.�Because�consumption�
and�production�occur� simultaneously� for� services,� the�demand� for� them� is�more� stable�
than�that�for�manufactured�goods.�When�the�economy�falters,�many�services�continue�to�
survive.�Hospitals�keep�busy�as�usual,�and,�while�commissions�may�drop�in�real�estate�and�
insurance,�employees�often�need�not�be�laid�off.

Second,�during�a� recession,�both�consumers� and�business� firms�defer� capital� expen-
ditures� and� instead� fix� up� and� make� do� with� existing� equipment.� Thus,� service� jobs� in��
maintenance�and�repair�are�created.

The Experience Economy

The�nature�of�the�service�economy�has�moved�past�the�transactional�nature�of�services�to�
one�of�experience-based�relationships.�Consider�how�Starbucks�and�Disney�World�have�
defined� their� respective� services� as� an� experience.� Table� 1.3� describes� the� features� of�
different�economies�in�the�historical�evolution�from�agrarian�to�experience.�To�appreci-
ate� the� subtle� differences,� pay� particular� attention� to� the� words� used� to� describe� each�
economy.�Note�that�the�experience economy�is�further�divided�into�consumer�services�and�
business�services.

FIGURE 1.4
Distribution of U.S. 
Employment by Industry, 
2014.

Source:�http://www.bls.gov/emp/
ep_table_201.htm.
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