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          In the last decade, as a response to increasing global competi-
tion, manufacturing companies have increasingly shifted from 
manufacturing products to offering industrial product-services. 
As researchers have increasingly noted, this servitization 
movement has advanced beyond offering simple add-on ser-
vices, such as technical user training or product demonstra-
tions, to more complex, high-value-added services, such as 
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product optimization or maintenance ( Gebauer, Friedli, and 
Fleisch 2006 ;  Baines et al. 2009 ). In many frontrunner manu-
facturing companies, add-on services are increasingly being 
complemented by high value-adding services, with some 
companies even operating the product sold to the customer. 

 Several factors have motivated this shift. First, offering 
product-services can lead to fi nancial benefi ts, in the form of 

Technology Management ,  Journal of Manufacturing Technology , and oth-
ers.  david.ronnberg.sjodin@ltu.se 

     Joakim Wincent  is a professor of entrepreneurship at Hanken School 
of Economics and Luleå University of Technology. His current research inter-
ests cover interorganizational exchanges, network management, managing 
R&D, and organizing new venturing. He is currently involved in the Faste 
Laboratory, a VINN Excellence Center aiming to develop new methods and 
tools for enabling functional product innovation. He has published in sev-
eral distinguished international journals, including  Academy of Manage-
ment Review ,  Organizational Research Methods ,  Strategic Organization , 
 Journal of Business Venturing , and others.  joakim.wincent@ltu.se 

     Marko Kohtamäki  is a professor of strategy, head of the Department of Man-
agement, and a co-director in the Networked Value Systems (NeVS) research 
program at the University of Vaasa. He works as a visiting professor at the 
Luleå University of Technology and takes special interest in industrial service 
businesses, fast strategy, and business networks of technology companies. 
He has published in several distinguished international journals, including  In-
dustrial Marketing Management ,  Strategic Entrepreneurship Journal ,  Journal 
of Business & Industrial Marketing , and others.  marko.kohtamaki@uwasa.fi    DOI: 10.5437/08956308X5703227 



Mastering the Transition to Product-Services May—June 2014 | 45

higher profi t margins and more stable income. Companies 
such as GE, IBM, and Siemens secure a steady fl ow of revenue, 
even during economic downturns, by locking customers into 
long-term service agreements ( Sawhney, Balasubramanian, 
and Krishnan 2003 ;  Kohtamäki et al. 2013 ). For example, GE 
aviation offers OnPoint Solutions, which enables customers 
to create a customized combination of products and services 
to meet their particular needs, including fl exible fi nancing op-
tions and service agreements to reduce fi nancial and opera-
tional uncertainty. Second, adding service components to 
physical products offers strategic benefi ts in the form of in-
creased inimitability. Industrial services enable manufac-
turing companies to achieve product differentiation by 
customizing product-service offerings to meet diverse cus-
tomer needs ( Gebauer and Fleisch 2007 ). Finally, adding 
service components has been found to increase the market 
attractiveness of the product component, leading to in-
creased sales growth ( Kohtamäki et al. 2013 ). In this way, 
industrial product-services offer manufacturing companies 
a strategic opportunity to secure long-term competitive 
advantage. 

 However, the shift to a product-service approach, as op-
posed to a pure product-oriented manufacturing model, does 
not come without challenges, a reality refl ected by the fi nd-
ings of a 2004 survey study. Only 21 percent of companies 
surveyed achieved fi nancial success with an industrial ser-
vice strategy and most participating companies abandoned 
their service strategy after a few years ( Baveja, Gilbert, and 
Ledingham 2004 ). The company seeking to make such a 
shift must engage in an organizational transformation in the 
way it creates, delivers, and captures value. This requires the 
development of new processes, routines, and capabilities. In 
particular, this revised approach, with its reliance on custom-
ized solutions, requires an increased focus on co-creating 
value with service delivery partners (such as dealers or dis-
tributors) and customers. 

 Although the number of studies on servitization has 
increased, most work continues to be conceptual or based 
on case studies. Little is known about the magnitude of 
the transition from manufacturer to industrial product-
service provider or the types of industrial services that are 
offered by those who make the transition successfully. Con-
sequently, the current literature lacks illuminating details 
on how product-service combinations are packaged and 
sold through different business models and how differ-
ent product-service/business model combinations impact 
performance. 

 This study seeks to fi ll that gap by providing descriptive 
statistics to capture the extent to which manufacturing 
companies have developed into industrial product-service 
providers. Mapping the types of product-services offered 
and how different service combinations are linked to 
business models, we explore the effect of these business 
models on fi nancial performance. Case studies with front-
runner companies that offer high-value industrial product-
services offer deeper insight into the distinctive capabilities 
required for the organizational transition to servitization.  

 The Study 
 To explore what kinds of product-services companies are 
offering, and how they are using creative business models 
to generate value from those product-service systems, we 
conducted a mixed-methods study, eliciting quantitative and 
qualitative data via a web-based survey and subsequent de-
tailed case studies. 

 Although our data is collected from Finnish and Swedish 
companies, the results hold implications for global companies 
intending to move from pure manufacturing to a product-
service model.  

    The Survey 
  In order to acquire an overview of the current state of product-
service offerings, we sent a web-based questionnaire to 404 
Finnish manufacturing companies; we included all compa-
nies registered under standard industrial classifi cation code 
28 (manufacturing industry) that employed 20 or more em-
ployees. These sampling criteria ensured that our survey in-
cluded medium and large companies from product-dominant 
industries that may be infl uenced by the transition toward 
servitization. 

 The survey, which was to be completed by managing di-
rectors or directors responsible for service business develop-
ment, asked about the types and extent of product-services 
offered by the companies. In the survey, company respon-
dents were asked to indicate whether their companies of-
fered 17 industrial product-services identifi ed in earlier 
work. This comprehensive list of industrial product-services 
were identifi ed and compiled from the prior research litera-
ture ( Antioco et al. 2008 ;  Homburg, Fassnacht, and Guenther 
2003 ;  Morris and Davis 1992 ;  Oliva and Kallenberg 2003 ). 

 In total, 122 companies responded; seven inadequately 
completed forms were eliminated from analysis, resulting in 
a response rate of 28 percent. Respondent companies em-
ployed, on average, 115 workers (median of 100 employees) 
and had average net sales of approximately €30 million (me-
dian of €14 million) and an average ROI of about 19 percent 
(median 19 percent).   

 The Case Studies 
 To further explore how organizations make the transition 
from manufacturing to a product-service model, we under-
took another data collection effort that involved case studies 
in 11 Swedish and Finnish manufacturing companies widely 
recognized as frontrunners in offering diverse industrial 
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product-service systems. In total, we conducted 30 interviews 
with various respondents from Volvo Construction Equip-
ment, GKN Aerospace, Ericsson, Sandvik Coromant, Volvo 
Cars, LKAB, Bosch Rexroth AG, Gestamp Hardtech, Outotec, 
Metso, and ABB Robotic. These companies were selected 
because all of them have long experience in offering diverse 
portfolios of product-services. For example, Volvo Construc-
tion Equipment offers total care solutions and diverse service 
agreements; Sandvik Cormant offers productivity improve-
ment and logistics solutions; Bosch Rexroth AG provides 
conditions monitoring and mobile replacement services; 
Gestamp Hardtech offers tool optimization on-site and train-
ing; and ABB offers end-of-life, installation, and mainte-
nance services. 

 The aim of interviewing respondents from such pio-
neering companies was to explore their opportunities and 
challenges and to identify the distinctive capabilities they 
developed to facilitate the transition to a product-service 
orientation. We analyzed interview data using constant com-
parison techniques to identify patterns in a large, complex 
dataset. This technique uses a series of iterations that in-
volve going back and forth between empirical data acquired 
from multiple respondents across case companies. This ap-
proach allowed us to map themes and overarching dimen-
sions that form a theoretically and empirically grounded 
framework of, in our case, the four distinctive capabilities 
required for successful engagement in product-service 
offerings.     

  

 FIGURE 1 .       Product-services offered by surveyed companies    

 Industrial Product-Service Business Models 
 Survey respondents reported engaging in a range of product-
service offerings ( Figure 1 ). The most commonly offered ser-
vice was customer consulting and support by phone, with 75.7 
percent of fi rms offering these services at least to some degree, 
followed by technical user trainings (70.4 percent), installation 
services (67 percent), written information (64.3 percent), and 
prototype design and development services (64.3 percent). In 
contrast, product-services related to operating customers’ pro-
cesses (14.8 percent), operating sold products (23.5 percent), 
and performing feasibility studies (24.3 percent) were the least 
likely to be offered by our sample fi rms.     

 In order to evaluate the business value of the product-ser-
vice offerings described, we categorized different product-ser-
vices into groups based on the logic of their underlying business 
model. We began by looking at  Tukker’s (2004)  categorization 
of industrial product-service business models into three types: 
product-oriented, use-oriented, and results-oriented. This 
framework distributes industrial product-services across a 
spectrum, from pure products at one end to pure services at 
the other end. These categories, however, are highly general-
ized and sometimes diffi cult to differentiate. Using factor anal-
ysis, we arrived at a more differentiated categorization that 
included four business model categories ( Figure 2 ):
   
   1.    Add-on customer services,  
  2.    Maintenance and product support services,  
  3.    R&D-oriented services, and  
  4.    Functional and operational services.   

Referring to Tukker’s scale, 
the fi rst two models can be 
regarded as product ori-
ented; their emphasis is on 
services related to the sale 
of a product, which remains 
the primary focus of the 
company. The third model, 
R&D-oriented services, falls 
under Tukker’s use-oriented 
category, and the fourth 
model of functional and 
operational services links 
to results-oriented models 
in Tukker’s framework. 
Both R&D-oriented services 
and functional and opera-
tional services models have 
a greater focus on service 
components.     
 The  add-on customer services 
business model  includes ser-
vices designed to educate 
customers about the com-
pany’s products. This can 
include, for example, tech-
nical user trainings, cus-
tomer seminars, telephone 
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support, and product demonstrations. These types of offer-
ings are usually intended to add marketing value and en-
hance the usability of products. For example, Sandvik 
Coromant (a tool manufacturer) provides support material 
such as user manuals and a train ing program for users. 

 The  maintenance and product support services business model  
includes maintenance, technical support, and installation 
services. These services are generally intended to minimize 
the total cost of ownership and even to provide for a prod-
uct’s end-of-life. The focus in this model continues to be on 
increasing product sales; bundling maintenance services with 
the product is intended as a way to enhance its attractive-
ness. For example, ABB Robotics (a manufacturer of indus-
trial robots and modular manufacturing systems) provides a 
maintenance service package that includes regular inspec-
tions and diagnostics, preventive maintenance, remote con-
dition monitoring, and refurbishing and reconditioning 
services. 

 The  R&D-oriented services business model  includes advanced 
industrial product–related services such as conducting feasi-
bility studies, designing and developing prototypes, and 
performing problem analysis to identify potential improve-
ments to product concepts. These services can be contracted 
separately or embedded into the product customization pro-
cess as part of an integrated solution. For example, LKAB (a 
manufacturer of iron pellets) offers its customers use of an 
experimental blast furnace, a tool used to test peripheral 
blast furnace equipment and the blast furnace process. Hav-
ing access to LKAB’s experimental furnace allows customers 
to collect early test results without investing in an expen-
sive, highly specialized piece of equipment. LKAB offers this 

  

 FIGURE 2 .       Industrial product-service business models    

  

 FIGURE 3 .       Product-service business models used by surveyed 
companies    

R&D service either as part of 
an integrated solution or as a 
separate service, depending 
on the customer’s preference 
and needs. 

 The  functional and opera-
tional services business model  
includes services such as op-
erating customer processes 
or operating products sold to 
the customer. The aim of 
this business model is to sell 
a result or capability rather 
than a physical product; the 
customer buys the func-
tional output of the product. 
The service provider, there-
fore, is responsible for ensur-
ing availability of the desired 
output. As a result, this 
model tends to be highly ser-
vice based and requires the 
provider to assume a high 
level of risk and responsibil-
ity, for which customers pay 
a premium price. The ex-

treme end of the functional services business model is the 
offering of a functional result in more abstract terms, so 
that the provider has total freedom to decide how to de-
liver the guaranteed result for an agreed-upon price. A 
well-known example of this type of business model is Rolls 
Royce’s Power by the Hour program, in which airlines pay 
for an engine’s operation (that is, hours of operation); 
maintenance and other services are provided as needed to 
ensure the specifi ed hours of availability. 

 Companies participating in our survey study were found 
to be largely offering the fi rst two business models related to 
lower value-adding services ( Figure 3 ). This fi nding is in line 
with prior research showing that companies tend to adopt a 
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servitization strategy gradually, beginning by offering basic 
services and then moving toward increasingly advanced 
and high-value-adding services as they gain experience and 
capabilities ( Oliva and Kallenberg 2003 ;  Meier, Roy, and 
Seliger 2010 ). It is interesting to note that only 19.2 percent 
of the surveyed companies actively offer functional and 
operational services, compared to 56.7 percent for add-on 
customer services. In particular, our results show that com-
panies often engage in lower value-adding service business 
models and more advanced models such as functional and 
operational services at the same time (so that the percent-
age of business model offerings in our sample adds up to 
more than 100 percent). This suggests that the different 
service-related business models can be placed on a contin-
uum, with companies layering on new, complementary ser-
vices rather than abandoning lower-level offerings as they 
move up the continuum.     

 The relationship between industrial services and fi nancial 
performance is complex. Although some studies have found 
positive effects ( Oliva and Kallenberg 2003 ;  Davies 2004 ; 
 Gebauer, Edvardsson, and Bjurko 2010 ), others have sug-
gested a negative or nonlinear effect on fi nancial perfor-
mance ( Fang, Palmatier, and Steenkamp 2008 ;  Neely 2008 ; 
 Kohtamäki et al. 2013 ). To evaluate the effects of the differ-
ent services provided on a company’s fi nancial performance, 
we conducted a regression analysis on our survey data, ex-
amining the infl uence of product-services on the compa-
nies’ share of revenues from services, which is strongly 
related to revenue growth. We examined the infl uence of 
add-on customer services (β= –0.28,  p  < .01), maintenance 
services (β= 0.37,  p  < 0.01), R&D-oriented services (β= 0.23, 
 p  < 0.01), and functional services (β= 0.21,  p  < 0.01) on the 
company’s share of revenues from service over a period of 
two years (2009–2010) ( Figure 4 ). This implies that indus-
trial product-service business models are an important 
driver of revenue growth for our surveyed companies. 
Thus, our results are in line with prior studies that have 
found that activeness in offering different industrial 

product-services leads to increased fi nancial performance 
( Kohtamäki et al. 2013 ).     

 Specifi cally, we found that the maintenance and product 
support services business model is strongly related to gains in 
fi nancial performance, and the R&D-oriented services and 
functional services business models are also linked to positive 
fi nancial performance. However, the add-on customer ser-
vices business model had a negative effect on fi nancial per-
formance in our sample. These results suggest that focusing 
on lower value-adding (product-centric) services is a neces-
sary stepping-stone to becoming a services-oriented com-
pany, but they are not suffi cient to drive revenue growth.   

 Developing Product-Service Capabilities 
 Competitive pressures may make a shift toward value-
adding R&D and operations services critical for differenti-
ating industrial product-services and driving fi nancial 
performance. As an R&D manager at one of our case com-
panies remarked, “We are not going to be selling machines 
in the future; we will be selling customer solutions.” Indeed, 
many established industrial manufacturers have transformed 
their core business to position themselves as service provid-
ers with extensive portfolios of industrial product-services. 
In several front-runner companies, this transition has 
manifested itself in strategic goals to generate 50 percent to 
60 percent of overall revenues from services in the next 
three to fi ve years. 

 However, transitioning from a product-centric to a service-
centric business model is not a simple process, and varia-
tions in outcomes are inevitable. To explore the underlying 
factors that differentiate successful providers from those 
who do not make the transition successfully, we conducted 
interviews to gain insights into the key challenges compa-
nies faced during the transition and the capabilities they 
developed to mitigate those challenges. Based on our quali-
tative analysis, we identifi ed four distinctive capabilities 
common to successful product-service providers, their un-
derlying dimensions, and the key actions or activities to de-
velop those capabilities ( Table 1 ).      

    Business Model Design 
 Bundling products and services represents a key challenge 
for companies making the transition to a service orientation, 
and all of the front-runner companies we studied high-
lighted the importance of developing a mechanism for cre-
ating and capturing value from product-service offerings. 
Interviewees agreed that designing attractive product-service 
business models largely depends on understanding cus-
tomers’ challenges and communicating a value proposition 
that meets customers’ needs. 

 This necessarily changes the way these companies ap-
proach and interact with customers. As one senior service 
manager at a manufacturer of construction equipment ex-
plained, “We are not selling a product or a service; we are gen-
erating value for our customers though a combined offer. 
We want to communicate this every time we interact with 
customers.” Supporting this value focus required companies 

  

 FIGURE 4 .       Relationships between product-service business models 
and fi nancial performance    
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to develop a different marketing approach—in particular, 
recasting informational materials to put equal emphasis 
on both product and service offerings. According to an af-
tersales manager, “increased focus has been placed on us-
ing marketing as a way to re-create our industrial image.” 
Another aftersales manager told us, “Our delivery organi-
zations heavily rely on the marketing material that we pro-
vide to convince customers about their savings and added 
value.” 

 But these communication efforts are not without chal-
lenges, among them, managers suggested, the complexity 
of product-service offerings. Clarifying the benefi ts of these 
offerings led front-runner companies to develop new ways 
to communicate value to potential customers. A manager 
from a tooling company explained, “In several markets, we 
use demonstrators or calculators that show how customers 
can achieve higher savings through buying integrated offers 
as opposed to standalone products or services. This is a pow-
erful tool for them to communicate fi nancial benefi ts.” 
Thus, case study companies introduced several activities to 
communicate value creation and propositions effectively to 
customers. 

 Capturing value requires an increased focus on pricing in 
a way that refl ects the generated value. This can be diffi cult, 
especially when the pricing structure is at odds with cus-
tomer expectations. According to a manager in the aerospace 
industry, “Our customers sometimes expect certain services 
to be provided free or at minimum cost; this can be problem-
atic for us [in terms of commercializing services].” A lack of 
experience with pricing services and the high level of risk as-
sociated with service agreements can also lead providers to 
over- or underestimate the value of product-service offer-
ings. Another service portfolio manager described a further 
complicating factor: “We can’t speculate in advance how our 

 TABLE 1 .       Learning activities for developing capabilities to provide industrial product-services  

  Capability Capability Dimensions Activities to Develop Capabilities  

  Business model design •    Focus on a value-driven marketing approach  
•   Adopt a value-based pricing strategy  
•   Develop risk- and revenue-sharing agreements  
•   Increase focus on fl exibility and customization   

•    Revise internal outlook toward selling a solution rather than 
products or services  

•   Establish brand image as a provider of product-services 
through marketing activities  

•   Build internal tools and demonstrators to help customers 
visualize fi nancial and other benefi ts  

•   Increase focus on developing risk- and revenue-sharing 
agreements that consider delivery partners’ and customers’ 
interests  

•   Focus on increasing possibilities for customization by adding 
room for fl exibility in the agreements  

•   Explore new payment approaches considering creative and 
unorthodox solutions    

 Network management •    Involve new and existing partners  
•   Develop partner understanding  
•   Align partner incentives  
•   Establish relationship management unit   

•    Map competence and resource needs to offer diverse 
product-services  

•   Identify potential partners inside and outside the value chain  
•   Develop partner knowledge to understand their goals and 

motives  
•   Engage in joint exploration projects to identify mutually 

benefi cial offers  
•   Designate formal roles to manage relationships with partners  
•   Engage in formal and informal meetings with partners to 

deepen relationships and build commitment    

 Integrated development •    Link disconnected development processes  
•   Enhance potential to capture customer needs  
•   Use product-in-use information (e.g., remote 

diagnostics)   

•    Connect service development process with established 
product and technology development processes  

•   Revise ideation focus toward identifying customer needs and 
potential solutions rather than ideas for products or services  

•   Implement systems to capture and integrate product-in-use 
information during development    

 Service delivery network 
 management

•    Extend involvement of delivery partners  
•   Facilitate transition of delivery partners  
•   Train and recruit front-line sales and 

engineering staff  
•   Develop support strategy for delivery partners   

•    Introduce process to identify attractive delivery partners 
with appropriate competencies, resources, and customer 
segments  

•   Support delivery partners with incentives and opportunities 
for growth  

•   Implement training programs for delivery partner staff to sell 
and deliver services  

•   Develop support material for service delivery network partners     

 Capturing value requires an increased 

focus on pricing in a way that refl ects 

the generated value. 
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To ensure such alignment with diverse partners, our case 
companies introduced processes to build partner knowledge 
and relational skills. This meant understanding partners’ 
goals, competencies, and directions for growth. Some com-
panies also initiated joint exploratory projects to identify 
potential products and services, allowing them to construct 
offerings that fi t partners’ strategic focus and secure partner 
commitments to assume the higher level of risk and respon-
sibility represented by these offerings. 

 Several companies felt so strongly about the importance 
of partner management in product-service offerings that 
they created specialized “relationship management units” 
responsible for managing and coordinating relationships 
with different partners. In this structure, project coordinators 
were responsible for building professional and personal re-
lationships with partners, holding regular partner meetings 
with key strategic suppliers, and taking proactive steps to 
ensure mutually benefi cial relationships and product-service 
offerings were developed.   

 Integrated Development 
 For manufacturing companies, product development is typi-
cally the core focus, with service development an after-
thought managed by the marketing or sales business unit. An 
integrated offering requires that the product and service 
components be well integrated during the research and de-
velopment stages. Our case companies understood this limi-
tation early in their transformation but had to work actively 
to build the capability for combined product and service de-
velopment processes. Most of the front-runner companies, 
however, were motivated to introduce integrated develop-
ment processes because such processes promised to reduce 
development costs and produce offerings that enhanced 
customer value. As a senior manager at a construction equip-
ment manufacturer explained, “If we sell the availability of 
our machine to customers, we can accordingly design and 
confi gure the machine to fulfi ll higher operational require-
ments, such as increasing the quality level of certain parts. 
At the same time, we can design and develop a suitable 
maintenance workfl ow, which further reduces the possibil-
ity for breakdown.” 

 An important condition for an integrated product-
service development process is the integration of customers’ 
inputs early in the ideation phase. Most managers agreed 
that commercializing successful product-service solutions 
required truly understanding customers’ needs and build-
ing offerings accordingly. The companies addressed this is-
sue by introducing streamlined customer information 
management routines, which increased their ability to ac-
cess, organize, evaluate, and use customer input. 

 In addition, high-end product-service offerings offered 
opportunities to capture information about the product in 
use. This approach provided critical input for product modi-
fi cations and redesign and information regarding the scope 
of service developments needed to meet customers’ future 
needs. Some companies used their technological competen-
cies to develop advanced monitoring systems that were 

product will be used by customers. This adds an unknown 
factor into our calculations and makes them complicated.” 

 Responding to these challenges, case companies expended 
a great deal of effort developing new routines and customer 
agreements to calculate appropriate prices that balance risks 
and revenue-generation possibilities. Companies arrived at 
their pricing structures by evaluating competitors’ pricing 
plans and frequently took inspiration from pure service in-
dustries, such as telecom, banking, and insurance. The value-
capturing agreements they created provided for a high level 
of customization and fl exibility, allowing the companies to 
charge premium prices and enhance customer satisfaction. 
In some case companies, creative payment systems allowed 
additional conduits to capture value and reduce risks. One 
project manager described how his company approached 
pricing in a way that provided benefi ts both to the company 
and to its customers: “Breaking down our payments over 
time in subscriptions has been a major fi nancial challenge, 
but it also has benefi ts, as we can ensure long-term commit-
ment from our customers and a steady fl ow of revenue.”   

 Network Management 
 Our interviews with front-runner product-service provid-
ers suggest that offering integrated product-service solu-
tions requires effectively managing relationships with new 
and existing partners. A process specialist from an aero-
space company highlighted this notion: “We are not in the 
industrial position to offer services without support of our 
partners.” A manager at a construction equipment com-
pany supported that point, stating that “Offering func-
tional services [that is, ensuring 95 percent availability of 
the product] would imply that we have the support of sup-
pliers, distributors, and maybe in certain cases new part-
ners that can undertake on-site maintenance and repair 
operations.” These remarks highlight the need to involve 
existing value chain partners and actively explore the in-
volvement of new partners, for instance, specialized small- 
and medium-sized enterprises. Such partnerships can 
mitigate the lack of required competencies in-house and 
allow the company to share the risks and responsibilities 
of the product-service system. Our case study companies 
all engaged in building a better understanding of their 
partners’ businesses and motives to ensure sustained in-
volvement in the transition. 

 We found that the ability to manage the partner network 
is typically a result of aligning incentives across the network. 

 An integrated offering requires that the 

product and service components be 

well integrated during the research and 

development stages. 
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deployed as part of most products. These systems provided 
for remote diagnostics, but they also allowed companies to 
gather operational information that could have strategic 
value. As one respondent emphasized, “We have never had 
so much information about our customers’ product usage; 
we are still trying to understand how we can strategically 
use such massive information.”   

 Service Delivery Network Management 
 The service delivery network includes dealers, distributors, 
service partners, and branches that take an active role in 
linking forward to customers and users and backward to the 
provider. The role of the service delivery network is signifi -
cantly different under a product-service strategy. And the 
service delivery network becomes even more important in 
the context of high-value-adding product-services due to 
the increased focus on value co-creation. According to a re-
gional manager, “Capturing service market without our 
delivery organizations’ support is not possible. Therefore, 
their involvement is essential as they know our market/
customers and have prior relations with them.” 

 A common challenge for case companies was the lack of 
qualifi ed service delivery partners in global markets; product-
oriented dealers frequently lacked the resources and skill sets 
needed to successfully market and deliver product-service of-
ferings. According to a portfolio manager, “We offer products 
in many countries and have the ambition to sell services glob-
ally, but we are constantly challenged because we do not have 
competent dealers or service partners to support service sales 
globally.” To mitigate this challenge, we observed that a sys-
tematic process was introduced by several companies to attract 
and retain the best distributors based on the distributors’ per-
ceived ability to offer product-services and an evaluation of 
the attractiveness of their customer segments for product-
service offerings. This was an ongoing process; new distribu-
tors were added over time as the product-service offerings 
matured and more distributors understood the business value 
of product-services. As a regional manager explained, “Success 
sells. Once we could show good examples of how our dealers 
could increase their revenue through selling services, we faced 
limited internal resistance.” 

 At several case companies, new routines were introduced 
to build the service delivery competence of the sales represen-
tatives at the service delivery network organizations. Ac-
cording to an after-sales manager, “Our sales staff is skilled in 
selling machinery; however, bundling services to machines is 
not their core competence.” Dealers or distributors were given 
the opportunity to send staff to training sessions to learn how 
to package services with existing products. Competency gaps 
also existed on the technical service delivery side; offering in-
tegrated product-services often means interacting with cus-
tomers and resolving technical or engineering problems 
on-site. This gap was closed largely by recruiting new engi-
neers with specialized engineering and marketing skills. 

 Moreover, as a research manager from a telecom equip-
ment company stated, “As a provider we also have to take 
greater responsibility by providing support services for de-
livery organizations’ engineers and technicians so they can 

provide more value to our customers.” Such support services 
for service delivery organizations could include documenta-
tion, promotional materials, software packages to remotely 
monitor customers’ machines and inform technical staff 
about potential breakdowns, or diagnostic tools for use in 
detecting problems on site and performing initial repairs.     

 Conclusion 
 The manufacturing industry is increasingly being servitized 
as companies seek to differentiate themselves by offering a 
wide range of product-services, ranging from simple add-
on services (such as phone assistance) to complex value-
adding services (such as operating the product for the 
customer). Simple add-on services offer a limited fi nancial 
impact on company revenues, but more advanced services, 
such as maintenance, R&D support, and functional services, 
are signifi cantly associated with positive fi nancial perfor-
mance. Although basic services are necessary—and may 
be a required fi rst step in venturing into product-service 
offerings—they are not revenue generators. Therefore, com-
panies must develop a diverse portfolio of product-services 
to promote a successful transition and secure future reve-
nue generation. 

 The move toward servitization is not without obstacles. 
The front-runner companies we studied all faced a challeng-
ing path in their transformation into successful product-
service providers. Their development of key capabilities—in 
business model design, partner network management, inte-
grated development process, and service delivery network 
management—was integral to their success. Companies 
seeking to follow in these leaders’ footsteps to offer high-
value industrial product-service systems must fi nd ways to 
develop these key capabilities in their own organizations. 
Overall, our results suggest manufacturing companies that 
neglect to invest resources in managing the transition to-
ward a product-service orientation risk long-term market 
competitiveness.     
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