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Servitization

Definition: the transformation of firms from
being suppliers of basic products or services
towards becoming providers of integrated
solutions, also known as hybrid offerings or
product-service systems (PSS).

Examples:

» Rolls Royce’s “power-by-the-hour”

» Xerox’ document management services

» Atlas Copco’s “compressed-air-as-a service” ,
» Aebi Schmidt’s clean roads TIM BAINES and
»ASMLUs “pay per waver” HOWARD LIGHTFOOT
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Example: impact of digitalization

5. System of systems

4. Product System WEATHER MAPS WEATHER FORECASTS
RAIN, HUMIDITY, WEATHER DATA
3. Smart, connected product TEMPERATURE SENSORS APPLICATION

2. Smart product
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Porter and Heppelman (2014)
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Illustration

e.g. Lely (total solution), Connecterra (fit bit for cows)
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Result
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MENTIMETER QUESTIONS

-general impact of servitization trend
-impact on development process
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What is the impact of the servitization trend? M Mentieter
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How wiill the system architect's role be affected? st
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Servitization strategy

Benefits for successful providers

* Closer customer relations and better insights
e Focus on value rather than volume/prices

* Opportunity to sell additional services

* Better customer satisfaction and loyalty

* More stable, continuous revenue stream

Impact

* Change to product + service is rather easy

* Integrated service requires major investment and organizational
change; service culture required
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Effect of service transition strategies on firm value

Research questions:

(1) Do service transition strategies increase firm value (i.e. Tobin’s g)?

(2) What level of service intensity is required for transition strategies to
contribute to firm value?

(3) Which firm and industry factors increase or decrease the value of
service transition strategies?

»These RQs are investigated by integrating multiple secondary sources of
longitudinal data on 477 publicly traded U.S. manufacturing firms from
1990 to 2005.
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FIGURE 1
Firm Value Across Different Service Ratios:
1990 to 2005
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Fang et al. (2008)

Firms need a minimum set/percentage of services to begin enjoying
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FIGURE 2
Firm-Level Moderators of the Effect of Service
Ratio on Firm Value

A: Moderating Effect of Service Relatedness

B: Moderating Effect of Resources Slack
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Fang et al. (2008)

Firms that create related (vs unrelated) services, and those
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FIGURE 3
Industry-Level Moderators of the Effect of Service
Ratio on Firm Value

A: Moderating Effect of Industry Growth

B: Moderating Effect of Industry Turbulence
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Fang et al. (2008)

Firms in mature (low growth), and those operating in turbulent industries
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Effect of service transition strategies on firm value

Managerial implications:

Managers should recognize that service transition strategies enhance firm

value only:

(1) Beyond a meaningful minimum of services, in the ballpark of 20%—
30%;

(2) If the service is strongly related to the firm’s core manufacturing
business;

(3) When industry growth is sluggish;

(4) When the industry is volatile.
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Managing the transition ...

You need to understand your installed base and be able to leverage on it
“The first difficulty reported in performing this transition is the required
cultural change for a product-centered organization to become service-
oriented” = Gebauer et al. (2010). The impact of service orientation.

“We found that a critical success factor for this transition is the creation of
a separate organization to handle the service offering” = Gebauer et al.
(2005). Overcoming the service paradox; Oliva et al. (2012). Separate or
integrate?
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loT enabled

Privacy

Privacy

business model concerns
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Suppatvech, Godsell, and Day (2019)
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Providers of Product Service Systems (PSS)
systematically underestimate customer concerns

Number of times in Table 3 , ,
focus group Number of sources and ( percentage) for each risk category mentioned by customers and
providers versus providers.
customers Risk dimension Frequency Z-test of proportions
mentioned a type of -
risk related to Providers (n = 23) Customers (n = 37)
selling/buying PSS Privacy 14 (60.87%) 22 (59.46%) 0.11
Functional 1(4.35%) <—>» 29 (78.38%) 9.11"
Financial 12 (52.17%) 14 (37.84%) 1.07
Psychological 6 (26.09%) <—> 21 (56.76%) 2.46"
Temporal 2 (8.70%) 4(10.81%) 0.27
Sodal 4 (17.39%) 2 (5.41%) 1.34

* Absolute value of Z is greater than the critical value at p < .05.

(Paluch and Wunderlich 2016)
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From Selling Product Bundles to Relational Processes

FIGURE 1
A Comparison of Extant and Proposed Views of a Customer Solution

Customized and
I‘E;tant integrated goods ‘ Pcrodu_ct-
ew and services entric
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Proposed Requirements Customization Deployment Postdeployment Process-
View > definition and integration support N Centric

Rethinking Customer Solutions / 5

(Tuli et al 2007)
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Important to align front and back office activities

Adopting a platform Leveraging information modules for advanced
architecture in servitization service implementation roles and activities

Adressing service paradox
to facilitate servitization

Offering builder

Fig. 2. Leveraging the value of a platform approach for advanced service implementation.

Cenamore et al (2017)
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Feedback loops vs. new organization/collaboration

The changing organization; - Design & e
Important feedback loops. Engineering

PRODUCT VALUE CHAIN - VISION

Last time: Robert Hendriksen

I FUTURE
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Conclusions

e Servitization is important trend; driven by
digitalization and sensor technology/loT

* Requires serious investments before
turning profitable

* Requires serious cultural change; service-
oriented culture

* Requires solution rather than product
selling : L L J

* Technology generally is less of a problem
than items specified above

Thank you for your attention; questions?
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MENTIMETER QUESTIONS

-how will system architect’s role be affected?
-main challenges you see for domain of SA
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When should sales be involved in the development

process?

Still at the end
22

Selling should be upfit

Requires development and integration of service

portfolio

] 6.8

Requires much more holistic approach @
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What new challenges do you see foresee in the
domain of system architecting?

complexity
) value oriented
product recycling business acumen
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