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SERVICE-DOMINANT LOGIC IN FINNISH PROPERTY MARKET

Research Objectives

The purpose of this thesis is to examine the subsistence of Service-Dominant Logic (S-D Logic) in
Finnish property market. The theoretical objectives for this thesis are to first isolate the most central
concepts of S-D Logic and second, to discover salient S-D logic aligned value creation concepts
suitable for business-to-business context. On basis of the theoretical review a theoretical framework is
formulated. The objective of the empirical research of this thesis is then to discover the extent to which
the most central concepts of S-D logic and S-D logic aligned business-to-business value creation is
descriptive of Finnish property market. On basis of the empirical findings a modified framework is
proposed.

Research Sample
In theoretical review, most recent S-D logic elicited marketing theory was examined. In empirical
research, eight respondents from Finnish property market firms were interviewed.

Research Methodology

For this thesis, qualitative research was deployed. Data collection was based on interviews in which
categories derived from theoretical review were assessed. In the data analysis, for the purpose of
discovering salient themes and reducing bias, a structured five stage analysis was used.

Main Findings

The findings of this thesis show that Service-Dominant logic is descriptive of Finnish property market
in terms of networked value creation, overall dialogical and relational orientation of exchanges
between primary market actors, and solutions as the primary market offering. The subsistence of
these three S-D aligned phenomena can be primarily seen as a result of the highly aggregate nature
of the market and consequent institutional dialogue between the property market actors. On the other
hand, the property market is closely rooted in G-D logic in terms of its embedded value emphasis,
prevailing view of financial performance as profit maximization as opposed to learning mechanism,
and prevailing view of customer as an operand resource to which offerings are marketed to. The
subsistence of these three G-D aligned phenomena can be seen as a result of the dominance of the
development process of raw land into a finished property which has traditionally been the most central
value creation activity. Most notably, the property market appears to be in transition towards to
service-dominant modus operandi due to market actors’ efforts to shift their strategic focus in
opportunities in latter stages of the property lifecycle. More specifically, the transition is evident in
terms of conceptualization of market offering as property market actors have clearly strived to expand
to services and offerings. Moreover, property market has accordingly shifted towards market
orientation in response to increasing competition. Yet, the seeming path dependency resulting from
the potent industry recipe of property market restrains adoption of completely S-D logic aligned value
creation.
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1. INTRODUCTION

The aim of this thesis is to examine the subsistence of Service-Dominant Logic (S-D Logic) in the
Finnish property market. In this section, the background of this thesis is first outlined in terms of
practical and theoretical relevance. Next, the purpose and research questions of this thesis are
identified. Then, the central concepts of this thesis are defined. Finally, the structure of this thesis is
outlined.

1.1. BACKGROUND

In recent years, there has been a growing recognition that in the future, Finnish economic growth must
be based on services in rather than industrial production which currently constitutes the primary
foundation of Finnish economy (e.g. Wilenius 2006; Tekes 2009). More recently, the global economic
downturn has arguably further amplified this need as a variety of Finnish industrial sectors contingent
on exportation have suffered from decreased demand (Bank of Finland 2009). Finland’s far-reaching
dependence on manufactured industrial goods is particularly alarming in respect to the growing global
importance of service sector (Tekes 2009). In order for Finland to ensure its future long-term
competitiveness as a small and open economy, new bases of competence must be found from
development of services and services exportation, along with management and intensification of
innovation processes and more effective use of globally produced knowledge (Tekes 2009).
Furthermore, it has been argued that in order for Finland to develop such capacities, it is necessary to

more effectively understand and anticipate customer wants (Tekes 2009).

Very much in line with the abovementioned imperative needs for change in the Finnish economy;
Vargo and Lusch (see e.g. 2006) propose that today, service provision is the fundamental purpose of
economic exchange and marketing, as opposed to making and distributing units of output. This notion
is more widely known as Service-Dominant logic (S-D logic); it has been advocated as potentially
unifying paradigm of market and marketing theory and practice, a general change in perspective, and
a new lens on social and economic exchange (Vargo and Lusch 2004; Vargo 2008). What makes S-D
logic a particularly intriguing theoretical perspective relative to Finland’s need for new bases of
national competitiveness is its expansive departure from product and production centered logic of
business which has seemingly restricted success of several technologically advanced Finnish
businesses up to this date. However, as a potential general theory, S-D logic is still very much a work
in progress (Vargo and Lusch 2006); thus, as a normative guideline for best business practices (Vargo
et al. 2008; Bolton 2006) it still requires more extensive testing in less-abstract and more grounded

contexts.

As established above, while S-D logic seems to offer promise in terms of its possible application for

Finland’s attempts to shift towards service-centered economy, it is still requires testing in regards to its

9



proposed principles in practical context to determine its “paradigmatic potency” (Vargo 2008). For this
thesis, the specific context in which this paradigmatic potency tested is Finnish property market. The
choice of market as the primary unit of analysis for this thesis is supported by Wilkie and Moore (2006)
who argue that more aggregate conceptualizations of S-D logic are needed as opposed to explicit firm
focus. Moreover, as observed by Venkatesh et al. (2006), to further advance marketing theory,
markets should be studied as opposed to marketing to establish a common frame of reference for
marketing theory and further depart the strongly United States centered focus of much of marketing

discourse.

Here, Finnish property market refers to property investment, property development, and property use
activities. Moreover, of the four prominent types of properties in the Finnish property market (i.e. office,
retail, residential, and logistics properties); office properties are the emphasis of this thesis. At this
time, office properties are a particularly interesting context because the increased economic
uncertainty has resulted in decreased demand in office space and also, property users’ increased
interest in cutting costs (KTl 2009). Furthermore, what makes the Finnish property market an
interesting context for S-D logic study is its deep rooting in the industrial structure and practices of
Finland, particularly in respect to construction sector which has suffered from the current economic
downturn particularly heavily (Bank of Finland 2009). To sum, in both theoretical and practical terms,
Finnish property market offers plenty of research prospects in terms of testing S-D logic and identifying

new best practices, respectively.

1.2. RESEARCH PROBLEM

The purpose of this thesis is to determine whether evidence of new Service-Dominant logic of
marketing advocated by Vargo and Lusch (2004) can be found in the Finnish property market.
Thereby this thesis sets out to investigate to what extent S-D Logic is descriptive of value creation
logic of firms in Finnish property market and also, whether S-D Logic could offer new perspectives for
value creation in Finnish property market. Consequently, the research questions this thesis sets out to

answer are the following:

Research Question
To what extent does Service-Dominant Logic subsist in Finnish Property Market?
Subquestions

- What is the dominant business logic in Finnish Property Market?

- How is value conceptualized in Finnish Property Market?

- Towhat extent is value created in Finnish Property Market as advocated in S-D Logic?

10



In this thesis, these questions are first addressed through an exhaustive review extant literature, in
which S-D Logic is examined relative to its (1) potency as business logic, relative to its (2)
conceptualization of value, and finally, in terms (3) value creation practices for a firm. In empirical
research, these elements of S-D Logic are then examined in terms of their match to categories
isolated in the theoretical review. The empirical research is based on qualitative research in which
data is collected through interviews and analyzed through a structured five stage analysis for the
purpose of discovering salient themes and reducing bias. In what follows, the central concepts for this
thesis are defined.

1.3. DEFINITIONS
Service-Dominant Logic (S-D Logic) is a reoriented paradigmatic perspective on marketing and
market which implies that service is the basis of all economic and social exchange; all businesses are

service businesses and all economies are service economies.

Goods-Dominant Logic (G-D Logic) is the conventionally dominant logic of marketing and market
which suggests that the purpose of economic activity is to make and distribute units of output (goods)

which are embedded with utility (value) during production.

Service is the process of application of one’s specialized competences (i.e. skills and knowledge) for

the benefit of another social or economic actor.

Goods are instruments for service delivery.

Value is emergent in integration of an enabling (product) or a relieving (service) resource into the
customer’s own value creating activities. Thus, value is always co-created between the provider of

service and its beneficiary.

Value co-creation is an activity in which firm seeks to mobilize other social and economic actors to
integrate firm resources into their own value creating processes by enabling promises, making

promises, and keeping promises.

1.4. STRUCTURE OF THESIS

This thesis is divided into five main segments. This introductory Chapter 1 has outlined the basic
motivations and objectives of this thesis. Second, in Chapters 2-4 theoretical review is presented.
Third, in Chapter 5, the methodology for this thesis is discussed. Fourth, in Chapters 6-9, the empirical
findings are examined. Finally, in Chapter 10, conclusions are drawn and discussed in respect to their

implications and limitations.
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In Chapters 2- 4, relevant extant S-D logic theory for this thesis is reviewed. Chapter 2 introduces and
outlines S-D logic in terms of its most central concepts. In Chapter 3, the concept of value is examined
in respect to its different drivers in section 3.1, the context in which it is created in section 3.2. and the
dimensions to which its determination is dependent on in section 3.3. Then, in Chapter 4, the
dimensions of service-centered value creation are examined; enabling promises in section 4.1, making
promises in section 4.2, and keeping promises in section 4.3. Finally, in section 4.4., a theoretical

framework is proposed on basis of theoretical review.

After Chapter 5, in which methodology for this thesis is justified and outlined, Finnish property market
is briefly described in Chapter 6. Then, in Chapters 7-9 the empirical findings of this thesis are
examined. In Chapter 7, the conceptualizations of service and resources are discussed on basis of
respondents’ views. In chapter 8, the conceptualization of value among property market actors is
discussed. Then, in chapter 9, value creation capabilities of Finnish property market actors are
assessed on basis of the conceptual tools proposed in Chapter 4. Finally, in Chapter 10, conclusions
of this thesis are presented, a modified business-to-business value co-creation framework is

introduced, and managerial implications and suggestion for further research are presented.

2. SERVICE-DOMINANT LOGIC

This is the first of the three theoretical review chapters. The aim of this chapter is introduce and outline
S-D logic in terms of its most central concepts. The chapter is outlined as follows. First, S-D logic is
discussed in terms of its fit to extant marketing theory for the purpose of establishing a basic
understanding of its proposed unifying potential. Next, different concepts of service are examined

relative to their fit to S-D logic. Finally, the role of resources in S-D logic is outlined.

2.1. SERVICE-DOMINANT LOGIC AND MARKETING THEORY

The purpose of this section is to provide an overall view of S-D logic as a potentially unifying view of
market and marketing. This section is organized as follows. First, the foundational premises of S-D
logic are introduced. Second, most salient links between S-D logic and extant marketing theory are
highlighted. Third, most prominent criticisms to S-D logic are discussed. Fourth, S-D logic’s nature as
a lexical evolution of marketing is examined. Finally, the common S-D logic conflicting misconception

of services economy is introduced.

2.1.1. Foundational Premises of Service-Dominant Logic

In this section, the Foundational Premises (FPs) of Service-Dominant Logic are introduced. The
original Foundational Premises introduced by Vargo and Lusch (2004) are an attempt to provide a
pieced together view of the central ideas of the Service-Dominant Logic. Upon introducing the eight

Foundational Premises, Vargo and Lusch (2004) have strongly emphasized that the offered S-D Logic
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is “reorientation rather than reinvention”. Thus, the authors suggest that adoption of S-D Logic would
not necessitate abandonment of most of the traditional core concepts, such as the marketing mix,
target marketing, and market segmentation, but it would complement these with a framework based
on the eight FPs. At the same time, S-D Logic has been described as an open-source evolution open
for debate, for the purpose of genuinely making a collective effort to establish a new dominant logic
(vargo 2008). Sweeney (2007) notes that the strong following S-D Logic has gained, calls for
operationalization and clear measures for S-D Logic principles, and argues that it is very challenging
to do so with FPs because of their broadness.

In Figure 1, both revised and original FPs of S-D Logic are listed. According to Vargo and Lusch
(2008), the guiding principle of revising the FPs has been to make as few changes as possible for
consistency while making as many as necessary for clarity. Vargo and Lusch (2008) identify four
salient themes which have emerged as a result of the open-source evolution; first, it was noted that
the original FPs were overly reliant on Goods-Dominant Logic lexicon; second, the wording of the
original FPs has been found overly managerial in their approach; third, the original FPs do not
explicitly address the interactive, networked nature of value creation; and fourth, the original FPs are
not sufficiently explicit in acknowledging the phenomenological and experimental nature of value

creation. In what follows, each of the original FPs and their revisions are discussed in more detail.

Figure 1 Original and Revised Foundational Premises of S-D Logic
Original FP Modified or New FP

FP1 The application of specialized skill(s) and knowledge  Service is the fundamental basis of exchange
is the fundamental unit of exchange

FP 2 Indirect exchange masks the fundamental unit of Indirect exchange masks the fundamental basis of exchange
exchange

FP 3 Goods are a distribution mechanism for service Goods are a distribution mechanism for service provision
provision

FP 4 Knowledge is the fundamental source of competitive = Operant resources are the fundamental source of competitive
advantage advantage

FP 5 All economies are services economies All economies are service economies

FP 6 The customer is always a co-producer The customer is always a co-creator of value

FP 7 The enterprise can only make value propositions The enterprise cannot deliver value, but only offer value

propositions

FP 8 A service-centered view is customer oriented and A service-centered view is inherently customer oriented and
relational relational

FP 9 Organizations exist to integrate and transform All social and economic actors are resource integrators
microspecialized competences into complex services
are in the marketplace

FP 10 Value is always uniquely and phenomenological determined by the

beneficiary

Source: Vargo (2008)

FP 1: Service is Fundamental Basis of Exchange
The first original FP states that the appropriate unit of exchange is the application of competences, or
specialized human knowledge and skills, for and to the benefit of the receiver (Vargo and Lusch

2004). More recently, the original FP has been modified to “service is the fundamental basis of
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exchange” (Vargo and Lusch 2008), because unit of exchange is closer to G-D Logic as it implies that
units of output are exchanged, as opposed to S-D Logic view which revolves around process of
service exchanged for a service. Underlying this first FP is the grass-roots level notion that each
person’s skills are not necessary optimal for his or her survival, and thus specialization is more
efficient for society and its individual members (Vargo and Lusch 2004). This FP is also an attempt by
Vargo and Lusch (2004) to respond to Shostack’s (1977) call for shifting attention from the
interpretation of the utility created by marketing to a marketing interpretation of the whole process of

creating utility.

FP 2: Indirect Exchange Masks the Fundamental Basis of Exchange

The second original FP states that “indirect exchange masks the fundamental unit of exchange”
(Vargo and Lusch 2004). Similar to the first FP, “unit of exchange” has been replaced with “basis of
exchange” to shift from the G-D Logic based view of exchange revolving around units of output
towards process view of exchange. Vargo and Lusch (2008) suggest that the underlying reasoning for
this FP is that as service is provided through complex combinations of goods, money and institutions,
the basis of exchange (services for services) becomes obscured. It can be argued that “mask” —
perspective this FP effectively illustrates the nature of firms as abstractions of people dealing with
other people and also blurs the distinction between business-to-business and business-to-customer
exchange to some extent; in line with Gummesson (2004) who suggests that business-to-business
marketing is essentially based on derived demand from consumers and thus is an antecedent to

business-to-consumer marketing.

FP 3: Goods Are Distributing Mechanisms for Service Provision

The third original FP states that “goods are distribution mechanisms for service provision” (Vargo and
Lusch 2004). This FP has not been modified since its original introduction. The underlying logic of this
FP, according to Vargo and Lusch (2004) is that goods are not the common denominator of exchange;
the common denominator is the application of specialized knowledge, mental skills, and, to a lesser
extent, physical labor. Vargo and Lusch (2004) suggest that goods should be viewed as distribution
mechanisms for services, or ultimately, provision of satisfaction for higher-order needs such as
happiness, security, and accomplishment which are satisfactions beyond the basic functions of the
product. Similarly, Prahalad and Ramaswamy (2000) propose the role of products as artifacts around
which customers have experiences. This FP3 can be considered as one of the most central S-D Logic
because it highlights the role of tangible products as embodiments of knowledge or activities
(Normann and Ramirez 1993) in provision of experiential value, and therefore, implies the shift of
managerial focus towards service as the primary process in value creation. However, Grénroos (2008)
shows that Vargo and Lusch have underconceptualized the role of other elements as instruments of

value creation which the Nordic School addresses; this is discussed in more detail in section 2.4.5.
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FP 4: Operant Resources Are the Fundamental Source of Competitive Advantage

The fourth original FP states that “knowledge is the fundamental source of competitive advantage”
(Vargo and Lusch 2004). FP 4 was modified by Vargo and Lusch (2008) to “operant resources are the
fundamental source of competitive advantage” more recently as the operand and operant resource
distinction has become more salient and familiar. Vargo and Lusch (2008) describe the comparative
ability to cause desired change as the primary driver of competitive advantage. This FP illustrates the
S-D Logic emphasis on development of intangible, dynamic, and idiosyncratic operant resources as
the source of competitive advantage, drawing from Ballantyne and Varey (2006) who suggest that
knowledge renewal processes operating at the micro (firm, employee) level are primary to competitive
advantage. The role of operant resources as drivers of firm competitive advantage is discussed in

more detail in section 2.3.4.

FP 5: All Economies Are Service Economies

The fifth original FP states that “all economies are services economies” (Vargo and Lusch 2004). This
FP5 has been modified because Vargo and Lusch (2004) found “services economy” a misleading
concept because it essentially defines service residually to goods from a G-D Logic perspective and
thus builds on the fallacy that that services economy has only recently emerged (see section 2.1.5.).
Vargo and Lusch (2008) have therefore revised this fifth FP to “all economies are service economies”
which implies that service is only now becoming more apparent with increased specialization and
outsourcing. Singular “service” is also aligned with S-D Logic view of service as a perspective on value

creation (Edvardsson et al. 2005) which is discussed in more extensively in section 2.2.3.

FP 6: The Customer is Always a Co-creator of Value

The sixth original FP states that “the customer is always a co-producer” (Vargo and Lusch 2004). As
implied by term “co-producer” this FP is strongly rooted in G-D lexicon. Consequently, Vargo and
Lusch (2008) have more recently modified FP6 to “customer is always a co-creator of value” which
more effectively illustrates the collaborative nature of value creation in which value is value
idiosyncratically determined by the beneficiary. Also, the revised FP6 corresponds with FP3 which
identifies service processes as common denominator of exchange as Vargo and Lusch (2008) note
that the original co-production is a component of co-creation. FP6 acknowledges the role of customers

as operant resources in value creation; this perspective is discussed more extensively in section 2.3.3.

FP 7: The Enterprise can not deliver value, but only offer value propositions

The seventh original FP states that “the enterprise can only make value propositions” (Vargo and
Lusch 2004). More recently, Vargo and Lusch (2008) have revised FP7 to “the enterprise cannot
deliver value, but only offer value propositions” for the purpose of clarifying the possible misconception

of that once enterprise has made a value proposition, it is finished with its part of value creation
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process. Vargo and Lusch (2008) argue that the purpose of FP7 is to instead convey that enterprise
cannot unilaterally create and/or deliver value; central to this notion is the delineation of between
consumers having to find not only embedded value (value-in-exchange) but also find that embedded
value useful (value-in-use). Grénroos (2006) elaborates on this delineation, suggesting that the focus
of marketing is value creation rather than value distribution, and facilitation and support of a value-
creating process rather than simply distributing ready-made value to customers.

FP 8: Service-centered view is inherently customer oriented and relational

The eighth original FP states that “service-centered view is customer oriented and relational” (Vargo
and Lusch 2004). This FP has been more recently modified by Vargo and Lusch (2008) to “service-
centered view is inherently customer oriented and relational” for the purpose of better reflecting the
idea that in S-D Logic is determined by the unique experience of that beneficiary and therefore, the
logic is inherently customer oriented. The relevance of this FP is that in addition to highlighting
customer orientation, it explicitly recognizes the relational process of value creation which entails
elements such as interactivity and integration. Thus, FP8 corresponds with the notion that profits come
from customer satisfaction rather than units of goods sold (Kohli and Jaworski 1990; Narver and Slater
1990). This FP also implies phenomenological quality of value (FP10) which is discussed in more

detail in section 3.1.4.

FP 9: All Social and Economic Actors are Resource Integrators

The first version of the more recently proposed FP 9 states that “organizations exist to integrate and
transform microspecialized competences into complex services that are demanded in the
marketplace” (Vargo and Lusch 2008). However, drawing from Arnould’s (2006) notion that resource -
integration role is equally applicable to individual and household as it is to firm, FP9 was soon revised
to “all social and economic actors are resource integrators” (Vargo and Lusch 2008). While the term
“actor” was chosen for the definition Vargo and Lusch (2008) suggest that “service systems” (Spohrer
et al. 2007) more appropriately reflects the ubiquitous resource integration in a service economy (FP5)
where specialized competences are exchanged (FP1). Service system view of resource integration is

examined in more detail in section 3.2.2.

FP 10: Value is always uniquely and phenomenologically determined by the beneficiary

Finally, the tenth and the second more recently added foundational premise states that “value is
always uniquely and phenomenologically determined by the beneficiary” (Vargo and Lusch 2008).
FP10 was added as a response to the critiqgue that the original FPs were not sufficiently explicit in
acknowledging the phenomenological and experimental nature of value creation. As the emphasis of
this thesis is on S-D Logic based value creation, the FP10 view of unique phenomenological

determination of value is addressed in more detail in section 3.1.4.
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As pointed out by Brodie et al. (2006), in order to thoroughly examine the validity of S-D Logic the
starting point is to determine whether there is empirical evidence to support the Foundational
Premises. Sweeney (2007) argues that in such examination it is crucial to note that S-D Logic is not
ripe for used in isolation from other extant theoretical perspectives of marketing discourse.
Furthermore, as pointed out by Archrol and Kotler (2006), mere semantic reorganization of concepts
which does not genuinely advance our understanding of the underlying mechanisms and
interconnections of marketing phenomena is more of a distraction than anything. Archrol and Kotler
(2006) add that term service in particular could be such distraction but at the same time, acknowledge
that “at the root of every consumption experience is indeed a delivered service” and that by shifting
focus from goods as outputs to services as process could indeed beneficial to marketing theory and
practice.

Thus, to summarize, as suggested by Vargo and Lusch (2008) considering S-D Logic as a new “lens”
for a more contemporary perspective on economic activity would be the most appropriate approach
and the best way counter the powerful G-D Logic paradigm that may have long restricted our vision. In
what follows, the most recent marketing theories are discussed in respect to their contributions and
influence on Service-Dominant Logic for the purpose developing an overview of the current context in

which marketing thought functions.

2.1.2. S-D Logic Links To Extant Marketing Theory

S-D logic aims to offer a unifying perspective that brings together extant marketing theory to form an
entirely new logic for marketing thought. For this reason, it is important to discuss the most salient
links between S-D logic and extant marketing theory. The five closely linked prominent theoretical
discourses linked to S-D logic are the implied market and customer orientation of S-D Logic (e.qg.
Sheth et al. 2000), resource advantage and core competence theory, the cross-functional processes
and network function of marketing, and S-D Logic alignment with postmodern trends and Consumer

Culture Trends. These five theoretical connections are described in more detail in the following.

First, as pointed out by Vargo and Lusch (2004) due to its relational and value co-creating view of
market exchanges, the S-D Logic is implicitly linked to the concept of market-oriented and learning
organization introduced by Slater and Narver (1995). Correspondingly, S-D Logic is aligned with the
customer-centric (Sheth et al. 2000) and market driven (Day 1999) views on the role of marketing.
These concepts of customer-centric marketing and a learning organization are aligned with
observation of companies’ success from transforming from make-and-sell strategies to sense-and-
respond strategies. Vargo and Lusch (2004) suggest that this sense-and-respond strategy places the
firm into a continual process of market hypothesis formulation and testing in which outcomes become
means of learning ways to serve customers better and improving their performance. According to Day

(1994) this means that that the firm starts viewing its business in terms of “self-reinforcing value
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cycles” as opposed to conventional linear value chains in which value is simply embedded in the

output.

Second, as discussed in section 2.3., one central aspects of S-D Logic is the shift from tangible
operand resource focus to application of operant resources such as knowledge and skills (Vargo and
Lusch 2004). Vargo and Lusch (2004) suggest that this operant resource emphasis corresponds with
resource advantage theory of the firm (e.g. Conner and Prahalad 1996; Hunt 2000) and the core-
competence theory of the firm (e.g. Day 1994). In the core-competence theory of the firm Hamel and
Prahalad (1994) emphasize the role of intangible processes which are described as “bundles and
skills and technologies"; bundles” are routines, actions or operations that are highly tacit and
idiosyncratic in their nature. Considering the latter, S-D Logic emphasis on operant resources e.g.
skilled and experienced employees as key factor in company success makes core-competence view

of the firm as an especially pertinent theory.

Third, S-D Logic is also closely aligned with the embedded, cross-functional view of marketing
introduced by Srivastava, Shervani and Fahey (1999) because as suggested by Vargo et al. (2008),
S-D Logic forces a shift from product to process and brings about an expanded responsibility of
marketing in increasing the market value of the firm through development of off-balance sheet assets
such as customer, brand, and network equity (Vargo and Lusch 2004). Vargo and Lusch (2004) point
out that this cross-functional, intraorganizational boundary-spanning also applies to the
interorganizational boundaries of vertical marketing systems or networks. Normann (2001) suggests
that shifts from product to process and from transactions and relationships enhance firm’s sensitivity
the complexity of roles and actors in the networks firm operates in. The prominence of cross-functional
and interorganizational aspects in S-D Logic is highlighted in Vargo and Lusch’s (2004) suggestion
that channel intermediaries and network partners constitute the firm’s core competences that are
organized to gain competitive advantage by marketing. This is closely linked to the seminal article
“Marketing in Network Economy” by Archrol and Kotler (1999). The network emphasis of S-D Logic is

discussed in more detail in section 3.2.

Fourth, the final prominent theory linkage highlighted in this section is a shift discussed by Cova and
Salle (2008). These authors suggest that the conventional marketing philosophy of “market to”
approach in which customer is seen as operand source and target of marketing activities has shifted
to “market with” philosophy in which the provider, customer, supply chain (sic) partners collaborate in
the marketing process. In S-D Logic discourse this collaboration is termed value co-creation (e.g.
Vargo and Lusch 2004; Gronroos 2006). According to Cova and Salle (2008) the “market with”
philosophy is closely aligned with Consumer Culture Theory (CCT) (Arnould and Thompson 2006).

CCT discipline focus on consumption and marketplace behavior is linked to S-D Logic especially in
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respect to the expanded consumption sphere introduced by Nordic School of S-D Logic (Grénroos
2006) and S-D Logic’s close focus on customer value creation processes (Gronroos 2006). However,
as shown by Arnould et al. (2006) S-D Logic still does not sufficiently address consumers’ capacity to

contribute to co-creation.

2.1.3. S-D Logic Criticisms

There are four notable criticisms to S-D Logic that are necessary to discuss here. First, Venkatesh et
al. (2006) argue that the disciplinary focus of marketing should be on markets and that skills and
knowledge are subordinate to meanings and values. Second, Wilkie and Moore (2006) argue that the
increased balance between firm and customer implied in co-creation may not be as salient as
suggested by Vargo and Lusch. Third, Lehmann (2006) criticizes S-D Logic, suggesting that servicing
the society is secondary to financial performance that is driven by growth imperative of the firms.
Finally, Archrol and Kotler (2006) argue that S-D logic may be more of a rhetoric debate than a

genuine paradigmatic shift. In what follows, these four criticisms are discussed.

First, Venkatesh et al. (2006) argue that the starting point of marketing discipline should be the market
as opposed to S-D Logic which focuses on role of marketing in value creation or set of activities that
take place within the market. Venkatesh et al. (2006) suggest that the global market should be viewed
as a “sign economy”. This perspective moves the disciplinary focus of marketing to a more
comprehensive and globally inclusive notion of markets as “sign systems”; sets of culturally constituted
institutional arrangements (Venkatesh et al. 2006). Corresponding to this more comprehensive view is
Wilkie and Moore (2006) suggestion that there is an excessive focus on the firm in S-D Logic, or at
least an imbalance in relation to the other two parties and that the focus should be on an aggregate

marketing system (AGMS) instead which consists of consumers, marketers, and government.

Venkatesh et al. (2006) note that because marketing is viewed as set of functions performed by the
marketer to cater to customer needs, marketing discipline has become overly mechanist, functional
and reductionist and doesn’t address the rapidly changing realities of the marketplace. Venkatesh et
al. (2006) also note that marketing has become mostly normative, trying to advice marketing
managers to choose best strategies and by shifting focus to study of markets would not necessitate
taking sides. Moreover, Venkatesh et al. (2006) argue that marketing has been strongly United States
centered and that if markets were studied instead, the playing field would be leveled for researchers
and global marketing would no longer be a mere extension of domestic marketing with an international

flavor.

Furthermore, Venkatesh et al. (2006) argue that more important than skills and knowledge or goods

and services emphasized in S-D Logic are the meanings and values underlying these two sets of
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market symbols which together constitute micro elements of the world. According to Venkatesh et al.
(2006) view of the market then becomes a mechanism for exchange of meanings and values for
money, as opposed to skills and knowledge advocated in S-D Logic. Venkatesh et al. (2006) suggest
that this view would allow for a more nuanced and comprehensive treatment of market instead of
simply focusing on companies and customers. Correspondingly, marketers should focus on designing

processes that facilitate customer involvement in constructing significations.

Second, Wilkie and Moore (2006) question consumers’ motivation for interactive and integrative value
creation implied by S-D Logic co-creation and suggest that while co-creation view is appropriate in the
sense that it recognizes the process orientation of consumption and is particularly fitting for business-
to-business relationships; consumers may in fact perceive co-creation as intrusive and enjoy spending
anonymously instead. Moreover, Wilkie and Moore (2006) argue that innovations may be perceived
more enthusiastically when there is no previous relationship. Wilkie and Moore (2006) also suggest
that as opposed to what is implied by concept of co-creation, a significant information asymmetry
remains between consumers and companies because marketers specialize in specific categories,
possess expertise and experience to what is sold and the process and many times offer partial
information to buyers. At same time, according to Wilkie and Moore (2006), marketers’ self-interest is
to fulfill sales targets and grow financial stream back to the firm while customers have to spread their
attention to several categories, in limited time and financial resources and may not always be able to

articulate their wants.

Third, Lehmann (2006) argues that for public for profit organizations the two objectives are marketing
productivity and revenue growth. While S-D Logic suggests that firms exist because they provide
service for the society and that firm financial performance is primarily a learning mechanism, Lehmann
(2006) argues that firm performance is not a reward for fulfilling customer needs but the reason to
connect instead. Thereby, satisfying and pleasing customers is often necessary but not sufficient
condition. Lehmann (2006) adds that S-D Logic suggests a subservient view of relation between
customer and firm while in reality, the task is to create demand and thus marketing logic is to use
resources effectively to create changes that result in strong financial performance. Consequently,
Lehmann (2006) argues that S-D logic is the dominant logic for non-profit firms but for marketing
profession in for-profit firms which wants to “matter”, the dominant logic must be financial results in
general as well as growth. Correspondingly, from a similar growth imperative perspective, Ambler
(2006) suggests that marketing should be seen as sourcing and harvesting of cash flow which aims at

building brand equity to maximize long-term cash flow.

Fourth, Archrol and Kotler (2006) criticism on S-D Logic focuses exactly on the lexical aspects of S-D

Logic; raising the question “can the service-centered view be articulated in ways that are non-trivial
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statements?” Archrol and Kotler (2006) argue that it yet to be determined whether the goods-service
dichotomy debate has substance or just a rhetoric debate. To illustrate this criticism Archrol and Kotler
(2006) substitute goods for services in the four central premises S-D Logic (Vargo and Lusch 2004).
The four central goals of service-centered view by Vargo and Lusch (2004) subjected to Archrol and
Kotler (2006) critique are; (1) “Identify or develop core competences, the fundamental knowledge and
skills of an economic entity that represent potential competitive advantage”; ( 2) “identify other entities
(potential customers) that could benefit from these competences”; (3) “cultivate relationships that
involve the customers in developing customized, competitively compelling value propositions to meet
specific needs”; (4) “gauge marketplace feedback by analyzing financial performance from exchange

to learn how to improve the firm's offering to customers and improve firm performance”.

Archrol and Kotler (2006) criticize the validity of S-D Logic as a paradigm, arguing that substitution of
goods for services in the four goals listed above does not bring about inconsistencies or problems in
meaning. The authors suggest that the supposed distinction between service-centered and goods-
centered view is not based on a fundamental logic shift. The two main criticisms by Archrol and Kotler
(2006) are that first, the four premises are not written in a way that recognizes pure services and
services provided via goods, and second, they are more provider oriented than customer oriented than
consumer oriented. Therefore, S-D Logic is suggested as a step backward from the current exchange
paradigm because “application of specialized competences and knowledge to one’s own benefit” does
not address the mutuality of interest between two parties in “end-to-end exchange-consumption
relationship”. At the same time, Archrol and Kotler (2006) assert that while S-D Logic may not be ripe
for a dominant logic, it is very useful for evaluating differences of services (sic) and goods orientation,
relational and transactional view of customers, and nature of operand and operant resources in

marketing decision making.

In addition to debate regarding S-D Logic’s capacity to constitute a new dominant paradigm, also G-D
Logic has been argued to still possess substantial value. Grénroos (2008) notes that even though from
consumption point of view, “every business can be considered a service business” there are still some
customers that might “see and buy goods as goods and not as services”. Gronroos (2008) proposes
that in such situations, value propositions should be developed and communicated accordingly.
Moreover, Grénroos (2006) points out that when developing and applying models based on S-D Logic,
the power of the concepts developed as part of goods-based models are not to be neglected (e.g.
pricing and marketing communication using various types of media, as well as segmentation and
target marketing). In addition, Grénroos (2006) points out that in situations where there are no ways
for the marketer to intervene with the customer’s interaction with a product, G-D Logic based
marketing models may be useful. However, Gronroos (2006) emphasizes that G-D Logic based

marketing models are only useful where there is absolutely no customer contact beyond the physical
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product. At the same time, as pointed out by Vargo and Lusch (2004), today even relatively discrete
transactions come with social if not legal, contracts which are often relatively extended and which
imply assurances that the exchange relationship will yield valuable service provision, often for
extended periods.

2.1.4. S-D Logic as A Lexical Progression

The first central difference between S-D Logic and G-D Logic has to do with terminology. Vargo and
Lusch (2006) suggest that the lexicon used in both theoretical discourse and managerial practice
strongly reflect the underlying paradigm which directs the way commerce, marketing, and exchange in
general are viewed. The significance of the strong lexical influence on marketing thought is strongly
emphasized in much of the literature following the introduction of S-D Logic paradigm (e.g. Vargo et al.
2008; Vargo 2008). This lexical transformation is perhaps most effectively captured in Figure 2
adapted from Vargo (2008). Figure 2 shows the entire range of aspects that S-D Logic shift addresses
and also acknowledges the transitional concepts that emerged from the service marketing theoretical

discourse. In what follows the, the key elements of this lexical evolution are highlighted.

Figure 2 Tentative S-D Logic Lexicon

G-D logic concepts Transitional concepts S-D logic concepts
1 Goods Services Service
2 Products Offerings Experiences
3 Feature Benefits Solution
4 Value added Co-production Co-creation of value
5 Profit maximization Financial engineering Financial feedback/ learning
6 Price Value delivery Value proposition
7 Equilibrium system Dynamic systems Complex adaptive systems
8 Supply chain Value Chain Value creation network
9 Promotion IMC Dialogue
10 To market Market to Market with
11 Product orientation Market orientation Service orientation

Source: Vargo and Lusch (2006)
In the left hand column of Figure 2, the goods-centric nature of the language of contemporary
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commerce can be seen: “product,” “production,” “goods,” “supplier,” “supply chain,” “value-added,”

distribution,” “producer,” and “consumer”. Arguably, these are all terms that are inherently familiar to all
marketing students, practitioners and researchers alike. The strong contrast between S-D and G-D
Logic becomes apparent when the parallel concepts of exchange are compared to one and another.
Four broad shifts can be gathered from the table. First, the scope of an offering expands from G-D
Logic to S-D Logic (rows 1-3); second, the nature and role of value creation expands from plain
economic value (rows 4-6); third, the context of value creation shifts from linear thinking to a
multidimensional constellation (rows 7-8); and finally, the of provider-beneficiary dyad becomes more

balanced (rows 9-10). In the following, these lexical shifts are described in brief.

First, as suggested by Cova and Salle (2008), the reconceptualization of the firm offering (Figure 2,

rows 1-3) can be described as a result of “an enlarged conceptual framework” in which “customer
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solutions embody the new service-dominant logic” (Tuli et al. 2007). Thus, as pointed out by Grénroos
(2006), the S-D Logic view of goods and products has evolved to “transmitters of service and
‘distribution mechanisms for service provision” and “as one type of resource alongside others, such as

people, systems, infrastructures and information” (Vargo and Lusch 2004; Grénroos 1996, 2006).

Second, the nature of value creation has shifted from embedded value-added in manufacturing and
profit maximization through optimal pricing to inviting customers to using the service processes by
appropriate value propositions which the customer can expect to capture from the service (Gronroos
2006). Moreover, further expanding the value creation perspective from G-D Logic, Grénroos (2006)
suggests that S-D Logic based marketing looks to implement service processes in a way that allows
customers to perceive that value is created in their processes. This “value promise keeping” is known

as value fulfillment (Gronroos 2006).

Third, in respect to the context in which value is created, the perceptive has shifted form G-D Logic
view of supply chain to the transitional concept of value chain, and ultimately the S-D Logic view of
value-creation network or constellation. Gummesson (2006) proposed the concept of networks is so
salient to marketing that it should be considered as the core -variable of marketing with relationships
and interaction as its subcore-variables. Gummesson (2006) thus suggests that to move forward with
S-D Logic marketing, many-to-many marketing should be adopted as the focus. Gummesson (2004)
has defined many-to-many marketing as describing, analyzing and utilizing network aspects of
marketing; thus, suggesting as opposed to conventional narrow focus, this approach addresses whole

context of a complex world.

Fourth major shift illustrated in Figure 2 is the re-oriented marketing philosophy in provider-beneficiary
dyad (rows 9-10). Payne et al. (2008) suggest that S-D logic also changes our view of communication
from G-D Logic in which the customer is an operand resource (Vargo and Lusch 2004) and a
“recipient of the stimulus sent by the communicating firm and analyze the behavioral response”. Payne
et al. (2008) draw from Ballantyne and Varey (2006) and suggest that firms need to adopt a dialogical
orientation in which the goal of marketing is to co-create value via dialog and learning between the
provided and the customer. Payne et al (2008) further add that communications should aim to
influence customer and supplier practices in a way that helps customers to utilize both their own
resources and those of the supplier better. This implicitly corresponds with the suggested basic rule of
marketing; marketing activities must take place where customers are where the customers are
influenced by them (Groénroos 2006). In other words, the entire customer interface is dictated by the
customer perception and thus it is the firm that needs to align itself with customer process by engaging

in interaction, not vice versa.
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2.1.5. Services Economy Misconception

Central aspect pertaining to differences between S-D Logic and G-Ds Logic discussed in this section
is the misconception concerning the concept of national economies becoming “service economies”.
Vargo (2008) argues that the perception of a services economy is mostly an aberration of G-D logic
thinking and points out that in S-D Logic the application of special competences for the benefit of
another party (service) is the foundation of all economic exchange. Therefore, Vargo (2008) states
that even when tangible outputs such as goods are involved in exchange, applied knowledge remains
the driver of economic activity. Thus, service is not anything that has suddenly emerged. Instead, the
combination of (1) increasing ability “to separate, transport, and exchange information, apart from
embodiment in goods and people” and (2) increasing specialization have created opportunities for

service provision.

Vargo (2008) suggests that this increasing specialization, or as defined by Normann (2001),
“liquification” and “unbundling” has not changed the nature of exchange of applied knowledge and
skills. Instead, according to Vargo (2008) due to the goods-centered classification system (Vargo and
Lusch 2008) the increasing portion of economic exchanges of specialized and applied skills and
knowledge is classified residually to goods as a category of market offerings. For that reason, the
illusion of suddenly emerged “services economies” has become prominent. This may have a limiting
effect on marketing thought as it may blind practitioners and researchers from the fundamental nature

of exchange and innovation opportunities (Vargo 2008).

As illustrated in this section, there are several distinctive dimensions to be understood about Service-
Dominant Logic in order to understand its potentially unifying role. Most notably, the paradigmatic shift
to S-D Logic and its foundational premises requires revision of the lexicon used by marketing
researchers and practitioners. Also, S-D Logic is yet to fully substantiate itself as a legitimate
dominating paradigm but has already offered highly useful expansions to conceptualization of
economic exchange and marketing. Moreover, perceived recent emergence of “services economies”
is a peculiarity resulting from the G-D Logic based classification of the categories of market offerings.

In the following section, the concept of service is examined in S-D Logic context.

2.2. SERVICE IN SERVICE-DOMINANT LOGIC

The purpose of this section is to examine the concept of service in the context of S-D logic. As
discussed in section 2.1.3, Archrol and Kotler (2006) criticized that S-D Logic may be more of closer to
a rhetorical debate pertaining to goods-service dichotomy than a legitimate new dominating logic. At
the same time, it was shown that lexicon may indeed have lot to do with the way economic exchange
is viewed in marketing thought. Therefore, it is of utmost importance to examine the concepts and
definition of both service (and goods) to determine the extent to which it is a false dichotomy, and to

investigate a new, a more fitting classification and hierarchy of market offerings. This section is divided
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as follows. First, the suggested false dichotomy of goods and services is examined and G-D Logic of
view of service as a residual category of market offering is explained. Second, the concept of service
as an activity and process from a provider perspective is examined. Third, the view of service as a
perspective is explained. Fourth, the S-D Logic view of service as business logic is described. Finally,
the Nordic School and Vargo and Lusch perspectives on service will be contrasted.

2.2.1. Service as Category of Market Offerings

The G-D Logic of view of service sees it as a residual category of market offering, as it essentially
defines services as anything that is not a product. Edvardsson et al. (2005) suggest that this
conventional goods and services dichotomy is largely based on the IHIP characterization in which
service is defined according to its inseparability, heterogeneity, intangibility, and perishability. The IHIP
view of service uses physical products as the frame of reference and this G-D Logic based.
Edvardsson et al. (2005) argue that In the past, IHIP was widely used not only to build the research
field, but also to defend service research when it has been criticized; the main two criticisms of IHIP
are that it is based on anecdotal evidence and that it is too provider oriented. For instance, despite its
arguable contribution to marketing theory, Shostack’s (1977) widely cited article "Breaking free from
product marketing" is mainly based on her practical experiences, as pointed out by Edvardsson et al.
(2005). Thus Vargo and Lusch (2004) suggest that in order to characterize services more accurately,

lens of the customer needs to be used.

Further relative to IHIP characterization of service, compelling arguments have been made against
suggested perishability, inseparability, and heterogeneity characteristics in particular. Edvardsson et
al. (2005) draw from Gummesson, observing that services are not actually perishable because they
can be stored in systems, buildings, machines, knowledge, and people; memories may be stored in
the customer's long-term memory for years, and they may direct perceived quality and future behavior.
Thus, the way service, produced and consumed constitutes either a favorable or an unfavorable
customer experience. Lovelock and Gummesson (2004) argue that not all services are simultaneously
produced and consumed, and that many services are partly produced independent of the customer.
Lovelock and Gummesson (2004) also argue that "it is inappropriate to continue to generalize about
heterogeneity as being a distinct characteristic that sets all services apart from all goods". The concept
of "servicescape" introduced by Bitner (1992) supports this as it highlights the role of the physical

aspects of the environment; physical aspects can be standardized.

According to Vargo et al. (2008), the foundation of this goods and services dichotomy is built on the
notion of “the product (good) embedded with utilities (exchange-value). Correspondingly, Vargo et al.
(2008) point out that economic science has thus been grounded on a foundation of goods-dominant
logic and nominal exchange value. According to Brodie et al. (2006) the shift from “goods towards

services” suggested in S-D Logic needs to be empirically researched more extensively to determine
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whether it supersedes the “goods and services” dichotomy. Brodie et al. (2006) suggest that
Contemporary Marketing Practice (CMP) research has shown that the G-D Logic based “goods and
services” perspective will still be useful for some firms that possess the sufficient flexibility and
adaptability. The alternative view that has emerged in CMP is that firms that are now employing a
variety of marketing practices and are in an evolutionary process in which S-D Logic is emerging;
eventually S-D Logic will become the dominant logic. This suggests that the usefulness of S-D Logic
shift from goods towards services is yet to be determined.

2.2.2. Service as Activity

As seen in section 2.2.1, the conventional G-D logic based IHIP classification of service has
considerable limitations. However, despite the prominence of IHIP, perhaps a more fitting
conceptualization of service has long existed. Grénroos (2006) has argued that a good represents a
potential value or utility which requires activities to transform the potential value into real value for the
beneficiary. This definition highlights the nature of service as a process and a customer activity and
therefore also implicitly highlights the idea of value-in-use, discussed in section 3.1.2. According to
Edvardsson et al. (2005), most scholars, including Vargo and Lusch (2004), consider services to be
activities, deeds or processes, and interactions. In the following, the view of service as an activity is

discussed.

Gronroos (2006) defines the service concept as "[. . .] a process that consists of a set of activities
which take place in interactions between a customer and people, goods and other physical resources,
systems and/or infrastructures representing the service provider and possibly involving other
customers, which aims at assisting the customer’s everyday practices". Edvardsson et al. (2005) have
divided this definition into three core dimensions: (1) activities; (2) interactions; and (3) solutions to
customer problems. This relational and process nature is supported by Normann (2001) who defines
services as “activities (including the use of hard products) that make new relationships and new

configurations of elements possible.”

Bitner et al. (2008) emphasize the dynamic and temporal nature of services and also highlight the
possible deviations from a linear process stating; “[...] services are dynamic, unfolding over a period of
time through a sequence or constellation of events and steps. The service process can be viewed as a
chain or constellation of activities that allow the service to function effectively”. Grénroos (2008) points
out that similar to consumers, also business customers also pursue everyday activities and that have
to be supported by their own resources or resources acquired from outside sources. Gummesson
(2002) states that the service encounter stands out as the most distinctive feature separating them

(services) from goods”.
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2.2.3. Service as Perspective

Even though activity view of service can be seen as useful, Edvardsson et al. (2005) argue that
activity and process perspective definitions of service only capture the essence of services to the
extent that they form a fruitful basis for managing services and creating value through their provision.
Edvardsson et al. (2005) argue that service concept is more important for firms as a perspective than
only as an activity. In the following the concept of service as a perspective is examined.

Edvardsson et al. (2005) define service as a perspective on value creation rather than a category of
market offerings and suggest that “service has to be determined at a specific time, in a specific
company, for a specific service, from a specific perspective”. Edvardsson et al. (2005) further suggest
that co-creation of value with customer is the central aspect of service and that the nature of service
can be characterized as interactive, procession, experiential, and relational. Similar to Grdnroos
(2006), also in this definition of service, the process and relational nature are emphasized. However,
the idiosyncratic and experiential nature of service from customer perspective is highlighted. In an
attempt to describe what service does for a customer, Edvardsson et al. (2005) suggest is to focus on
“defining value-creation through service rather than services as market offerings” and to emphasize
“value-in-use as defined and experienced by customers”. On this basis the authors define service as a

“portrait” because the experience of service always depends on the perspective.

Gustafsson et al. (2003) stress the customer's perspective in need for a system of linked activities
which support the customer in solving problems in which activities are linked seamlessly, thereby
creating unique experiences. Similarly, Bitner et al. (2008) note that “all parts of the organization
should be focused on the common goal of creating an integrated, memorable, and favorable customer
experience”. Bitner (1992) has also shown with the servicescape model that much more than the
impact of employees influence customer perceptions. These views strongly correspond with the cross-
functional embedded role of marketing (Srivastava et al. 1999) and enterprise integration (Bolton
2006). Additional support is provided by Normann (1983) who implies the importance of the entire
customer interface in suggesting the “successful service marketing becomes the responsibility of the
part-time marketer for making customers satisfied”. Grénroos (2006) crystallizes service as
perspective; “to manage service quality a customer consciousness has to permeate all business
functions”.

Edvardsson et al. (2005) note that Gummesson (1995) and Gronroos (2006) have offered two
alternative outcomes of service as perspective. Gummesson (1995) argues that consumers do not buy
goods or services but “rather purchase offerings that render services which create value”. Gronroos
(2001) on the other hand, emphasizes solutions to customer problems as opposed to value. This
poses an interesting question on which of the two outcomes is a more fitting and useful

conceptualization for service. Among earlier literature concerning the outcome of service and
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customer’s perception of service quality are the gap model by Parasuraman et al. (1985) and its

subsequent expansion which took tolerance zones into account (Berry et al. 1991).

2.2.4. Service as Business Logic

Adopting a view of service as perspective on value creation implies shift toward more customer
orientation. Gronroos (2008) elaborates on the effects of this shift on the business logic of a firm and
suggests that firms should not be distracted by existing goods or services in their market offerings.
Instead Gronroos (2006) suggests that firms should focus on understanding their customers’ everyday
practices and value-generating processes where goods and services are used. As a result, the
primary focus of the firm becomes discovering ways to support potential customer value creation with

different types of offerings and thus, new, Service-Dominant business logic is adopted.

Gronroos (2000) makes a distinction between a core service and enabling-facilitating and enhancing-
supporting services, and also includes the service process which makes the offering available as a
central service element. Furthermore, according to Gronroos (2000), as firm adopts service as a
perspective and business logic and focus shifts to creating interactions, the firm’s role in value creation
extends from proposing value to value fulfillment by engaging the customer. Payne et al. (2008)
effectively describe the outcome of this shift, noting “co-creation opportunities that suppliers have are

strategic options for creating value®.

Gronroos (2006) also makes a distinction between customer and provider perspectives of service as
business logic. As described in previous paragraph, service as business logic from provider
perspective refers to the firm seeing customer processes as opportunities to co-create value.
Customer service logic on the other hand implies that by using resources provided by the firm together
with other resources by applying one’s own skills and knowledge customers create value of
themselves in everyday practices (Gronroos 2006). Combining these two perspectives, Gronroos
(2006) suggests that service as business logic means facilitating interactive processes that support
customers’ value creation in their everyday practices and that service is a value-supporting process
while goods are value-supporting resources. This notion highlights the central role of customer
resources in value co-creation. The role of resources will be discussed in more detail in the following

section 2.5.

2.2.5. Nordic School Extensions on Service

Finally, albeit both being strongly aligned, Nordic School and Vargo and Lusch perspectives on
service are not entirely identical in terms of their contributions to service conceptualization. Vargo and
Lusch (2004) define service as “the application of specialized competencies (knowledge and skills)
through deeds, processes, and performances for the benefit of another entity or the entity itself”. The

Nordic School definition used here is “a process where a set of resources interact with each other and
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with the customer aiming at supporting the customer’s processes in a value-creating way” (Grénroos
2006). In comparison to Vargo and Lusch (2004) view Nordic School of service can be argued as
taking a slightly more expansive view of service as of consumption and the resources involved in a

service offering.

In respect to Nordic School’'s expanded consumption contribution to service research, Groénroos
(2006) attests that consumption has been traditionally seen as a black box in marketing and thus the
market exchange has been the only way of observing consumption; “customers either buy again or do
not buy again”. Gronroos (e.g. 2006) in particular has extensively addressed the consumption process
in part of the customer in efforts to examine the interaction mechanism in value co-creation. Second
main distinction between the two service schools is that while Vargo and Lusch (2004) view goods as
transmitters of service or service-delivery vehicles, Nordic School views goods as only one resource
among others, e.g. people, goods and other physical resources, systems and/or infrastructures
(Gronroos 2006).

To conclude this section, conceptualization of service was first long strongly influenced by the G-D
logic based classification system in which service was residually defined as category of market
offerings. At the same time view of service as an activity was defined by Gronroos (1979) three
decades ago and it has become widely accepted among scholars. More recently, in the S-D logic
discourse service as a perspective on value creation has emerged. In this view customer value
creation facilitation becomes the key strategic opportunity for a firm which is brings about a significant
adjustment in business logic from the G-D logic modus operandi. Thus, in the S-D Logic, perhaps the
more appropriate dichotomy then becomes direct-relieving services and indirect-enabling services
(goods). This notion also becomes evident in the next section of this thesis in which the role of

operand and operant resources in S-D Logic is discussed.

2.3. RESOURCES IN SERVICE-DOMINANT LOGIC

The purpose of this section is to illustrate the role of resources in S-D Logic. This section is divided
into five sections. First, the key differences between operand and operant resources are described.
Next, the historical scarcity shift in resources is outlined to illustrate the background of operant
resource emergence. Then, consumer (i.e. individual economic and social actor) operand and operant
resources are examined. Finally, the of role operand resources in firm’s competitive advantage is
highlighted.
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2.3.1. Operand and Operant Resources

The concepts of operand and operant resources are closely interlinked. Operand resources can be
roughly characterized as something tangible. Constantin and Lusch (1994) define operand resources
as resources on which an operation or act is performed to produce effect, and they compare operand
resources with operant resources, which are employed to act on operand resources (and other
operant recourses). Vargo and Lusch (2006) define operand resources as tangible and inert
resources. Hunt and Madhavaram (2006) define operand resources as typically physical. Arnould et
al. (2006) define operand resources as tangible resources, especially goods or raw materials over

which customer or firm has allocative capabilities to act in to carry out a behavioral performance.

On the other hand, operant resources can be broadly characterized as something intangible, infinite
and dynamic such as skills or knowledge. Constantin and Lusch (1994) define operant resources as
resources that are likely to be dynamic and infinite and not static and finite and produce effects (i.e. on
operand resources). Arnould et al. (2006) define operant resources as resources that are often
invisible and intangible. S-D Logic which views specialized skills and knowledge as the primary unit of

exchange focuses on operant resources as the primary resource.

Vargo and Lusch (2004) identify five ways discussed here in which operand and operant resources
distinguish S-D and G-D Logic. First, the primary unit of exchange shift from operand resources such
as goods to benefits of specialized competences created by operant resources such as skills and
knowledge in S-D Logic. Second, in S-D Logic, the role of goods shifts from operand resources to
transmitters of operant resources and appliances for value creation process. Third, in S-D Logic, the
role of customer shifts from recipient of marketing to a primarily operant resource which participates in
co-creation of value. Fourth, in S-D Logic, value results from beneficial application of operant
resources occasionally transmitted though operand resources and is determined by customer (operant
resource) in use. Fifth, in S-D Logic, wealth represents the right to use operant resources in the future

as opposed on G-D Logic in which wealth consists of controlling operand resources.

2.3.2. Emergence of Operant Resources

The evolution in the way resources are viewed can be best described as a perception shift in respect
to scarcity of resources and shift from operand resource emphasis to operant resources emphasis.
Vargo and Lusch (2004) suggest that in the G-D Logic world, resourc