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Introduction to Service Economy

(IR 55 2267 18)

Learning objective: This chapter mainly explains the basic concept of international
service trade, including service, service industry and service trade. The understanding of this

concept is the extending basis for the follow-up chapters.

1.1 Understanding of service (IR0 385#)

By the economics, the goods that can satisfy human needs would be expressed by free goods
and economic goods. The former one can be taken freely in endless quantity without effort,
such as the air, the sun, etc.. But the latter one can only be taken by effort because of its
limitation of quantity and its high occupation in society, which is classified into two kinds of
basic existing forms: physical and nonphysical. The economic goods in physical form are
called goods, instead, the economic goods in nonphysical form are called service, so-called
“labor service”. In the economic society, service exists everywhere like goods. And the desire
for service is the same as that for goods in quality and quantity. However, there is no popularly
acceptable definition of service so far. In order to grasp the right definition of service, we need
to look back on the history of service definition (See Diagram 1-1) .

Goods to satisfy human needs in economics
ZFFEPHEANLKE N

Economic goods

S5
Physical form: goods
YRS B

Diagram 1-1 Services in economics

Nonphysical form: services
ExyeEx:. RE
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1.1.1 Definition of service (AR BIHER)
1.1.1.1 Definition before the World Warll ( # kK # R AR RFHE)

French classical economist Jean Baptiste Say (il « EL# H4F « B547, 1767-1832) defined the
connotation and denotation of service in the earliest time and classified them on this base. He
proposed in the book Introduction to Political Economics that the invisible goods (service) are
the fruit of human labor and the capital outcome as well.

Another French classical economist Claude Frederic Bastiat(75 57/ « #HEME 7T « By
%, 1801-1850) contributed a lot in the theory of service economics with his main idea to the
service value called Transaction Theory(%X #:if;). He proposed in the book Theory of
Economic Harmony that this (labor service) is one effort. To A, service is the effort he
provides and to B, service is the demand and contentment. Labor service must include the
transaction of transfer because it can not be supplied if it is not accepted by people. And
service has the meaning of effort as well without evaluating if value is proportional to effort.
The theory of Bastiat is based on that of Say in the economic theory. In Say theory, service is
the effective creation whereas in Bastiat’s theory, service refers to effort saved by the service
recipients. Both of them took the economic relationship out of the value of goods.

Service economic theory is also one of the important parts of Marxist economics. Karl
Marx(+/R * 5528, 1818-1883) showed a penetrating definition of service: the word service
normally refers to the special value-in-use made by this kind of labor just as other goods
supplies its own special value-in-use. But this special use value of labor is called service
because labor is not goods but the activity to supply service. This definition first of all proves
that service is value-in-use, is the labor production, and is the social wealth to make the
transactions in the market. Then, this definition expresses that the difference between service
and other goods is only the patterns. Goods get the visible pattern but service expresses the
pattern of activities.

1.1.1.2 Definition after the World War I (  — Xt R K&K )5 RS A)

The definition of service was not mature because the service economy fell behind before the
Second World War. After the War, especially since the 1960s and 1970s, the rapid growth of
service economy had become a highlight of the world economy, which drew much attention
from the whole world. Thus, more and more researchers in this field appeared, and more and
more various understandings of service came into being, most of which were only descriptive
definitions.

In 1960, American Market Association (AMA) defined service as “an activity, benefit or a
sense of satisfaction for sale or sale along with products”. Marketing expert Philip Kotler(f}
%%, 1967) gave the definition of service as “an activity or benefit provided by one party for

$
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Chapter 1 Introduction to Service Economy @

other parties that is intangible in itself and results in no ownership and whose production may
or may not be restricted by physical products.”

V.Fuchs( V. & 3% #7,1968) did a detailed research on US service economy after the Second
World War. He also gave a definition of service by its characteristic: “Service disappears at the
moment of its production. It can be only supplied at the presence of consumers. It can not be
transported, accumulated or warehoused. It lacks substantiality.”

In 1977,T.PHill(# /) proposed the concept of service generally acknowledged in
theoretical circles: “Service refers to the change in person or an object affiliated to an
economic entity resulting from activities of other economic entities under the premise of prior
desirability.” “Service is produced and consumed at the same time; that is to say, the change in
consumer entity coincides with that in producer entity. This kind of change is identical. Once
produced, the service must be acquired by consumers without warehousing, which is irrelative
to its physicél characteristics but is only impossible in logic.”

In 1990, the service marketing expert Gronroos(¥% & 1% {fi) from Finland defined service on
the basis of the previous research as “an action or a series of actions that solve customer’s
problems and usually happen in an intangible form between customer and service clerk,
among tangible resources and goods or service systems”. This is one of the influential
definitions of service that concludes some elements of service marketing in a sense, because
of the service invisibility proposed and the essence of service to solve the problem of
customers, and because of the elements of service proposed, which are customers, service
personnel, service products and visible resources. In the same year, the International Standard
Organization defined service as: service is a result from the activity among the suppliers and
customers and from the internal activity from the suppliers in order to satisfy the demands of
customers.

We need a conclusion of the concept of service: Service is a job or a kind of economic
activity done by the individuals or social organizations for the customers with the help of
some tools, facilities, equipments and mediums; it is an activity and benefit provided for
individual consumer or enterprise to meet their specific needs, whose production may or may
not be related to material products; it is the added value for individuals, goods or service in
other economic units as well as the value-in-use or utility represented in the form of activities.

1.1.2 Characteristics of service (BR%BY4S4E)

There are a total of five characteristics of service, among which its invisible feature is the
basic one to derive other features from it.

1.1.2.1 Intangibility ( £ )
The existence of service is basically invisible and unfixed, unlike that of goods which is

3



@ BEERERS w1 -

visible and certain. The consumer normally can not anticipate service ahead of time.
Consumers always can anticipate the services after consuming the service or perceive the
“benefit” after a certain period of time.

Service refers to a kind of action and effort provided for customers to satisfy their needs, so
it is intangible; its value-in-use can not be separated from producers and customers and it can
not be fixed on certain tangible goods. Thus, service is intangible in the two following aspects:
On one side and, on most occasions, service can not be touched and felt because of its features
and constitution elements when compared to tangible goods. On the other side, the customers’
feelings after being served is hard to measure or the benefit is felt some time later.

Intangibility of service is comparative since it is so closely connected to the tangible goods.
But the tangibility is the key, the core and essence of service. With the development of science
and technology, some intangible service has become a “tangible” one. In 1989,Canadian
economist H.Gerlub(# & 1H) proposed the concept of embodied service. For example, as the
carriers of service, the value of CD and tape can be neglected compared with the whole value
in the supply because the main value is service. This service is regarded as the transition of
intangibility into tangibility.
1.1.2.2 Inseparability ( 5<% 43 % )

The inseparability refers to the same time existing between service production and
consumption. If the service is supplied by a person, this person is one part of service. The
direct dealing between customer and employee constitutes one part of the products if the
customer is present while the service is produced, because service producers and consumers
keep in direct touch with service customers. For example, teachers and students in education
service, doctors and patients in medical service. The universal unity of service also shows us
that service needs two ways by which service suppliers and service consumers can have
mutual relationship. That means service producers cannot supply service without service
consumers and service consumers cannot enjoy service without the service product process.
Service consumers also influence the result of the service by their quality, ability and attitude.

In inseparability, service consumers are requested to participate in the service production
process actively and cooperatively. The participant brings about consumer service.
Inseparability also suggests customers are one part of products.

1.1.2.3  Perishability ( A" 51 )

Perishability which is the main feature differing from goods means that the service production
normally happens at the same time as service consumption. When producers accomplish the
service production activities, consumers have simultaneously accomplished the process of
service consumption, which means the service activities need to be accomplished with the
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participation of service producers and consumers. Goods may not bring loss to the goods’
owners because goods can be stored after the period of production and before the period of
consumption whereas services can not be stored in time and can not be transferred through
space like goods. Service can not bring any efficiency, and any benefits as well unless service
goes into effect. If service is not provided in time, it can bring loss to consumers. For example,
restaurants or retail industry shops, if there are no customers to be served, the loss in those
industries would be a result. And the vacant seats or empty freight of planes or ships can not
bring in any service income.

The perishability is decided by the imperceptibility(4/ I /&4%01£) and the inseparability of
service production and consumers. The perishability expresses that service does not need the
cost of storage and transportation. But one more problem is obvious: service enterprises must
solve the problem of imbalance in demands and supplies due to lack of stocks. The
perishablility also brings the difficulties in accelerating the service production and enlarging
the service scales. Only in terms of enlarging service markets, developing standard service
resources, can service be transferred from the passive demanded cases.

With the development of scientific techniques, intangible service starts to be stored with the
generalized concept of storage in space and time. In time, service can be stored because
service can be served in some period of time after the consumer buys the service. For example,
insurance service can be enjoyed during the whole effective period after being purchased. And
it can be served in certain cases during the effective period. For example, ask for
compensation.

1.1.2.4 Heterogeneity ( )

Heterogeneity means a kind of feature which is hard to recognize in unification due to the
various components of services and quality levels. People are the main body and targets of
services. They are the core of services with respect to individuality, relating to service
suppliers and consumers. The effectiveness and quality of goods’ consumption is usually
homogeneous whereas the effectiveness of service consumers is normally different from its
quality. The differences are as follows: On one hand, the service quality is based on the
techniques and quality of service suppliers while at the same time it is also influenced by
service consumers. On the other hand, the demand of different service consumers could be
different according to education background, moral quality, social experience and individual
personality. Same service could have different effectiveness for different consumers. This kind
of diversity lets us see the elastic spaces in the service quality, which asks for the regular
demands of service quality for the majority of consumers. So the difference is decided by
either the servicers’ quality or the characteristic of the consumer themselves. For example in
the same tour, some tourists feel happy while some other tourists feel unsatisfied.

5



