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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 decline and
may even disappear as new business models and industries emerge. Competitive activity is
fierce, with firms often using new strategies and technologies to respond to changing customer
needs, expectations, and behaviors. This book has been written in response to the global
transformation of our economies to services. Clearly, the 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 2nd edition. It captures the reality of today’s world, incorporates
recent academic and managerial thinking, and illustrates cutting-edge service concepts.

This book is based on Services Marketing: People, Technology, Strategy, 8th edition (World Scientific,
2015). 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 are meant
to appeal to undergraduate and polytechnic students.

WHAT'S NEW IN THIS EDITION?

The 3rd edition represents a significant revision. Its contents reflect ongoing developments
in the service economy, dramatic developments in technology, new research findings, and
enhancements to the structure and presentation of the book in response to feedback from
reviewers and adopters.

New Structure, New Topics

P Almost all chapters are now structured around an erganizing framework that provides a
pictorial overview of the chapter’s contents and line of argument.

P New applications of technology are integrated throughout the text, ranging from apps,
M-commerce and social networks, to robots, artificial intelligence, and biometrics.

P Each of the 15 chapters has been revised. All chapters incorporate new examples and
references to recent research. Significant changes in chapter content are highlighted below.

P Chapter 1, “Introduction to Services Marketing,” now explores the nature of the modern
service economy more deeply and covers B2B services, outsourcing, and offshoring.
Furthermore, the Service-Profit Chain was moved here to serve as a guiding framework
for the book (it was featured in Chapter 15 in the previous edition).

P Chapter 2, “Consumer Behavior in a Services Context,” also covers the post-consumption
behaviors, including service quality, its dimensions and measurement (including SERVQUAL),
and how quality relates to customer loyalty. This section was in Chapter 14 in the previous

edition.




P Chapter 7, “Promoting Services and Educating Customers,” is now tightly organized
around the 5 Ws model, a new section on the services marketing communications funnel
was added, and the coverage of new media (including social media, mobile, apps, and QR
codes) was significantly expanded.

» Chapter 8, “Designing Service Processes,” has a new section on emotionprints and covers
service blueprinting in more depth.

P Chapter 11, “Managing People for Service
Advantage,” has new sections on a service-
oriented culture, how to build a climate for

service, and effective leadership in service o
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instead of the appendix as in the earlier
edition. These are TQM, ISO 9000, Six
Sigma, and the Malcolm-Baldrige and
EFQM.

P Chapter 15, “Building a Service
Organization that Wins,” was completely
restructured to provide a recap and
integration of the key themes of Services
Marketing, 8th edition. It now features
an auditing tool to assess the service
level of an organization. It emphasizes
the impact of customer satisfaction on
long-term profitability and closes with
a call to action.

FOR WHAT TYPES OF COURSES CAN THIS BOOK BE USED?

This text is suitable for courses directed at undergraduate and polytechnic students equally.
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 management level.

Whatever the job is in the services industry, a person has to understand the close ties that
link the marketing, operations, and human resources functions in service firms. With that
perspective in mind, we have designed the book 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?

The third edition of ESM retains some of the
key features that have made it successful, and
improves on other aspects of the textbook to help
students understand services marketing more
effectively. These features include the following:

P You'll find that this text takes a strongly
managerial perspective, yet is rooted in
solid academic research, complemented
by memorable frameworks. Our goal is to
bridge the all-too-frequent gap between

theory and the real world.
P The text is organized around an integrated
Jramework the reader immediately can
relate to. The framework cascades across
the entire book. Furthermore, each
chapter provides a succinct chapter

overview in pictorial form.

P We worked hard to create a text that is

clear, readable, and focused.

OPENING

Aterrible ice storm in the East Coast of the United States
caused hundreds of passengers to be trapped for 11 hours
inside JetBlue planes at the John . Kennedy International
Airport in NewYork. These passengers were furious because
JetBlue personnel did nothing to get them off the planes. In
addition, JetBlue cancelled more than 1,000 flights over six
days, leaving even more passengers stranded. This incident
cancelled out much that JetBlue had done right to become.
one of the strongest customer service brands in the United
States. The company was going to be ranked number four
by Business Week i aist of top 25 customer service leaders
but was pulled from the rankings due to this service failure.
What happened?
There was no service recovery plan. No one~—not the pilot the
flight attendants, or the station manager—had the authority
togetthe passengers off the plane. JetBlue’s offer of refunds
andtravel vouchers did not seem to reduce the anger of the
passengers who had been stranded for so many hours. David
Negleman, JetBlue's CEO at the time, sent a personal e-mail
toall customers i the company's database to explain what
caused the problem, apologize profusely, and detil s service
recovery efforts. He even appeared on late-night television
to apologize, and he admitted that the airline should have
had better contingency planning. However, the airline still
had a long way to go to repair the damage done.

Gradually, JetBlue rebuilt its reputation, starting with its
new Customer Bill of Rights. The bill required the airline.

to provide vouchers o refunds in certain situations when
flights were delayed. Neeleman also changed JetBlue's
information systems to keep track of the locations ofits crew
and trained staff at the headquarters to help out at the airport.
‘when needed. Allthese activities were aimed at helping the
company climb its way back up to the heights it fell from.
By 2014, JetBlue Airways was back on the list of J. D. Power
Customer Service Champions for many consecutive years.
(J. D. Power and Associates conducts customer satisfaction
research based on survey responses from
customers worldwide.) This
at JetBlue's customers had
jvenits service failure and were
arting its efforts to deliver continued
ce excellence.
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P An easy-to-read text that works
hand-in-hand with visuals that make important
concepts accessible.
P Aglobal perspective. Examples were carefully
selected from America, Europe and Asia.
P Systematic learning approach. Each
chapter has clear learning objectives, an
organizing framework that 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.
P Opening vignettes and boxed inserts within
the chapters are designed to capture student
interest and provide opportunities for in-class
discussions. They describe significant research
findings, illustrate practical applications of
important service marketing concepts, and
describe best practices by innovative service

organizations.






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

PRIMARY
CHAPTERS
1 Sullivan Ford Auto World 1
2 Dr. Beckett’s Dental Ofhice All chapters
3 Uber 3
4 Banyan Tree 3,4
5 Kiwi Experience 4,5,7
6 The Accra Beach Hotel 6
7 Revenue Management of Gondolas 6
8 Aussie Pooch Mobile 7
9 Shouldice Hospital Limited (Abridged) 8,9, 10
10 Red Lobster 11
11 Singapore Airlines 11, 15
12 Dr. Mahalee Goes to London 12
13 The Royal Dining Membership Program Dilemma 12
14 Customer Asset Management at DHL in Asia 13
15 Starbucks 11,12, 14, 15
16 Lux Resorts* 11,12, 14, 15
17 KidZania All chapters



SECONDARY

CHAPTERS

CONTINENT

COUNTRY

INDUSTRY

2,10

4,5,7,12
5,11
3,11

11, 14

3,4,8

4,5,8,9,10, 11
2,3

Americas
Americas
Asia/Americas
Asia/Global
Oceania
Americas
Europe
Australia
Americas
Americas
Global
Europe
Asia
Asia
Global
Asia/ Global
Global

United States
United States

China/United States

New Zealand
Barbados
[taly
Australia
Canada/United States

United States

United Kingdom
Hong Kong

Mauritius

Automobile Servicing
Medical
Transportation
Resort
Tourism
Resort
Tourism
Pet Grooming
Medical
Food & Beverage
Airline
Private Banking
Food and Beverage
Logistics
Food and Beverage
Resort

Edutainment Park



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

18
19
20
21
22
23
24
25
26
27
28
29
30

Susan Munro, Service Consumer

Bouleau & Huntley

Hotel Imperial

Jollibee Foods Corporation

TLContact: Care Pages Service (A + B)

Giordano: Positioning for International Expansion
Revenue Management at Prego Italian Restaurant
Managing Word-of-Mouth: Referral Incentive Program that Backfired
Menton Bank

Massachusetts Audubon Society

Bossard Asia Pacific: Can It Make Its CRM Strategy Work?
The Broadstripe Service Guarantee

NLB

PRIMARY

CHAPTERS

2,3
3,4
3,4

3,5
6,8,9
5
11
17
12
13
8,11, 14



SECONDARY
CHAPTERS CONTINENT COUNTRY INDUSTRY

Americas United States Range of B2C Services
3 Asia/Americas Philippines/United States ~Management Consulting/Auditing
Europe Eastern Europe Hotel/Hospitality
Asia Philippines Fast Food
Global Online Service
11 Asia/Global Clothing Retailing
Asia Singapore Food and Beverage
Asia Vietnam Insurance
Americas United States Banking
3 Americas United States Nature Conservation
Asia Singapore Industrial Supplies
Americas United States Cable Service

15 Continent Asia Singapore Library
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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 page
references and difficulty level provided for each question. Contents are classified into general
and application. This is available in TestGen format, a test-generating program, which 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.

Video Bank: A list of website links that features corporate videos and advertisements to relate
concept to application.

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

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

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

Chapter 1 Introduction to Services Marketing

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

The framework shown in Figure 1.1 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 Consumer Behavior in a Services Context

Chapter 2 provides a foundation for understanding consumer needs and behavior related to services.
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

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) analysis links to a
firm's positioning strategy. The core of the chapter is then organized around the three key elements
of positioning—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
attracting their target segment.
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introduction to

SERVICES
MARKETING

Understand how services contribute
to a country’s economy.

Know the principal industries of the
service sector.

Identify the powerful forces that are
transforming service markets.

Understand how BZB services improve
the productivity of individual firms and
drive economic development.

Define services using the
non-ownership framework.

Identify the four broad “processing”
categories of services.

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

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

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

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

6 LO 11 Understand the implications of the
Service—Profit Chain for service
management.

6 LO 12 Know the framework for developing
effective services marketing
strategies.




VIGNETTE

Introduction to the World of Services Marketing

Figure 1.2 Happy vacationer
on a cruise vacation.
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Why Study Services
* Services dominate the global economy

* Most new jobs are generated by services
e Understanding services offers personal

competitive advantage

|

Service Sector Industries

In order of contribution to U.S. GDP:

* Government services

¢ Real estate

¢ Business and professional services

¢ Wholesale and retail trade

e Transport, utilities, and communications
¢ Finance and insurance

¢ Healthcare services

¢ Accommodation and food services

 Arts, entertainment, and recreation services

* Other private sector services

Key Trends

General Trends

* Government policies
e Social changes

* Business trends

e Advances in IT

¢ Globalization

B2B Services Growth

* Qutsourcing

e Offshoring

 Firms increasing focus on core
competencies

e Increasing specialization of economies

e Increasing productivity through R&D

Functions

Need to be tightly
integrated as together
they shape the customer

Definition of Services

e Services provide benefits without ownership

* Services are economic activities performed by one party to another. Often
time-based, these performances bring about desired results to recipients,
objects, or other assets. In exchange for money, time, and effort, service
customers expect value from access to labor, skills, expertise, goods,
facilities, networks, and systems.

Categories of Services by Type of Processing

* People processing (e.g., passenger transport, hairstyling)
 Possession processing (e.g., freight transport, repair services)
 Mental stimulus processing (e.g., education)

e Information processing (e.g., accounting)

!

Services Pose Distinct Marketing Challenges

Services tend to have four frequently cited characteristics: intangibility,

heterogeneity (variability of quality), inseparability of production and

consumption, and perishability of output, or /HIP for short. Key implications

of these features include:

* Most services cannot be inventoried (i.e., output is perishable)

« Intangible elements typically dominate value creation (i.e., services are
physically intangible)

e Services are often difficult to understand (i.e., services are mentally
intangible)

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

* People (service employees) may be part of the service product and
experience

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

e The time factor often assumes great importance (e.g., capacity
management)

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

!

e Leadership

!

Service-Profit Chain Putting Service Strategy into Action
Shows the tight links This books is structured around an integrated model of
between services marketing and management that covers:

* Understanding Service Products, Consumers and Markets

experience, especially: » *Internal quality and IT . *Applying the 4 Ps of Marketing to Services

* Marketing

¢ Operations

* Human resources
¢ Information

technology
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e Employee engagement * Designing and Managing the Customer Interface using the

* Customer value,
satisfaction, and loyalty Physical Environment)

e Profitability and growth * Developing Customer Relationships

additional 3 Ps of Services Marketing (Process, People, and

» Striving for Service Excellence

Figure 1.3 Anintroduction to services marketing.



WHY STUDY SERVICES? QLo

( :onsider this paradox: we live in a service-driven economy, yet most business schools Understand how services
p : Yy contribute to a country’s

continue to teach marketing from a manufacturing perspective. If you have already economy.
taken a course in marketing, you have probably learned about marketing manufactured
products rather than services. Fortunately, a growing and enthusiastic group of scholars,

consultants, and educators, including the authors of this book, has chosen to focus
on services marketing. This book aims to provide you with the knowledge and skills
that are necessary and relevant in tomorrow’s business environment.

Services Dominate the Global Economy

The size of the service sector is increasing in almost all countries around the world. As
an economy develops, the relative share of employment between agriculture, industry,
and services changes dramatically." Even in emerging

economies, the service output represents at least half of the

Gross Domestic Product (GDP). Figure 1.4 shows how an

economy becomes increasingly service-dominated over time

as the per capita income rises. In Figure 1.5, we see that  gpare of
the service sector already accounts for almost two-thirds ~ Employment

of the value of the global GDP.

Figure 1.6 shows the relative size of the service sector in
various large and small economies. Services account for Industry
65% to 80% of the GDP in most developed nations.
One exception is South Korea, a manufacturing-oriented
country, whose service sector contributes only 58% to Time, Per Capita Income

the GDP. Jersey, the Bahamas, and Bermuda—all small

islands with a similar economic mix—are home to the Figure 1.4 Changing structure of employment as an economy
develops.

world’s most service-dominated economies. Luxembourg
(86%) has the most service-dominated economy in the

European Union. Panama’s strong showing (78%) reflects W
not only the operation of the Panama Canal, but also International Monetary Fund, 1997.
related services such as container ports, flagship registry,

and a free port zone, as well as financial services, insurance,

1 0,
and tourism (Figure 1.7). Agriculture, 6%

On the opposite end of the scale is China (46%), an emerging

economy dominated by a substantial agricultural sector as

well as booming manufacturing and construction industries. _ Manufacturing, 31%
Services, 63%

However, China’s economic growth is now leading to an
increase in demand for business and consumer services.

Most New Jobs Are Generated by Figure 1.5 Contribution of services industries to GDP
Services globally.

Due to the rapid growth of the service sector in virtually all W
countries :ilround thf': W?rld’ new) ob f:reatlon comes m:junly Data from The World Factbook 2015, Central Intelligence Agency, www.cia.
from services. Service jobs do not just refer to relatively gov, accessed January 22, 2015.
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Jersey (96%) Bermuda (94%), Hong Kong (93%), Bahamas (91%)

Luxembourg (86%), Barbados (83%), Singapore (80%)

USA (79%), U.K. (79%), France (79%), Panama (78%), Belgium (77%), Australia (75%)
Germany (74%), Japan (73%), Switzerland (73%), Canada (70%), Fiji (70%)

Taiwan (69%), Croatia (69%), South Africa (68%), Brazil (68%), Israel (66%)

Turkey (64%), Poland (63%), Argentina (61%), Chile (61%), Mexico (60%)

Russia (58%), South Korea (58%), India (57%), Philippines (57%), Bangladesh (54%)
Malaysia (48%), China (46%), Thailand (44%)

Indonesia (39%), Laos (38%), Saudi Arabia (36%)

Services as Percent of GDP

T T T T T T T T T
1 20 30 40 50 60 70 80 90

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

Data from The World Factbook 2015, Central Intelligence Agency, www.cia.gov, accessed January 22, 2015.

low-paid front-line jobs. Rather, some of the fastest economic growth
is in knowledge-based industries, such as professional and business
services, education, and healthcare.” These well-paid jobs require
good educational qualifications and offer attractive careers.

Understanding Services Offers Personal
Competitive Advantage

This book is in response to the global transformation of our economies
toward services. It discusses the distinctive characteristics of services
and the ways in which they affect both customer behavior and
marketing strategy. There is a high probability that you will spend
most of your working life in service organizations. The knowledge

Figure 1.7 The Panama gained from studying this book may create a competitive advantage
Canal forms the backbone of for your own career, and even encourage you to think about starting
Panama’s service economy. your own service business!

- WHAT ARE THE PRINCIPAL INDUSTRIES OF THE
o2 SERVICE SECTOR?

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

Contribution to Gross Domestic Product

Look at Figure 1.8 to see how much value each of the major service industry groups
contributes to the U.S. GDP. Would you have guessed that real estate, rental, and
leasing constitute the largest for-profit service industry sector in the United States,
accounting for 13% (almost one-cighth) of the GDP in 2013? Over 90% of this figure
comes from such activities as renting residential or commercial property; providing
realty services to facilitate purchases, sales, and rentals; and appraising property to
determine its condition and value. The remaining 10% involves the renting or leasing

of a wide variety of other manufactured products, ranging from heavy construction
equipment (with or without operators) to office furniture, tents, and party supplies.
Another large cluster of services provides for the distribution of physical products.
Wholesale and retail trade accounts for about 11.8% of the GDT.

Other substantial industry sectors or subsectors are professional and business services
(11.8%), finance and insurance (7.2%), and healthcare (7.1%). Accommodation and
food services constitute 2.7% of the GDP. The arts, entertainment, and recreation
subsector—which includes such high-profile consumer services as spectator sports,
fitness centers, skiing facilities, museums and zoos, performing arts, casinos, golf
courses, marinas, and theme parks—collectively represents a mere 1% of the GDP.
Nevertheless, in an economy worth over $17.1 trillion, this last group of services was
still valued at an impressive $164 billion in 2013.

Government Services —

13.2%
Other Private Sector Services —
3.3%

Arts, Entertainment, and

Recreation Service 1.0% Agriculture, Forestry,
Fishing, and Mining

Accommodation and Food 7.7% Manufacturing
Services 2.7% —‘ | 12.1%

Healthcare Services
7.1%

. Real Estate
Finance and Insuranc 13.0%
7.2% '
. Utilit 4 Business and
ransport, Utilities, and 5165416 and Retail Trade Professional Services

Communications

9.1% 11.8% 11.8%
. o

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

Data from U.S. Department of Commerce, Bureau of Economic Analysis, GDP by Industry Accounts for 2013.
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