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CHAPTER 1.  

INTRODUCTION 

The e-service delivery over the internet will be crucial and essential in network 

economics. Meanwhile, service-based business has emerged in the era of experience 

economy. Service marketing plays a vital role according to the characteristics of 

services, such as intangible, dissimilar, nonreturnable, and customizing. However, 

service pricing is complex and tricky due to it’s unique characteristics. 

The existing pricing methods can be unfolded to three folds: cost-based, 

competitive-based, and perceived-based. Furthermore, cost-based and 

competitive-based pricing methods are merely for mass customers and 

producer-oriented. Hence, the perceived-based pricing method is critical as related to 

the experience economy. 

According to the distinct perceived value, the differential pricing approach 

furnishes an avenue to explore optimal price based on the consumers’ perspective. 

Nevertheless, the measurement of perceived value is tough and complicated as a 

result of variational environment (that comprises both consumers 

and providers  co-shaping the experience). Accordingly, it is important 

to explore pricing methods within a vision from both sides (consumers and producers). 

This research will then devise an automatic, collaborative, and realistic pricing 

method in accord with the next generation of economy. 

 

1.1. Background 

1.1.1. Experience Economy 

For the past few decades, the significance of services to the global economy has 

grown steadily while the importance of goods has declined. Service sectors are central 

to overall economic performance, accounting for close to 70% of GDP and 

employment in OECD (Organization for Economic Cooperation and Development) 

countries and constitute a large and increasing share of intermediate inputs into the 

production of manufactured goods, affecting their cost, price and quality (as shown in 

Figure 1-1). 
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Figure 1-1 The Service Sector in Selected OECD Economies 

 

Table 1-1 Economic Distinctions 

Economic Offering Commodities Goods Services Experiences 

Economy Agrarian Industrial Service Experience 

Economic Function Extract Make Deliver Stage 

Nature of Offering Fungible Tangible Intangible Memorable 

Key Attribute Natural Standardized Customized Personal 

Method of Supply Stored in bulk Inventoried after 

production 

Delivered on 

demand 

Revealed over a 

duration 

Seller Trader Manufacturer Provider Stager 

Buyer Maker User Client Guest 

(Source: Pine II, B. J. and Gilmore, J. H., Harvard Business Review, 1998) 

The entire history of economic progress can be recapitulated in a four stage 

evolution. If we use an example that parents want to give a birthday cake to their 

children, there would be different outcomes for each stage. As a vestige, if in the 

agrarian economy, mothers made birthday cakes from mixing farm commodities, it 

might have cost mere dimes. As the goods-based industrial economy advanced, the 

mothers paid a dollar or two to bakeries for premixed ingredients. 

Later, when the service economy took hold, busy parents ordered cakes from the 

bakery which cost 10 or 15 dollars or ten times as much as the packaged ingredients. 

However, in the time-starved 1990s, parents don’t have to make the birthday. Instead, 

they spend 100 dollars or more to outsource the entire event that stages a memorable 
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event for the kids. This is an example of the new term called experience economy for 

the next generation of economy. 

Experiences are the fourth economic offering, (commodities, goods, services, 

experiences), as distinct from services as services are from goods, but one that has 

until now gone largely unrecognized. Experiences have always been around, but 

consumers, businesses, and economists lumped them into the service sector along 

with such uneventful activities such as dry cleaning, auto repair, or telephone access. 

When a person buys a service, he/she purchases a set of intangible activities carried 

out on his/her behalf. However, when he/she buys an experience, he/she pays to spend 

time enjoying a series of memorable events that a company stages. 

 

Figure 1-2 Relationship between experience and value co-production 

We define the consumption to purchase is the experience period for service 

delivery process. In this period, consumers and producers collaborate to generate a 

product with high co-produced value. Furthermore, value can be defined as benefit a 

consumer expects to gain a product or service, which is derived from a combination 

of benefits that are tangible and benefits that are psychosocial in nature. The 

perceived value of a product or service has a direct effect on demand and should be 

one of the factors considered when establishing a price. In the meantime, the price 

estimation is high when the period is closing to purchase based on high value. The 

uncertainty for both sides will become lower if the experience period is long. 

Gibbsons and Hopkins (1980) defines the elements of experience as the things 

that make the experience happen, including the nature of the activities selected, the 

skills to be applied through the activities, and the way in which the activities are 

facilitated. This work aims to generate an optimal price through an interactive system 

(nature of the activities). The collaborative process is memorable for the consumers 

rather than an intangible service delivery. Surely, this process is revealed over a 

duration and different to dissimilar consumers based on theories and methods of the 

system (skills to be applied). In the furnished context, we provide an information 

service delivery environment to interact with consumers and produce a personal 

information service through collaboration (the way where the activities are 
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facilitated). 

 

1.1.2. Service Science in Experience Economy 

Service science is a novel discipline which constitutes service technology, 

service engineering, service operation, service management, and service measurement. 

The critical element for service science is “value co-production” for service delivery 

between clients and providers. The highlight of the word “co-produce” is in 

accordance with the spirit of experience economy. 

The concept of service science is proposed by IBM which constitutes three main 

components: technology, business, and people. The definition of service is different 

from traditional services and can be loosely defined as “IT-shaped innovated 

e-services”. The service science tries to bring different perspectives together such as 

computer science, operations research, industrial engineering, business strategy, 

management sciences, social and cognitive sciences, and legal sciences to develop the 

skills required in a services-led economy. 

In the era of experience economy, the competitive position should be 

differentiated to furnish a customized climate that could cause impressive experience 

in innovated service delivery. This customized climate stands for an environment to 

co-produce value via a collaborative process. These differentiated production 

characteristics would accordingly affect certain economics issues such as pricing in 

service delivery. In other words, how to price a service delivered becomes an 

important problem in experience economy. It is believed that the pricing methods 

would move from market to premium (that means the price rises in a gradual progress 

while a provider furnishes a climate within a contextual atmosphere). 

Massage is an exemplar to demonstrate the premium pricing with various 

experience. The customers can inform the masseur or masseuse how to help them feel 

relaxed and more comfortable for special parts during the service delivery process. If 

their satisfaction is higher, they will pay more, even over the original price 

(premium). 
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Figure 1-3 The progression of economic value 

According to our intended goals, the increase of co-produced value results in 

high satisfaction (maximum utility) for final information product. The price will be 

charged high based on maximum utility. Conversely, if the collaborative process is 

long, the consumer experiences more information goods during the period. The price 

will be charged high owing to the additions of trial and customized costs. Hence, the 

future pricing methods will focus more on the impressive e-service delivery in 

accordance with the spirits of service science and experience economy. The 

collaborative value co-production in service delivery becomes a significant 

opportunity for emerging pricing methods in the experience economy. 

 

1.2. Research Questions and Objectives 

The pricing issue is critical and essential for the oncoming era of experience 

economy that is addressed in the aforementioned section. Various differences and 

commonalities in pricing paradigms for information goods will be examined in 

chapter 2. As for shared characteristics, the goal of each method was not necessarily 

to maximize profits, but rather to optimize pricing from different perspectives. This 

study synthesizes and analyzes studies in terms of objectives, structural elements, and 

beneficiaries (e.g., consumers, suppliers, or government). Nevertheless, each 

perspective considers only some pricing issues for certain confined problems. 

Real-world problems frequently require consideration of numerous perspectives.  

Novel pricing methods combined with synthesized perspectives can be devised 

to tackle real pricing issues. In other words, the experience during the process of 

service delivery is significant for the customer. However, the discovery of optimal 

price that is based on optimal perceived value is sparse among current methods. 

Hence, the research question of this study is: what is the optimal price from 

collaborative e-service delivery process; meanwhile, within the optimal utility and 
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profit. 

The pricing method that is embedded in collaborative process is needed to be 

further explored according to the spirit of value co-production. A comprehensive 

pricing method which encompasses diversified notions is scarcity and essentiality. 

Consequently, the enhancement of this trend is worthwhile and attractive for further 

investigation. 

Moreover, this research aims to devise a novel pricing method for e-services in 

experience economy. The method synthesizes different experience-related notions 

such as collaborative prototyping design, proactive needs estimation, 

reference-point-based utility computation, and active version rectification. The major 

objectives of the method could be unfolded as below. 

(1) Building a unifying framework for information goods pricing methods. 

We will survey existing pricing methods for information goods and synthesize 

critical and structural elements within each category. The taxonomy model will 

indicate the purpose of all methods and the possible direction for future pricing 

approaches. 

(2) Furnishing a climate of service delivery with a collaborative process to 

experience impressively. 

We will apply the concept of collaborative prototyping to e-service delivery in 

order to grasp the user’s needs immediately; meanwhile, employ Markov chain 

approach within ERG theory to estimate needs more accurately and efficiently. 

(3) Exploring the optimal price based on optimal utility realistically. 

We will utilize prospect theory which provides a reference point as a foundation; 

meanwhile, improve the utility estimation more realistically. The reason for 

employing prospect theory is that the utility value is a variant according to different 

users within different reference points. 

(4) Rectifying service version(s) automatically. 

We will apply mean error rate (MER) as a threshold to verify and trigger the 

revision process which comes from the notion of software maintenance. In addition, 

we will utilize knowledge-base to re-assemble the new version(s) and replace the 

lower profit or usability one(s). 

 

1.3. Contributions 

The contribution of this research is to devise a novel pricing approach for digital 

services that overcomes the dilemma of emphasizing merely on the consumer or 

service providers. Moreover, the current pricing methods are inappropriate for the 

concept of service science and can’t move to experience economy.  

Since the IT-shaped innovative e-service and value co-production are the 
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emerging trends for the oncoming experience economy, an innovative pricing method 

should be shaped for survivorship. Thus, we propose a synthesized method that 

innovatively combines various concepts to generate optimal price within maximum 

utility (from consumer) and optimal profit (from service provider) in experience 

economy, such as collaborative prototyping, prospect theory, ERG theory, and 

software maintenance from different domains. The major contributions could be 

unfolded as follows: 

(1) Providing a classified framework for future pricing methods. 

The existing methods merely focus on a specified intention, for example, consider 

psychological reasons or profit maximization. The unifying framework not only 

distinguishes the specified intentions of methods but indicates combinational 

approach is essential and significant. Consequently, this research sketches and 

indicates the future roadmap and skeleton for feasible pricing approaches within the 

notion of value co-production. 

(2) Furnishing customized and collaborative pricing process. 

One of the significant issues involved in the value co-production process is 

experience-based pricing. The collaborative process furnishes an avenue to 

immediately probe and grasp user’s needs, followed by several prototypes 

automatically generated according to the emerging needs. This climate of 

collaborative co-production experience would subsequently affect the pricing in 

service delivery, yielding what we called experience-based pricing. 

(3) Pricing with real-time needs prediction and superior utility measurement. 

We apply Markov chain within ERG theory to grasp current needs and predict 

next status immediately. Thus, the real-time needs can be estimated more proactively 

and accurately. In addition, we also apply prospect theory which provides a concept of 

reference-point-based utility computation that may result in superior utility value. In 

other words, the reference point changes in dynamic context according to time and 

interaction. 

(4) Revising the un-profitable version proactively via knowledge-base. 

We utilize the MER concept to examine each version periodically in order to 

maintain the profits. Thus, this research applies linear regression to discover 

significant factors and re-organize the content of the un-profitable version. The 

revising process is proactively and automatically triggered by knowledge-base in the 

back-end of the system. 

 

1.4. Content Organization 

The remainder of this work is organized as follows. Chapter 2 addresses the 

significance of information goods offering service (a kind of e-services) and 
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synthesizes the state of the art for pricing methods among certain literature. In 

addition, a unified taxonomy model is proposed to classify pricing methods in terms 

of varied categories. Also, the trust, privacy, and piracy issues are considered in the 

discussion. 

Chapter 3 addresses the research methodology and rationale to design iPrice 

system. The pricing process of iPrice system demonstrates the concept from several 

steps. Moreover, the platform and architecture we utilized are described following the 

system framework. Chapter 4 depicts the GUI design which comprises versioning 

ontology and service attributes. The versioning ontology provides a standard for 

future e-service providers. The service attributes illustrates the characteristics for each 

service. 

Chapter 5 to 7 unfolds the rationales and evaluation criteria for each module of 

iPrice. The theoretical concepts and operational design are depicted in accord with 

foundations of theories, equations, and algorithm. Furthermore, the comparison of 

competition theories such as prospect theory/expected utility theory and ERG 

theory/Maslow theory are examined from evaluation the performance of each module. 

 

Figure 1-4 The relationship and process among each chapter 

Chapter 8 utilizes iCare e-services delivery as an application. We synthesized the 

home technology and care technology from certain projects to identify the shortages 

up to present. iCare is a fresh industry which emphasizes on the quality of life of 

elderly people within ubiquitous sensors. Thus, the customized e-service delivery is 

critical and essential in iCare. The proposed iPrice system provides a stage to 

collaborate and co-create value in order to explore appropriate e-service delivery and 
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optimal price. The systematic pricing method predicts real-time needs, interacts with 

the user, and measures the utility realistically. In addition, the system revises the lower 

profit or useless version(s) automatically. 

Chapter 9 demonstrates the rationale, managerial implications, tools of research 

design, and the conclusions. A comparison of this work and related research and 

managerial implications are unfolded and clearly explained in detail. Finally, the 

conclusion is discussed in the end. 


