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Preface

This text is for students and businesspeople who recognize the vital role that services
play in the economy and its future. The advanced economies of the world are now
dominated by services, and virtually all companies view service as critical to retain-
ing their customers today and in the future. Manufacturing and product-dominant
companies that, in the past, have depended on their physical products for their live-
lihood now recognize that service provides one of their few sustainable competitive
advantages.

We wrote this book in recognition of the ever-growing importance of services and
the unique challenges faced by service managers.

WHY A SERVICE MARKETING TEXT?

Since the beginning of our academic careers in marketing, we have devoted our re-
search and teaching efforts to topics in service marketing. We strongly believe that
service marketing is different from goods marketing in significant ways and that it
requires strategies and tactics that traditional marketing texts do not fully reflect. This
text is unique in both content and structure, and we hope that you will learn as much
from it as we have in writing and revising it now for over 20 years. Over this time
period we have incorporated major changes and developments in the field, keeping
the book up to date with new knowledge, changes in management practice, and the
global economic trend toward services.

Content Overview

The foundation of the text is the recognition that services present special chal-
lenges that must be identified and addressed. Issues commonly encountered in
service organizations—the inability to inventory, difficulty in synchronizing de-
mand and supply, challenges in controlling the performance quality of human
interactions, and customer participation as cocreators of value—need to be artic-
ulated and tackled by managers. Many of the strategies include information and
approaches that are new to managers across industries. We wrote the text to help
students and managers understand and address these special challenges of service
marketing.

The development of strong customer relationships through quality service (and
services) are at the heart of the book’s content. The topics covered are equally
applicable to organizations whose core product is service (such as banks, trans-
portation companies, hotels, hospitals, educational institutions, professional ser-
vices, telecommunication) and to organizations that depend on service excellence
for competitive advantage (high-technology manufacturers, automotive and in-
dustrial products, information-intensive technology firms, and so on). The topics
covered also apply equally to large, well-established companies, and to smaller
entrepreneurial ventures. Rarely do we repeat material from marketing principles
or marketing strategy texts. Instead, we adjust, when necessary, standard con-
tent on topics such as distribution, pricing, and promotion to account for service
characteristics.

The book’s content focuses on knowledge needed to implement service strate-
gies for competitive advantage across industries. Included are frameworks for

vii
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customer-focused management and strategies for increasing customer satisfaction and
retention through service. In addition to standard marketing topics (such as pricing),
this text introduces students to entirely new topics that include management and mea-
surement of service quality, service recovery, the linking of customer measurement
to performance measurement, service blueprinting, current ideas related to “value
in use,” and the cocreation of value by customers. Each of these topics represents
pivotal content for tomorrow’s businesses as they structure around process rather
than task, engage in one-to-one marketing, mass customize their offerings, cocreate
value with their customers, and attempt to build strong relationships with their cus-
tomers. The cross-functional treatment of issues through integration of marketing
with disciplines such as operations information systems, and human resources is a
constant underlying theme.

New Features
This seventh edition of the text includes the following new features:

1. New or updated chapter openers in all chapters.

2. New research references and examples in every chapter with greater coverage of
new business model examples such as Airbnb, Uber, OpenTable, Mint/Intuit, and
others.

3. Greater emphasis on technology and how it is transforming service businesses;
for example, the book includes examples from application services (“apps”),
the “Gig” economy, the sharing economy, and the Internet of Things as a
service.

4. Inclusion of current theories and best practices on customer satisfaction, loyalty,
and the wallet allocation rule.

5. Increased coverage of the two current logics of marketing: service dominant logic
and service logic, both of which focus on customers as creators and cocreators of
value and value in use.

6. Focus on digital and social marketing in the communication chapter as well as
greater coverage and examples of these topics throughout the book.

7. Increased coverage of Big Data as a source of customer information and data ana-
lytics as a service.

8. More discussion and examples of strategic service initiatives and service business
models in business-to-business firms, including the trend toward service infusion
in goods-dominant companies.

9. New or improved global, technology, and strategic service features in nearly every
chapter and updated data in key charts and examples throughout the text.

Distinguishing Structure and Content Features

The text features a structure completely different from the standard 4P (marketing
mix) structure of most marketing texts. The text is organized around the gaps model
of service quality, which is described fully in Chapter 2. Beginning with Chapter 3,
the text is organized into parts around the gaps model. For example, Chapters 3 and
4 each deal with an aspect of the customer gap—customer expectations and percep-
tions, respectively—to form the focus for service marketing strategies. The manage-
rial content in the rest of the chapters is framed by the gaps model using part openers
that build the model gap by gap. Each part of the book includes multiple chapters
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with strategies for understanding and closing these critical gaps. Specific distinguish-
ing content features of the book include:

1.

12.
13.

14.

15.

16.

17.

18.

The only services marketing textbook based on the Gaps Model of Service Quality
framework, which departs significantly from other marketing and services market-
ing textbooks.

. Greater emphasis on the topic of service quality than existing marketing and

service marketing texts.

. Introduction of three service Ps to the traditional marketing mix and increased

focus on customer relationships and relationship marketing strategies.

. Significant focus on customer expectations and perceptions and what they imply

for marketers.

. A feature called “Strategy Insight” in each chapter—a feature that focuses on

emerging or existing strategic initiatives involving services.

. Increased coverage of business-to-business service applications.
. Coverage of the increasing influence of technology in services, including a current

Technology Spotlight in every chapter.

. A chapter on service recovery that includes a conceptual framework for under-

standing the topic.

. A chapter on the financial and economic impact of service quality.
10.
11.

A chapter on customer-defined service standards.

Cross-functional treatment of issues through integration of marketing with other
disciplines such as operations and human resource management.

Consumer-based pricing and value pricing strategies.

Description of a set of tools that must be added to basic marketing techniques
when dealing with services rather than goods.

An entire chapter that recognizes human resource challenges and human resource
strategies for delivering customer-focused services.

A full chapter on service innovation and design with a detailed and complete intro-
duction to service blueprinting—a technique for describing, designing, and posi-
tioning services.

An entire chapter on customers’ roles in service that recognizes the central role
that customers play in creating and cocreating value.

A chapter on the role of physical evidence, particularly the physical environment,
or “servicescape.”

“Global Feature” boxes in each chapter and expanded examples of global services
marketing.

Conceptual and Research Foundations

We synthesized research and conceptual material from many talented academ-
ics and practitioners to create this text. We rely on the work of researchers and
businesspeople from diverse disciplines such as marketing, human resources, op-
erations, information systems, and management. Because the field of services mar-
keting is international in its roots, we also have drawn from work originating around
the globe. We have continued this strong conceptual grounding in the seventh edition

by

integrating new research into every chapter. The framework of the book is
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managerially focused, with every chapter presenting company examples and strate-
gies for addressing issues in the chapter.

WHAT COURSES AND STUDENTS CAN USE THE TEXT?

In our years of experience teaching services marketing, we have found that a broad
cross section of students is drawn to learning about services marketing. Students with
career interests in service industries as well as goods industries with high service
components (such as industrial products, high-tech products, and durable products)
want and need to understand these topics. Students with an interest or background in
software, technology-based businesses, online applications, and “data as a service”
are also drawn to the course since each of these new business models is a form of ser-
vice, demanding understanding of service concepts and tools. Students who wish to
become consultants and entrepreneurs want to learn the strategic view of marketing,
which involves not just physical goods but also the myriad services that envelop and
add value to these goods. Virtually all students—even those who will work for pack-
aged goods firms—will face employers needing to understand the basics of service
marketing and management.

Although service marketing courses are usually designated as marketing elec-
tives, a large number of enrollees in our classes have been finance students seeking
to broaden their knowledge and career opportunities. Business students with human
resource, information technology, accounting, and operations majors also enroll, as
do nonbusiness students from such diverse disciplines as health administration, recre-
ation and tourism, public and nonprofit administration, law, sports management, and
library science.

Students need only a basic marketing course as a prerequisite for a service
marketing course and this text. The primary target audience for the text is service
marketing classes at the undergraduate (junior or senior elective courses), graduate
(both masters and doctoral courses), and executive student levels. Other target au-
diences are (1) service management classes at both the undergraduate and graduate
levels and (2) marketing management classes at the graduate level in which a profes-
sor wishes to provide more comprehensive teaching of services than is possible with
a standard marketing management text. A subset of chapters would also provide a
concise text for use in a quarter-length or mini-semester course. A further reduced set
of chapters may be used to supplement undergraduate and graduate basic marketing
courses to enhance the treatment of services.

HOW MANY PARTS AND CHAPTERS ARE INCLUDED IN THE BOOK,
AND WHAT DO THEY COVER?

The text material includes 16 chapters divided into seven parts. Part 1 includes an
introduction in Chapter 1 and an overview of the gaps model in Chapter 2. Part 2
considers the customer gap by examining customer expectations and perceptions.
Part 3 focuses on listening to customer requirements, including chapters covering
marketing research for services, building customer relationships, and service re-
covery. Part 4 involves aligning service strategy through design and standards and
includes chapters on service innovation and design, customer-defined service stan-
dards, and physical evidence and the servicescape. Part 5 concerns the delivery
and performance of service and has chapters on employees’ and customers’ roles
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in service delivery, as well as managing demand and capacity. Part 6 focuses on
managing services promises and includes chapters on integrated services marketing
communications and pricing of services. Finally, Part 7 examines the financial and
economic effect of service quality.

WHAT DO WE PROVIDE EDUCATORS WHO TEACH SERVICES

MARKETING?

As a team, we have accumulated more than 80 years of experience teaching the
subject of services marketing. We set out to create a text that represents the ap-
proaches we have found most effective. We incorporated all that we have learned
in our many years of teaching services marketing—teaching materials, student ex-
ercises, case analyses, research, and PowerPoint slides, which you can find online
at connect.mheducation.com, along with a comprehensive instructor’s manual and
test bank.

McGraw-Hill Connect®: connect.mheducation.com

Continually evolving, McGraw-Hill Connect® has been redesigned to provide the
only true adaptive learning experience delivered within a simple and easy-to-navigate
environment, placing students at the very center.

e Performance Analytics — Now available for both instructors and students, easy-to-
decipher data illuminates course performance. Students always know how they’re
doing in class, while instructors can view student and section performance at a glance.

e Personalized Learning — Squeezing the most out of study time, the adaptive en-
gine within Connect creates a highly personalized learning path for each student
by identifying areas of weakness and providing learning resources to assist in the
moment of need.

This seamless integration of reading, practice, and assessment ensures that the focus
is on the most important content for that individual.

Instructor Library

The Connect Management Instructor Library is your repository for additional re-
sources to improve student engagement in and out of class. You can select and use
any asset that enhances your lecture.

The Library for the seventh edition includes the following resources:

e Instructor’s Manual: The Instructor’s Manual includes sample syllabi,
suggestions for in-class exercises and projects, teaching notes for each of the
cases included in the text, and answers to end-of-chapter discussion questions
and exercises. The Instructor’s Manual uses the “active learning” educational
paradigm, which involves students in constructing their own learning experiences
and exposes them to the collegial patterns present in work situations. Active
learning offers an educational underpinning for the pivotal workforce skills
required in business, among them oral and written communication skills, listening
skills, and critical thinking and problem solving.

e PowerPoint: We have provided PowerPoint slides online for each chapter and case,
including figures and tables from the text that are useful for instructors in class. The
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full-color PowerPoint slides were created to present a coordinated look for course
presentation.

LearnSmart®

The Seventh Edition of Services Marketing is available with LearnSmart, the most
widely used adaptive learning resource, which is proven to improve grades. To im-
prove your understanding of this subject and improve your grades, go to McGraw-
Hill Connect® connect.mheducation.com, and find out more about LearnSmart.
By helping students focus on the most important information they need to learn,
LearnSmart personalizes the learning experience so they can study as efficiently as
possible.

SmartBook®

An extension of LearnSmart, SmartBook is an adaptive eBook that helps students
focus their study time more effectively. As students read, SmartBook assesses com-
prehension and dynamically highlights where they need to study more.
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Chapter One

Introduction
to Services

This chapter’s objectives are to

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

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

3. Explore the profound impact of technology on service.

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

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

All Businesses are Service Businesses'

It is frequently said that “everything is a service” and “all businesses are service
businesses.” Clearly no one would argue that brand icons like Disney, Marriott,
and Starbucks are service companies—service is the core of their business and
service excellence is a key to their success. Companies like Siemens, IBM, Cardinal
Health, and General Electric are also service providers. They compete effectively
in their industries by providing essential services like training, repair, and distribu-
tion associated with their products, but also more sophisticated services like con-
sulting, data and technology services, and business process outsourcing in their
areas of expertise. Even consumer product companies like Apple and Samsung
are service providers. For these companies, services are embedded in the prod-
ucts themselves, with smart phones and tablets providing essential services and
solutions that many of us find critical to our daily lives—even though smart phones
have existed for a very short time, and we obviously managed without them before.
Finally, most of the new business models that are popping up are service models,
many based in technology. Some, like Uber and Airbnb, are disrupting entire ser-
vice industries.

These examples illustrate the diversity of service companies that we will feature in
the text and the kinds of businesses you will learn about.
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Marriott

Marriott is always a leader in lists of “best service companies” in the United States
and the company is also high overall on Fortune’s Most Admired Company lists. One
reason for these high rankings is Marriott’s focus on commitment to its employees
and customers. At Marriott, people come first, and their first core value is “take good
care of your people, they will take good care of the customers and the customers
will come back.” This value has translated into a worldwide well-known brand name
that is the parent to 19 distinct brands of hotels. Being excellent at service—both
for customers and employees—has been one of the keys to Marriott’s success for
decades.

General Electric

Many traditional manufacturers and high-technology companies have evolved over
several decades to become service providers, and now a number of them are
evolving further into data-driven service businesses. General Electric (GE) is prime
example of a company that is transitioning its core growth strategies to focus on
digital services and services built around data spun off from its products. Just as
Jack Welch, former CEO, transformed the company into a service giant, its current
CEO Jeff Immelt is focused on a digital transformation of the company to make it a
top 10 software and digital services company by 2020. A popular GE ad campaign
featuring a young man named Owen demonstrates the company’s commitment to
digital transformation of industries and its desire to hire people like Owen to move
it forward.

Apple

In many industries, products are becoming a vehicle for service provision. Nowhere
is this more obvious than in consumer electronics. Every app that you have on your
smart phone promises to provide you with information, entertainment, purchasing
opportunities, or unique solutions for your everyday life—all of these are services.
The phone itself is really just a “container” for the services it provides. Apple’s sta-
tus as a service business was recognized when the company was ranked third for
service among all companies by 24/7 Wall Street. Apple continues to stay on the
forefront of technology and product design, but it is always geared to providing cus-
tomers with the innovative services and solutions they have come to expect and
depend on from the company.

Uber

Technology, collaboration, and the sharing economy are giving rise to many new
services today. Some are short-lived, while others seem to have real staying power.
Uber’s rapid rise as a prominent, disruptive business model in the personal trans-
portation industry is one of the best known examples. Technology has made Uber’s
business model possible, and consumer willingness to collaborate underlies its suc-
cess. Through technology Uber is able to link individual drivers, driving their own
personal cars, with customers who are seeking a ride. The technology tracks loca-
tions, availability, payment, and evaluations of both drivers and riders, making the
service extremely efficient and yet customized. Although it is facing challenges from
regulated taxis and others, Uber’s rapid expansion globally is a testament to the
robustness of the service model.
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As the chapter opener suggests, services are prevalent across industries, service strat-
egies can be very profitable, and technology and digital transformation of compa-
nies and industries is driving growth and innovation in services. Yet, the University
of Michigan’s American Customer Satisfaction Index has consistently shown lower
scores for services when compared to other products.” Given the economic growth in
services, their profit and competitive advantage potential, and the overall lower levels
of customer satisfaction for services, it seems that the potential and opportunities for
companies that can excel in service marketing, management, and delivery have never
been greater.

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

WHAT ARE SERVICES?

Put in the most simple terms, services are deeds, processes, and performances pro-
vided, coproduced, or cocreated by one entity or person for and/or with another
entity or person. Our chapter opener and the four company examples illustrate the
range of meanings and types of companies that offer services today. Although we
will rely on the simple, broad definition of services, you should be aware that over
time services and the service sector of the economy have been defined in subtly dif-
ferent ways. The variety of definitions can often explain the confusion or disagree-
ments people have when discussing services and when describing industries that
constitute the service sector of the economy. Compatible with our simple, broad
definition is one that defines services to include “all economic activities whose out-
put is not a physical product or construction, is generally consumed at the time it
is produced, and provides added value in forms (such as convenience, amusement,
timeliness, comfort, or health) that are essentially intangible concerns of its first
purchaser.”® The breadth of industries making up the service sector of the U.S. econ-
omy is illustrated in Figure 1.1.

Service Industries, Service as a Product, Customer Service,
and Derived Service

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

Service industries and companies include those industries and companies typi-
cally classified within the service sector where the core product is a service. All of
the following companies can be considered pure service companies: Marriott Interna-
tional (lodging), American Airlines (transportation), Charles Schwab (financial ser-
vices), and Mayo Clinic (health care). The total services sector comprises a wide range



FIGURE 11
Contributions of
Service Industries to
U.S. Gross Domestic
Product, 2016

Source: Survey of Current
Business, Online, April 2016.
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of service industries, as suggested by Figure 1.1. Companies in these industries sell
services as their core offering.

Service as a product represents a wide range of intangible product offerings that
customers value and pay for in the marketplace. Service products are sold by service
companies and by nonservice companies such as manufacturers and technology com-
panies. For example, IBM and Hewlett-Packard offer information technology consult-
ing services to the marketplace, competing with firms such as Accenture, a traditional
pure service firm. Other industry examples include department stores like Macy’s that
sell services such as gift wrapping and shipping, pet stores like PetSmart that sell pet
grooming and training services, and distributors like VWR who offer services such as
instrument calibration, equipment maintenance, and inventory management to their
research lab customers.

Customer service is also a critical aspect of what we mean by “service.” Cus-
tomer service is the service provided in support of a company’s core products.
Companies typically do not charge for customer service. Customer service can
occur on-site (as when a retail employee helps a customer find a desired item or
answers a question), or it can occur over the phone or via the Internet through chat
in real time. Many companies operate customer service call centers, often staffed
around the clock. In other cases, customer service is provided remotely, through
machine-to-machine communication without any human interaction. Regardless
of the method, quality customer service is essential to building customer relation-
ships. It should not, however, be confused with the services provided for sale by
the company.
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FIGURE 1.2 Tangibility Spectrum

Source: L. G. Shostack, “Breaking Free from Product Marketing,” Journal of Marketing 41 (April, 1977), pp. 73—-80, American Marketing Association.
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Derived service is yet another way to look at what service means. In an award-
winning article in the Journal of Marketing, Steve Vargo and Bob Lusch argue for a
logic for marketing that suggests that all products and physical goods are valued for
the services they provide.* Drawing on the work of respected economists, marketers,
and philosophers, they suggest that the value derived from physical goods is really
the service provided by the good, not the good itself. For example, they suggest that a
pharmaceutical drug provides medical service, a razor provides barbering service, and
computers provide information and data manipulation service. Although this view is
somewhat abstract, it suggests an even broader, more inclusive, view of the meaning
of service.

Tangibility Spectrum

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

Trends in the Service Sector

Although you often hear and read that many modern economies are dominated by ser-
vices, the United States and other countries did not become service economies over-
night. As early as 1929, 55 percent of the working population was employed in the
service sector in the United States, and approximately 54 percent of the gross national



FIGURE 1.3
Percentage of U.S.
Labor Force by
Industry

Sources: Bureau of Labor
Statistics, Online, December
2015; Survey of Current
Business, Online, March
2011; Survey of Current
Business, February 2001,
Table B.8, July 1988, Table
6.6B, and July 1992, Table
6.4C; E. Ginzberg and G. J.
Vojta, “The Service Sector of
the U.S. Economy,” Scientific
American 244 (1981),

pp. 31-39.

FIGURE 1.4
Percentage of U.S.
Gross Domestic
Product by Industry

Sources: Survey of Current
Business, Online, April 2016;
Survey of Current Business,
Online, March 2011; Survey
of Current Business, Febru-
ary 2001, Table B.3, and
August 1996, Table 11;

E. Ginzberg and G. J. Vojta,
“The Service Sector of the
U.S. Economy,” Scientific
American 244 (1981),

pp. 31-39.
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product was generated by services in 1948. The data in Figures 1.3 and 1.4 show that
the trend toward services has continued, until in 2016 services represented 81 percent
of the gross domestic product (GDP), and in 2014, 80 percent of employment. Note
also that these data do not include services provided by manufacturing companies. The
number of employees and value of the services they produce would be classified as
manufacturing sector data.
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WHY SERVICE MARKETING?

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

Service-Based Economies

First, service marketing concepts and strategies have developed in response to the tre-
mendous growth of service industries, resulting in their increased importance to the
U.S. and world economies. As was noted, the service sector represented more than 80
percent of total employment in 2014 and 81 percent of gross domestic product of the
United States in 2016. Almost all the absolute growth in numbers of jobs and the fast-
est growth rates in job formation are in service industries, particularly health care and
IT professional services.

Another indicator of the economic importance of services is that trade in services
is growing worldwide. In fact, while the U.S. balance of trade in goods remains in the
red, exports of services have jumped 84 percent since 2000 and there was a $227 bil-
lion trade surplus in services in 2015. In fact, the U.S. ranks number one in the world
in sales of services abroad.>®

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

Country Services GDP as of 2015
Hong Kong 93
UK 80
Netherlands 80
France 79
United States 78
Singapore 76
Japan 72
Brazil 72
Canada 71
Germany 69
New Zealand 69
Australia 67
Sweden 65
Mexico 62
India 54
China 48

Source: The CIA World Fact Book, 2015.
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Service as a Business Imperative in Goods-Focused
Businesses

Early in the development of the field of service marketing and management, most of
the impetus came from service industries such as banking, transportation, hospital-
ity, and health care. As these traditional service industries have evolved and become
even more competitive, the need for effective service management and marketing
strategies has continued. Now, however, companies across industries have discov-
ered the value of service innovation and service growth strategies.” Manufacturers
(e.g., GE, Caterpillar), technology companies (e.g., Avnet, Xerox, IBM), retailers
(e.g., PetSmart), and even packaged goods companies (e.g., Procter & Gamble) have
begun to discover the potential for service-led growth. (See Chapter 8 and the Strategy
Insight in that chapter.) All of these companies have realized that an excellent product
alone is not a guarantee for long-term success.

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

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

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





