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Preface

The primary objective of Services Marketing: Concepts, Strategies & Cases is to provide
materials that not only introduce the student to the field of services marketing but also
acquaint the student with specific customer service issues. The business world now
demands, in addition to traditional business knowledge, increasing employee competence
in developing effective service processes, constructing meaningful servicescapes, and
measuring customer satisfaction and service quality, as well as service recovery skills that
are essential to growing and sustaining the existing customer base.

Approach

Following the same philosophical approach as earlier editions, the fifth edition of Services
Marketing: Concepts, Strategies & Cases purposely examines the use of services marketing
as a competitive weapon from a broader perspective. Consequently, we view services mar-
keting not only as a marketing tool for service firms, but also as a means of competitive
advantage for those companies that market products on the tangible side of the product
continuum. As a result, business examples used throughout the text reflect a wide array
of firms that represent the nine service economy supersectors, including education and
health services, financial activities, government, information, leisure and hospitality, pro-
fessional and business services, transportation and utilities, wholesale and retail trade,
and other services as well as firms that produce tangible products.

Ultimately, the service sector is one of the three main categories of a developed econ-
omy—the other two being industrial and agricultural. Traditionally, economies through-
out the world tend to transition themselves from an agricultural economy to an industrial
economy (e.g, manufacturing, mining, etc.) to a service economy. The United Kingdom
was the first economy in the modern world to make this transition. Several other coun-
tries including the United States, Japan, Germany, and France have made this transition,
and many more will join this group at an accelerated rate.

We continue to live in interesting times! The increased rate of transformation from an
agricultural to a manufacturing to a service-based economy has generally been caused by
a highly competitive international marketplace. Simply stated, goods are more amenable
to international trade than services, thereby making them more vulnerable to competitive
actions. In other words, countries that industrialized their economies first eventually
come under attack by other countries that are newly making the transition from an agri-
cultural to an industrial economy. These “newcomer” countries offer lower production
costs (especially labor), which is attractive to industry. Consequently, as industrial sectors
flow from one country to the next, the countries they abandon begin to more heavily rely
on the growth of their service sectors as the mainstay of their economies. This whole
process repeats itself over and over again as other less developed countries enter the fray,
facilitating the transformation from agriculture to industrial to service-based economies.

Structure of the Book

Services Marketing: Concepts, Strategies & Cases is divided into three main sections.
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Part I: An Overview of Services Marketing
Part I concentrates on defining services marketing and discusses in detail the fundamen-
tal concepts and strategies that differentiate the marketing of services from the marketing
of tangible goods. The primary objective of Part I is to establish a core knowledge base
that will be built upon throughout the remainder of the text.

Chapter 1, An Introduction to Services, provides an introduction to the field of services
marketing. It establishes the importance of the service sector in the world economy and
the need for services marketing education. Chapter 2, The Service Economy: Supersectors
and Ethical Considerations, provides an overview of the service sector and focuses on the
nine service industry supersectors and the most substantial changes taking place within
the service sector. In addition, Chapter 2 takes an in-depth look at ethics in the service
sector. Because of the differences between goods and services, unique opportunities arise
that may encourage ethical misconduct. Chapter 3, Fundamental Differences between
Goods and Services, focuses more deeply on the differences between goods and services,
namely intangibility, inseparability, heterogeneity, and perishability, and their corre-
sponding managerial implications. Possible solutions to minimize the negative conse-
quences of these unique service characteristics are also discussed.

Thus far, Chapters 1, 2, and 3 introduce the fundamentals of the service experience,
provide an overview of service industries and ethical considerations, and detail the unique
challenges associated with the marketing of services. At the heart of services marketing
must be the consumer and Chapter 4, Services Consumer Behavior, focuses on building
your understanding of the behavior of service consumers as they select service providers
and then evaluate their satisfaction with the service that they have received. Chapter 4
provides concepts and frameworks that permeate the rest of this book as service firms
adapt their marketing mixes to reflect the changing needs of their customers.

Part II: The Tactical Services Marketing Mix
One of the most basic ideas in marketing is the marketing mix. The marketing mix repre-
sents the levers that the organization controls. These levers can be used to influence con-
sumers’ choice processes as well as their evaluation of service satisfaction. The traditional
marketing mix is often expressed as the four Ps—product, place, price, and promotion.
Due to the fundamental differences between goods and services, the services marketing
mix can be redefined and expanded, offering the three additional marketing mix variables
of process, the physical environment, and people.

Given the importance of the services marketing mix, Part II of this text focuses upon
The Tactical Services Marketing Mix and focuses on the marketing mix variables that
must be the most modified when competing in service marketing environments. More
specifically, Chapter 5 focuses on the Service Delivery Process, Chapter 6 examines the
Pricing of Services, Chapter 7 investigates the Service Communication Strategy, Chapter 8
addresses Managing the Firm’s Physical Evidence, and Chapters 9 and 10 explore the peo-
ple issues surrounding services marketing, including Managing Service Employees and
Managing Service Consumers, respectively.

Part III: Assessing and Implementing Successful Service Strategies
Marketing’s role with the rest of the organization is the theme for Part III of the book,
which focuses on Assessing and Implementing Successful Service Strategies. Marketing is at
the heart of each of these strategies, but their execution is dependent on harnessing all of
the functions: operations, human resources and marketing. As such, Chapter 11, Defining
and Measuring Customer Satisfaction, expands the consumer behavior chapter to explore
how it is possible to satisfy a customer in a particular service experience and how to
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measure and manage satisfaction. Chapter 12, Understanding and Measuring Service
Quality, builds upon Chapter 11 and increases our understanding of how consumers
evaluate services and the longer-term concept of service quality. Due to the complexity of
the various relationships that comprise a typical service encounter, service failures are in-
evitable, but because of inseparability it is often possible to recover from failure situations
during the service encounter. Chapter 13 discusses how to successfully master the art of
Complaint and Service Recovery Management.

Given the current competitive situation among many service firms, Chapter 14 deals
with Customer Loyalty and Retention as an important strategy for service firms to seri-
ously consider. Finally Chapter 15, Pulling the Pieces Together: Creating a World-Class
Service Culture, examines the role of marketing within the service organization. It juxta-
poses the industrial management model and the market-focused model and shows how
important the latter is for a service business. This final chapter also discusses the key
components of creating a world-class service culture.

Key Components in the Fifth Edition

15-Chapter Version: The fifth edition of Hoffman and Bateson has been streamlined to
fit perfectly with semester or quarter university schedules. As a result of this revision,
Hoffman and Bateson provide an effectively integrated service marketing textbook that
incorporates online, global, sustainability, and ethical considerations within one text
while providing the latest in service marketing concepts and practices.

Opening Chapter Quotes: Every chapter begins with a managerially oriented,
thought-provoking quote that is directly pertinent to chapter content. Quotes such as
“Washrooms will always tell if your company cares about its customers” and “The bitter-
ness of poor quality is remembered long after the sweetness of low price has faded from
memory” set the practical application tone for each chapter.

Learning Objectives: Learning objectives establish the framework for every chapter,
enabling instructors to more effectively organize their class lectures. In addition, past stu-
dents have found the learning objectives useful for organizing class notes as they study
for essay-oriented exams.

Revised Chapters: Every chapter has been updated and/or significantly revised to
deliver the latest in service marketing concepts and practices. Most significantly, chapters
pertaining to the introduction of service marketing, managing employees, managing serv-
ice customers, implementing service recovery programs, understanding service supersec-
tors and ethical considerations, and creating a world-class service culture have undergone
the greatest transformations.

Opening Vignettes: Every chapter opens with a vignette that spotlights service issues
in real companies. These real-life situations draw readers in and set the stage for the
chapter topics. These vignettes represent a variety of firms, as well as relevant customer
service issues including: Burj al Arab Hotel, GetAway2Give, Qatar Airlines, Planet Fit-
ness, Chipotle Mexican Grill, Pay What You Can Restaurants, TripAdvisor, Harrah’s,
Google, Dinner in the Sky, and RateMyProfessor.com.

Sustainability and Services in Action Box Features: Perhaps the first services mar-
keting textbook to incorporate sustainability throughout the text, Hoffman and Bateson
specifically address sustainable services marketing practices across a variety of indus-
tries throughout the globe. Despite the intangible nature of service products, the com-
panies that produce these services are some of the world’s largest consumers of the
earth’s natural resources. Hoffman and Bateson provide box features that describe sus-
tainable service marketing practices in every chapter. Industries and topics include
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green hotels, banking, airlines, restaurants, universities, Vail Resorts, TerraPass, Star-
bucks, and more.

Global Services in Action Box Features: In response to the growth of service econo-
mies throughout the world, Hoffman and Bateson provide box features of international
services marketing practices throughout the text. These features demonstrate the often
subtle adjustments to international services marketing strategy that are necessary to
become a world-class service organization. Companies and concepts featured include:
medical tourism, Katitche Point Great House, tipping etiquette, ethnic pricing, dark din-
ing, personal selling approaches around the world, international considerations for creat-
ing world-class service cultures, and many more.

E-Services in Action Box Features: E-Services in Action boxes highlight the
dynamic nature of online service marketing practices. Examples of companies and
topics include: Zappos.com; hotel marketing; Google.com; social media sites such as
Facebook, Twitter, and LinkedIn; online airline pricing, and the ins and outs of online
customer satisfaction.

End-of-Chapter Review Questions: Every chapter concludes with 10 review questions
that are intentionally written to further reinforce students’ understanding and application
of chapter content. Answers for review questions are provided in the Instructor’s Manual
for adopters.

Marginal and End-of-Chapter Glossaries: Key terms, provided in every chapter, are
highlighted within the text and defined in the adjacent margin. For student study pur-
poses, key terms are again presented collectively at the end of each chapter in order of
appearance and defined in the end-of-chapter glossary.

End-of-Chapter Cases: The fifth edition of Hoffman and Bateson contains a set of
end-of-chapter cases that further illustrate, deepen, and extend the concepts developed in
each chapter. These cases, purposely brief in nature but long on application, representing
a variety of service industries, provide students with an opportunity to further internalize
services marketing concepts. Answers for end-of-chapter cases are provided in the
Instructor’s Manual for adopters.

Video Library: Especially prepared for adopters, Hoffman and Bateson provide over
50 video links that illustrate key service concepts that are cross referenced by chapter.
The videos, a mix of humorous and serious, bring services marketing practices alive in
the classroom, creating a much more interactive atmosphere for learning.

Updated Instructor’s Manual: The updated Instructor’s Manual provides updated
chapter outlines, PowerPoints, answers to all end-of-chapter review questions and end-of
chapter cases, and an updated test bank.

MindTap

Online resources are transforming many aspects of everyday life, and learning is not
immune to the impact of technology. Rather than simply taking the pages of Services
Marketing and placing them online, we have reimagined the content to fully utilize the
engagement and interactivity that the medium allows.

MindTap is a digital learning solution that helps instructors engage and transform
today’s students into critical thinkers. Through paths of dynamic assignments and appli-
cations that you can personalize, real-time course analytics, and an accessible reader,
MindTap helps you turn apathy into engagement.

• Critical Thinking – Engaging, chapter-specific content is arranged in a singular
Learning Path designed to elevate thinking.
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• Personalization – Customize the Learning Path by integrating outside content like
videos, articles, and more.

• Analytics – Easily monitor student progress, time on task, and outcomes with real-
time reporting.

In addition, MindTap integrates other powerful tools to help enhance your course:

• YouSeeU facilitates group projects and a variety of other assignments through digital
video and collaboration tools.

• Business Insights: Global provides a rich online database and research tool.
• Additional media and text cases that are not found in the book, assessment, and
much more!

For more information on using MindTap in your course, consult the instructor resources
or visit www.cengage.com/mindtap.

Instructor Support Website

The Instructor Support website provides access to downloadable supplements such as the
Instructor’s Manual, Test Bank, and PowerPoint Slides. The URL for the Instructor Sup-
port website is www.cengage.com/marketing/hoffman

Student Resources

The Student Support Website (www.cengage.com/marketing/hoffman) enriches the
learning experience with a variety of interactive tools and Web resources such Flash
Cards, Interactive Quizzes, PowerPoint Slides, and more.
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In closing, we hope that you enjoy the book and your services marketing class. It will
likely be one of the most practical courses you will take during your college career. Edu-
cation is itself a service experience. As a participant in this service experience, you are
expected to participate in class discussions. Take advantage of the opportunities provided
you during this course, and become an integral component of the education production
process. Regardless of your major area of study, the services marketing course has much
to offer.

We would sincerely appreciate any comments or suggestions you would care to share
with us. We believe that this text will heighten your sensitivity to services, and because of
that belief, we leave you with this promise: We guarantee that after completing this book
and your services marketing course, you will never look at a service experience in the
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P A R T I
An Overview of Services Marketing

Services Marketing: Concepts, Strategies and Cases is divided into
three main sections:

• Part I: An Overview of Services Marketing (Chapters 1–4);
• Part II: The Tactical Services Marketing Mix (Chapters 5–10);
and

• Part III: Implementing Successful Service Strategies
(Chapters 11–15)

Part I, An Overview of Services Marketing, concentrates on defining
services marketing and discusses in detail the fundamental concepts
and strategies that differentiate the marketing of services from the
marketing of tangible goods. Part I also introduces the service super-
sectors and discusses ethical issues as they relate to the field of serv-
ices marketing. Finally, Part I concludes with a discussion pertaining
to how consumers of services make purchase decisions, focusing
once again on the primary differences between goods and services.
The primary objective for Part I is to establish a core knowledge
base that will be built upon throughout the remainder of this text.

The marketing of services differs from the marketing of goods. The bundle of benefits delivered to
customers is derived from the service experience that is carefully created by the service organization.

Chapter 1

An Introduction to Services

Chapter 2

The Service Economy:

Supersectors and Ethical

Considerations

Chapter 3

Fundamental Differences Between

Goods and Services

Chapter 4

Services Consumer Behavior
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C H A P T E R 1
An Introduction to Services

This chapter provides an
introduction to the field
of services marketing. As
such, this chapter intro-
duces the basic differen-
ces between goods and
services and highlights
the importance of manag-
ing the customer’s overall
service experience. In
addition, this chapter
establishes the impor-
tance 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.

T H E B U R J A L A R A B H O T E L : T H E W O R L D ’ S O N L Y 7 - S T A R

H O T E L

Every now and then an iconic structure is built that captures the cultural spirit of its
surroundings. Paris has the Eiffel Tower, Sydney has its Opera House, Moscow has
Saint Basil’s Cathedral, and now Dubai has the Burj al Arab Hotel. Towering over
1,000 feet and overlooking the warm blue waters of the Arabian Gulf, the Burj al
Arab is the fourth tallest hotel in the world. The exterior architectural design of the
hotel is striking as it has been purposely built to resemble the billowing sail of a
dhow—a type of Arabian trading vessel. At night, the hotel is illuminated by a chor-
eographed light show. Not surprisingly, the Burj al Arab is one of the most photo-
graphed structures in the world.1

Upon entering the hotel, guests are dazzled by its opulence. The views start
in the hotel lobby, where a 590-foot-tall atrium greets guests as they are escorted
to one of 202 two-story suites. The smallest suite in the hotel offers over 1,800
square feet of living space, while the largest suite is 8,400 square feet. As one

“It’s just the little
touches after the
average man would
quit that makes the
master’s fame.”

Orison Swett Marden,
Founder, Success magazine

C H A P T E R
O B J E C T I V E S

After reading this
chapter, you should
be able to:

• Understand the
basic difference
between goods and
services.

• Develop an
appreciation for how
service can be used
as a competitive
advantage for both
intangible and
tangible products.

• Appreciate the
factors that create the
customer’s service
experience and why
it is important to
manage the overall
experience.

• Comprehend the
driving forces behind
the importance of
the study of services
marketing.
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guest remarked, “The room is so large that coming to the door is a chore—so
they have remote controls that allow you to see who is at the door from every
television (there are several) and unlock the door for [them].” Rain showers and
Jacuzzis are standard in every suite. Flowers and exotic fruits are provided to the
suites daily by a brigade of personnel that offer the finest in personal service.

Each floor has its own reception desk, allowing guests to acquaint themselves
with the hotel’s personnel. Personalized and private, check-in services are per-
formed within each guest suite. All suites offer a two-story panoramic view of
the hotel’s surroundings and are immaculately maintained by a butler service
that is available 24 hours a day. If needed, the Burj al Arab maintains a fleet of
chauffeur-driven Rolls-Royce automobiles that deliver guests to their destination
in style. Given that the hotel is built on an island, the Burj al Arab is connected
to the mainland by the hotel’s private bridge.

The Burj al Arab truly offers guests a remarkable service experience. It is a must
stop for the world’s rich and famous and for those who like to splurge for special
occasions. Prices range from approximately $2,000 per night to over $18,000 per
night for the hotel’s Royal Suite.

The pages that follow provide the keys for delivering a truly remarkable service
experience. As you will soon discover, effectively and efficiently managing a serv-
ice experience is a complicated yet fascinating undertaking. However, the same
complexities that comprise a service encounter also provide opportunities to
deliver a truly exceptional service experience that benefits consumers, employees,
the organization, and society itself.

Source: http://www.jumeirah.com.

1-1 Introduction
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,
ironically the so-called “industrialized countries” of the world, are finding that the ma-
jority 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 in-
surance services, and professional and business services. Traditional goods producers
such as automotive, electronics, and numerous other manufacturers are now turning to
the service aspects of their operations to establish a differential advantage in the mar-
ketplace as well as to generate additional sources of revenue for their firms. In essence,
these companies, which used to compete by marketing “boxes” (tangible goods), have
now switched their competitive focus to the provision of unmatched, unparalleled cus-
tomer services.

Ample evidence exists that documents this transition from selling “boxes” to service com-
petition. Traditional goods-producing industries such as the automotive industry now
emphasize the service aspects of their businesses, such as low APR financing, attractive lease
arrangements, bumper-to-bumper factory warranties, prepaid maintenance, and free shuttle

Chapter 1: An Introduction to Services 3
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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 now boasts the benefits of digital service, pay-per-view alterna-
tives, and security options to prevent children from viewing certain programming.

Overall, this new “global services era” is characterized by:

• economies and labor force figures that are dominated by the service sector;
• more customer involvement in strategic business decisions;
• products that are increasingly market-focused and much more responsive to the
changing needs of the marketplace;

• the development of technologies that assist customers and employees in the provision
of services;

• employees who have been provided with more discretionary freedom to develop
customized solutions to special customer requests and solve customer complaints
on the spot with minimal inconvenience; and

• the emergence of new service industries and the “service imperative,” where the
intangible aspects of the product are becoming more and more the key features
that differentiate products in the marketplace.

It is clear that the service sectors in many countries are no longer manufacturing’s
poor cousin. Services provide the bulk of the wealth and are an important source of
employment and exports for many countries. In addition, there are countless examples of
firms using the service imperative to drive their businesses forward to profit and growth.
Many of these examples are highlighted in the “Services in Action” features located
throughout the remainder of the text. As world economies continue to transform them-
selves from agriculture to manufacturing to services, the service sector boom looks set to
continue throughout the world.

1-2 What Is a Service?
Admittedly, the distinction between goods and services is not always perfectly clear.
In fact, providing an example of a pure good or a pure service is very difficult, if not
impossible. A pure good would imply that the benefits received by the consumer con-
tained no elements supplied by service. Similarly, a pure service would contain no tangi-
ble elements.

In reality, many services contain at least some tangible elements, such as the menu
selections at The Cheesecake Factory, the monthly statement from Bank of America, or a
car insurance policy from State Farm. Also, most goods at least offer a delivery service. For
example, simple table salt is delivered to the grocery store, and the company that sells it may
offer innovative online invoicing services that further differentiate it from its competitors.

The distinction between goods and services is further obscured by firms that conduct
business on both sides of the fence. For example, General Motors, the “goods” manufac-
turing giant, generates a significant percentage of its revenue from its financial and
insurance businesses, and the car maker’s biggest supplier is Blue Cross-Blue Shield, not
a parts supplier for steel, tires, or glass as most people would have thought.2 Other exam-
ples include General Electric and IBM, generally thought of as major goods producers,
who now generate more than half of their revenues from services. The transition from
goods producer to service provider can be found to varying degrees throughout much
of the industrial sector. One of the world’s largest steel producers now considers its
service-related activities to be the dominant force within its overall business strategy.3

service imperative
Reflects the view that
the intangible aspects
of products are
becoming the key
features that
differentiate products
in the marketplace.
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Despite the confusion, the following definitions should provide a sound starting
point in developing an understanding of the differences between goods and services. In
general, goods can be defined as objects, devices, or things, whereas services can be
defined as deeds, efforts, or performances.4 Moreover, we would like to note that when the
term product is mentioned, it refers to both goods and services and is used in such a
manner throughout the remainder of this text. For our purposes, product includes goods
(washer, dryer), services (financial, healthcare), people (politicians, celebrities), places
(tourist destinations), and ideas (energy conservation). Ultimately, the primary difference
between goods and services is the property of intangibility. By definition, intangible
products lack physical substance. As a result, intangible products face a host of services
marketing problems that are not always adequately solved by traditionally recommended
goods-related marketing solutions. These differences are discussed in detail in Chapter 3.

1-2a The Scale of Market Entities

An interesting visual perspective regarding the differences between goods and services is
provided by the scale of market entities as seen in Figure 1.1.5 The scale of market
entities displays a continuum of products based on their tangibility, where goods are

Although a service such as
education is intangible dominant,
tangibles such as buildings and
open spaces are frequently used
to differentiate one education
setting from another.

FIG 1.1 Scale of Market Entities
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goods Objects,
devices, or things.

services Deeds,
efforts, or
performances.

product Either a good
or a service.

intangibility A product
that lacks physical
substance.

scale of market
entities The scale that
displays a range of
products along a
continuum based on
their tangibility,
ranging from tangible
dominant to intangible
dominant.

Da
vi

d
Yo

un
g-

W
ol

ff/
Al

am
y

Chapter 1: An Introduction to Services 5

Copyright 2017 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



labeled as tangible dominant and services as intangible dominant. The core benefit of a
tangible dominant product typically involves a physical possession that contains service
elements to a lesser degree. For example, an automobile is a tangible dominant product that
provides transportation. As the product becomes more and more tangible dominant, fewer
service aspects are apparent. In contrast, intangible dominant products do not involve the
physical possession of a product and can only be experienced. Like the automobile, an air-
line provides transportation, but the customer does not physically possess the plane itself.
The airline customer experiences the flight; consequently, service aspects dominate the prod-
uct’s core benefit, and tangible elements are present to a lesser degree. In comparison, fast
food businesses, which contain both a goods (e.g., the food) and service component (e.g., a
service provider takes the customer’s orders, another service provider cooks the food, the
food is then personally presented to the customer) fall in the middle of the continuum.

The scale of market entities reveals two important lessons. First, there is no such thing as
a pure good or pure service! Ultimately, products are a bundle of tangible and intangible
elements that combine to varying degrees. Second, the tangible aspects of an intangible dom-
inant product and the intangible aspects of a tangible dominant product are an important
source of product differentiation and new revenue streams. For example, businesses that
produce tangible dominant products and ignore, or at least forget about, the service (intangi-
ble) aspects of their product offering are overlooking a vital component of their businesses.
By defining their businesses too narrowly, these firms have developed classic cases of service
marketing myopia. For example, the typical family pizza parlor may myopically view itself
as being in the pizza business and primarily focus on the pizza product itself. However,
a broader view of the business recognizes that it is providing the consumer with a reasonably
priced food product in a convenient format surrounded by an experience that has been
deliberately created for the targeted consumer. Interestingly, adding service aspects to a
product often elevates the product from a commodity into an experience, and, by doing
so, increases the revenue-producing opportunities of the product dramatically.

1-2b The Economic Value of Transforming Goods into Services

When priced as a raw commodity, coffee beans are worth little more than $1 per
pound.6 When processed, packaged, and sold in the grocery store as a good, the price
of coffee jumps to between 5 and 25 cents a cup. When that same cup is sold in a local
restaurant, the coffee takes on more service aspects and sells for $1 to $2 per cup. How-
ever, in the ultimate act of added value, when that same cup of coffee is sold within
the compelling experience of a five-star restaurant or within the unique environment
of a Starbucks, the customer willingly stands in queue and pays $4 to $5 per cup. In
this instance, the ordering process, the creation of the cup of coffee, and the actual
consumption of the coffee becomes “a pleasurable, even theatrical” experience. Hence,
the valuable lesson to learn is that the economic value of products, like the coffee bean,
progresses from commodities to goods to services to experiences (see Figure 1.2). In the
preceding example, coffee is transformed from a raw commodity valued at approxi-
mately $1 per pound to $4 to $5 per cup—a markup as much as 5,000 percent! Clearly,
adding services aspects to tangible products can greatly enhance the value of the prod-
uct provided to consumers!

1-2c The Molecular Model

As discussed previously, products are comprised of a blend of tangibles and intangibles. The
molecular model provides marketing managers with a very useful tool for discovering and
understanding the specific tangible and intangible components of their product offerings.

tangible dominant
Goods that possess
physical properties
that can be felt, tasted,
and seen prior to the
consumer’s purchase
decision.

intangible dominant
Services that lack the
physical properties
that can be sensed by
consumers prior to the
purchase decision.

service marketing
myopia Condition of
firms that produce
tangible products and
overlook the service
aspects of their
products.
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Ultimately, a molecular model is a pictorial representation of the relationship between
the tangible and intangible elements of a firm’s operation.7 For example, Figure 1.3
depicts two molecular models that continue our earlier discussion about the differences
between automobile ownership (a tangible dominant product) and purchasing an airline
ticket (an intangible dominant product). As previously discussed, airlines differ from
automobiles in that consumers typically do not physically possess the airline. Consumers
in this case purchase the core benefit of transportation and all the corresponding tangible
(shown as solid-lined circles) and intangible benefits (denoted by dashed-lined circles)
that are associated with flying. In contrast, a consumer who purchases an automobile pri-
marily benefits by the ownership of a physical possession that renders a service—trans-
portation.
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FIG 1.3
The Molecular Model
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molecular model
A conceptual model of
the relationship
between the tangible
and intangible
components of a firm’s
operations.
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Admittedly, the illustrations provided in Figure 1.3 are oversimplifications of the
bundle of benefits that ultimately comprise the airline experience and car ownership.
From a managerial perspective, molecular models identify the tangible and intangible
product components that need to be effectively managed, for they illustrate contact points
between the customer and the organization. For example, the successful airline experience
is not just determined by the safe arrival of passengers to their selected destinations. The
airline molecular model could easily be expanded to include:

• long-term and short-term parking (intangible element)
• shuttle services (intangible element)
• rental car availability (intangible element)
• flight attendants (tangible elements)
• gate attendants (tangible elements)
• baggage handlers (tangible elements)

Similarly, the automobile model could be expanded to include:

• salespersons on the showroom floor (tangible element)
• financing arrangements (intangible element)
• finance manager (tangible element)
• maintenance and repair services (intangible element)
• mechanics and service representatives (tangible elements)

The overriding benefits obtained by developing molecular models are twofold. First,
molecular models provide managers with an appreciation for the intangible and tangible
elements that comprise most products. Once managers understand this broadened view
of their products, they can do a much better job of understanding customer needs,
servicing those needs more effectively, and differentiating their product offerings from
those of competitors. The second benefit of molecular models is that they effectively dem-
onstrate that consumers evaluate goods and services differently. For example, consumer
evaluations of goods are primarily based on the physical aspects of the product itself.

The servuction model provides the direction
necessary for service companies to create a
compelling service experience.
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In contrast, consumers evaluate services based on the experiential aspects that are pro-
vided to the consumer. As a result, marketers who develop a keen understanding of creat-
ing and managing compelling service experiences have a clear competitive advantage.

1-3 Creating the Service Experience
How do marketers create compelling service experiences? They do so by understanding how
a product’s bundle of benefits is delivered to and received by the customer. All products,
whether they are goods or services, deliver a bundle of benefits to the consumer. In fact, it is
the bundle of benefits that will ultimately define a company’s success. Firms that fail to provide
benefits to their customers really have no reason to exist! Referred to as the benefit concept,
a product’s bundle of benefits is the encapsulation of the tangible and intangible components
of a product in the consumer’s mind. For example, consider purchasing a simple piece of
fruit, such as an orange from a typical grocery store. If placed on the scale of market entities,
an orange would certainly be described as tangible dominant. Consumers can see the orange,
they can touch the orange, smell its fragrance, taste the orange, etc. Hence, when consumed
in isolation (at home for breakfast), there are few experiential aspects associated with the
consumption of an orange. For example, typical consumers of an orange will never see the
orange grove where the orange was grown, nor will they see the inside of the processing plant
where the orange was prepared for shipping. Customers for the orange will most likely never
interact with the grove workers who plucked the fruit from the tree or with the management
staff that directs the workers. In addition, customers for oranges will also generally not
consume the orange at the grocery store in the presence of other customers. Consequently,
given the orange’s tangible dominant nature, the bundle of benefits consumers receive from
the orange are mostly encapsulated within the orange itself.

In contrast to goods, services are intangible dominant and lack physical components that
are easily evaluated. Consequently, consumer evaluation of services is much more complex
as services deliver their bundle of benefits through the experience that is created for the
consumer. In comparison to our orange example, college students are physically present in
the “factory” where “knowledge” is produced; students do interact with a variety of contact
personnel (e.g., instructors, administrators, advisors) who deliver a wide array of advice.
Moreover, students consume knowledge in the presence of other students, where they may
influence one another’s service experience. Furthermore, the ambiance of the classroom
setting, including the lighting, temperature, and overall d�ecor, will influence the student’s
educational experience. Hence the bundle of benefits that comprise the education experience
and the subsequent evaluation of the quality of education will be based primarily on the
experience that is created for the student.

1-4 The Servuction Model
Given the importance of the experiential nature of services, marketing managers would
certainly benefit from understanding the main forces that influence the customer’s overall
service experience. The servuction model depicted in Figure 1.4 provides a simple but
powerful illustration of the four factors that influence a customer’s service experience.
The four factors of the servuction model include:

1. The servicescape
2. Contact personnel/service providers
3. Other customers
4. Invisible organizations and systems

benefit concept
The encapsulation of
the benefits of a
product in the
consumer’s mind.

servuction model
A model used to
illustrate the four
factors that influence
the service
experience, including
those that are visible
to the consumer and
those that are not.
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