Brief Contents

CHAPTER 1 Introduction: Services in the Economy 1

Formulating Strategy 13

CHAPTER 2 Strategic Positioning and Service Strategy 14

CHAPTER 3 Internet Strategies 31

CHAPTER 4 Environmental Strategies 51

m Designing the Delivery System 75
2 CHAPTER 5 New Service Development 76

CHAPTER 6 Managing Service Experiences 96

CHAPTER 7 The Front-Office, Back-Office Interface 115

CHAPTER 8 Offshoring and Outsourcing 134

m Improving the Delivery System 155
3 CHAPTER 9 Analyzing Processes 156

CHAPTER 10 Service Quality 178

CHAPTER 11 Six Sigma for Service Process Improvement 212

m Matching Supply and Demand 233
4 CHAPTER 12 Yield Management 234

CHAPTER 13 Inventory Management in Services 258

CHAPTER 14 Waiting Time Management 277

m Tools for Managing Services 297
5 CHAPTER 15 Real-World Project Management 298

CHAPTER 16 Site Selection for Services 328

CHAPTER 17 Advanced Models: Data Envelopment Analysis 356

CHAPTER 18 Advanced Models: Scoring Systems 375

NAME INDEX 393

SUBJECT INDEX 397

iv



Contents

CHAPTER 1 Introduction: Services in the Economy 1

The Importance of the Service Sector 2
The Importance of Studying Operations in Services 4
Opportunities in Service Operations 6
Characteristics of Services 6
Intangibility of Services 6
Simultaneous Production and Consumption 7
Proximity to the Customer 7
Services Cannot Be Inventoried 7
Classification Frameworks 8
Summary 11
Review Questions 11
Selected Bibliography 12

m Formulating Strategy 13

1

CHAPTER 2 Strategic Positioning and Service Strategy 14

A Strategic Hierarchy and Strategic Consistency 15
Strategic Positioning 16
Industry and Competitor Analysis Approach to Strategy 16
SERVICE OPERATIONS MANAGEMENT PRACTICES
Two Different Strategies, Two Different Operating Systems 17
Core Competence Approach to Strategy 18
Service Strategy 19
Competitive Priorities, Order Winners, and Order Qualifiers 19
Service Concept and Operating Strategy 20
Service Delivery System 20
Tactical Execution 21
Strategically Planning for Service Growth 21
The Multi-Site Service Lifecycle 21
Industry Roll-Ups 23
Franchising 24
SERVICE OPERATIONS MANAGEMENT PRACTICES
Is Opportunity Knocking for You? 25
Where Do We Go From Here? 26
SERVICE OPERATIONS MANAGEMENT PRACTICES
Franchising at Dunkin’ Donuts 27
Summary 28
Review Questions 28
Selected Bibliography 28



CONTENTS

CHAPTER 3

CHAPTER 4

CASE STUDY
Can You Manage a Football Team Like You Manage a Retail Giant? 29

CASE STUDY
PC Repair 30

Internet Strategies 31

Internet Marketing and Operations Advantages 32
Differential Cost Drivers of Internet and Traditional Firms 33
Inventory 33
Personnel 34
Logistics 35
Strategies for Mixed Traditional and Internet Retailers 35
Customer Service and the Internet 38
SERVICE OPERATIONS MANAGEMENT PRACTICES
If You Build It, They Will Come 40
Internet Service Design 40
Product 40
Processes 41
Technology 42
Task 44
Customer Contact Centers 45
Outcomes 45
Summary 46
Review Questions 46
Selected Bibliography 47

CASE STUDY
PeopleSupport.com 48

Environmental Strategies 51
Environmental Management and Profitability 52

SERVICE OPERATIONS MANAGEMENT PRACTICES
How Royal Dutch/Shell Relieved a Serious Gas Problem 53

SERVICE OPERATIONS MANAGEMENT PRACTICES
Lawyers in Love 55

SERVICE OPERATIONS MANAGEMENT PRACTICES
Home Depot’s Commitment to Sustainable Forestry 56
Service Operations and the Environment 57
Environmental Services 57
Services and Their Environmental Impacts 60
Environmental Strategies for Service Operations 62
Process Opportunities 62
Product Opportunities 64
Summary 66
Review Questions 66
Selected Bibliography 66

CASE STUDY
Chemical Management at Delta Air Lines 68



CONTENTS

- A

2

vii

Designing the Delivery System 75

CHAPTER 5 New Service Development 76

New Service Development Process 76
Service Innovation 77
Service System Design 78
Service System Design and Innovation 82
Service System Design Tools 84

Service Blueprinting 84

Customer Utility Models 85
SERVICE OPERATIONS MANAGEMENT PRACTICES
New Service Design for Snowbird Ski Resort 90
Summary 92
Review Questions 92
Selected Bibliography 93

CASE STUDY
New Service Design Experiments at Bank of America 94

CHAPTER 6 Managing Service Experiences 96

Experience Economy 96
Creating Successful and Satisfying Experiences 99
Engagement 99
SERVICE OPERATIONS MANAGEMENT PRACTICES
Getting the Potatoes Off the Couch 102
Context 103
Theme 104
Learnable and Usable 105
Mutable 105
Layout 105
SERVICE OPERATIONS MANAGEMENT PRACTICES
Developing a Theme and Creating Context: Joie de Vivre Approach 106
Sensory 107
Social Interaction 107
Time 108
Memorabilia 108
Continuity 108
Dynamic 108
SERVICE OPERATIONS MANAGEMENT PRACTICES
Using Time to an Advantage in Cruise Lines 109
Evaluating Service Experiences 110
Observing the Experiential Environment 110
Customers’ Personal Documentation of Their Interaction with the
Service 110
In-Depth Interviews 110
Experiential Blueprinting 110



viii

CONTENTS

-~
S bl
@

PY and the Dome
included on the
Student CD.

CHAPTER 7

CHAPTER 8

Summary 112
Review Questions 112
Selected Bibliography 112

CASE STUDY
PY & the Dome 114

The Front-Office, Back-Office Interface 115

SERVICE OPERATIONS MANAGEMENT PRACTICES
The Way-Back, Back Office: Offshoring 116

Current Practice 116
Theory in Services Decoupling 117
Efficiency 118
Worker Personality Type 118
Conformance Quality 118
Linking Decoupling to Service Concept 118
Decoupling and Cost 119
Decoupling and Quality 120
Decoupling and Delivery Speed 120
Decoupling and Flexibility 121
Linking Decoupling and Firm Strategy 121
High Decoupling, Cost Emphasis: Cost Leader 124
Low Decoupling, Cost Emphasis: Cheap Convenience 125
High Decoupling, Service Emphasis: Focused Professional 126
Low Decoupling, Service Emphasis: High Service 127
Operational Implementation 128
Strategic Congruence 128
Back-Office Job Design 129
Implementation Speed 130
Summary 130
Review Questions 131
Selected Bibliography 131

CASE STUDY
The “Future Bank” 132

Offshoring and Outsourcing 134

SERVICE OPERATIONS MANAGEMENT PRACTICES
The Empire Strikes Back 135

Outsourcing 135
Contract Risk 137
Outsource Firm Risk and Pricing Risk 138
Competitive Advantage and Information Privacy Risk 138
Firm Specific Risks 138
Offshoring 139
Quantifying Offshoring 140
Offshoring and Competitive Capabilities: Cost 141



CONTENTS

- T

3

ix

Offshoring and Competitive Capabilities: Non-cost Issues 142
Pro-offshoring Arguments 142
Anti-offshoring Arguments 142
Communication Requirements 143
SERVICE OPERATIONS MANAGEMENT PRACTICES
Who’s Offshoring Where? 144
Cultural Bias 144
Country Risk 145
Cultural Differences 145
Local Knowledge/Tacit Knowledge Requirement 146
Lack of Scale, Seasonality, and New Business 146
Losses Due to Distance 146
The Ethics of Offshoring 146
Implementing Offshore Operations 147
Summary 149
Review Questions 149
Selected Bibliography 149

CASE STUDY
Offshoring a Call Center for Everdream 151

Improving the Delivery System 155

CHAPTER 9

P

(
i

~
i\

SimQuick Example
included on the
Student CD.

Analyzing Processes 156

The Need for Process Analysis in Services 156
Process Flow Diagrams 159
Use I: Process Communication 159
SERVICE OPERATIONS MANAGEMENT PRACTICES
Telecommunications Operation Without True Communication 161
Use 2: Focusing Managerial Attention on the Customer 161
SERVICE OPERATIONS MANAGEMENT PRACTICES
Blockbuster Video Links Processes to Profits 164
Use 3: Determining What to Work On and When to Stop
Improving Process Steps 165
Process Simulation 167
Simulation Example with SimQuick
Steps for Conducting a Simulation Study 168
SERVICE OPERATIONS MANAGEMENT PRACTICES
Example of Data Collection for Snowbird Ski Resort Improvement 170
Manual Simulation Example 172
Summary 176
Review Questions 176
Problems 176
Selected Bibliography 177



CONTENTS

CHAPTER 10 Service Quality 178

Why Does Quality Matter? 179
Defining Service Quality 180
Definitions of Service Quality 18l
Measuring Service Quality 182
The Malcolm Baldrige National Quality Award 183
The 1SO 9000 and ISO 14000 Standards 184
Gaps in Service Quality 185
Service Quality Design 189
Foolproof Service Using Poka-Yoke 189
Measures of Customer Satisfaction 190
Achieving Service Quality 193
Costs of Service Quality 193
SERVICE OPERATIONS MANAGEMENT PRACTICES
Develop a Culture to Achieve Customer Satisfaction 195
Profits Tied to Quality 195
Developing a Culture of Service Quality 196
Hire the Best 197
Educate and Train Them Well 197
Allow them to Fix Anything 198
Recognize and Reward Them Regularly 198
Tell Them Everything, Every Day 199
Implementing Quality Service 200
Designing Fail-Safing into Service 200
Service Guarantees and Refunds 200
SERVICE OPERATIONS MANAGEMENT PRACTICES
Keep Those Customers Coming Back! 201
Service Recovery 202
SERVICE OPERATIONS MANAGEMENT PRACTICES
Empathy + Responsiveness = Quality Service Recovery 204
Summary 205
Review Questions 205
Selected Bibliography 207

CASE STUDY
The Ritz-Carlton Hotel Company 208

CHAPTER 11 Six Sigma for Service Process Improvement 212

What Causes Most Quality Problems? 212
Variation 214

The Normal Distribution 216

Common Cause and Special Cause Variation 219

One Really Important Property of Standard Deviation 220
Six Sigma 220

Process Capability 221

The Cost of Poor Quality 222

Metrics and Strategic Consistency 224



CONTENTS

/i {
[ A~
@

Six Sigma Tools
supplemental
material included
on the Student CD.

xi

D-M-A-I-C 225
So, Is Six Sigma a Fad? 228
Summary 229
Review Questions 229
Selected References 229

CASE STUDY
ZC Sterling and Six Sigma in Financial Services 230

Six Sigma Tools in Practice

Matching Supply and Demand 233

CHAPTER 12

CHAPTER 13

Yield Management 234

Capacity Strategies 234

Yield Management 236

Overbooking 237

SERVICE OPERATIONS MANAGEMENT PRACTICES

Yield Management Increases Revenue $1 Billion/Year at
American Airlines 238

Overbooking Approach 1: Using Averages 239
Overbooking Approach 2: Spreadsheet Analysis 239
Overbooking Approach 3: Marginal Cost Approach 241
Dynamic Overbooking 242
Allocating Capacity 242
Capacity Allocation Approach 1: Static Methods: Fixed Number,
Fixed Time Rules 244
Capacity Allocation Approach 2: Nested Static Methods 244
Capacity Allocation Approach 3: Dynamic Methods 246
Complexities of Capacity Allocation 247
Pricing 247
Implementation Issues 250
Alienating Customers 250
Customer Class “Cheating” 251
Employee Empowerment 251
Cost and Implementation Time 251
Summary 252
Review Questions 252
Problems 252
Selected Bibliography 254

CASE STUDY
Yield Management at MotherLand Air 255

Inventory Management in Services 258

Services Versus Manufacturing Inventory 259
Setup/Ordering Costs 259
Number of Products 259



xii CONTENTS

[ ’ =
@}

Quantitative discussion
of multiple products
and shelf space
limitations included

on the Student CD.

CHAPTER 14

B

Advanced queuing
models material
included on the
Student CD.

Limited Shelf Space 260
Lost Sales Versus Back Orders 260
Product Substitution 260
Demand Variance 260
Information Accuracy 260
The Need for Inventory Science 261
SERVICE OPERATIONS MANAGEMENT PRACTICES
IBM Service Logistics’ “Optimizer” 262
The “Newsvendor” Model: Uncertain Sales, No Ordering Costs,
and Lost Sales 263
Product Substitution and Demand Variance 266
SERVICE OPERATIONS MANAGEMENT PRACTICES
Think Mom Buys Too Much? Look Who She’s Buying From! 268
Multiple Products and Shelf Space Limitations: A Quantitative
Discussion
Multiple Products and Shelf Space Limitations: A Qualitative
Discussion 270
Practical Methods to Reduce Stockouts, Shrinkage, and
Inventory Inaccuracy 271
Revenue Sharing 271
Markdown Money 271
Phantom Stockouts 271
Inventory Inaccuracy 272
Shrinkage 272
Summary 273
Review Questions 273
Problems 274
Selected Bibliography 275

CASE STUDY
K’s Grocery 276

Waiting Time Management 277

Pervasiveness of Waiting Lines 277
Importance of the Problem 278
Lack of Managerial Intuition Surrounding Waiting Lines 278
Qualitative Understanding of Waiting Lines 278
Rule 1: Waiting Lines Form Even When Total Workload Is Less
Than Capacity 279
Rule 2: Waiting Lines Are Not Linearly Related to Capacity 279
SERVICE OPERATIONS MANAGEMENT PRACTICES
Answering the Phone at L.L. Bean 281
Source of Variance 1: Within Day Variance 283
Source of Variance 2: Service Time and Customer Arrival Time
Variance 283
Quantitative Methods: Single Server Model 284
Centralizing Waiting Lines: Multiple Servers 286
Advanced Queuing Models 287



CONTENTS

xiii

The Psychology of Queuing 287
Summary 290

Review Questions 290
Problems 290

Selected Bibliography 293

CASE STUDY
Queuing Psychology and the Oregon Department of Motor Vehicles 294

CASE STUDY
Staffing and Scheduling Bank Branch Tellers 295

m Tools for Managing Services 297
5

CHAPTER 15

Real-World Project Management 298

Characteristics of Project Management 298
Unique One-Time Focus 299
Subject to Uncertainties 299
Multiple Stakeholders 299
Finite Lifetime and Limited Resources 299
No Clear Authority 300
Measuring Project Success 300
Qualitative Methods for Achieving Success 302
Living in an Uncertain World 302
Managing Expectations 302
Scope Creep 303
Quantitative Tools and Techniques for Project Management 303
Choosing a Project Network Diagramming Technique 305
Constructing a Project Network 305
Diagramming the Systems Development Project 307
Developing a Project Schedule 308
Computing Earliest Start and Earliest Finish Times 310
Computing Latest Finish and Latest Start Times 311
Probabilistic Project Managment 313
Calculating Means and Variances 314
Analyzing Probabilities 315
Making Time, Cost, and Performance Trade-Offs 316
Making Time-Cost Trade-Offs 317
Crashing at Minimum Cost to Achieve a Desired Completion
Date 318
Reducing Performance Specifications and Other Alternatives 319
Summary 320
Review Questions 321
Problems 321

CASE STUDY
The Quick Course Preparation Case 325



xiv

CONTENTS

CHAPTER 16

7

V U

Mathematical
solution methods for
delivered services
material included

on the Student CD.

/ o
f /|
@)

Mixed linear/integer
programming for
location selection
material included
on the Student CD.

CHAPTER 17

(S~
Q)

DEA software
information
included on the
Student CD.

Site Selection for Services 328

Types of Service Firms 329
Demand-Sensitive Services 329
Delivered Services 329
Quasi-Manufacturing Services 329
Site Selection for Demand-Sensitive Services 330
Factor Rating 330
Regression 332
Geographic Information Systems 336
Gravity Model of Demand 337
Site Selection for Delivered Services 340
Expected Results 342
Mathematical Solution Methods for Delivered Services 342
Site Selection for Quasi-Manufacturing Services 343
Mixed Linear/Integer Programming for Location Selection 343
Summary 344
Review Questions 344
Problems 345
Selected Bibliography 347

CASE STUDY
Regression-Based Site Selection at La Quinta Hotels 348

Advanced Models: Data Envelopment Analysis 356

Characteristics of Evaluation/Benchmarking Systems 358
System Uses 358
Common Performance Measures 358
Common Evaluation Methods 359
Advantages of Data Envelopment Analysis 360
The Concept of DEA 361
Park Cities Bank and Trust: A DEA Example Problem 363
DEA Implementation Problems 365
Complexity 365
Size Matters 365
Ambivalence Regarding Outputs 366
Spurious Efficiency 366
Employee Gaming 366
Technical Material on Student CD 366
Summary 367
Review Questions 367
Problems 367
Selected Bibliography 368

CASE STUDY
Branch Performance at Nashville National Bank 369



CONTENTS

CHAPTER 18

NAME INDEX

XV

Advanced Models: Scoring Systems 375

History of Scoring 375

Scoring in Use Today 376

SERVICE OPERATIONS MANAGEMENT PRACTICES

Scoring Systems Change an Industry 377

Scoring Methodologies and Implementation 379
Separating “Good” and “Bad” Customers 379
Numerical Risk Score 379
Variables Associated with Good/Bad Results 379
Developing a Numerical Scorecard 380
Accept/Solicit/Apply Resources to Customers over the Set Score 383

Problems with Scoring Systems 383
Methodological Problems 384
Implementation Problems 384

Summary 386

Review Questions 386

Problems 386

Selected Bibliography 387

CASE STUDY
MBA Savings and Loan 388

393

SUBJECT INDEX 397






