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1. INTRODUCTION

1.1. Background

The aim of this research is to identify best practices of servitization process and useful
information of optimising service offering for a Finnish civil protection company specialising in civil defence solutions (hereinafter referred to as the "case company"), which
aims to expand its business from a component manufacturing to a service provider. The
case-company has been a civil defence solutions component manufacturer throughout its
history and has offered maintenance service only to a small extent to its customers. The
demand for the maintenance service has increased and a few years ago the rescue authorities from the Ministry of the Interior have been in contact with the case company due to
the condition and maintenance of the shelters in Finland.

A civil defence shelter is a space in a building the purpose of which is to protect people
from explosions during a war. The construction of the civil defence shelters was started
in Finland in the 1950s, before the Winter War. Today, there are shelters for almost 4
million people around the country. Most of the shelters are located in the major cities,
former conservation sites and least in the countryside. In Finland, the construction of the
civil defence shelters is statutory, Rescue Act (379/2011) provides more detailed information on the construction and maintenance of civil defence shelters. The law specifies
that a civil defence shelter must be constructed if a new residential building has a floor
area larger than 1200 square meters. In addition, the law requires that in the normal use
the shelter structure must be kept undamaged and in a working order, and the shelter
should be ready to operate within 72 hours from the announcement of the authorities.

The inspection and maintenance of the shelters was the responsibility of the authorities
under the Ministry of the Interior until 2011. The Rescue Act was changed in 2011, and
the responsibility of the condition and maintenance of civil defence shelters was transferred to their owner or selected holder. (The Finnish National Rescue Association 2018.)
According to the experience of the case company’s maintenance manager, this change
may not be comprehensively understood by all shelter owners or holders. Based on his
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experience, in many buildings, the shelters are forgotten, used as a storage room or left in
the original condition. This suggests that not all the Finnish civil defence shelters are
necessarily capable to operate at the moment.

By virtue of the law, a care taker must be appointed for each shelter and his/her contact
information and obligations must be included in the property’s rescue plan. The case
company’s service manager often encounters a situation where the responsibility of a
shelter’s condition and maintenance is included in the property’s general maintenance
agreement with an external service provider. However, these service providers do not
often have the required special skills or equipment for shelter service. If a civil protection
shelter is not maintained according to the maintenance plan and periodic inspections are
not performed in time, it is quite possible that the civil protection shelter does not meet
the legal requirements. Hence, there is a clear need for a shelter maintenance service that
the relevant market has just not yet fully identified.

In the technology industry the growth potential is in services. Companies are looking for
new service concepts and emphasise the change from product-based operations to solution providers and even to customers' value partners. The aim is to grow profitably with
the help of the new service business. However, it has been proven that the strategic shift
from a manufacturing company to a service organisation is often a more complicated
change process than expected. In a service organisation, half of the turnover may come
from the service business. However, the entire organisation must be united to achieve it.
Change is the major challenge for the technology industry companies aiming to service
business. (Grönroos et al. 2007: 8–9.)

In global competition, it has become more and more difficult to distinguish with simple
technical solutions. Companies can provide a limited number of competitive advantages
that can be pursued by increasing product development efforts and improving technical
solutions. For product-oriented companies, this is a dilemma. The companies should invest more than before to product development while at the same time the products face
increasing competitive pressure. Alongside to a product-oriented model, it is necessary to
develop service activities that enable the growth of business in new areas. Developing
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new service packages for customers requires more solid network collaboration than before. The question is whether technology companies can adopt value-based thinking fast
enough and transform themselves into service-oriented organisations. (Grönroos et al.
2007: 8–9.)

1.2. Research questions and scope

The aim of this study is to identify and suggest the best practices of servitization process
towards the role of a service provider (e.g. useful information for the case company of
the required internal processes and activities, transition stages, challenges and benefits)
and advise in optimising the maintenance service offering that can be provided to the
customers. This is done by answering the following two research questions.

1. What has to be changed inside the case company (e.g. processes, staff etc.) so that
maintenance services can be provided to the customers?
2. How to make the customers interested to purchase maintenance services from the
case company?

The aim of this thesis is to create overall understanding at the company level of the transformation process called ‘servitization’ consisting of different transition stages from a
component manufacturer to a service provider. The thesis examines the main components
of servitization and the interrelations between them as well as servitization’s benefits and
challenges. For the sake of manageability of the whole, the analysis excludes very specific
details. The review of the work is limited to manufacturers who provide industrial products and services only.

The definition of the industrial services is broad. This thesis focuses on factors which are
relevant to maintenance such as development of maintenance services, types, impact to
company finance, management and measurement. In addition, the thesis takes into consideration especially component manufacturers who operate in developed markets and
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are looking for growth through maintenance services. This thesis focuses on the component manufacturer (service provider) point of view and the analysis is not concluded from
the customer (service buyer) point of view.

1.3. Methodology, data collection and implementation of research

The study is entirely qualitative. The first research question is studied through literature
review of existing theories and theme interviews with experts from three Finnish industrial companies, which have successfully expanded to service business. The purpose of
qualitative metasynthesis is to combine theories and studies that examine the same subject. The key metaphors, phrases, ideas and concepts are highlighted from selected theories. The most important theories are compared with each other and compacted to smaller
parts by grouping. This comparison aims to create classifications and to find unity and
differences in the results of the studies. Finally, the comprehensive picture of the subject
area is created, which can be used in this research. (Walsh & Downe 2005: 204–205, 208–
209.)

The theme interview is a semi-structured interview method, which can be qualitative or
quantitative. In a semi-structured interview, the topic is known in advance and it focuses
on the interviewee’s subjective experiences. The aim is to raise the voice of the examinees
and to explore the individual thoughts, feelings, experiences and non-verbal experience.
(Hirsijärvi & Hurme 2008: 47–48.)

The second research question is approached by questionnaires that were sent to potential
customers. The structured interview is a formatted interview form in which the respondents follow the questionnaire’s instructions. The questionnaire form used in the interview
presents questions with different answer options. All the interviewees are asked the same
questions in the same order and the interviewees choose the most appropriate option.
(Eskola & Suoranta 2008: 86.) The objectives of the questionnaires are to identify and
understand the needs of the potential customers in the civil shelter and maintenance business; the aim is to examine the customers’ interest in maintenance and modernisation as
well as their preferences and requirements regarding the service.
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Smaller sample sizes are suitable for qualitative research as long as the interviewees are
appropriately selected. In qualitative research, it is important that the interviewees have
wide knowledge and experience about the studied phenomenon. Therefore, the choice of
interviewees should be carefully considered and suitable for the purpose. (Hirsijärvi &
Hurme 2008: 48.)

The data for the first research question is gathered through semi-structured interviews.
The interviewed companies and their representatives were carefully selected. It is important that the business operations of the companies correspond as well as possible to
the business of the case company. All selected companies are Finnish listed companies
that are pioneers in their own industry, succeeded in their service business and well known
worldwide. However, the equipment the companies produce are in constant use and are
so-called critical products in their customers' processes, which makes their maintenance
particularly important. The equipment manufactured by the companies differs significantly in this respect from that of the case company. Company representatives are highly
educated people in top management positions and have extensive experience in various
business functions in the service business. It can be said that the interviewees are experts
in their field with long experience. The companies wanted to answer the questions anonymously. The theme interview included six broad questions that included more specific
sub-questions (see Annex 1). All the questions were based on the theoretical part of the
thesis. The interview questions were sent to the interviewees by e-mail about 1–2 weeks
before the interview took place so that they could prepare for it. Finally, on the basis of
the literature review and the theme interviews best practices are identified and compiled
as guidelines and recommendations for the development of the case company’s service
business.

The data for the second research question is collected through structured interviews (hereinafter surveys). The surveys were designed to suit the case company’s customers. The
questions were based on the theory of this thesis and the knowledge and experience of
the case company’s experts in service field. The surveys were specified for different customer segments: 1) potential residential building customers and property managers (see
Annex 2), 2) construction companies and end users (see Annex 3), and 3) the existing
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customers (see Annex 4). The surveys were built with a help of Microsoft Office 365
Forms tool and e-lomake service. The surveys were sent to the customers by e-mail and
shared in different social media groups. Finally, on the basis of the literature review and
the findings of the surveys, best practices are identified and compiled as guidelines and
recommendations for the development of the case company’s service offering.

1.4. Research structure

The study begins with the general presentation of the case company and the description
of the company’s current civil shelter and maintenance business. Next, the civil shelter
industry as well as the statutory requirements for shelter inspections and maintenance are
described in general. After this the study continues with the theoretical review of the research topic which is divided into three sub-areas: 1) industrial manufacturers in a changing business environment, 2) servitization as a process of transformation, 3) challenges
associated with servitization. Chapters 3–5 approach the first and second research question by studying where the industrial service business researches have so far focused on
and what kind of best practices can be identified on the basis of the literature. Chapter six
presents the findings of the study. The final chapter deals with the theoretical contribution, main findings, limitations and possible implications for further research. Structure
of this thesis is presented in Figure 1.
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Figure 1. Structure of the research.
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2. CASE COMPANY X

2.1. Introduction of case company X
For the reasons of confidentiality the case company’s name remains anonymous. Case
company X is a Finnish-based company which become part of bigger group in 2017. Case
company X is an international pioneer in applying security solutions and its special areas
of expertise are pressure protection, filtration and ventilation technology, and comprehensive security technology applications. It is specialised in blast protection and special
ventilation technology that is utilised in defensive constructions such as hardened military
facilities, civil shelters and in the petrochemical and chemical industry. The company
operates in both domestic and export market. In the domestic market the company has a
few competitors while in the export market there is more competition. However, some
of the foreign competitors only compete with the case company X in industrial applications.
The company X’s history begins in 1953 when two young men wanted to become entrepreneurs, in the same year the case company X was established in Helsinki. Their business
started with equipment manufacturing for school gymnastics in a small basement called
Junk Pit. In October 1958, a new law on Civil Defence which regulated the building of
civil defence shelters was accepted in the Parliament. Case company X recognised the
opportunity and participated as a shelter equipment provider and supplier right from the
start. The company’s sales of civil defence products continued to grow while the share of
the other product groups decreased and became more competitive. Case company X entirely specialised in civil defence equipment manufacturing and gained domestic market
leader position by the year 1963.
In the beginning of 1970’s the road to international markets was launched thanks to the
case company’s expertise in blast protection, continuous product development and advanced technology. International business begun with the Swedish market and continued
to United States, South-East Asia and Middle East. The sister company in the United
States was also established in the beginning of 1980s. The Middle East was the main
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export area for the case company at the turn of the 1980s and 1990s. The business was
conducted in Saudi Arabia, Qatar, Iraq, Libya and Kuwait. In Kuwait, civil defence shelters were also built in addition to military sites which the authorities began to promote in
their construction. Nowadays half of the case company’s turnover comes from export
with deliveries to over 25 countries around the world.

2.2. Civil defence shelter system and shelters statutory requirements for inspections and
maintenance

The section 20 of the Finnish Ministry of the Interior Decree on the Technical Requirements for Civil Defence Shelters and their Equipment Maintenance (506/2011) passed in
2011 requires that the equipment should be in good working order and that equipment
should be inspected and serviced at least every 10 years. However, it is also advisable to
follow the manufacturer's recommendations for shorter maintenance intervals. (The Ministry of Interior 2011.)

Previously the Finnish rescue authorities themselves carried out the civil protection inspections every 10 years alongside with fire inspections. In the 2011 Decree the fire control became a discretionary task based on a risk survey and thus the authority-driven systematic inspecting of civil defences disappeared. The major reason for the change was
that the rescue authorities did not have enough resources to carry out all inspections.
However, as explained in the chapter 1.1., by the virtue of the 2011 Decree the inspection
of civil defence shelters shall be carried out by appropriately trained persons or a special
service company engaged by the shelter owner or holder. The law also contains a requirement to prepare and maintain an inspection report where the inspections conducted shall
be reported. The report shall be made available upon request of the rescue authority. (The
Ministry of Interior 2011.)

The Decree also specifies certain equipment that shall be available in the shelter. In addition to the equipment dictated by the Decree also certain additional equipment shall be
kept available in the civil protection system, but an adjustment at the decree level is not
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expedient. However, for example, Finnish Organisation for Rescue Services provides advice and guidelines on this equipment. (The Ministry of Interior 2011.)
Finland’s current civil defence shelter system

Tuominen (2017) examined in her master thesis (University of Tampere/Health Sciences)
Finland’s preparedness for civil defence sheltering in emergency conditions. The overall
conclusion of Tuominen’s (2017) study was that the preparedness for the use of civil
defences varies by region depending on the activeness of the local rescue departments,
municipalities and self-preparedness actors (the shelter owners/holders). The use of civil
protection has not been effectively guided or controlled in the 2000s, although the legislation obliges different actors to be prepared. Based on the results of Tuominen’s study
“Finland should invest in sheltering system preparedness planning and create national
guidelines to increase consistency in preparedness levels in order to ensure the maximum
protective impact of the shelter system in emergency conditions”.

According to Tuominen (2017: 82) there are differences in how the number and condition
of civil defence shelters are monitored by the rescue authorities. There is also a lack of
nationwide reliable information on the number of civil defence shelters or at least the
coverage of the information is questionable. Tuominen (2017) suggests that an effective
cooperation with the Defence Forces and private maintenance companies could be utilised to assess the available resources for population protection and the impact of evacuation and human movement such as military service or work duties which affect the release or additional need for shelters. At the same time, the regional administrations and
rescue departments would have the opportunity to create a control system that effectively
monitors regional civil protection and emergency preparedness planning.

Tuominen (2017: 84) continued that up-to-date information on the condition of civil defence shelters is also helpful in designing the human and material resources that are
needed to protect the population. The rescue departments’ responses showed a great dispersion in the estimation on how quickly the rescue departments in different rescue areas
can put shelters into operation, which may tell us about the unevenness of control (i.e.
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concrete differences in condition), but also that the rescue departments do not have realistic nationally consistent information on the resources needed to support the deployment
and use of civil defence shelters. In addition, knowledge of the condition of civil protection is important information for assessing national security of supply. If there is a large
number of shelters that require spare parts or filters at one time in a crisis this should be
taken into account when designing security of supply. The responses from the municipalities and self-preparedness actors indicated that fixed-term fire inspections play an important role in complying with self-preparedness obligations. Despite this, the supervision, legislation and guidance have been relaxed in this respect and civil protection control is currently left to a great extent to the emergency services themselves. The research
shows, there is a risk that without national control policies and early intervention, regional
disparities in terms of effective population protection will continue to increase.
One of the legal issues raised in Tuominen’s (2017: 84–58) study were the confusing
responsibilities between different actors. For example, the current state of shelter maintenance illustrates the unclear relationship between self-preparedness (on the responsibility
of shelter owner and holders) and the management and monitoring responsibilities of the
public rescue departments: the rescue departments can justify their own lack of responsibility through self-preparedness legislation, and the interface is not clear. According to
Tuominen (2017: 84–85), it would be useful to specify the relationship between the selfpreparedness responsibilities provided by the law and the management responsibility of
the rescue departments.

2.3. Current maintenance business in case company X

As mentioned in the previous chapters, the responsibility for inspections and maintenance
of the shelters in Finland was transferred to the shelter owners and selected holders in
accordance to the Rescue Act (379/2011) in 2011. However, this change may not be comprehensively understood by those parties, which may have led to shortcomings in the
shelter functionality. The case company has identified this issue a long time ago but has
not seen a need to consider maintenance services before due to its exceptionally powerful
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market position in the new equipment business. Reportedly, the company’s previous management had considered maintenance service as an “unprofitable necessity” and stated
that “we sell only new devices”. However, thanks to the technology and market developments, the new management has a different attitude towards service business. They have
understood that if civil protection shelters are not continuously maintained and periodic
inspections carried out in time, it is quite possible that the civil protection shelters do not
meet the legal requirements. Instead of just selling new products and solutions to replace
the old ones, the current management has recognised a clear need for the maintenance
service that the relevant market itself has just not yet fully identified.

Nowadays there are more than 55,000 civil defence shelters in Finland, and more are built
every year. Based on the case company’s estimation, about 25,000 of the existing shelters
are old shelters with a possibility of deficiencies and functionality issues. The case company has a long history of delivering civil defence shelters and components. However,
the maintenance service has been provided only to a limited extent, mostly only in a form
of commissioning inspections and replacement component deliveries. However, now the
company's aim is to create a service business that will grow and balance current equipment-based business.

The maintenance service market is significant in Finland and in the other Nordic countries. Typically, government regulations are not fully observed and/or complied. For example, 10-year test runs, and inspections have not been carried out in many real estates.
The case company’s assumption is that civil defence shelters are generally ‘not in the
required condition’ and not enough attention has been paid to this issue, which has led to
the failure of the maintenance of civil defence shelters and to a repair debt. The case
company’s customers are the owners of civil defence shelter buildings such as public real
estate, military property, private parking garages and private properties. The market can
be divided into two customer segments: 1) housing company owned real estate and 2)
demanding population protection.
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According to the case company, maintenance and servicing of civil defence shelters
brings the customer the following benefits: carelessness, capability, performance, predictability and budgeting accuracy, cost savings, training, usability, know-how, company expertise and information and up-to-date picture. The case company also estimates that the
customers would receive the following competitive advantages when ordering maintenance services from them: complete solutions instead of sole component deliveries, expertise and know-how, equipment knowledge and cost efficiency, fast and short supply
chain (as the case company is the only supplier of spare parts), quality (since the case
company is the only air filter manufacturer in Finland and possesses a long history of
building civil defence shelters) and huge documentation of delivered projects.
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3. INDUSTRIAL MANUFACTURERS IN CHANGING BUSINESS ENVIRONMENT

The business environment of industrial equipment suppliers is influenced by the combination of several economic and rapidly changing dynamic trends which has facilitated
companies to merge and also to concentrate on the international level. Businesses are
driven by technology, business innovations, customer needs, various regulations and limitations, or combinations of all the previous. All these factors and trends increase the
complexity of solution development and the importance and challenge of introducing new
products and services. (Salkari et al. 2007: 5.)

As products are increasingly becoming a mass commodity, many manufacturers face the
question: how do we improve our profit margins? One answer is to move down in the
supplier chain and to tie the product with a service to form a comprehensive integrated
solution. In other words, the pressure on profit margins, increased competition, and
changing customer needs have together with other factors contributed to the growth of
industrial services. (Ojasalo 2008: 17–20.)

The interest in exploiting external services provided by service companies is increasing
while manufacturers focus more on their core business (Gebauer et al. 2006: 374; 2008b:
387–388; Kumar et al. 2006: 106). Today, the trend is that more and more services are
being purchased from the service supply network (Riis et al. 2007: 935–936). Networking
requirements are also increased by globalisation, the complexity of technological innovations and the demand for integrated solutions. Manufacturers often have access to the
extensive installation database which provides companies important information on
providing services. Information gathered from the field can facilitate the management,
development and implementation of the services. All these aspects, however, require the
development of new features. (Ahonen et al. 2010: 11.)

Industrial companies are therefore undergoing change from a traditional equipment supplier to their new role as a provider of customer value and product-based value-added
services. However, the change has often been found to be very difficult to implement.
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Some industrial services have been partially implemented as technological solutions, but
they are often seen as experimental plans. Industrial companies’ main challenge has been
identification of customer critical processes and development of applicable services to
support these processes. (Salkari et al. 2007: 5.)

In northern Europe, the interest of industrial companies in the field of service innovation
is high. Especially companies in industrial sector consider service business more profitable and faster growing than the traditional product business. In some instances, it has
become apparent that during the recession the service business is more profitable than the
product business. Many companies in the field have succeeded very well in moving towards to the service business and thus inspired others. (Korhonen et al. 2011: 480.)
Deloitte (2006: 1) benchmarking study presented that the average of service revenues of
the total business of manufacturing companies was more than 25 % already in 2006. Recognised companies in the service business such as Rolls-Royce plc and Xerox Corporation have managed to increase the service business's share up to 50 % or more of the
company's incomes. The service business's average profitability was over 75 % higher
than the profitability of the entire business unit, which makes it particularly important for
manufacturers. Deloitte (2006: 1.)

The change is also noticeable from customers' point of view: the role of supporting services is becoming more important to achieve the maximum performance of industrial
products. Customers are increasingly demanding ‘turnkey’ type of solutions to their problems and they are increasingly dependent on service providers to maintain a sufficient
level of performance in the eyes of stakeholders, and in terms of market requirements.
(Kumar et al. 2006: 106.) Nowadays, product manufacturers are looking for more profitable business opportunities in the service sector from customer requirements to services,
protection from financial fluctuations, and to succeed with growth (Ahonen et al. 2010:
11). This means that companies must change their business towards service-dominant
logic, which seems to be the current trend in the industry (Vargo & Lusch 2004; Lusch et
al. 2010).
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3.1. Differences between goods and services

The terms product and service are essentially related to discussion about servitization.
According to Goedkoop (1999: 17), product can be defined as tangible asset for sale and
simply able to “fall on your toe”. The products (hereinafter goods) are characterised by a
material artefact such as car or airplane in the manufacturing world. On the other hand,
“service” is more contentious and often mistakenly defined as product which it is not
(Baines et al. 2009: 496). In this thesis, the word “service” refers to an offering such as
maintenance, insurance and renovation.

Based on the early service marketing scholars, the comparison between material goods
and the specific features of services are characterised by the following four dimensions
(also known as “IHIP” characteristics): 1) inseparability of production and consumption,
2) heterogeneity, 3) inventoriability and 4) perishability (Anderson et al. 1997: 136; Lovelock & Gummesson 2004: 20; Grönroos 2006: 319; Moeller 2010: 359). However, there
is still no common definition identified in the literature for service. The Nordic School
defines services as “process that consists of a set of activities which take place in interactions between a customer and people, goods and other physical resources, systems
and/or infrastructures representing the service provider and possibly involving other customers, which aim at solving customers’ problems” (Grönroos 2000: 46; 2006: 323).

Vargo and Lusch (2008: 255) defined goods as tangible output embedded with value
which focus on economic exchange, service as process of doing something for another
party (goods and service together called by goods-dominant G-D logic) and services as
restricted type of intangible good or add-on which is considered to enhance the value of
the good (called by service-dominant S-D logic). Service can be defined also as a process
that partially results simultaneous and unique production and consumption processes
(Grönroos, 2001; 2006: 319). However, services are co-produced with customers due its
experience of nature which makes the development process situation specific and unique
(Nijssen et al. 2006: 242). Therefore, services are most of the time cases between individuals even in the manufacturing environment (Turunen 2013: 13).
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According to Vargo and Lusch (2008: 254), there are two logics for transitioning from
goods to service(s). First is based on G-D logic (goods-dominant) where services are a
special type of good and second is S-D logic (service-dominant) where service is considered as service instead of a good (a unit of output). In the goods logic, the company
provides goods as resources for customers and their processes in a value creating way, on
the other hand, services are value supporting processes where company resources interact
with customers in a way that value is created in the customers processes (Grönroos, 2006:
324). Vargo and Lusch (2008: 258) claimed that S-D logic characterises the meeting point
of business and service marketing since both were created due to the inadequacies of
traditional marketing which is based on G-D logic. Table 1 presents seven differences
between the goods- and service-centered dominant logic which illustrate the transitional
shift from a good to service focus.
Attribute
Primary unit of exchange
Role of goods
Meaning of value
Role of customer
Company-customer
interaction
Source of economic
growth
Efficiency

Good logic

Service logic
"People exchange to acquire the benefits of specialized
competences (knowledge and skills, also known as operant
services) and services"
"Providing goods or services"
"Assisting customers with their value-creation processes"
"Producing value"
"Co-creating value"
"Customers conidered as isolated entities and targets"
"Customers considered as resources"
"Firm resources primarily as operand (such as natural
"Firm resources primarily as operant (such as knowledge and
resources)"
skills)"
"Wealth is obtained from surplus tangible resources and " Wealth is obtained through the application and exchange of
good (operand resources)"
specialized knowledge and skills (operant resources)"
"Making efficiency primary"
"Increasing efficiency through effectiveness"
"People exchange for goods (also known as operand
resources)"

Table 1. Transitional shift from a good to service focus (Adapted from Vargo and Lusch
2004: 258; 2008: 7).

Nowadays, the academic debate regarding services is no longer focusing on the differences between goods and services since the offering is seen as a combination of goods
and services that create a unique value for the customer (Anderson & Narus 1995: 75;
Angelis et al. 2011: 11). The key driver is the idea of value design, value proposition and
value through a combination of goods and services (Turunen 2013: 14). Established concepts to explain this idea are bundling, product service systems, and integrated solutions
(Windahl & Lakemond 2010: 1278; Brax & Jonsson 2009: 540–543).
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3.2. Service and solution business characteristics and competences

The characteristics of traditional products and services associated to successful business
concepts is important to study carefully. Most of the industrial companies around the
world have long experience of traditional product business before they decide to enter in
to real service business. The main differences between product and service business is
presented in Table 2. (Salkari et. al. 2007: 9.)

The characteristics of traditionally produced product
"Products have detailed specifications"

The characteristics of services
"Services have been described and illustrated"

"Products are produced in well-planned and controlled
"Services are being implemented"
processes"
"Product uniformity is the target"

"In services production, the target is uniqueness"

"Customers are not involved in the production"

"Customers are often involved in the implementation of the
services"

"Customers conduct quality control by comparing
"Internal quality control compares output to specifications;
expectations to experience; if improperly performed,
improperly produced products can be recalled"
apologies and reparation are the only mean of recourse"
"Production worker morale and skills are important"

"Service provider morale and skills are critical"

Table 2. Characteristics of traditional products and services (Adapted from Salkari et al.
2007: 9).

Product and service business success is based on company vision. The market, product
and service strategies and road maps should be derived from this vision. In services, strategies and road maps seem to be more important than in products. The lack of strategies,
road maps and customer involvement can be compensated in traditional product business
by examining competitors and market development. On the other hand, in service business the most important factor are direct customer contacts which cannot be replaced.
(Salkari et. al. 2007: 9.) Also, as services depend strongly on labour, copying them is
more difficult than that of physical products. For immaterial reasons, the development of
new services is often also much faster than the development of new products that are
manufactured. (Gebauer et al. 2006: 374–375.)
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According to BestServ Forum, the most critical competences of a successful service business are identified as follows (Salkari et. al. 2007: 9):

•

Knowledge of customer processes by way of handling entities

•

Acquisition of new competences needed in a customised service business

•

Ability to sell and produce services

•

Network build-up in accordance with product and service packages

•

Ability to integrate own key competences into related customer processes

•

Competence management by way of development and knowledge transfer from
the customer

According to prior literature, the solution business has been connected to a number of
organisational competencies suggesting that integrated solutions require the development
of new organisational capabilities and cannot be treated as bundles added to the company’s total offerings. The instructions for building a solution business tend to be fairly
straightforward despite of the transition challenges that have been identified. Therefore,
the emphasis is on undertaking generic tasks or building capabilities, such as:
•

Four major challenges in organising a company to access solution business are as
follows: changing company’s orientation, the need for new capabilities and skills,
the change of structure and processes, and implementing transformation processes
in the company.

•

A company’s focus should be around the customer; the company should develop
solution strategy, develop a product portfolio, choose the offering solutions, and
manage the customer-oriented ordering process.

•

Integrated solutions are based on technical competence, integration competence,
market or business competence, and customer partnership competence.

•

Organisational capabilities for the solutions consist of a four-phase cycle assuming that the company takes advantage of the "economies of repetition". The first
phase includes a unique solution for the customer which is developed in the “firstoff” project. The second phase includes the sharing of new capabilities to other
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projects. The third phase includes reorganising the functional organisation to support growing business. In the last phase the organisation might become its own
business unit. (Brax & Jonsson, 2009: 544.)

3.3. Servitization of manufacturing

The western economies have begun shifting their market share from traditional manufacturing to more product-service oriented systems to remain in the competition with delivered value to the customer (e.g. Wise & Baumgartner 1999; Neely 2008). This is related
to the fact that manufacturing companies are increasingly focusing on the use of the product-service offering instead of the manufacturing pure products (e.g. Manzini et al. 2001;
Mont 2001; Manzini & Vezzoli 2003). This has led to a situation where numerous manufacturers have been looking for growth from the increased service sales (Wise and
Baumgartner, 1999). Thereby, the way to a tightly united product and service combination is recognised as servitization (Vandermerwe & Rada, 1998; Martinez 2010: 450).

Servitization starts often in industrial companies with development of services that support products (Oliva & Kallenberg 2003: 160). They start to innovate services that support
customers when their service business matures to a certain level. This also requires mind
change where services are not considered as products’ add-ons (Mathieu 2001a). In servitization customer centricity is considered essential and it has often led to solutions that
provide individualised and interactively designed offers for customers’ complicated problems. These solutions include integration of products and services, and the relationship
between the buyer and service provider is close. (Korhonen 2011: 32.) The recommendation is that manufacturers turn their whole business into service logic instead of managing
service in a traditional way as a separate function (Grönroos & Helle 2010: 565). It is also
recommended to involve customers especially in the joint creation of value and in the
innovation process of services (Korhonen 2011: 32).

The interest of servitization is growing continuously according to literature, academia,
businesses and the government, most of which are based on the belief that the transition
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to service is a means of creating traditional manufacturers extra value adding competences. Benefits of these integrated product-service offerings are distinguishing, longstanding and defendable from competition by lower cost economies. (Baines et al. 2008:
547.) Product-service system (PSS) function is particularly close to servitization. According to different debates, PSS, which is a Scandinavian concept, is closely connected with
sustainable development and reduction of environmental impact (Baines et al. 2007;
Goedkoop et al. 1999; Manzini & Vezolli 2003).

Definition of servitization

The definition of the servitization phenomenon reflects a product centric and undirectional view. Vandermerwe and Rada (1988) who are the earliest contributors of the topic
define servitization as ‘‘the increased offerings of fuller market packages or ‘bundles’ of
customer focused combinations of goods, services, support, self-service and knowledge
in order to add value to core product offerings”. Verstrepen and van den Berg (1999)
argue that servitization is the transition to product services by “adding extra service parts
to core products”. Desmet et al. (2003) simplify servitization as “a trend in which manufacturing firms adopt more and more service components in their offering”. On the other
hand, the approach by Lewis et al. (2004) is more open and product-oriented as they describe servitization as “any strategy that seeks to change the way in which a product
functionality is delivered to its markets”. Baines et al. (2008) combine earlier definitions
and conclude servitization as “the innovation of an organisation’s capabilities to better
create mutual value through a shift from selling product to selling product-service-systems”. Altogether, there are several definitions of servitization in the literature, the most
recognised of which are presented in Table 3.
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Author (year)
Vandermerwe and Rada (1988)

Definition of servitization
“Market packages or ‘bundles’ of customer-focussed combinations of goods, services,
support, self-service and knowledge”

Verstrepen and van Den Berg (1999) “Adding extra service components to core products”
Robinson et al. (2002)
Desmet et al. (2003)
Lewis et al. (2004)
Ward and Graves (2005)
Ren and Gregory (2007)
Baines et al. (2008)
Martinez et al. (2010)

“An Integrated bundle of both goods and services”
“A trend in which manufacturing firms adopt more and more service components in their
offerings”
“Any strategy that seeks to change the way in which a product functionality is delivered to
its markets”
“Increasing the range of services offered by a manufacturer”
“A change process wherein manufacturing companies embrace service orientation and/or
develop more and better services, with the aim to satisfy customer’s needs, achieve
competitive advantage and enhance firm performance”
“The innovation of an organisation’s capabilities to better create mutual value through a
shift from selling product to selling product-service-systems”
"The journey or transformation process whereby an organisation enables its productservice offerings"

Table 3. Definitions of servitization (Adapted from Baines et al. 2008: 554).

Features and adoption of servitization

Servitization includes a variety of forms with different features. Potential applications are
identified in the literature along the so-called "product-service continuum" (Oliva & Kallenberg 2003; Gebauer & Friedli 2005; Gebauer et al. 2008b). In this traditional manufacturers’ continuum, companies offer only their products’ add-on services through service providers that, on the other hand, consider services as the most important part of their
value creation process (Baines et al. 2008: 556). Chapter 4.1 discusses the product-service
continuum more deeply. According to Gebauer et al. (2007b: 12), it is important for companies to take a look at their exceptional opportunities and challenges at different levels
of “service infusion” and consciously identify their position in the product-service continuum. As a conclusion, this is supposed to be a dynamic process in which companies
identify their position and seek to move in the direction of increasing service dominance
(Baines et al. 2008: 556–557).
Based on a case study/case studies, scholars have identified companies’ adoption of servitization (Wise & Baumgartner 1999; Mont 2001; Oliva & Kallenberg 2003; Davies
2004). Table 4 presents some of the most recognised examples of servitization adoption.
These are cases where companies are shifting to exploit services’ downstream opportunities. They can be divided into four categories: 1) embedded services, 2) comprehensive
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services, 3) integrated solutions and 4) distribution control (Wise & Baumgartner 1999:
137–139).

Organisation

Description of the adoption of servitization

Author (year)

Alstom

"Maintenance, upgrade and operation of trains and signalling systems" Davies (2004)

ABB

"Turnkey solutions in power generation"
"The company aims to secure profitable growth by
focusing on services, digitalisation and people leadership"
"Turnkey solutions to design, build and operate mobile phone
networks"
"Kone`s People Flow concept reflects the stark emphasis on customer
value adding effort"
"The revised organizational structure ensures the businesses are built
around similar customer, competitive and business dynamics which
enables a more focused and agile organization"
"Nokia's network-infrastructure solutions, providing network
equipment and service to carriers"
"We are dedicated to better patient care through groundbreaking
solutions that improve the daily workflow of dental and medical
professionals around the world"
"Pilot training and simulator-building management"
"Power by the Hour" guaranteed flying hours for aero engines
"Document management services. Guaranteed fixed price for copy"
"System integration services and outsourcing solutions"

Cargotec
Ericsson
Kone
Metso
Nokia
Planmeca
Thales
Rolls-Royce
Xerox International
WS Atkins
Wärtsilä

Miller et al., (2002)
Cargotec annual report (2017)
Davies (2004)
Kone annual report (2017)
Metso annual report (2017)
Wise and Baumgartner (1999)
Planmeca (2017)
Davies (2004)
Howells (2000)
Mont (2001)
Davies (2004)

"With its flexible production and supply chain management, Wärtsilä
constantly seeks new ways to maintain high quality and cost efficiency Wärtsilä annual report (2017)
– often in co-operation with customers and leading industrial partners"

Table 4. Industrial examples of servitization (Adapted from Baines et al. 2008: 560).

Even with the change, however, servitization alone does not appear to be the solution or
the panacea for manufacturers. In fact, servitization is a concept that includes important
potential value providing companies with different routes to move up the value chain and
to exploit more valuable businesses. This is examined with different companies such as
Rolls-Royce “TotalCare” or Kone “People Flow”. Thus, concepts like servitization
should not be regarded as applicable universally. Although competitive strategy should
not be formed on the basis of services which in general are considered as vital factors for
manufacturers, it is also claimed that manufacturers cannot succeed without providing
services such as after-sales support, training and financing for customers. However,
through excelling operation excellence or product leadership, it is possible to achieve the
success in servitization. Still, there are many important challenges to be faced for manufacturers who consider the provision of services as their way to success in the future. For
example, in order to be efficient the manufacturers need to realise the customer value of
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their services. In addition, to be able to support this value offering manufacturers must
configure their products, technologies, operations and supply chain if needed. (Baines
2008: 562–563.)

Future of service business

The future seems bright for companies that are providing industrial maintenance services.
Value networks between companies are blurred due to both outsourcing and diverse collaborative relationships. Customer relationships are also becoming blurred as the processes of the service provider and the customer are increasingly integrated. The industrial
maintenance business is gradually moving into a knowledge-intensive business, where
the boundaries between products, services and customers are blurred. (Ojasalo & Ojasalo
2010: 233.) The service business has been perceived as a key model for future growth. At
the same time, service innovations have become more common as technology companies
have sought opportunities for service activities. However, succeeding in service innovations requires challenging the existing businesses at both strategic and operational levels.
(Grönroos et al. 2007: 14, 48–49.)

3.4. Maintenance as industrial service

Maintenance services are only a small part of the wide range of industrial service offering.
Over the last two decades both industrial and maintenance services have developed significantly. Nowadays, companies have adopted potential and positive impact of services
on their business.

Manufacturers of industrial products are taking up the provision of services as part of
their business. Manufacturers have provided services such as installation and maintenance, but in most cases, this has been considered as a necessity rather than a profitable
business. (Kosonen 2004: 12–13.) In order to enable suppliers to provide more support to
their customers during their physical product life cycle, they often rely on a range of
services that are traditionally referred to as after-sales services. Nowadays, we usually
talk about industrial services. For example, alongside a physical product a service contract
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or customer training can be offered. This may be a step forward, but it is often difficult to
get customers to pay for these services. Therefore, new perspectives and measures are
needed. (Grönroos 2007: 29.)

Maintenance background

The change in the way companies think about maintenance can be summarised in three
different steps which are presented in Figure 2. At first, maintenance was seen as a necessary evil which had to be carried out: “It costs what it costs”. At that time there were
no other alternatives because of the lack of advanced technology to prevent defects.
Maintenance was started to be considered as an important support function for production
and manufacturing after the Second World War and the advent of technical changes. Preventive maintenance and condition monitoring were introduced as a result of advent techniques during the years 1950–1980 which led to change in maintenance cost perception:
“It can be planned and controlled”. Nowadays, maintenance is increasingly seen as an
integrated part of a company's business processes and it is discovered as: “It creates additional value”. Measuring maintenance performance has also become an essential requirement for today's industry especially when maintenance plays an important role in
the long-term profitability of the company. (Parida & Kumar 2006:239–240.)

Figure 2. Paradigm shift in maintenance (Adapted from Parida & Kumar 2006:240).
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Maintenance types

The basic prerequisite for effective maintenance is the division of actions into different
types. For example, you can monitor the effectiveness of maintenance and distribute costs
or workloads between different types of work. This provides also useful data for analysing
the operation. (Järviö 2017: 46.) There is a wide range of different types of maintenance
that can be categorised in several different ways. According to PSK 7501 (2010: 32)
standard, maintenance is divided into two main categories as planned maintenance and
breakdown maintenance. The planned maintenance is further subdivided into preventive
maintenance (and further divided into three categories which are pre-determined maintenance, condition monitoring and condition based planned repairs), refurbishment and improvement maintenance. The subtypes of the breakdown maintenance are immediate and
deferred repairs. Breakdown maintenance can be immediate, where production is interrupted immediately after the fault is detected and corrective actions are taken before the
operation can be continued. On the other hand, there is no need to perform deferred repairs
immediately, they can be postponed to a more convenient time. The maintenance types
are shown in Figure 3.
Predetermined
Maintenance

Planned
Maintenance

Preventive
Maintenance

Condition
Monitoring

Refurbishment

Condition based
planned repairs

Improvement
Maintenance

Maintenance
types and
strategies

Immediate
Repairs
Breakdown
Maintenance
Deferred Repairs

Figure 3. Maintenance types according to PSK 7501 standard (PSK 7501 2010: 32).

34

Company finance

Maintenance is an area of business in which normal business models exist. One of the
most important drivers is the economy. The activity must be such that it fulfils the conditions of the business where rationality is the most important. It must be remembered that
the task of the entire plant is to produce commodities as productively as possible. This is
also the main goal of the maintenance department. Business productivity is generated by
the difference between income and outcome. (Järviö 2017: 183–184.) Studies have shown
that effective maintenance can affect the productivity of the production process as well
as profitability, and hence the performance of the company (Maletic et al. 2014). Industrial operating costs can be divided into direct costs, indirect costs and loss of revenue.
The most common direct costs of maintenance (e.g. salaries, labour costs, spare parts,
storage, subcontracting) include the costs of operating, which can be directly demonstrated as a result of maintenance. Indirect costs are characterised as difficult to allocate
or they cannot be reasonably divided between different maintenance activities (e.g.
wreckage, renewal, overwork costs, buffer stocks, oversized fixed assets, disproportionate financial assets). In turn, loss of revenue can be seen as a reduction in sales volume or
price due to maintenance failures and as loss of profit in the short term. (Järviö 2017:
183–184.)

Maintenance management

Maintenance management (MM) includes all management functions that define maintenance objectives, priorities, strategy and responsibilities. Maintenance management has
been studied and various frameworks and management models have been created around
it since maintenance has been seen as an important part of the company’s business. In
scientific publications, TPM (Total Productive Maintenance), CMMS (Computerized
Maintenance Management System), RCM (Reliability Centered Maintenance), CBM
(Condition Based Maintenance), PM (Preventive Maintenance) and Asset Management
have all provided the most prominent examples of maintenance management techniques.
(Crespo & Gupta 2006: 314; Järviö 2017: 30.)
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According to Crespo and Gupta (2006: 317–318) it is important that maintenance management is aligned with all three business activities which are strategic, tactical and operational. In a strategic level, actions are transformed in a way that business priorities are
turned into maintenance priorities which means that the company’s strategy should be
also reflected in the maintenance strategy. This process helps to address medium and
long-term strategies for current and / or potential gaps in equipment maintenance performance by achieving these priorities. In a tactical level, the proper definition of maintenance resources (e.g. skills, materials, test equipment etc.) is determined so that the
maintenance plan is fulfilled with the assistance of strategy implementation. The operational level means the actual execution of the work. A detailed program would be implemented with all the specified tasks and assigned resources as a result of this level. Lastly,
the operational level ensures that the actual execution of the work is carried out by the
skilled technicians, in the scheduled time, following the correct procedures and using
proper tools. After the work is done, the data would be documented in the information
system as a result of this level.

The maintenance management process which is presented above includes only the course
of action while a framework should be understood as a supporting structure that enables
this process model. Also, the process can be considered as a chain of events for maintenance management activities while the framework provides technology for its execution.
For this reason, it is good to distinguish these two things in order to not confuse maintenance tasks and the tools that enable them. The framework is simply composed of three
main pillars: 1) Information technology (IT), 2) Maintenance engineering techniques and
3) Organisational techniques (Crespo & Gupta 2006: 317–318). The framework is presented in Table 5.

1. Information technology
2. Maintenance engineering
techniques
3. Organizational technique

CMMS, E-maintenance, condition
monitoring technologies
RCM, TPM, reliability data analysis,
maintenance policy optimization models,
OR/MM models
Relationship management techniques,
motivation, operators involvement

Table 5. The MM process and framework (Adapted from Crespo & Gupta 2006: 319).
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Measuring maintenance

Continuous service development requires measurement of performance to assess and improve performance. There are a large number of different indicators. Therefore, it is essential to select used indicators so that they are linked to the company and its maintenance
strategy. The maintenance scorecard must always be built according to the situation and
the operating environment. Maintenance performance measurement (MPM) can be divided into three phases: the design of the performance measures, the implementation of
the performance measures, and use of performance measurement, which means that the
results should be used for analysis and performance review. (Parida & Kumar 2006: 248.)

There are a large number of maintenance metrics available. Process industry maintenance
indicators are presented for example in PSK 7501 standard. Maintenance indicators can
be categorised as economic and technical indicators. Financial figures allow monitoring
internal results and their development as well as a certain degree of comparison with the
maintenance of other similar devices and systems. Technical indicators, in turn, give the
maintenance manager the ability to monitor the technical performance of the device or
system. (Ojasalo & Ojasalo 2008: 53.) The purpose of the meters is to measure how well
the organisation achieves its objectives. Laine (2010: 244) emphasises that every company has to create its own meter based on strategy, operating model and competitive environment. However, it is important that economic and functional indicators are always
measured in parallel. In addition, the meter should be hierarchical so that it measures
individual important functions as well as important issues for the success of the entire
organisation. The meter hierarchy can be divided into four different levels (see Figure 4).
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Figure 4. The hierarchy of meter and the levels of organisation (Adapted from Laine 2010:
245).

The first level of the hierarchical meter includes maintenance resources and measurement
of usability. The first level should measure more precisely how the labour costs have been
used to repair a particular machine, and how the ratio of planned and unplanned maintenance work is divided, usability indicates the efficiency of the maintenance. On the second level of the maintenance meter lost income as well as direct maintenance costs (e.g.
work, material, purchased services) and indirect maintenance costs (e.g. downtime and
quality problems) are measured. The third level of the hierarchy is the result of the calculation of the overall equipment effectiveness (OEE). Meters can be created for computation of each section (e.g. usability, speed and quality). On the fourth and final level, the
profit margin, capital turnover and return on equity (ROE) are used to measure the overall
profitability of the company. The attention is turning on how the maintenance affects the
company's financial performance when considering the whole operation. It is about analysing the income and costs of a business economy with several tools available. When it
comes to maintenance, the focus is usually only on the cost, because the income is generated indirectly and difficult to measure. However, it is important to understand the cause
and effect relationships between maintenance and company performance. (Laine 2010:
244–252.)
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4. SERVITIZATION AS A PROCESS OF TRANSFORMATION

Major changes are required when a component manufacturer decides to begin a transformation to a service provider in order to succeed. The foundations of the strategy must be
renewed, and the organisational structures and product development must be aligned with
the new approach. In other words, the change affects all the company's operations from
management to product development and from manufacturing to sales. The whole company must learn to appreciate the industrial services and the way they are offered. This is
not an easy task, especially not for traditional component manufacturing companies.
(Kosonen: 2004: 17; Ojasalo & Ojasalo 2008: 25–26.)

Companies have noticed that services bring life-cycle extended effect for products and an
ability to provide the substantial income for the company (Oliva & Kallenberg 2003: 160–
161). Customers no longer expect to get the perfect product, but they expect the manufacturer to respond quickly and professionally with available after-sales services to potential device failure situations such as immediate repairs and planned maintenance. In
general, the customers are not dissatisfied with the defects in the device but might be that
with the after-sales services from which they expect more nowadays. The customers'
needs and requirements on service quality have increased for industrial services alongside
with products. (Cohen et al. 2006: 130.)

4.1. Transition stages

The transition of an industrial company from manufacturing to service business usually
takes place through certain phases or levels. It is important to be able to control the stages
of the change process and decide which level the company desires to move to or stay at,
in other words, what combination of manufacturing and service business the company is
capable and willing to deliver. (Ojasalo & Ojasalo 2008: 26.)

Designing and understanding the strategic change in the value chain that is associated
with the change is essential when an industrial company decides to expand from manufacturing to services. However, the strategic planning of an industrial company should
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not only focus on the market share, increasing the cost-effectiveness of manufacturing,
fusion and the formation of large corporations. Seeking and utilising the service activities
that the company already has or in which it can develop unique expertise, so that the
company can gain the best possible expertise for the production of the service, is important especially from the strategic point of view. The overall change in the strategic
decision-making situation related to change is illustrated in the Figure 5. (Ojasalo &
Ojasalo 2008: 26–27; Oliva & Kallenberg 2003: 161–162.)

Figure 5. Product-service continuum (Oliva & Kallenberg 2003: 162).

Kalliokoski et al. (2003: 20; 2008: 42) provided the model describing the change process
in which the change has been examined simultaneously from two perspectives. The first
viewpoint describes the competencies of the industrial company, in other words, the skills
that are categorised into four different levels. At the lowest level, the customer's purchasing activity is known, then the expertise enters first into the customer's individual operations, and then into the customer's processes, and at the highest level, the competencies
are related to in-depth understanding and expertise of the customer's business. Another
aspect describes the orientation towards customer relationships, which are also divided
into four different levels. In the first level, the customer is supplied parts, equipment and
related services, and in the following levels customer relationship orientation is transferred through operations and processes to the customer's entire business. At different
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levels, existing industrial companies are characterised as follows: machine supplier, solution provider, maintenance partner, performance partner and value partner. Change process model is presented in Figure 6. (Ojasalo & Ojasalo 2008: 29–30.)

Figure 6. Transition stages of the change process (Kalliokoski et al. 2003: 20; 2008: 42).

In the following chapters industrial transformation process from manufacturing to service
business is discussed in more detail. The focus is on four different phases through which
a strategic change has been observed to occur in the value chain. The steps are as follows
(see Figure 7) (Ojasalo & Ojasalo 2008: 30–31; Oliva & Kallenberg 2003: 164–165):

1. Consolidating product-related services
2. Entering the installed base service market
3. Expanding to relationship-based and process-centered services
4. Taking over the end-user’s operation
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Figure 7. Process model for developing IB service capabilities (Oliva & Kallenberg
2003: 165).
An industrial company focuses on certain issues and increases its use of new skills at each
stage. Figure 7 illustrates a process in which the industrial company increases its expertise
in transition from manufacturing to service business. In general, offering means an entity
that consists of products and services and related brand images, in other words, it means
everything that the company offers to the market. The company's ability to produce value
and obtain financial compensation becomes concrete through the offering. (Ojasalo &
Ojasalo 2008: 32.)
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4.2. Phase 1: Consolidating product-related services

The first step of the process is to consolidate a company's current service offering through
a single organisation, which aims to improve performance, efficiency, quality and delivery time of the services, to create additional services to supplement service offering and
to sell more products. This consolidation of services includes also developing a monitoring system to assess the efficiency and effectiveness of the service delivery. Managers
will realise for the first time the size of the service market with this monitoring system
and consider the share of services in the company's operations. Typically, organisations
consider this integration as the first step to improve the service delivery and see that services are an important part of the consumer satisfaction indicators. (Oliva & Kallenberg
2003: 165–166; Ojasalo & Ojasalo 2008: 36–37.)

Product support related business potential can be assessed by looking at all the activities
and costs associated with the entire product life cycle. Product-related costs and activities
that are related to product-lifecycle provide a total potential for product support business
including physical product sales, after-sales services, and product use and operation.
Here, we talk about the costs related to the product from the point of view of the company
that buys the device and the business potential from the point of view of the selling company that can utilise the potential as a real cash flow. (Ojasalo & Ojasalo 2008: 34.)

Developing better service concepts helps to realise the business potential associated with
product support. For example, a good product support service concept provides the customer with a quick responding time, the right professionals and spare parts, as well as
flexible administrative systems, (i.e. ease of bureaucracy). Therefore, the service concept
needs to be carefully designed and tailored to meet the specific needs of different customers and customer groups. Professional product support requires more than a quick responding time to customer problems. Product support can be broadly understood as a
range of services that continuously and proactively improve the performance of processes
that are linked to a customer's product, such as preventive maintenance, training, software
and hardware upgrades, and special product support packages for old products. Different
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customers obviously have different needs depending on the size of the customer, the attitude towards internal product support, downtime costs and other factors. (Ojasalo &
Ojasalo 2008: 34–35.)
As a conclusion, the above mentioned changes create inside the company “transparency
of numbers” which is required in order to monitor the success or failure and for the clear
direction of the implemented changes. In turn, improving the quality of existing services
creates a reputation of a reliable service provider among clients. (Oliva & Kallenberg
2003: 166; Ojasalo & Ojasalo 2008: 36–37.)

4.3. Phase 2: Entering the installed base service market

Entering the installed base service market means recognising the profit potential in the
service sector and setting up structures and processes for its exploitation. The profit potential is often realised through the monitoring mechanism implemented in the previous
stage or after the observation of the competitor's services’ high margins in the service
market. Although the triggers of organisations for going to these markets vary (e.g. top
management change, a successful competitor or a customer satisfaction survey), the process that organisations follow at this stage is predictable. (Oliva & Kallenberg 2003: 166.)

An industrial company has two major challenges at this stage of the transformation process. The first challenge relates to a cultural change when moving from product-oriented
organisation to a service-oriented organisation. The main issue of the cultural change is
the change to a mindset in which the services are appreciated and consideration of effective ways of selling, producing and invoicing them is seen important. According to Oliva
and Kallenberg (2003: 166), a critical factor in the cultural change is the creation of a
separate unit responsible for the service business. However, it is often important at the
beginning of the transformation process to establish the company's service functions under one unit if the company wants to successfully expand from manufacturing to services
and develop a functional service offering. This new unit has its own sales and technical
personnel. In addition, it also has its own information systems to support and monitor the
service business. The information system also indicates the importance of the service
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business for the overall profitability of the company to the rest of the organisation.
(Ojasalo & Ojasalo 2008: 36; Oliva & Kallenberg 2003: 167.)

Another major challenge at this stage of the transformation process is to create a geographically wide (even globally if required) service infrastructure which is capable of
responding to service production requirements of installed base locally. However, this
requires investment that does not usually generate revenue immediately. At the operational level, the company must develop two capabilities to be able to manage distributed
service network effectively: the first is the ability to diffuse services within the network
and the second is the ability to lead a wider service personnel. Finally, the network must
make a decision on the level of the service offering standardisation in order to balance
the transferability of services in different markets and tailor-made services to individual
end-users. (Ojasalo & Ojasalo 2008: 36; Oliva & Kallenberg 2003: 167.)

It is important inside the company to make the service business transparent through numbers so that the success of the services can be evaluated and directed in the desired direction. In this context, various indicators are being developed to assess the efficiency and
quality of the services. (Ojasalo & Ojasalo 2008: 36–37.)

The next step for the service unit is usually the expansion which takes place by developing
and providing new kinds of industrial services related to the own physical products of the
company, or by providing services for another manufacturing company’s equipment. At
this point it is important for the service unit to internally develop a well-functioning service organisation and to create indicators for business success as well as for customer and
employee satisfaction. Externally, the service unit establishes itself as an active market
player, which is actively seeking new business opportunities. In general, companies establish themselves in a strong position as installed base service providers before moving
to the next phase of the transformation process. (Ojasalo & Ojasalo 2008: 37; Oliva &
Kallenberg 2003: 167.)
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4.4. Phase 3: Expanding to relationship-based and process-centered services

The expansion of the service offering usually takes place when the core functionality of
the service unit is established. The transformation may occur along two transition paths
(A and B). Table 6 illustrates this change. The transition path A changes the focus of
interaction with the customer from a transactional to a relationship-based interaction
which is particularly evident in the pricing of the service. In the transactional-based interaction each service, spare part and working hour used is billed. On the other hand, in
the relationship-based services, a fixed price is agreed for a certain period of time, covering all services provided to the customer during that period. In the case of product services, the reason why a company wants to move from transactional to relationship-based
interaction (Table 6: transition vertically from top to down) is often the fact that a service
organisation represents a fixed cost to the industrial service company, and thus the capacity utilisation of a service organisation is critical to profitability. The long-term service
agreement reduces variability and unpredictability and enables better utilisation of service
organisation’s capacity. (Ojasalo & Ojasalo 2008: 38; Oliva & Kallenberg 2003: 167–
168.)
Product-oriented services

End-user's process-oriented services

Transition path B

Transaction-based services

Transition path A

Relationship-based services

Basic installed base services

Professional services

Documentation
Transport to client
Installation/comissioning
Product-oriented training
Hot line/help desk
Inspection/diagnosis
Repairs/spare parts
Product updates/upgrades
Refurbishing
Recycling/machine brokering

Process-oriented engineering (tests,
optimization, simulation)
Process-oriented R&D
Spare parts management
Process-oriented training
Business-oriented training
Process-oriented consulting

Maintenance services

Operational services

Preventive maintenance
Condition monitoring
Spare parts management
Full maintenance contracts

Managing maintenance function

Business-oriented consulting

Managing operation

Table 6. Transactionality, relationship orientation, product orientation and process orientation of industrial services (Adapted from Ojasalo & Ojasalo 2008: 39; Oliva & Kallenberg 2003: 168).
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Usually, an industrial service provider wants to move from transactional-based to relationship-based services to achieve better capacity utilisation. The question is, does the
customer have the motivation to move on to a longer customer relationship? The customer
is not interested in paying for equipment monitoring or periodic inspections if they do not
directly add value. The change from transactional-based pricing to relationship-based
pricing must be justified by calculations which is expressed as the value of a new kind of
service and pricing prerequisite in euros for the customer. The calculations should take
into account, among other things, the preventive or reduced downtime of the device and
the cost reductions for the customer. (Ojasalo & Ojasalo 2008: 40; Oliva & Kallenberg
2003: 168–169.)

The transition path B changes the value proposition's focus on the efficiency of the physical product to the efficiency and effectiveness of the customer's processes (Table 6: transition horizontally from left to right). In this case, the physical product becomes a part of
the value proposition without being the central point. The focus of the industrial company
will shift from the equipment manufacturer to the total service provider which is usually
carried out with various consulting services. The biggest change is that the services now
cover the entire lifecycle of the physical product and are no longer just about installing
and deploying the device. The challenge in this path is to develop the needed infrastructure for expert services, human resource management, knowledge management, new kind
of service production and distribution network, and new contacts with customer organisations. (Ojasalo & Ojasalo 2008: 40; Oliva & Kallenberg 2003: 169.)

According to Oliva and Kallenberg (2003: 170), there is no clear recommendation on
which transition path industrial company should expand to the service business. However,
the company should seriously consider whether it makes sense to try to expand along both
paths at the same time. This option is often so demanding that it is generally advisable to
go through different transition paths in a row rather than in parallel. (Ojasalo & Ojasalo
2008: 40–41.)
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4.5. Phase 4: Taking over the end-user’s operation
The use of the equipment has been traditionally an integral part of the customer’s business. One option to develop a service concept is that the manufacturer of the equipment
also manages its use, in other words, managing the operation based on the service. The
cost to a customer of using a product during its life cycle is in many cases greater than
the cost of purchasing, spare parts and servicing. However, if the equipment manufacturer
suggests that it could also handle all or a part of the use of the equipment, the customer
may experience it as an attempt to penetrate their business and become in the customer's
eyes a competitor instead of a supplier. Therefore, the customer's needs and business need
to be known in-depth before proposing to the customer such a ready-to-operate and operational co-operation. (Ojasalo & Ojasalo 2008: 41.)

A customer of industrial services often wants to be released from a situation of experiencing burden and effortless service. The burden of the customer consists of their current
problem, administrative processes, risk and the need to spend time and money on dealing
with the situation. For this reason, a customer of industrial services often wants comprehensive solutions. (Ojasalo & Ojasalo 2008: 44–45.)

Understanding the customer's maintenance strategy is an important prerequisite for planning successful product support services. The customer’s maintenance strategy can be
either designed or not. The customer's maintenance strategy includes a decision on the
extent to which the customer wants to maintain and develop the related know-how, and
on the extent to which the customer wants to outsource equipment’s maintenance to a
service provider. In general, companies arrange the maintenance of their products so that
it is partly or fully outsourced. (Ojasalo & Ojasalo 2008: 42–43.)

In the last phase of the transition stage of the change process (see Figure 7), the company
providing industrial services has expanded its focus from transactional sales to customer
relationships and from products to customer processes. However, few industrial companies have progressed to this stage in their service business, as it requires that the company
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first establishes a solid foundation for industry maintenance and expert services. Development of expertise inevitably takes time and requires the accumulation of experience.
(Ojasalo & Ojasalo 2008: 43–44; Oliva & Kallenberg 2003: 170.)

If an industrial company extends to services along both transition paths (see Table 6), it
can be considered as transforming itself from a manufacturing company into a service
providing company. This means both tailoring services and proactive approach to the
customer needs. The proactive approach is about anticipating and identifying the customer's invisible needs. Thus, in addition to the recognised needs, the customer may have
“fuzzy” expectations that it may not be able to identify by itself. If these expectations do
not materialise, the customer feels that the quality of the service is unsatisfactory even
though they do not know exactly why. The customer may also have implicit expectations,
which they see as self-evident and do not actively and consciously even think of the possibility that they would not be realised. (Ojasalo & Ojasalo 2008: 44.)

4.6. Benefits of servitization

In the late 1980s, the first notion of servitization was introduced by Vandermerwe and
Rada (1988). According to them, manufacturing companies should servitize for the following three reasons: 1) lock out competitors, 2) lock in customers and, 3) increase level
of differentiation. They also claimed that servitization of business is a natural next step
or new opportunity for some manufacturing companies. Besides, manufacturing companies have already experience of providing services by selling and offering support to
products (Oliva & Kallenberg 2003: 165). Though, services that support the product have
traditionally been seen as an unprofitable necessity, and therefore their development has
been fragmented since the minimum amount of effort in the service operations structure
has been applied. Other authors pointed out economic and environmental benefits of servitization in addition to strategic rationales (Goedkoop et al. 1999: 3; Wise & Baumgartner 1999: 134).

The increasing global competition has led to a more complex market and an increasing
demand for customised services. This has provided opportunities for services as value-
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adding components which manufacturing companies are exploiting in their service business. (e.g. Brax & Jonsson 2009; Neu & Brown 2008; Neely 2008.) In this kind of market
structure, it makes economic sense for manufacturers to offer customers life time support
and different services for their original equipment, especially when the product’s life cycle is extended. Wise and Baumgartner (1999: 134) also stated that product combinations
of growing installed base and slow product sales make product-related services appear as
tempting opportunities for manufacturing companies. In extending to service business,
the main benefits are financial, marketing and strategic opportunities (Gebauer et al.
2006: 374).

Table 7 presents opportunities for companies that are moving towards services recognised
in the academic literature (e.g. Mathieu 2001b; Oliva & Kallenberg 2003; Gebauer &
Friedli 2005; Gebauer et al. 2006; Gebauer & Fleisch 2007). However, the purpose of this
table is not to say that manufacturing companies should move away from offering or
producing tangible goods. Also, the development of traditional manufacturing business
is still important because it provides a key part of the offering and often includes a huge
amount of invested capital. Therefore, service and service-centricity are increasingly seen
as requirements for manufacturers in servitization and the main challenge seems to be
balancing the company's focus on both products and customers. Brax and Jonsson (2009:
555) also confirmed that it is essential for manufacturing companies to identify the best
suitable way for them to become pioneers in the industry by offering products and services.
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Author (year)

Financial

Strategic

Marketing

Environmental

"Crea ti ng obs ta cl es to
competi tors "

"Idenfyi ng end cus tomer's
i s s ues "
"Del i veri ng cus tomi zed
products "
"Di fferenti a ti on i n offeri ng"
"Rel a ti ons hi ps through
broa der offeri ng"

Va ndermerwe & Ra da
(1988)

"Growth i n revenue"
"Expa ndi ng i ns ta l l ed
ba s e"
Wi s e & Ba umga rtner
(1999)

Ma thi eu (2001a )

"Hi gher ma rgi ns "

"Dura bl e cos t a dva nta ge"
"Subs ta nti a l s ca l e ba rri ers
to competi ti on"
"Ma nufa cturers wel l
pos i ti oned to expl oi t ma ny
downs trea m opportuni ti es "

"Bui l di ng cus tomer
a l l egi a nce"

"Del i veri ng combi na ti on of
s ervi ces tha t mi ni mi zes
the overa l l cos ts "

"Fewer a s s ets "
"Stea dy s ervi ce-revenue
s trea ms "

"Exa mi ng cus tomers
a cti vi ti es "

"Ra i s e revenues "

"Di fferenta ti on
opportuni ti es "

"Overa l l cl i ent
s a ti s fa cti on"

"Reduci ng the
vul nera bi l i ty a nd the
vol a ti l i ty of ca s h fl ow"

"Wi thi n commodi ti es
ma rket"

"Inprove new-product
a dopti on"

"Hi gher s ha rehol der
va l ue"
"Pri ci ng of product a nd
s ervi ces "
"Opti ma l us e of i ts
ca pa ci ty a nd fi xed
res ources "

"Strengthen the cl i ent's
"Bui l di ng i ndi s try ba rri ers to
confi dence a nd the
entry"
s uppl i er's credi bi l i ty"
"Hi gher orga ni za ti ona l
"Increa s es both fi rs t-ti me
i ntens i ty"
a nd repea t s a l es "
"Enha nces ma rket s ha re"
"Hi gher s ervi ce s peci fi ty"

"Effecti ve wa y to ma i nta i n
ongoi ng rel a ti ons hi p"

"Subs ta nti a l revenue ca n
be genera ted from a n
"Les s vi s i bl e a nd more l a bor
"Crea te more fl exi bl e
i ns ta l l ed ba s e of
dependent a re much more
fi rms "
products wi th a l ong l i fe di ffi cul t to i mi ta te"
cycl e"
Ol i va & Ka l l enberg (2003)
"Na rrower defi ni ti ons of
"Hi gher ma rgi ns "
core competenci es "
"Sus ta i na bl e s ource of
"Increa s i ng technol ogi ca l
"More s ta bel s ource of
competi ti ve a dva nta ge"
compl exi ty"
revenue"
"Hi gher s peci a l i za ti on"
"Hi gher profi ta bi l i ty"
Pentti nen & Pa l mer (2007) "Grea ter cus tomer
retenti on"
"Stea di er revenue
s trea ms "

Bra x & Jons s on (2008)

"Effecti ve s tra tegi c
pos i ti oni ng"

"Improvi ng ma rket offeri ng "Sta te of rea di nes s 24
a nd cus tomer
hours a da y i n the event of
rel a ti ons hi ps "
envi ronmenta l i nci dents "

"Pos s i bl e va l ue-a dded"
"Pos s i bl e co-devel opment of
product"

"Envi ronmenta l cl us ter"
"Pos s i bl e i nnova ti on"
"Envri onmenta l protecti on"

"Becomi ng pa rt of
cus tomer's opera ti ons "

"Cl os e col l a bora ti on
between cus tomers a nd
provi ders "

"Further expl oi ta ti on of
technol ogi ca l experti s e"

"Incorpora ti ng the
cus tomer pers pecti ve"

"Form a n i mporta nt
feedba ck l oop to product
devel opment"

"Strengtheni ng cus tomer
rel a ti ons hi ps "
"Integra ted, turn-key a nd
ful l s ervi ce contra cts "
"Ai m to opti mi ze the tota l
cos t for the cus tomer"

"Hi gher ma rgi ns wi th
s tea di er revenue"

"Predi cti ng the occura nce
of fa i l ures "

"Performi ng the requi red
ma i ntena nce ta s ks "

"Sol i di fy cus tomer ba s e"
"Ga ther cus tomer
knowl edge"
"Hi gher profi t ma rgi n a nd
s ta bi l i ty of i ncome"
"Les s s ens i ti ve to pri ceba s ed competi ti on"
Ba i nes et a l . (2008)

"Di fferenti a ti on i n
ma nufa cturi ng offeri ngs "
"Provi de i mporta nt
competi ti ve opportuni ti es "
"Les s vi s i bl e a nd more l a bor
dependent a re much more
di ffi cul t to i mi ta te"

"Counter-cycl i ca l or more
res i s ta nt to the economi c
cycl es "
"Increa s e ba rri ers to
competi tors "

"Crea te cus tomer l oya l ty"
"Induce repea t-s a l e"
"Intens i fyi ng conta ct
opportuni ti es wi th the
cus tomer"
"Ga i ni ng i ns i ght i nto
cus tomers ' need a nd a re
ena bl e to devel op more
ta i l ored offeri ngs "

"Hi gher revenues a nd
ma rgi ns "

"Les s ea s y to repl i ca te"

"Corpora te profi ta bl i ty"

"Competi ti on on the ba s i s of
va l ue del i vered ra ther tha n
"Devel op more ta i l ored
on the ba s i s of cos t"
offeri ngs "
"Sus ta i na bl e competi ti ve
a dva nta ge"
"Stra tegi c product
di fferenta ti on"

Ma rti nez et a l . (2010)

Table 7. Benefits in servitization.

"Sus ta i na bi l i ty a nd
reducti on of envi ronmenta l
i mpa ct"
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Financial benefits

The economic dissertations claim that services are expected to bring additional financial
benefits to manufacturers. Higher profit margin compared to goods and stabile income
due to their resilience to economic cycles are the main financial drivers presented in the
literature (e.g. Wise & Baumgartner 1999; Gebauer & Friedli 2005). According to Wise
and Baumgartner’s (1999: 134) estimation, service revenues might be one or two times
bigger than new product sale for manufacturers with high-installed product bases such as
aerospace, automotive or other sectors. In addition, manufacturers’ downstream movement allows to take advantage of an existing installed base (Gremyr et al. 2010: 161).
These arguments are based on the service potential growth opportunities in stabilised
market operating companies (Gebauer et al. 2007a: 12). Most companies find it very difficult to successfully exploit the financial potential of extended service business. Many
product manufacturers face a phenomenon in which companies invest in their service
business expansion or in service portfolio improvement, which obviously leads to higher
costs. However, this investment does not always result in as high returns as expected. The
growth of service revenue does not meet the planned aims due to growing costs and shortage of the same income. In manufacturing companies, this phenomenon is called “service
paradox” (see Figure 8). (Gebauer et. al. 2005: 70–71.)

Figure 8. Transition line and service paradox (Gebauer et al. 2005: 70–71).
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Strategic benefits

The strategic benefits of servitization are based on differentiation criteria and services
offered by marketing opportunities (Gebauer et al. 2011: 1270). Vandermerwe and Rada
(1988: 314) stated in their earliest contributions that customers are central drivers for
servitization. In other words, the market benefits depend significantly on customer needs.
The focus has also shifted from transactions to long-term customer relationships since the
customer is now placed in the middle of the strategy (Gebauer & Fleisch 2007: 340;
Penttinen & Palmer 2007: 552). Services are often more sustainable, less visible and more
labour dependent, difficult to imitate and obstacles to competitors which provide competitive advantage for companies (e.g. Oliva & Kallenberg 2003; Gebauer & Friedli 2005;
Gebauer et al. 2006; Mathieu 2001b). Companies with a wider range of services can offer
customers more assistance with product utilisation, i.e. to expand their business to broader
offerings, companies position themselves differently with strategic choice. Some services
are identified as necessities for customers which operate as obstacles to entry to the market. (Baines et al. 2008: 557–558.) Mathieu (2001a: 44) summarises that the more accurate and powerful the service is the higher the resulting strategic benefits.

Marketing benefits

In general, services can be used as a means of marketing to sell more products (e.g.
Gebauer et al. 2006; Gebauer & Fleisch 2007). In the marketing literature, it is well noted
that the service component has a great importance and influence on the decision of purchasing (e.g. Mathieu 2001a; Gebauer & Fleisch 2007). This applies to customers who
are increasingly demanding for services particularly in business-to-business or in industrial market (e.g. Vandermerwe & Rada 1988; Oliva & Kallenberg 2003; Slack 2005).
The reason for this is the pressure to create more specific definitions of core competencies, more flexible companies, and advanced technological complexity which often lead
to growing pressures to outsourcing services (Slack 2005: 326). Furthermore, services are
also alleged to bring customer loyalty to the stage where the customer may become dependent on service suppliers (Vandermerwe & Rada 1988: 319). Also, services have a
tendency to cause repeat-sale by making contact with the customer more effectively, and
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thus the supplier can be in the right place to offer other services or products (Malleret
2006: 107). In conclusion, by providing services, companies get information about the
needs of their customers which enables the development of customised offerings (Baines
et al. 2008: 558).

Environmental benefits
Nowadays, manufacturing companies are increasingly ‘greening’ their supply chains and
production which is reflected as growing commitment to sustainable business and corporate social responsibility. Over the last decade, reputation of many companies has been
jeopardised due to a failure to fulfil corporate social responsibility and environmental
guidelines, which has caused a significant decrease in satisfaction of different stakeholders such as workers, consumers, communities and shareholders. (Doni et al. 2019: 369.)
The environmental literature has identified servitization as a route to improve environmental impact alongside with the discussions in the literature of management and economics (Goedkoop et al. 1999: 15). The key dissertation is the possibility to reduce the
harmful environmental impact of products if customers review their concepts of ownership and companies change their business models (Neely 2008: 105). As a conclusion,
servitization has influence on reducing the ecological impact of product usability and
providing incentives for companies by increasing their value-adding features through extending the product's life-cycle (Doni et al. 2019: 369).
Customer’s benefits

Customers are expecting to receive satisfactory delivery of the core service especially
when they have developed a relationship with the service business provider (e.g. regular
customers of a car service expect that their cars are repaired reliably). However, as a result
of long-term relationships with the service provider the customers are also expected to
receive benefits that are distinct from the core service performance. In the literature of
services and relationships, it has been discovered that relational benefits can be categorised into four different benefit types: social, confidence, economic and special treatment
benefits, as shown in Table 8 (Gwinner et al. 1998: 101–102.)
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Benefit

Social

Confidence

Economic

Special treatment

Explanation
"Customers get social benefits from long-term relationships with service companies"
"Social benefits include friendship, relationship, feelings of familiarity, social support and personal
recognition"
"Common in services that include continuous personal contact between employees and
customers"
"The key outcome of relationship with service provider is risk reduction"
"Comfort or feeling of security are reasons why customers develop a relationship with service
provider"
"The primary motivation for exchanging relationships is money savings"
"Economic benefits are associated with price breaks or discounts for customers who have
developed relationships with the organization"
"The fundamental axiom of relationship marketing is or should be that consumers like to reduce
choices by engaging in an ongoing loyalty relationship with marketers"
"Rewarding customers loyalty with special treatment is proposed to be handled with "core
service upgrading" and "service augmentation"
"Relationship developed customers may receive additional services that are not normally offered
to non-regular customers"
"Some kind history development with a specific provider relates to customization"

Table 8. Customer benefits as a result of long-term relationships with a service provider.

In the long run, the core service is essential to remain in the competition. However, around
these core service features there is a tendency to build marketing strategies. In addition to
core service features, it is important to provide other benefits for long-term relationship
customers. Furthermore, if customers get important relational benefits they may stay in
the relationship even if they consider the features of the core service less exclusive. As a
conclusion, it is suggested that loyalty, strategies and customer satisfaction can be built
around relational benefits. (Gwinner et al. 1998: 110.)
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5. CHALLENGES ASSOCIATED WITH SERVITIZATION

The servitization of manufacturing can be a tempting strategy to achieve higher revenue,
profitability, stability, customer intimacy and growth, but it also has its own challenges.
Vandermerwe and Rada’s (1988: 314–315) preliminary research of know-how increased
demonstration of how servitization can be useful strategy for manufacturers who are
struggling with rising production costs and price competition. They also expressed concern on unawareness of how far manufacturers should go with services, for example what
the optimal scale of service that should be offered is. Afterwards, research has shown that
the decision on the scope of the service offering is not the only challenge. However, the
main problem seems to be combining services and products into offerings, which requires
integration within the organisation between internal functions and close collaboration between customers and suppliers. (Martinez et al. 2010: 464–465.)

The literature recognises that servitization of manufacturing poses major challenges although it is presented as a serious opportunity to accomplish competitive advantage
(Turunen 2013: 12–13). The servitization of manufacturing can be considered as a change
of offering to outside, but inside the organisation the change in offering is a result of
bigger changes that are implemented. In order to adopt an appropriate resource allocation
and organisational arrangements, managers in charge must be aware of required internal
changes at the strategic and operational level. Commonly, companies that have started
their transition in practice have acknowledged that the transformation from products to
services and towards to solutions is a quite slow and complex process. (Turunen 2013:
13; Oliva & Kallenberg 2003: 161.)

To ensure readiness to operate when the service providing begins, manufacturers might
need to reconstruct organisations and create service-oriented models. Industrial manufacturers experience transition from products to services as a difficult process to adapt, because it influences many issues such as organisational structures and culture, corporate
strategy, product-service design, and customer relationships, which all might include resistance from customers and inside the company (e.g. Baines et al. 2008; Gebauer et al.
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2006; Martinez et al. 2010; Neu & Brown 2008; Oliva & Kallenberg 2003; Vandermerwe
& Rada 1988; Wise & Baumgartner 1999; Slack 2005).

The key element of success is to find the right people for the service dimension to create
a service-oriented environment. Managers of companies must be convinced of that people
are their most important asset in order to provide services. (Baines et al. 2008: 559.) The
culture between service and traditional manufacturing is different and changing the mindset of companies is required to prioritise services and their development over traditional
competitive advantage sources (Mathieu 2001a: 51–52; Oliva & Kallenberg 2003: 166;
Slack 2005: 327). However, to accomplish this important change, long-standing practices
and attitudes are required (Vandermerwe & Rada 1988: 315–316).

The following chapters discuss the main challenges of transition to service business (see
Table 9). The transition includes defining a service strategy, building organisational structure, designing market-oriented service, creating optimal service offering, transforming
organisational culture and managing knowledge and communication.
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Challenge

Author (year)
"Service strategy means moving to the end of the production chain, towards the customer, and
paying more attention to the end user to get know them better" (Vandermerwe & Rada 1988)

1. Defining a service strategy

"Selecting applicable service strategy depends on the competitive intensity of the market, the
conditions in the business environment, the complexity of the customer needs, and the position in
the value chain of the company" (Gebauer et al. 2010)
"Fit of strategy’ and organisational alignment of the organisation with strategy whereby
organisational performance depends on suitable alignment with the three following factors:
environment, strategy and organisational design" (Neu and Brown 2005; Gebauer et al. 2010a)

2. Building organisational structure

3. Market-oriented service design

4. Creating optimal service offering

5. Transforming organisational culture

6. Managing service knowledge and
communication

"Integrating or separating service business units" (Gebauer et al. 2009; Oliva & Kalleneberg 2003,
Brax & Johansson 2009, Neu & Brown 2008)
"Building service network and decentralised decision-making authority (Mathieu 2001b; Neu &
Brown 2005)
"Managers ability to design configuration of organizational elements affects on expected returns of
service business" (Neu & Brown 2008)
"Key strategic feature are market orientation and customer understanding" (de Brentani 2001; Neu
and Brown 2005)
"With new radical innovations, the company can be one step ahead and conquer new markets and
customers" (Berg et al. 2014)
"In service development, important stages of co-production are idea generation and screening,
cross-functional group formation" (Grönroos 2008)
"Service offering classification" (Kotler 2003; Mathieu 2001a)
"The success of value creation depends on the ability of both the customer and the supplier to
observe and define the value" (Windahl and Lakemond 2006; Gebauer et al. 2006)
"Creating a service portfolio" (Ojasalo & Ojasalo 2008)
"Convey importance organisational culture and impact of service strategy to all levels of the
organisation" (Bowen et al. 1989; Homberg et al. 2003; Brax 2005; Gebauer et al. 2006)
"Transition of business mindset" (Mathieu 2001a, b; Oliva and Kallenberg 2003; Slack 2005; Neu and
Brown 2008)
"Significant changes in attitudes and long-standing practices will be required as well as changing
from product-centric structure to more customer-centric" (Vandermerwe and Rada 1989; Windahl
and Lakemond 2006).
"Knowledge sharing and promoting intrafirm collaboration" (Neu & Brown 2005; de Brentani 1990;
Gebauer et al. 2008)
"New service development enabled by innovative climate" (de Brentani 2001; Gebauer et al. 2008c)
"Internal and external communication most important factors in transition to services" (Windahl &
Lakemond 2006; Grönroos 1998)

Table 9. Challenges in servitization (Adapted from Kinnunen & Turunen 2012: 60; Kinnunen 2011: 13–14).

5.1. Defining a service strategy

Industrial companies have to adapt the required organisational structures and processes if
they decide to follow a service-oriented strategy (e.g. Mathieu 2001b; Gebauer & Friedli
2005; Oliva & Kallenberg 2003; Gebauer & Fleisch 2007). The main challenge in this is
to define an organisational strategy that delivers required combination of products and
services which support customer loyalty (Wise & Baumgartner 1999: 136). The organisation must value services and service orientation to be able to adopt a downstream position such as the delivering services of installed base (Oliva & Kallenberg 2003: 166–167).
Therefore, same organisations tend to be customer oriented by providing solutions with
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product service combinations and customised outcomes that are tailored to specific capabilities and customer needs (Baines et al. 2008: 560). Windahl et al. (2004: 220) also
emphasise the importance of customer relationships and expanded expertise in providing
integrated solutions.

According to Gebauer et al. (2006: 381), servitization is a strategy that aims through service offering to differentiation from competitors. One of the claimed reasons to servitize
is increasing price competition and changing competitive dynamics of the market. Therefore, an important question is “Does service strategy form new competitive advantage for
manufacturers?” (Vandermerwe & Rada 1988: 321–322). When servitizing, creating a
strategic plan for service provision is essential as it encourages decision-makers in the
organisation to take the necessary steps in forming organisational preparations and resource investments (Gebauer et al. 2006: 379). (See also, Kinnunen & Turunen 2012: 61.)

Gebauer et al. (2010a: 202) argued that selecting the applicable service strategy depends
on the competitive intensity of the market, the conditions in the business environment,
the complexity of the customer needs, and the position in the value chain of the company.
However, this strategic change may have wider implications, e.g. competitive environment of the market may change when manufacturers move towards services (Turunen
2013: 19). Service companies and traditional manufacturers have partly overlapping offers, which means that companies are competing with new and unusual rivals (Vandermerwe & Rada 1988: 321–322). For this reason, it is critical to carefully choose a strategy
that does not interfere with the ability of the manufacturer to perform in the product business. The aim of servitization in most cases is after all to complement product business
instead of complicating it. (Turunen 2013: 19.)

Manufacturing companies often understand that they need to get more information about
their competitors to be able to offer a more comprehensive portfolio of services, since the
service business sometimes requires companies to approach new customer segments
(Vandermerwe & Rada 1988: 321–322). The formation of a service strategy is based on
the acquisition of internal and external data, on sharing this information inside the company, and utilisation of it for the company’s benefit (Neu & Brown 2005: 13). A service
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strategy means moving to the end of the production chain, towards the customer, and
paying more attention on the end user to get to know them better (Vandermerwe & Rada
1988: 318).

There are several suggestions for service strategies presented in the literature (e.g.
Mathieu 2001a; Gebauer et al. 2008). The strategies differ in the type of customer relationship and importance of services in offering which are considered as the service strategy’s most important design elements (Kinnunen & Turunen 2012: 61). According to
Gebauer et al. (2008a), service strategies can be divided into four types: after-sales service
strategy, customer-support service strategy, outsourcing partner, and development partner. A development partner’s services offer their customers process performance while
an outsourcing partner’s aim is to adopt all responsibility of the customer’s business
(Gebauer et al., 2007b: 15, 18). In order to gain a competitive advantage, manufacturing
companies must move towards the strategic position of a customer-support service provider, a development partner or an outsourcing partner since the service strategies are
dynamic and should change over time (Gebauer et al. 2010a: 201–202). (See also, Kinnunen & Turunen 2012: 61.)

Deciding on the applicable service strategy is not enough for manufacturing companies
that want to expand their service offering. Hence, expanding the service offering is not
just about adding the services to the customer's package, because the most difficult challenge is the implementation of internal changes within the company. According to the
latest studies, focus has been on ‘fit of strategy’ and organisational alignment of the organisation with strategy whereby organisational performance depends on suitable alignment with the three following factors: environment, strategy and organisational design.
(Neu & Brown 2005: 4; Gebauer et al. 2010a: 203.) (See also, Kinnunen & Turunen 2012:
62.)

In servitization the requirement for the top management is to find ways to include services
in the overall competitive strategy and analysis, and strategy design which has been considered as an unprofitable necessity (Vandermerwe & Rada, 1988: 322). Furthermore,
Gebauer et al. (2006: 381) point out that services in manufacturing companies have first
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been noticed as add-ons and functioned as a deliberate strategy only when the purpose
has been to increase total value creation. Also, the implementation of the strategy must
be monitored when adding services in the strategy. Gebauer et al. (2006: 381.) In order
to match the new organisational situation with the new strategy there are requirements
that need to be met, such as creation of ability to provide services, training employees,
service-oriented mindset and development of a new organisational culture to a certain
extent (Gebauer et al. 2010b: 122).

The service strategy must be modified to suit the changing competitive strategy since it
is never a permanent state. Manufacturing companies’ first challenge is to develop a service strategy in the transition process, which requires review on the company’s current
organisation structure, service development operations, human resource management and
organisational culture. (Gebauer et al. 2010a: 202.)

5.2. Building organisational structure

Companies must identify issues such as organisational structure and position on the value
chain when developing service business. A service delivery system’s characteristics are
completely different from those of a production system (Baines & Lightfoot 2013: 104).
Service development structural design is a key factor to achieve successful outcomes of
servitization. Providing advanced services is a move that generally affects cross-functional structures and involves important decisions regarding the physical aspects of the
delivery system such as capacity, facilities, equipment, and technology. Managers who
are considering such a move must take into account the current structure of the company's
business operations and decide how to integrate the service operations. Companies have
identified a number of approaches to these issues such as:

•

“Create a new business function to oversee all service responsibilities”

•

“Create a new business function to handle specific services (typically, advanced
services) while integrating other services into existing business functions”

•

“Allow service operations run in parallel with existing structures, with a single
functional structure managing both products and services”
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•

“Outsource some services and allow an internal business function to manage the
others.” (Bustinza et al. 2015: 54–55.)

In the servitization process of manufacturing companies the structural challenge is related
to organising the responsibilities of strategic business units (SBU), in other words, should
service and product SBUs be integrated or not (e.g. Brax & Jonsson 2009; Gebauer et al.
2009; Neu & Brown 2008; Oliva & Kallenberg 2003). The key structural issues of servitizing companies have been distinguished as building a service network and a decentralised decision-making authority (Mathieu 2001b; Neu & Brown 2005). All previously
mentioned structural issues should be considered to endorse the service-oriented culture
and to align organisational structure with the new strategy. In addition, managers in manufacturing companies will realise that their ability to design configuration of organisational elements that is suitable for external business environment affects to expected returns of the service business. (Neu & Brown 2008: 234.)

According to Oliva and Kallenberg (2003: 166–167), the integration of service business
is a degree that is handled in a distinct business unit including corresponding profit and
loss responsibility. Gebauer et al. (2010c: 241) confirmed that “Separating services from
the product business means that firms create a distinct SBU for services that fully control
the targeting of customers and the development, pricing, selling, and delivery of service
offerings. As the distinctive SBU, the service organisation takes over the financial responsibilities for profit-and-loss in the service business.” In general, separate service organisations have been considered as more successful than integrated service organisations.
However, it is still unclear due to research limitations whether this success is related to
service organisations managerial effort or cultural and managerial prejudices which constrain efforts of service development. (Oliva & Kallenberg 2003; Ojasalo & Ojasalo
2008.) In any case, there are several findings which support the foundation of a separate
business unit for services. The companies that have increased service revenue have been
identified as decentralised service organisations which have responsibility of profit-andloss meaning that the measurement of profitability becomes easier as well. (Gebauer et
al. 2006: 378.)
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Decision-making is one of the structural challenges that companies have to consider. Hierarchical decision-making is emphasised by traditional product-oriented cultures. Forming business-to-business services in goods-dominant companies requires senior level
managers to allocate a high degree of decision-making authority for strategy formation
such as the value proposition and marketing strategies to organisations’ lower level managers. Also, it is claimed that vertically decentralised decision making is one suitable way
to develop customer- and service-orientation since lower level managers are closer to
customers and considered to have better understanding of customers’ demanding services. (Neu & Brown 2005: 12.)

The creation of a service network is identified as manufacturers’ structural challenge in
transitioning to service business. According to Mathieu (2001b: 457–458), service providers could help customers to gain global competitiveness with the use of their product
services and know-how. A company that owns a global service organisation has a competitive advantage when customers around the world require local presence (Neu &
Brown 2008: 238–239). In turn, substantial investments are required when building a service network, which is why it should be carefully considered, although important market
information from local service organisations could be gained (Gebauer et al. 2007b: 17–
18).

5.3. Designing market-oriented service

Long-term success requires continuous improvement of existing products and services
from companies. Companies must be able to react to changes in the operating environment by developing new products, services, or business models. With new radical innovations, a company can be one step ahead and conquer new markets and customers. (Berg
et al. 2014: 14.) The core of the service activity is the value that the customer experiences
in the service process. Therefore, the problem with an efficient service organisation is
that productivity and the value that the customer experiences are interrelated. This creates
a dilemma for service processes. Internal efficiency resulting from cost-effective solutions does not necessarily lead to better financial results. However, if the organisation has
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been strongly product-oriented and focused mostly on technological and internal processes the transitions to offering services and developing market-oriented services can be
challenging. (Grönroos 2007: 9.)

In general, services are inaccurate and difficult to define which makes the design of services substantially different (Slack 2005: 328). According to Grönroos (2007: 63–64),
services are an add-on to the customer's value processes which makes the service process
completely different from the product process. Therefore, this can be a preventing factor
for companies that want to expand their service business, especially because they have to
take into consideration competition outside of their business area from surprising competitors such as their own suppliers, distributors, and customers (Vandermerwe & Rada
1988; Mathieu 2001b; Oliva & Kallenberg 2003). The design process must also take into
consideration the risk of activities that were earlier performed by customers since they
may pose new challenges. In this case, the margin risk may be higher than the increased
profitability. (Slack 2005: 328.) The design of service provision must also take into consideration the focus on communication strategies that describe the value proposition to
the customer (Mathieu 2001a: 52).

It has been acknowledged among the scholars of servitization that company managers
should create a process for the idea creation where the new services can be tested together
with front-line employees and customers (de Brentani 1995). In service development,
important stages of co-production are idea generation and screening, and cross-functional
group formation (Grönroos 2008: 306–307). Developing successful new services through
using structured service development process consists of the identification of market
needs, conceptualisation and experimentation of the idea, and providing market introduction (Gebauer et al. 2006: 383–385).

In order to develop services successfully, many recognised researchers in the industry
emphasise the importance of developing market-oriented services (Brax 2005, de
Brentani 2001; Gebauer 2007; Oliva & Kallenberg 2003). Market orientation and customer understanding are essential for companies and a key strategic feature for successful
business-to-business services (de Brentani 2001; Neu & Brown 2005).
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5.4. Creating optimal service offering

Adding services to offerings is certainly the most obvious and visible manifestation of
servitization for the supplier and the customers. However, it has been realised that there
are wider consequences of adding services to the portfolio. (Turunen 2013: 14.) In this
thesis, service offering is considered as a result of deeper internal changes that have occurred in the strategy, organisational structure and market-oriented service development.
Thus, it was proposed that the analysis of service categorisations (service portfolio) helps
companies to develop a service strategy and to decide the scope of the services to be
provided, also in the case of industrial services (Ojasalo & Ojasalo 2008: 26–27). The
versatility and scope of industrial services have increased during the years of development
and it has been found that the type of service effects on the managerial practice. Hence,
it is more about carefully deciding what types of services to offer rather than the quantity
of the services. (Mathieu 2001b: 463–464.)

There are some service offerings classifications that are founded on purchase phases and
product features. According to Kotler (2003), industrial services are divided into two wide
categories, which are business advisory services and maintenance and repair services.
Here, business advisory services are considered as services that facilitate the development
or management and the use of a product. On the other hand, Mathieu (2001a: 42) divides
services into three groups: customer service, product service, and service products. Customer service can be for example technical support provided in the case of customer inquiries which is sometimes free of charge. Repair and maintenance are examples of product services which are directly related to the service provider’s own products. Finally,
service products include different services of any product or brand. In other words, this
means that the company begins to provide services for customers who have purchased
competitors' products (e.g. process optimisation). (Mathieu 2001a: 42.) The Finnish elevator company KONE is an example of this kind of service provider that offers a wide
range of different services to products of other manufacturers (Turunen 2013: 15).
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On the other hand, Penttinen and Palmer (2007: 553) debate on creating a type of relationship between the buyer and the seller by more extensively dividing services into relational and transactional services. In this context, companies that change their strategy
from offering basic components to provision of integrated solutions resign transactionbased customer relationships and establish a relative customer relationships instead. This
kind of classification finds that customer satisfaction is not maximised by providing a
generic, undifferentiated service to all segments and visualises the idea of customisation.
(Turunen 2013: 15.)

The extension of the service offering by beginning with product-related services and continuing with services directly supporting the customer is one way to succeed in increasing
service revenue (Oliva & Kallenberg 2003: 160). The industrial services offered by manufacturers aim to promote the end-user process, which has the same purpose as emphasised in the ‘service supporting the client’s actions’ category. The purpose of this is to
help a customer to maximise all the processes, actions and strategies related to the product. (Mathieu 2001a: 39–40.) Accordingly, the expansion of the service offering can be
seen as a change in the customer’s value proposition from production efficiency to the
end user to product’s efficiency in the customer process (Gebauer et al. 2006: 380). The
success of the value creation depends on the ability of both the customer and the supplier
to observe and define the value. The supplier plays an important role and needs to communicate, suggest, show and organise training in determining the value together with the
customer (Turunen 2013: 16).

The utmost important factors in servitization are creation of a service offering that is in
line with the organisation’s strategy and awareness of the customer’s needs. It is obvious
that companies cannot serve all customers and thus, a strategic decision on the provision
of service offering is needed. The decision on the positioning of the offering can be a
difficult task since servitizing companies might not have explored and tested all the possibilities that services can provide. (Turunen 2013: 17.)
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5.5. Transforming organisational culture

Service-oriented culture is defined as an organisational culture in which the quality of
service is the guiding value and philosophy that is passed on to customers through employee activity (Schneider & Bowen 1995: 236). Schneider and Bowen also state that an
organisation has a service-oriented culture if "employees believe that customers deserve
excellence" and if different functions work together to achieve this excellence. According
to Gebauer et al. (2010c: 239–240), service-oriented culture consists of four elements in
manufacturing companies: service orientation of both management and employee values,
and of both management and employee behaviour. Thus, a company’s corporate culture
and human resource management requires changes when company is becoming more service-oriented, especially in industrial marketing companies (Homburg et al. 2003: 1–3).
(See also, Kinnunen & Turunen 2012: 62.)

Changing the existing product-oriented organisational culture or building a new one is
fundamentally strategic change that requires special attention from the entire company
(Brax 2005: 151–152). The attempt to transform a traditional manufacturing company to
the desired organisational strategy brings up specific challenges. The traditional manufacturing culture is different than the service culture which is more detailed, and the transition of business mindset is required to implement services and to prioritise their development in terms of more traditional sources of competitive advantage (Oliva & Kallenberg 2003: 167; Slack, 2005: 328). Significant changes in attitudes and long-standing
practices will be required as well as changing from product-centric structure to a more
customer-centric one (Vandermerwe & Rada 1988: 315–316).

Companies face often resistance from the areas of the organisation where the service
strategy is not fully understood or where it is feared that it will cause a change in infrastructure (Mathieu, 2001b: 465). The key to success is finding the right people for the
service dimension and creating service-oriented environment (Baines et al. 2008: 559).
Company managers need to be convinced that people are their most important asset in
providing services which is, in fact, the most important change needed when moving from
manufacturing to service culture (Mathieu, 2001b). In addition, service culture is a factor
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that creates competitive advantage, enhances the performance and is difficult to imitate
(Baines et al. 2008: 559).

Since companies have capital invested in production, facilities, machinery and materials,
it is common to note that the company remains product-focused as it must be capable to
perform the product business in parallel. Hence, companies’ management has difficult
challenge in maintaining the problematic relationship between two cultures in one organisation. (Turunen 2013: 23.) One a way to control the potential change resistance is to
keep both sets of values, rather than replacing one with another (Gebauer et al. 2006:
382). Companies that have traditionally been product-oriented and want to become service-oriented should hire and reward employees who are capable of handling the new
challenges the services require. Also, it has been claimed that customer orientation should
be included in managerial positions in order to integrate the service strategy and culture
with existing culture. (Turunen 2013: 23.) Leading service orientation from the managerial level to the employee level is an essential part of a manager’s actions (Gebauer et al.
2010c: 253). Service orientation is not transferred to the level of employees if supervisors
do not use enough time and resources to put workers under regulatory pressure to understand the value of the services and to handle difficult situations. (Turunen 2013: 23.)

A manufacturing company must take into consideration both cultural and strategic change
in the organisation in order to be able to start servitizing. Servitization is more about
perceiving the offering which means providing value to customer instead of just adding
services to the offering. Building a relationship with the customers and gaining information that may open new market and opportunities that benefit both the supplier and the
customer are enabled by creating service-oriented culture.

5.6. Managing service knowledge and communication

Two important factors when building a service-oriented culture are knowledge management and communication. This can be achieved with the change of employee mind-sets
where employees get better understanding of services’ customer benefits with internal
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marketing strategy. (Grönroos 1998: 333.) Building an organisational culture that considers the transition to services as a positive challenge is related to internal marketing
(Gebauer et al. 2006: 380). External communication which aims to deliver and maintain
a positive corporate image is also considered as a challenge in transition to offering services. Manufacturing companies aim to change customer perception with providing excellent services, selling high quality products and fulfilling customer requirements and
these are all handled via external communication. Therefore, describing the customer
value proposition requires communication strategies. (Mathieu 2001a: 52.)

Internal and external communication are highlighted by scholars as some of the most
important factors for manufacturing companies that enable transition to services (e.g.
Grönroos 1998, Gebauer et al. 2006). Integrating business unit responsibilities and promoting intrafirm collaboration is essential for achieving a position where the company's
strategy is aligned with the market requirements (Neu & Brown 2005: 5). Manufacturing
companies that have succeed in implementing a service strategy have used incentive systems for achieving goals which in turn were used as an employee motivator (Gebauer et
al. 2006: 382). Also, service organisations have noticed that use and coordination of different methods is required in order to measure the performance (Gebauer et al. 2006:
378).

Empowerment of the service personnel and continuous communication between the customers and service workers are considered as the key requirements in the transition to a
service provider. Manufacturing companies can improve their imago in solution business
with establishing a status of interdependence and enhancing trustworthiness. Therefore,
the foundation of servitization is communication which is considered as an essential tool
to build customer relationships. Also, measurable and well-defined promises should be
included in communication towards customers. (Brax & Jonsson 2009: 552–556.)
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6. FINDINGS

This chapter summarises the findings of the theme interviews and surveys.

6.1. Findings of theme interviews

All three theme interviews were conducted in April 2019. Each interview lasted around
one hour. The interview questions were sent to the interviewees by email 1–2 weeks before the interview. All the interviews started with short presentation of the case company
and the objectives of this research. Hereafter, the interview was conducted according to
the order of Annex 1.

In the following sub-sections, the findings of the theme interviews are presented.

6.1.1. Present services in the companies

What kind of services does the company offer at the moment?

The interviewed companies provide their customers services related to the new equipment
business (e.g. installation and commissioning services), maintenance services (various
maintenance, modernisation, inspection, spare parts and security / fault services) and advanced services (digitalisation). In all companies, the service business represents a significant share of their net sales.

Which of your services are productised?

According to the interviewees, all the services provided by the companies are productised
and documented or at least that is their aim. Each service has its own product description,
product card and accurate content definition. The companies have carefully considered
the content and scope of the services, monitoring and reporting, and have developed sale
support configuration tools that can be used when creating new service packages.

70

One of the companies clarified that: “In order to be able to maintain adequate invoicing
rate in service business the whole chain has to be carefully considered in advance, meaning that strict criteria is required on what is included in the contract and what is not”.
From the customer perspective this enables the company to provide customers accurate
reports on what was agreed to be done and what has been done. Even though, careful
productization is the main rule, the company admits that there is sometimes a need for
exceptions. For example, important customer may have some equipment from another
manufacturer in their premises that the company would not like to maintain but if the
customer is important enough, they may still include the maintenance of this equipment
in their service contract.

Do you have services that are tailored for a customer’s specific needs?

All the interviewees confirmed that each service package is always tailored for the needs
of the customers. However, the point is to compile a suitable service package of readymade pieces. There is always discussion with each customer on whether they have something special that needs to be considered and included in the service package. According
to all three companies, there is always need for some kind of customisation when creating
a service package for a customer. Two companies have been facing challenges in the
customisation of their services and they admit that most of their services still has been
considered too much from technical, service technician or SAP point of view, or with
'inside-out' thinking, and they are working hard to understand what is that the customers
truly need. Another company said that they have not yet made proper service segmentation based on customer behavior and still rely extensively on ‘one size fits all’ thinking.
According to this company, the digitalisation in which they will invest more in the future,
enables them to recognise customer behavior profiles that can be used when making services more customer-oriented. On the basis of the answers, it can be concluded that all
three companies consider customisation of services as an important factor in which they
try to improve in the future. However, the customisation is an endless job which requires
a lot of work from companies. At the customer interface, sales representatives play an
important role in identifying customer needs and collecting ‘quiet’ information.
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Do you have ‘free’ services?
All three companies confirmed that they are trying to avoid ‘free’ services for cost reasons. Also, business structure of the companies (business area division) is designed so
that it directs services related to the delivery of a device (e.g. installation services) separately from maintenance services. According to one of the interviewees: “If we start offering maintenance services together with equipment trade, there is always the risk that
in the final negotiations the maintenance service package will need to be given as a free
complementary item with the equipment. This would slightly dilute, not only the price of
the maintenance services but also their appreciation in the customer's eyes, and this we
don’t want at all". One company admitted that they have made a mistake in the past when
they offered certain services for free to their customers in order to increase competitiveness and equipment sales. Afterwards, it is more difficult to start billing for the same
service, even though the service adds value and customers would probably pay for it nowadays.

Do you have a separate unit for the service business or is it a part of another unit?

The service business forms its own independent business area in all the three companies.
The interviewees recommended to separate service business from equipment sale because
it forces to determine service business metrics, personnel incentives, managerial focus
and employee engagement methods from the service point of view, as well as in order to
consider different ‘clock speed’ in equipment sale and maintenance business.

How do you follow your service business efficiency and profitability?

All three companies have invested a lot in the service business monitoring. Nowadays
monitoring efficiency and profitability is highly advanced. The companies apply several
KPIs to measure overall sales, profitability (e.g. cross margin), staff turnover, utilisation
rate and response rate. They also have real-time reporting tools for monitoring operational
and internal accounting. For example, the work of service technicians is fully digitalised
in all the companies: the technicians report in real time what they are doing and when
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they start and stop a certain job. This way, billing is also handled automatically. The
completed job is reported in the maintenance ERP (Enterprise Resource Planning), which
is also actively monitored. In one company, the meters are divided into customer meters,
service meters, efficiency indicators and cost meters. The company has sufficient data
continuously available and the data is monitored on a weekly basis.

What kind of services will the company offer in the future?

Technology enables many new things. In the recent years, the role of automation and
digitalisation has remarkably increased in the products of all three companies. All the
time more and more analytics, sensors and data will be available for businesses’ use. In
the future, the companies will increasingly move to collecting real-time data and related
analytics. At the moment, the companies are trying to use the digitalisation in their field
functions more efficiently. Nowadays, companies serve their customers through remote
connection in problem situations. For example, when service technician leaves for an
emergency call, the company expert is already connected in the device with remote connection and drives basic diagnostics. This saves time and costs when the right material
and know-how can be brought to the right place at once. This way, the duration of the
disruption experienced by the customer is also minimised. Furthermore, the material
flows can be simulated, and improvements can be suggested to the customer’s processes
with a help of different simulation models by utilising real-time data. The future direction
of one company is ‘network as a service’, where they sell performance instead of products, such as a certain number of machine lifts instead of equipment. The idea is to significantly increase the sale of spare parts and services. According to the company's calculations, the life time value (potential profit) of a device sold could be doubled this way.
The representative of one company mentions that the environmental aspects have also
recently increased. However, it is still unclear whether customers are willing to pay for
environmental friendliness and another question is how much.
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6.1.2. The role of service business in the company

What is the role of industrial maintenance services in the company's current business?

In all the companies, the role of the maintenance business is very central and strategic.
Maintenance business accounted for about one third of the turnover of all three companies. According to one of the companies: “The beauty of the service business is that it is
not so cyclical, one way to motivate the company management to focus and spend money
on service business development is to build a service business model that covers all of the
firm's fixed costs. It should be the first goal in the development of the service business,
because this way the company will achieve the point where the business would be on a
healthy basis even in a slump. On the other hand, if there is no service business on the
side, then adjustment actions might be needed according to the business cycle”.

Do you see your company as a machine supplier, solution provider, maintenance partner,
performance partner or value partner? Why?
All three companies replied that they had started with the ‘machine supplier’ role and are
now in the role of ‘solution provider’ or ‘maintenance partner’. One of the companies
considers itself already as ‘performance provider’ that, according to the company representative, means that the company knows how customer’s construction logistics works,
what kind of solutions they might need and what kind of maintenance would be useful
during the construction period. All the companies confirmed that ‘value partner’ role is
their goal. One of the companies’ maintenance service range is wide, which provided
difficulties to choose the current role of service business: they have customer relationships and geographic areas where the company is closer to the bottom left, i.e. the ‘machine supplier’, and on the other hand, they have relationships where they are in the role
of ‘value partner’ where customers’ own processes are highly dependent on the company's equipment and maintenance services.
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What kind of changes are needed in the company in order to achieve solution provider or
higher role in the service business?
The goal of all the companies was to achieve the role of a ‘value partner’ in their service
business but each company had a different view on how it can be achieved. One company
feels that measuring performance and transforming this achieved benefit into a quantitative proof would help them to move towards ‘value partner’ role: “The best way is if we
can show customers what their cost level has been before and how low their cost level
would be in the future with the benefit of our services. The digitalisation enables us to
collect real-time data which makes it possible to monitor performance and conduct
needed analysis to illustrate the benefits to the customers”. On the other hand, one company sees that they are still too B2B-type organisation and they would like to provide to
their customers data about the end-user’s behavior. They brainstorm ideas such us
whether the information provided by their IoT-solutions elevator utilisation rate could be
processed to such form that the customers could use it to optimise for example their cleaning services.

Do you see the service business as a key part of your business strategy in the future?

All companies agreed that the service business will be a key part of their strategy in the
future.

6.1.3. Servitization process

What have been the most important steps in the development of the company's service
business to date?

All the companies shared the opinion that the biggest and most important step was taken
right after the company was established, i.e. when it was decided to start the service business and set up a separate business unit with its own management and dedicated maintenance staff. This made it possible for the companies to strategically focus on producing,
marketing and selling services. The portfolio of digital tools for service business’s needs
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was born through evolution. This way, the companies have developed their understanding
of the service business, which is ‘spin-off’ type of business, and is clearly different from
the equipment sales. According to the companies, the focus of the service business should
be in long-term customer relationships, perseverance and understanding of customer
needs. The representative of one company stressed that suggesting the next steps to the
customer is especially important when a service technician performs maintenance activities at a customer’s site. One of the companies estimates that customisation of customer
communication and its channels will be the next milestone in the 2020s.

Where and how have you started?

All three companies confirmed that they have been in service business throughout the
company’s history. According to them, it all started by selling services by side of equipment sale: “The importance of maintenance services is emphasized when selling consumables and devices which are in continuous use, otherwise the company would not be able
to operate”. The global service network is also an important competitive advantage for
the companies.

How have you developed the service business processes internally within the company
and externally with the customers?

All three companies are constantly developing their internal and external service business
processes. Among others, the following internal processes have been developed: sale development (e.g. own sale resources for the maintenance business), availability processes
(improvement of delivery times), back office functions, description and documentation
of all maintenance processes, and collaboration inside the organisation between sellers,
installers and service managers. In addition, companies have developed digital tools to
support previously mentioned processes, which has made the service business more efficient. External development targets have been: real-time reporting of completed work to
the customer, collaboration with property managers or other partners, and customer communication and partnership.
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What is your company's market share in the service business where you operate?

All three companies have a significant market share in both domestic and export markets.
According to one company, determining the total market share is a bit challenging as
many customer companies have their own internal maintenance organisation, which usually means that external maintenance services are not purchased. With respect to these
cases, as an external service provider you need to think about different consulting solutions to get something from this particular market.

What are the benefits of the service business?

The companies listed the following benefits of the service business: financial significance, stabilises cyclical fluctuations, strengthens customer relationships on a long-term
basis, the company might detect new business opportunities on an early stage e.g. information about customers' future plans from customer contacts and service technicians, the
global service network provides competitive advantage e.g. in sales of new equipment,
good knowledge of different manufacturers’ equipment and learning ‘product life cycle’
type of thinking.

6.1.4. Challenges of the servitization process

What challenges has the company encountered when transforming from a machine supplier to a service provider?

The companies listed the following challenges in the transformation process from machine supplier to service provider: changing the way people think and behave (e.g. making the salesmen understand that they are selling benefit and advantage instead of devices), internal communication and implementation of service culture, creation of sales
value (e.g. peace of mind and functionality) and communication with the customer, staff
availability and turnover. All the interviewees stated that their business would not be able
to operate without the service business and that they are doing everything to keep developing it.
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Which so-called success factors have contributed the most to the success of the company's
service business?

The following service business success factors were mentioned by the companies: long
experience in the service business, separating service business into its own business area,
quality of products and the reliability gained through them, global service network, capability to operate fast, decision to exploit digitalisation, market leadership, customisation
of service offering according to customer needs (contract coverage), spare parts as a part
of service business, productisation and documentation of services, segmentation of customer needs based on customer behavior and customer centric way of thinking, measuring
service business efficiency and profitability with different KPIs, and continuous improvement of service business.

Have you defined a service strategy?
All the companies have defined a service strategy in their annual report such as ‘life cycle
in real time’ and related elements. The importance of the service strategy has become
even more central due to the ongoing technological revolution.

Have you built an organisational structure around the service business? How?

All companies have built an organisational structure around the service business. The
service business forms its own business area with its own management. In the companies,
the maintenance business is clearly its own organisation and it is in line till ground level
salesmen and service technicians. This means that each service salesman is part of the
maintenance organisation and each device salesman is part of the equipment business all
way to the customer interface.

78

How have you designed the services to fit the market?

The companies’ all services are productised, standardised and designed to fit the market,
taking into account market and technology factors as well as the company's own competence factors to the extent that not all service products are offered in all markets. The
companies admit that they are not even able to provide all the services in all countries due
to the limited technical capability in some locations. However, large training and development programs aim to harmonise country-specific differences by organising training
sessions every year for service technicians and service managers, as well as for salesmen
and sales management. One major challenge here is the large need for training since all
the three companies provide services for equipment of different manufacturers which requires extensive expertise from service technicians around the world.

How have you developed an 'optimal' service offering?

According to the companies, the optimised service offering is always built individually
for each client by ‘putting together the puzzle pieces’. They see that the service portfolio
changes all the time and it is never complete. Technology, legislation, or competitive
situations can bring new opportunities and the companies must be constantly ready to
develop their service offering accordingly.

How have you changed your corporate/organisational culture to service-oriented?

All the companies admitted that they still have work to do in transforming their corporate
culture more service-minded. Companies also considered this as one of their biggest challenges. They emphasized that the company's culture should be suitable and as serviceoriented as possible in order to move to the right direction in a big picture as well as on a
daily basis as leaders cannot control everything in big organisations.
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How do you manage knowledge and communication?

All the companies have focused on training programs that concentrate on know-how and
business skill development. All the interviewees still saw needs and possibilities for development in their company's internal communication and they have been seeking for
suitable digital solutions. They have identified especially linguistic challenges in internal
communication of global maintenance organisation as well as the mobility of service
technicians, which makes simultaneous communication difficult. They all emphasize the
importance of communication as an important factor in any change and especially when
building the corporate culture.

6.1.5. Tips for setting up a service business?

In the final question, an advice was asked from the interviewees for setting up a service
business in the case company. All the interviewees advised to start with small, carefully
planned, limited, timed and implemented activities. First, entities should be identified
where the case company has sufficient capacity and competence to provide customer
added value. In other words, the case company should realistically assess what business
potential it has in the service business with the help of different analysis and in the light
of installed bases. Service business can be started for example with deployment and installation services. In order to identify potential services, the case company would also
need to investigate whether the potential customers have any statutory obligations that
the services could respond to. In this case, the customer would not be served with a problem, but a solution to a problem that the customer would need to solve in any case.

One of the companies advised to concentrate, based on its own example, at the top level
on three elements: service contract sales, repair service sales and productivity. In service
contract sales, it is recommendable to monitor the following KPIs: number of equipment
service, the initial value of the maintenance contract (monetary value), conversation rate
i.e. how much of the new device business side can be converted to a service base and the
breakdown of contract types i.e. whether only basic services or all services are sold
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evenly. In repair sales, the most important KPIs are repair, call out and spare parts monetary value, especially if concentrating on basic service contracts. Predictive maintenance
or modernisation services can be provided as part of repair services to improve product
condition and reduce customer repair needs. Productivity is measured with variable costs
per device, equipment in service per technician, feed time efficiency, which means how
much time is spent on performing contract maintenance, job combination that has come
with digitalisation and means how many drives can be combined with maintenance work
in customer fault situations in order to yield productivity. The last piece introduced by
this company is ‘customer centricity’ that focuses on communicating with the customer.

The representative of one company advised to start one market at time, starting from the
most potential market, for example domestic market and gradually passing the service
business to other countries. This way the case company will learn by doing what sells and
what concept works. For example, responsibility could be used as a sales argument and
directed to real estate and housing company board chairpersons who bear the statutory
responsibility for the maintenance of civil defence shelters and at the same time stressing
the severity of potential problem situations. Instead of maintenance service, the service
could be sold to the customers in the form of insurance. In practice, it is about image
marketing, i.e. selling a customer peace of mind. For relatively small price, customer
could feel confident that the civil protection shelter is in a good order and that the customer has fulfilled its statutory duty which can also be proven if required. Since civil
protection equipment does not affect and is not visible in the day-to-day life of its owners,
such a marketing strategy would likely attract potential customers more effectively than
traditional maintenance service marketing.

6.2. Findings of the surveys

The second part of the research pursued to identify the needs of the potential customers
in the civil shelter maintenance business with surveys. Three different surveys were conducted based on the theory review of this study and the knowledge and experience of the
case company’s experts in service field. The surveys were directed to three different customer segments 1) residential building customers and property managers (see Annex 2),
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2) construction companies and end users (see Annex 3), and 3) current case company’s
customers (see Annex 4).

Survey number one (Annex 2) was directed to the members of the Board of Directors of
residential building and the property management companies. Survey one was shared in
the Facebook group of property management association, the members of the Board of
Directors of residential buildings, decision-making for property owners (PKO forum),
and in the LinkedIn and Facebook profile of the case company. Survey number two (Annex 3) was sent to representatives of the construction companies and end users whose
contact information was registered in the case company’s database. Lastly, survey number three (Annex 4) was sent to the case company’s current maintenance contract customers. Despite the extensive dissemination of the surveys, in total 23 replies were received from the survey 1, only 1 reply from the survey 2 and 3 replies from the survey 3.
In general, the questionnaires were answered anonymously, but respondents were able to
leave their contact information if they desired.

The results of survey one and their analysis are presented in the following. The number
of the responses of surveys two and three was so small that presenting and analysing their
results was considered unnecessary. In the following circular diagrams, all five questions
and answer alternatives of survey one are presented separately. Circular diagrams show
also how respondents' answers are distributed. The answers are used to find out what
potential customers think about the maintenance services of civil shelter and what opportunities and benefits they could provide for the case company.
The first question was “Do you have a civil shelter in your property?” and the answer
options were “Yes”, “No” or “Not sure”. The purpose of this question was to make sure
that the survey was addressed to the right people whose property was protected with civil
shelter. Based on the answers of the question one, seems that the survey was addressed to
the right people since 96% of the respondents replied “Yes”.
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Do you have a civil shelter in your property?
4%

0%

Yes
No
Not sure

96 %

Figure 9. Breakdown of the replies to question one.

The second question was designed to find out how potential customers have currently
organised the maintenance of their civil shelter. The answer options were “The housing
company takes care of the maintenance itself”, “Annually by an external service provider
(service contract or other service)” and “Civil shelter is not regularly maintained”. Based
on the answers of the question two, it can be stated that almost half of the respondent’s
civil shelters are not regularly or at all maintained. About half of the respondents maintain
the civil shelter by their own and about one-eighth of respondents use an external service
provider. On the basis of the answers to question two, it can be stated that there is potential
for the case company in the civil shelter service business and the competition seems to be
quite low at the moment.

How is civil shelter maintenance currently organised?

The housing company takes
care of the maintenance itself
39 %
48 %

Annually by an external service
provider (service contract or
other service)
Civil shelter is not regularly
maintained
13 %

Figure 10. Breakdown of the replies toquestion two.
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The third question was designed to clarify what kind of services potential customers
would be interested in. The answer options to question “If available in the market, would
you consider services where” were “to survey the current state of your civil shelter and
the potential needs for repair and equipment upgrades”, “to provide inspections and
maintenance of your civil shelter and to carry out the tightness test by professionals (the
approved tightness inspection record is acceptable to the authorities as proof of the condition of the civil shelter)”, “to ensure that the civil shelter is kept in working order with
a maintenance contract (approx. 30–50 €/month) which would enable it to be deployed
as required by law (72h)” and “to train the care takers of civil shelter”. The respondents
were given the option to choose between zero to four options in total. On the basis of the
answers to question three, it can be stated that customers would be relatively equally interested in all the proposed civil shelter maintenance services.

If available in the market, would you consider services where
20 %
27 %

to survey the current state of your civil shelter and
the potential needs for repair and equipment
upgrades?

to provide inspections and maintenance of your
civil shelter and to carry out the tightness test by
professionals (the approved tightnss inspection
record is acceptable to the authorities as proof of
the condition of the civil shelter)?
to ensure that the civil shelter is kept in working
order with a maintenance contract (approx. 30-50
€/month) which would enable it to be deployed as
required by law (72h)?

23 %

to train the care takers of civil shelter?

30 %

Figure 11. Breakdown of the replies to question three.
The fourth question was “Would you like to participate in the design and development of
civil protection maintenance services?”. The answer options were “Yes” and “No” and if
answer was “Yes” the respondent was able to leave contact information in the text box if
wanted. This question tried to clarify the respondents' interest in civil protection services,
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more precisely in the design and development of the services. Based on the answers of
the question four, it can be said that over half of respondents are not interested in designing civil defense services, while 35% of respondents would be interested.

Would you like to participate in the design and development of
civil protection maintenance services?

35 %
Yes
No
65 %

Figure 12. Breakdown of the replies to question four.
The last and fifth question was “Would you like to get information and offers of civil
shelter service contracts or other services via email?”. The answer options were “Yes” or
“No” and if answer was “Yes”, the respondent was able to leave contact information in
the text box if wanted. The purpose of this question was to find out whether the respondents wanted information and offers of the civil shelter maintenance services in the future.
Also, idea was to gather contact details of potential future customers to the case company.
On the basis of the answers to question five, the respondents did not want information
about the services of the civil shelter service by e-mail. This, in turn, shows that the most
of respondents are not so interested in civil shelter services.
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Would you like to get information and offers of civil shelter service
contracts or other services via email?
17 %

Yes
No

83 %

Figure 13. Breakdown of the replies to question five.

86

7. CONCLUSIONS

In the past decade, increased global price competition has forced manufacturing companies to reconsider the way they are operating. Manufacturing companies realised that they
had to begin servitizing by adding services in their offerings that enables to compete with
value rather than cost in the market. However, the service business has proven to be a
difficult business opportunity for industrial manufacturing companies if the company has
no tradition to provide services to its customers, for example alongside the new equipment
business. Before, many industrial manufacturing companies considered the service business as unprofitable necessity which had to handle along the new equipment deliveries.
In this thesis, the servitization process is considered as a strategic change inside the organisation that involves various internal processes and challenges to overcome in order
to achieve its successful implementation.

This research was conducted as an assignment for a civil shelter protection industry operating case company which aims to expand its business from a component manufacturer
to a service provider. The aim of the research was to provide useful information of the
servitization process by answering the following two research questions;

1. What has to be changed inside the case company (e.g. processes, staff etc.) so
that maintenance services can be provided to the customer?
2. How to make the customers interested to purchase maintenance services from
the case company?

The literature review material consists of different academic field articles, books and researches which was conducted to answer the research questions focusing on transitions
phases of servitization process as well as on its main challenges and benefits. In the empirical part the first research question was studied through literature review of existing
theories and theme interviews with experts from three Finnish industrial companies which
have successfully expanded to service business. The second research question was approached by surveys, which were sent to potential customers. With the theory review and
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the empirical part of this research, the best practices were identified to ease the case company’s transition to a service provider.

7.1. Theoretical contribution

During the past 20 years, servitization has been increasingly examined. Many researches,
books and final theses from the different industries have applied practices of servitization.
The topic has clearly been important for many companies, especially in industries where
the pressure on price competition in the market is high. In theory of servitization success
stories and reasons for failure are widely presented, but general framework or phases towards a successful service business have not yet been identified. Also, the benefits of the
service business such as financial or strategic ones have not been generalised with practical examples.

In this study, the servitization phases from a component manufacturer to a service provider were examined focusing on organisational factors. As concluded in the theory review, the servitization process include many different internal challenges that need to be
clarified before providing services to customers and delivering service pledges. A general
framework or phases to proceed from a component manufacturer to a service provider
have not been identified in the literature. Most common servitization phases are presented
in Oliva and Kallenberg (2003) research, which was later proved to be a fairly common
way to proceed in the service business. Their four phases (see Figure 7) were found to be
the most suitable for the case company when taking into consideration its current position
in the service business.

The challenges of the servitization were also examined in the literature review. Kinnunen
and Turunen (2012) identified in their research the main challenges of the service business, especially in the servitization process. These challenges were identifiable in the four
different phases of servitization presented by Oliva and Kallenberg (2003). As a conclusion, Figure 14 was provided to illustrate the transition phases including the major challenges in each phase. In the first phase, product-based services should be established as
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part of the service strategy and the service business should be separated as its own business area in the organisational structure. In the second phase, the focus is on entering the
installed base service market and overcoming challenges of creating a service culture and
optimising the service offering. In the third phase, the service offering is expanded from
transaction-based to relationship-based services and from product-oriented to end-user’s
process-oriented services that emphasize the expansion of the service business infrastructure, human resource, knowledge and communication management. The final step is to
provide larger entities to the customers for example together with a business partner. As
a conclusion of the theoretical part, it can be confirmed that the following Figure 14
phases and solving the challenges of each phase provide a good basis for the case company to proceed towards the role of the service provider.

1. Consolidating
product-related
services

• Defining a service
strategy
• Building
organisational
structure

2. Entering the
installed base
service market

• Transforming
organisational
culture
• Creating optimal
service offering

3. Expanding to
relationship-based
and processcentered services

• Managing service
knowledge and
communication

4.Taking over the
end-user’s
operation

• Finding a
business partner

Figure 14. Transition phases and main challenges based on theory review.

7.2. Main findings

This chapter summarises the main findings of this study. The findings include suggested
solutions for the research based on the results of the theoretical and empirical part of this
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study. The findings of the study are summarised and divided into seven sub-sections below. These points should be taken into close consideration when setting up a case company’s service business.

1) Defining a service strategy

In general, service business starts in the organisations with the decision of the top management. In other words, the case company’s top management should provide concession
and information about possible budget to set up a service business. In turn, the top management needs all available information about the company’s business opportunity in the
service business. Building a service strategy begins if a business opportunity exists and
the top management decides to get involved in service business. For example, the case
company can start selling services with maintenance contracts along new equipment sale
relying on equipment warranty or statutory matters. Today, the importance of service
strategy is increasingly emphasized due to the fast-developing technology. The top management also has the main responsibility in the change management inside the company
by defining service business’ goals and how to achieve them. When having a successful
service business, the top management's work becomes easier since they no longer necessarily need to make adjustment measures in a cyclical way – counterbalance to the cyclical fluctuations is highlighted as an advantage of the service business. In any case, it can
be stated that the management of the company plays a key role in starting the service
business.

The role of service business in the case company should be determined as central and
strategic by the decision of the company’s top management. The ultimate goal of the case
company should be the role of 'value partner' in their service business. The way of reaching the value partner role is always company-specific, but for example measuring benefits
with performance-based digital tools and transforming these benefits to quantified information to the customers might help the case company to reach their goals.

According to the empirical part of this thesis, in the future more and more real-time data
will be collected with different sensors as well as analytical analysis conducted from the
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obtained data. For example, the case company could improve its maintenance field functions through digitalisation in case of malfunction situations by developing remote services. Of course, this is only possible if the case company’s devices are equipped with
required sensors. As a conclusion, the future direction of the case-company could be ‘Network as a service’ way of thinking, where they focus on selling performance in addition
with devices. Also, in the future the case company should focus on customisation of customer communication and its channels as it was considered as the next milestone in 2020s
by one of the interviewed companies.

2) Building organisational structure

In the empirical part of this thesis, the companies agreed that the decision to go into the
service business and set up its own separate business unit with its own management and
dedicated service staff immediately after the company was established has been the key
step in the success of service business. They stressed that it is especially important to set
up a separate service business unit from new equipment when building organisational
structure. Separate service business unit forces production, marketing, sale of services
and determines service business metrics, human incentives, managerial focus and employee engagement from the service perspective with the different ‘clock speed’ of equipment and maintenance sales. The key factors in the service business are long-term customer relationships, long-term perseverance and understanding of customer needs, which
should be maintained with various activities.
The case company should avoid ‘free’ services by all means for cost reasons in the service
business. The business structure of the case company should be built so that it guides the
services related to the delivery of the device, e.g. installation and maintenance services
apart by means of the equipment sales business division. In other words, new equipment
business salesmen and service salesmen should be different individuals from different
departments. Free services should also be avoided, because afterwards it is more difficult
to get money from them, even though the service includes added value to the customers
and the customers would otherwise likely be willing to pay for it.
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Based on the results of the empirical part, the importance of measuring efficiency and
profitability inside the organisations will increase in the future. The case company should
develop several KPIs to measure the service business’ overall sales, profitability (e.g.
cross margin), staff turnover, utilisation rate and response rate. It should also have realtime reporting tools for tracking operational and internal accounting. Data from the digital
meters should be continuously available to monitor performance and profitability on a
monthly or weekly basis. Nowadays, the problem seems to be that there are too many
meters in the companies. Therefore, the case company should determine exactly what
information it needs.

3) Transforming organisational culture

Transforming organisational culture into a more service-oriented culture, as well as its
implementation, is one of the biggest challenges the companies are facing in the servitization process. So far, an unambiguous solution has not been identified. The case company should put efforts on changing the way people think and behave, for example salesmen need to understand that they are selling value and benefits to their customers instead
of devices. According to interviewees, it is essential that the company's culture is as service-oriented as possible in order to proceed in the desired direction of service business.
The challenge is that the top management is not able to control all activities which have
been created to support the transformation in large companies and for this case company
should consider developing digital solutions for surveillance.

4) Creating optimal service offering

Case company should always focus on what the customers really want when creating a
service offering by doing segmentation based on customer behavior rather than applying
‘one size fits all’ way of thinking. With todays’ digital tools, it is possible to get customer
behavior profiles that can be used to tailor services more customer-oriented. Based on the
interviews, it can be stated that all the companies consider the service customisation as
an essential factor which needs to be developed continuously with different actions. One
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recommendation for case company is for example identifying customer needs in the customer interface where salesmen play an important role by collecting tacit information that
can be further processed to develop a service offering.

All services provided by the case company must be productised, documented and designed to the market taking into consideration market and technology factors as well as
the case company's own competence factors. Also, each service should have a product
description, a product card and an exact content definition. When creating service offering
it is important to consider carefully the content and delimitation of the services, monitoring, reporting and sale configuration tools that can be used to assemble different service
packages.
The case company’s service package and so-called optimised service offering should always be tailored according to customer needs by forming ‘pieces of the puzzle’. There
should also be a discussion with customers about whether they have something special
that should be considered and included in the service package. It is very common that
some kind of customisation need always exists when a service package is provided for
the customers, because a company’s service portfolio is never complete. Technology,
legislation, or competitive situations can also bring new opportunities and for these reasons case company should always be ready to further develop their service offering. Challenges in customising services can be manifested if the services have been designed too
technically, e.g. from the point of view of the service technician, with the compatibility
of SAP, or ‘inside-out’ way of thinking.

5) Managing service knowledge and communication

Management of the case company plays very important factor in successful service business. Therefore, the case company should focus on internal training programs which aim
to develop skills of all managers and employees. The aim of the training programs is to
continuously improve the service business management and employees’ know-how.
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Communication inside the organisation might become another major future challenge for
the case company that should be addressed and solved with e.g. digital solutions. In global
maintenance organisations, the communication challenges are mostly linguistic challenges and due to the mobility of service technicians, which has complicated simultaneous communication. Based on the results of the interviews, internal communication is an
essential factor, especially in any change management project.

Service business consists of different internal and external service business processes that
should be continuously under development. For example, the case company should be
continuously developing the following internal processes: sales development by creating
own sales resources for the maintenance business, availability of delivery times, back
office functions, description and documentation of all maintenance processes, and internal collaboration between salesmen, installation workers and service managers. In addition, it is proposed that digital tools should be developed to support the above-mentioned
processes to enhance the service business. In interviews mentioned external processes
that case company should consider and develop in the service business are real-time reporting of work performed to the customers, collaboration with property managers or
other partners, and customer communication and partnership.

6) Pursued benefits and possible success factors

In the theory review, the main benefits and challenges of the service business were generally discussed. In the interviews, the company representatives added the following practical benefits of service business; economic significance, equalising cyclical fluctuations,
strengthening customer relationships on a long-term basis through customer contacts and
with service technicians’ help the company is able to detect new business opportunities
at the early stage e.g. information about customers' future plans, the global service network brings competitive advantages in the new equipment market, comprehensive
knowledge of different manufacturers’ devices and understanding of life cycle way of
thinking.
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In the interviews, the companies were asked about their key success factors in the service
business. The answers showed that success factors of the companies did not differ significantly. Most of companies raised the following factors: long history in service business,
separate business unit, digitalisation, identifying customer needs and so on. Below Table
10 lists most important factors that have contributed to the success of the interviewed
companies’ service business to this day which the case company should consider as possible guidelines when setting up a service business.

The key success factors in service business:
•

Utilising the experience of service business

•

Separating service business to its own business unit

•

Quality of the products

•

Reliability

•

Global service network

•

Ability to act quickly

•

Using digitalisation

•

Customising the service offering to meet customer needs

•

Decision of spare parts as part of the service business

•

Productisation and documentation of services

•

Segmenting customer needs based on customer behavior

•

Customer-centric way of thinking

•

Measuring efficiency and profitability with different KPIs

•

Continuous improvement

Table 10. The key success factors in service business.

7) Surveys

Based on the results of the survey one, it is possible to identify the different issues from
potential customers that a case company should take into consideration when creating
service offering. First of all, the case company should be aware that there is a clear potential in the civil shelter service business where the competition is low at the moment.
The main issue here is that a potential new customer must be made aware of its own need
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of civil shelter maintenance services. This means that it is advisable for the case company
to begin marketing their service offering with a quick schedule before the situation
changes in the market.

When the decision to start the service business has been made, the service offering of
civil shelter maintenance should be carefully considered. On the basis of the answers to
question three, it can be stated that customers would be relatively evenly interested in all
the proposed civil protection maintenance services. In other words, the case company
should think about services that include 1) inspection of the current state of civil shelter,
2) individual inspections and repairs, 3) leak testing and maintenance activities, and 4)
maintenance contracts and training.

On the basis of the answers of the question four, it can be stated that more than one third
of respondents would like to participate in designing and developing civil shelter maintenance services, which shows respondents’ interest in them and the lack of the suitable
services in the market. Even though the answers of the question four indicate also, that
more than half of respondents are not interested in designing the services of civil shelters,
it is still worth taking into consideration the needs and opinions of potential customers
when building a civil shelter maintenance service offering, e.g. with a separate interview
or survey.

Lastly, based on the answers of the question five, it was found that the respondents did
not want offers of civil shelter services to their email which should be noted when selling
and marketing service to the customers. The case company should consider various options for selling maintenance services, such as face-to-face type of sale, with different
business partners or as a part of a larger service packages.

7.3. Limitations

This research was carried out with a theory review and empirical theme interviews and
surveys aimed to find the best practices for setting up a service business for the case
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company. There are also limitations in this research and the most important ones are related to the empirical part. The limited number of interviewed companies in theme interview and the narrowness of the interview is the biggest limitation when taking into consideration the extent of the topic. Therefore, the interviews can be considered as
‘scratches’ from different sections of the service business. Also, each interviewed company is individual which makes it difficult to form concrete instructions based on the
theory and interviews, especially for the case company whose industry is small and very
specific.

The second limitation is the amount of received replies from the three different surveys.
Despite the extensive dissemination of the surveys only 27 replies in total were received.
The results and analysis of survey 1 were only presented due to the low amount of responses of surveys 2 and 3.

The theoretical part of this study focuses on the first phases of the servitization process
as well as its main challenges and solutions. Scholars have also used different terminology
in researches that have provided difficulties to collect the information for this study. The
phases and challenges of the servitization process presented in this study may differ from
those in practice. In addition, research has focused more on the internal challenges of
servitization, but the case company may also face different external challenges e.g. legislation competition that are not taken into consideration in this study. As stated before, it
is important to build a service business based on customer needs.

The limitations of the research method are related to the number of interviews and survey
responses that could have been more. Another limitation of the research method is linguistic since the interview were conducted in Finnish and later translated into English.
Likewise, interviews could have been carried out with companies in different fields and
with people in different positions.
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7.4. Implications for further research

Servitization is continuously examined and several articles are published every year.
Thus, there is certainly information in the literature that has not been taken into consideration in this study e.g. issues related to the service process, internal changes and its challenges. Data collection from the literature was challenging due to the previously mentioned variability of the used terms by researchers.

The number and scope of the interviews could be wider in the empirical part. The companies had clearly more information to share in interviews, but due to the time limit, some
topics were discussed only briefly. In other words, it would be useful to broaden and
diversify the range of interviewed companies in order to find general and best practices
of servitization. Thus, it can be stated that the future research interviews would certainly
provide a lot of useful information.

Since the surveys for the customers were one limitation of this research due to low rate
of responses, further research would bring added value if the potential customer perspective as more intensely taken into consideration, for example with customer interviews to
improve knowledge of their businesses, network and contacts. This would increase the
data and know-how related to servitization from customer point of view. In theory review,
it was found that the customer challenges are related to the challenges of servitization
inside the organisation.

This study suggests how the case company could set up a service business, but it does not
examine the proposed theory in practice. Thus, for a further research it is proposed to test
the theory in practice in the case company and to measure its success with different indicators. Only when the proposed theory steps of servitization have been tested in practice
and possibly found useful, then the theory could be tested in other companies. Similarly,
the challenges and their solutions in different stages would be important to identify and
add to future research.
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The goal of this research was to provide general information and best practices for the
first steps of the service business for a case company so that it can ease strategic decisions.
The challenge now is to utilise this information in practice.
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