
As economies around the globe continue to transition toward services, service 
industries are themselves undergoing continuous transformation, driven by 
a digital and technological revolution. Amid these rapid changes across the 
global business environment, knowing how to market and manage services 
has never been more important.

Essentials of Services Marketing combines comprehensive coverage of core 
service concepts with the latest in academic research and managerial thinking. 
Key theories and practical models alike have been made accessible through 
an engaging, visually rich design; they combine with a strong managerial 
perspective—spanning marketing, operations, IT, and human resources—to 
offer a clear and compelling view of today’s dynamic, services-dominated 
world.

The fourth edition includes the following features and coverage that capture 
the reality of services marketing around the world:

• NEW—Fresh coverage includes digital services, platform business models, 
service robots, AI-powered self-service technologies, user-generated 
content, the wallet allocation rule, and strategic pathways to cost-effective 
service excellence. 

• NEW and UPDATED—A selection of 21 in-depth case studies appears after 
the chapters, allowing students to apply what they have learned to practical 
business scenarios from around the world.

• NEW and UPDATED—Service Insights are shorter cases featured within 
chapters that illustrate specific service concepts or present insights from 
real-world service firms.

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

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

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

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

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

All chapters incorporate  new examples 
and the  latest academic research .  

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

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

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

    Preface   

   Each of the 15 chapters has been revised. 
new examples 

  are 
integrated throughout the text, ranging 

Natalia Deksbakh \123rf

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

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

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

 Cruise packages bundle land tours into their total package price.

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

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

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

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

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

   WHAT ARE THE BOOK’S DISTINGUISHING FEATURES?  

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

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

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

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

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

strongly 
rooted in 

, complemented 
by memorable frameworks. This book’s 
goal is to bridge the all-too-frequent gap 

Definition of Services• 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 e�ort, service
   customers expect value from access to labor, skills, expertise, goods,
   facilities, networks, and systems.

Why Study Services
• Services dominate the global economy.• Most new jobs are generated by services.• Understanding services o�ers personal   competitive advantage.

Service Sector Industries
• Real estate  
• Business and professional services • Government services • Wholesale and retail trade • Transport, utilities, and communications • Healthcare and education services • Finance and insurance • Accommodation and food services • Arts, entertainment, and recreational services • Other private sector services

Key Trends
General Trends
• Government policies• Social changes
• Business trends• Advances in technology• Globalization

B2B Services Growth• Outsourcing
• Firms' increasing focus on core   competencies
• Increasing specialization of economies

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)• Information processing (e.g., accounting)

Services Pose Distinct Marketing ChallengesServices tend to have four frequently cited characteristics: intangibility,
heterogeneity (variability of quality), inseparability of production and
consumption, and perishability of output, or IHIP for short. The key
implications are
• most services cannot be inventoried (i.e., output is perishable)
• intangible elements typically dominate value creation (i.e., services are
   physically intangible)• services are often di�cult to understand (i.e., services are mentally
   intangible)
• customers are often involved in co-production (e.g., if people processing is
   involved, the service is inseparable)• people (service employees) may be part of the service product and
   experience
• operational inputs and outputs tend to vary more widely (i.e., services
   are heterogeneous)• the time factor is often very important (e.g., capacity management)
• distribution may take place through nonphysical channels
   (e.g., information processing services)

Functions
Need to be tightlyintegrated as togetherthey shape the customerexperience, especially• marketing

• operations
• human resources• information technology

Service-Profit Chain
Shows the tight linksbetween
• leadership
• internal quality and IT• employee engagement• customer value,   satisfaction, and loyalty• profitability and growth

Putting Service Strategy into ActionThis books is structured around an integrated model of
services marketing and management that covers• understanding Service Products, Consumers, and Markets
• applying the 4 Ps of Marketing to Services• designing and managing the Customer Interface using the
   additional 3 Ps of Services Marketing (Process, People, and
   Physical Environment)• developing Customer Relationships• striving for Service Excellence

            erugiF 1.     3 
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c    To ensure a  systematic learning 
approach , each chapter has clear  lear-
ning objectives , an  organizing framework 
that provides a quick overview  of the 
chapter’s contents and line of argument, 
and  chapter summaries in bullet form 
that condense the core concepts and 
messages of each chapter.  

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

CASES PRIMARY 
CHAPTERS

SECONDARY 
CHAPTERS CONTINENT COUNTRY INDUSTRY

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

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

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

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

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

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

6 9 Americas Barbados Resort

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

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

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

8, 11 11   ,    14   ,    15 Global Banking

10  Digital Luxury Services: Tradition versus 
Innovation in Luxury Fashion

10 2, 8, 11 Global Luxury Retail

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

8   ,    11   ,    14 15 Asia Singapore Library

12 Red Lobster 11 Americas United States Food & Beverage

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

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

11   ,    15 3   ,    4   ,    8 Global Airline

15 Menton Bank 11 Americas United States Banking

16  Dr. Mahalee Goes to London: Global Client 
Management

12 8 Europe United Kingdom Private Banking

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

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

SECONDARY 
CHAPTERS CONTINENT COUNTRY INDUSTRY

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

19 The Broadstripe Service Guarantee 13 Americas United States Cable Service

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

15 Americas United States Streaming Service

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

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

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

22  Bouleau & Huntley: Cross-SellingProfessional 
Services

2   ,    3 3 Asia/Americas Philippines/United 
States

Management Consulting/
Auditing

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

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

Transportation

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

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

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

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

6 Europe Italy Tourism

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

12 Asia Singapore Industrial Supplies

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

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

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

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

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

c   Keywords, which help to reinforce important terms and concepts  

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

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

152  • Distributing Services through Physical and Electronic Channels

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

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

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

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

KNOW YOUR SERVICES MARKETINGReview Questions

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

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

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

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

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

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

Image Bank:  A collection of images in the textbook. 

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

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

 Although it’s impossible to mention everyone who has influenced our thinking, we particularly 
want to express our appreciation to the following: Lerzan Aksoy of Fordham University, Tor 
Andreassen of the Norwegian School of Management; Steve Baron of the University of Liverpool; 
Sabine Benoit of Surrey Business School; Ruth Bolton of Arizona State University; Elisabeth 
Brüggen, Gaby Odekerken-Schröder, and Jos Lemmink, all of Maastricht University; John 
Deighton, Theodore Levitt, and Leonard Schlesinger, all currently or formerly of Harvard 
Business School; Michael Ehret of the University of Graz; Martin Fritze of the University of 
Cologne; Thorsten Gruber of Loughborough University; Anders Gustafsson of BI Norwegian 
Business School; Jens Hogreve of Katholische Universität Eichstätt-Ingolstadt; Paul Maglio of the 
University of California, Merced, USA; Irene Ng of the University of Warwick; Jay Kandampully 
of Ohio State University; Ron Kaufman, Customer Experience and Service Culture Expert; Tim 
Keiningham of St. John’s University; Sheryl Kimes of Cornell University; Werner Kunz of the 
University of Massachusetts Boston; Bart Larivière of the University of Leuven; Jean-Claude 
Larréché of INSEAD; Jos Lemmink of Maastricht University; Kay Lemon of Boston College; 
David Maister of Maister Associates; Anna Mattila of Pennsylvania State University; Janet 
McColl-Kennedy of the University of Queensland; Martin Mende of Florida State University; 
Linda Alkire of   Texas State University; Ulrich Orth of Kiel University; Chiara Orsingher of the 
University of Bologna; Lia Patrício of the University of Porto; Anat Rafaeli of Technion-Israeli 
Institute of   Technology, Ram Ramaseshan of Curtin University; Chatura Ranaweera of Wilfrid 
Laurier University; Mark Rosenbaum of Saint Xavier University; Rebekah Russell-Bennett of 
Queensland University of  Technology; Jim Spohrer of IBM; Bernd Stauss, formerly of Katholische 
Universität Eichstät; Christopher Tang of UCLA; Rodoula Tsiotsou of University of Macedonia; 
Steven Vargo of University of Hawaii; Rohit Verma of VinUniversity; Lauren Wright of California 
State University, Chico; George Yip of London Business School; Ping Xiao of the National 
University of Singapore; and Valarie Zeithaml of the University of North Carolina. 
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 We’ve also gained important insights from our co-authors on international adaptations of 
Services Marketing  and are grateful for the friendship and collaboration of Guillermo D’Andrea 
of Universidad Austral, Argentina; Harvir S. Bansal of University of Waterloo, Canada; Jayanta 
Chatterjee of the Indian Institute of Technology, Kanpur, India; Gopal Das of the Indian Institute 
of Management Bangalore, India; Chris Lin of National Taiwan University; Xiucheng Fan of 
Fudan University, China; Miguel Angelo Hemzo of Universidade de São Paulo, Brazil; Hean 
Tat Keh of the University of Queensland, Australia; Luis Huete of IESE, Spain; Laura Iacovone 
of the University of Milan and Bocconi University, Italy; Denis Lapert of Telecom École de 
Management, France; Barbara Lewis of the Manchester School of Management, UK; Xiongwen 
Lu of Fudan University, China; Annie Munos, Euromed Marseille École de Management, France; 
Jacky Mussry of MarkPlus, Inc., Indonesia; Javier Reynoso of Tec de Monterrey, Mexico; Paul 
Patterson of the University of New South Wales, Australia; Sandra Vandermerwe of Imperial 
College, London, UK; Fuxing Wei of Tianshi College, China; and Yoshio Shirai of Takasaki City 
University of Economics, Japan. 

 It takes more than authors to create a book and its supplements. Warm thanks are due to the 
editing and production team who worked hard to transform our manuscript into a handsome 
published text. They include Ishita Sinha, the book’s acquisitions editor, and Daniel Luiz and 
Kajori Chattopadhyay, its project editors. Thanks also to Gavin Fox of  Texas Tech University, 
author of the third edition test bank, and to Jon Sutherland for the additions in the fourth edition. 
Finally, I’d like to thank you, the reader, for your interest in this exciting and fast-evolving field 
of services marketing. 

 Finally, if you have interesting research, examples, stories, cases, videos, or any other materials 
that would look good in the next edition of this book, or any feedback, please do contact me 
via  www.JochenWirtz.com . I’d love to hear from you! 

    JOCHEN WIRTZ     
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PART  I 

Understanding Service Markets, Products, and Customers

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

  PART II  

Applying the 4 Ps of 
Marketing to Services

• Developing Service Products 
and Brands

• Distributing Services through 
Physical and Electronic 
Channels

• Setting Prices and 
Implementing Revenue 
Management

• Promoting Services and 
Educating Customers

   PART V   

 Striving for Service Excellence 

• Improving Service Quality and Productivity
• Building a World-Class Service Organization

  PART III  

Managing the Customer 
Interface

• Designing Service 
Processes

• Balancing Demand and 
Capacity

• Crafting the Service 
Environment

• Managing People for Service 
Advantage

  PART IV  

 Developing Customer 
Relationships 

• Managing Relationships and 
Building Loyalty

• Complaint Handling and Service 
Recovery
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Products, and Customers
Part I lays the building blocks for studying services and 
learning how one can become an effective service marketer. 
It consists of the following three chapters:

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

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

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

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

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

      LO    2     Know the principal industries of the 
service sector.  

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

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

      LO    5     Define services using the non-
ownership framework.  

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

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

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

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

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

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

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

   1  
 introduction to 

 SERVICES  

 MARKETING    

4 Chapter 1 • introduction to 

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

 By the end of this chapter, the reader should be able to: 
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R

T 
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companies that know how to please their customers while 
also running productive and profitable operations. 

 You probably have a few favorite firms whose services 
you like purchasing. Have you ever stopped to think about 
the way they succeed in delivering services that meet and 
sometimes even exceed your expectations? This book will 
show you how service businesses can be managed to satisfy 
customers and generate profits at the same time. In addition 
to studying key concepts, organizing frameworks, and tools 
of services marketing, you will also be introduced to many 
examples from firms across the United States and around 
the world. From the experiences of these firms, you can 
draw important lessons on how to succeed in increasingly 
competitive service markets.    
   
  

    OPENING VIGNETTE 
 INTRODUCTION TO THE WORLD OF 
SERVICES MARKETING   
 Like every reader of this book, you’re an experienced service 
consumer. You use an array of services every day, although 
some—like talking on the phone, using a credit card, riding 
a bus, streaming music, or withdrawing money from an 
ATM—may be so routine that you hardly notice them unless 
something goes wrong. Other service purchases may involve 
more thought and be more memorable—for instance, book-
ing a cruise vacation, getting financial advice, or having a 
medical examination. 

 Enrolling in college may be one of the 
biggest service purchases you will ever make. 
The typical university is a complex service 
organization that offers not only educational 
services but also libraries, student accommoda-
tion, healthcare, athletic facilities, museums, 
security, counseling, and career services. 

 Your use of these services is an example 
of service consumption at the individual or 
business-to-consumer (B2C) level. Organiza-
tions also use many business-to-business (B2B) 
services, which usually involve purchases 
on a much larger scale than those made by 
individuals or households. 

 Unfortunately, consumers aren’t always 
happy with the quality and value of the services 
they receive. Both individual and corporate 
consumers complain about broken promises, 
poor value for money, incompetent personnel, 
inconvenient service hours, bureaucratic pro-
cedures, wasted time, complicated websites, 
or a lack of understanding of their needs. 

 Suppliers of services, who often face stiff 
competition, appear to have a very different 
set of concerns. Many complain about how 
difficult it is to find skilled and motivated 
employees, to keep costs down and make 
a profit, or to satisfy customers who, they 
sometimes grumble, have become unreason-
ably demanding. Fortunately, there are service         Figure    1. 2     Happy vacationer on a cruise vacation.    
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6 Chapter 1 • Introduction to Services Marketing

Definition of Services
• 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

Why Study Services
• Services dominate the global economy
• Most new jobs are generated by services
• Understanding services offers personal
   competitive advantage

Service Sector Industries
• Real estate  
• Business and professional services 
• Government services 
• Wholesale and retail trade 
• Transport, utilities, and communications 
• Healthcare and education services 
• Finance and insurance 
• Accommodation and food services 
• Arts, entertainment, and recreational services 
• Other private sector services

Key Trends
General Trends
• Government policies
• Social changes
• Business trends
• Advances in technology
• Globalization

B2B Services Growth
• Outsourcing
• Firms’ increasing focus on core
   competencies
• Increasing specialization of economies

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)
• 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 IHIP for short. The key
implications are
• most services cannot be inventoried (i.e., output is perishable)
• intangible elements typically dominate value creation (i.e., services are
   physically intangible)
• services are often difficult to understand (i.e., services are mentally
   intangible)
• customers are often involved in co-production (e.g., if people processing is
   involved, the service is inseparable)
• people (service employees) may be part of the service product and
   experience
• operational inputs and outputs tend to vary more widely (i.e., services
   are heterogeneous)
• the time factor is often very important (e.g., capacity management)
• distribution may take place through nonphysical channels
   (e.g., information processing services)

Functions
Need to be tightly
integrated as together
they shape the customer
experience, especially
• marketing
• operations
• human resources
• information technology

Service-Profit Chain
Shows the tight links
between
• leadership
• internal quality and IT
• employee engagement
• customer value,
   satisfaction, and loyalty
• profitability and growth

Putting Service Strategy into Action
This books is structured around an integrated model of
services marketing and management that covers
• understanding Service Products, Consumers, and Markets
• applying the 4 Ps of Marketing to Services
• designing and managing the Customer Interface using the
   additional 3 Ps of Services Marketing (Process, People, and
   Physical Environment)
• developing Customer Relationships
• striving for Service Excellence

        Figure    1. 3      An introduction to services marketing.   
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Understanding Service Markets, Products, and Customers 7

WHY STUDY SERVICES?

Consider this paradox: we live in a service-driven economy, yet most business 
schools continue to teach marketing from a manufacturing perspective. If 

you have already 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 author 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.

Figure 1.3 provides an overview of Chapter 1. In this 
chapter, we describe today’s ever-changing service economy, 
define the nature of services, and highlight some challenges 
involved in marketing services. We conclude the chapter with 
a framework for developing and implementing service market-
ing strategies. This framework also establishes the structure 
for this book.

Services Dominate the Global 
Economy
The size of the service sector is increasing in almost all coun-
tries around the world. As an economy develops, the relative 
share of employment between agriculture, industry, and ser-
vices 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 the service sector already accounts for almost two-thirds 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 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 the GDP. Jersey, the 
Bahamas, and Bermuda—all small islands with a similar economic 
mix—are home to the world’s most service-dominated economies. 
Luxembourg (87%) has the most service-dominated economy in 
the European Union. Panama’s strong showing (82%) reflects  
not only the operation of the Panama Canal but also related 
services such as container ports, flagship registry, and a free port  
zone, in addition to financial services, insurance, and tourism 
(Figure 1.7).

On the opposite end of the scale is China (52%), a fast-growing 
economy with a booming manufacturing sector. However, China’s 
economic growth is now leading to an increase in demand for busi-
ness and consumer services.

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

Share of 
Employment

Time, Per Capita Income

Industry

Services

Agriculture

Figure 1.4 Changing structure of employment as an 
economy develops.

Source: International Monetary Fund, 1997.

Agriculture, 7%

Manufacturing, 30%
Services, 63%

Figure 1.5 Contribution of services industries to GDP 
globally.

Source: Central Intelligence Agency, The World Factbook 2020, www.cia.gov 
(accessed January 9, 2022).
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8 Chapter 1 • Introduction to Services Marketing

   Most New Jobs Are 
Generated by Services  
 Due to the rapid growth of the service sector in 
virtually all countries around the world, new job 
creation comes mainly from services. Service jobs 
do not just refer to relatively low-paid front-line 
jobs. In fact, 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 gained 
from studying this book may create a competitive advantage for your own career, 
perhaps even encourage you to think about starting your own service business!   

Jersey (96%), Bermuda (94%), Hong Kong (92%), Bahamas (90%)

Barbados (89%), Luxembourg (87%), Panama (82%), USA (80%)

UK (79%), France (79%), Belgium (77%), Singapore (75%)

Switzerland (74%), Brazil (73%), Australia (71%), Canada (70%), Israel (70%)

Fiji (69%), Finland (69%), Japan (69%), Germany (69%), South Africa (68%), Sweden (65%)

Chile (63%), Taiwan (62%), Russia (62%), Mexico (62%), India (62%)

Turkey (61%), Argentina (61%), Philippines (60%)

South Korea (58%), Poland (57%), Bangladesh (57%)

Malaysia (54%), Saudi Arabia (53%), China (52%),
Thailand (52%

Algeria (47%), Laos (46%),
Indonesia (45%), Brunei (42%)

Services as Percent of GDP

1 20 30 40 50 60 70 80 90

        Figure    1. 6     Estimated size of service sector in selected countries as a percentage of GDP.   

   Source : Central Intelligence Agency,  The World Factbook 2020 ,  www.cia.gov  (accessed January 9, 2022).   

   Most New Jobs Are 

 Due to the rapid growth of the service sector in 
virtually all countries around the world, new job 
creation comes mainly from services. Service jobs 
do not just refer to relatively low-paid front-line 
jobs. In fact, 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 

Advantage          Figure    1. 7     The Panama 
Canal forms the backbone of 
Panama’s service economy.    
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WHAT ARE THE PRINCIPAL INDUSTRIES OF THE 
SERVICE SECTOR?

W 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 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 13.3% (almost one-eighth) of the GDP in 2018? 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. A fast-growing cluster are professional and business services, 
which contribute 12.5% to the GDP. Another large cluster of services provides 
for the distribution of physical products. Wholesale and retail trade accounts for 
about 11.8% of the GDP.

Other substantial industry sectors or subsectors are transportation, utilities, and 
communications (10%); healthcare and education (8.7%); and finance and insurance 
(7.6%). Accommodation and food services constitute 3.1% 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, per-
forming arts, casinos, golf courses, marinas, and theme parks—collectively represents 
a mere 1.1% of the GDP. Nevertheless, in an economy worth over $20.6 trillion, this 
last group of services was still valued at an impressive $227 billion in 2019.

 LO 2
Know the principal industries of 
the service sector.

Agriculture, forestry,
fishing, and mining

 2.5%
Manufacturing

11.3%

Real estate
13.3%

Business and
professional services

12.5%Wholesale and
retail trade

11.4%

Transport, utilities,
and communications

10%

Healthcare and
education services 8.7%

Finance and insurance
7.6%

Accommodation and
food services 3.1%

Arts, entertainment, and
recreation service 1.1%

Other private sector services
6.2%

Government services
12.4%

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

Source: U.S. Department of Commerce, Bureau of Economic Analysis, GDP by Industry Accounts for 2018, www.bea.gov (accessed January 9, 2022).
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