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bstract

Service-dominant logic (S-D logic) is contrasted with goods-dominant (G-D) logic to provide a framework for thinking more clearly about
he concept of service and its role in exchange and competition. Then, relying upon the nine foundational premises of S-D logic [Vargo,
tephen L. and Robert F. Lusch (2004). “Evolving to a New Dominant Logic for Marketing,” Journal of Marketing, 68 (January) 1–17; Lusch,

obert F. and Stephen L. Vargo (2006), “Service-Dominant Logic as a Foundation for Building a General Theory,” in The Service-Dominant
ogic of Marketing: Dialog, Debate and Directions. Robert F. Lusch and Stephen L. Vargo (eds.), Armonk, NY: M.E. Sharpe, 406–420] nine
erivative propositions are developed that inform marketers on how to compete through service.

2006 New York University. Published by Elsevier Inc. All rights reserved.

osition

i
t
c
c
l

t
t
h
t
W
w
i
(

v

eywords: Service-dominant logic; Goods-dominant logic; Derivative prop

Introduction

Business scholars and practitioners are aware that compet-
tive advantage can be enhanced through service (Karmarkar
004). It is also clear that there is a link between competitive
dvantage and superior performance (Barney 1991; Coyne
985; Day and Wensley 1988; Hunt and Morgan 1995; Porter
985). Yet, by almost any definition or measure, there is lit-
le evidence of significantly increasing service. In fact, it is
ften argued that service is actually on decline (Oliva and
terman 2001), at least in the U.S. marketplace. Paradoxi-
ally, managers, though motivated to perform and aware of
he links among service, competitive advantage, and firm
erformance, often fail to execute on that knowledge (cf.
haradwaj et al. 1993). Additionally, academics, though
ware of these links, have not sufficiently informed normative

heory to adequately assist in that execution.

We submit the problem is that there is not a full and ade-
uate understanding of the concept of “service” and its role
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n exchange and competition. Accordingly, our purpose is
o advance this understanding by exploring a relatively new
onceptual lens (service-dominant logic) through which we
an view exchange, markets, enterprises – including, but not
imited to retailers – and competing through service.

We argue that competing through service is about more
han adding value to products. Importantly, it is also more
han the collective roles of marketing, strategic business,
uman resource, information-systems, financial, and opera-
ions management to produce and distribute better products.

e argue that effective competing through service has to do
ith the entire organization viewing and approaching both

tself and the market with a service-dominant (S-D) logic
Vargo and Lusch 2004).

S-D logic is based on an understanding of the interwo-
en fabric of individuals and organizations, brought together
nto networks and societies, specializing in and exchanging
he application of their competences for the applied compe-
ences they need for their own well being. It is a logic that is
hilosophically grounded in a commitment to collaborative
rocesses with customers, partners, and employees; a logic

hat challenges management at all levels to be of service to
ll the stakeholders; a logic or perspective that recognizes
he firm and its exchange partners who are engaged in the
o-creation of value through reciprocal service provision. It

r Inc. All rights reserved.
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s about understanding, internalizing, and acting on this logic
etter rather than the competition.

Clearly the preceding statement is highly compact and
aden with meaning that requires elaboration. Consequently,
he purpose of this article is to demonstrate how S-D logic can
etter inform competing through service, the major theme of
his special issue of the Journal of Retailing, than traditional
goods-dominant” (G-D) logic. We approach this purpose,
rimarily, by contrasting S-D logic with G-D logic. In doing
o, we explicitly rely upon the nine foundational premises
f S-D logic (Vargo and Lusch 2004, 2006) to develop nine
erivative propositions that inform marketers on how to com-
ete through service.

A brief review of G-D and S-D logic

Goods-dominant logic views units of output as the central
omponents of exchange. It developed from both a combi-
ation of Smith’s (1776) normative work on how to create
ational wealth through the “production” and export of sur-
lus tangible commodities and the economic philosophers’
esire to make economics a true science at a time when
ewtonian Mechanics served as the model for the mastery
f nature (Vargo and Morgan 2005). Accordingly, modern
conomic thought embraced objects (matter or goods) as
aving innate properties (utility) and relationships to other
bjects, measured in terms of price mechanisms and value-
n-exchange. This economic theory became formalized in
he mathematics of calculus and differential equations, and
conomic science became a foundation for financially engi-
eering and optimizing the economy and the firm (Vargo and
usch 2004).

As marketing emerged in the beginning of the 20th cen-
ury, it embraced this G-D logic. Before 1960, marketing was
een as transferring ownership of goods and their physical
istribution (Savitt 1990) and was viewed as the “application
f motion to matter” (Shaw 1912, p. 764). Consequently,
ne of the early debates centered on the question: if value
as something added to goods, did marketing contribute
alue?

Even after the discipline had purportedly shifted from
“product orientation” to a “consumer orientation”, first

hrough the marketing concept (cf. Barksdale and Darden
971; McNamara 1972), then through investigating firms’
mplementation of such philosophy (e.g., Kohli and Jaworski
990; Narver and Slater 1990; Webster 1988), the consumer,
s well as competition and most other market variables,
emained exogenous to value creation. The leading market-
ng management textbook in the 1970s (Kotler 1972, p. 42,
mphasis in original) stated that “marketing management
eeks to determine the settings of the company’s marketing

ecision variables that will maximize the company’s objec-
ive(s) in the light of the expected behavior of noncontrollable
emand variables.” In short, competitive advantage was seen
o be a function of utility maximization through embedding
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alue in products by superior manipulation of the Four P’s,
ith an assumed passive consumer in mind.
The idea that “service” could increase competitive advan-

age was developed upon this G-D conceptual foundation.
ervice was considered, almost simultaneously, as both a type
f product (i.e., “services”) and something of a fifth “P” (e.g.,
ooms and Bitner 1981; Christopher et al. 1991), another tool

or maximizing the value of other products. Accordingly,
hile there has been significant attention toward delineat-

ng services as special types of products (intangible goods)
nd as value-adding enhancements to tangible goods, there
as been relatively little theoretical progress in understanding
service” as a stand-alone variable and its role as a primary
ocus of exchange. There is of course exception to this subor-
inate treatment of service in the service literature (see Fisk
t al. 1993), especially in the Nordic school (e.g., Gronroos
002; Gummesson 1993).

S-D logic superordinates service (the process of providing
enefit) to products (units of output that are sometimes used
n the process). Service-dominant logic is grounded in nine
oundational premises; eight of which were initially elabo-
ated in Vargo and Lusch (2004) and the ninth in Vargo and
usch (2006). These are reproduced in Table 1.

When formal marketing thought developed in the early
900s, marketing was about taking goods and services “to
arket.” In fact, the American Marketing Association ini-

ially (mid 1930s) defined marketing as the set of business
ctivities that direct the flow of goods and services from pro-
ucer to consumer. After World War II, marketing thought
n the U.S. moved to a “market to” orientation in which
he market and customer were researched and analyzed and
hen products were produced to meet customer or market-
lace needs. However, under this “marketing concept,” the
ustomer was viewed an operand resource—a resource to be
cted on. That is, a goods-dominant logic remained and the
ustomer was segmented, targeted, promoted to, distributed
o, captured, and then enticed to continue to purchase by the
eller using heavy promotional programs where transparency
as the exception. The underlying notion was value distri-
ution (Webster 1992).

In contrast, S-D logic advocates viewing the customer as
n operant resource – a resource that is capable of acting
n other resources, a collaborative partner who co-creates
alue with the firm (Vargo and Lusch 2004) – and promotes
“market with” philosophy. Fig. 1 depicts the evolution of
arketing philosophies.
In S-D logic, collaboration between the firm (and relevant

artners) and the customer allows for a strategic orienta-
ion that informs the more tactical “Four P’s.” “Products”
re viewed in terms of service flows, in which the service
s provided directly or indirectly through an object; pro-

otion is reoriented toward conversation and dialog with

he customer; price is replaced with a value proposition
reated by both sides of the exchange; and place is sup-
lanted with value networks and processes (Lusch and Vargo
006).
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Table 1
Summary and rationale of foundational premises

Foundational premise Rationale

FP1. The application of specialized skills and knowledge is the
fundamental unit of exchange

Service – applied knowledge for another party’s benefit – is exchanged for
service

FP2. Indirect exchange masks the fundamental unit of exchange Micro-specialization, organizations, networks, goods, and money obscure
the service-for-service nature of exchange

FP3. Goods are distribution mechanisms for service provision “Activities render service; things render service” (Gummesson
1995)—goods are appliances

FP4. Knowledge is the fundamental source of competitive advantage Operant resources, especially “know-how,” are the essential component of
differentiation

FP5. All economies are service economies Service is only now becoming more apparent with increased specialization
and outsourcing; it has always been what is exchanged

FP6. The customer is always a co-creator of value There is no value until an offering is used—experience and perception are
essential to value determination.

FP7. The enterprise can only make value propositions Since value is always co-created with and determined by the customer
(value-in-use), it cannot be embedded in the manufacturing process

FP8. A service-centered view is customer oriented and relational Operant resources being used for the benefit of the customer inherently
places the customer in the center of value creation and therefore implies
relationship
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tunities for collaboration to co-create value.

Fig. 2 represents the elements of this strategic vision.
In the following sections, we address how the foundational
premises (FPs) of S-D logic (Table 1) inform a “compet-
P9. Organizations exist to integrate and transform micro-specialized
competences into complex services that are demanded in the marketplace

ource: FP1–FP8, Vargo and Lusch (2004); FP9, Vargo and Lusch (2006).

In addition, the dominant marketing paradigm assumed
he external environments (legal, competitive, social, physi-
al, technological, etc.) as largely uncontrollable and forces
o which the firm needed to adapt (McCarthy 1960); S-D logic
nverts this assumption and views the external environments
s resources the firm draws upon for support by overcoming
esistances and proactively co-creating these environments.

This can be illustrated by viewing the ecosystem as an
perant resource that is an active party in service provi-
ion. For example, because of deforestation along the Panama
anal, more sediment and nutrients flow into the canal. These

ediments (and nutrients) clog the canal and, in doing so, indi-
ectly stimulate the growth of waterweeds (Economist April
3, 2005). The government could use heavy equipment to
redge the canal to keep it clean. Alternatively, it could sim-

ly replant trees to solve the problem. The trees would trap
ediments and nutrients and regulate the supply of fresh water.
n brief, the forests would serve as a replacement for build-

Fig. 1. The evolution of marketing.
he organization exist to serve society and themselves through the
ntegration and application of resources

ng vast reservoirs and filtration beds (Economist April 23,
005). These service flows of sediment trapping and nutrition
an be a substitute for industrially designed products. Further,
he remaining external environments, other than physical or
cological, should be viewed as potential sources of oppor-
Fig. 2. Service-dominant marketing.
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Table 2
Summary and rationale of derivative propositions

Proposition Rationale

1. Competitive advantage is a function of how one firm
applies its operant resources to meet the needs of the
customer relative to how another firm applies its
operant resources

Since applied operant resources are what are exchanged in the market (FP1), they are the
source of competitive advantage (FP4)

2. Collaborative competence is a primary determinant of
a firm’s acquiring the knowledge for competitive
advantage

The ability to integrate (FP9) operant resources (FP4) between organizations increases ability
to gain competitive advantage through innovation

3. The continued ascendance of information technology
with associated decrease in communication and
computation costs, provides firms opportunities for
increased competitive advantage through innovative
collaboration

Reduced barriers to technology utilization combined with the trends of open standards,
specialization, connectivity, and network ubiquity increase the likelihood of collaboration
with firms and customers (FP6, FP8)

4. Firms gain competitive advantage by engaging
customers and value network partners in co-creation
and co-production activities

Because the customer is always a co-creator of value (FP6), and the firm is a resource
integrator (FP9), competitive advantage is enhanced by proactively engaging both customers
and value- network partners

5. Understanding how the customer uniquely integrates
and experiences service-related resources (both
private and public) is a source of competitive
advantage through innovation

Since value is co-created (FP6) comprehending how customers combine resources (FP8, FP9)
provides insight into competitive advantage

6. Providing service co-production opportunities and
resources consistent with the customer’s desired level
of involvement leads to improved competitive
advantage through enhanced customer experience

Expertise, control, physical capital, risk taking, psychic benefits, and economic benefits
influence customers’ motivation, desire, and amount of participation (FP6, FP9) in service
provision through collaboration (FP8)

7. Firms can compete more effectively through the
adoption of collaboratively developed, risk-based
pricing value propositions

Appropriately shifting the economic risk of either firm or customer through co-created (FP6)
value propositions (FP7) increase competitive advantage

8a. The value network member that is the prime
integrator is in a stronger competitive position

The ability to effectively combine micro-specialized competences into complex services
(FP9) provides knowledge (FP1) for increased competitive advantage (FP4)

8b. The retailer is generally in the best position to
become the prime integrator

9. Firms that treat their employees as operant resources Since competitive advantage comes from the knowledge and skills (FP4) of the employees, it
nced by
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will be able to develop more innovative knowledge
and skills and thus gain competitive advantage

can be enha

ng through service” strategy differentially from G-D logic
nd thus allow for the development of nine derivative propo-
itions addressing competing through service. Our overall
heme is that applied knowledge and collaboration are the
ey drivers for firms to more successfully compete through
ervice. To accomplish this, the firm must view external
nvironments, customers, and partners as operant resources
Table 2).

Competing with a service-dominant logic

ervice is the basis for competition

The G-D logic of marketing proposes that the tactical
anipulation of the 4P’s, associated with a (mostly) tangible

ood, provides the dimensions through which to compete.
oundational premise 1 (FP1) of S-D logic counters that it is

ot products that are the aim of the customer’s acquisition,
ut rather the benefit available through the service of the
rovider—similarly, Sawhney (2006), in developing a com-
lementary logic, suggests that customers purchase solutions.

s
o
t
o

servant leadership and continual renewal

It is important to note that we are not arguing that “ser-
ices” were not incorporated into the G-D logic discussion.
hey were. However, the traditional G-D logic of competing

hrough “services,” viewed services as (1) aids to the pro-
uction of goods (Converse 1921, p. vi; Fisk et al. 1993),
2) “value-added” activities (Dixon 1990)—things done to
nd in conjunction with “products,” or (3) at best, a par-
icular type (intangible) of product. As a result, attention
emained focused on products, units of output—what S-D
ogic classifies as “operand resources” (static, usually tan-
ible, resources that must be acted upon to be useful). In
ontrast, S-D logic views service (a process) as the appli-
ation of operant resources – dynamic resources such as
ompetences (skills and knowledge) that are capable of act-
ng and producing effects in other resources – for the benefit
f another party.

Accordingly, S-D logic inverts the role of goods and ser-
ice by making service superordinant to goods. In S-D logic,

ervice can be provided directly to another entity or network
r through goods—appliances, the basis of FP3. Competi-
ion, then, is a function of how one firm provides applied
perant resources that meet the needs of the customer rela-
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ive to another firm providing such applied operant resources.
s such, in S-D logic, all competition occurs through service-
rovision. This has important implications for firms in their
ttempt to achieve sustainable competitive advantage, both
actically and strategically.

roposition 1. Competitive advantage is a function of how
ne firm applies its operant resources to meet the needs of
he customer relative to how another firm applies its operant
esources.

nowledge, collaboration, and sustainable competitive
dvantage

It would be understandable for the reader to anticipate
claim that service is the primary source of competitive

dvantage. As disquieting as it may be, we argue service
er se is not the primary source of sustainable competitive
dvantage. However, neither are goods! As FP4 indicates,
he only true source of sustainable competitive advantage is
nowledge—the operant resources that make the service pos-
ible.

S-D logic, grounded in such contemporary work as Hunt’s
2000) resource–advantage theory, recognizes that competi-
ive advantage is derived from superior competences. How-
ver, this notion of competences as the source of competitive
dvantage can also be found at least as far back as Smith
1776). What Smith captured in the “division of labor” was
ot so much about physical work but rather the specialized
nowledge and skills behind the work—the division of com-
etences. This division of competences via specialization is
he basis for exchange.

As competence became more and more specialized, orga-
izations were formed for the internal exchange of micro-
pecializations that result in macro-specializations. They
ntegrate and transform their resources into higher-order
esources with new types of service potential (the basis for
P9 of S-D logic—Vargo and Lusch 2006). These organi-
ations may then exchange with other organizations to form
etworks that can provide other services.

In this dynamic environment, it is unrealistic for a firm to
emain static in their value propositions or offered services;
ence, service innovations are instrumental. These innova-
ions are dependent upon the collection of competences,
hich the firm can continually renew, create, integrate, and

ransform. However, given the integrative nature of service
rovision, there is one competence that S-D Logic recognizes
s pivotal to any firm that wants to have sustained competi-
ive advantage – collaborative competence – because it assists
n the development of two additional meta-competences that
e contend are critical in complex, dynamic, and turbulent
nvironments.

Absorptive competence. The ability of an organization to
be able to comprehend from the external environment
the important trends and know-how. This will assist in

a
u
p
d
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transforming these external environments into important
resources the firm can draw upon for support. Collaborative
competency will aid a firm in absorbing new information
and knowledge from partners or improve its absorptive
competence.
Adaptive competence. The ability of an organization to
adjust to changing circumstances. Once again, by devel-
oping collaborative competence the entity is able to use
its partner firms as mechanisms for adapting to change
brought about by complex and turbulent environments and,
thus, improve its adaptive competence.

Better collaborative competency, coupled with improved
bsorptive competence and adaptive competence, can be
sed by organizations to lower its relative resource cost and
nhance its relative value proposition (Hunt 2000). Essen-
ially, lower relative resource costs focuses on efficiency and
nhanced relative value focuses on effectiveness. As Hunt
mplies, the nirvana position is to offer more efficient and
ffective solutions to the marketplace. S-D logic suggests
hat the only possible way to realize and maintain this nir-
ana position is to have superior collaborative competency
ecause it leverages a firm’s ability to absorb information and
nowledge from the environment, customers, and its value
etworks and enables firms to adapt to dynamic and complex
nvironments.

roposition 2. Collaborative competence is a primary
eterminant of a firm’s acquiring the knowledge for com-
etitive advantage.

ollaboration and information technology

Recognizing that what are commonly called the “service
evolution” and “information revolution” is the flip side of
he same coin, Rust (2004) argues for a better appreciation
y marketers of the role of information technology in market-
ng and business. Information technology, by facilitating the
ervice-integration function, both within the firm and across
he entire value-creation network including the customer, has

dramatic effect on the ability of all entities in the value-
reation network to collaborate.

S-D logic recognizes technology as bundled, operant
esources. New technologies are created by developing new
perant resources, finding novel ways to embed operant
esources in operand resources and/or finding ways to “liq-
efy” (Normann 2001) operant resources (i.e., unembed them
rom operand resources so that they can be employed sepa-
ately). In reality, these processes usually occur in comple-
entary combinations.
Throughout the Industrial Revolution, we made great

trides in embedding operant resources in operand
esources—that is, in making goods. These goods function

s appliances that allow self-service. Thus, when a person
ses an appliance, it is essentially collaborating with the
roducer of that good and using the knowledge of that pro-
ucer. From this perspective, perhaps ironically, goods often
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lay a central role in S-D logic. What we are witnessing
oday, often referred to as the “Information Revolution,” is
he creation, unembedding, and refinement of specialized
perant resources that can be exchanged relatively indepen-
ently of operand resources—pure information (Normann
nd Ramirez 1993).

We are also witnessing the decline in unit or variable
nformation processing costs (i.e., computation and commu-
ication) to the point where they are approaching zero. This
s partly because of the rapid increase in the speed of com-
utation, storage, and input/output capability. In less than 35
ears, microprocessor calculation ability has increased from
0,000 instruction/s to over 10 billion; storage has grown
xponentially—for instance, handheld iPods have 40 giga-
ytes of storage (and selling for a few hundred dollars), mul-
iples of the storage of million dollar mainframe computers
0 years ago; and comparable strides in input/output capabil-
ty can be illustrated by single fiber optic strands able to carry
lose to 1Tb/s (Friedman 2005). However, while unit costs
ave declined dramatically, the total costs of IT have actually
rown in some cases, at least from the user’s perspective.
his is because increased computational abilities resulting

rom the decreased unit costs (i.e., remote sensing, climate
ontrolled facilities, work from home, etc.) often result in the
nability of the user to sort through, filter, and use efficiently
he information that is created (cf. Mick and Fournier 1998
or other, similar technological paradoxes experienced by the
onsumer).

Despite this often unintended increase in total costs asso-
iated with the information revolution, it appears that as unit
omputation and communication costs approach zero, more
nd more entities will be connected and collaboration will
ecome increasingly feasible. Not only could the increased
onnections and collaborations be with employees and sup-
liers but also with customers. Because of this increased col-
aboration, the innovation that is unleashed could be unprece-
ented. We believe four factors are driving this trend.

Open standards. Contemporary thought is that open stan-
dards are relatively new and best illustrated with the
open source code of LINUX. However, more abstractly,
open standards deal with co-production and collaboration.
Arguably, the first effort at open-standards was language
itself. Language allows entities to develop and share rules.
The consequence of open standards is that information is
increasingly symmetric versus asymmetric as more and
more information and experiences are shared. As a result,
collaboration becomes the norm and innovation is stimu-
lated.

Specialization. As individuals, organizations, and nations
become more specialized they need others for what they
themselves cannot do. Thus, more and more specialization

leads to larger and larger markets. The consequence of
intense specialization is increased interdependency among
all entities that stimulates more collaboration that, in turn,
stimulates innovation.
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Connectivity. For hundreds of years buyers have not had
much knowledge of what sellers had, and sellers had little
knowledge of what buyers demanded. When both had this
knowledge, there were often substantial geographic gaps
between entities that could only be overcome by heavy
reliance on transporting tangible things at high costs and
great time delays. Connectivity makes the market system
much more timely and quick in responding to changes
in demand and supply. The market then becomes highly
flexible.
Network ubiquity. The final force that has created an inflec-
tion point in the movement toward collaboration is network
ubiquity. Increasingly, everyone and everything is con-
nected to each other and each thing. Network ubiquity
accelerates the consequences of open standards, special-
ization, and connectivity. The consequences are higher
collaboration and more innovation.

Because of the convergence of these trends, it is logical
hat all entities (individuals, organizations, and households)
ill continue to look for ways to transform everything they do
sing information technology. As a starting point for dealing
ith this transformation, the mapping of processes consisting
f all activities and tasks within and between entities (firm,
ouseholds, etc.) that are involved in the co-production of
ervice(s) should be undertaken. The goal is to discover ways
o use information technology to take waste (usually time or
ffort) out of the value-creation process, redesign the system
o eliminate points of service failure, and/or add valuable
xperiences to the service-provision process.

This mapping of activities that are involved in the co-
roduction of service can be accomplished with a variety of
echniques, often referred to as process mapping, service-
lueprinting, or activity mapping (Shostack 1984, 1987;
eorge and Gibson 1991; Kingman-Brundage 1989). All are
ased on industrial engineering flowcharting. However, in all
ases, the focus is on the mapping of processes and service
ows, rather than merely a task, activity, or function as it
elates to a unit of output. For example, it is recognized that
ustomer service problems are not the fault of the customer
ervice department (the department charged with fixing the
roblem) but that the problem is deeply rooted in a more
eneral process failure. As Shostack (1987, p. 35) suggests,
ervices “must be viewed as interdependent, interactive sys-
ems, not as disconnected pieces and parts.” Unfortunately,
ost enterprises, including retail organizations, are organized

o manage compartmentalized tasks and activities and, thus,
hen a problem occurs the focus is on the local concern and
ot on fixing the systemic problem.

Service blueprinting, as practiced today, also focuses on
rocesses in the firm as it interacts with customers. A typi-
al service blueprint breaks out four components; customer

ctions, onstage contact employee actions, backstage con-
act employee actions, and support processes (Zeithaml et
l. 2006). The flowchart or map might use the horizontal
xis to represent time and the vertical axis to model these
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our components and their subcomponents. Importantly, S-D
ogic suggests going a step further by mapping the customer’s
ole in value co-creation. This is because value-in-use and the
ervice experiences are central to S-D logic. CRM software
ould evolve to CEM (customer experience management)
oftware in recognition of the central role of customer expe-
iences.

In summary, information technology is a pivotal force
n enabling more collaboration and consequently innovation
hroughout the entire value network. Hence, our third propo-
ition:

roposition 3. The continued ascendance of information
echnology with associated decrease in communication and
omputation costs, provides firms opportunities for increased
ompetitive advantage through innovative collaboration.

ollaboration: co-production and the co-creation of
alue

The concept that the customer is always a collabora-
or is both a foundational premise (FP6) of S-D logic and

popular focus in the contemporary marketing literature
e.g., Bendapudi and Leone 2003; Prahalad and Ramaswamy
004). However, it is often not recognized that there are
wo components of collaboration. The most encompassing
f these components is the co-creation of value. The concept
f co-creation of value represents a rather drastic departure
rom G-D logic, which views value as something that is added
o products in the production process. S-D logic, however,
rgues that value can only be determined by the user in the
consumption” process. Thus, it occurs at the intersection of
he offerer, the customer – either in direct interaction or medi-
ted by a good as indicated in FP3 – and other value-creation
artners. Therefore, the idea of co-creation of value is closely
ied to “value-in-use” and is inherently relational. It is also
ighly related to the concept of customer experience (Pine
nd Gilmore 1999; Smith and Wheeler 2002) and also incor-
orated as a key element of perceived value in Parasuraman
nd Grewal’s (2000) model of the quality–value–loyalty
hain.

The second component of co-production involves the par-
icipation in the creation of the core offering itself, and there-
ore, probably more appropriately (than value-co-creation)
eferred to as “co-production.” It can occur through shared
nventiveness, co-design, or shared production and can occur
ith customers and any other partners in the value network.
ommon examples can be a person assembling Ikea furni-

ure, a person advising their hairstylists during the hair styling
rocess, and a retailer and a manufacturer co-producing a
etail marketing program. Co-production, like co-creation,
s also related to the emerging concept of customer

xperience.

Because both the “co-creation of value” and “co-
roduction” treat the consumer as endogenous, they are dif-
erent from the production concepts associated with G-D

u
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ogic. Clearly, they are also nested concepts with the for-
er superordinate to the latter in the same way, and with

imilar implications, as the relationship between service and
oods in S-D logic. Traditionally, most marketers and con-
umer researchers have focused upon buyer behavior related
o the product and the transaction, and thus focused on only
subset of co-production (for a good review of relevant lit-

rature on customer participation see Bendapudi and Leone
003). However, if, as S-D logic suggests, value is co-created,
t is necessary to shift the focus to relationship formation and
onsumption behavior. It also implies that co-creation and co-
roduction occur not only between the firm and the customer
ut also involves other parties (value-network partners), and
mplies that resource integration is a primary function of the
rm (Vargo and Lusch 2006). We offer the following propo-
ition and expand upon each of these insights in the following
iscussions.

roposition 4. Firms gain competitive advantage by engag-
ng customers and value network partners in co-creation and
o-production activities.

o-creation of value

One opportunity for organizations to compete through
ervice is to identify innovative ways of co-creating value.
nteractivity and doing things with the customer versus doing
hings to the customer is a hallmark of S-D logic. Goods may
e instrumental in relationships, but they are not parties to the
elationship; inanimate items of exchange cannot have rela-
ionships (Vargo and Lusch 2004). Consequently, S-D logic
laces a high priority on understanding customer experiences
ver time.

For example, recognizing the importance of the use of a
ood to obtain value, Porsche places a strong emphasis on co-
reating value through their Porsche Clubs. With over 500
orsche Clubs worldwide and 100,000 members, Porsche
ctively facilitates interaction by having a portion of their
arketing department dedicated to club coordination. The
orsche Club of America provides many different activities
or their membership, as can be seen in this excerpt from
orsche’s (2005) website:

embership in the Porsche Club of America is open to any
orsche owner 18 years of age or older. Activities range from
allies, autocross and tours to club racing, drivers’ education,
estoration and technical sessions. In addition, the club holds
n annual convention unlike any other: the Porsche Parade,
weeklong gathering held in a different city each year. And,
s club members often say, “It’s not just the cars, it’s the
eople.”

As parties specialize, they need to rely increasingly

pon other entities for value co-creation—that is, they draw
ncreasingly upon and are dependent on the resources of
thers. Some of these other resources are private and some
ublic. For example, if one purchases an automobile but also
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as access to well-built highways, public parks, enforced traf-
c laws, and so forth, then, over time, one obtains a different
ervice experience than if these public resources were not
resent. Similarly, if one purchases an automobile and has
ccess to a garage to keep the auto clean and in good con-
ition the experience of using the auto is again altered. In
hort, the resources that are endogenous to value creation
ften include those traditionally categorized as belonging to
he uncontrollable, “external” environment. This also sug-
ests that the customer is a primary integrator of resources
n the creation of value through service experiences that
re interwoven with life experiences to enhance quality of
ife.

roposition 5. Understanding how the customer uniquely
ntegrates and experiences service-related resources (both
rivate and public) is a source of competitive advantage
hrough innovation.

o-production of the service offering

Generally, customers are increasingly becoming involved
n the co-production of many services (Bendapudi and Leone
003). For example, compare the service of today’s super-
arket in relation to that of the small corner grocer of 100

ears ago. The corner grocer of yesterday would take the
rder, pick the groceries from the store or behind the counter,
rap and package the groceries, deliver the merchandise, and
rovide credit service. Today customers enter the store and
avigate it without assistance, choose the merchandise they
esire, move through a self check-out counter where they scan
heir own merchandise, pay electronically, bag their own gro-
eries, transport the items to their car, and then drive home,
nload, and stock their pantry. As this example illustrates,
o-production is not new to retailing, but in a large part char-
cterizes the historical evolution of retailing. It also illustrates
hat the retailer has considerable control and influence over
ustomer experiences and thus should be a vital participant
n the management, or as S-D logic states, in the co-creation
nd co-production of customer experiences.

Based upon the work of Lusch et al. (1992), we posit
ix key factors that contribute to the extent to which the cus-
omer is an active participant in the co-production of a service
ffering. Retailers and other organizations in order to develop
nnovative service strategies can use each factor.

1. Expertise. An individual is more likely to participate
in co-production if s/he has the requisite expertise (i.e.,
operant resources). Recognizing this, Home Depot and
Lowe’s offer do-it-yourself (DIY) clinics to teach peo-
ple such skills. It then offers to sell the tangible products
needed to complete these projects.
2. Control. Co-production is more common when a person
wants to exercise control over either the process or out-
come of the service. For instance, many households are
practicing home schooling their children because they

e
p
i
i
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want to have more control over the educational process
and outcomes, providing an opportunity for firms to
provide the needs to complete these activities, such as
educational software.

3. Physical capital. Co-production is more likely if the
party has the requisite physical capital. For example,
for auto or home repair this might involve needed tools,
space or both. Retailers such as Taylor Rental or U-Haul
can provide some of the needed physical capital.

4. Risk taking. Co-production involves physical, psycho-
logical, and/or social risk-taking. This does not imply
that risks are necessarily increased with co-production,
since co-production can also reduce risks. For instance,
most Western medicines use a goods-dominant logic
where the patient is someone that is passive and some-
thing is done to him or her in order to cure him or her.
However, if the person becomes involved in managing
their health and wellness, then the risks of poor health
may decline.

5. Psychic benefits. One of the primary reasons people
engage in co-production is for pure enjoyment—the
psychic (experiential) benefits. Activities like home
gardening, gourmet cooking, personal fitness training,
education, or learning a new skill, are all heavily ser-
vice intense and are engaged in for psychic benefits.
For example, Build-A-Bear is a retailer that allows cus-
tomers to build a customized stuffed animal, which
becomes a rewarding experience.

6. Economic benefits. Perceived economic benefits plays
a central role in co-production. Many people partici-
pate in co-production because it is a good use of their
time. In fact, it can be argued that the rise of self-service
retailing, from gasoline stations to mass merchandisers,
is primarily driven by the economic benefits. Impor-
tantly, value that is created through co-production is
tax-free.

The preceding six factors speak not only of the motivations
ehind the customer’s desire to be involved in co-production,
ut can also be used to help determine how much the customer
ants to be part of service operations (Lusch et al. 1992). Fur-

hermore, a firm may decide that it needs to provide certain
ervices that may help the customer be part of service oper-
tions. These factors also are the source of many customer
ontacts or touch points, which form the basis of manag-
ng customer experiences (Smith and Wheeler 2002; Schmitt
003). Thus, firms should consider mapping the entire expe-
ience process that is associated with its offerings to include
he customer’s level of involvement in co-production activ-
ties and processes. This mapping can be the basis for the
ustomer-experience management framework suggested by
chmitt (2003), which includes: (1) analyzing the experi-

ntial world of the customer, (2) building the experiential
latform, (3) designing the brand experience, (4) structur-
ng the customer interface, and (5) engaging in continuous
nnovation (Schmitt 2003, p. 25).
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roposition 6. Providing service co-production opportu-
ities and resources consistent with the customer’s desired
evel of involvement leads to improved competitive advan-
age through enhanced customer experience.

o-production, co-creation, and pricing

Only casual observation of the American retail landscape
s needed to see the pervasive presence of price competition,
specially with the lowering of search costs via the Internet
Alba et al. 1997; Bakos 1997; Gourville and Moon 2004;
ynch and Ariely 2000). Does S-D logic provide any insights
or retailers and others on how to more effectively compete on
he price dimension? This is important because only through
ower costs or enhanced revenues can a firm improve its finan-
ial performance. We know analytically that price per unit
ultiplied by units sold equal revenue. One could argue that

f superior service strategies are to yield improved financial
eturns, then customers should be willing to pay a higher price
er unit of service or to purchase more service. While log-
cally correct, this does not inform the marketer about how
o achieve better financial returns through superior service
trategies. Importantly, S-D logic provides the conceptual
ools that can offer insight into the “how” issue.

While it is generally understood that organizations should
roactively link co-production and pricing strategies, S-D
ogic implies extending this price co-production (Lusch and
argo 2006) link to the firm’s value proposition. A value
roposition can be thought of as a promise the seller makes
hat value-in-exchange will be linked to value-in-use. When

customer exchanges money with a seller s/he is implic-
tly assuming the value-in-exchange will at least result in
alue-in-use that meets or exceeds the value-in-exchange. A
o-produced value proposition can make the price contingent
pon the quality of service experience or other agreed upon
utput. Sawhney (2006) refers to this as gain sharing or risk
nd reward sharing. Here the value in exchange (price) is tied
o the value realized by the customer. Consequently, gain-
haring or risk-based pricing could be a part of developing a
ervice strategy that links financial returns to superior service.
f both buyer and seller have something at risk and something
o gain, then collaboration will be much more fruitful.

Can a retailer use gain-sharing or risk-based pricing? We
rgue affirmatively. Consider an example of a retail buyer col-
aborating with a vendor on a merchandising program. The
rogram might involve a set of integrated services that are
ied to value-network management processes – for example,
ustomer relationship management, customer service man-
gement, demand management, order fulfillment, manufac-
uring flow management, supplier relationship management,
roduct development, and returns management (Lambert and
arcia-Dastugue 2006) – involving the retailer, its vendors,
nd other value-network partners. Adopting “gain sharing or
isk-based” pricing, the retailer would pay a price on the basis
f the quality and level of service provided and sales revenue
chieved. However, for this approach to be successful, the

r
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etail buyer and the vendor (and perhaps other value-network
artners) should co-create the value proposition. This co-
reated value proposition would increase the chances of a
in–win situation in a field where intense negotiations have

eft many vendors feeling underappreciated.

roposition 7. Firms can compete more effectively through
he adoption of collaboratively developed, risk-based pricing
alue propositions.

Who should be the prime integrator?

S-D logic points toward collaboration and coordination
s essential approaches to innovation and competition. They
epresent means for integrating activities and resources.
argo and Lusch (2006), in the ninth foundational premise

FP9) identify resource integration as the essential role of the
rm. Christensen et al. (2001) identify it as the most critical
spect of innovation. At one end of a coordination/integration
ontinuum are transactional markets where the “invisible-
and” of the marketplace becomes the key coordination
echanism and integrator. At the other end of the continuum

re relational markets (i.e., long-term relationships, partner-
hips, alliances, joint ventures, and networks), which are
ighly collaborative (Webster 1992). S-D logic embraces
elational and collaborative markets. However, under a col-
aborative model of coordination, who should be the prime
ntegrator?

Retailers have a distinct advantage in being the customer’s
losest link to the marketplace. As such, it is possible that
ithin the value network the retailer may be positioned best

o develop a core competence in market sensing. It can also
e argued that investment in manufacturing is increasingly
iewed as constraining market responsiveness (Vargo and
usch 2004)—in fact, even firms historically considered to
e primarily manufacturing firms are increasingly outsourc-
ng the manufacturing process. Achrol (1991, pp. 88, 91)
dentifies “transorganizational firms,” which he refers to as
marketing exchange” and “marketing coalition” companies,
oth of which have “one primary function—all aspects of
arketing.” Achrol and Kotler (1999) envision marketing

s largely performing the role of a network integrator that
evelops skills in research, forecasting, pricing, distribution,
dvertising, and promotion, and they envision other network
embers as bringing other necessary skills to the network.
onsider that the consumer is also faced with more and more
hoices and may be receptive to domesticating or taming the
arket by adopting and developing a relationship with a lim-

ted number of organizations (Vargo and Lusch 2004). Rifkin
2000) argues that consumers will develop relationships with
rganizations that can provide them with an entire host of

elated services over an extended period.

As such, S-D logic suggests retailing is best characterized
s a service-integration function. This is somewhat different
rom the typical conceptualization of retailing representing
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he final link in a directional distribution flow or supply chain.
n S-D logic, the retailer is part of a value network compris-
ng all the parties (including the customer) involved in value
reation. The retailer differs from other network members by
he fact that his exchange with the customer is direct. Since
ther network partners are increasingly retaining this direct
xchange function, the retail/nonretail lines are often blurred.
ore generally, since all parties to value creation are service

ntegrators, service-based competitive strategies are not lim-
ted to traditional retailers.

However, by redefining their role in terms of this inte-
ration function and becoming prime integrators rather than
istributors, we believe retailers could remain the pivotal link
n the value network. For instance, over the past 20 years

group of independent auto dealers has obtained multiple
ranchises operating as independent businesses but under a
ommon ownership. One of these mega-dealers has the abil-
ty to sell a Mercedes, Honda, Ford, Toyota, Kia, Volvo,
hrysler, and so forth. However, the needs of an auto owner
re much broader. They need financing, auto insurance, fuel,
aintenance, parking, and places to stop for food and lodg-

ng, and also assistance on airline and other travel when use
f a car is not economical or timely. The mega auto dealer
ould relatively easily move into this entire market space
nd be the household’s major provider of transportation ser-
ices. Similarly, PETsMART could be the integrator for a
ousehold’s entire pet related needs; Home Depot for all
he housing related needs; Office Depot for home business
elated needs, and so forth. This is consistent with Achrol
nd Kotler’s (1999) observation that marketing may become
customer-consulting function.

roposition 8a. The value network member that is the prime
ntegrator is in a stronger competitive position.

roposition 8b. The retailer is generally in the best position
o become the prime integrator.

While the network member who is the prime integrator is
n a stronger competitive position, we posit it is the retailer
ho is generally in a unique position to become the prime

ntegrator. In a sense, the history of retail competition is
argely a history of managing the level and types of service
and value) that the customer co-creates. Furthermore, retail
ntrepreneurs and innovators offered different approaches to
ntegrate the customer into the value co-creation process.

Notable hypotheses in this area (i.e., The Wheel of Retail-
ng, McNair 1958; Hollander 1960, and The Big Middle,
onnolly 2004; Levy et al. 2005) provide a good lens to view

his evolutionary phenomenon.
Hollander’s (1960) descriptive notion of a wheel of retail-

ng alludes to such trade-offs as retailers changing their core

ffering from the entry phase (with assumed relatively low
etailer input and relatively high customer input) through the
rading-up phase (with an assumed more equal proportion of
ervice load between the customer and retailer at the point

(

t
i
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f transaction) to the vulnerable phase (where it is assumed
he retailer’s input is considerably greater than other phases).
onceptually, however, a firm would be vulnerable at any

tage to competitors who are better at integrating resources
nd services to collaborate with the customer to produce and
reate higher value, and not just during the vulnerable stage
entioned earlier.
Levy et al. (2005) model the retail landscape along the

imensions of relative offering of the retailer along with rel-
tive price and refer to “The Big Middle” marketspace, the
pace where the largest number of customers is conceptually
ocated and where the largest retailers compete. Under this

odel retailers . . .

“tend to originate as either innovative [high relative offer-
ing, high relative price] or low-price [low relative offering,
low relative price] retailers, and the successful ones even-
tually transition or migrate to the Big Middle [average
relative offering, average relative price] (p. 85, items in
brackets added).

While the authors, note the oversimplification of the
cheme for expository purposes (p. 85), we suggest the model
s indicative of the phenomena of retailers actively managing
he level of service for which each value co-creator (mar-
eter and customer) is responsible. Accordingly, the retailers’
anagement of the balance of co-creation responsibilities has

lways led them to follow a more service-centered view.
Despite the advantageous role retailing may serve as a

rime service-integrator, and the role that technology can play
n aiding service-integration, S-D logic informs all organiza-
ions. In the following section, we point out how S-D logic
an inform organizations about gaining competitive advan-
age by becoming more service-centered through the creation
f a service culture.

Leveraging employees

One of the hallmarks of S-D logic is the superordina-
ion of operant resources in relation to operand resources
n their relative roles in competitive strategy. That is, as dis-
ussed, it is knowledge and skills, including in some cases
firm’s knowledge used in designing and/or making appli-

nces, which drives its success (Vargo and Lusch 2004; Lusch
nd Vargo 2006). This, of course, implies that the competitive
dvantage of the firm is more of a direct function of the com-
arative advantage of competences (c.f. Hunt 2002) than it is
he direct comparative advantage of its units of output—that
s, its goods. The other hallmark of S-D logic is the idea that
alue cannot be embedded in operand resources but rather
ust be co-created through collaboration between firm, cus-

omer, and other value-network partner’s operant resources

Vargo and Lusch 2004).

As noted, these tenets are, of course, in stark contrast to
hose adopted from the work of Smith (1776) and canon-
zed during the co-development of economic science and the
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ndustrial Revolution of the eighteenth and nineteenth cen-
ury. In the G-D logic that emerged, the primary resources
ere operand resources such as ore, timber, water, and land.
erhaps, then, it only naturally followed that employees, cus-

omers, and markets were also viewed to be operand resources
o be manipulated, if not coerced, in the process of value
reation.

Besides operand and operant resources being differen-
iated in terms of their ability to cause changes in other
esources, they differ in another important regard. Operand
esources are typically depletable and static in nature, while
perant recourses are capable of being rejuvenated, replen-
shed, and newly created, and are thus dynamic in nature. That
s, new, innovative knowledge and skills, often with increased
apability for providing increased benefits, and thus increased
arketability, can be created endlessly. None of this suggests

hat a specific set of competences cannot become obsolete,
r at least “commoditized.” Indeed, today’s high technology
ften becomes tomorrow’s “unskilled” labor.

Organizations can reinvent themselves as “service” orga-
izations and develop a service culture by treating employees
s the type of resources they are—pure operant resources,
ather than operand resources. Reinventing the firm as a ser-
ice organization using S-D logic requires the organization’s
ulture and its leadership style to treat employees as operant
esources. The leadership of many G-D logic organizations
s based largely on the manipulation of rewards and punish-

ents and is, accordingly, a coercive form of leadership. It
s also based on asymmetric information with the leader and
rganization holding much information private and out of
he reach of employees and, in turn, employees reacting sim-
larly and withholding vital information from management.
mployees are viewed as replaceable operand resources and

reated largely in a transactional mode. It is not surprising
hat these firms find themselves unable to compete and, as
uch, laying-off or ridding themselves of their most impor-
ant resources.

By contrast, S-D logic points to all participants in the
alue-creation process who are being viewed as operant
esources. When employees are viewed and treated in this
anner they become empowered in their role as value co-

reators. Employees as operant resources become the primal
ource of innovation, organizational knowledge, and value.
he role of the leader is to be a servant-leader who is there to
erve the employees, rather than the employees serving the
anager. Hence, employee–manager interaction comprises

onversation and dialog and the development of norms of
elational behavior such as trust, open communication, and
olidarity. In addition, because of open communication, all
nformation is shared and thus is symmetric. In this work
nvironment, employees can develop new and innovative
ays of providing service—that is, new competences that
llow the firm to compete more effectively. Further, employ-
es of these firms are (should be) assisted in this process of
ompetence augmentation through internally and externally
upported training and educational programs.

n
e
g
b

ailing 83 (1, 2007) 5–18 15

roposition 9. Firms that treat their employees as operant
esources will be able to develop more innovative knowledge
nd skills and thus gain competitive advantage.

Managerial directions

Each of the nine propositions that we have presented points
irectly to one or more managerial implications. However,
one of these propositions will result in the achievement of
ompetitive advantage unless the management adopts a ser-
ice orientation. S-D logic is more than a series of premises
nd propositions; it is a revised logic of market exchange that
nforms a revised logic of competing through service. At the
ore of S-D logic (see Fig. 2) is the requirement that man-
gement should understand that value-creation for both the
ustomer and the firm requires collaborating with customers
and other value-network partners). In turn, this requires rec-
gnizing that they are operant, rather than operand, resources.
t also requires that management should understand that what
t primarily brings to the market is its ability to serve some
ther party through the application of its own resources, pri-
arily operant—that is through a collaborative effort with

ts own employees. In brief, the most fundamental implica-
ion is that firms gain competitive advantage by adopting a
usiness philosophy based on the recognition that all entities
ollaboratively create value by serving each other.

Some look for boundary conditions that apply to this phi-
osophy. For example, it has been argued that S-D logic is
ot applicable to a pure commodity type of business. But
-D logic also applies to commodity industries. Competi-

ive advantage is not based on the commodities themselves,
ut rather on collaborative ability of the firm to allow the
ommodities to provide service for some other party. That
s, competitive advantage is firm-based rather than product-
ased and thus, while the goods provided might be commodi-
ies, the firm can be highly differentiated. In fact, it could
e argued that S-D logic is especially critical in commodity
ndustries.

As Vargo and Lusch (2004) have indicated, many compa-
ies that are selling tangible output have found competitive
dvantage through the adoption of a service logic. Con-
ersely, many firms typically characterized (i.e., by G-D logic
lassification schemas) as service organizations, such as the
irlines, internal revenue service, health care providers, and
o forth, have found themselves at a competitive disadvantage
y adopting a G-D logic and focusing on output manage-
ent versus process management. Stated alternatively, any

rganization can gain competitive advantage by adopting a
ervice-dominant orientation.

Consider Cargill, one of the oldest and largest privately
eld firms in the world. The firm produces and distributes crop

utrients and feed ingredients to farmers, livestock produc-
rs, and animal feeders. Cargill also originates and processes
rain, oilseeds and other agricultural commodities for distri-
ution to makers of food, feed, and other products. From a
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istance, most would argue that Cargill is in the business of
elling and marketing tangible agricultural products. How-
ver, Cargill fundamentally sees itself as a service business
ith a culture committed to ideas, knowledge, and expertise.

n a recent advertisement the firm discussed how it provides
ts skills and service’s to its customers:

“If you’re a baking company, how do you add interest
and excitement to products that have been around a long
time? One bakery wanted to market healthier bread. They
turned to Cargill for help and our food experts offered a
carefully-crafted[sic] recipe mix that combined good taste
and texture with soy protein—allowing them to make the
claim they wanted. Now the company feels great about
their successful new product—and their consumers feel
great about having a healthy new option. This is how
Cargill works with customers.”

Additionally, Cargill offers specialized services for farm-
rs, livestock producers, and animal feeders to help them
ncrease animal productivity, market their grain, and pro-
ess grain, oilseeds, and other agricultural commodities.
argill understands that the agricultural commodity is sim-
ly the platform for service provision. Thus, this historically
ommodity-based organization, which has been in existence
or nearly 150 years, is today appropriately providing service
hrough application of its specialized knowledge, which only
ncidentally involves the underlying commodities (Cargill
005).

Although we think of commodities in terms of goods
especially foodstuffs), S-D logic suggests that virtually all
rms that focus on units of output will likely become com-
odity businesses. Likewise, all firms, including “goods”
rms can transform themselves competitively by better
nderstanding how they can serve. For example, retailers can
ocus on selling merchandise and enticing patronage by con-
tantly cutting prices – that is, treating their business as a
ommodity – or they can focus on co-creating new kinds
f value and service experiences with customers and, in all
ikelihood, sell at prices considerably in excess of their com-
etitors that, on the surface, might appear to operate in the
ame business or market.

There is another, very central, managerial direction that
-D logic provides, as implied by the outer circle of Fig. 2.
t is tied to understanding the nature and scope of avail-
ble resources (internal and external), including those that
ight appear to be resistances until they are overcome by

nd integrated with the organizations’ other resources. We
iscussed some of this in conjunction with the idea of view-
ng the ecosystem as something to collaborate with in the
o-creation of service and also in conjunction with the idea
ntegrating firm, individual, and public resources – for exam-
le, to increase the value-in-use of an automobile. Unfor-

unately, most businesses (including retailers) tend to view
xternal environments as resistances, if not countervailing
orces rather than resources. For example, “big box” retailers
re facing increased opposition as they enter communities

m
r
v
a

ailing 83 (1, 2007) 5–18

or a variety of reasons, such as posing potential harm to
mall retailers, the social fabric of the community, land-use
hrough construction, underprovision of employee benefits,
nd so forth. It is possible to view these externalities as uncon-
rollable constraints. But it is also possible to view them as
otential resources for the collaborative creation of a bet-
er value proposition for both the community and the firm.
onsider a big box mass merchandiser on 20 acres that: (1)
lants trees near the store and in the parking lot to better
rotect structures from heat; (2) opens its parking lot to a
ocal farmer’s market for fresh produce; (3) sublets interior
tore space, not only to Bank of America and McDonald’s,
ut to small enterprising local entrepreneurs; (4) provides a
oom for community meetings; (5) provides part time work
o community members that are disabled mentally or physi-
ally. A truly S-D retailer would view the entire community
s a storehouse of resources to collaborate with to not only
elp the community but to provide the retailer with relative
ompetitive advantage.

Conclusion

Since the concomitant times of Smith (1776) and the
eginning of the Industrial Revolution, we have been taught
hat exchange is about things, which can be exchanged
or other things. Manufacturing was considered a process
hat embedded value in tangible raw materials. From this
erspective, services were, at best, seen as add-ons to the
roduct—providers of special types of value associated with
oods (e.g., time, and place utility) and, at worst, as destroy-
rs of value. Given this perspective, the way the retailer has
een regarded is exemplary of the way services have been
egarded.

However, we have argued that exchange is not about
oods, at least not centrally. It is about parties applying
heir specialized competences for the benefit of another party
i.e., serving them), and in so doing, benefiting themselves.
s such, service is exchanged for service (Bastiat 1848;
argo and Lusch 2004) and goods are merely mechanisms

or transferring and applying competences, or as Normann
nd Rameriz (1993, p. 68) state it: “products are frozen
ctivities.”

With this shift from the G-D logic of exchange, being
rimarily about goods, to S-D logic, in which exchange is pri-
arily about service, comes commensurate shifts in the way

t is necessary to think about resources and value creation,
nd about competition. In G-D logic, operand resources are
rimary and embedded with value. This value is objective and
hese resources are scarce and exhaustible. Embedded value
an be released and enhanced by acting on these operand
esources—for example, through extraction, agriculture, and

anufacturing. It follows that, like natural resources, human

esources can be viewed as operand and to be acted upon and
alue extracted from them. Thus, competition is about cre-
ting relative advantage through hoarding resources and/or
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dding value to them. If service plays a role, it is through
dding value to operand resources.

On the other hand, in S-D logic operant resources are
rimary. Value comes from the ability to act in a man-
er that is beneficial to a party. Value is subjective and
lways ultimately determined by the beneficiary, who in
urn is always a co-creator of the value. It then follows that
he consumer is also seen as an operant resource. Operant
esources are usually not exhaustible, but rather are often
calable, reusable, renewable, and creatable. Therefore, in S-

logic, competition is a matter of knowledge creation and
pplication. It is about the comparative advantage in service
rovision.

In this light, retailers are primarily service integrators.
n concert with their own and other knowledge and skills
including those of other value-creation partners) and the
nowledge and skills of the consumer, this service-integration
unction allows the customization of variety (in G-D logic,
aptured as sorting and assorting functions) and applica-
ion for maximum benefit (service) to the consumer’s unique
ituation and uniquely determined value. But retailers are
rototypical rather than unique, in this regard. All firms and
ustomers are service integrators. Thus, this logic extends
eyond retailing.

Normann and Ramirez (1993, p. 65) capture the essence of
his intersection: “Strategy is the art of creating value. [It] is
he way a company defines its business and links together the
nly two resources that really matter . . .: knowledge and rela-
ionships or an organization’s competencies and customers.”
Competing through service” has to do with grasping the
istinctions between G-D and S-D logic, between operand
esources and operant resources, between value delivery and
alue creation, between embedded value and the co-creation
f value. It also has to do with treating employees, value net-
ork partners, and customers as collaborators that work with

he firm to co-create value for all stakeholders. Competing
hrough service is about grasping and applying these ideas
etter than the competition.
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