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Instruction Sheet   

 

This learning guide is developed to provide you the necessary information 

regarding the following content coverage and topics ï 

 

1. Services: Definition, importance and scope 

2. New Service Development 

3. Marketing of services: packaging, branding, promotion and pricing  

4. Service personnel: selection, recruitment and training 

5. Service Elements & Services design 

6. Demand & Supply Matching  

 

 

Learning Activities 

1. Read the specific objectives of this Learning Guide.  

2. Read the information written in the ñInformation Sheet 1ò. 

3. Accomplish the ñSelf-check 1ò On page ??  Request the key answer / key 

to correction from your teacher or you can request your teacher to check it 

for you.  

4. If you earned a satisfactory evaluation proceed to ñInformation Sheet 2ò.  

However, if your rating is unsatisfactory, see your teacher for further 

instructions  
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5. Accomplish the ñSelf-checkò in page124.   Again you can request the key 

answer / key to correction from your teacher or you can request your 

teacher to check it for you.  

6. If you earned a satisfactory evaluation proceed to Information Sheet 3.  

7.  Read the information written in the ñInformation Sheet 3ò. 

8. Accomplish the ñSelf-checkò in page 177. Again you can request the key 

answer / key to correction from your teacher or you can request your 

teacher to check it for you.  

9. Accomplish the ñSelf-checkò in page 184Again you can request the key 

answer / key to correction from your teacher or you can request your 

teacher to check it for you.  

10. Do the ñSA testò  on page  185 ,if you are ready and show your output to 

your teacher.  Your teacher will evaluate your output either satisfactory or 

unsatisfactory.  If unsatisfactory, your teacher shall advice you on 

additional work.   

  



 5 

 

Course Objectives and Outline  
This course  provides an introduction to the field of services marketing. As 
such, this course introduces the basic  differences between goods and services 
and highlights the importance of managing the customerôs overall service 
experience. In addition, it  establishes the importance of the service sector in 
the global economy, introduces the concept of technologically-based e-services, 
and discusses the need to develop sustainable service business practices 
 

Services are everywhere we turn, whether it be travel to an exotic tourism 
destination, a visit to the doctor, a church service, a trip to the bank, a meeting 
with an insurance agent, a meal at our favorite restaurant, or a day at school. 
More and more countries, particularly the so-called industrialized countries, are 
finding that the majority of their gross domestic products are generated by their 
service sectors. However, the growth of the service sector does not just lie 
within traditional service industries such as leisure and hospitality services, 
education and health services, financial and insurance services, 
and professional and business services. Traditional goods producers such as 
automotive, computer, and numerous other manufacturers are now turning to 
the service aspects of their operations to establish a differential advantage in 
the marketplace as well as to generate additional sources of revenue for their 
firms. In essence, these companies, which used to compete by marketing 
ñboxesò (tangible goods), have now switched their competitive 
focus to the provision of unmatched, unparalleled customer services. 
Traditional goods-producing industries such as the automotive industry are 
now emphasizing the service aspects of their businesses such as low APR 
financing, attractive lease arrangements, bumper-to-bumper factory warranties, 
low maintenance guarantees, and free shuttle services for customers. 
Simultaneously, less is being heard about the tangible aspects of vehicles such 
as acceleration, and vehicle styling. Similarly, the personal computer industry 
promotes in-home repairs, 24-hour customer service, and leasing 
arrangements; and the satellite television industry is now boasting the  benefits 
of digital service, pay-per-view alternatives, and security options to prevent 
children from viewing certain programming. 
 
In view of this growing importance of the service sector, the course aims to 
introduce the learner to all aspects of developing and manageing a service 
operation ï from conceptualizing to service design to services branding  
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Information Sheet-1 INTRODUCTION TO SERVICES  

 

Introduction  

Most organizations provide a service of some sort or another. For organizations 

such as airlines, trains, universities, car rental, health or government agencies 

service represents a major part of what they have to offer. They are known as 

service organizations. Others whose business is the manufacture of products, 

e.g. computers, mobile phones, washing machines, service is of lesser, albeit 

significant importance. There are particular problems and challenges in man- 

aging services, namely intangibility, inseparability, variability and perishabil- 

ity. In particular, services have to contend with uncertainties over customer 

involvement and what they expect. To address these and other problems ser- 

vice organizations have adopted an approach called óMcDonaldizationô, with 

increasing attention being given to efficiency and technology. 

óWhat is this thing called service?ô  The above question served as the title of an 

article by Nick Johns published in the  European Journal of Marketing in 1999. 

The answer has has centred around the differences between service and 

manufacturing, giving rise to comment that óit seems reasonable to expect that 

there are differences between managing an organization that produces 

something that can be seen, touched and held and managing an organization 

that produces something that is perceived, sensed, and experiencedô.2 When 

asked to cite organizations or providers of services who or what might we 

mention? Answers could include plumbers, airlines, hair stylists, postal services, 

banks, child care, traffic wardens, estate agents. Although these businesses 

vary in size, scope and nature they are united by service as their major activity. 

To put the services/product distinction into perspective it is helpful to consider 

the goodsï services continuum. In 1966 Rathmell3 observed that most 
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marketers have some idea  of the meaning of the term ógoodsô; they are tangible 

economic products that are capable of being seen and touched and may or may 

not be tasted, heard or smelled. As for services, Rathmell asserted that there 

was no clear understanding. He sought to change this by defining a good as a 

thing and service as an act, the former being an object, an article, a device or a 

material and the latter a deed, a performance, or an effort. Economic products 

were to be regarded as lying along a goodsïservices continuum  with pure 

goods at one extreme and pure services at the other, but with most ofthem 

falling between these two extremes (Figure 1.1). 

Some are primarily goods with service support, whereas others are primarily 

service with goods support. Most goods were seen as a complex of goods and 

facilitating services and most servers, a complex of services and facilitating 

goods. He applied the measuring rod of personal consumption to distinguish 

between goods and services. For the food and tobacco category, percentage 

personal consumption expenditure on the services was nil. For recreation it was 

30 per cent and for religious and welfare activities, 100 per cent. 

 Definitions of ñServiceô  

One of the first to define services was the American Marketing Association 

which as early as in 1960 defined services as ñactivities, benefits, or 

satisfactions which are offered for sale, or provided in connection with the sale 

of goodsò. This definition took a very limited view of services as it proposed that 

services are offered only in connection with the sale of goods. 

The other definition which was proposed in 1963 by Regan suggested that 

ñservices represent either intangible yielding satisfactions directly 

(transportation, housing etc.), or intangibles yielding satisfactions jointly when 

purchased either with commodities or other services (credit, delivery, etc.)ò. For 

the first time services were considered as pure intan-gibles - capable of 

providing satisfaction to the customer and can be marketed like tangible 

products. 
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Robert Judd defined service as ña market transaction by an enterprise or 

entrepreneur where the object of the market transaction is other than the 

transfer of ownership of a tangible commodityò. 

In 1973 Bessom proposed that ñfor the consumer, services are activities offered 

for sale that provide valuable benefits or satisfactions; activities that he cannot 

perform for himself or that he chooses not to perform for himselfò. 

Another definition given by Blois in 1974 says that, ña service is an activity 

offered for sale which yields benefits and satisfactions without leading to a 

physical change in the form of a goodò. 

Stanton proposed a definition in 1974 and defined service as ñSeparately 

identifiable, intangible activities which provide want satisfaction when marketed 

to consumers and/or industrial users and which are not necessarily tied to the 

sale of a product or another serviceò. 

Kotler and Bloom in 1984, defined service as, ñany activity or benefit that one 

party can offer to another that is essentially intangible and does not result in the 

ownership of anything. Its production may or may not be tied to a physical 

productò. 

Gronroos defined a service as ñan activity or series of activities of more or less 

intangible nature that normally, not necessarily, take place in interactions 

between the customer and service employees and/or physical resources or 

goods and/or systems of the service provider, which are provided as solution to 

customer problemsò. 

We may conclude service as, ñan activity or series of activities rather than 

things which has some element of intangibility associated with it, which involves 

some interaction between the customer and the service provider, and does not 

result in a transfer of ownership. Customer has a vital role to play in the 

production process as the services are provided in response to the problems of 

customers as solution. The production of the service may or may not be closely 

associated with a physical productò. 
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Shostack developed a refined version of the goodsïservices continuum and it 

remains a valuable perspective for understanding the nature of services (Figure 

1.2). The essence of the continuum is that tangibility (ability to see, touch, smell, 

hear prior to purchase) decreases as one moves from left to right. Tangible 

entities are in evidence, such as equipment used by a nurse but, in general, 

they cannot be owned or possessed like salt or dog food. Every organization on 

the continuum delivers some degree of service as part of its total offer. 

However, it is the organizations to the right (of television) which deliver most in 

the way of service and can therefore truly bear the hallmark óservice 

organizationsô. It is important to make a distinction between those for whom 

service is part of the overall offer (e.g. computer manufacturer, car dealer, 

fashion retailer) and those for whom service is the offer (e.g. bank, hotel, airline, 

accountant), as the latter exhibit particular characteristics that merit attention. 
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Nature of Services 

Services have the following four key distinguishing characteristics. 

Intangibility 

This is the most basic and often quoted difference between goods and services. 

Unlike tangible goods, services cannot generally be seen, tasted, felt, heard or 

smelled before being consumed. The potential customer is often unable to 

perceive the service before (and sometimes during and after) the service 

delivery. For many customers of car repair, for example, the service is totally 

intangible ï they frequently cannot see what is being done and many are unable 

to evaluate what has been done. Rushton and Carson asked a number of 

service organizations whether they consciously perceived a difference between 

the marketing of goods and services. Several respondents pointed to the 

intangibility of their products with comments such as: 

We havenôt got anything to show to customers like a can of baked beans. Itôs 

more difficult trying to explain what they [the customers] get for their money. 
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Implications 

To help a customer picture a service prior to usage a service organization 

needs to provide something tangible, e.g. computerized representation of 

hairstyles or a university prospectus. 

Inseparability (or simultaneous production and consumption) 

There is a marked distinction between physical goods and services in terms of 

the sequence of production and consumption: Whereas goods are first 

produced, then stored and finally sold and consumed, services are first sold, 

then produced and consumed simultaneously. For the production of many 

services (e.g. counselling, museums, hairdressing, rail travel, hotels), the 

customer must be physically present. Some services may be produced and 

delivered in circumstances where the customerôs presence is optional, e.g. 

carpet cleaning, plumbing. Other services may rely more on written 

communication, e.g. distance learning course, or on technology, e.g. home 

banking. Whatever the nature and extent of contact, the potential for 

inseparability of production and consumption remains. 

Implications 

The involvement of the customer in the production and delivery of the service 

means that the service provider must exercise care in what is being produced 

and how it is produced. The latter task will be of particular significance. How 

teachers, doctors, bank tellers, lawyers, car mechanics, hairdressers conduct 

themselves in the presence of the customer may determine the likelihood of 

repeat business. 

Therefore, proper selection and training of customer contact personnel is 

necessary to ensure the delivery of quality. 

 

Variability (or heterogeneity) 

An unavoidable consequence of simultaneous production and consumption is 

variability in performance of a service. The quality of the service may vary 
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depending on who provides it, as well as when and how it is provided. One 

hotel provides a fast efficient service and another, a short distance away, 

delivers a slow, inefficient service. Within a particular hotel, one employee is 

courteous and helpful while another is arrogant and obstructive. Even within 

one employee there can be variations in performance over the course of a day. 

Implications 

Reducing variability involves determining the causes. It may be due to 

unsuitable personality traits in an employee which are very difficult to detect at 

the selection stage. There is nothing much that can be done about this except 

hope that the employee decides to terminate his/her employment! However, 

there may be good sound reasons for variations in performance. For example, it 

could be due to poor training and supervision, lack of communication and 

information, and generally a lack of regular support. 

Some have argued for a replacement of labour with automation and a 

production line approach to service operations. This would mean a reduction in 

employee discretion tion and an increase in standardization of procedures. The 

operation of McDonaldôs restaurants is put forward as an ideal model of service 

industrialization. 

The other source of variability is, of course, the customer; Peters and 

Watermanin their bestseller, In Search of Excellence, called for staying óclose to 

the customer Unfortunately, if we regard it as óphysical proximityô then, 

according to one view, this is being ósteadily undermined by the zealots of 

increased productivity and back 

room operations. The customer is in danger of being controlled to the point 

where customer service is becoming just another stage in a systematic 

manufacturing process, McDonaldôs being the definitive exampleô. 

 

Perishability 

Services cannot be stored for later sales or use. Hotel rooms not occupied, 

airline seats not purchased and college places not filled cannot be reclaimed. 
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As services are performances they cannot be stored. If demand far exceeds 

supply it cannot be met, as in manufacturing, by taking goods from a 

warehouse. Equally, if capacity far exceeds demand, the revenue and/or value 

of that service is lost. 

Implications 

Fluctuations in demand characterize service organizations and may pose 

problems where these fluctuations are unpredictable. Strategies need to be 

developed for producing a better match between supply and demand. The ó7 

Psô of services 

Marketing activity is normally structured around the ó4 Psô ï product, price, 

promotion and place. However, the distinctive characteristics of services 

requires the addition of three more Ps ï people, physical evidence and process. 

As the additional three Ps Introducing services figure prominently throughout 

the text, a brief description of each will suffice at this stage: 

¶ People ï the appearance and behaviour of service personnel 

¶ Physical evidence ï everything from the appearance, design, layout of 

the service setting, to brochures, signage, equipment (the ótangibilizingô 

of the intangible) 

¶ Process ï how the service is delivered, the actual procedures and flow of 

activities.   

Each of the three extra Ps is of central importance in services as each 

represents cues that customers rely on in judging quality and overall 

image. 

Customer involvement and uncertainty 

What makes a service really a service according to Teboul8 is the interface: the 

front office, the dining room and the actual difference between a service and a 

manufacturing facility is the size of the interface. Teboul correctly identifies the 

main characteristics of the interface thus: 

 The customer is physically present. 
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 The service and the delivery process are interdependent (simultaneous 

production and consumption). 

 When the customer is in the interface he or she is visiting the factory ï 

the place where the service is delivered. And the larger the interface the 

more visible the service is. 

 The physical presence of the customer is an important issue as it raises 

the questions: 

 How much physical presence of the customer is necessary for the 

delivery of the service to take place? 

 What is the nature of the customer contact and the implications for 

service 

 management? 

To say that a service cannot exist without simultaneous production and  

consump-tion is not strictly true. For example, a parcel delivery or data 

processing service is not consumed while it is being produced. 

Finally, Teboul does not give an explanation of the ósize of the interfaceô. It 

could mean a number of things, e.g. physical space, amount of time, number of 

activities etc. 

Teboulôs view of service would seem to favour a counselling-type situation 

where the production, delivery and consumption occur simultaneously and are 

visible to all concerned. This is a very important view of service but it cannot be 

regarded as an exclusive explanation of what is meant by service. 

Many organizations do, however, fall into a category similar to that outlined 

above. They can be portrayed as visible operational processes in which the 

customer is directly involved in some way. Unlike the purchase of a packet of 

soap powder, where it is fairly certain that it will do the job it is intended to, a 

stay in a hotel is potentially full of uncertainty in that so many things can go 

wrong. Uncertainty about what the customer actually wants is a key factor for 

organizations whose major activity is providing a service. The uncertainty can 

occur before, during and after the service. 
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Before  

The customer, as a major input to the service production process, is regarded 

as a major source of uncertainty. Customers may bring with them their bodies, 

minds, goods or information to be serviced. The uncertainty for the service 

provider lies in not fully understanding these customer inputs, for example: 

 Physical state of a body for a fitness clinic 

 Mental state of mind for an education service 

 State and complexity of a car for detecting faults during a service 

 Capacity of clothing and carpet fabrics to withstand chemical treatment 

 Amount and nature of customer information for a medical diagnosis. 

In the above situations service providers are unsure about what to expect which 

in turn may affect their preparedness for creating and delivering an effective 

service. 

During 

Customers have been portrayed as posing problems for organizations by 

ódisrupting routines, ignoring offers of service, failing to comply with procedures 

and making exaggerated demandsô.The challenge for service organizations is 

the development of strategies to manage customer behaviour, hopefully in a 

way acceptable to both parties. 

After 

Intangibility of service means that the object of exchange is often an experience 

that can neither be touched nor possessed. Therefore, the customer may have 

difficulty understanding what has been obtained on receipt of a service. For 

example, what does the customer purchase when buying insurance? The more 

intangibility there is in a service, the greater this problem becomes. This is 

known as performance ambiguity. As intangibility increases, the customer has 

less evidence available to assess the service. 

Before, during (if appropriate) and after consumption of a service two feelings 

are prominent, namely expectations and perceptions. 
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Expectations are usually formed prior to usage of a service but may also occur 

where a customer is actively involved in the delivery of a service. They reflect 

inclinations or beliefs as to what will or should happen.  

Perceptions can also develop during a service, but invariably materialize after 

usage. They represent the customerôs evaluation of the service, particularly in 

relation to expectations.  

Where perceptions match or exceed expectations the customer is said to be 

satisfied in accordance with the first law of service: 

Satisfaction = Perception= Expectation 

Satisfaction can arise where perception exceeds a modest level of customer 

expectations. Where customers seek quality, expectations will be set much 

higher.) Measuring the customerôs perception and expectations is vitally 

important .However, the following question must be asked of the service 

organization: óWhat does it think of customer expectations and perceptions? To 

arrive at an answer, two variants of the original perceptions/expectations 

formula might be used. The objective is to determine whether or not any gaps 

exist between the customersô view and the service organizationôs perception of 

the customersô view. A study that examined doctorïpatient relationships found 

that ógaps can arise 

from inconsistent perceptions of expectations and experiences between 

patients and physiciansô. This research was prefaced with a statement that 

should act as a continuing reminder for all service organizations: 

From a marketing perspective, the provider would design, develop, and deliver 

the service offering on the basis of his or her perceptions of client expectations. 

Likewise, modifications to the service offering would be affected by the 

providerôs perceptions of client experiences. Whether these experiences 

exceed, match, or are below expectations can have a profound effect on future 

client/professional relationships. 

And yet, by way of promises made, organizations contribute to rising 

expectations. To attract custom, organizations are often tempted to raise 
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customer expectations. Promises are made to customers on aspects that 

customers are deemed to value. However, care must be exercised in making 

promises to customers. 

Core and Augmented Services 

The concept of core and augmented products is well established in marketing. 

óWhat are consumers really buying?ô expresses the core element. It was the late 

Charles Revson of Revlon who captured the essence of the core: óIn the factory 

we make cosmetics; in the drug store we sell hope.ô In similar vein, a 

manufacturer of ball bearings is marketing anti-friction devices. As the core 

becomes perfected in the eyes of the customer, competitive pressures force 

organizations to offer additional benefits. This is the augmented product. It is 

ironic that much of these additional benefits are in the form of customer 

services: credit and financing, fast and reliable delivery, freephone helplines, 

and repair and maintenance. 

ǒ Education course ï career enhancement, self-actualization 

ǒ Hotel ï hospitality, rest and recuperation 

ǒ Hairdresser ï feel more attractive, confidence-booster. 

In some cases, different market segments will perceive different core benefits 

from the same service, e.g. a keep-fit programme may be made up of people 

who wish to lose weight, get very fit or simply enjoy themselves. 

The óaugmented productô for services is usually in the form of further services 

and these are also referred to as supplementary, peripheral and facilitating. A 

good example of augmentation is the introduction by British Airways of a 

speech recognition service to improve the efficiency of their customer flight and 

confirmation services while making it easier and more pleasant for customers to 

access flight information. The airline industry is interesting as customers will 

take for granted that its core service, safety, is guaranteed. Consequently 

customers look for other benefits (reservation procedure, schedule 

convenience, on-board seating comfort and food quality) before selecting a 

particular airline. Similarly, in health services people will look beyond the core 
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service, which they see as difficult to evaluate, to the ólittle thingsô such as ease 

of making an appointment with a doctor or the quality of hospital food. 

Services will vary in how much they need or resort to augmentation. Those that 

are low cost with no-frills (e.g. budget airlines) will offer far fewer óextrasô than 

those at the expensive, high-value end (e.g. exclusive hotels). 

4 Dimensions of McDonaldization 

Ritzer defines McDonaldization as óthe process by which the principles of the 

fast- food restaurant are coming to dominate more and more sectors of 

American society as well as the rest of the worldô.23 He attributes its success to 

four dimensions (efficiency, calculability, predictability and control) seemingly 

attractive to employees, customers and management. A brief account of the 

four dimensions follows. 

Efficiency is regarded as the optimum method for getting from one point to 

another. The McDonaldôs restaurant offers the best available way to get from 

being hungry to being full. Customers see it as the quickest way to satisfy a 

need. Efficiency, then, for customers is obtaining something quickly with the 

minimum of effort, e.g. the Internet has increased shopping efficiency. 

Employees are also said to gain. By clearly defining what is to be done and how 

it is to be done, tasks are performed more rapidly and easily. For service 

management, efficiency means getting the most output from the least input, 

maximizing (where relevant) profitability. Sometimes customers are put to work 

(unpaid) in a drive for efficiency, e.g. putting petrol in your car and paying for it 

at the pump. The service literature refers to customers here as co-producers or 

part-time employees! Higher education offers up a futuristic view of efficiency: 

multiple choice exams (as the inane form of assessment) set and marked by 

computer and results delivered to students electronically within a short time 

period 

Calculability emphasizes calculating, counting, quantifying, e.g. how much time 

should a doctor spend with a patient. Steps in the service process are 

measured for the time they take and those that take the least are deemed the 

most efficient. Calculability, thus, makes it easier to determine efficiency.  
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Predictability means order, certainty, knowing what to expect. It suggests, for a 

service, that it can be pre-programmed/choreographed. Surprises are unlikely. 

The package tour is an apt illustration of a highly predictable service. Both 

customers and service provider know what is going to happen, where, when 

and how. In such circumstances predictability, as well as calculability, facilitates 

efficiency. 

Control is the fourth dimension. It is exerted through the substitution of non- 

humans for human technology. A human technology (a screwdriver for 

example) iscontrolled by people; a non-human technology (the assembly line for 

instance) controls people. The ultimate stage in control is, of course, where 

people are replaced by machines. There is then no more uncertainty or 

unpredictability. It is also important to remember that control (of employees and 

customers) is exerted in many other ways in services, e.g. the use of scripts 

and uniforms, regulations and procedures, automated voice systems and the 

design of interior facilities. 

Through relentless standardization and numbing routines, both employees and 

customers can feel dehumanized and depersonalized. As employees are made 

to become more roboticlike in their behaviour, stress and a sense of loss of 

identity may follow. Customers feel as though they are part of an assembly line, 

a statistic to be processed. They regard tightly scripted procedures as fake or 

phoney. Frustration, for both parties, is a likely outcome with employees 

engaging in acts of sabotage and customers in acts of revenge (see Chapter 6). 

Moreover, trying to process many people and/or their possessions as quickly as 

possible with inadequate resources can have an adverse affect on service 

quality. So, a óMcDonaldized organizationô, for all its attractions, is not without 

problems. 

As mentioned in the paragraph above, many services are faced with increasing 

demand and customer contact. To help address the problems services are 

turning to technology. 

So in this age of increasing technology-based service, what are the views of the 

customers? Dabholkar studied a situation in a fast-food restaurant where 

customers could use a computerized touch screen to order a meal (technology- 
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based self-service). The study found that feeling in control and the potential 

enjoy-ment from using this type of delivery, were important determinants of 

service quality. Reliability (error free), speed of delivery and ease of use were 

also found to be important. In an extensive study of consumers, Howard and 

Worboys found that time-saving was seen as the biggest advantage of self-

service. However, the findings also suggest that consumers still prefer the 

concept of human interaction rather than technological interfaces. Similar 

findings by Curry and Penman from the banking sector indicate that the human 

element in the banker/customer relationship is more influential than the 

technology element 

 

 

 

REASONS FOR GROWTH OF SERVICES 

Manufacturing industries grew because they produced tangible goods which 

satisfied manôs physiological needs of food, shelter and clothing. As the basic 

need was fulfilled there was demand for improved satisfaction, and this led to a 

proliferation of variations of the same product and a number of companies 
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involved in its manufacture. The growth of service industries can be traced to 

the economic development of society and the socio-cultural changes that have 

accompanied it. Changing environmental forces brought out the various types of 

services in forefront of the economy. These environmental forces separately or 

in combination create new type of service. The following environmental fac-tors 

are responsible to make a new service. 

(i) Consumer affluence: Due to the fast rise in the income of consumers, they 

are attracted towards the new areas like clubs, health clubs, domestic services, 

travel and tourism, entertainment, banking, investment, retailing, insurance, 

repairs, etc. and these are growing much faster than ever before. There is a 

significant change in the pattern of family expenditure. 

(ii)Working women: During the recent times a large number of women have 

come up in a variety of professions. The work performance of women in most of 

services sector like bank, insurance, airlines, etc. is highly appreciable. In short, 

women are getting involved in almost all male dominated activities. Due to 

increasing involvement of women in commercial activities, the services like 

domestic activities, fast food restaurants, marriage counselling, personal care, 

financial services, retailing, etc. have emerged in the recent times. 

(iii) Double income no kids (DINK): Dinks are the working couples who have 

consciously postponed parenthood plans indefinitely or in an increasing number 

of cases, have decided not to have any children ever. The dink culture is getting 

stronger and spreading wider day by day. The realisation that parenthood is 

likely to result in more commitments at home and demands on their time, 

thereby slowing down their career plans and ambitions, make them postpone 

their parenthood plans. Whatsoever be their life style, they have double income 

and no kids, resulting in the emerging and enhancing of services like, 

entertainment, hotels and restaurants, career institutes, domestic services, 

travel resorts, personal care, etc. 

(iv)Leisure time: People do get some time to travel and holiday, and therefore, 

there is a need for travel agencies, resorts, hotels and entertainment. There are 

others who would like to utilise this time to improve their career prospects, and 
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therefore, there is a need for adult education, distance learning, part time 

courses, etc. 

 (v)Greater life expectancy: According to the World Development Report and 

World Human Resource Index, the life expectancy of people has increased 

significantly all over the world barring few developing countries. It may be due to 

the advancement in the medical technology, and greater awareness about 

health and education. Greater life expectancy invites opportunities in services 

like hospitals, Nursing Homes, entertainment, leisure services, investment 

banking and so on. 

(vi) Product innovations: In the changing time the consumers have become 

more conscious of quality than cost. They need high quality goods at par with 

international standards. Having this in mind the manufacturers have focused 

their attention on quality improvement, innovations, etc. In this process many 

more services have emerged on account of product innovation. Some of them 

are servicing services, repairs, computer, training and development, education, 

etc. 

(vii Product complexity: A large number of products are now being purchased in 

households which can be serviced only by specialised persons e.g. water 

purifiers, microwave oven, computers, etc., giving rise to the need for services. 

The growing product complexities create greater demand for skilled specialists 

to provide maintenance for these complex products and brings out other 

services like expert advise, consultancy services, etc. 

(viii) Complexity of life: Certain product and services have made human life 

more comfortable and complex as well. Also, life itself has become more 

complex due to the socio-economic, psycho-political, technological and legal 

change. This has brought about the emergence of services like legal aid, tax 

consulting, professional services, airlines, courier services, insurance, banking, 

etc. 

(ix) New young youth: Every new generation has its own characteristics and 

enjoys a different life style. There is a lot of difference between the generations 

in respect to their living conditions/ styles, maturity, thinking, attitudes, 
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behaviour, beliefs, satisfactions, performance values and so on. Todayôs 

generation with all these changes provide more opportunities to services like 

entertainment, fast food, computers, travel, picnic resorts, educational 

institution, counselling, retailing, etc. 

 (x) Resource scarcity and ecology: As the natural resources are depleting and 

need for conservation is increasing, we have seen the coming up of service 

providers like pollution control agencies, car pools, water management, etc. 

(xi) Corporate crowd: The phenomena of globalisation, privatisation and 

liberalisation coupled with faster urbanization have created the corporate world 

crowd and its support services. This crowd is responsible in bringing the new 

services, and redefining the old ones. The services like hotels and restaurants, 

banking, insurance, travel and tourism, advertising, airlines, courier services, 

marketing research, health care, legal services, etc. will emerge and flourish 

more and more. 

ROLE OF SERVICES IN ECONOMY 

There is a growing market for services and increasing dominance of services in 

economies worldwide. Services are a dominant force in countries around the 

world as can be seen in the global feature. The tremendous growth and 

economic contributions of the service sector have drawn increasing attention to 

the issues and problems of service sector industries. There was a time when it 

was believed that the industrial revolution was the only solution to the problems 

of poverty, unemployment and other ills of society. Now, however, the service 

sector promises to fulfil the task. Services touch the lives of every person every 

day whether it is in the field of food services, communication, leisure ser-vices, 

maintenance services, travel, amusement parks, to name only a few. Services 

are increasingly being used by the corporate as well as the household sector. 

This emphasis on services and its increasing use has not happened overnight - 

it started in the twentieth century especially after the end of World War II. Due to 

large scale destruction during the war, a lot of economic activities had to be 

carried out to bring the war torn economies back on road. World War II marked 

as milestone in the explosive rise of service industries. Throughout the second 

half of the twentieth century services industries have attained considerable 
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growth in most western nations. After Green Revolution and Industrial 

revolution, the next possible popular revolution will be in the field of service 

sector. In Green revolution the man learnt to use, exploit and interact with 

nature (i.e., land and natural resources). In Industrial revolution man learnt to 

use, exploit and interact with equipments and machines for development. In 

case of services, man is learning to use, exploit and interact with other man-

made resources for development. In the present day world the service sector is 

growing at a phenomenal rate and termed as ósunrise sector of the economyô.  

SERVICES IN INDIA 

Services lie at the very hub of economic activity in any society. Our welfare and 

the welfare of our economy are now based on services. Almost all countries of 

globe look interested in utilising this sector of the economy. For the developing 

countries like India, the need of the hour is to assign due weightage to the 

development of service sector. The service sector is assuming increasing 

importance in the Indian economy. 

In the recent past, we have seen the transition from agrarian nature of economy 

to agro-based industry to industrial growth, now we tend to think in terms of 

developing the service sector. Probably it is because this sector can create 

more jobs at a low cost. Service sector has significant contribution for income 

generation and employment creations. In India, service sector is one of the 

fastest growing sectors today. It provides more than 55 per cent of the jobs and 

about 40 per cent export is from service sector. The service sector dominates 

the Indian economy today, contributing more than half of our national income. 

India has the second fastest growing services sector with its compound annual 

growth rate at nine per cent, just below Chinaôs 10.9 per cent, during the last 

11-year period from 2001 to 2012, the Economic Survey for 2013-14 said. 

Russia at 5.4 per cent is a distant third.  

Among the world's top 15 countries in terms of GDP, India ranked 10th in terms 

of overall GDP and 12th in terms of services GDP in 2012, it said, adding that 

services share in world GDP was 65.9 per cent but its share in employment was 

only 44 per cent in 2012.  
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As per the survey, in India, the growth of services-sector GDP has been higher 

than that of overall GDP between the period FY2001- FY2014. Services 

constitute a major portion of Indiaôs GDP with a 57 per cent share in GDP at 

factor cost (at current prices) in 2013-14, an increase of 6 percentage points 

over 2000-01.Despite deceleration, services GDP growth at 6.8 per cent was 

above the 4.7 per cent overall GDP growth in 2013-14. 

Robust growth was seen in financing, insurance, real estate, and business 

services at 12.9 per cent. 

Indiaôs share in world services exports, which increased from 0.6 per cent in 

1990 to 1.1 per cent in 2000 and further to 3.3 per cent in 2013, has been 

increasing faster than its share in world merchandise exports, according to the 

survey. 

While exports of software services, accounting for 46 per cent of Indiaôs total 

services exports, decelerated to 5.4 per cent in 2013-14 from 5.9 per cent in 

2012-13, travel, accounting for a nearly 12 per cent share, witnessed negative 

growth of 0.4 per cent. 

However, moving in tandem with global exports of financial services, Indiaôs 

exports of financial services registered a high growth of 34.4 per cent in                 

2013-14. 

 The survey highlighted that some services like software and telecom were big 

ticket items that gave India a brand image in services  

The services sector, which was growing at a steady rate of over 10 per cent 

since 2005-06, has shown subdued performance in the last three years, the 

year 2014-15 seems to augur well for the services sector with expansion in 

business activity in India. 

There are also signs of revival in growth of the aviation sector with the 

announcement of new players like Air Asia and Tata-SIA Airline after a turbulent 

period of withdrawals and losses by some airlines. There are also indications of 

revival in world GDP that could help in revival of the tourism and shipping 

sectors.  
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(Source: http://www.thehindu.com/business/budget/india-has-second-fastest-

growing-services-sector/article6193500.ece) 

An India Today-ORG-MARG poll showed that a majority of middle class families 

want their children to work in the service sector. With best jobs, best incomes 

and best talents, the service sector is now the show case of the Indian 

Economy. No wonder the service sector will be the biggest driver of new 

economic growth and profit earning in the new millennium for the world in 

general as well as for India in particular. As a result, the service organisations, if 

they have to be successful, have to have a more professional approach to 

manage their business. Perhaps, it is in this context the role of marketing is 

gaining importance in the service organisations.  

It is now obvious that most economies, the world over, are increasingly 

becoming service economies and, therefore, there is a need to manage 

services in the best possible way. 

Services are activities which are intangible in nature, therefore, standardization 

is one of the major issues in services. Also, services are typically delivered by 

employees of the service providers, therefore, there is also a need to manage 

the human resources. In addition, unlike in the manufacturing sector where 

production, distribution and consumption are separate activities, in service 

sector these three are simultaneous processes. In fact services are so varied 

and diverse that one needs to classify them to identify selected areas which 

need to be managed strategically. 

 

Services in a Global World  

Statistics on international transactions in trade in services are drawn from the 

balance of payments (BOP) and reflect transactions between residents and 

non-residents. Figure 1 shows that the share of services in world trade has 

been oscillating around 20 per cent since the 1990s. However, in a national 

accounts context, the domestic services value added is taking a much higher 

importance worldwide, accounting for about 70% world GDP. Moreover, in 

http://www.thehindu.com/business/budget/india-has-second-fastest-growing-services-sector/article6193500.ece
http://www.thehindu.com/business/budget/india-has-second-fastest-growing-services-sector/article6193500.ece
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contrast to services trade, the share of services value added in world GDP has 

increased by almost 10% since 1990. 

In a connected world, outsourced services  are becoming an important business 

reality . There was a time when businesses even delivered their own mail. Then 

they óoutsourcedô it ï first to the post office, then commercial couriers, and now 

the Internet. Whatôs new is the explosive outsourcing of services, increasingly 

defined down to precise functions that can each be performed in the most 

optimal location anywhere in the world. Outsourcing is delivering results. A large 

majority of businesses  say that todayôs outsourcing delivers the benefits 

projected in the original business case, whether partly or completely. In financial 

services, 46% businesses completely met their goals by outsourcing services . 

And 91% of respondents, whether happy or not, say they will outsource again. 

Top reasons firms outsource are to: Å Lower costs (important or very important 

for 76% of respondents). Å Gain access to talent (70%). Å Farm out activities that 

others can do better (63%). Å Increase business model flexibility (56%). Other 

reasons are also important: Å Improving customer relationships (42%). Å 

Developing new products or services/ market segment expansion (37% each). Å 

Geographic expansion (33%). A move towards core activities Many 

respondents (53%) indicated they outsource activities that they consider to be 

ócoreô.  

It is clear that companies are moving from the outer óringô of non-core non-

essential activities towards the second ring of non-essential business activities. 

For example, in the finance function, this could be a move from outsourcing 

payroll and accounts payable towards seeking assistance with budgeting, 

forecasting and management reporting. Information technology services remain 

the most widely outsourced activity, 

 But overall, 70% outsource one or more inherently strategic activities: PWC 

found that  53% of their corporate clients outsource production or delivery of 

core products or services. ; 33% outsource sales & marketing (including third 

party distribution channels). ;32% outsource innovation/R&D. Key markets are 

embracing core outsourcing. Financial services firms, at 40%, are especially 

likely to outsource sales and marketing (e.g., to insurance brokers and financial 
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planners). Because many are in infrastructure businesses, media/ 

telecommunications/IT companies are less inclined to outsource core work. But 

even 39% of these companies do it. And nearly 40% of firms in rising markets 

are likely to outsource innovation/R&D. Firms in medium mature markets 

(Australia, Canada and New Zealand) are especially aggressive at outsourcing 

strategic functions. 71% of them outsource core products/services, and 48% 

outsource sales and marketing (vs. 53% and 33% respectively for the total 

sample). Growing firms based in these countries have small domestic markets; 

this may create pressure to go outside the company for strategic capabilities 

that facilitate growth. Outsourcing of both ócoreô and support activities is 

intensifying. Functions most widely and deeply outsourced are information 

technology services, core products and services, and logistics and distribution. 

Functions with fewer outsourcing customers, but where the outsourcing is 

extensive, are procurement and customer call centres. 
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Self Check 1  Written Test 

 

 

1. What do you mean by services? How do services differ from products? 

2. Do you think that classification of services helps in developing the marketing 

strategy better? How? 

3. Discuss the important characteristics of services with suitable examples. Also 

discuss what challenges they pose before service marketers. 

4. Discuss the reasons of growth of service sector. 

5. Write a detailed note on role of service sector in economy. 
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Unit 2   Service Basics 

 

SERVICES MARKETING MIX 

Marketing mix is the set of important internal elements that make up an 

organisationôs marketing programme. The marketing mix concept is a well 

established tool used as a structure by marketers. It can be defined as the 

elements an organisation controls that can be used to satisfy or communicate 

with customers. The phrase ómarketing mixô was first used by Neil H. Borden. 

The concept had its genesis in the classic work of James Culliton on the 

management of marketing costs. Borden suggested twelve marketing mix 

variables in the context of manufacturers. Bordenôs concept of marketing mix 

was given due recognition in marketing theory and the concept of marketing mix 

was accepted as the set of marketing tools that a firm uses to pursue its 

marketing objectives in the target market, influenced by specific environmental 

variables. 

It was McCarthy who summed up the twelve elements of Bordenôs marketing 

mix into 4Ps - product, price, place (i.e. distribution), and promotion. He even 

clarified that the customer is not a part of the marketing mix, rather, he should 

be the target of all marketing efforts. The activities in service marketing are 

different , and often do not fall in the conventional marketing mix (4Ps) 

classification, though many marketing concepts and tools used by goods 

marketers hold good in services with some change in focus and importance. 

The traditional marketing mix became inadequate for service industries because 

of the following reasons: 

Å The concept of marketing mix as such was developed for manufacturing 

industries and was more oriented to deal with goods marketing situations. 

Å Marketing practitioners in service sector found that it did not address their 

needs. 

Å Due to differences in characteristics of physical products and services, 

marketing models and concepts had to be developed in direction of the service 

sector. 

Keeping in view the inadequacy of conventional marketing mix to address the 

service situations, it needs to be modified and broadened. A seven Ps 

framework for services has been proposed. These elements of marketing mix 

for services are product, price, place, promotion, people, physical 

evidence and process. It is important to elaborate these Ps in order to have an 

understanding of a specific combination of these elements to arrive at the 
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marketing strategy for service firms. A detailed account of each of these 

elements of marketing mix is as follows: 

PRODUCT 

A product is an overall concept of objects or processes which provide some 

value to customer; goods and services are subcategories which describe two 

types of product. Thus, the term product is frequently used in a broad sense to 

denote either a manufactured good or a service. In fact, customers are not 

buying goods or services - they are really buying specific benefits and value 

from the total offering. So, the most important issue in service product is what 

benefits and satisfaction the consumer is seeking from the service. From the 

point of view of a restaurantôs manager, the restaurant simply provides food. 

But, the customers coming to the restaurant may be seeking an óoutingô - an 

atmosphere different from home, relaxation, entertainment or even status. The 

marketing of services can be a success only if there is a match between the 

service product from the customerôs view point and the supplierôs view point. To 

find this match it is desirable to analyse the service at the following levels: 

(i) Customer benefit concept: The service product which is offered in the market 

must have its origin in the benefits which the customers are seeking. But, the 

problem is that customers themselves may not have a clear idea of what they 

are seeking, or they may find it difficult to express or it may be a combination of 

several benefits and not a single one. Over a period of time, the benefits sought 

may also change. This change in customer may come about by a satisfactory or 

unhappy experience in utilising the service, through increased sophistication in 

service use and consumption, and changing expectations. All these make the 

issue of marketing a service product more complex. 

 (ii) Service concept: Using the customer benefits as starting point, the service 

concept defines the specific benefits which the service offers. At the generic 

level, the service concept refers to the basic service which is being offered. A 

centre for performing arts may offer entertainment and recreation. But, within 

this broad framework, there can be specific choice paths for satisfying the 

entertainment objectives, such as, drama, musical concerts, mime, poetry 

recitation, dance, etc. Defining the service concept helps in answering 

fundamental question - ówhat business are we in?ô 

(iii) Service offer: After defining the business in which we are operating, the next 

step is to give a specific shape and form to the basic service concept. In the 

case of centre for the performing arts, the service concept is to provide 

entertainment. The service offer is concerned with the specific elements that will 

be used to provide entertainment; drama, music, mime, dance. In the category 

of musical concerts the choice may be vocal or instrumental, with vocal whether 

light or classical, Hindustani, Carnatic or Western. While these represent the 

intangible items of the service offer, the physical infrastructure of the centre, in 
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terms of its seating capacity, seating comfort, quality and acoustics, provision 

for air-conditioning, snack bar and toilets are the tangible items. The tangible 

aspects can be controlled by offering the best possible benefit, but the quality 

and performance of the actors, singers, musicians cannot be controlled. 

(iv) Service forms: In what form should the services be made avail able to the 

customers is another area of decision making. Should all the shows of the 

centre be available in a package deal against an annual membership fee or 

seasonal ticket? Should there be daily tickets with the consumer having the 

freedom to watch any one or more performances being staged on that particular 

day? Should each performance have a separate entrance ticket, with a higher 

priced ticket for a well-known performer? Service form refers to the various 

options relating to each service element. The manner in which they are 

combined gives shape to the service form. 

 (v) Service delivery system: When we go to bank to withdraw money, we either 

use a cheque or a withdrawal slip in which we fill all the particulars and hand it 

over to the dealing assistant, who after verifying the details, gives us money. 

The cheque or with-drawal slip and the dealing assistant constitute the delivery 

system. In case of airlines, the aeroplane, pilot, crew members, airport, etc. are 

the elements of delivery system. The two main elements in a delivery system 

are the people and the physical evidence. The competence and public relations 

ability of a lawyer represents the ópeopleô component, while his office building, 

office door, letter head, etc., are all elements of the óphysical evi-denceô 

component. The physical evidence components have also been called 

facilitating goods or support goods. These are the tangible elements of the 

service and they exert an important influence on the quality of the service as 

perceived by the consumers. Delivering an intangible at a level consistently is a 

complex issue. The experience in two flights of the same airline is not the same. 

The visit to a bank on two occasions brings different experiences. The 

consumerôs service experience is, as such, a result of provider-customer 

interaction, atmosphere, emotional stress, anxieties, surprises, etc. It is 

because of these delivery factors (varying at different points of time) that no two 

customer experiences are identical. This variability of experience is attributable 

to the inability of the service firms to deliver the intangible uniformly. 

Service firms must learn to manage intangibles. They need to go beyond the 

technical skills of employees or the tangible output. Service levels should be set 

in accordance with the desired customer satisfaction. The answer to ówhat 

customer expectsô should be sought. And it is not an easy answer because the 

subjective nature of the customer expectations often vitiates the whole exercise. 

PRICE 

Pricing is one factor that has received much less attention in service firms. 

Pricing decisions in services are approached in a not-very-sophisticated 
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manner. The role price plays in the marketing strategy is lesser known in 

service firms than in manufacturing firms. Even in Britain, the United States and 

some other developed economies where more 27 

people are employed in the provision of services than in the direct production of 

material goods, the marketing of services in general, and their pricing in 

particular, are relatively neglected aspects of management studies. 

Though price is one of the Ps in the marketing mix of firms, its use as a 

purposive marketing tool has been limited to a few marketers. Most marketers 

tend to adopt a passive approach and commit many mistakes in pricing their 

goods and services. ñThe most common mistakes are these: pricing is too cost-

oriented; price is not revised often enough to capitalize on market changes; 

price is set independent of the rest of marketing mix rather than as an intrinsic 

element of market positioning strategy, and price is not varied enough for 

different product items and market segmentsò. 

Unlike in manufactured goods, where price has one common name across a 

wide range of goods, such as, fruits, clothes, computers, cars, etc.; price in 

services goes by different names. The services are diverse. The extent of their 

diversity can be gauged by the names by which the price is called in services. In 

table 2.1, some terms referring to price in different services are listed. 

Almost every service has its own price terminology. 
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Pricing is important because it has a direct bearing on sales and profits of an 

organisation. Therefore, price cannot be determined in isolation without keeping 

in mind the sales it would generate and the profit it would earn. Generally, a 

trade-off is observed between the sales and the profit. A lower price of product 

or service is capable of generating higher sales at low profit per unit. Similarly, a 

high price would result in greater profit margins but the product or service may 

not sell that much. Pricing arithmetic is not simple. There are a number of 

factors that influence the pricing decisions of a firm. It is important for a firm to 

consider the customers, the marketing offer, competition, legal framework, and 

social and technological environment while setting the price. 

Pricing methods and practices tend to vary widely in service industries. Unlike 

goods which may bear similarities in processes, competition, output, raw 

material, labour, etc.; service industries are laden with diversity. On the 

spectrum of variety and uniqueness; services are unique, both in their own 

character and in their difference from one another. This service character does 

not allow standardisation of pricing across various service categories. A 

household service supplier, banking company, hairdresser, transporter, etc.; 

because of their unique character, tend to consider their pricing in a variety of 

ways. 
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In determining the prices of services, the one characteristic which has great 

impact is their perishability and the fact that fluctuations in demand cannot be 

met through inventory. Hotels and airlines offering lower rates in off-season and 

lower telephone charges for outstation calls after peak hours are examples of 

how pricing strategy can be used to offset the perishable characteristics of 

services. 

Another characteristic of services that creates a problem in price determination 

is the high content of the intangible component. The higher the intangibility, the 

more difficult it is to calculate cost and greater the tendency towards non-

uniform services, such as fees of doctors, management consultants, lawyers, 

etc. In such cases, the price may sometimes be settled through negotiation 

between the buyer and seller. 

On the other hand, in services such as dry cleaning, the tangible component is 

higher, and the service provided is homogeneous. It is easier to calculate the 

cost on a unit basis and have a uniform pricing policy. In general, the more 

unique a service is, the greater the freedom to fix the price at any level. Often 

the price may be fixed according to the customerôs ability to pay. In such cases 

price may be used as an indicator of quality. 

The third characteristic to be kept in mind while determining prices is that in 

many services, the prices are subject to regulations, either by the government 

or by trade associations. Bank charges, electricity and water rates, fare for rail 

and air transport in India are controlled by the government. In many other 

cases, the trade or industry association may regulate prices in order to avoid 

undercutting and maintain quality standards. International air fares are 

regulated by international agreement of airlines, sea freight fares are regulated 

by shipping conferences. In all such cases, the producer has no freedom to 

determine his own price. 
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PLACE 

In order to bring the products to the customer, the marketer has to work with 

distribution channels that are the interdependent set of organisations involved in 

the process of making the goods or services available. Service marketers, like 

goods marketers, also have to handle distribution channel problems. They too, 

have to make their services available to target customers without which 

marketing cannot take place. Because of intangibility of services, they cannot 

be stored, transported and inventoried. Similarly, because of inseparability, that 

is, in case of services production cannot be separated from selling, services 

must be created and sold at the same time. These characteristics of services 

make distribution strategy more complex and difficult. 

There are three critical issues that must be sorted out while evolving the 

distribution channels for a service: 

(i) Location of the service: Location is concerned with the decisions a firm 

makes about where its operations and staff are situated. The importance of 

location for a service depends upon the type and degree of interaction involved. 

When the customer has to go to the service provider, location becomes very 

important. For a service business such as a restaurant, location may be one of 

the main reasons for patronage. In this type of interaction, service providers 

seeking growth can consider offering their services at more than one location. 

Where the service provider can go to the customer, site location becomes much 

less important provided it is sufficiently close to the customers for good quality 

service to be received. In some circumstances, the service provider has no 

discretion in going to customer as certain services must be provided at the 

customerôs premises. This is the case with a wide range of maintenance 

services such as, lift repair, cleaning services etc. However, when the customer 

and service organisation transact at armôs length location may be largely 

irrelevant. Customers are not concerned with where the physical locations are 

of suppliers of services such as electricity, telephone or insurance. There are 

three important questions that would help service provider in deciding where to 

locate service: 

Å How important is the location of the service to the customers? 
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Å Is the service, technology - based or people-based? 

Å How important are complementary services to the location decision? 33 

The selection of location and site for a service depends on a number of factors 

and trade offs among benefits and costs. The table 2.2 depicts the critical 

factors affecting the location decisions, vary from one service to another. 

 

 

(ii) Channels through which services are provided: The second decision variable 

in the distribution strategy is whether to sell directly to the customers or through 

intermediaries. Traditionally it has been argued that direct sales are the most 

appropriate form of distribution for services. Whilst this form of distribution is 

common in some service sectors, e.g., professional services, companies in 

other areas of the service sector are increasingly seeking other channels to 

achieve improved growth and to fill unused capacity. 

Many services are now being delivered by intermediaries and these can take a 

variety of forms. The broad channel options for services are direct sales, agent 

or broker, sellersô and buyersô agents, franchises or contracted service 
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deliverers, etc. Table 2.3 provides an illustrative list of the intermediaries who 

sell services. 

 

 

 

 

 

(iii) How to provide service to maximum number of customers: The third 

decision variable in the distribution strategy is how to provide the service to a 

maximum number of customers in themost cost-effective manner. Some of the 

innovations in the area are:  

Å Rental or leasing-leasing or rental offers an easy solution for companies which 

want to expand and diversify but do not have the necessary resources to buy 

the required plant and machinery. This trend is now also becoming popular in 

services. Today we have the concept of time-sharing for holiday resorts.  

Å Franchising-franchising is the granting of rights to another person or institution 

to exploit a trade name, trade mark or product in return for a lump-sum payment 

or a royalty. In service industries franchises operate in the area of hotels, 

restaurants, car rentals, fast food outlets, beauty parlours, travel agencies, 

couriers, computer education,etc.  

Å Service integration - recent times have also witnessed the growth of an 

integrated service system. Hotels offer local tours and airlines offer holiday 

resort services. Travel agencies offer ópackage toursô in which they take care of 

all formalities such as visa, foreign exchange, reservations, local travel, etc.  
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All these trends highlight the importance of using innovative methods to 

overcome the inherent characteristics of service products which make their 

distribution a complex affair.  

PROMOTION  

The promotion element of the services marketing mix forms a vital role in 

communicating the positioning of the service to customers. Promotion adds 

significance to services; it can also add tangibility and help the customer make 

a better evaluation of the service offer. The fundamental difference which must 

be kept in mind while designing the promotion strategy is that the customer 

relies more on subjective impressions rather than concrete evidence. This is 

because of the inherent nature of services. Secondly, the customer is likely to 

judge the quality of service on the basis of the performer rather than the actual 

service. Thirdly, since it is difficult to sample the service before paying for it, the 

customers find it difficult to evaluate its quality and value. Thus, buying a 

service is a riskier proposition than buying a product. So, the service marketers 

must design a promotion strategy which helps the customers overcome these 

constraints.  

George and Berry have identified six guidelines for services advertising which 

really are applicable to most elements of the communication mix. These apply 

to a wide range of service industries, but not to all of them, because of the 

heterogeneous nature of services.  

Å Provide tangible clues- A service is intangible in the sense that a performance 

rather than an object is purchased. Tangible elements within the product 

surround can be used to provide tangible clues, e.g. seating comfort in aircraft.  

Å Make the service understood- Services may be difficult to grasp mentally 

because of their intangibility. Tangible attributes of the service can be used to 

help better understand the service offered, e.g. credit cards.  

Å Communication continuity- This is important to help achieve differentiation and 

present a unifying and consistent theme over time. McDonalds and Disney logo 

provide good examples of such continuity.  

Å Promising what is possible- Service firms need to deliver on their promises. If 

a promise such as fast delivery cannot be consistently met, it should not be 

made at all, e.g. Dominoôs Pizza.  

Å Capitalising on word of mouth- The variability inherent in services contributes 

to the importance of word of mouth. Word of mouth is a vitally important 

communicationôs vehicle in services, as evidenced by the way we seek personal 

recommendations for lawyers, accountants, doctors, bankers, etc.  
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Å Direct communications to employees- In high contact services communication 

should be directed at employees to build their motivation, e.g. cabin crew of 

airlines.  

The promotion mix of services include the following elements:  

(i) Advertising: It is any kind of paid, non-personal method of promotion by an 

identified organisation or individual. The role of advertising in services 

marketing is to build awareness of the service, to add to customerôs knowledge 

of the service, to help persuade the customer to buy, and to differentiate the 

service from the other service offerings. Relevant and consistent advertising is 

therefore, of great importance to the success of the marketing of the service. 

Advertising has a major role in helping deliver the desired positioning for the 

service. Since the core product is intangible it is difficult to promote, and 

therefore, service marketers frequently choose tangible elements within the 

product for promotion. Thus, airlines promote the quality of their cuisine, seat 

width, and the quality of their in-flight service. Certain services such as 

entertainment, transportation, hotel, tourism and travel, insurance, etc. have 

been advertising heavily in newspapers, magazines, radio, TV to promote 

greater usage and attract more customers. However, certain service 

professionals such as doctors and lawyers had rarely used advertising as a 

means of increasing their clientele. But, this situation is changing and one can 

occasionally see an advertisement in the daily newspaper giving information 

about the location and timings that a particular doctor is available for 

consultation. These advertisements may also carry the message óHonorary 

doctor to the president of Indiaô or ex-director of a prestigious medical college, 

etc. Such messages help create a positive image and credibility.  

(ii) Personal selling: Personal selling has a vital role in services, because of 

the large number of service businesses which involve personal interaction 

between the service provider and the customer, and service being provided by 

a person, not a machine. The problem with using personal selling to promote 

services is that in certain types of services, the service cannot be separated 

from the performer. Moreover, it is not a homogeneous service in which exact 

standards of performance can be specified. In such situations, personal selling 

implies using an actual professional rather than a salesman to sell the service. 

A firm of management consultants may send one of its consultants for soliciting 

new business. This kind of personal selling is certainly effective but also very 

expensive. One way of making personal selling more cost effective is to create 

a derived demand by tying up with associated products and services. A 

management consultant may associate with a bank, so that the bank 

recommends his name as a consultant to any new entrepreneur coming for a 

loan. A chain of hotels may team up with an airline to offer a concessional 

package tour. The other way is to maintain a high visibility in professional and 

social organisations, getting involved in community affairs and cultivating other 
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professionals so as to maximize personal exposure and the opportunities for 

getting work from new sources. Personal selling has a number of advantages 

over other promotion mix elements, such as,  

Å Personal contact- Three customer contact functions have been identified; 

selling, servicing and monitoring. These personal contacts should be managed 

to ensure that the customerôs satisfaction is increased or maintained at a high 

level.  

Å Relationship enhancement- The frequent and sometimes intimate contact in 

many service businesses provides a great opportunity to enhance the 

relationship between the seller/service provider and the customer.  

Å Cross selling- The close contact frequently provides the opportunity for cross-

selling other services. The sales persons are also in a good position to 

communicate details of other services which they may offered to customers.  

 

(iii )Sales promotion: In the case of services, the sales promotion techniques 

which are used are varied and various in number. Traditionally, sales promotion 

has been used mainly in the fast moving consumer goods market. However, in 

the recent past we have seen a trend for many service firms to use sales 

promotion. Sales promotion tools are aimed at these audiences:  

Å Customers - Free offers, samples, demonstrations, coupons, cash refunds, 

prizes, contests and warrantees.  

Å Intermediaries- Discounts, advertising allowances, cooperative advertising, 

distribution contests and awards.  

Å Sales force- Bonuses, awards, contests and prizes for best performer.  

 

A number of activities can be undertaken which aim at providing incentive to 

encourage sales. A doctor may charge lesser amount as fee on subsequent 

visits to encourage patientôs loyalty, a car mechanic may offer a guarantee for 

repairs undertaken up to three months, a chartered accountant may offer his 

services free for the first two visits to allow the customer to evaluate his work.  

In services, sales promotion techniques are also used to offset their perishability 

characteristic, e.g., family discounts offered by hotels in off-season in which two 

children under twelve are allowed free of charge. Sales promotion helps to 

overcome the problem faced by customers in evaluating and judging the quality 

before making the purchase, thus, it reduces the risk associated with the 

purchase.  
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(iv) Publicity: It is unpaid for exposure which is derived by getting coverage as 

a news or editorial item. It is possible to get publicity when the service which 

one is offering is unique and, therefore, newsworthy, by holding a press 

conference in which offered ser-vices can be associated with some issues of 

greater social relevance or by involving the interest of the newspaper or its staff 

in covering the service. The important point about publicity is that the choice of 

newspaper, magazine and journal should be correct. The vehicle which is 

chosen must be credible and enjoy a reputation of being trustworthy. A wrong 

choice of media vehicle will result in adverse publicity.  

(v) Word of mouth: One of the most distinctive features of promotion in service 

businesses is the word of mouth communications. This highlights the 

importance of the people factor in services promotion. Customers are often 

closely involved in the delivery of a service and then talk to other potential 

customers about their experiences. Research points to personal 

recommendations through word of mouth being one of the most important 

information sources. Where people are the service deliverers personal 

recommendation is often the preferred source of information. Thus, word of 

mouth can have a more important impact than other promotion mix elements in 

a number of services, including professional and health care services. Positive 

or negative word of mouth communication will then influence the extent to which 

others use the service. However, negative experiences tend to have a greater 

impact than positive experiences. Customers who are dissatisfied tend to tell 

more than twice as many people of their poor experiences as those who are 

satisfied relate good experiences.  

PEOPLE  

In services, óPeopleô refers to all human actors who play a part in service 

delivery and thus influence the buyerôs perceptions; namely, the firmôs 

personnel, the customer, and other customers in the service environment. All of 

human actors participating in the delivery of a service provide cues to the 

customer regarding the nature of the service itself. How these people are 

dressed, their personal appearance, and their attitudes and behaviours all  

influence the customerôs perception of the service. If the service personnel are 

cold and rude, they can undermine all the marketing work done to attract the 

customers. If they are friendly and warm, they increase customer satisfaction 

and loyalty. Employee behaviour is often an integral part of the service product. 

This is not true in a manufacturing operation, where employee behaviour may 

affect product quality, but is not a part of the product.  

People constitute an important dimension in the management of services in 

their role both as performers of services and as customers. People as 

performers of service are important because, a customer sees a company 

through its employees. The employees represent the first line of contact with the 
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customer. They must, therefore, be well informed and provide the kind of 

service that wins customer approval. The firm must recognise that each em-

ployee is a salesman for the companyôs service. If these employees are not 

given training in how to go about face-to-face customer contact, the entire 

marketing effort may not prove to be effective. The importance of customers in 

services stems from the fact that most services imply active and involved 

customer-organisation interface. In many service situations, customers 

themselves can also influence service delivery, thus affecting service quality 

and their own satisfaction. Customers not only influence their own service 

outcomes, but they can influence other customers as well. People can be 

subdivided into:  

(i) Service personnel: Service personnel are important in all organisations but 

more so in an organisation involved in providing services. The behaviour and 

attitude of the personnel providing the service is an important influence on the 

customerôs overall perception of the service and he can rarely distinguish 

between the actual service rendered and the human element involved in it. 

Customer contact is very important concept in services, which refers to the 

physical presence of the customer in the system. The extent of contact refers to 

the percentage of time a customer ought to be in the system out of the total time 

it takes to serve him. The low contact services include bank, post offices or 

retailing and the high contact services include hotels, educational institutions, 

restaurants and hospitals. Services with high contact are more difficult to control 

and manage because a longer customer contact is more likely to affect the time 

of demand, and nature of service and its quality; whereas, in low contact 

services such contact has much less impact on the service. Therefore, the high 

contact personnel must be dexterous in public relations and inter-personal 

skills, and the low contact personnel must have high technical and analytical 

attributes. The quality and performance of service personnel can be improved 

through:  

Å Careful selection and training of personnel;  

Å laying down norms, rules and procedures to ensure consistent behaviour;  

Å ensuring consistent appearance; and  

Å reducing the importance of personal contact by introducing automation and 

computerization wherever possible.  

(ii) Customers: Customers are important because they are a source of 

influencing themselves, being actively involved in service delivery, and other 

customers as well. In case of doctors, lawyers, consultants one satisfied 

customer will lead to a chain reaction, bringing in his wake a number of other 

customers. So, its an important task of service marketers to ensure complete 

satisfaction of the existing customers. The kind of customers that a firm attracts 
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exerts an important influence on prospective customers. The prospective 

customer may feel attracted towards the organisation e.g., club, restaurant, 

school, because it has his type of customers or the customer may turn away if 

he perceives the existing customers to be a kind with whom he would not like to 

associate.  

PHYSICAL EVIDENCE  

It refers to the environment in which service is delivered and where the firm and 

customer interact, and any tangible components that facilitate performance or 

communication of the service. The physical evidence of service includes all of 

the tangible representations of the service such as, brochures, letterhead, 

business cards, report format, signage, equipment, etc.  

Packaging importance stems from the fact that it is what comes in between the 

product and the customerôs eye. The product package is a visual representation 

of the whole marketing effort. The customer judgement and evaluation are often 

based on the product packaging.  

Physical evidence is to a service, what the packaging is to a product. In 

services, the product itself being intangible, the need is to tangibles it as far as 

possible. Thus, physical entities can be successfully employed to describe the 

service product and its distinguishing qualities. Since the potential customers 

form impressions about the service organisations on the basis of physical 

evidence, like building, furniture, equipments, stationery and brochures, it 

becomes imperative that the marketers manage the physical evidence in a 

manner that reinforces the proposed position and image of the organisation.  

Cleanliness in a doctorôs clinic, the exterior appearance and interior decor of a 

restaurant, the comfort of the seating arrangement in a cinema hall, adequate 

facility for personal needs at the airport, all contribute towards the image of the 

service as perceived by the customer. The common element in these is that 

they are all physical, tangible and controllable aspects of a service organisation. 

There may be two kinds of physical evidence:  

(i) Peripheral evidence: It is actually possessed as a part of the purchase of 

service but by itself is of no value. An airline ticket, cheque book, or receipt for a 

confirmed reservation in a hotel are examples of peripheral evidence. A cheque 

book is of value only if customer has money in the bank, without that it is of no 

significance. Peripheral evidence adds on to the value of essential evidence, 

such as writing pad, pen, match box, complimentary flowers and drinks, etc. in a 

hotel, which customer may take away. Such evidence must be designed 

keeping in mind the overall image which the organisation wishes to project and 

the reminder value of the evidence in its ability to remind the customer about 

the organisation.  



 45 

(ii) Essential evidence: Whereas the peripheral evidence is possessed and 

taken away by the customer, the essential evidence cannot be possessed by 

the customer; the building, its size and design, interior layout and decor, logo, 

etc. of the organisations are constituents of essential evidence. The essential 

evidence is a very critical input in determining the atmosphere and environment 

of the service organisation. Physical evidence can be used to build strong 

association in the customersô minds and service can be differentiated from the 

competitorôs similar offering. By making the service more tangible and making it 

easier for the customer to grasp the concept of the service, marketers can 

create the ideal environment for the service offering.  

PROCESS  

Process in services refers to the actual procedures, mechanisms, and flow of 

activities by which the service is delivered- the service delivery and operating 

systems. In a service organisation, the system by which customer receives 

delivery of the service constitutes the process. In fast food outlets the process 

comprises buying the coupons at one counter and picking up the food against 

that at another counter. The process of a delivery function which can be 

compared with that of operations management implies the conversion of input 

into the finished product. But, in a service organisation, there is no clear cut 

input or output. Rather, it is the process of adding value or utility to system 

inputs to create outputs which are useful for the customers.  

The process by which services are created and delivered to the customer is a 

major factor within the services marketing mix, as services customers will often 

perceive the service delivery system as part of the service itself. Thus, 

decisions on operations management are of great importance to the success of 

the marketing of the service. In fact, continuous coordination between marketing 

and operations is essential to success in most services businesses. 

Identification of process management as a separate activity is a prerequisite of 

service quality improvement. The importance of this element is especially 

highlighted in service businesses where inventories cannot be stored. Through 

the introduction of automatic teller machines (ATMs) banks have been able to 

free staff to handle more complex customer needs by diverting cash only 

customers to the ATMs. If the processes supporting service delivery cannot, for 

example, quickly repair equipment following a breakdown or provide a meal 

within a defined period, an unhappy customer will be the result. This suggests 

that close cooperation is needed between the marketing and operations staff 

who are involved in process management. By identifying processes as a 

separate marketing mix element, its importance to service quality is duly 

recognized.  

The primary objective of service producers and marketers is identical to that of 

all marketers: to develop and provide offerings that satisfy consumer needs and 
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expectations, thereby ensuring their own economic survival. In other words, 

service marketers need to be able to close the customer gap between 

expectations and perceptions. To achieve this objective, service providers need 

to understand how consumers choose and evaluate their service offerings. 

Unfortunately, most of what is known about consumer evaluation processes 

pertains specifically to goods. The assumption appears to be that services, if 

not identical to goods, are at least similar enough in the consumerôs mind that 

they are chosen and evaluated in the same manner. 

However research  shows that servicesô unique characteristics necessitate 

different consumer evaluation process from those used in assessing goods. 

Recognizing these differences and thoroughly understanding consumer 

evaluation processes are critical for the customer focus on which effective 

services marketing is based. Consumers have a more difficult time evaluating 

and choosing services than goods, partly because services are intangible and 

non-standardized and partly because consumption is so closely intertwined with 

production. These characteristics lead to differences in consumer evaluation 

processes for goods and services in all stages of buying process. 
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CUSTOMER NEEDS AND EXPECTATIONS 

Customers buy goods and services to met specific needs, and they evaluate the 

outcomes of their purchases based on what they expect to receive. Needs are 

deeply rooted in people unconscious minds and concern long-term existence 

and identity issues. When people feel a need, they are motivated to take action 

to fulfill it. Abraham Maslow identified five categories of human needs- 

physiological, safety, love, esteem and self-actualization- and proposed that 

basic needs such as food and shelter must be met before others can be fulfilled. 

Greater prosperity means that increasing numbers of individuals are seeking to 

satisfy social and self-actualization needs, which create demand for more 

sophisticated goods and services. For instance, travel and leisure services have 

been a major beneficiary of increased disposable income, leading many firms to 

develop a variety of enticingvacation packages. However, as customer needs 

and preferences continue to evolve, the leisure industry needs to adapt its 

offerings accordingly. 

The shift in consumer behaviour and attitudes provides opportunities for service 

companies that understand and meet changing needs, continuing to adapt their 

offerings over time as needs evolve. Customersô expectations about what 

constitutes good service vary from one business to another. Expectations are 

also likely to vary in relation to differently positioned service providers in the 

same industry. 

When individual customers or corporate purchasing departments evaluate the 

quality of a service, they may be judging it against some internal standard that 

existed prior to the service experience. Perceived service quality results from 

customers comparing the service óthey perceive they have receivedô against 

what óthey expected to receiveô. Peopleôs expectations about services tend to be 

strongly influenced by their own prior experience as customers-with a particular 

service provider, with competing services in the same industry, or with related 

services in different industries. If they have no relevant prior experience, 

customers may base their pre-purchase expectations on factors such as word-

of-mouth comments, news stories, or the firmôs marketing efforts. 

Customer expectations embrace several different elements, including desired 

service, adequate service, predicted service, and a zone of tolerance that falls 

between the desired and adequate service levels. 

Desired and adequate service levels-Desired service is the type of service 

customers hope to receive. It is a wished-for level of service-a combination of 

what customers believe can be and should be delivered in the context of their 

personal needs. However, most customers are realistic and understand that 

companies canôt always deliver the level of service they would prefer; hence, 

they also have a threshold level of expectations, termed adequate service, 
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which is defined as the minimum level of service customers will accept without 

being dissatisfied. 

Predicted service-The level of service customers actually anticipate receiving is 

known as predicted service and directly affects how they define adequate 

service on any given occasion. If good service is predicted, the adequate level 

will be higher than if poorer service is predicted. Customers predictions of 

service may be situation specific. 

Zone of tolerance-The inherent nature of services makes consistent service 

delivery difficult across employees in the same company and even by the same 

service employee from one day to another. The extent to which customers are 

willing to accept this variation is called the ózone of toleranceô. A performance 

that falls below the adequate service level will cause frustration and 

dissatisfaction, whereas one that exceeds the desired service level will both 

please and surprise customers, creating what is sometimes referred to as 

customer delight. Another way of looking at the zone of tolerance is to think of it 

as the range of service within which customers donôt pay explicit attention to 

service performance. By contract, when service falls outside the range, 

customers will react either positively or negatively. 

The zone of tolerance for individual customers depending on factors such as 

competition, price, or importance of specific service attributes. 

 

DECISION MAKING ROLES 

In the buying decision process, at times, other people also influence the buying 

decision and these people have a definite role to play. In the purchase of any 

particular service, six distinct roles are played. These are: 

Initiator-The person who has a specific need, and proposes to buy a particular 

service 

Influencer-The person or the group of people who advise the decision maker. 

These could be reference groups, both primary and secondary. It could be even 

secondary reference group like word of mouth or media, which can influence 

the decision maker. 

Gatekeeper-The person or organization or promotional material which acts as a 

filter on the range of service which enter the decision choice set. 

Decider-The person who makes the buying decision. Irrespective of whether 

they execute the purchase themselves or not, they may instruct others to 

execute. It has been observed, at times, more typically in household or family or 
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individual related services that one member of the family may dominate in the 

purchase decision. 

Buyer-The person who makes the actual purchase or makes bookings for a 

services like our lives travel, hotel room, hospital, bed diagnostic lab, etc. 

User-The person who actually uses or consumes the product. It can be 

someone other than the buyer. In a number of services it has been observed 

that users are also the influencers. 

FACTORS INFLUENCING CONSUMER BEHAVIOUR 

There are a number of factors or variables which affect buying behaviour. 

Situational factors 

The situational factors influencing the buying behaviour are- the influence of 

time pressure in service and brand choice, the atmosphere of the service outlet, 

occasion of purchase, etc. For example, if you are traveling, then demand for 

lodging and boarding will obviously be there. 

Socio-cultural factors 

Buyers or consumers do not take buying decisions or the decision not to buy, in 

a vacuum. Rather, they are strongly influenced by cultural and social factors. 

Cultural factors-Children acquire from their environment a set of beliefs values 

and customs which constitute culture. These beliefs, values and customs go 

deeper and deeper as a person grows. Therefore, it is sometimes said that 

culture is learned as a part of social experience. The various sub-categories 

within a culture can be identified based on religion, age, gender, occupation, 

social class, geographical location, etc. 

Reference groups -There are certain groups to which people look to guide their 

behaviour. These reference groups may guide the choice of a product but not 

necessarily the brand. Peer group and peer pressure has generally been 

observed to play an important role in the purchase of credit cards, cell phones, 

etc. The knowledge of reference group behaviour helps in not only offering 

substitutes but also in pricing and positioning them. 

Family-The family is another major influence on consumer behaviour. Family 

consumption behaviour, to a large extent, depends on the family life cycle. The 

stages in family life cycle include bachelorhood, newly married, parenthood with 

growing or grown up children, post-parenthood and dissolution. Knowledge of 

these stages helps greatly in knowing the buying process. Often family 

members play a significant role in the purchase of a particular service. 

Psychological Factors 
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Perception-It is the process by which buyers select, organize and interpret 

information into a meaningful impression in their minds. Perception is also 

selective when only a small part is perceived out of the total of what is 

perceptible. Buyerôs perception of a particular service greatly influences buying 

behaviour. 

Attitude-An attitude is a learned predisposition to respond in a consistently 

favourable or unfavourable manner with respect to a market offer (i.e., a brand, 

a particular shop or retail outlet, an advertisement, etc.). Attitude is a 

dispositional term indicating that attitudes manifest themselves in behaviour 

only under certain conditions. Knowing a buyerôs attitude towards a product 

without knowing the personal goals is not likely to give a clear prediction of his 

behaviour. 

Motivation- Motivation is the driving force within individuals that compels them 

to action. This driving force is subconscious and the outcome of certain 

unfulfilled needs. Needs are basically of two types- first, the óinnate needsô are 

those needs with which an individual is born and they are mainly physiological. 

They include all the factors required to sustain physical life e.g., food, water, 

shelter, clothing, etc. Secondly, the óacquired needsô are those which a person 

acquires as he/she grows and these needs are mainly psychological, like love, 

fear, esteem, acceptance, etc. 

Personal factors 

Personality- Personality can be described as the psychological characteristics 

that determine how an individual will react to his or her environment. 

Life style-Life style as distinct from social class or personality is nothing but a 

personôs pattern of living and is generally expressed in his/ her activities, 

interests and opinions. Life style suggests differences in the way people opt to 

spend on different products or services differently. 

Demographic factors-Buyers demographic factors like age, gender, education, 

occupation, etc., also influence his/her purchase behaviour. In sum, knowledge 

on all such dimensions of the consumer will help in understanding his needs 

and wants and also help in integrating all these elements in service offer which 

the consumer wants. 

HOW CUSTOMERS EVALUATE SERVICE PERFORMANCES 

Service performances-especially those that contain few tangible clues can be 

difficult to evaluate. As a result, there is a greater risk of making a purchase that 

proves to be disappointing. Customers who have purchased a physical good 

that subsequently proves to be a poor choice can often recover easily from their 

mistake (for instance, they can return a defective CD player, exchange clothing 

that is the wrong size, or have a car repaired under warranty). These options 
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are not as readily available with services, although recovery is easier for some 

types of service than others. In the case of possession-processing services, 

repeating the performance may be an acceptable option. For example, a 

cleaning service can re-clean an office if a customer complains about the poor 

quality of the job. By contrast, people-processing services that are performed on 

peopleôs bodies may be hard to reverse. After all, a bad haircut must be grown 

out, and the consequences of a faulty surgical operation or a poorly done tattoo 

may last forever! 

Mental stimulus-processing services such as education, live entertainment, or 

sporting events can also be difficult to replace if quality does not meet 

customersô expectations. Theatergoers cannot realistically ask for their money 

back if actors perform their roles poorly or the script is bad, and neither can 

sports fans expect refunds if their favourite team plays badly (instead, they use 

other methods to let the players know of their dissatisfaction!). Similarly, 

universities donôt usually compensate students for poor-quality classroom 

experiences. Even if a college were willing to let dissatisfied students repeat 67 

classes free of charge with a different instructor, those students would still incur 

significant extra time and mental effort. 

Finally, information-based services can present challenges for customers when 

service quality is unsatisfactory. Banking or accounting errors may not be 

noticed until later, by which time damage may have been done to a customerôs 

reputation (for instance a check was returned rather than paid or a faulty tax 

return was filed). Customers who receive a consulting recommendation or 

medical opinion that they are not satisfied with, have the option of seeking a 

second opinion, but that will involve extra money, time, and worry. 

A continuum of product attributes 

One of the basic differences between goods and services is that services are 

harder for customers to evaluate. All products can be placed on a continuum 

ranging from ñeasy to evaluateò to ñdifficult to evaluateò depending on whether 

they are high in search attributes, experiential attributes, or credence attributes. 

These three attribute categories provide a useful framework for understanding 

how consumers evaluate different types of market offerings. 

Search attributes-Physical goods tend to emphasize those attributes that allow 

customers to evaluate a product before purchasing it. Features such as style, 

color, texture, taste, and sound allow prospective consumers to try out, taste-

test, or test-drive the product prior to purchase. These tangible attributes help 

customers understand and evaluate what they will get in exchange for their 

money and reduces the sense of uncertainty or risk associated with the 

purchase occasion. Goods such as clothing, furniture, cars, electronic 

equipment, and foods are high in search attributes. 
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Experience attributes-These are properties that canôt be evaluated prior to 

purchase. Customers must experience these features to know what they are 

getting. Holidays, live entertainment performances, sporting events, and 

restaurants fall into this category. Although people can examine brochures, 

scroll through Web sites that explain the features 

of a holiday destination, view travel films, or read reviews by travel experts, they 

canôt really evaluate or feel the dramatic beauty associated with hiking in the 

Canadian Rockies or the magic of scuba diving in the Caribbean until they 

actually experience these activities. And neither can customers always rely on 

information from friends, family, or other personal sources when evaluating 

these or other types of services. Consider your own experiences in following up 

recommendations from friends to see a particular film. Although you probably 

walked into the theater with high expectations, you would have felt disappointed 

after viewing the film if it did not live up to your expectations. Different people 

may interpret or respond to the same stimuli in different ways. 

Credence attributes- Product characteristics that customers find impossible to 

evaluate confidently even after purchase and consumption are known as 

credence attributes because the customer is forced to trust that certain benefits 

have been delivered even though it may be hard to document them. For 

example, relatively few people possess enough knowledge about financial 

markets to assess whether their stock broker got the best possible returns on 

their invested funds. Patients canôt usually evaluate how well their dentists have 

performed complex dental procedures. And most college students must simply 

have faith that their professors are providing them with a worthwhile educational 

experience! 

In summary, most service tend to be located from the center to the right of the 

continuum, reflecting two of the basic differences between goods and services, 

intangibility of service performances and variability of inputs and outputs (which 

often leads to quality control problems). These characteristics present special 

challenges for service marketers, requiring them to find ways to reassure 

customers and reduce the perceived risks associated with buying and using 

services whose performance and value canôt easily be predicted. 

SERVICE DECISION-MAKING PROCESS 

Consumer decision-making process have four main categories: (1) information 

search, (2) evaluation of alternatives, (3) purchase and consumption, and (4) 

post-purchase evaluation. 

In purchase of services, these categories do not occur in a linear sequence the 

way they most often do in the purchase of goods. 

(a) Information search 
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Use of personal sources- Consumers obtain information about products and 

services for personal sources (e.g., friends or experts) and from non-personal 

sources (e.g., mass or selective media). When purchasing goods consumers 

make generous use of both personal and non-personal sources because both 

effectively convey information about search qualities. When purchasing 

services, on the other hand, consumers seek and rely to a greater extent on 

personal sources. 

Perceived risk-While some degree of perceived risk probably accompanies all 

purchase transactions, more risk would appear to be involved in the purchase of 

services than in he purchase of goods because services are intangible, non-

standardized, and usually sold without guarantees or warranties. 

First, the intangible nature of services and their high level of experience 

qualities imply that services generally must be selected on the basis of less pre-

purchase information than is the case for products. Second, because services 

are non-standardized, there will always be uncertainty about the outcome and 

consequences each time a service is purchased. Third, service purchases may 

involve more perceived risk than product purchases because, with few 

exceptions, services are not accompanies by warranties or guarantees. The 

dissatisfied service purchaser can rarely ñreturnò a service; he or she has 

already consumed it by the time he or she realizes his or her dissatisfaction. 

(b) Evaluation of service alternatives 

Evoked set-The evoked set of alternatives-that group of products a consumer 

considers acceptable options in a given product category- is likely to be smaller 

with services than with goods. One reason involves differences in retailing 

between goods and services. To purchase goods, consumers generally shop in 

retail stores that display competing products in close proximity, clearly 

demonstrating the possible alternatives. To purchase services, on the other 

hand, the consumer visits an establishment (e.g., a bank, a dry cleaner, or a 

hair salon) that almost always offers only a single ñbrandò for sale. A second 

reason for the smaller evoked set is that consumers are unlikely to find more 

than one or two businesses providing the same services in a given geographic 

area, whereas they may find numerous retail stores carrying the identical 

manufacturerôs product. A third reason for a smaller evoked set is the difficulty 

of obtaining adequate pre-purchase information about services. 

Emotion and mood-Emotion and mood are feeling states that influence peopleôs 

(and therefore customersô) perceptions and evaluations of their experiences. 

Moods are distinguished from emotions in that moods refer to transient feeling 

states that occur at specific times and in specific situations, whereas emotions 

are more intense, stable, and pervasive. 
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Because services are experiences, moods and emotions are critical factors that 

shape the perceived effectiveness of service encounters. If a service customer 

is in a ñbad moodò when he enters a service establishment, service provision 

will likely be interpreted more negatively than if he were in a buoyant, positive 

mood. Similarly, if a service provider is irritable or sullen; his interaction with 

customers will likely be colored by that mood. Furthermore, when another 

customer in a service establishment is cranky or frustrated, whether from 

problems with the service or from existing emotions unrelated to the service, his 

or her mood affects the provisions of service for all customers who sense the 

negative mood. In sum, any service characterized by human interaction is 

strongly dependent on the moods and emotions of the service provider, the 

service customer and other customers receiving the service at the same time. 

(c) Service purchase and consumption 

Service provision as drama-Researchers and managers of service businesses 

have compared service provision with drama, observing that both aim to create 

and maintain a desirable impression before an audience, and both recognize 

that the way to accomplish this is by carefully managing the actors and the 

physical setting of their behaviour. In fact, the service marketer must play many 

drama-related roles (including director, choreographer, and writer) to be sure 

the performances of the actors are pleasing to the audience. 

The skill of the service ñactorsò in performing their routines, the way they 

appear, and their commitment to the ñshowò are all pivotal to service delivery. 

While service actors are present in most service performances, their importance 

increases when the degree of direct personal contact increases (such as in a 

hospital, resort, or restaurant), when the services involve repeat contact, and 

when the contact personnel as actors have discretion in determining the nature 

of the service and how it is delivered (as in education, medical services, and 

legal services). 

Services roles and scripts-If we think of service performances as drama, we can 

view each players as having a role to perform. Roles have been defined as 

combinations of social cues that guide ad direct behaviour in a given setting. 

The success of any service performance depends in part on how well the ñrole 

setò or players- both service employees and customers- act out their roles. 

Service employees need to perform their roles according to expectations of the 

customer; if they do not, the customer may be frustrated and disappointed. 

One of the factors that most influences the effectiveness of role performance is 

a script- a ñcoherent sequence of events expected by the individual, involving 

them either as a participant or as an observerò. Service scripts consist of a set 

of ordered actions, actors, and objects that, through repeated involvement, 

define what the customer expects. Con-formance to scripts is satisfying to the 

customer, while deviations from the script lead to confusion and dissatisfaction. 
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(d) Post purchase evaluation 

Attribution of dissatisfaction- When consumers are disappointed with 

purchases-because the products did not fulfill the intended needs, did not 

perform satisfactorily, or were not worth their price- they may attribute their 

dissatisfaction to a number of different sources, among them the producers, the 

retailers, or themselves. Because consumers participate to a greater extent in 

the definition and production of services, they may feel more responsible for 

their dissatisfaction when they purchase services than when they purchase 

goods. As an example, consider a female consumer purchasing a haircut; 

receiving the cut the desires depends in part upon her clear specifications of her 

needs to the stylist. If disappointed, she may blame either the stylist (for lack of 

skill) or herself (for choosing the wrong stylist or for not communicating her own 

needs clearly). 

Innovation diffusion- The rate of diffusion of an innovation depends on 

consumersô perceptions of the innovation with regard to five characteristics: 

relative advantage, compatibility, communicability, divisibility, and complexity. 

An offering that has a relative advantage over existing or competing products; 

that is compatible with existing norms, values, and behaviours; that is 

communicable; and that is divisible (i.e., that can be tried or tested on a limited 

basis) diffuses more quickly than others. An offering that is complex, that is, 

difficult to understand or use, diffuses more slowly than others. 

Brand loyalty- The degree to which consumers are committed to particular 

brands of goods or services depends on a number of factors: the cost of 

changing brands (switching cost), the availability of substitutes, the perceived 

risk associated with the purchase, and the degree to which they have obtained 

satisfaction in the past. Because it may be more costly to change brands of 

services, because they may have more difficulty being aware of the availability 

of substitutes, and because higher risks may accompany services, consumers 

are more likely to remain customers of particular companies with services than 

with goods. 

Greater search costs and monetary costs may be involved in changing brands 

of services than in changing brands of goods. Because of the difficulty of 

obtaining information about services, consumers may be unaware of 

alternatives or substitutes for their brands, or may be uncertain about the ability 

of alternatives to increase satisfaction over present brands. 

PURCHASE PROCESS FOR SERVICES 

When customers decide to buy a service to meet an unfilled need, they go 

through what is often a complex purchase process. This process has three 

separate stages-the pre-purchase stage, the service encounter stage, and post-

purchase stage. 
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Pre-purchase stage 

The decision to buy and use a service is made in the pre-purchase stage. 

Individual needs and expectations are very important here because they 

influence what alternatives customers will consider. If the purchase is routine 

and relatively low risk, customers may move quickly to selecting and using a 

specific service provider. But when more is at stake or a service is about to be 

used for the first time, they may conduct an intensive information search. The 

next step is to identify potential suppliers and then weigh the benefits and risks 

of each option before making a final decision. 

Service encounter stage 

After deciding to purchase a specific service, customers experience one or 

more contacts with their chosen service provider. Contacts may take the form of 

personal exchanges between customers and service employees or impersonal 

interactions with machines or computers. In high-contact services, such as 

restaurants, health care, hotels, and public transportation, customers may 

experience a variety of elements during service delivery, each of which has the 

potential to provide clues to service quality. 

Service environments include all of the tangible characteristics to which 

customers are exposed. The appearance of building exteriors and interiors; the 

nature of furnishings and equipment; the presence or absence of dirt, odor, or 

noise; and the appearance and behaviour of other customers can all serve to 

shape expectations and perceptions of service quality. 

Post-purchase stage 

During the post-purchase stage, customers continue a process they began in 

the service encounter stage- evaluating service quality and their satisfaction or 

dissatisfaction with the 

service experience. The outcome of this process will affect their future 

intentions, such as whether to remain loyal to the provider that delivered service 

and whether to pass on positive or negative recommendations to family 

members and other associates. 

Customers evaluate service quality by comparing what they expected with what 

they perceive they received. If their expectations are met or exceeded, they 

believe they have received high-quality service. If the price-quality relationship 

is acceptable and other situational and personal factors are positive, then these 

customers are likely to be satisfied. As a result, they are more likely to make 

repeat purchases and become loyal customers. However, if the service 

experience does not meet customersô expectations, they may complain about 

poor service quality, suffer in silence, or switch providers in the future. 
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THE SERVICE ENCOUNTER 

 

Whether at armôs length or face to face, interaction between customer and 

organ-ization lies at the heart of service delivery. The interaction may take many 

forms, from a brief encounter with a directions sign to a protracted encounter 

with a service employee. Whatever the nature and type of contact, each 

represents a moment of truth for the customer. This part  will focus on 

customers engaging with organizations through the medium of service 

personnel. How we should portray that encounter and how it should be 

understood will underline the dis- cussion. Both customer and employee 

perspectives will be addressed together with how service organizations seek to 

manage the process. Several concepts/ techniques are introduced that are of 

fundamental importance for understanding the service encounter. 

The concept of an encounter means coming into contact with someone or 

something. Such contact may occur by chance or unexpectedly, e.g. running 

into an old friend. That will invariably be an amicable encounter. Equally more 

routine encounters, say with a car mechanic or a hotel receptionist, may be 

particularly pleasant. On the other hand, encounters in general with a work 

colleague, an organization or simply a ófriendô may be much less enjoyable. 

Additionally, an encounter can be had with an inanimate object in the form of a 

sign, vending machine, website, car wash. That also can be pleasing or 

frustrating. Clearly providers of services seek to make any encounter with a 

customer pleasurable. To achieve this, service organizations will resort to using 

a variety of tools/techniques. Although there is a growing tendency for 

encounters to be with óthingsô most services still retain, in part or in total, face-

to-face contact with the customer. For this reason, the tools and techniques 

cited earlier become ever-more important, and for some, the subject of 

controversy. Just how well or how badly customers feel they were treated 

comes to particular prominence in the face-to-face encounter. In particular it is a 

type of contact where behaviour, attitudes, emotions and body language are 

visible from both sides (service provider and customer). That, in itself, 

represents a challenge for service organizations to manage.  
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Service encounter as theatre 

For addressing or managing that challenge, some1 have drawn on the writings 

of Erving Goffman, particularly his book The Presentation of Self in Everyday 

Life,2 and portrayed the service encounter as equivalent to a performance in 

the theatre. In both cases, service encounter and theatre, the aim quite simply 

is to create a favourable impression before an audience. On the surface the 

service encounter bears all the hallmarks of a theatrical production: 

ǒ Front stage ï the setting comprising scenery, props, atmosphere. More 

specifically, décor, lighting, use of space, seating comfort, furnishings, 

equipment, noise level. (the physical evidence) 

ǒ Front line ï service employees in the role of actors dressed accordingly and 

with the help of a script deploy the necessary skills and attributes to impress an 

audience. 

ǒ Audience ï customers with expectations for and perceptions of the 

performance. 

ǒ Process ï the manner in which the service is delivered and the actions that 

shape the customersô experience (the performance). 

The main problems with the theatre as a framework for discussing and 

understand- 

ing the service encounter is that the customer (in the audience) does not 

interact or engage directly with those providing the performance. It is essentially 

a passive encounter with customer response coming at the end of the 

performance, coupled sometimes with laughter or applause in between. 

Furthermore, there is little likelihood of other members of the audience affecting 

the enjoyment or otherwise of the service. Such conditions are not normally 

characteristic of service encounters. So in considering the following elements of 

a theatrical nature it is important to bear in mind the impact of customer 

involvement. 
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Two particular tools/techniques that emanate from a theatre perspective are 

however deployed by organizations in the service encounter. They are scripts 

and emotional labour and each is inextricably bound up with the other. 

Scripts 

Just as in the theatre, scripts are widely in evidence in service encounters. 

Ascript is regarded as óa predetermined, stereotyped sequence of actions that 

defines a well known situationô. People experience hundreds of scripts as part 

of everyday life, 

e.g. travelling by air, visiting a dentist, eating in a restaurant, attending a tutorial, 

telephoning a call centre. In these and many other service situations knowledge 

of the script helps us understand and become involved in the sequence of 

events as well as how we and others are expected to behave. Basically, we are 

acquiring knowledge of what is supposed to happen or the rules of 

engagement. One of the best-known examples and one to which most people 

can relate is the restaurant script developed by Schank and Abelson (1977). As 

with other scripts, it has standard roles to be played, standard props or objects, 

ordinary conditions for entering upon the activity, a standard sequence of 

scenes or actions and some normal results from performing the activity 

successfully. It appears that the script is a highly structured sequence of actions 

and events and in many cases that will be so. However, any script will be 

subject to deviations or violations. Consider the case of a restaurant where the 

following might occur: 

ǒ An error ï the wrongful completion of a given event (youôve been served fish  

instead of shrimp). 

ǒ An obstacle ï something that removes a precondition for a given event (the 

waiter canôt give you a menu because there arenôt any or you canôt read the 

menu as it is in French). 

ǒ A distraction ï an event of sufficient importance to intercept script action (the 

arrival of a long-lost friend, a fire in the restaurant, waiter spilling soup over the 
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customer). 

ǒ Free behaviours ï those activities that may plausibly and commonly intermix 

with the ongoing script (but not e.g. throwing Frisbees in a restaurant). 

How several of these events or incidents are handled will determine whether the 

script can get back on track and thus proceed. The impact on customer 

satisfaction with the service encounter is a further consideration. 

Script generation 

As already intimated, the importance of customer scripts is that they represent 

customerôs knowledge of what to do for effective participation in the service 

delivery process. With this in mind, people can be asked to describe what goes 

on in detail during a variety of service situations. From these descriptions an 

understanding can be obtained of the level of agreement there is between 

consumer and organizations on the nature of the characters, props, actions and 

the order in which they occur.  

 

The óvalueô of the script 

The following advantages and problems with regard to the use of a script are 

worthy of consideration. 

 

 Advantages 

ǒ By standardizing the behaviour and actions of service employees (and cus- 

tomers) scripting could be said to reduce any anxieties that could arise during 

the service encounter. 

ǒ The script could act as a shield against the insults and indignities employees 

are asked to accept from the public  (óDonôt take it personallyô). 

ǒ Job definition and responsibilities are clearly specified, lessening the prospect 
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of role ambiguity and role conflict (óIôm sorry but our rules clearly say éô). 

ǒ Management is able to exert a degree of control over the service encounter 

and this can be achieved with a minimum of direct supervision. 

 2 Problems 

ǒ The script can be perceived as mechanical, phoney, contrived, manufactured. 

It simply is not real. Having to be nice at all times has been portrayed as óa syn- 

thetic, feigned, and ultimately insincere form of friendlinessô 

ǒ It can stifle flexibility. 

ǒ Customers, consequently, can become frustrated as they seek solutions for 

their particular circumstances. 

ǒ Similarly, employees may feel thwarted by a script in addressing customersô 

problems. 

ǒ While seemingly protecting their dignity, employees may also feel the script 

undermines their sense of self worth and identity. 

Emotional labour 

The concept (and reality) of emotional labour gained prominence with a book by 

Hochschild (1983) entitled The Managed Heart: Commercialization of Human 

Feeling. It was defined thus: óThis labor requires one to induce or suppress 

feeling in order to sustain the outward countenance that produces the proper 

state of mind in others ï in this case, the sense of being cared for in a convivial 

place.ô In effect, emotions of service personnel in contact with customers are 

encouraged and controlled by the organization Any feelings (an employee may 

have) that the organization finds unhelpful are to be suppressed, disregarded or 

reinterpreted. 

Emotional labour has three potential components, of which at least one of the 

first two must exist along with the third for it to be performed.12 
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ǒ It involves the faking of emotion that is not really felt. 

ǒ And/or the hiding of emotion that is felt. 

ǒ This emotion management is performed in order to meet social expectation ï 

usually as part of the job role. 
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Self Check 2  Written test   

 

1. Describe search, experience and credence attributes and give examples of 

each. 

2. Explain why services are often harder for customers to evaluate than physical 

goods. 

3. Discuss the three stages in the purchase process for services. 

4. Elaborate the various steps involved in consumer decision making process 

for services. 

5. Identify the kinds of role that are played in services purchase process. Also 

write important factors influencing consumer behaviour. 

6. What do you think are the main reasons for including the element of óPeopleô 

in the marketing mix for services? 

7. Do you think óphysical evidenceô really matters in marketing of services? 

Explain. 

8.  Explain the óprocessô as one of the important element of marketing mix with 

suitable examples.  
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SERVICE DESIGN  

Marketing is the performance of those business activities that direct the flow of 

goods or services from producer to ultimate consumer. The customers may 

have different likes and dislikes, preferences and attitudes. These things play a 

crucial role to develop a product or service, which is appropriate according to 

the aspiration of the customers. Further the relevance of product or service to 

the aspiration of the customers decides the final success or failure of the 

product or service. Thus customerôs requirements and the performance 

standards that the service needs to satisfy form the specifications for design. 

The design consists of four related components: 

(i) Product design 

(ii) Facilities design 

(iii) Service operations process design. 

(iv) Customers service process design. 

Service product design refers to the design of the physical attributes of the 

service. The subscription options for home cable television service or the 

banking transactions that are available through an automatic teller machine are 

examples of such attributes. These attributes may involve the assembly of raw 

materials or developing software. 

Further the service facility design refers to the design of the physical layout of 

the facilities. Customersô perceptions of the quality of the service are influenced 

by attributes such as the cleanliness, spaciousness, lighting and layout of the 

environment, where the service takes place. In addition to these facilities, other 

additional facilities such also need to be designed. The efficiency of service 

operations depends on the configuration of these facilities. 

Service operations process design refers to the activities that are needed to 

deliver or maintain a service. The activities that make up the operations 

processes are those required for the service to deliver its output. By contrast, 

the activities comprising the customer service process design pertain to the 

interactions between the customer and the service provider. For example, in the 
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car rental example described above, in addition to the operational steps, the 

representative may greet the customer on arrival, refer to him by name, ask him 

for his preference of cars, and bid him farewell on departure. The customer 

service and service operations activities together make up the car rental 

process. The quality of the service experience depends on the performance of 

both types of activities. These activities therefore need to be designed together. 

STEPS IN SERVICE DESIGN 

A real design exercise involves the complex interactions of a variety of technical 

and non-technical factors that affect the quality of the design. In order to design 

a product, it is important to employ a methodology that integrates the technical 

aspects of the design with the marketing and management principles that are 

required to ensure the commercialization of the product. Such a methodology is 

referred to as total design. 

 

Step 1: 

To involve the customer in designing process. 

Step 2: 

To determine the specifications of the design from these customers. 

Step 3: 

To determine the technical aspects of the design from these customer as per 

the specifications. The technology should be a derivative of the customers need 

and not the other way around. 

Step 4: 

To design the service using a multi-function team with. 

Step 5: 
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To test the design in the marketplace, and not in the laboratory. A successful 

design should not only be one that creatively applies the latest technology, but 

should also be one that customers like, purchase, and use. 

Blueprinting and Service mapping 

Blueprinting is a technique that helps to understand the totality of a service as a 

process, so that ñfail points,ò those stages of the service that have a high 

statistical probability of generating problems, can be identified and properly 

understood. The blueprint is an objective, graphical depiction of the service. 

The key steps in preparing the service blueprint as follows: 

1. To identify the activities involved in delivering the service and present these 

in a diagrammatic form. The level of detail will depend on the complexity and 

nature of the service. 

2. To identify the critical points. These are stages where things may go wrong. 

The corrective measures at this stage must be determined, and systems and 

procedures should be developed to reduce the occurring in the first instance. 

3. To set standards against which the performance should be measured. 

4. To analyze the profitability of the service delivered, in terms of the number of 

customers served during a period of time. 

On the other hand service maps are to be built up on blueprints and two 

additional features are to be provided to add to management information. 

Å To pay greater attention to customer interaction with the service organization. 

Further the clear diagrammatic distinctions should be made between actions of 

customers and of service contact personnel. In effect, more should be provided 

on the front stage activities in blueprints. 

Å Additional vertical layers to the diagram are to be drawn in service maps to 

provide a visual representation of the structure of the service. 

Å In particular, the backstage activities are to be divided into those provided by 

frontline employees, support staff and management services. 
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SERVICES FAILURE 

Every effort should be made to develop an appropriate product or service. 

However, it is not always possible that the service or product would be 

successful. The success or failure of a product or service depends upon a 

number of other forces, which are dynamic in nature and changes time-to-time 

and situation-to-situation. Whatever the methods of service design is adopted, a 

specific service map or a concept service map - one of the main aims will be to 

identify the potential points in the process which may result in a service failure. 

It is probably possible that at some time either result service failure. Therefore, 

efforts should be made to anticipate these occasions well in advance, so that 

mistakes could be prevented from turning into a service defect and also a 

service failure. In this way a service design can also be justified. An 

organization should try to identify those critical aspects which may results in 

service failure. Once these aspects have been identified, it can be helpful to 

design the mechanism as to reduce the risk of human mistakes turning into 

actual service failures. As old people say, ñPrevention is better than cureò. Thus 

service failure is the end result of all the unwanted things and mistakes made by 

either party, whether he is customer or server. Customer errors can be 

classified as relating to preparation for the service provider, the encounter it 

self, or to the resolution of the encounter. 

Å Preparation errors may result from the failure of customers to bring the 

necessary materials to the encounter, or to understand their roles in the service 

encounter. 

Å Encounter errors include failure or customers to remember steps in the service 

process to follow the system flow or to specify desires or follow instructions. 

Å Resolution errors include failure of customers to signal service failures, learn 

from experience, adjust expectation, or execute appropriate post encounter 

action. 

CUSTOMERSô REACTION TOWARDS SERVICE FAILURE 

The question arises that what will be the reaction of the customers in case of a 

service failure. In other words how customersô reacts in case the services are 
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not accordance to their expectations. What options are open to customers when 

they experience a service failure? The customer may pursue the following four 

major courses of action: 

Å Do nothing. 

Å Complain to the service firm. 

Å Action through a third party viz. consumer advocacy group, consumer affairs 

or regulatory agencies, civil or criminal court, etc. 

Å To stop the services of same supplier and to discourage other people from 

using the services of similar supplier. 

Thus how will a customer react towards failure of service, depends upon 

knowledge of the customers, resources, attitude and circumstances at the time 

of purchase. Generally innocent customers respond smoothly and almost do not 

resist. But active, experienced and educated customers resist strongly and take 

all those steps, which they feel appropriate. This kind of people do not want any 

compromise on service quality and the organization must see to it that they are 

satisfied otherwise they may depreciate the goodwill of the company and can 

motivate people for not purchasing by negative word of mouth. 

Service Recovery and Meeting Customer Complaints 

Service recovery is an umbrella term for systematic efforts by a firm to correct a 

problem following a service failure and retain a customerôs goodwill. Service 

recovery plays a crucial role in restoring customerôs satisfactions level in any 

organization. Things may occur that have a negative impact on its relationships 

with customers. The true test of a firmôs commitment to service quality 

satisfaction level isnôt in the advertising promises or the d®cor and ambience of 

its offices, but in the way it responds when things go wrong for the customer. 

The firms donôt react always in ways that match their advertised promises. 

Effective service recovery requires thoughtful procedures for resolving problems 

and handling these customers. It is critical for a business organization to have 

an effective recovery strategy, because even a single service problem can 

destroy a customerôs confidence in a firm under the following conditions: 
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The failure is totally outrageous. The problem fits a pattern of failure rather than 

being an isolated incident. The recovery efforts are weak, serving to compound 

the original problem rather than correct it. 

ELEMENTS OF AN EFFECTIVE SERVICE RECOVERY SYSTEM: 

Service failure leads to human problems - real or imaginary. Whatever the 

cause, the approach should be humane. Sensitivity and empathy are required 

to handle such problems diligently. So they need to be handled with care the 

way you handle glass. Customers problems should be handled promptly 

because ñJustice delayed is justice deniedò Managers face a number of 

challenges in designing a redressal system that provides accurate feed back in 

a timely and economic fashion that is acceptable to organization and its 

customers. One must know the various elements of the service recovery system 

in order to handle or tackle problems promptly, so that one can design an 

appropriate recovery system. It is not necessary that a particular system is 

applicable for all organizations and for all types of problems, because the 

various factors that go into redressal process may differ from organization to 

organization and situation to situation. Thus a recovery system is applied to 

various types of problems. The different elements of this system are given 

below: 
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From the above diagram it is clear that a recovery system consists of three 

steps viz. first of all we should do the thing in right way. But it is not always 

possible that all things are right, there is always a probability of doing thing 

wrong. If it happened then problems should be handled through an effective 

procedure for complaint handling. It constitutes the second step. Finally 

effective problem handling leads to customer satisfaction and loyalty. 

A brief description of important steps is given below: 

(i) Do it right first time and always: At the very beginning, the marketer should 

concentrate on doing the job right in first attempt. For this the marketer should 

consider every possible effort in this regard. The marketer should consider 

customersô aspirations, needs, requirements and further he must develop an 

appropriate service design system. The marketer should avoid personal biases. 

Market research can facilitate in this stage significantly. 
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(ii) Identification of the Problem: If a service fails due to any reason, then 

marketer must go through an effective complaint handling procedure. For this 

the first step is to identify the real problem. Since a particular decision is made 

in the context of real problem. A problem is a need and a question thrown 

forward for its solution. It is just like the diagnosis of patient by the doctor. Thus 

at this stage efforts should made to identify the real issue. The emphasis should 

be given on the cause of the problem, that what real issue is. Further more, 

efforts are to be made to establish cause and effect relationship. The 

identification of problem is half solving in itself. There are various methods 

which helps us in identification of problem such as market research to monitor 

complaints, develop ñcomplaints as opportunityò culture, etc. 

(iii) To Resolve Problems Effectively: When the problem is identified the second 

step is to resolve the problem in the best possible way. There may be different 

kinds of alter-natives which can resolve the problem. An alternative may be 

defined as future course of action. It is pertinent to mention here that every 

organization may have different approaches to handle problems. It depends 

upon the size of an organization, financial position, managerial attitude, 

administrative efficiency and other circumstances. However, a general 

approach which is applicable in most cases is: 

(a) Problem identification. 

(b) Development of alternatives 

(c) Evaluation of alternatives 

(d) Selection of alternatives 

(e) Implementation 

(f) Feed back 

For this marketers should develop effective systems and training in complaints 

handling. 

(iv) Learn from the Past Experience: It is always beneficial for the marketers to 

avoid recurring of mistakes. Because it involves wastage of time and money. 
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Thus an intelligent marketer always try to learn from the past experience and 

take action accordingly. The marketer should emphasize what has happened 

good in past and avoid what has happened adverse. For this he should adopt 

root cause analysis. Keeping in view past experience he can develop his 

efficiency and can become competent and efficient. 

7.6 GUIDELINES FOR THE EFFECTIVE SERVICE RECOVERY SYSTEM 

1. Prompt action: If the complaint is made during service delivery, then time is of 

essence to achieve a full recovery. Whenever the complaints are made after the 

fact, many companies have established policies of responding as soon as 

possible. Even when full resolution is likely to take longer, fast 

acknowledgement remains very important. 

2. Admit mistakes but donôt be defensive: Be aggressive: Acting defensively 

may suggest that the organization has something to hide or is reluctant to fully 

explore the situation. Therefore one should be aggressive in his approach. 

3. To see and understand the problem from customer point of view: Seeing 

situations through the customersô eyes is the only way to understand what they 

think has gone wrong and why they are upset. Service personnel should avoid 

jumping to conclusions with their own interpretations. 

4. Participative environment: The goal should be to reach at a mutually 

acceptable solution, not to win a debating contest or prove that the customer is 

an idiot. Arguing gets in the way of listening and seldom defuses anger. 

5. Try to understand the customerôs feelings: The employees must develop an 

attitude óI can understand why youôre upsetô. This would help in building a 

rapport and is the first step in rebuilding a bruised relationship. 

6. Give customers the benefit of the doubt: Not all customers are truthful and 

not all complaints are justified. The customers should be treated as though they 

have a valid complaint until clear evidence to the contrary emerges. If a lot of 

money is at stake (as in insurance claims or potential lawsuits) careful 

investigation is warranted; if the amount concerned is small, then it may not be 

worth haggling over a refund or other compensation. If there is a past history of 
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complaints by the same customer. It is better to go in detail about the past 

records. 

7. Open system to solve the problem: Whenever instant solutions arenôt 

possible, telling customers how the organization plans to proceed shows that 

corrective action is being taken. It also sets expectations as to the time frame. 

8. Feedback to customers about progress: Nobody should be kept in the dark. 

Uncertainty breeds anxiety and stress. People tend to be more accepting of 

disruptions if they know what is going on and receive periodic progress reports. 

9. Envisaged compensation either by monetary form or by equivalent services: 

When customers did not receive the service as per the commitments, or 

suffered serious inconvenience because the service failed, then either a 

monetary payment of offer or equivalent service in kind should be provided. 

Such action may also be helpful to reduce the risk of legal action to be taken by 

the customer. Service guarantees often lay out in advance. In many cases, 

what customers want most is an apology and a commitment to avoid similar 

problems in the future. 

10. Disappointment of customer due to service failure: one of the biggest 

challenges is to restore the confidence of the customer to maintain the 

relationship for the future. This may be helpful for the perseverance and to 

follow through, not only to defuse their anger but also to convince them that 

actions are being taken to avoid a repetition of such type of problems. The 

recovery efforts should be made effectively in building loyalty and referrals. 

SOLVING PROBLEMS AND PREVENTING THEIR RECURRENCE 

Problems may be due to internal forces or external forces. When a problem is 

caused by controllable, internal forces, in that case there is no excuse for 

allowing it to repeat it. In fact, maintaining customersô relations after a service 

failure depends upon by keeping promises made to the effect ñweôre taking hard 

steps to ensure that it doesnôt happen again.ò With prevention in mind, letôs look 

briefly at some simple, but powerful, quality tools for monitoring service quality 

and determining the root cause of specific problems that upset customers. 
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Flowcharting 

Once manager understand the underlying processes behind service delivery 

and the needs and requirements of the customers, itôs easier to identify 

potential failure or strategic points which may be a weak links in the chain. 

Knowing what can go wrong and where it can be an important step towards 

preventing service quality problems. 

Control Charts 

These can offer a simple method of displaying performance over time against 

specific quality criteria. Since they are visual and trends can also be easily 

identified. It shows the performance on the basis of important criterion and 

suggesting that their issues and needs shall be addressed by management, 

since performance is erratic and not very satisfactory. Of course, control charts 

are only as good as the data on which they are based. 

Analysis of Cause and Effect Relationship 

Cause-and-effect analysis employs a technique to analyze the cause and effect 

relationships. It is developed by the Japanese quality expert, Kaoru Ishikawa. 

Groups of managers and staff brainstorm all the possible factors that might 

cause a specific problem. The resulting factors are then categorized into one of 

five groupings - Equipment, Manpower (or People), Material, Procedures, and 

Other - on a cause and effect chart, popularly known as a fishbone chart 

because of its shape. This technique has been used for many years in 

manufacturing and, more recently, in services. 

Pareto Analysis 

Pareto analysis tends to identify the principal causes of observed outcomes. 

This type of analysis underlies the so-called 80/20 rule, because it often reveals 

that around 80 per cent of the value of one variable (in this instance, number of 

service failures) is accounted for by only 20 per cent of the causal variable (i.e. 

number of possible causes). 

DISCONTINUATION OF SERVICE 
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It is pertinent to mention that good product management depends upon reliable 

marketing information. The service organizations must also have the courage to 

discontinue offering services that are no longer profitable to the organization as 

a whole. The service organization should successfully maintain the service 

quality and should also to invest carefully in new ones. This implies a need for 

the following: 

Å Establishment of targets for each service. 

Å Periodic reviews of each serviceôs performance. 

Å Modification of existing services when necessary. 

Å Elimination of services where necessary. 

Å Development of new services. 

In reality, an organizationôs portfolio of products/ services is often the result of a 

number of factors: 

Å Ad hoc responses to competitive challenges 

Å The history and culture of the organization. 

Å Requests from customers 

Å Responses to technological opportunities. 

Å Take-over and mergers. 

In general, there is a tendency to add-on rather than subtract, and thus many 

products/ services continue to consume resources of an organization which 

could be better used elsewhere. In addition, there are a number of óhiddenô 

costs of supporting dying products / services that need to be taken into 

consideration since an old product may not cover even overhead cost. The 

following are the examples of some hidden costs which requires due 

consideration: 

Å A disproportionate amount of management time is spent on them. 
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Å Short and relatively uneconomic óproductionô runs may be required where a 

service has not been deleted and there is irregular demand for it. 

Å It often requires frequent price adjustments. 

Å It search for new products and services is delayed, as so much time is spent 

on existing products/ service that the desired allocation of time to consider new 

ones is inadequate. Firms should therefore have a logical planning system that 

incorporates product/ service deletion. It would be important, however, to 

assume that deletion is a simple process. In reality, there are number of 

reasons why logical deletion procedures are not readily followed. 

Å Often firms do not have the information and results whether a product/ service 

needs to be considered for elimination. Even if an organization is aware of a 

potential deletion, the reasons for its failure may not be known, and thus 

manage-ment may just leave things as they are and hope that problem will go 

away by itself. 

Å Mangers often become biased about products/ services. They are hoping that 

sales will pick up when the market improves. Sometimes, particular elements of 

marketing strategy will be blamed for lack of success. Further, there is the belief 

that a change is promotion or pricing and will improve the situation. 

Å Within an organization there may be politics in seeking to delete a service. 

Some individuals may be having their vested interests in a service and they 

may fight elimination efforts. As a result the staff may hide the true facts of a 

serviceôs performance to ensure that deletion is not considered at all at any 

cost. 

Å Finally, there is sometimes it may be a perception in the mind that the sales of 

other products and services are tied into the product/ service being deleted. For 

example, a car dealer who binds up its sales department of new car may lose 

its business in servicing and repairs department also. Furthermore, such 

elimination may be sold to the small number of important customers, leading to 

fears that deletion would cause all of their business to shift elsewhere. In 

general it is observed that majority of companies handle product/ service 

elimination as a last alternative. They envisaged elimination when a service is 
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seen to be losing money and it is not lucrative from organization point of view. 

To determine the existing position of the present products/ services requires the 

need for a systematic and objective approach. It comprises review of every 

product/ service in terms of its market share, potential, growth, sales, 

profitability, average cost, competitorôs share and competitorsô prices, etc. 

The above overall information helps marketer to identify weak and strong 

elements of the overall product or service mix. This will lead to differentiate poor 

products/ service from good one. Thus a marketer can adopt an appropriate 

marketing strategy. Different authors have developed their own methods to 

deciding which product/ service to eliminate among these one of the most 

important is product/ service retention index. It include a number of factors, 

each of these factors are being individually weighted according to their 

importance in a particular firm. The importance of particular factor may different 

from firm to firm. Because the importance of a specific factor is depend upon a 

number of forces which are extremely different in each organization. Each 

service is then ranked according to each factor. The product/ service retain 

index thus being equal to the sum of the products of the weighted index. The 

above mentioned factors may be different kinds viz. potential share of product 

or service, how much should be earned from modification, how much to the 

product or service contribution beyond direct costs, how much is the product or 

service contributing to the sale promotion of the other products/ services of the 

company or how much is the product or service helpful to companyôs point of 

view in either way keeping in mind these factors a company can differentiate its 

poor products/ services and can take appropriate steps in the right direction. 

 

CUSTOMER STATISFACTION  

Customer satisfaction evaluation 

What does ósatisfactionô mean? The concept itself is an abstract one. The 

achievement of satisfaction can be a complex and precarious process. The 

roles played in the service encounter by service personnel and consumers 
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contribute to this. In the same way that totally satisfied customers are hard to 

find, the totally dissatisfied customer is also an  

 

 

 

 

 

elusive creature. While one should understand the extent of customer 

satisfaction (i.e. how much customers are satisfied), it is perhaps more 

important to understand the underlying cause of the satisfaction/dissatisfaction. 

In general, the response to a satisfactory experience will contain both emotional 

and behavioural elements (Figure 12.1). So customer satisfaction will result in 

positive emotional states. These, in turn, mediate the response between 

customer satisfaction and behavioural responses ï positive word of mouth, no 

complaint behaviour and repeat purchase. 

What is satisfaction? 
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The model used to explain the occurrence of satisfaction is known as the 

expectancy- disconfirmation model (Figure 12.2). It was first proposed by Oliver 

in 19771 and has subsequently been tested in a variety of different industries. 

The model suggests that satisfaction is dependent on customersô expectations, 

and their perceptions of performance in relation to those expectations. One 

implication of this model is that to secure satisfaction, management need not 

(and indeed should not) focus exclusively on improving its performance. 

Resources should also be devoted to managing customer expectations. As 

Peters and Austin state: óManaging expectations is all about under-promising 

and over-delivering.ô 
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Customer expectations 

There are five key factors that influence a customerôs expectations: previous 

experience; personal recommendation; personal needs; marketing 

communications; and the level of involvement in the purchase (Figure 12.3). 

Research suggests that the most important of these factors in shaping 

expectations are the consumerôs past experience of the service and what other 

people say about it. Customers tend to complain less about services than 

products even though they are more likely to be dissatisfied with services. One 

reason why they do not complain as much comes from the active part that they 

play in specifying the service. If a trip to the hairdresser results in a bad haircut, 

who is to say that it is because of the hairdresserôs incompetence It may be that 

the client did not communicate clearly enough what he or she wanted. 

Prior to using a service, consumers may have in mind four different scenarios of 

the service that they might experience: 

ǒ The ideal 

ǒ The anticipated 

ǒ The deserved 

ǒ The minimum tolerable. 
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The consumer can expect any of these (Figure 12.4). As we have seen, 

expectations shape satisfaction. If the óminimum tolerableô is expected then this 

or anything better may lead to satisfaction. Equally, anyone expecting the óidealô 

will be dissatisfied with anything less. 

 

Sometimes customers have a view about what they ódeserveô, even if these are 

set at a low level. For instance, patients may believe that at the very least they 

ódeserveô to return from surgery alive. (This may also be the minimum tolerable.) 

If a customer has a strong idea of what he or she deserves, perhaps formed 

from a guarantee, or previous usage, then expectations will be set at that level. 

Expectations will be more firmly held and will probably result in greater levels of 

dissatisfaction if the service fails to deliver. 

The ódeservedô outcome can also modify expectations downwards, e.g. if a 

builder is instructed to build a house that must be finished in two months, then 

the level of workmanship that the customer receives is likely to suffer from 

corner-cutting as the builder struggles to meet the deadline. If the customer 

realizes the constraints that they have forced the builder to work to, then their 

ódeservedô outcome should be set at a low level. 

What the customer believes he or she deserves may, however, still be lower 

than his or her óanticipatedô or expected outcome. If this arises then the 

customer will be dissatisfied. He or she may have chosen not to believe what 
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the builder told him or her at the outset about the most likely consequences of 

the tight schedule, choosing instead to expect the outcome to be better than the 

picture painted. 

Parasuraman, Zeithaml and Berry define a narrower band for expectations. 

They describe a ózone of toleranceô between adequate service provision and the 

desired service provision (Figure 12.5). This zone expands and contracts. It can 

also remain unchanged in magnitude, while moving up or down the spectrum. It 

varies according to the service and to the individual customer. More recently, it 

has been shown that expectations and the zone of tolerance can fluctuate 

during service consumption. 

Further, satisfaction with individual encounters will affect satisfaction with the 

overall experience. Consequently, operations managers have an important role 

in managing expectations during service delivery. It is particularly important to 

manage this satisfactorily at early stages in the process since these encounters 

have been shown to influence customersô thresholds of tolerance at a later 

stage in service delivery. 

 

Service fairness 

Recently the concept of service ófairnessô has been proposed as a determinant 

of customer satisfaction 

Fairness can be broken down into three components ï outcome 

fairness, which is the quality of the core service offering; procedural fairness, 

which is concerned with service delivery, i.e. whether it was timely; and 

interactional fair- ness, which is concerned with the customerôs relationships 

with the service deliverer. Each of these has been found to contribute 

independently to satisfaction. But it is outcome fairness that is the most critical 
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in understanding a customerôs satisfaction response, whereas it is in the areas 

of process and procedural fairness that the service provider can more easily 

exceed customersô expectations. 

12.1.5 Measuring satisfaction 

Avariety of research mechanisms can be deployed to measure customer 

satisfaction. One valuable piece of research would be a study that segmented 

service attributes into satisfiers, dissatisfiers and criticals. In measuring this, the 

service provider would gain a clearer understanding of how to allocate 

operational resources to deliver satisfaction. 

Satisfiers are those elements of service delivery which, when performed beyond 

what the consumer considers adequate, have a positive impact on perceptions. 

Yet when they are neither in evidence nor well performed, they do not depress 

percep-tions of service quality. These are often elements of service delivery that 

the customer does not expect. For example, regular users of a particular car 

hire company may consider performance beyond the adequate if the next time 

they ring to book a car the receptionist remembers their individual preference 

for car model, collection and delivery details, etc. However, if none of this 

happens, it will not result in customers having lower perceptions of service 

quality. 

Dissatisfiers are those elements of service delivery which when performed at a 

level below that which the consumer believes to be adequate will result in  

issatisfaction. But any performance above that level that the consumer 

considers to be adequate, will have little impact on perceptions of service 

quality. So, to continue with our example of car hire, if the customer has 

arranged for the car to be at his or her office at 5 pm, and the car is delivered at 

7 pm, then this is likely to result in dis-satisfaction. If, on the other hand, the car 

is delivered at 3 pm, this is not likely to raise perceptions of service quality if the 

customer is in no position to use the car before 5 pm. 

Criticals are those factors that can act as both satisfiers and dissatisfiers. Good 

performance on these factors can improve perceptions of service quality, and 

conversely, poor performance can detract from it. So, for example, if empathy is 
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a critical factor, then polite service may raise perceptions of service quality and 

impolite service may depress them. 

A common technique used to measure satisfaction is a quantitative satisfaction 

survey based on multi-attribute attitude analyses. 

Research has shown that those consumers who do complain about the service 

they receive tend to be the loyal users of the service. In terms of numbers, they 

represent only a tiny fraction of the total number of dissatisfied customers. Bell 

and Zemke estimate that only 4% complain, and Dube and Maute26 estimate 

that between 5 and 10% of dissatisfied customers complain. 

A great deal of research has been carried out to establish the characteristics of 

those who complain. Zemke and Belland Warland, Hermann and Willits28 found 

them to be predominantly young women, who were intellectually, socially and 

economically upmarket. Perhaps they complain more because they are less 

daunted by confrontation. Perhaps it is because their expectations are higher 

than for many other groups of consumers. There is certainly evidence to 

support this latter view.  

Studies have found that these consumers are the ones most likely to be 

unhappy about the performance of the services that they purchase 

 

Service recovery 

Successful complaints handling is one strategy for what has come to be known 

today as service recovery. This is where the organization treats dissatisfied 

customers in such a way that they leave the service experience feeling 

positively disposed towards the service provider and willing to engage with the 

organization in future transactions. Service recovery can take place where the 

service provider operates a comprehensive guarantee. It also occurs where the 

organization that is not working to any specified guarantee meets or exceeds 

the expectations of the complaining customer in the way in which it handles a 

complaint. 
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The distinguishing characteristics of services mean that it is often more difficult 

to recover an unsatisfactory experience. Simultaneity of production and 

consumption means that it is not always possible to undo or re-do the service. 

Consider a poor concert performance, or a disappointing swimming lesson. The 

heterogeneous nature of many services means that some failure is inevitable. 

However, the high level of customer involvement, whilst sometimes contributing 

to service mistakes, can also present good opportunities for service recovery. 

The findings of research have suggested that employee behaviour (as opposed 

to problems caused by faulty systems or policies) is one of the most difficult 

types of failure to recover from. 

In addition to recovering specific service failures, a strategic recovery system 

should be built into the service process because: 

1. ǒ Failure in one area can often precipitate service breakdown in other 

areas 

2. ǒ Unattended failures tend to recur 

3. ǒ Failures tend to decrease customer confidence 

4. ǒ Recovery tends to have a positive halo effect. 

There are two basic parts to any such service recovery system. The first is the 

transactional element that relates to the recovery of the specific experience. 

The second is the way in which information from this complaint is used by the 

organization (see later section in this chapter on effective complaint handling). 

Note, however, that efforts to recover potential defectors should not be treated 

uniformly. Organizations should base their offers on the potential profitability of 

individual customers. The severity of the service failure conditions both the 

strength of the negative reaction and the customerôs expectation for service 

recovery. 

 Dissatisfaction with the service can also become more intense if the 

complainant does not feel that the complaint is being handled appropriately. 

This individual is already in an irritable frame of mind and therefore staff need to 

be trained to handle the situation sensitively. Ideally, these employees should 

be empowered to take decisions about the best course of action. However, 
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many companies find this an uncomfortable suggestion believing that the 

employee will always err on the side of the customer. 

Arecent empirical study suggests that from the complainantôs viewpoint the 

most important aspect of service recovery is for the organization to accept 

responsibility for the problem (even if in approximately one-third of complaints, 

the customer is in fact responsible). The empowerment of front-line staff to 

resolve complaints was the next most important factor. Receiving an apology 

was the least impressive recovery strategy. Apersonal apology either face to 

face or by telephone was preferred to that of a written one. 

The same study also found evidence to suggest that the way an organization 

recovers is situation-specific. So, however well it has performed in the past, and 

consequently has satisfied the customer, none of this will have any bearing on a 

customerôs satisfaction with service recovery procedures. 

To make the best use of a customer service department it is not enough to deal 

expe diently with each complaint as it is received.  However, in addition to 

dealing with complaints, the company should also attempt to learn from its 

mistakes. It does this by putting in place management information systems that 

enable customer service staff to record every complaint that is made and then 

to report these complaints (Figure 12.10). Management must be able to identify 

the cause of complaints if it is to aid the development of the service. 
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It is widely acknowledged that efforts to define and measure the quality of 

products has proved more successful than the definition and measurement of 

service quality. Even the word itself has evoked a variety of views as to its 

meaning. For services the setting of standards represents one way of commu- 

nicating quality. However, the workings of the service organization itself must 

come under scrutiny in the quest for delivering quality. The Gaps Model is a 

useful framework for understanding the impact of the organization on quality. 

A technique for determining what to measure, and how, has been developed 

for service quality. It is called SERVQUAL 

Quality does not have the popular meaning of óbestô in any absolute sense. It 

means óbest for certain customer conditionsô. These conditions are (a) the 

actual use and (b) the selling price of the product. Product quality cannot be 

thought of apart from product cost. 

The standards experienced by customers of a service fall into two categories: 

hard and soft. 

Hard standards often involve counts or timed actions of how many, how 

accurately, how quickly. Two of the five quality dimensions (see SERVQUAL 

later in chapter) are particularly receptive to hard measures. For reliability the 

ultimate standard is either óright first timeô (e.g. the correct order delivered to the 

customer), or óright on timeô (e.g. trains run when they are meant to run, the 

doctor keeps to the patientôs scheduled appointment time and the dry cleaner 

cleans the customerôs clothing by the promised date). For the second 

dimension, responsiveness, time or speed of response, is whatôs looked for in a 

standard. Basically it refers to the amount of time a customer has to wait 

between calling a service and receiving a response, e.g. waiting to get through 

to a service by telephone, waiting for a plumber to arrive. 
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Soft standards are areas that are more difficult to measure objectively and 

agree a standard. Soft standards are developed in response to customers, who 

invariably ask themselves: 

ừ How was I made to feel? 

ừ Was I involved, informed and consulted? 

ừ Did I like how I was treated? 

Service customers want to experience courtesy, trust, care and understanding. 

These attributes are encapsulated in a further two dimensions of service quality  

namely empathy and assurance. To determine the extent to which they are 

present during a service encounter we need to contact the customers for their 

opinions and guarantees. This can be done through group discussions and/or 

customer surveys. 

Establishing standards requires a detailed assessment of the entire service 

process, as in blueprinting or service mapping 

 

GAP MODEL OF SERVICE QUALITY  

To enhance knowledge of service quality and encourage investigation of the 

key issues, a model has been developed ï the Service Quality Gap Model11 

(Figure 5.2) ï which has made a substantial contribution to our understanding of 

service quality 
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authors regard a gap as representing a significant hurdle in achieving a 

satisfactory level of quality. The overriding attractiveness of this model is that it 

should encourage us to consider service quality in more than definitional terms. 

Rather, it looks to the workings of a service organization for explanation of the 

óhowô and ówhyô of service quality delivery. 

The modelôs key features are: 

1. The identification of key attributes of service quality from a management 

and consumer perspective 

2. Highlighting the gaps between consumers and service providers with 

particular reference to perceptions and expectations 

3. Understanding the implications for service management of closing the 

gaps. 
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These gaps can be major hurdles in attempting to deliver a service which con-

sumers would perceive as being of high quality. 

The following is a brief account of the gaps: 

Gap 1 ï states that many service organizations simply do not understand what 

cus-tomers expect and what really matters to them. This gap can only be 

bridged through customer research and, more particularly, knowledge from 

front-line employees. 

Gap 2 ï even where customer expectations are understood, management 

experiences difficulty in translating that understanding into service quality 

specifications. 

This exists because: 

1. Management may believe that customer expectations are unreasonable 

or unrealistic. A test for this remains elusive. 

2. Management may believe that the degree of variability inherent in service 

defies standardization. Ironically, reduction of variability has become a 

key motivator for the standardization of services (Chapter 1). 

3. There is an absence of wholehearted management commitment to 

service quality. 

4. In the face of short-term financial deadlines many service companies are 

reluctan to pursue customer satisfaction or quality efforts. 

Gap 3 ï even when formal standards or specifications for maintaining service 

quality are in existence, the delivery of a quality service is by no means certain. 

This is caused by poor, inadequately deployed resources in terms of people, 

systems and technology. The implications for the human resource or personnel 

management function should be obvious. 

Gap 4 ï advertising and other forms of communication by a service 

organization can affect consumer expectations. The danger is that promises 

made are not kept. Many service organizations use the brochure or prospectus 

(some very glossy) for communicating with potential customers. It should be a 
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statement of what the customer will receive, not an attractive set of promises 

that cannot be delivered. 

Gap 5 ï this gap represents the key challenge. To ensure good quality the 

provider must meet or exceed customer expectations. Perceived service quality 

is the result of the consumerôs comparison of expected service with perceived 

service delivery (see SERVQUAL). 

Lovelock (1994) added the sixth gap to the model as GAP 6: Service Delivery 

and Perceived Service, The Perceptions Gap. According to the responses of 

focus group participants, the judgments of high and low service quality 

depended on how consumers perceived the actual service performance in the 

context of what they expected, and GAP 5 showed the expected service-

perceived service gap. After the gaps modeling, the determinants of service 

quality that consumers used when interpreting the quality were described. The 

ten service quality determinants and their descriptions have been identified 

below. 

 

SERVQUAL (what to measure) 

Service quality is viewed as a multi-dimensional concept.  
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Consumers assess and evaluate a number of factors or dimensions. The fifth 

gap in the Gaps Model of Service Quality gave rise to SERVQUAL, a self-

administered questionnaire purported to be a generic measure of service 

quality. In other words, it was designed to be applicable to a wide variety of 

services. The dimensions to be measured in the scale are: 

Reliability ï the ability to perform the promised service dependably and 

accurately. It is regarded as the most important determinant of perceptions of 

service quality.This dimension is particularly crucial for services such as 

railways, buses, banks, building societies, insurance companies, delivery 

services and trade services, e.g.plumbers, carpet fitters, car repair. 
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Responsiveness ï the willingness to help customers and to provide prompt 

service. This dimension is particularly prevalent where customers have 

requests, questions, complaints and problems. 

Assurance ï the employeesô knowledge and courtesy, and the ability of the 

service to inspire trust and confidence. This dimension may be of particular 

concern for customers of health, financial and legal services. 

Empathy ï the caring, individualized attention the service provides its 

customers.  

Small service companies are better placed (though not necessarily better at) for 

treating customers as individuals than their larger, invariably standardized 

counterparts. 

However, relationship marketing is designed to offer a more individualistic 

approach for customers of large organizations. 

Tangibles ï the appearance of physical facilities, equipment, personnel and 

communication materials. All of these are used in varying degrees to project an 

image that will find favour with consumers. Tangibles will be of particular 

significance where the customerôs physical presence at a service facility is 

necessary for consumption to occur, e.g. hair salon, hotel, night club. 

To apply these dimensions to a particular service organization will require 

definition in specific action and behavioural terms. For example, what does 

reliability mean in service A as distinct from service B? How does an 

organization show responsiveness? How does assurance differ between 

service A and service B? What can a service do specifically to demonstrate 

empathy? On a more general level, it has been argued that service 

organizations should be subject to a quality audit as well as the legally required 

financial audit. Generally accepted service principles (GASP) would provide 

service organizations with explanations of upward and downward trends in 

quality, just as companies explain good and bad trends in terms of sales and 

profits.  
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The SERVQUAL Scale 

The scale was first published in 1988; improvements and revisions have been 

made since then. There are 21 items distributed across the five quality 

dimensions. One scale is devoted to perceptions, the other to expectations. 

Service quality is indicated by the gap between perceptions and expectations 

Parasuraman et al. (1988) developed SERVQUAL which is an advanced model 

for measuring service quality. In SERVQUAL model there are 5 dimensions and 

22 items presented in seven-point Likert scale. They measured especially 

functional service quality through empirical studies in banking, credit card, 

repair and maintenance, and long-distance telephone services. 

Service quality can be measured by the performance-based SERVPERF scale 

as well as the gap-based SERVQUAL scale. Cronin and Taylor (1992) 

developed SERVPERF which is a performance-only model for measuring 

service quality with empirical studies in banking, pest control, dry cleaning, and 

fast food sectors.  

They have developed a service quality scale in respect to the dimensions of 

expectation (22 items-same as SERVQUAL), performance (22 items-same as 

SERVQUAL), importance (22 items-same as SERVQUAL), future purchase 

behavior (1 item), overall quality (1 item), and satisfaction (1 item) which were 

measured by seven-point semantic differential scale. This study showed that 

service quality was measured as an attitude, the marketing literature supported 

the performance-based measures, and the SERVPERF explained more of the 

variation in service quality than SERVQUAL. SERVQUAL had a good fit in 

banking and fast food sectors whereas SERVPERF had an excellent fit in all 

four industries-banking, pest control, dry cleaning, and fast food. Brady et al. 

(2002) mentioned that SERVPERF was the most superior model among all 

service quality models and they performed a replication and an extension of 

SERVPERF and supported the results of Cronin and Taylor (1992) in 
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different sectors such as spectator sports, entertainment, health care, long-

distance carriers, and fast food. Stafford et al. (2011) assessed the fit and 

stability of service quality models, and emphasized that service quality can be 

measured using both expectations and perceptions (SERVQUAL) or 

perceptions alone (SERVPERF) 

 

IMPROVING SERVICE QUALITY 

Measurement in services was simply regarded as too  difficult. However, quality 

tools are today being used in service industries. This is not altogether surprising 

as service industries become increasingly subject to a process of specification 

and standardization. Moreover, given the pressure on costs, the need to satisfy 

customers and meet performance targets means the use of quality control tools 

may become more prevalent across the service sector. Those who do introduce 

quality control tools will undoubtedly emphasize the benefits. Equally they will 

have to acknowledge and address the difficulties and barriers surrounding 

effective implementation.25 

Flowchart (What is done?) 

Flowcharting is perhaps the simplest yet the most helpful in terms of overall 

service process improvement. The easiest and best way to understand a 

process is to draw a picture of it ï thatôs basically what flowcharting is. It 

presents information that allows management to analyse the way a service is 

being delivered. As the format, in terms of the picture, becomes more elaborate, 

reference is made to a service blueprint or service map  

 

5.8.2 Cause and effect diagram (What causes the problem?) 

óQuality begins with education and ends with education.ô These words, 

attributed to the late Kaoru Ishikawa, sum up a principal philosophy of quality. 

To improve processes, one must continuously strive to obtain more information 

about those 
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processes and their output. One unique and valuable tool for accomplishing this 

goal is the cause and effect diagram. The diagramôs purpose is to relate cause 

and effect. It is also known as the Ishikawa diagram, or the fishbone diagram 

because it resembles the skeleton of a fish. 

All that is required is the identification of an effect and then to work backwards 

in order to attribute the cause(s). The diagram (see Figure 5.4) helps managers 

to focus on a specific problem faced in a quality management context, e.g. late 

deliveries, and to identify the factors contributing to that problem. The versatility 

of the cause and effect diagram means the words in each box will vary 

depending on the situation. 

Consider the case of a service/distribution business that has determined five 

areas as the main potential causes of dissatisfied customers (Figure 5.5). 

 

 

Pareto chart (What are the big problems?) 

The Pareto principle is named after Vilfredo Pareto, a nineteenth-century Italian 

economist who found that a large share of the wealth was owned by relatively 

few people. It came to be known as the 80/20 rule which suggests that 80% of 

any prob- lem or phenomenon is often due to 20% of the possible causes. 

Therefore, around 80% of most companiesô sales are produced by about 20% 

of its products. Similarly, in a service context, 80% of service failures may be 

accounted for by only 20% of causes.  

A study done for a pizza parlour experiencing problems with its home delivery 
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service revealed possible causes of failure and their contribution in not meeting 

target response times . APareto chart (Figure 5.7) can be constructed from the 

survey. It shows three factors (d, f and e) which together account for 70% of the 

causes. 

Histogram  

A histogram can also be used to illustrate variations. It is a distribution showing 

the frequency of occurrences between the high and low range of data. Figure 

shows two histograms illustrating times taken by two organizations to perform a 

particular service. From the histograms it is clear that the variation of company 

Aôs service process is smaller than Bôs. The question is why the quality of Aôs 

service performance should be much better than Bôs. Possible reasons are 

better equipment, better trained employees and more effective procedures. 

TQM 

Most versions of the TQM philosophy stress three core principles, as follows 

All employees can contribute effectively to improvement. To achieve this will 

require training, access to information and teamwork. 

The ultimate goal of the organizationôs efforts is customer satisfaction. 

Customer interests are expected to be put first in all situations, even (in some 

views, especially) where these appear to conflict with other business 

opportunities. 

Process is at least as important as results. In this view it is the managerôs 

responsibility to behave as a student does; he/she cannot simply achieve the 

right answer (result) but must demonstrate the supporting data and 

ócalculationsô (process). As process, under TQM, also stresses teamwork, 

consensus must be achieved. 

The cost of quality can be defined as the total of all resources spent by an 

organization to assure that quality standards are met on a consistent basis 

Quality costs are grouped into two broad categories with two types in each: 

1 Costs of maintaining good quality 
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(a) Prevention costs ï the costs incurred to prevent errors from occurring. 

These are said to include the time and effort spent in recruiting, training and 

reviewing performance of employees along with determining customer 

requirements and establishing quality standards. Of the types of quality costs, 

prevention costs are viewed as of central importance but they have been 

regarded as double counting because prevention is a normal aspect of any 

managerôs responsibility. 

(b) Appraisal costs ï costs incurred from inspection, testing and auditing aimed 

at identifying non-conforming aspects before a service or product is delivered. 

Prevention and appraisal costs are incurred because poor quality of 

conformance can exist. 

2 Costs of poor service quality 

(a) Internal failures ï these are errors and defects that are caught before they 

reach the customer. 

(b) External failures ï these are problems identified by the customer and the 

cost may include any refunds or additional services provided at no cost to the 

customer. 

Failure costs are incurred because poor quality of conformance does exist. 

Cost of quality should be continuously monitored through making use of, 

amongst other things, the tools of quality. Above all organizations should 

perform a cost of quality audit, which is designed to identify The circumstances, 

events, activities and problems that occur within the organization that fall within 

the categories already mentioned. 

Of course, it has to be remembered that cost of quality was originally developed 

for a manufacturing context. Transferring it to the service sector is not devoid of 

problems. However, there are still many aspects of service that can be 

subjected to a cost of quality analysis. This is particularly true the more 

standardized the service is as the operating conditions are similar to a 

manufacturing facility. 



 100 

MANAGING DEMAND AND SUPPLY IN SERVICES  

What makes service industries so distinct from manufacturing ones is their 

immediacy: the hamburgers have to be hot, the motel rooms exactly where the 

sleepy travelers want them, and the airline seats empty when the customers 

want to fly. Balancing the supply and demand sides of a service industry is not 

easy, and whether a manager does it well or not will, this author writes, make all 

the difference. In this rundown of the juggling feat service managers perform, 

the author discusses the two basic strategiesðñchase demandò and ñlevel 

capacityòðavailable to most service companies. He goes on to discuss several 

ways service managers can alter demand and influence capacity. 

The literature on capacity management focuses on goods and manufacturing, 

and many writers assume that services are merely goods with a few odd 

characteristics. Unfortunately, these researchers never fully explore the 

implications of these strange traits: 

1. Services are direct; they cannot be inventoried. The perishability of services 

leaves the manager without an important buffer that is available to 

manufacturing managers. 

2. There is a high degree of producer-consumer interaction in the production of 

service, which is a mixed blessing; on the one hand, consumers are a source of 

productive capacity, but on the other, the consumerôs role creates uncertainty 

for managers about the processôs time, the productôs quality, and the facilityôs 

accommodation of the consumerôs needs. 

3. Because a service cannot be transported, the consumer must be brought to 

the service delivery system or the system to the consumer. 

4. Because of the intangible nature of a serviceôs output, establishing and 

measuring capacity levels for a service operation are often highly subjective and 

qualitative tasks. 

Whereas the consumption of goods can be delayed, as a general rule services 

are produced and consumed almost simultaneously. Given this distinction, it 

seems clear that there are characteristics of a service delivery system that do 
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not apply to a manufacturing one and that the service manager has to consider 

a different set of factors from those that would be considered by his or her 

counterpart in manufacturing. And if one looks at service industries, it is quite 

apparent that successful service executives are managing the capacity of their 

operations and that the unsuccessful are not. So, the ñodd characteristicsò often 

make all the difference between prosperity and failure. 

Consider the following service managersô actions, which resulted in fiasco: 

Increasing the wrong kind of capacityðIn studying the battle statistics in the war 

for market share among airlines, competitors observed that an air carrier in a 

minority position on a particular route would often get a smaller proportion of the 

total passengers flown on the route than the share of seats flown.1 Conversely, 

the dominant airline would carry a disproportionately larger share of the total 

passengers flown. The conclusion was obvious: Fly the seats, and you get the 

passengers. 

In an effort to fly more seats, the airlines lined up to purchase jumbo jets. 

However, when competitors began flying smaller planes more frequently on the 

same routes and reaping a good number of passengers, it became painfully 

apparent to many airlines that frequency (and, to some extent, timing) of 

departures is the key to market share. Consequently, the airlines ñmothballedò 

many of the jumbos or sold them if they could. 

Not increasing all-around capacityðA resort operator decided to increase the 

number of rooms in a lodging facility and not to expand the central services 

required to support the additional guests. The fact that room rentals contribute 

up to 90% of total revenue and that tennis courts, swimming pools, meeting 

rooms, parking areas, and so on contribute next to nothing, or nothing, 

convinced the operator to create an imbalance in favor of revenue-producing 

activities. However, the number of guests adjusted itself to the level of 

occupancy that the central services could support, not to the level of room 

capacity. The room capacity beyond the level supported by the central services 

was wasted. 
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Not considering the competitive reactionðThe Orlando, Florida lodging 

industryôs response to the announcement of Disney Worldôs opening is a classic 

example of this type of service management fiasco. Disney executives had 

learned well the lessons of Orange County, California, and Disneyland, where 

revenue is limited to on-site entertainment, food, and souvenir dollars. However, 

businesses besides Disney have made large profits in lodging, restaurant, and 

recreational facilities. Correctly perceiving that the same thing would happen in 

Florida, Disney purchased 200,000 acres south of Orlando, eight times the 

number owned in Anaheim. 

When news broke that Disney would build in central Florida, however, 

everybody with a hotel or motel in his or her portfolio began plans for Orlando 

units, even though Disney had preempted all the land within two miles of the 

Magic Kingdom. The subsequent overbuilding has been well documented. More 

than 30,000 rooms were built to service a market estimated to need only 

19,000. As an Orlando lender moaned, ñWe had a great little 200-room property 

there, the only one at the intersection. In less than a year, there were 5,000 

rooms either built, under construction, or planned within a quarter mile of that 

intersection. We had to foreclose, and our occupancy has been running at only 

35%.ò 

Undercutting oneôs own serviceðA new entrant in the overnight air freight 

transportation industry discovered that attempts to capture market share by 

adding to the existing number of planes and branch offices increased costs 

faster than revenues. Still looking for market share, the company then offered 

lower rates for second- and third-day deliveries. Because it had excess 

capacity, however, the company always delivered packages on the next day. As 

consumers discovered this fact, the mix of business shifted dramatically to the 

lower-priced services. So although there was an increase in volume, the 

resulting lower margins pushed the break-even volume even higher. 

These pitfalls are not inevitable. Successful service executives do avoid them, 

and there are enough examples of well-managed service businesses from 

which to glean some wisdom on how to match demand for services with 

capacity to supply them. There are two basic capacity-management strategies 
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available to most companies and a number of ways open to executives to 

manage both the demand and the supply sides of their businesses. I will 

discuss the strategies and choices in turn. 

Two Basic Strategies 

Consider the national operations group of the XYZ brokerage firm. The group, 

housed in an office building located in the Wall Street area, handles the 

transactions generated by registered representatives in more than 100 branch 

offices throughout the United States. As with all firms in the brokerage industry, 

XYZôs transactions must be settled within five trading days. This five-day period 

allows operations managers to smooth out the daily volume fluctuations. 

But fundamental shifts in the stock marketôs volume and mix can occur 

overnight, and the operations manager must be prepared to handle extremely 

wide swings in volume. For example, on the strength of an ñinternational peaceò 

rumor, the number of transactions for XYZ rose from 5,600 one day to 12,200 

the next. 

However, managers of XYZ, not unlike their counterparts in other firms, have 

trouble predicting volume. In fact, a random number generator can predict 

volume a month or even a week into the future almost as well as the managers 

can. 

How do the operations managers in XYZ manage capacity when there are such 

wide swings? The answer differs according to the tasks and constraints facing 

each manager. Hereôs what two managers in the same firm might say: 

¶ Manager AðñThe capacity in our operation is currently 12,000 

transactions per day. Of course, what we should gear up for is always a 

problem. For example, our volume this year ranged from 4,000 to 15,000 

transactions per day. Itôs a good thing we have a turnover rate, because 

in periods of low volume it helps us reduce our personnel without the 

morale problems caused by layoffs.ò (The labor turnover rate in this 

department is over 100% per year.) 
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¶ Manager BðñFor any valid budgeting procedure, one needs to estimate 

volume within 15%. Correlations between actual and expected volume in 

the brokerage industry have been so poor that I question the value of 

budgeting at all. I maintain our capacity at a level of 17,000 transactions 

per day.ò 

Why the big difference in capacity management in the same firm? Manager A is 

in charge of the cashiering operationðthe handling of certificates, checks, and 

cash. The personnel in cashiering are messengers, clerks, and supervisors. 

The equipmentðfile cabinets, vaults, calculatorsðis uncomplicated. 

Manager B, however, is in charge of handling orders, an information-processing 

function. The personnel are key-punch operators, EDP specialists, and systems 

analysts. The equipment is complexðcathode ray tubes, key-punch machines, 

computers, and communication devices that link national operations with the 

branches. The employees under Bôs control had performed their tasks manually 

until increased volume and a standardization of the information needs made it 

worthwhile to install computers. 

Because the lead times required to increase the capacity of the information-

processing operation are long, however, and the incremental cost of the 

capacity to handle the last 5,000 transactions is low (only some extra peripheral 

equipment is needed), Manager B maintains the capacity to handle 17,000 

transactions per day. He holds to this level even though the average number of 

daily transactions for any month has never been higher than 11,000 and the 

number of transactions for any one day has never been higher than 16,000. 

Because a great deal of uncertainty about the future status of the stock 

certificate exists, the situation is completely different in cashiering. Attempts to 

automate the cashiering function to the degree reached by the order-processing 

group have been thwarted because the risk of selecting a system not 

compatible with the future format of the stock certificate is so high. 

In other words, Manager A is tied to the ñchase demandò strategy, and his 

counterpart, Manager B in the adjacent office, is locked into the ñlevel capacityò 

strategy. However, each desires to incorporate more of the otherôs strategy into 
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his own. A is developing a computerized system to handle the information-

processing requirements of cashiering; B is searching for some variable costs in 

the order-processing operation that can be deleted in periods of low volume. 

Besides electing to adopt one of the strategies just described, the service 

executive may select one or another additional way to cope with a fluctuating 

demand schedule 

Altering Demand 

The manager can attempt to affect demand by developing off-peak pricing 

schemes, nonpeak promotions, complementary services, and reservation 

systems. Letôs look at each of these demand-leveling options in turn: 

 

Pricing 

 

One method managers use to shift demand from peak periods to nonpeak ones 

is to employ a differential pricing scheme, which might also increase primary 

demand for the nonpeak periods. Examples of such schemes are numerous. 

They include matinee prices for movies, happy hours at bars, family nights at 

the ball park on week nights, weekend and night rates for long-distance calls, 

peak-load pricing by utility companies, and two-for-one coupons at restaurants 

on Tuesday nights. 

 

Developing nonpeak demand 

 

Most service managers wrestle constantly with ideas to increase volume during 

periods of low demand, especially in those facilities with a high-fixed, low-

variable cost structure. The impact of those incremental revenue dollars on the 

profitability of the business is tremendous. Examples of attempts to develop 

non-peak demand are not hard to find. Hamburger chains add breakfast items 
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to their menus, and coffee shops add dinners to theirs. Urban hotels, which 

cater to the business traveler during the week, develop weekend ñminivacationò 

packages for the suburban population in their geographic areas, while resort 

hotels, jammed with pleasure travelers during school vacations, develop special 

packages for business groups during off-seasons. 

However, caution must be used in developing plans to increase demand for the 

underused periods of the service facility. Many companies have made costly 

mistakes by introducing such schemes and not seeing the impact they would 

have on existing operations. As Wickham Skinner has noted, for manufacturing 

companies, there are some real costs associated with ñunfocusingò the service 

delivery system, which is exactly what market-expanding activities have a 

tendency to do.2 New concepts often require equipment and skills not currently 

found in a service delivery system. The addition of these skills and equipment 

may require a new type of labor force, a new layout, or more supervision. 

Even if the new concept succeeds in creating demand in nonpeak periods, the 

effects are not always positive. Managers often use slack time productively as a 

time to train new employees, do maintenance on the equipment, clean the 

premises, prepare for the next peak, and give the workers some relief from the 

frantic pace of the peak periods. A new concept, therefore, may have a 

tendency to reduce the efficiency of the present system at best, or, at worst, to 

destroy the delicate balance found in most service delivery systems. 

Developing complementary services 

Another method managers use to shift demand away from peak periods is to 

develop complementary services, which either attracts consumers away from 

bottleneck operations at peak times or provides them with an alternative service 

while they are in the queue for the capacity-restricted operations. For example, 

restaurant owners have discovered that on busy nights most patrons complain 

less when sitting in a lounge with cocktail then when standing in line as they 

wait for tables in the dining area. Also, the profitability of restaurants with bars 

can more than double. 
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A diversion can also relieve waiting time. A hotel manager installed mirrors on 

each floorôs central lobby so that customers could check their appearance while 

they waited for the elevator. Banking by mail or by automated tellers are other 

ways to cut down customer waiting time. 

Creating reservation systems 

Service executives can effectively manage demand by employing a reservation 

system, which in essence presells the productive capacity of the service 

delivery system. When certain time periods are booked at a particular service 

facility, managers can often deflect excess demand to other time slots at the 

same facility or to other facilities at the same company and thereby reduce 

waiting time substantially and, in some cases, guarantee the customer service. 

For instance, if a motel chain has a national reservation system, the clerk can 

usually find a customer a room in another motel of the chain in a fairly close 

proximity to his or her desired location if the first-choice motel is full. 

In a similar manner, airlines are often able to deflect demand from booked 

flights to those with excess capacity or from coach demand to first class, 

especially if their competitors do not have seats available at the consumersô 

desired flight time. 

However, reservation systems are not without their problems, the major one 

being ñno-shows.ò Consumers often make reservations they do not use, and, in 

many cases, the consumer is not financially responsible for the failure to honor 

the reservation. To account for no-shows, some service companies oversell 

their capacity and run the risk of incurring the wrath of customers like Ralph 

Nader, who do show. Many service companies have made it a policy to bill for 

capacity reserved but not used if the reservation is not cancelled prior to a 

designated time. 

Controlling Supply 

The service manager has more direct influence on the supply aspects of 

capacity planning than he or she does on the demand side. There are several 

things a service manager can do to adjust capacity to fluctuating demand. 
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Using part-time employees 

Many service companies have found that it is more efficient to handle demand 

whenever it occurs than it is to attempt to smooth out the peaks. The peaks vary 

by type of businessðduring certain hours of the day (restaurant), during certain 

days of the week (hair styling), during certain weeks of the month (banking), 

and during certain months of the year (income tax services). These service 

businesses usually maintain a base of full-time employees who operate the 

facility during nonrush periods but who need help during peak periods. One of 

the best-known resources is part-time labor pools, especially high school and 

college students, parents who desire work during hours when their children are 

in school, and moonlighters who desire to supplement their primary source of 

income. 

Maximizing efficiency 

Many service managers analyze their processes to discover ways to get the 

most out of their service delivery systems during peak demand periods. In 

effect, such analyses enable the service company to increase its peak capacity 

for little additional cost. 

For example, during rush periods employees perform only the tasks that are 

essential to delivering the service. If possible, managers use slack periods for 

doing supporting tasks, which in essence they are inventorying for peak 

periods. 

To maximize efficiency, managers examine even peak-time tasks to discover if 

certain skills are lacking or are inefficiently used. If these skills can be made 

more productive, the effective capacity of the system can be increased. For 

example, paramedics and paralegals have significantly increased the productive 

time of doctors and lawyers. Even rearranging the layout of the service delivery 

system can have a major impact on the productivity of the providers of the 

service. 

Another way to attack the peak capacity constraint is by cross-training. The 

service delivery system is composed of various components. When the system 

is delivering one service at full capacity, some sections of the system are likely 
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to be underused. If the employees in these sections are able to deliver the peak 

service, they add capacity at the bottleneck. When the demand shifts and 

creates a bottleneck in other components of the system, the employees can 

shift back again. 

Increasing consumer participation 

The more the consumer does, the lower the labor requirements of the producer. 

Bag-ôem-yourself groceries, salad bars at restaurants, self-service gas pumps, 

customer-filled-out insurance information forms, and cook-it-yourself restaurants 

are all examples of increased consumer participation in the production of 

services. 

There are, of course, some risks to increasing consumer input: consumers 

might reject the idea of doing the work and paying for it too; the managerôs 

control over delivery of the service is reduced; and such a move can create 

competition for the service itself. A cook-it-yourself restaurant customer might 

just stay at home. 

Sharing capacity 

The delivery of a service often requires the service business to invest in 

expensive equipment and labor skills that are necessary to perform the service 

but that are not used at full capacity. In such cases, the service manager might 

consider sharing capacity with another business to use required, expensive, but 

underused resources jointly. 

For example, a group of hospitals in a large urban area might agree that it is 

unnecessary for each to purchase expensive medical equipment for every 

ailment and that they ought to share capacity. One would buy cardiac 

equipment, another gynecological and obstetrical equipment, another kidney 

machines. Participating doctors would have admitting privileges at all hospitals. 

By sharing equipment, hospitals would not only better use expensive resources, 

but as groups of trained and experienced specialists developed at each facility, 

hospitals would also deliver better medical care. 
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The shared-capacity concept is possible in the airlines industry in several forms. 

Several airlines with infrequent flights in and out of a particular airport share 

gates, ramps, baggage-handling equipment, and ground personnel. In fact, 

some domestic airlines flying different routes with different seasonal demands 

exchange aircraft when oneôs dip in demand coincides with anotherôs peak. 

Investing in the expansion ante 

Wise service managers often invest in an ñexpansion ante.ò When growth 

occurs, it sometimes becomes clear that some of the new development could 

have been done when the facility was originally constructed for much less cost 

and disruption. A careful analysis before the facility is built will show what these 

items are. For instance, for a small investment, a restaurateur can build his 

kitchen with extra space in order to service more diners later on. Contractors 

can run wiring, plumbing, and air conditioning ducts to the edge of the building 

where the expansion will take place. The manager can inventory enough land 

for the expansion and additional parking requirements. These actions will allow 

the restaurant manager to increase capacity without having to renovate the 

kitchen, redo the wiring, plumbing, and air conditioning systems, or purchase 

adjacent land at much higher prices. 

Seeking the Best Fit 

Managing demand and supply is a key task of the service manager. Although 

there are two basic strategies for capacity management, the enlightened service 

manager will, in almost all cases, deviate from these two extremes. 

The challenge to the service manager is to find the best fit between demand 

and capacity. In order to manage the shifting balance that characterizes service 

industries, managers need to plan rather than react. For example, managers 

should try to make forecasts of demand for the time periods under question. 

Then he or she should break the service delivery system down into its 

component parts, calculate the present capacity of each component, and arrive 

at a reasonable estimate of what the use of each component will be, given the 

demand forecast. 
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Because each system cannot handle infinite demands, the manager needs to 

question how much of the peak demand the system must handle. Just what is 

the appropriate level of service for the delivery system to provide? Once the 

manager can approximate the answer to these questions and has decided 

which of the basic strategies to employ, he or she is ready to experiment with 

the different options to alter demand and capacity. Each plan and option a 

manager arrives at can be costed, and the best fit for the particular service 

selected. 

Ultimately, of course, on the demand side, a managerôs true aim is to increase 

revenues through an existing service delivery system of given capacity. Once 

the true variable costs are subtracted out, all revenues flow to the bottom line. 

On the supply side, the manager aims to minimize costs needed to increase or 

decrease capacity. 

When facing increased demand, the business raises its revenues with minimal 

investment. In times of capital rationing, small investments are often the only 

ones available to the company. When facing contracting demand, the manager 

needs to select the best way to adjust the systemôs capacity to a lower volume. 

In following the ideas outlined in this article, service managers need to think 

creatively about new ways to manage demand and supply. The most important 

thing to recognize is that they both can be managed efficiently and that the key 

to doing so lies in planning. 
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Yield management (also known as revenue management) 

Definition 

From the discussion so far it should be clear that service organizations face a 

challenge in terms of managing demand and capacity. Yield management is a 

technique designed to address that challenge. It is defined as óprovision of the 

right service to the right customer at the right time for the right priceô. 

8.6.2 Where can yield management be applied? 

Yield management is not (yet) suitable for all service organizations. Application 

has been most successful in services that have the following characteristics: 

ǒ Relative fixed capacity ï e.g. once a hotel has rented out all its rooms further 

demand cannot be met without substantial capital investment 

ǒ Perishable inventory ï a major constraint for services is time or more 

specifically 
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time during which a unit of capacity is available. If a hotel room (unit of 

capacity) is not sold for a particular date the revenue that would have been 

gained is lost 

ǒ Segmented markets ï where the market for a service can be segmented 

according to certain criteria, e.g. price sensitivity 

ǒ Fluctuating demand ï where the adoption of various pricing approaches 

enables the reduction of peaks and valleys in variable demand. Success in this 

regard results in more effective utilization of capacity 

ǒ Services that can be sold in advance through reservation systems ï allows for 

better use of capacity 

ǒ Low variable to fixed cost ratio ï in service pricing some contribution must be 

made towards fixed cost. The low level of variable cost, e.g. cleaning a hotel 

room, coupled with discretion in pricing means that the revenue expected from 

selling it is invariably greater than if it was not sold. That is why yield  

Management is usually regarded as a profit-enhancing strategy. 

Users of yield management fall broadly into three categories: 

1 Sophisticated ï airlines and large hotel chains are regarded as the classic 

users employing complex information systems and computer models for the 

purpose of analysing and predicting consumer demand patterns. 

2 Moderate ï theatres, trains, hairdressers, small/medium hotels use less 

advanced systems and technologies in the deployment of classic yield 

management 

techniques. 

3 Potential ï restaurants and golf courses are current and notable examples of 

services ready for yield management were it not for, in both cases, variability 

and unpredictability over the duration of service. For yield management to work 

there must be a fixed length of time within which the service is consumed. 
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Yield management works by recognizing and applying the following key 

elements. 

Time 

Time ï when a service is consumed, e.g. hour of the day, day of the week, 

month of the year, is the key element in terms of determining how much a 

customer is likely to pay and consequently the yield that accrues to the 

organization. The sensitivity of customers as to when they consume the service 

is of prime importance in yield management. 

In addition to the times of consumption, the timing of any reservation may 

decide the price to be paid. 

Demand ï to enable yield calculations and assessments to be made, services 

need to classify demand periods and the variations between them 

Price discrimination ï in conjunction with time, mentioned earlier, customers are 

also sensitive to price. Where a customer needs to use a particular service, e.g. 

the railways during, say, a peak period (time-sensitive), that customer will be 

willing to pay more (price-insensitive). The converse then is where a customer 

is unconcerned over, say, the time of travel (time-insensitive) and consequently 

will enjoy a discounted price if an off-peak period is selected (price-sensitive). 

Although time and demand levels are the main causal factors or rate fences in 

price discrimination, other factors (as we shall see) permit variation in pricing. 

Rate fences 

The price discrimination strategy or variable pricing as mentioned above should 

have some logic to it. To achieve this, yield management sets what is known as 

rate fences at time of usage. These are rules or conditions designed to make 

clear the rea- son for either a particular price or price differences in general. To 

be successful it is felt that customers need to perceive price differences as 

justified and fair. Where two customers are using the same service (a particular 

rail journey) there can be a differ- ence in the price that each customer has 

paid. The customer paying the higher price 
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may regard this situation as unfair. However, particular rate fences in this 

instance are designed to offer an explanation. For example, the customer 

paying the cheaper price has booked a seat in advance or falls into a category 

of customer (pensioner, student) which qualifies for a lower price. Although time 

of service usage is a major rate fence in yield management, other conditions or 

qualifications are in operation depending on the type of service. A number of 

rate fences of two types have been cited for restaurants:16 

1 Tangible rate fences 

1. Table location 

2. Party size 

3. Menu type 

4. Presence or absence of certain amenities (e.g. bread on the table) 

2 Intangible rate fences 

1. Group membership or application 

2. Time of day or week 

3. Duration of use 

4. Timing of booking 

5. Walk-in or reservation 

6. Type of reservation (guaranteed or not). 

Another service industry open to yield management type activity is the opera. 

The óvalueô of each seat is determined and priced according to what the 

customer is willing and able to pay. Seats vary in terms of óplace utilityô. In other 

words, all the seats do not deliver the same experience. Seat location then 

becomes a rate fence. . Other rate fences are in place qualifying for a price 

concession, e.g. students, children aged between 5 and 16 with an adult, senior 

citizens, tickets unsold three hours before a performance (standby tickets) and 

standing tickets (all seats have been sold but standing available at the back of 

the Dress and Upper Circles) 
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SELF CHECK 3 WRITTEN TEST   

 

1. Define service quality what are some of the ways to perceive the same?  

2. Write an essay on ógap modelô of service quality. Discuss its applications.  

3. What are various dimensions of service quality? Is it possible to study 

service quality from these dimensions only?  

4. What are various techniques of improving service quality  

5. What are the techniques used by service organizations to match demand 
and supply.  
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UNIT 3 DESIGNING SERVICES   

 

The service setting 

The setting and surroundings in which many services are delivered is often a 

critical component of a consumerôs service experience.1,2 Since it is often the 

first tangible clue that the consumer is given about potential service delivery, 

it shapes expectations. 

These clues shape consumersô rational, emotional and behavioural responses, 

and for this reason the service provider would be wise to consider all elements 

of both the physical and ambient setting in which the service is consumed. 

The control by the designer of corporate elements that form interior spaces 

can impact on the success of that delivery in a variety of ways. It can influence 

the clientôs or customerôs perception of the particular service sector and can 

enhance the function, appropriateness and ambience of the activity. 

The term óservice settingô is used to describe the tangible physical environment 

in which a service is experienced. This environment gives vital tangible and 

intangible clues that help potential clients, customers, employees, stakeholders 

and opinion- formers understand a serviceôs character and ideology. Who and 

what an organiza- tion is and what it believes in ultimately determines whether 

or not people will believe in it, work for it and buy from it. 

Drawing on developments in decision-making theory in which customers 

respond to more than simply the tangible product or service, Kotler\proposed 

that atmospherics be regarded as an important marketing tool. He suggests 

that, óIn many areas of marketing in the future, marketing planners will use 

spatial aesthetics as consciously and skilfully as they now use price, 

advertising, personal sell- ing, public relations and other tools of marketing.ô 

 He maintains the atmosphere of a place affects purchase behaviour in three 

ways: 

1 As an attention-creating medium ï use of colours, noise etc. to make it stand 

out. 
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2 As a message-creating medium ï communicating with the intended audience, 

level of concern for customers etc. 

3 As an affect-creating medium ï use of colours, sounds etc. to create or 

heighten an appetite for certain goods, services or experiences. 

 

Types of service setting 

It is often useful in determining the role/function of a particular service setting to 

consider the nature of the anticipated consumer relationship with the 

organization. 

In this context, services can be classified in terms of two dimensions the extent 

to which customers/employees are present during service delivery and the 

degree of complexity associated with service consumption 

In terms of the first dimension, there are some services where the customer is 

self-serving, e.g. ATMs, voice messaging services, online shopping services. In 

these services, the organization should be more concerned with planning the 

service experience to maximize satisfaction, than with any considerations for 

the physical environment, since the setting is not seen by the consumer. 

At the other end of the spectrum are services where only employees are 

present, e.g. telephone mail ordering. Consequently the focus of those 

designing the setting should be on such matters as staff motivation and 

productivity. 

In terms of the second dimension ï the extent of complexity associated with the 

service consumption ï Bitner suggests that services can be classified as either 

lean or elaborate. Lean environments are those that are simple, with few 

elements. In such environments design decisions tend to be relatively 

straightforward. Elaborate environments, on the other hand, tend to be 

complicated, containing many elements and forms. Hospitals, hotels and 

schools are some examples of elaborate environments.These are the most 

complex service settings to design. 
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Service Design  

The traditional understanding of the word ódesignô is of óa plan or drawing 

produced to show the look and function or workings of a building, garment or 

other object before it is built or madeô (The New Oxford Dictionary of English, 

Oxford University Press, 1998). We usually associate design, of course, with 

manufactured products, e.g. a car, washing machine, DVD etc. It usually starts 

with a concept or idea followed by a design specification that will spell out how it 

works, how it looks and what it symbolizes. 

In support of this, decisions have to be made in respect of colour, styling, 

durability, reliability, materials, cost of manufacture and so on. 

Design of a service, on the other hand, offers up a somewhat different 

challenge. Importantly, and in keeping with product design, there will still be 

tangible entities that need to be addressed, e.g. colour, furnishings, equipment, 

lighting etc. 

However service, as you will have noted, is a process where people interact 

with the Services require an operating and delivery system in order to function. 

That system should be designed in such a way as to offer effective customer 

service and an efficiently operated process. As you will read, that in itself 

represents a difficult balancing act. The drive to achieve both efficiency and 

service quality can become unstuck to the detriment of provider and/or 

customer. As services comprise a range of elements, the achievement of a 

smooth running system and the delivery of customer satisfaction remains a 

challenge. Design formats can, of course, vary with the type of service, and 

even within a typical service there may be different approaches to what 

constitutes the best design. Whatever is decided, the design is the service. 

production and delivery of an experience. Service design, therefore, should 

encapsulate all aspects of that experience: 

ừ The role of the customer 

ừ The balance between front and back office 
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ừ The impact of technology, e.g. the involvement of equipment 

ừ The location of service consumption (e.g. a fixed single facility, multi-site, 

mobile) 

ừ Employee skills/behaviour and degree of discretion 

ừ The nature of the service process, e.g. standardized, customized 

ừ The significance of procedures 

ừ The nature and channels of communication 

ừ The contribution of the physical evidence (see Chapter 4) to service 

satisfaction 

ừ How design advances operational efficiency and service quality. 

The above points suggest that three important functions should work together 

and be actively involved in the design of a service: marketing, human resource 

man- agement (HRM) and operations management. One area where the three 

should come together is that of the employee uniform. Sometimes overlooked, it 

is never- theless a significant aspect of service. Agreement over its design may 

nevertheless be difficult to achieve. Consider the concerns of each function and 

in doing so, whether they may be in conflict. 

- Marketing: Does the uniform create the right impression or 

image? Will it elicit a positive, or negative response from 

customers? 

- HRM: Will the uniform make the employee feel confident, credible 

and professional? Will it degrade or humiliate the employee? 

-  Operations: Does the uniform feel comfortable? Is it easily 

cleaned? Will it interfere with performance? Does it help 

customers identify employees easily? 

Similar exercises can be carried out for the many ómoments of truthô customers 

experience in the course of a service delivery. Available technique that will 

facilitate the design of a service is called blueprinting or service mapping (see 
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later in this chapter). From this you can identify moments of truth together with a 

sense of how the service operates. By bringing together all the facets of a 

service it should focus your mind on how a service works and why. Not 

everything can be spelt out in a blueprint, e.g. organization climate, employee 

attitudes, but it should serve as a building block for addressing these and other 

matters of relevance in the delivery of service quality. 

Maister and Lovelock, in 1982,5 gave prominence to the customer in a 2  2 

matrix for service classification: 

 

 

Schmenner, in 1986,6 suggested two elements (Figure 3.1) that can be used to 

clas- sify different kinds of service businesses: 
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=Degree of labour intensity, which is defined as the ratio of the labour cost 

incurred to the value of the plant and equipment. As it is a ratio, Schmenner 

observes that even a hospital employing large numbers of doctors, nurses, 

technicians remains comparatively low in labour intensity because of the very 

expensive plant and equipment it deploys. 

- Degree of interaction and customization, which is acknowledged by 

Schmenner as a more confusing element as it combines two similar but distinct 

concepts. A high level of interaction is present where a customer can actively 

intervene in the service process. High customization is in evidence when a 

service is designed to respond to individual needs and preferences. Although 

customization and interaction go hand in hand for many services, Schmenner 

does concede instances where one may be high and the other low. The value of 

this classification lies in the challenges specified for service management in 

each quadrant. For example, where the degree of interaction and customization 

is low standard operating procedures can be adopted whilst at the same time 

seeking to make the service warm and inviting through design of the service 

facility 

Design issues will be affected by what is being processed. Where people are to 

be processed the question of whether or not they need to be physically present 

for the service to be rendered will require to be answered. If physical presence 

is necessary, the design of the service facility, the skills of the employees and 

the management of the customers need to be addressed. Where customer 

possessions is the object of service processing, employee technical skills, 

quality of equipment and capacity planning are of particular significance. The 

final category is that of information pro cessing. For particular services, e.g. 

banks, building societies, insurance companies, much if not all of the service 

activity can occur in a back office, factory-type setting where efficiency is the 

crucial operating feature. 
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The four service design options can be seen in Figure 3.3. A brief explanation of 

each follows. 

- Sequential standardized service design: a customer-dominated design in 

which they serve themselves after service employees have provided the goods 

and facilities needed for self-service. It is a standardized service in which the 

front and back office can be decoupled to allow for efficient delivery of service. 

- Reciprocal service design: joint participation of the parties óin which the 

output of each becomes the input for the othersô.18 The service is produced 

largely on the basis of significant interactions between front-office employees 

and customers. 



 125 

-  Sequential customized service design: the bulk of the work here is 

performed by the service employees in a system of strong interdependence 

between back and front offices. 

- Pooled service design: most of the work done by an efficient back office, 

largely decoupled from front-office disturbances. Customers do not interact 

extensively with service employees but engage in the sharing of resources that 

makes mass service possible. 

Three questions arise out of the discussion so far: 

1 How much contact with the customer is necessary? 

2 What should be the nature of that contact (standardized/customized, passive/ 

active)?  

3 Does the customer need to be physically present to receive the service? 

Service blueprint 

Aservice blueprint is basically a flowchart of the service process. It is a map in 

which all the elements or activities, their sequencing and interaction, can be 

visualized.  

There are a number of essential steps in blueprinting a service. 

1 Draw, in diagrammatic form, all the components and processes (Figure 3.4). 

The service in this case is simple and clear-cut and the map is straightforward. 

More complex services may require large, complicated diagrams. 

2 Identify the fail points ï where things might go wrong.  

3 Set executional standards ï these are tolerances (band or range) set around 

each function and regarded as acceptable from a customer and cost viewpoint.  

Identify all the evidence  that is available to the customer. Each item represents 

an encounter point. 

5 Analyse profitability ï delays in service execution through errors or working 

too slowly affects profit.  
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MARKETING OF SERVICES  

 

SERVICE PRODUCT DEVELOPMENT 

The growing importance of service industry in todayôs context has forced the 

academic interest towards the service sector. Basically industrial and economic 

activities have been classified into three categories viz. primary, secondary and 

tertiary. Primary activities are concerned with agriculture, fishing, mining and 

forestry. Secondary activities include manufacturing and construction, whereas 

tertiary activities comprises services and distribution. Before the industrial 

development, the primary and secondary activities were the mainstay of the 

economy. But the process of commercialization has emphasized the priority of 

service sector. In present era, it has become major industry and has apex 

importance in the economy. However the term service is very simple to say but 

it is very difficult to explain in precise words because it is general in concept. 

Services are economic activities that create value and provide benefits for 

customers. It is an act or performance offered by one person another and which 

is especially separately identifiable, intangible, non transfer of ownership and 

perishable in character. Services includes a wide variety of activities i.e. utilities, 

law enforcing, civil, administrative and defense, transport and communication, 

distribution traders, business profession, leisure and recreation. The growth of 

service industry is the result of economic development of the society and socio-
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cultural change among the people. Sometimes, it may be possible that the 

specific service industry is the result of a combination of several reasons.  

Services are economic activities that create value and provide benefits to 

customers at specific times and places as specified by the recipient of the 

service. Services are those separately identifiable, essentially intangible 

activities which provide want-satisfaction, and that are not necessarily tied to 

the sale of a product or another service. To produce a service may or may not 

require the use of tangible goods. However when such use is required, there is 

no transfer of title (permanent ownership) to these tangible goods.  

The Service Concept  

The service concept is the core of the service offering. Two levels of service 

concept are possible. The ógeneralô service concept refers to the essential 

product being offered (e.g. a car hire company offers solutions to temporary 

transportation problems). In addition, there  

will be óspecificô service concepts at the core of specific service (e.g. candle-lit 

dinners or oriental foods for restaurants). The service concept has to be 

translated into the óservice formulaô. This translation process, implies not only a 

clear definition of the service concept (i.e. what consumer benefits is the service 

firm aiming to serve; which service attributes best express the consumer 

benefit). It also demands attention to the service process; that is the ways and 

means the service is produced distributed and consumedô the market segment 

has to be identifiedô the organization-client interface has to be organized in a 

networkô the service image has to facilitate clear communication between the 

service organization and its potential clients. The service concept is the 

definition of the offer in terms of the bundle of goods and services sold to the 

consumer plus the relative importance of this bundle to the consumer. It 

enables the manager to understand some of the intangibles, elusive and implicit 

that affect the consumer decision and to design and operate his organization to 

deliver a total service package that emphasizes the important element of that 

package. The marketing concept dictates that marketing decisions should be 

based upon customer needs and wants. Buyers purchase goods and services 

to satisfy their needs and wants. Thus when a buyer engages in a market 

transaction he perceives a bundle of benefits and satisfaction to be derived from 

that transaction. However he does not usually divide the market offering into its 

component parts. From the sellersô view point however the market offering can 

be divided into its component parts. The marketing mix is the convenient means 

of organizing all the variables controlled by the marketer that influence 

transactions in the marketplace. It is a óchecklist approachô where marketerôs 

attempt to list and organize the variables under their control which may be 

important in influencing transactions in the market place.  
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\The products that firms market do differ in extent to which they involve the 

transfer of ownership of physical goods. However, intangible components 

inevitably play a pivotal role in winning and maintaining a satisfied customer. To 

stress this point we will refer to all market offerings of firms as their services and 

point out that these services can be broken down into four main components 

which are shown as diagrammatically: 

 

 

 

The Physical product is whatever the organization transfers to the customer that 

can be touched. It is tangible and physically real. Examples include houses, 

automobiles, com-puters, books, hotel soap and shampoo, and food. 

The Service product is the core performance purchased by the customer, the 

flow of events designed to provide a desired outcome. It refers to that part of the 

experience apart from the transfer of physical goods and typically includes 

interactions with the trimôs personnelô. 

The service environment can also signal the intended market segment and 

position the organizations. For example, a restaurant near a university campus 

might signal that it is catering to college students by putting college memorabilia 

and pictures of students on the walls. The service product is the result of 

ñplanning your work, ñand the service delivery is the result of working your plan. 

For example, the service may be that a fast-food customer is greeted cheerfully 

within ten seconds, but the actual service delivery may be hindered by the 

counter employee joking in the back of the store for five minutes with other 

employees. 

MANAGEMENT OF SERVICE OFFER  

The service offer is concerned with giving more specific and detailed shape to 

the basic service concept notion. Management of services offer is concerned 

with making decisions viz. what service will be provided, when they will be 

provided, how they will be provided and so on. These decisions and thinking 

through the implication of actions affecting at least components:  
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1. Elements of Service  

The service elements are the ingredients of a total service offer; they are the 

particular bundle of tangibles and intangibles which compose the service 

product. Service managers face two particular problems in defining the 

composition of a service offer. First there is the difficulty of articulating all of the 

elements that could make up a service offer. It is usually easier to articulate the 

tangible elements than the intangible. Secondly there is the difficulty of deciding 

upon the particular set of elements the service organization will actually use in 

its service offer. 

But some elements of a service offer are less controllable. Management can 

ensure that all guests singing in at a hotel reception desk are formally greeted 

by the receptionist. There is less control over the warmth of the greeting. 

Nevertheless management must try to anticipate some of these controllable 

elements and ensure that the climate of the organi-zation contributes to rather 

than detracts from the service offer. 

2. Forms of Service 

Service elements are offered to the marketplace in different forms. Service form 

is concerned with examining in details the various options relating to each 

service elements. The particular decision taken on the precise form of each 

service elements will depend upon a number of factors including market 

requirements, competitorsô policies and the need to obtain balance within, and 

between, the various elements that make up the service product offer-what is 

called ócohesiveness and coherence of the set of services offeredô. 

3. Levels of Service 

An offer can be viewed at several levels as follows: 

Core or generic For consumer or industrial products this consists of the basic 

physical product, e.g. 2 kg of sugar, a packet of self-tapping screws, or a 

camera. The core elements for a camera, for example, consists of the camera 

body, the viewer, the winding mecha-nism, the lens and the other core basic 

physical components which make up the transactional utility in the form of 

deposits and withdrawals. 

Expected: This consists of the generic product together with the minimal 

purchase conditions which need to be met. When a customer buys a video 

cassette recorder they expect an instruction book which explains how to 

programme it, a warranty for a reasonable period should it break down, and a 

service network so that it can be repaired. Augmented: This is the area which 

enables one offer to be differentiated forms another. For example, IBM has a 

reputation for excellent customer service although they may not have the most 

technologically advanced core product. They differentiate by óadding valueô to 
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the core, in terms of service reliability and responsiveness. Potential: This 

consists of all potential added features and benefits that are or may be of utility 

to some buyers. The potential for redefinition of the product gives advantages in 

attracting new users or ólookingô in óexisting customers. This could make it 

difficult or expensive for customers to switch to another supplier. 

THE PRODUCT LIFE-CYCLE 

Introduction 

In the beginning, sale of new products increase slowly. Factors influencing the 

growth of sales at this stage include the relatively small number of innovative 

customers, problems of building effective distribution, technical problems of 

assuring quality and reliability and limited production capacity. Profits too may 

be low or non-existent at this stage because of factors like the promotional 

costs involved in promoting sales. 

 

 

Growth 

In this stage sales grow. More consumers follow the lead of innovators, the 

market broadens through policies of product differentiation and market 

segmentation, competitors enter the market, and distribution broadens. Profit 

margins peak as experience effects serve to reduce unit costs and promotional 

expenditures are spread over larger sales volumes. 

Maturity 

In this stage, sales are at peak. The growth rate in sales goes considerably 

down as most of the consumers are already having the product where as new 

ones are difficult to add. Profit margins are at peak and reduced unit costs and 

promotional expenditures are spread over larger sales volumes. 

Saturation 

In this stage, sales level is almost stagnant. Growth is increasingly governed by 

factors like population growth or attempts to stretch the cycle through market 

segmentation strategies. Profits too decline because of the number of 

competitive offerings, cost reductions become more difficult and smaller 

specialist competitors eat into the market. 

Decline 

In this stage sales decline because of changing tastes, fashions and technical 

advances causing product substitution. Declining sales are accompanied by 
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reducing profit margins as too many competitors fight for the remaining market. 

Price cutting may be active and marginal competitors fall out of the industry. 

Problems with the Product Life-Cycle Concept 

It is not surprising that the lifecycle concept has critics. Some attempts to derive 

the conventional S-shaped curve of the cycle with its stage of introductions, 

growth, maturity and decline have not been altogether convincing. In fact some 

authors have even gone so far as to suggest that the idea should be forgotten 

altogether. Some authors suggested that the concept of product portfolio may 

be useful for a company to balance its tangible products by stage of the lifecycle 

as part of its planning process. They argued that with some exceptions (e.g. 

banks) most service organizations have only a very small number of core 

services or do not have the flexibility for combining different services belonging 

to the same category. They also highlight the importance of defining in what 

context theterm product lifecycle is used. This gives rise to a second set of 

problems. 

 

\ 

The Intangible Nature of Services 

The intangible nature of services means that it is often quite easy to produce 

slight variants of an existing service with the result that the term ónew serviceô 

can mean anything from a minor style change to a major innovation. The 

following may be the classification of new services: 

1 Changes in Style: These include changes in decor or logo the revised design 

of telephone for example. 

2 Improvement in Service: These involve an actual change to a feature of the 

service already on offer to established market-computerizations of travel-

agency information and booking procedures, for example. 

3 Extensions in Service Line: These are additions to the existing service product 

range-new modes of study for an MBA course at a university, for example. 

4 News services for Existing Customers: These are new services that are 

offered by an organization to its existing customers, although they may be 

currently available from its competitors-building societies offering current 

accounts, with cheques books, standing-order facilities, etc., for example. 

5 Innovations in Services: These are entirely new services for new markets-the 

provisions of multi user óvoice mailô recording services, for example. 
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STRATEGIES OF SERVICE PRODUCTSô DEVELOPMENT 

Decisions about an organizationôs product mix are of strategic importance. A 

service company may need to widen its product mix in order to remain 

competitive in the phase of declining demand for its principal service line. For 

example, the increasing diversity in food tastes has forced many specialized 

fast-food outlets to widen their range and traditional fish and chip shops have 

often had to introduce new lines such as kababs or home-delivery services. 

The product strategies are available to a service firm for its main services: 

1 Market penetration: An organization continues to supply its existing services 

to its existing customer segments, but seeks to increase sales from them. This 

may be achieved by increasing their total consumption of that type of service, or 

by taking consumers from competitors. 

2 Market extension: New types of consumer are found for existing services. For 

example, a restaurant chain may extend its operations to a new overseas 

market, or higher education institutions may promote their courses to new 

groups of mature students. 

3 Service development: New or modified services are developed to sell to the 

current market. For example, a bank may offer a new type of charge card aimed 

at its current customer base. 

4 Diversification: New services are offered to new markets-for example, a 

traditional package-holiday operator offering a conference-organizing service. 

PROBLEM WITH THE PRODUCT LIFECYCLE 

In reality, lifecycle patterns are far too variable in both shape and duration for 

any realistic predictions to be made. A second difficulty in applying the lifecycle 

concept lies in the inability of marketers to ascertain accurately where in the 

lifecycle a product actually is at any time. For example, a stabilization of sales 

may be a movement into maturity or simply a temporary plateau due to external 

causes. In fact, it is possible that the shape of the lifecycle is a result of an 

organizationôs marketing activity rather than an indication of environmental 

factor to which the organization should respond-in other words, it could lead to a 

self-fulfilling prophecy. 

Another criticism of the concept is that the duration of the stages will depend 

upon whether it is a product calls, form or brand which is being considered. For 

example, the lifecycle for holidays is probably quite flat, whereas those for 

particular formulations of holidays and for specific holiday operatorsô brand 

become progressively more cyclical. 
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NEW SERVICE DEVELOPMENT (NSD) 

1. Idea Generation 

Ideas may be generated in many ways. They can arise inside the organization 

and outside it, they can result from search procedures (e.g. marketing research) 

as well as informally; they may involve the organization in creating the means of 

delivering the new service product or they may involve the organization in 

obtaining rights to services product, like franchise. 

2. Idea Screening 

This stage is concerned with checking out which ideas will justify the time, 

expense and managerial commitment of further research and study. Two 

features usually associated with the screening phase are: 

i. The establishment or use of previously agreed evaluative criteria to enable the 

comparison of ideas generated (e.g. ideas compatible with the organizationôs 

objectives and re sources); 

ii. The weighing, ranking and rating of the ideas against the criteria used. 

 

3. Concept Development and Testing 

Ideas serving the screening process then have to be translated into product 

concepts. In the service product context this means concept development and 

concept testing. 

(a) Concept Development 

This phase is concerned with translating the service product idea, where the 

possible service product is defined in functional and objective terms, into a ser 

vice product concept, the specific subjective consumer meaning the 

organization tries to build into the product idea. 

(b) Concept Testing 

Concept testing is applicable in services contexts as well as in goodsô contexts. 

Concept testing consists of taking the concepts developed after the stages of 

idea generation and idea screening and getting reactions to them from groups 

of target customers. 

4. Business Analysis 

This stage is concerned with translating the proposed idea into a firm business 

proposal. It involves undertaking a detailed analysis of the attractiveness of the 

idea in business terms and its likely chances of success or failure. A substantial 
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analysis will consider in detail aspects like the manpower required to implement 

the new service product idea, the additional physical resources required, the 

likely estimates of sales, costs and profits over time, the contribution of the mew 

service to the range on offer, likely customers reaction to the innovation and the 

likely response of competitors. 

5. Development 

This stage requires the translation of the idea into an actual service product for 

the market. Typically this means that there will be an increase in investment in 

the project. Staff may have to be recruited or trained, facilities may have to be 

constructed, and communications systems may need to be established. The 

tangible elements of the service product will be designed and tested. Unlike 

goods the development stage of new service product development involves 

attention to both the tangible elements of the service product delivery system. 

6. Testing 

Testing of new service products may not always be possible. Airlines may 

introduce a new class of service on a selected number of routes or a bank may 

make a new service available initially on a regional basis like automated cash 

dispensers. But some new service products do not have such an opportunity. 

They must be available and operate to designed levels of quality and 

performance from their introduction. 

7. Commercialization 

This stage represents or organizationôs commitment to a full-scale launch of the 

new service product. The scale of operation may be relatively modest like 

adding an additional service to an airlineôs routes or large scale involving the 

national launch of fast service footwear repair outlets operating on a concession 

basis. In undertaking the launch, the four points may apply: 

(a) When to introduce the new service product; 

(b) Where to launch the new service product, whether locally, regionally 

nationally or internationally; 

(c) To whom to launch the new service product usually deter mined by earlier 

exploration in the new service product development process; 

(d) How to launch the new service product. Unit trusts for example may offer a 

fixed price unit on initial investments for a certain time period. 

NEW SERVICE DEVELOPMENT ï SOME CRITICAL ISSUES 

The buyerôs choice of a new service product may be influenced by features 

associated with it. These features may be seen as a fundamental part of the 
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ócoreô service by the consumers or as óperipheralô to the core service. In tangible 

product marketing the brand, the colour, the design or the package may be 

important contributory factors to the consumerôs purchase decision. 

1. Branding 

óBranding, brand development and brand acceptance are usually not prominent 

in the marketing of servicesô. Certainly branding is difficult because of the 

problems of maintaining consistency of quality in service settings. Example: In a 

study of brand loyalty in the context of the computer rental market it was found 

there was no one reason why customers terminated rental agreements or 

maintained or renewed their agreements. 

2. Patent 

The intangibility of services means that there are no patents. It is thus difficult to 

prevent competitors from copying service innovations though trade names can 

be protected. This means that innovations can have short life-cycles because 

they are easy to copy. 

 

 

3. Warranty 

Warranties are usually related to product sales. However they can be an 

important elements in the strategy of service marketers. In law a warranty is an 

undertaking on the vendorôs part that the thing sold by the vendor is fit for use or 

fulfills specified conditions. Such undertakings are of two kinds, implied and 

express. 

Warranties can be of importance in marketing certain services. For example 

investment schemes which guarantee payments in spite of changes in external 

conditions can be a useful factor in marketing financial services. 

4. Service Product After-sale Service 

After-sale service is usually associated with the sale of tangibles. However it too 

has relevance to services markets. For example, an airline can assist 

passengers to arrange hire cars and book hotels as part of their service; an 

insurance company can advise clients on changes they should make to their 

policies as their personal circumstances change; a stockbroker can assist the 

client to readjust a portfolio of shares; a dentist can provide a check-up some 

time after providing dental treatment. 

The elimination of service of service products of course is not easy and indeed 

organizations may adopt a number of strategies before doing so like selling 
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overseas, optimizing profitability over whatever life remains or revitalizing the 

offering in some way. But these moves do not ultimately remove the need for 

systematic procedures to assist with decision making in this area. 

 

In goods marketing, we always say that there is a tangible component to which 

some intangibles like style, after-sales-service, credit, etc., are integrated. On 

the other hand in the case of services, the tangible component is nil. 

Traditionally, a product is described as an object, which is developed, produced, 

delivered and consumed. However, in services there is nil or only a little 

tangible element because of which they are considered as benefits which, are 

offered to the target market. There are two important things to note first, a 

service is a bundle of features and benefits and secondly, these benefits and 

features have relevance for a specific target market. Therefore, while 

developing a service product it is important that the package of benefits in the 

service offer must have a customerôs perspective. Kotler has identified five 

levels of a product, taking the example of the hotel industry. It is the core and 

the basic which might be the same for most of the competing products while it is 

the other levels which make them different. These five levels and their meaning 

are depicted in table 5.1. 

 

 


