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Expanding understanding of service exchange and
value co-creation: a social construction approach

ABSTRACT
According to service-dominant logic (S-D logic)l ptoviders areserviceproviders, and

service is the fundamental basis of exchange. alae-created with customers and assessed on
the basis of value-in-context. However, the extem$terature on S-D logic could benefit from
paying explicit attention to the fact that both vse® exchange and value co-creation are
influenced by social forces. The aim of this stigljo expand understanding of service exchange
and value co-creation by complementing these deasgects of S-D logic with key concepts
from social construction theories (social strucsyr@cial systems, roles, positions, interactions,
and reproduction of social structures). The studyetbps and describes a new framework for
understanding how the concepts of service exchamgk value co-creation are affected by
recognizing that they are embedded in social syst@ine study contends that value should be
understood as value-in-social-context and thatevada social construction. Value co-creation is
shaped by social forces, is reproduced in soaiattres, and can be asymmetric for the actors
involved. Service exchanges are dynamic, and atgara and change their roles within dynamic

service systems.

Keywords: service-dominant logic, service exchange, valuecreation, social

construction theories, structuration theory, socidraction, service system



INTRODUCTION
Service-dominant logic (S-D logic) (Vargo and Lug®04, 2008a, 2008c, 2008b; Vargo

2009b) is an emerging school of thought within neirg and management that is open for
further elaboration, refinement, and developmenD $ogic holds that all providers are
essentiallyservice providers, who exchange service for service asftimelamental basis of
exchange (Vargo and Lusch 2004). Vargo and Lus€@®8@ define service as the use of
resources for the benefit of another party, whiohmis the basis for all exchange. S-D logic is
underpinned by 10 fundamental premises (FPs), amdmch premise number 10 suggests that
value is always co-created and is uniquely and @memologically determined by the
beneficiary. Consequently, value is regarded toidi@syncratic, experiential, contextual and
meaning-laden (Vargo and Lusch 2008a; Vargo 2009a).

In focusing on the integration of operand and opierasources to support the activities
and interactions through which a service occurB, I8gic posits both providers and customers as
essentially beingesource integratorgvVargo and Lusch 2006; Vargo 2008) acting in nekso
embedded in service systems. Moreover, becauséo§iviews goods as being merely vehicles
for the provision of service, the provider cannoilaterally create value but rather can only offer
value propositions that provide the prerequisitgsvilue (Flint 2006). In making the customer
intrinsic to value creation (Merz et al. 2009), Segic adopts a process orientation rather than an
output orientation (goods and services). This ecequires the involvement of the customer in
the co-creation of value. It goes beyond usingpttoevider’s output, such as products, services or
information, to include resources in the customeesvork as well (Moeller 2008; Vargo and
Lusch 2008c).

Against this background, the present study seeksdaden the current understanding of
service exchange and value co-creation by applgoge fundamental concepts of social
construction theories (Berger and Luckmann 196ddé&ns 1984, Linton 1936; Merton 1957) to
the framework of S-D logic outlined above. In doisg, the study notes that service exchange
and perceptions of value are embedded in socigmsgsin which customers and companies have
already established positions and roles. Theses todee implicit implications for how people
perceive the norms and values of social realigluiting their thinking and behavior with respect
to the co-creation of value.



It can reasonably be argued that S-D logic is iahy compatible with social
construction theories because, as Pels et al. (200828) have observed, S-D logic essentially
regards marketing as..” a social and economic process, and resourcese&®rtbng’, not
‘being”. However, as Pels et al. (2009) go on tiserve, the social implications of S-D logic
have not been fully explored, because researchigharea has tended to focus on the central
issue of value-creation between customers and greosji rather than the social setting in which
this co-creation occurs. We develop this view fertlby emphasizing that customers are
influenced by societal norms and values, which tladso produce and reproduce through
interaction with the world in which they live (Gidds 1984). By applying concepts from social
construction theories—such as social structuressgsgems, interactions, positions and roles—to
S-D logic, we position the customer in a socialtemhas an intersubjective actor and resource
integrator rather than as an individual actor. Ebeial context constitutes a system in which
service is exchanged for service and for how vatueo-created. Different customers may
perceive the same service differently, and the samsomer might perceive the service
differently between occasions in a different soc@itext.

The aim of this article is to build on the existi®gD logic mindset and expand the
understanding of service exchange and value cdianeby applying key concepts from social
construction theories (i.e., social structures aydtems, roles, positions, interaction and
reproduction) to S-D logic. In doing so, we providseful insights for the ongoing scholarly
exercise of elaborating, refining and developing ithportant new marketing framework of S-D
logic.

The remainder of the paper is organized as folloWe theoretical framework for the
study is presented in the following section. Thasgists of two sections: (1) the principles of S-D
logic; and (2) the principles of social construntibeories. The study then describes how the key
concepts of social construction theories relatsdovice exchange and value co-creation in a
social context. The study then suggests four pitipos for applying the key concepts of social
construction theories to S-D logic, and how thedate to possible avenues for future research.
The paper concludes with a summary of the mainritrttons and limitations of the study, and

directions for future research.



THEORETICAL FRAMEWORK

Principles of service-dominant logic
As noted in the Introduction, the basic principtdsS-D logic that are relevant to the

present study can be summarized as follows. Sedoc@nant logic essentially states that

service—defined as the application of resourcdsetino competence (knowledge and skills) for
the benefit of an actor—is the basis of economicharge. A key assumption in Vargo and

Lusch’s (2004) S-D logic is that resources do ratve” value per se; rather, value is co-created
with customers when resources are used. Consegueatijo and Lusch (2008a) state that value
is uniquely and phenomenologically determined byoracon the basis of value in a certain

context. Further, S-D logic suggests that valualgays co-created with the customer during

interaction with and activation of a set of res@sr¢Vargo and Lusch 2004, 2008c). That is, both
parties—the company and the customer—become resmiggrators. The co-creation process at
a university, for example, is the learning proceshjle the service is learning, rather than

teaching or educational processes. Both studentpaof@ssor use their resources in the co-
creation of learning, and they receive support fresources in their network, which may include

other students, professors, librarians, books @idslystems.

Service-dominant logic posits goods and servicessagntial resources that are used in
service provision—that is, customers evaluate ttpegence of goods and services as value-in-
context (Vargo and Lusch 2008a). By introducing &#@ic, exchange is no longer bound merely
by the transaction (Lusch et al. 2007; Vargo 208&go (2008, p. 214) argues that a “firm
activity is best understood in terms iofput for the customer’s resource-integratingalue-
creation activitiesrather than it is in terms of itswn integration of customer resources for the
“production” of valuable output”.

Two broad categories of resources can be distihgdis(1) operand resources, which are
typically physical (raw materials or physical prots); and (2) operant resources, which are
typically human (skills and knowledge of customarsl employees), organizational (routines,
cultures, competencies), informational (knowledgew markets, competitors, and technology),
and relational (relationships with competitors, @igrs, and customers) (Hunt and Derozier
2004). Operand resources tend to be static in @atrile operant resources are dynamic and can
be rejuvenated and replenished.



Competitive advantage is primarily created throoghkrant resources, rather than through
operand resources, because knowledge and skillatepen resources to solve problems, fulfill
needs, and produce a favorable customer exper{®argo and Lusch 2004). Service-dominant
logic thus establishes a framework of reciprocalise provision in which value is dynamically
co-created with customers as either “value-in-{s&trgo and Lusch 2004) or “value-in-context”
(Vargo 2008). However, research has implicitly réga such “value” as an individualized (or
even unique) perception that is apparently indepenhaf the social context in which the
reciprocal service provision takes place. In catfraccording to social construction theories, all
activities, including value co-creation, take plaeéhin social systems; as such, value co-
creation extends beyond the individual and subjecBetting. Indeed, value itself must be
understood as part of the collective social context

The values associated with meaning and sign systmsbriefly discussed in the
literature on S-D logic (Vargo and Lusch 2008c, &80 but it is the contention of the present
study that contemporary understanding of S-D legit be elaborated, refined, and developed by
paying more attention to the social context in Whicoperates. For example, a business dinner
differs from a family meal in terms of location,ofy and beverages because the roles of the
people involved and because the whole social coofethe two occasions is quite different. The
social drivers associated with the two occasions thecome integral to differing perceptions of
service and value-in-context.

The research on S-D logic would benefit from explioviewing the roles of operant and
operand resources as embedded in social system#ar8i, although S-D logic posits actors as
“resource integrators” (Vargo and Lusch 2008c, FRt@an be put forward that such integrators
are also invariably part of a social context, whettors also construct. This social context
implies norms and values that exert a profounduerfte on both the service exchange and the
value co-creation process. The actors’ perceptbnwsilue and behavior in utilizing resources are
determined by the boundaries of the social systemwhich they are operating and their
positions and roles within those boundaries. Fan®le, the value-in-use that can be obtained
by a wireless broadband service will obviously lestricted by the lack of a computer or
telephone line (operand resources) and/or a lackedinical knowledge and skills (operant

resources). Extrapolating from this simple examptiecan be argued that both the



operand resources and the operant resources of gmefice exchange are embedded in a wider
social system; drawing closer attention to thidiean the contemporary treatment of S-D logic

is the subject of interest of the present study.

Principles of social construction theories
Social construction theories are used to interphet social world and to enhance

understanding of how actors on a societal, groug iadividual level create, realize, and
reproduce social situations and structures (Ard895; Berger and Luckmann 1967; Giddens
1984; Goffman 1963; Linton 1936; Mannheim 1936; tder1957). On the basis of social
structures and systems, and on the interaction camiinuous reproduction of these social
structures, it is possible to understand the saeglity and thus also service systems and value
co-creation. Researchers in social sciences hawdapeed theories about the social construction
of reality (Archer 1995; Berger and Luckmann 196&rgen and Davis 1985; Gergen 2009). In
this debate, Berger and Luckmann (1967) have ratkeddiscussion of a subjective and
intersubjective reality versus an objective realifjey noted that all knowledge is developed,
transmitted, and maintained in social situations.

The origin of social construction theories caniaeed to the interpretative social science
paradigm (Berger and Luckmann 1967; Blumer 1969fr@an 1963; Levin and Levin 1988) or
the dialogical paradigm (Tronvoll and Edvardssor0&0 the latter of which is primarily
concerned with explaining the process by whichvimtdials explain the world in which they live.
These paradigms have their philosophical rootsarmmieneutics and phenomenology (Boland
1985). This means that the only way to understaadity is as a social construction that can be
articulated as a result of human sensemaking #esv{Walsham 1993). The paradigms thus
describe the complexity of human sensemaking asithation emerges (Kaplan and Maxwell
1994).

Similarly, social construction theories assume tmathans have the potential to learn,
adapt and make their own choices. Meaning is tarerstood within social structures and
systems. The explicit inbuilt meaning is dependent how humans make sense of social
interactions. To understand social meaning, itdsessary to recognize the unique features of

specific contexts (Hoffman 1990), and through thdastomer value. Pefaloza and
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Venkatesh (2006) suggest that the term meaningiezpboth a phenomenological interpretation
and a cultural context. Meaning is linked to lamggi@and social interactions, as well as to roles
and positions within a social system. In this reg&erger and Luckmann (1967) have contended
that all knowledge is developed, transmitted, aathtained in social contexts and systems.

Social construction theories have relevance to atamy because they help to explain how
shared understandings constitute a “social consémisat shapes the perceptions and interactions
of individuals (Deighton and Grayson 1995). Thelsared understandings are the threads that
constitute the fabric of social reality (DeightondaGrayson 1995). They provide the context
within which the activities of individuals becomesaningful, and they “make up the prescriptive
and proscriptive rules for social conduct and megrascription” (Deighton and Grayson 1995,
p. 661). An example of a social consensus woulthbeexpected behavior of restaurant guests
(e.g., not to put their feet on the table, not érbde to the waiter, to pay before leaving the
restaurant). Using Giddens’ (1984) structuraticeotly, we are able to explain how the activities
of individuals are influenced by these rules ofiglbbconduct, and how individuals reproduce
them by acting in accordance with them.

Occasional references to social construction tlesohave appeared in the marketing
literature. For example, O’'Guinn and Shrum (199#@wd on social construction theories in
noting that consumers construct their realitieanfrthe most readily available information.
Richins (1994) referred to social construction tie= in suggesting that the meanings of
marketing images and symbols are shaped and regddhrough the socialization that comes
from participation in shared activities. Palmer aRdnsonby (2002, p. 186) used social
construction theories to understand the developnaénhew marketing paradigms, and to
emphasize “the difficulty of separating objectieality from personal interpretation”. According
to these authors, because unwritten socio-cultaedning systems define social behavior, new
marketing initiatives must take account of the abcbntext in terms of time, place and role.
Similarly, Deighton and Grayson (1995) used socaaistruction theories to identify five stages
in the unfolding “seduction” of marketing. Holt (@8) utilized social construction theories to
investigate consumption practices, while Blois @08xamined the relationship between a major
retailer (Marks and Spencer) and one of its keypbews. Grewal and Dharwadkar (2002) drew

on Berger and Luckmann’s (1967) seminal work toetigy a comprehensive framework



of the institutional environment in which marketiolgannel research is conducted. Finally, in the
context of the present study, it is noteworthy tRa&naloza and Venkatesh (2006, p. 303)
contended thatvalue is a social construction; in this regard, theyedotthat this social
construction of value occurs “prior to, during aaffer the actual exchange and use(s) take
place”.

Applying key concepts in social construction theories to service-dominant
logic
As noted above, the fundamental concepts of samaktruction theories are social

structures and systems, positions and roles, sotmlactions, and the reproduction of social

structures, as a result of a process of ongoingrnatization and externalization through

interpersonal interactions. It is the contentiontiké present study that these concepts are
important in shaping the social reality of actangaged in exchanging service for service as they
jointly co-create value in service systems. In ptiverds, value co-creation necessarily follows

social structuresand takes place withisocial systemsn which the actors (customers and

companies) adopt certaisocial positions and roless theyinteract and reproduce social

structures Each of these elements is discussed in morel telawv.

Social structures and systems
Various definitions okocial structurediave been proffered. Mannheim (1936, p. 45-46)

defined a social structure as “the web of interartsocial forces from which have arisen the
various modes of observing and thinking”. RadciBewn and Forde (1950, p. 82) emphasized
the role of human beings, defining a social stmgctas an “arrangement of persons in
relationships institutionally defined and reguldtesichooler (1996, p. 327) focused on the roles
of people, defining a social structure as “theqrattd interrelationships among a set of individual
and organizational statuses, as defined by theeafitheir interacting roles”.

The present study adopts Giddens’ (1984) terminologinderstanding social structures
as empirically unobservable rules and resourcessdinactly influence social activities. In his
theory of structuration, Giddens (1984) distingeithree dimensions in a social system: (1)
“signification” (meaning); (2) “domination” (contlp and (3) “legitimation” (morality). With

regard to the first of these (“signification”), @Giehs (1984) contended that individuals
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communicate during social interaction by drawingmunterpretive schemes and semantic rules
to understand the meaning of the communication,jsd doing, they reproduce the structure of
signification. With regard to the second (“dominati), individuals exercise power by drawing
upon the unequal distribution of resources (tamgidhd intangible) to reproduce the extant
structure of domination. With respect to the thdichension (“legitimation”), individuals refer to
social norms and values to evaluate the legitinayther people’s behavior, thus reproducing
the “legitimate” structure.

Giddens (1984) regarded the observable regulanfis®cial systems as being caused by
the unobservable social structure that influentesactivities of actors. However, such social
systems exist only as long as they are constagityeated through social activity. In this regard,
it is important to note that individuals cannotateesocial systems; rather, they can only re-create
or transform systems that are “already made irctimtinuity of praxis” (Giddens 1984, p. 171).

Language is an important element of social systamg,in particular it plays a significant
role in the process of service exchange and sodi@laction. A linguistic and communicative
system takes place in the co-creation, and it cbaldaid that language becomes shared activities
(Gergen 1985). Customers participate in their oamstruction of the world by reproducing the
language, other forms of symbolic actions and #reise interactions. Language and dialogue
are in themselves conducted through social inteapom and intersubjectivity. By using
language (following certain language rules), indibals thereby always automatically reproduce
the language as a whole (Giddens 1988).

In the literature on S-D logic, the term “servigstem” appears frequently in the context
of service exchange. Such a “service system” hasynsamilarities with the “social systems”
described above. According to Spohrer et al. (2q072), a service system is a “value-co-
production configuration of people, technology,estinternal and external service systems, and
shared information (such as language, processeacsigrices, policies, and laws)”. Examples
of service systems are cities, call centers, halspiand universities; the largest service system i
the global economy, while the smallest is the pgsengaged in service exchange. These
systems survive, adapt and evolve through the exgehand application of resources with other
systems. According to Vargo et al. (2008, p. 146@rvice systems engage in exchange with

other service systems to enhance adaptability andivability, thus co-creating
10



value—for themselves and others”. Like social systeservice systems adapt and survive
through interaction and the integration of resosirtteat are mutually beneficial (Vargo et al.
2008). However, it is the contention of this stubgt explaining the role of social structures in
governing the service exchange within service systeill contribute to further developing S-D
logic in general and deepening the understandingeofice exchange and value co-creation in

particular.

Social positions and roles
A social position is an arrangement consisting setof roles that define the expected

and actual behaviors of persons within a sociaksygMerton 1957; Schooler 199@).addition

to the implied roles, a position determines whavbiat is connected to the actor who occupies
the position. In terms of service provision, the@ept of “position” provides an indication of the
positions that are designed for the customer withenprovider’s service system, and the roles
that the customer is willing and able to take witkiie provider’s social system. As Grénroos
(1994) has noted, all exchanges and social inferectcreate certain positions for the actors
within a network. According to Lusch et al. (200@)arketers have traditionally positioned
themselves as being responsible for disposingebthiput side of the firm. In contrast, S-D logic
suggests that the best way to achieve the desipddition of offering efficient and effective
marketplace solutions (Hunt 2000) is througbllaborative competencewhich enables a
provider to adapt to dynamic and complex environidyy absorbing knowledge from the
environment, customers and value networks (Luseh. &007). As noted above, S-D logic holds
that a provider cannot create value for the custpmether, providers can only position
themselves through value propositions (Lusch €2G08).

The termrole refers to socially defined expectations of induats’ behaviors in
particular social positions (Colton 1987). A roleoyides an individual with a complex set of
identities, which become the source of individualerpretations of social situations (Blumer
1969; Stryker 1967)Position and role are thus closely related; howegegiven role can
fluctuate with changing social structures (and leecitanging expectations), while position is not
susceptible to such fluctuations. According to gomeads-dominant logic (G-D logic), value is
created by the provider and is distributed in therkatplace through the exchange of goods and

money. From this perspective, the roles of “prodsicand “consumers” are distinct,
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with value creation being understood as an inttiasipect of the role of the provider (Vargo and
Lusch 2008c). In contrast, according to S-D loghe, roles of producers and consumers are less
distinct; moreover, value is co-created during rextdons between providers and beneficiaries
through the integration of resources and the apiptic of competencies (Vargo et al. 2008).
According to Lusch et al. (2008, p. 6): “The contet perspective suggests that what firms
provide should not be understood in terms of owstputh value, but rather as resource inputs for
a continuing value-creation process”. Vargo andchu@008a) contended that analysis of value
creation in terms of a service system blurs th#mdison between the role of the producer and the
role of the consumer. According to S-D logic, atbeomic and social actors adopt the role of
resource integrators (Vargo and Lusch 2008a, FPaBhough the customer is the prime
integrator of resources, and the role of the prawid to support customers in co-creating value in
context. It is the contention of the present sttiugt this process not only involves differing

knowledge and skills, but it also involves issugsazial positions and roles in service systems.

I nteraction/reproduction of social structures
All social interactions involve symbolic interaat® as individuals attach symbolic

meaning to objects, behaviors, themselves, and({@opal and Pushkala 2000; Howard 2000;
Mead 1934). As Colton (1987, p. 346) observed:ffuman society is characterized by the use of
symbols and meanings, and the meanings of various social and non-socialabjer symbols
are derived through the interaction process”. Titerdture on symbolic interaction has thus
focused on how individuals interpret and make serig@eir own social situations (Fine 1990;
Prasad 1993), which is understood as a dynamiecar@gent phenomenon derived from actual
interaction processes (Gopal and Pushkala 2000yt&cd967). In terms of marketing, Flint
(2006) has utilized symbolic interaction to analyze hovstomers generate value perceptions.
According to this analysis, value is not stati¢hes, as customers engage in social interactions,
value “emerges and morphs over time for individoastomers” (Flint 2006, p. 356). Social
situations, or moments of truth, are created bgradiNormann 1984) during social interactions.
When customers or other actors are initiating adgon and co-creation, social construction
theories emphasize that language is an importantezit of social structures. Abstracting from
this, we can argue that communication is the céreooial interaction and is a vital function in

the transfer of information between the provided #me customer, as well as between



customers. In summary, when customers and providesact, they do so on the understanding
that their respective perceptions of reality arkatesl. Acting upon this understanding, their
shared knowledge of reality becomes reinforced.

Social interactions are learned and are reprodurcedcial structures. Social interactions
embed triggers that give direction to customergplegees, or other actors, and may thus have a
major impact on co-creation of service and valueantext. Based on social structures,
interaction, and the continuous reproduction ofiaagtructures, it is possible to understand the
social reality. Individuals interact within sociaystems influenced by social structures, and
reproduce social systems. The temproductionrefers to the perpetuation of a social system
through processes of renewal (Lockwood 1998). Hamd Young (1981, p. 113) have referred
to “the overall reproduction of a particular sodiamation”, while Edholm et al. (1977, p. 105)
have noted that the structure of the relationshipsng the actors.”. have to be reproduced in
order that social reproduction as a whole can takee”. Beneria (1979, p. 206) adopted a
resource-based view of social reproduction by pagnout that it implies the “transmission of
control of resources from one generation to the’n@he implication of such notions of social
reproduction is that social structures are both dbeditions and the consequences of social
interaction. Berger and Luckman (1967) argued #cabrs who interact in a social system form
“mental models” of each other's behaviors; over etinthese models eventually become
habituated into reciprocal roles that the actoay plut in relation to each other, thus reproducing
and institutionalizing social interactions. In thpmocess of institutionalization, meaning is
embedded in the social system and in society irm@¢nAccording to this view, the individual's
values, beliefs and norms regarding reality beca@n®wedded in the institutional fabric of
society. Social reality and social forces are thagl to be socially constructed. In terms of a
service exchange, customers and providers draw tiponules and resources (social structure)
that enable and constrain mutual service provisitiey thus draw upon a social structure, which
they effectively reproduce in their service exchanbhis process ensures the reproduction—and
sometimes the transformation—of the relationshigpas of the social system, across time and

space.
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Summary of application of social construction theoriesto S-D logic
Figure 1 illustrates how current thinking on S-Iito (especially with regard to service

exchange and value co-creation) can be expandadcbyporating aspects of Giddens’ (1984)
structuration theory, thus placing service exchamsgevice systems, and value configuration in
the wider social context.

At the center of Figure 1, the service exchangeedaklace between two parties
(“customer” and “provider”), who are both resourggegrators and beneficiaries of the
exchange. This service exchange takes place irdarwalue-configuration space because both
parties are also involved in wider networks. Theeawvorks, and the beneficiaries themselves,
can be understood as service systems that “suyrat@pt, and evolve through exchange and
application of resources—particularly knowledge ahkdls—with other systems” (Vargo et al.
2008, p. 146).

The dashed ellipses in Figure 1 (around all theisersystems and the service exchange)
indicates that the service exchange between thefibemies and the service systems are not
separated from, but always embedded in, a wideialsegstem that has an impact on them.
Functional social systems are characterized bynigagocial structures with clear purpose
(meaning), role clarity (control), and transparefropral rules) (Giddens 1984).

During mutual service provision, all value co-cmegtactors draw upon a functional
service system in general, and upon rules and res®fthat is, social structures) in particular,
which enable and constrain the service exchanlgst@ted by the dotted arrow emanating from
“service structure”). This process then ensures tbhproduction (and sometimes the
transformation) of the social structure (illustcatey the dotted arrow emanating from “service
exchange”). The arrows emanating from “service arge” and “social structure” are dotted, as
well as the square around “social structure” tadat that both the structuration procassl the

social structures are unobservable
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Social System

Resource Integrator/ Resource Integrator/
Beneficiary <::> Beneficiary
(“Firm”) (“Customer”)

Service Exchange

................
' 1
| Social Structure |

Signification,
Domination,
Legitimation

Figure 1 Expansion of S-D logic by incor poration of social structure and service/social systems (adapted from
Vargo (2009b, 2009a)).

PROPOSITIONS FOR APPLYING KEY CONCEPTS FROM SOCIAL

CONSTRUCTION THEORIES TO S-D LOGIC
Four propositions are suggested for applying kegcepts from social construction

theories to S-D logic. Each of these propositiediscussed in more detail below.

Proposition 1: Value has a collective and intersubjective dimension and should

be understood as value-in-social-context
Vargo (2008) suggested that the term “value-in-useduld be replaced by the term

“value-in-context”, to reflect the fact that valigeinteractive, relativistic, and meaning-laderain
given context. However, despite this recognitiortha contextual nature of value, the literature

on S-D logic may be developed further by paying liekpattention to the social
15



structures, systems and social forces that haveajarmmpact on such value-in-context. The
present study thus contends that “context” incluakese than the resources that have been the
focus of much of the literature on S-D logic. Imet words, resources themselves should be
understood as social constructions. Moreover, thersiinvolved in a service exchange use these
resources within a social system. In short, sdoigles have a major impact on value co-creation,
and on how value is defined and perceived.

According to social construction theories, the oosrs involved in the social exchange
process are active in creating meaning (and thiueyérom the process (Cheung 1997). Social
construction theories thus contend that identictdractions between a customer and a provider
might imply different social and personal meanindspending on how such meanings are
defined and understood in different social systehime term “value-in-context” thus refers to a
multifaceted phenomenon that is uniquely and slyc@instructed between particular subjects,
including how value is perceived. Nevertheless, éRistence of social structures and systems
means that individual customers have many thingsommon, and they are often guided by
similar social forces. In some instances, collecBocial forces will play a dominant role, but in
other instances individual needs, preferences,thalid values will exert a strong influence
during service exchange and value co-creation.

In this regard, Deighton and Grayson (1995), takangsocial construction theories
approach, have contended that the value of prodiggends upon the degree of social consensus
about such value. According to this view, valuaas only determined by individual perceptions
of value-in-use, but also by wider social percapiolhe present study therefore contends that
value-in-context should be understood as valuseialcontext. This perspective recognizes
that an individual's value perceptions are, attl@agpart, dependent on the relative position of
the individual within the wider social context. Fexample, a person living in a village will
accord greater value to a small car if no one ieldbe village has a car than if everyone else in
the village possesses a large car (Alvesson 1%94pntrast, some service experiences (such as
concerts or football games) might be consideredeeatuable when shared with a large number
of other people. The notion of value-in-social-@xttis also apparent in the case of people
valuing certain luxury items because other peopkard them, but cannot afford them. The wider

social context again influences the value perceptiof customers (value-in-social-
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context). In summary, customers always compare sekras with others, and value perceptions

are therefore always relative. As Ariely (2008,3p.observed: “Most people don’t know what

they want until they see it in context ... Everythiagelative”.
How can these new insights help organizationsugetlustrate with an example from the
performing arts industry. Theaters and the perfognarts in general, are guided by social
norms and values that have an impact on how the@ateluctions are performed. They
need to reflect current trends, lifestyles, ne@dsferences and interests of both existing
and potential audiences (Scheff Bernstein 2007yvéder, at the same time, performing
arts organizations are also expected to challesggbkshed social norms. This leads to
the questions: What, then, constitutes good a# good performance? What is value in
such a (social) context, and how is it co-created with whom? We argue that these
guestions cannot be dealt with if we only consmj@erand and operant resources; we also
need to pay attention to, and develop a deepernstagheling of, the structural dimensions
in social systems (meaning, control and moral judesl other actors in the surrounding
social system. Social structures and actors, positand roles are an important frame of
reference, and the social context shapes the ssgséém in which performing artists
interact with their audiences and create expereeititat touch them. Individual opinions
may deviate from those of the majority, but theleglve view often has a major
influence on the development of what we, as indigld, perceive and communicate as
good art. This illustrates that societal normsugaland habits should be considered in
order to understand what is shaping various acteafie perceptions as a basis for
developing and managing value propositions, regooconfiguration as well as S-D logic

informed marketing decisions.

Directionsfor further research
The principal research implication of the propasitthatvalue should be understood as

value-in-social-contexts that more empirical studies are required on Bewice structures and
systems form the basis for value co-creation ifeteht social contexts, both at the collective and
individual level. Empirical studies are also regdiron how value is perceived by different
customers in different service contexts. For thigppse, researchers could seek to replicate the

experiments conducted by behavioral economistsh sag Ariely (2008), which
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revealed the importance of the context on decisiaking and value perceptions in various

marketing settings.

Proposition 2: The way in which resources are assessed depends on the social

context
Goods-dominant logic views the producer as thetoreaf value, and the customer as a

user or destroyer of value, while S-D logic vieveghbparties as resource integrators (FP 9) who

jointly co-create value (FP 6Although S-D logic emphasizes the primacy of operasources

as the fundamental source of competitive advantagsch et al. 2007), resources are valuable

only within particular social contexts. Such hunrasources are always embedded in socially

constructed systems, and different customers doneoessarily use and assess resources or
configurations of resources in the same way.

In designing the best service systems for servichange, it is therefore necessary to pay
attention to the actors’ positions, roles and doriteractions within social structures when
designing resource constellations to realize vahapositions. The customer’s position within a
social system, their role, their way of interactiagd the language used all represent resources,
and these should be included when designing resaonstellations to facilitate the realization
of value propositions. For example, passengers ninaiacraft are more likely to rely on
information announced by the captain than on thmesanformation provided by a cabin
attendant; in other words, the provider's positiwithin a professional group determines the

meaning and value accorded to the service.

Directionsfor further research
The principal research implication of the propasitis thatresources are assessed on the

basis of value in a social conteist that empirical studies are required in whiclugais co-
created through the utilization of resources aramemed in a variety of social contexts. For
example, healthcare resources could be assesspeopie representing different socio-cultural
groups with a variety of positions, roles and krnedge about the healthcare system. Such a study
could assess similarities and differences with ne¢a how different customers utilize their own
resources, and how they assess the resources bed#ithcare system. The outcome of such a

study could be used to improve the design of heaith processes that ensure more effective
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resources utilization. For example, it could hatptailoring patient information for different

target groups.

Proposition 3: Service exchange and value co-creation can be asymmetric
S-D logic emphasizes mutual service provision aaddesco-creation for the benefit of the

actors involved (Vargo and Lusch 2008b). These fitsn@e not at all times shared equally as
the social consensus in the marketplace is alwagengpromisebetween what the customer
wants, what the provider wants, and what the unstibalized reality allows (Deighton and
Grayson 1995). Pefialoza and Venkatesh (2006) hes@ided this phenomenon in terms of the
power relationships that exist among the variousracinvolved (customers, providers, and
perhaps consumer groups). In particular, some iedals can be expected to behave
opportunistically in any economic interaction thatvolves asymmetrically distributed
information (Williamson 1973). Utilizing social csetiuction theories, Deighton and Grayson
(1995) contended that transactions can be arramgedcontinuum: from trade with mutual gain,
to persuasion, to fraud, and ultimately to theftfdwge. Deighton and Grayson (1995) also noted
that ambiguity and asymmetry are important elemantseduction”, which they defined as the
transformation of a customer’s initial resistanceat course of action. Indeed, Deighton and
Grayson (1995) contended that, without ambiguityarkating has no role to play. The
contrasting positions of the company and the custdire., the company’s profit seeking motive
versus the customer’s desire for fair value for e@ynmay make service exchanges with fair
gains for both parties difficult to achieve, espdlyi if companies have information that
customers do not have access to (information asyngmerhis may be illustrated with an
example from a company that we are familiar withttbells branded stockings. This company
decided to price stockings of the same quality eding to the perceived luxury of the box: the
stockings packaged in the more luxurious looking laere considerably more expensive for
customers to buy than those in the regular boxeGihat the company’s production costs for the
stockings in each box were the same, and that st avdy slightly more costly to produce the
luxury box than to produce the regular version,dbmpany’s profits attributable to the stockings
in the luxury box were significantly higher tharetprofits on the stockings in the regular box.
This example illustrates how companies can usernmtion asymmetry to their advantage. If

customers knew that the significantly higher repaite that they paid for the stockings
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in the luxury box was not an accurate or propoeterreflection of the higher production costs of
the luxury packaging, then they may have reconedié¢neir purchase decision. In other words,
customers may perceive the luxury box to be moreaide than might be implied in the
production costs.

Customers’ value perceptions are also (subcondgjonfluenced by the way companies
present alternative offerings in a certain (sociedntext. For example, restaurants often
deliberately include an entrée with a very higtegrin their menus, well aware that few people
will buy it. This offering, however, provides a cparison and decision context that makes
customers then confidently choose (Ariely, 2008).

The examples show the role information asymmetrgypl for customers’ value
perceptions and behaviors. S-D logic informed miarseshould be able to make better decisions,
also in specific areas such as pricing, resultimgniore favorable customer experiences and
higher profitability for the company in the longreas customers may find out about companies’

deceptive strategies and then may decide to switeinother provider.

Directionsfor further research
The research implication of the proposition teatvice exchange and value co-creation

can be asymmetris that empirical research should pay more attantiioissues of power and
information asymmetries, including such phenomenag@ortunism, deception, persuasion and
seduction. Future research could focus on how paelationships influence service exchange
and value co-creation, and how various actors pexdhe value being created in the service
exchange. Concepts such as role conflict and rl@guity (House and Rizzo 1972; Kahn et al.
1964) should also be taken into account within ®dic. For example, service personnel can be
faced with situations in which it is difficult ta€ilitate a mutually beneficial service exchange,
because specific customer demands (for examplesiaedfor specific customization) contradict
the company’s rules and regulations. These comfjalemands can then cause role conflict for
employees (Wetzels et al. 1999), which can in tead to employee burnout tendencies (Singh
and Goolsbhy 1995).

20



Proposition 4: Service exchanges and actors’ roles are dynamic in adaptive
service systems
According to S-D logic, the co-creation of valueingerently relational. In this regard,

social construction theories can enhance undelistgnof service exchange and value co-
creation, since it holds that all roles, positiosguctures, systems and social interactions are
dynamic in nature. Thus, incorporating Giddens’84Pstructuration theory, this means that all
service systems are also always being continusaplpduced, and sometimes modified, through
service exchange. Customers’ experiences of sesenalce exchanges will, over time, influence
their perceptions and expectations of service vand how they should exercise their role as co-
creators of value. They thus develop a deeper stateting of service provision, while
internalizing the social systems in which they engbedded. The position, role and interactions
of customers within various social systems can feawgajor impact on the development of their
operant resources, and on their ability to use apkrresources during value co-creation.
Moreover, to facilitate fruitful developments ineth customers’ positions and roles, other actors
(especially front-line employees) might have torgdeatheir roles.

Although S-D logic does focus on dynamics, evohaiy development, and the
emergence of complex adaptive systems (Vargo arsth.2004), further elaboration of this
aspect of the conceptualization of S-D logic mawyntebute to the understanding of the
mechanisms in value co-creation (Merz et al. 20 logic has introduced the notion of
“adaptive competence” (Lusch et al. 2007; Vargale2008)—which refers to the ability of an
organization to adjust to changing circumstancesgsirenvironment. It is of interest to further
investigate the role of the social systems andasatiuctures in this adaptation. In this regatrd, i
is noteworthy that customers, employees, and o#mprs are increasingly interacting,
innovating, and learning through the technologies systems of social media such as Facebook
and YouTube. This phenomenon has changed the soeadity of customers, and it will
consequently have a major impact on the evolutiodypamic service systems. In the current
Web 2.0 era, customers are not only passively usingalso actively creating and sharing, web
content, and they thus not only co-create but etsproduce value and shape service as well as
social systems. Organizations will have to adaptdad ideally pro-actively influence—this new
social reality if they want to be able to contitaaunderstand and manage service exchanges and

co-creation of value with their customers in théufa. In particular, the so-called 21



“word of mouse” (Breazeale 2009) will become insiagly important in marketing, as has been
shown recently for example by the media attenti@ated by the YouTube video “United breaks
guitars”. This video has been watched by over &onilusers and is a major PR disaster for
United Airlines. In the video, a customer, who haypp to be a musician, performs a song in
which he complains about baggage handlers desgdysmTaylor guitar, and United Airlines not

being willing to listen and compensate him for tosts he incurred.

Directionsfor further research
The research implication of the proposition teatvice exchanges and actors’ roles are

dynamic in adaptive, value creating service systenthat future research should specifically
explore the impact that social media have on custsnother operant and operand resources, and
how companies can adapt to, and pro-actively imitee changing social realities. In particular,
future studies should focus on how younger custem#io are growing up with these new social
media, use, share, and create web content in s@aalice) networks and interact with other
users and companies. Other studies could examwechanges in the macro-environment (such
as new laws and regulations) affect service systamd actors. An example would be
deregulation or re-regulation of the telecommumaces sector. Deregulation, for example, would
most likely result in changes in service systenughsas increased service innovations, more

competition and more choices for customers.

CONCLUSIONS AND FUTURE RESEARCH
The aim of this exploratory, conceptual study wasxpand the understanding of S-D

logic (especially the concepts of service exchage value co-creation) by the incorporation of
key concepts from social construction theories iédastructures and systems, roles, positions,
interaction, and reproduction). Although the styshgsents no empirical analysis, illustrative
empirical examples have been provided to demoess@ine of the implications of the extended
framework of service exchange and value-in-socoaltext.
The study makes three specific contributions to litezature on S-D logic. First, the

introduction of the concepts of social structuned aocial systems can enhance understanding of
the mechanisms of service exchange and value etiane The study has paid attention to the

actors’ positions and roles in dynamic social systeand how these are influenced by
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the dimensions of social structures: (1) meanimgn{cation); (2) control (domination); and (3)
morality (legitimation) (Giddens 1984). Social stiwres are expressed through the norms, values
and ethical standards that guide what is acceptaideunacceptable during interactions between
individuals, which has implications for service banoge and value co-creation.

Second, the study has suggested four propositmmapplying key concepts from social
construction theories to S-D logic in general, aedvice exchange and value co-creation in
particular:

The first proposition was that value has a collectand intersubjective dimension and
should be understood as value-in-social-contex¢. §thdy has shown that value co-creation and
value perceptions cannot be fully understood untkss attention is paid to the positions and
roles of the actors involved. It is also appareat tcontext” includes more than resourpes se
rather, actors utilize resources within a sociatem in various ways, and they are influenced by
social forces that have an impact on resource sis&d, the perception of value, and the process
of value co-creation. Although collective sociatdes often play a dominant role, individual
needs, preferences, habits and values can alsoahaigmificant influence, during both service
exchange and value co-creation.

The second proposition was that the way in whicloueces are assessed depends on the
social context. S-D logic emphasizes the primacthefhuman resources; however, the present
study contends that resources become valuableiorthe social context of resources in action.
The utilization of resources is thus always linked actors who are embedded in socially
constructed systems; moreover, the operant andaogeresources that they utilize are also
socially constructed. It is thus necessary to pégnéon to the actors’ positions within social
systems, their roles and social interactions witiers, and the influences of social structures on
service provision.

The third proposition was that service exchange\ahae-co creation can be asymmetric.
Bilateral exchanges with mutual gain are only ooemf of transaction. More commonly,
customers are not fully informed; nor are they seadly “better off” following the service
exchange. Social consensus in the marketplacewaysal a compromise between what the
customers wants, what the provider wants, and whmatinstitutionalized reality allows. The

company’'s motive to achieve profits and the custtsnéesire for value for money
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might conflict, thus making service exchanges witltual gains sometimes difficult to achieve.

The fourth proposition was that service exchangas actors’ roles are dynamic in
adaptive service systems. Providers should degiice systems that are capable of adapting to
the changes induced by customers and other acitms ihe system, as well as by the social
forces outside the system. Customers, employeesthed actors interact, innovate, and learn—
especially through modern IT technologies and syste

Third, the study has made several constructive suggestibinsegard to future studies in
this area. It is suggested that future researc8-@nlogic should focus on various aspects of the
social reality (structures, interactions, positioasd roles) in which the same service is
exchanged. Comparing customers’ co-creation presemsd value perceptions in different social
contexts, by varying customers’ positions and rolad allow the influence of social structures
and forces to be explored.

As to future research in general, and empiricadistl in particular, we suggest a
combination of methods, including experiments, @pith interviews, case studies, observations,
simulations, and a self-reporting approach throwbicth data is captured by customers in situ—
l.e., data from customers in their own words, ieithown situation, when the service is
exchanged and the co-creation of value takes pldloeeover, researchers, trying to explain
phenomena in social groups, still collect data pneidately from individuals. This approach,
however, excludes the social context from the sindyeneral, and the relationships between all
actors involved in particular. By contrast, sociatwork analysis (Granovetter 1973) could offer
researchers a well developed technique from sagyolbat takes the relationships between the
actors in the social system as its unit of analyaisl therefore allows researchers to study
complex networks.

This paper has focused on the potential contributid social construction theories in
establishing a deeper understanding of service agggh and value co-creation in S-D logic.
Other related theories might also have a contdioutto make in establishing a better
understanding of S-D logic in the future. Thesdude: “marketing and social construction” (see
e.g., Hackley 2007); the emerging discourse of kee-as-practices” (see e.g., Andersson et al.
2008; Kjellberg and Helgesson 2007); and the “dogw of the market” (see e.g., Hacking

1999). Examination of the potential contributiontbése theories could facilitate the
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further evolution of S-D logic, and move it towardsocial-dominantlogic of marketing, in

which the exchange of services and the co-creatioalue is firmly placed in a social context.
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