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2.3 Formulating and Evaluating 
Strategies for Service Organizations
A strategic approach is required for managing service operations, just as it is for manufacturing com-
panies. Figure 2.6 represents the hierarchical framework used in the strategic planning process for ser-
vice operations. All of the core competencies that we discussed earlier for manufacturing companies 
also apply to service operations. That is, service firms also compete based on the core competencies of 
price, quality, time, flexibility, and innovation. The framework has three levels: strategic positioning, 
service operations strategy, and tactical execution. A continuous improvement cycle is used to provide 
feedback on the strategic plan.17

Strategic Positioning
The first step in developing the strategic plan is to identify the target market for its services—that is, 
its strategic positioning. The firm needs to define the customer base for its service offering. Second, the 
firm must determine its core competency. What is its unique ability or competitive strength that will 
add value and distinguish it from the competition? These core competencies could be the ability of 
the firm to provide the same quality of service as its competitors, but at a lower cost, or the ability to 
provide customized or differentiated services. For example, The Walt Disney Company (aka Disney, 
Burbank, CA) has three core competencies through which it has gained a competitive advantage. 
These are animatronics and show design, story creation and storytelling and themed atmospheric 
attractions, and the efficient operation of theme parks. The decision to emphasize these features has 
allowed Disney to create a unique niche that its customers recognize. After determining the core com-
petencies, the firm must then define its mission and its high-level corporate goals and objectives. Firms 
at the strategic positioning level attempt to find answers to two questions:

•• What services or service portfolios should we offer and to whom?
•• What are our unique strengths that will add value to our customers?

Formulating the Service Operations Strategy
The service operations strategy level, which links the service firm’s strategic position with its tactical 
execution, is next in the hierarchy. As in the case of manufacturing firms, the service operations strat-
egy also describes how the firm’s service operations interact with the other functions of the firm (e.g., 
marketing or finance) to support the service that will provide benefits and value to the customers. 
For example, if the service firm’s order-winning criterion is flexibility, what actions will the firm take 
to ensure service flexibility and how will marketing promote this core competency to its customers? 
Decisions made at the service strategy level are geared toward ensuring that an organization can man-
age the costs and risks associated with its various services and that its services are designed not just for 
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FIGURE 2.6: Strategic Framework for Service Operations

Contrast the 
formulation and 
evaluation of 
operating strategies 
for service 
organizations 
with those for 
manufacturing 
organizations.

2.3


