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Chapter 15

Designing and Managing Services

Learning Objectives

After reading the chapter the student should understand:
· How services are defined and classified

· The distinctive characteristics of services as opposed to goods

· How service firms can improve their differentiation, quality, and productivity

· How goods-producing companies can improve their customer-support service

Chapter Outline

Introduction

I. The nature of services 

1. Definition: any act or performance one party can offer to another that is essentially intangible and does not result in the ownership of anything 

2. May or may not be tied to a physical product 

B. Categories of service mix 

1. Pure tangible good 

2. Tangible good with accompanying services 

3. Hybrid 

4. Major service with accompanying minor goods and services 

5. Pure service (degree of people and equipment based service activity provides an important variable in the goods-to-service mix)

C. Characteristics of services and the marketing implications

1. Intangibility—services cannot be seen, heard, touched, tasted or felt. A critical element here is the signs or evidence of service quality to transform intangible services into meaningful benefits 

2. Inseparability—services are produced and consumed simultaneously, and the provider-client interaction is an important aspect in the outcome

3. Variability—the quality of a service depends on when, where and by whom they are provided, with training a crucial differentiator

4. Perishability—services cannot be stored for later use. There are several strategies that can be used for producing a better match between service demand and supply

II. Marketing strategies for service firms 

A. Three additional “Ps” 

1. People (should be competent, caring and responsive)

2. Physical evidence (development of a look and observable style)

3. Processes (how the service is delivered)

a) Goal: achieve a high level of interactive marketing between provider and client 

B. Managing differentiation—offering, faster and better delivery, image (perceived by customers, and to develop a differentiated offer, delivery or image as the alternative to price competition)

C. Managing service quality—one way to differentiate is through consistently higher quality service that meets or exceeds customer expectations (perceived versus expected service)

1. Gaps that cause unsuccessful service delivery 

a) Consumer expectation and management perception

b) Management perception and service-quality specification

c) Service-quality specifications and service delivery

d) Service delivery and external communications

e) Perceived service and expected service. 

2. Determinants of service quality 

a) Reliability

b) Responsiveness

c) Assurance

d) Empathy

e) Tangibles 

3. Excellently managed service companies—commonalities: 

a) Strategic concept: “customer obsessed”

b) Top-management commitment 

c) High standards

d) Self-service technologies

e) Monitoring systems

f) Satisfying customer complaints

g) Satisfying employees as well as customers

D. Managing productivity (approaches to improve service productivity and to reduce costs) 

1. Goal is to avoid pushing productivity too hard 

2. Enhance perceived quality (“high-tech” versus “high-touch”)

III. Managing product support services 

1. Product-based industries must provide a service bundle to customers and respond to specific customer worries related to 

a) Reliability 

b) Service 

c) Dependability 

d) Maintenance. 

B. Postsale service strategy

C. Major trends in product support service (building in more reliability, service unbundling, third party service organizations, service contracts, rising customer service choices, rising quality of company call centers and CSRs)

IV. Summary

Overview

As the United States moves increasingly toward a service economy and beyond, marketers need to know more about marketing service products. Services are activities or benefits that one party can offer to another that are essentially intangible and do not result in ownership of anything tangible. Services are intangible, inseparable, variable, and perishable. Each characteristic poses problems and requires strategies. Marketers have to find ways to make tangible the intangible; to increase the productivity of providers who are inseparable from the product; to standardize quality in the face of variability; and to influence demand movements and supply capacities better in the face of service perishability.

Because services generally are intangible, customers perceive them as a more risky proposition and evaluation more difficult. Accordingly, they tend to rely more on personal references or information sources, reputation (brand name and image), and the price and/or facilities of the service provider as an indication of quality. Among the means by which the service provider can reinforce these elements and overcome the perceptions of risk is to reduce the complexity involved with the service (paperwork and bureaucracy), stress the positive elements of tangibility in the service, make all communications with the customer very clear and unambiguous, and focus constantly on service quality.

Service industries have typically lagged behind manufacturing firms in adopting and using marketing concepts, but this is changing. Services marketing strategy calls not only for external marketing but also for internal marketing to motivate employees, and interactive marketing to create skills in the service providers. Further, in the future customers will use more technical and functional criteria to judge the quality of services.

Even product-based companies must provide and manage a service bundle for their customers; in fact, their services bundle may be more critical than the product in winning customers. The service mix includes presale services such as technical advice and dependable delivery, as well as postsale services including prompt repair and personnel training. The marketer has to decide on the mix, quality, and source of various product support services for customers. Service marketers, to succeed, must create competitive differentiation, offer high service quality, and find ways to increase service productivity without reducing the perceived service level.

Lecture—Services Marketing in the Twenty-first Century

This lecture focuses on the changing role of strategy in an important services marketing setting and the broader value of effective services marketing. 

Teaching Objectives

· Stimulate students to think about the differences between service and product marketing 

· Develop an understanding of some of the areas where service marketing has changed and become effectively marketing-oriented

· Role of service strategies and policies in helping the firm achieve a better market position 

Discussion

Introduction

There are many areas of service marketing that have long have been recognized and others that are just beginning to emerge more prominently for future attention. The latter includes tourism (excluding airlines, hotels and travel agencies), childcare, and business services. This discussion will consider developments in one or more of these areas. 

Tourism Marketing 

Tourism and related areas of service marketing in the United States traditionally have operated in a relatively fragmented and disjointed manner. Interestingly, despite the vast amount of attention given to tourism in the United States, there has been very little effort to market it properly. In fact, many of our competitors for the international tourism dollar place far more creativity and raw spending on tourism than the United States. The United States. ranks thirty-third in the world in marketing dollars spent on tourism, coming just after Tunisia. 

The main concern of many professionals in the tourism industry is that the industry must focus much more on pleasing customers and keeping them happy and secure. Otherwise, as we saw following September 11, 2001, tourists and other visitors will defect to competitors who provide a better solution for their needs. 

Fortunately, there were signs even before September 11, 2001, that the process had begun to change. As the U.S. economy became more mature and service-oriented during the late 1990s, many American cities, states and firms jumped on the tourism bandwagon. They recognized that even though tourism was the second largest industry in the United States, the lack of a unified marketing approach worked against establishing coherent marketing plans and programs. 

States and cities traditionally conducted most public sector tourism marketing, and while the federal government did some tourism marketing, the focus on other special interest programs resulted in cuts from the meager sums of the past. The private sector, hotel, motel, chains, etc., have done and continue to do the majority of the tourism marketing in the United States. 

Mainstream marketers, who avoided direct involvement in tourism in the past, are beginning to take a position on the matter. Further, the importance of marketing in the process is becoming even more evident in discussions throughout the United States. Concerns are rising as we look at our infrastructure in terms of whether or not it provides a pleasing situation for visitors. Unfortunately, even before the recent security concerns, customs officials and others at airports were chided for slow and sometimes ungracious behavior. This is a prime cause of tourism dissatisfaction. Perceived feelings of danger also often are mentioned as a catalyst for a spoiled trip, and there are efforts in many states and cities to correct the problem and the perception even though the security pressure increased markedly after September 11, 2001. But there are other issues. For example a substantial number of tourists arrive at our borders with no provision available to exchange currency. This would not happen in any other major developed nation. 

There is, however, an effort in many areas to spotlight cultural resources that attract tourists. Many top proponents of American culture are developing very marketing-oriented stances, portraying the vital role of America’s cultural heritage as a major treasure that deserves to be carefully marketed. Increasingly, there is also an interest in the development of a national strategic marketing analysis.

There is recognition given to well marketed attractions such as the “New Orleans Delta Blues Festival” that are the wave of the future. The view is that it is nice to have excellent transportation and smiling customs officials, but tourists will stay away if there’s nothing of interest to experience. 

Garrison Keillor, of “Prairie Home Companion” fame, and one of the most important figures in American culture today, points out that while infrastructure, an educated workforce, and superior technology are important to the health of travel and tourism, in the final analysis most people travel to America to experience and celebrate its diverse cultural heritage.

We have to be careful, however, that we do not over-market our culture. Keillor notes that although New Orleans recently built fine hotels and a convention center, the strategic planners seemingly forgot to nurture young jazz players. Thus, the city has extraordinary tourism facilities and a reputation for excellent music, but the best examples of the American jazz culture are found in small, obscure towns, not in New Orleans.

We should recognize the impact of marketing in tourism. Considering the traditional 4 Ps of marketing to be only the tip of the iceberg, we need to take a macro-approach in tourism marketing by planning and developing optimum, long-term marketing strategies for the tourism industry, focusing on the best in our culture rather than some of the less savory sides of American life. 
Marketing and Advertising

1. 
CIGNA offers a range of financial services for individuals, businesses, and corporate employees. The ad in Figure 1 focuses on the benefits of buying the company’s life, accident, and disability insurance.

a. 
Who is the target market for the CIGNA insurance products featured in this ad? What does CIGNA do in this ad to make its services seem more tangible to this market?

b. 
What elements of perishability and variability might CIGNA have to consider when marketing its services?

c. 
What postsale service issues would be particularly vital for CIGNA customers? How can the company address these issues in its postsale service strategy?

Answer

a. 
The target market is businessmen with children, particularly entrepreneurs or small business owners (judging by the copy wording “plans that make sense for your company and for you”). To make insurance seem more tangible, CIGNA mentions some of the costly things that parents often buy for their children, such as braces and college. The ad also shows a father hugging his children, which makes the situation more tangible.

b. 
CIGNA might need to consider perishability in terms of higher demand for its services while its ad campaign runs. During that period, CIGNA would have to be ready to respond to customers as they make inquiries about insurance policies. Also, end-of-year periods tend to be busier for business insurance, so CIGNA must be ready to handle high demand at that time. Regarding variability, CIGNA must ensure the same high quality customer service regardless of the way in which customers contact the company or the location of the service reps. This requires consistent and ongoing training, as well as consistent supervision. Students may offer other ideas about perishability and variability, as well.

c. 
After the sale, CIGNA customers would be likely to contact the company with questions about their coverage, to file claims for payment, and to discuss pricing for renewal or for additional coverage. CIGNA could address these issues through a postsale service strategy focusing on availability of customer service representatives, periodic contacts (by mail, phone, e-mail, etc.) to update customers about the status of their accounts, and through ads and other communications that reassure customers that they have made the right decision by choosing CIGNA. Students may have additional suggestions as well.

2. 
Ad number two: Concierge.com, the travel planning Web site featured in this ad, provides informational services as “the online home of Condé Nast Traveler.”
a. 
Can Concierge.com be considered a pure tangible good or a pure service? Does it fall in between the two extremes? What are the implications for its marketing strategy?

b. 
Why is inseparability a particularly important issue for online service providers like Concierge.com?

c. 
How might Concierge.com use self-service technology to enhance its offering?

Answer
a. 
Concierge.com is a major service with accompanying minor goods and services, because it helps customers with travel planning—which entails tangibles such as ticket stubs, airline amenities, and so on. Therefore, Concierge.com must pay close attention to the reliability of its online services as well as the quality of the tangibles that accompany the service.

b. 
Customers cannot separate the production and consumption of an online service such as Concierge.com. Therefore, if customers experience difficulties using the service—such as an inability to access some parts of the Web site—they will be dissatisfied because they perceive that the service is not complete or lacks the expected quality. 

c. 
Students can use their creativity in answering this question. For example, Concierge.com might use self-service technology to provide one-click live text or voice chat with representatives, which would add a human dimension to the offering.

Online Marketing Today

As discussed earlier, Schwab.com combines high-touch and high-tech services to allow its brokerage customers to place trades, research securities, or access account information at any hour. Geoff Penney, chief information officer, says the company’s strategy emphasizes “people and technology working together” to deliver service “across all of our customer touch points . . . in our investment centers, on the phone, on the Web site, and with our software products.” On the high-tech side, Schwab continually upgrades its technology for different customer segments, including special software for active traders. On the high-touch side, the company focuses on hiring, training, and motivating its skilled work force.

To see Schwab’s online approach to service, visit its home page at www.schwab.com. Note the different links for customers and noncustomers. Also look at the array of information available on the home page. How does Schwab make its services seem more tangible on this site? What aspects of the site would be particularly valuable to a very active trader? To a first-time investor? What are the implications for Schwab’s service strategy? 

Answer

Schwab makes its online services seem more tangible by showing a range of services that customers can use to explore investments and make financial services decisions, such as research, market news, stock quotes, and a free demonstration. A very active trader would particularly appreciate the free real-time quotes, while a new investor would find the “how to” investment information valuable. Schwab must therefore prepare a service strategy that would satisfy the divergent needs of this wide spectrum of investment customers, from novices to experienced traders.

You’re the Marketer—Sonic PDA Marketing Plan

All marketers need to develop a service strategy when preparing their marketing plans. If they are marketing an intangible product, they will want to consider how to manage customers’ expectations and satisfaction; if they are marketing something tangible, they will want to create suitable support services.

You are planning product support services for Sonic’s new personal digital assistant. Start by looking over the information and decisions already documented in your marketing plan. Then respond to the following questions to map your service strategy (indicating, where necessary, any additional data or research you may need):

· What support services do buyers of PDA products want and need? Review what you know about this market and its needs; also think about what Sonic’s competitors are offering.

· How can Sonic manage gaps between expected and perceived service to satisfy customers?

· What postsale service arrangements must Sonic make to handle repairs and other issues that arise after the purchase?

· What kinds of guarantees should Sonic offer to be competitive? 

· What type of internal marketing does Sonic need to be able to implement its service strategy?

Consider how your service strategy will support Sonic’s overall marketing efforts. Summarize your recommendations in a written marketing plan or, if you are using Marketing Plan Pro software, enter the information under the Product Offering heading and the Service section under the Marketing Mix heading.

Answer
Sonic may need more research to uncover specifics, but in general, PDA buyers would want convenient access to repair services if needed, as well as a good warranty offer and information about upgrades and updates. Sonic can manage the gaps between expected and perceived service by (1) managing expectations through communications that explain what the company offers so customers do not have expectations that exceed actual service delivery and (2) researching customer satisfaction and perceptions of service to uncover problems that can be addressed. To be competitive, Sonic will have to offer at least the same guarantee as it major rivals Palm and Handspring. If Sonic’s products are better quality than those of rivals, it can take a small risk and offer a better guarantee. Sonic’s internal marketing must include training of company employees, distributors, and repair or service centers; students may suggest additional internal marketing programs.

Marketing Spotlight—Merrill Lynch

Merrill Lynch was founded when Charles Merrill and Edmund Lynch opened an underwriting firm on Wall Street in 1914. The company built a legacy of personalized service, and became the first major firm to introduce investing to the mass market. Charles Merrill coined the phrase “Bringing Wall Street to Main Street” and is credited with helping to change consumer attitudes about investing. Merrill advocated sound investment strategy and made it accessible to the American public using advertisements with titles like “How to Invest.” Merrill Lynch had 400,000 clients by 1956, making it the largest brokerage in the country. In 1971, the company unveiled its now-famous bull icon with an advertising campaign titled “Merrill Lynch Is Bullish On America.” In 1977, Merrill Lynch introduced one of its most innovative and successful products, the Cash Management Account, which combined checking, money market, and margin accounts. 

A Modern Merrill Lynch 

As more Americans turned to investing to protect and build their wealth, Merrill Lynch distinguished itself from other brokerages with the financial security it could provide, the high level of service it offered, the personal contacts it established with its retail offices, and the advanced financial research it performed. As Merrill aggressively expanded into institutional investing and banking in the 1980s, its image as a main street brokerage became somewhat muddled. The company’s association with high finance and corporate Wall Street became a negative after recession and scandals shook the economy in the 1980s and early 1990s. So Merrill streamlined its operations and developed advertising campaigns with themes like “A Tradition of Trust” that were intended to inspire confidence in the everyday investor. The company continued to grow its retail brokerage businesses and other financial services during the rest of the decade. 

Recently, Merrill Lynch found itself under assault from an unlikely segment: discount brokers. Online trading sites set up by discount brokers like Ameritrade and Charles Schwab attracted waves of new investors as the Internet took hold in the latter half of the 1990s. Merrill was slow to move online, primarily because its brokers were reluctant to see the company give total control of trading to investors via an online portal, and the company was concerned about the effect of a proprietary Internet e-commerce site on its heritage as a full-service, customer-focused broker. At the same time, Merrill Lynch was losing current clients and failing to attract new ones as Internet technology gained popularity among investors. In 1998, Schwab’s assets under management grew by 39 percent, while Merrill’s grew by only 18 percent. By March of that year, Merrill Lynch executives were exhorting the rest of the company to embrace the Internet. The company’s vice-chairman, John L. Steffens, argued that Merrill Lynch “had to offer an online-only account or it would lose too many assets, not to mention the next generation of investors.” 

Merrill Arrives Online

Merrill Lynch decided that it would provide online trading tools that augmented its traditional off-line services. First, the company opened a bare-bones online site, called Merrill Lynch Online, that enabled high-value customers to access accounts and information using the Internet. In December 1999, the company created Merrill Lynch Direct, a full-service, online-only retail trading site. To provide content and technology, the company invested in or partnered with a number of technology companies, such as IBM, Cisco, Microsoft, Bloomberg, and Real Networks. For $29.95 a trade, Merrill Lynch Direct gave customers broker-less trading, real-time market updates, a spectrum of services from the vaunted off-line side of the business, such as Merrill research, access to Merrill initial public offerings, and portfolio management tools. Many customers continued to work closely with their brokers, whom the company encourages to provide consulting-type service to clients. To better combine its off-line strengths with its emerging on-line capabilities, the Merrill Lynch developed a strategy called “Merrill Anywhere” that links clients to their accounts via the Internet, the telephone, and eventually a host of wireless platforms. 

Merrill Lynch Direct was recognized by Financial NetNews as the best in their categories in 2000. The award for the individual investor portal applauded Merrill for “outshin[ing] its counterparts in the full service space” by combining its traditional off-line service with the Internet site. The addition of online trading technology helped Merrill Lynch achieve revenue records in every category and region in 2000. Its institutional clients made a record $1.9 trillion in trades using Merrill’s online technology. The company earned $3.8 billion in 2000, a 41 percent increase from record earnings of $2.7 billion in 1999. Merrill Lynch may have been slow to adopt the online trading model, but today the company is combining the Internet with its traditional financial services to yield impressive results. 

Sources: Leah Spiro. “Merrill’s E-Battle.” Business Week, November 15, 1999; “A Legacy of Leadership.” www.ml.com; “Merrill Lynch Reports Record $1.9 Trillion in E-Commerce Volume in 2000.” Business Wire, January 15, 2001; Jaqueline Doherty. “Ride ’Em Dave.” Barron’s, November 30, 1998; Stephen Power. “Credit Where Credit Is Due.” Dallas Morning News, October 9, 1994.

Questions 

1. What are the service marketing strategy differences between Merrill Lynch online, Merrill Lynch Direct and Schwab?

2. Given the direction of investment firm marketing, do you believe that the Merrill Lynch marketing service strategy is heading in the right direction? Could the Merrill Lynch marketing strategy backfire? Discuss.

3. How would you compare the service marketing concepts discussed in the text with how Merrill Lynch operates? Why did it take Merrill Lynch so long to get on board with the twenty-first century?  

Suggested Responses

1. Merrill Lynch On-line is designed to support or augment the regular full service, broker-based, operations for the “Priority Client” investor demographic that Merrill Lynch seeks to replace the middle-America demographic of the 1950s and 1960s. Merrill Lynch Direct is a discount competitor to Schwab and essentially copies or responds to the Schwab concept.  Merrill Lynch Direct, however, is totally separate from the Merrill Lynch Online and corporate operations and effectively is a separate brand and company. This could present some image and branding problems for Merrill Lynch as they work through adjustment to the fact that they have very different demographics to work with in the future. 

2. The problem with the Merrill Lynch model is that it really has created some overlapping images for its primary brand (full-service brokerage), with the result that their image is not as clear as in years past. Because  they have been one of the most significant brokers in the marketplace, it is easy to understand why they were slow to change and why they were forced to make major adjustments in their operations and culture when they finally decided to respond to the drop in their clientele base. If Merrill Lynch had dealt with these issues earlier, when the handwriting was on the wall in terms of the impact of Schwab and others, the transition might have been less traumatic. Because they did not respond, however, the combination of the earlier investor defections and September 11, 2001, led to much more internal adjustment and management upheaval than expected. 

3. Merrill Lynch took so long to get on board because it had to struggle with the brokers to bring in the modern and competitive twenty-first century product. Merrill Lynch had to recognize that computers and the Internet brought the process much closer to the average customer. Many of their customers were no longer were willing to sit back and let someone else handle their affairs. Customers learned from many other cultural and economic changes during the last quarter of the twentieth century that they could do much more to cope with the changing economic, competitive and investment environments. This and the transparency that evolved in pricing and other areas of marketing (discussed in this course) made it likely that there would be substantial change for firms providing brokerage and investment services. 

Like Schwab and others saw and responded to the coming changes, Merrill Lynch finally recognized that a more egotistical and self-confident generation of Baby Boomers and Generation Xers wanted more control and wanted it faster. This fit with much of what Kotler talks about as the key response variables for successful marketers. Although  there will always be room for Merrill Lynch and other full service brokers, it is also likely that with ups and downs in the market there will always be those who feel they have the ability to do their own investment planning and action and will turn to the competition if they do not get what they want from the dominant firms. There is considerable marketing data that even affluent investors have become more interested in on-line trading as a way to build awareness and maintain control. They are less interested in merely handing over his/her investment funds to someone who may or may not have greater investing insight.
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