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Servitization of global service network actors — A contingency framework

for matching challenges and strategies in service transition

Wiebke Reim, David R. Sjodin, Vinit Parida



Abstract

Servitization is a rising trend across manufacturing companies, but it is not achievable
without the corresponding transition of the manufacturers’ service network. Despite the key
role of service network actors, their servitization pathways are not widely understood. Thus,
the purpose of this paper is to understand how diverse service network actors approach
servitization under varying conditions. Findings are derived from an exploratory case study of
eight service network actors for a global construction equipment manufacturer. The analysis
reveals that service network actors face major capability- (lack of service provision
capabilities, lack of service provision vision) and market-related challenges (unfavorable local
conditions, low customer service readiness) that hinder their transformation. The analysis also
reveals four unique servitization strategies (service extension, service benchmarking,
digitalization, customer co-creation) that service network actors implement. A contingency
framework is proposed to explain which challenges can be matched with which servitization

strategies to achieve service network servitization.

Keywords: Servitization; Product-Service Systems (PSS); Distributor; Challenges; Service

networks; Ecosystem



Servitization of service network actors — A contingency framework for matching

challenges and strategies in service transition

1. Introduction

In today’s globally competitive economy, servitization is a commonly applied strategic
initiative among manufacturing firms. Servitization refers to the transition from the traditional
provision of products and basic support services to the provision of advanced services to
generate greater value to global customers (Baines & Lightfoot, 2014; Kindstrom &
Kowalkowski, 2014; Spohrer & Maglio, 2008). Advanced services focus on the assurance of
performance or outputs guaranteed by a product (Baines et al., 2013). Examples of advanced
services are outcome- or results-based services such as Rolls Royce’s “Power by the Hour”
offer (Baines et al., 2017). As firms move toward the provision of advanced services, they must
increase their efforts to manage the co-creation of value with customers by supporting the
service networks that deliver their services in local markets (Baines et al., 2009; Gebauer et al.,
2013; Parida et al., 2014; Wallin et al., 2015). Thus, the success or failure of servitization efforts
in different markets largely depends on the role of service network partners such as distributors
(Durugbo & Riedel, 2013; Parida et al., 2015). Distributors are the local intermediaries that are
responsible for customizing and delivering advanced service offerings and co-creating value
with local customers. Accordingly, a global provider’s transition toward advanced service
provision is rarely possible without the support and corresponding transition of service network
actors. However, service network actors’ servitization creates numerous challenges because it
represents a radical transition of the modus operandi of these local actors and requires large-

scale changes in their operational processes (Gebauer et al., 2013; Story et al., 2017).

Despite the critical role of service network actors, the servitization literature provides scarce
insight into their transformation challenges. The literature predominantly focuses on aspects of
the manufacturers’ transition, such as capability development (Parida et al., 2014), central
activities (Hakanen et al., 2016), governance strategies (Sjodin et al, 2019) behavioral
implications (Gebauer & Friedli, 2005), business model fit, and capabilities (Ferreira et al.,
2013, Reim et al., 2015) are just some examples. However, the challenges that service network
actors face differ from those that manufacturers encounter (Durugbo & Riedel, 2013; Hakanen
etal., 2016). For example, Parida et al. (2015) affirm that local market and regulatory conditions
vary considerably between regions and countries. This variation increases the risk of market

failure and burdens distributors with unexpected delivery costs. Indeed, a key challenge for
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service network actors is adapting manufacturing firms’ servitization efforts to local conditions.
Yet knowledge of such servitization-related challenges is not well understood and needs further

attention.

Because each servitization journey entails a different set of challenges and opportunities,
each service network actor has to choose an individually suited strategic approach to ensure
full-scale servitization (Kowalkowski et al., 2011; Zarpelon Neto et al., 2015). Factors that
influence the choice of strategic approaches include the combination of customer and market
heterogeneity and the heterogeneity in distributors’ characteristics (e.g., financial slack,
operational skills, and organizational maturity). For example, Cenamor et al. (2017) describe
how digitalization or, more specifically, digital platforms help adapt advanced service offerings
and increase flexibility in local front-end units (i.e., distributors). Sjodin et al. (2016) also
identify mass service customization capabilities, which refer to the ability to integrate
knowledge of specific customers’ needs and tailor advanced services to meet the needs of a
range of customers. This ability is critical to success in advanced service provision. Arguably,
these mass service customization capabilities depend heavily on proficient distributors. Yet the
literature offers no synthesis of how different service network actors apply diverse strategic
approaches to meet the challenges of servitization and become advanced service providers in

their local markets.

Based on the previous discussion, this study provides servitization insights that are specific
to service network actors. Such insights are largely missing from the servitization literature
(Ulaga & Loveland, 2013, Rabetino et al., 2017). Accordingly, the purpose of the paper is to
advance understanding of how service network actors approach servitization under varying
conditions. We present an exploratory case study of multiple distributors of a global advanced
service provider within the construction equipment industry. Empirical insights were gathered
from eight distributors from different global regions such as Europe, South America, and the
Middle East.

Our primary contribution is the development of a contingency framework for the selection
of strategies to manage servitization challenges under varying conditions such as a lack of
service provision capabilities and low customer service readiness. This study shows that it is
important to realize that each service network actor faces unique challenges that must be
addressed through an individual mix of servitization strategies such as digitalization and value

co-creation with customers to achieve servitization.



2. Theoretical background

2.1 The role of the service network in manufacturers’ advanced service provision
Servitization is the focus of an emerging research stream with the potential to provide
economic, social, and environmental benefits. The servitization literature typically focuses on
the manufacturers’ internal implementation processes or the relationship between provider and
customer (Barguet et al., 2013; Stroughton & Votta, 2003; Tukker, 2004). In contrast, the role

of the service network in manufacturers’ servitization efforts has largely been overlooked.

In servitization, service partners such as distributors can be regarded as the intermediaries
in an extended value creation network, providing the forward link to customers and the
backward link to the manufacturer. Service networks extend beyond organizational boundaries.
Customers, suppliers, partners, and distribution networks all work toward value co-creation
(Sakao et al., 2009; Parida et al., 2015). However, there are major differences in the servitization
journey of the manufacturer and the service partners. Service network actors commonly have
even smaller amounts of resources and capabilities to drive business development toward
servitization (Durugbo & Riedel, 2013). In addition, geographical heterogeneity calls for a
detailed analysis of how to address servitization under specific local conditions (Zarpelon Neto
et al., 2015). Applying existing manufacturer servitization theories to distributors would
overlook their dependence on manufacturers and the service network while failing to account

for local variations and customer characteristics.

The few studies that have focused on service partners recognize that readiness and
willingness to offer advanced services to heterogeneous customers go hand in hand with the
servitization of service partners (Durugbo & Riedel, 2013; Lockett et al., 2011; Parida et al.,
2015). For example, Schweitzer and Aurich (2010) describe the importance of understanding
global service networks, which are responsible for delivering advanced services in cooperation
with customers throughout the product life cycle. Thus, investigating the role of distributors in
servitization is vital to understand not only their role in mediating partnerships between
providers and customers (Evans et al., 2007), but also the underlying dynamics that explain
distributors’ commitment, communication, and distributed work practices in advanced service

provision,



Prior studies acknowledge the myriad types of services, ranging from simple consultancy to
the outsourcing of entire operational processes (Sjodin et al., 2017; Tukker, 2004). Arguably,
transformation toward advanced service offerings places greater strain on service network
actors. For example, by offering advanced services such as pay-per-use or functional result
contracts, service network actors assume greater risk. But advanced services also provide
opportunities for collaborating partners to move up the value-chain, create additional value,
and generate greater revenues (Meier et al., 2010; Parida et al., 2015).

2.2 Service network actors’ servitization processes

Prior studies have indicated the key role of the service network in manufacturers’
servitization processes (Parida et al., 2015), but few studies have actually focused on the
challenges and strategies that distributors face in their own servitization processes.
Nevertheless, recent provider-centric studies have provided some findings. Service network
actors and manufacturers are likely to face some similar challenges in the servitization process.
Such challenges include taxing behavioral processes (e.g., risk aversion) and diverging
management objectives (Gebauer & Friedli 2005). Studies have highlighted the importance of
the external business model fit for a successful transition. Studies have also shown the dynamic
nature of the life cycle of the supplier—customer relationship, which needs reciprocal
adjustments (Ferreira et al., 2013; Gebauer et al., 2011; Sjodin et al., 2016). Arguably, such
adjustments are critical for service network actors. For example, customer segments and needs
are likely to vary significantly from country to country. This variation creates major managerial
and operational challenges for distributors, which must cope with diverse customer
characteristics and incentive models and establish new partnerships with value chain actors
(Legnani & Cavalieri, 2010; Pawar et al., 2009). Zarpelon Neto et al. (2015) also highlight local
regulations, resource allocation, internal culture, commercial feasibility, and lack of knowledge
as major problems that prevent distributors from offering advanced services. Culture is
particularly well acknowledged because of its implications for organizations, which include
uncertainty avoidance and power distance (Hofstede & Hofstede, 2005). Thus, understanding
the risk and complexity associated with the transformation of distributors is an important area
of inquiry that is not yet fully understood (Kowalkowski et al., 2011; Reim et al., 2016; Wilson,
1999).

The servitization literature highlights a need to focus on certain strategic initiatives (e.g.,
capability development and new processes) to handle the transition from transactional to
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relationship-based business models, which are required for advanced service provision (Oliva
& Kallenberg, 2003). These efforts include revised business model design, network
management, integrated development of products and services, and service delivery network
management (Parida et al., 2014). Despite not specifically focusing on the service network,
Ulaga and Loveland (2013) describe how industrial sales forces handle challenges when
transforming from product to service-led growth in manufacturing companies. How well the
sales people manage the transition depends on individual variables such as learning orientation,
customer service orientation, intrinsic motivation, and visionary thinking. However, the
literature fails to offer insight into the strategic approaches that are applied by the service
network, which is essential to satisfy customers and correctly perform the necessary services
for global service provision. Customer understanding, customer engagement, knowledge
management, governance strategies and trust-based interaction are cited as key capabilities in
the literature (Bagheri et al., 2014; Kohtaméki and Partanen, 2016; Parida et al., 2015; Reim et
al., 2018; Sjodin et al, 2019). This list can be further extended by adding the need for aligned
objectives, risk transfer, shared values, and common IT systems across the enterprise
(Harrington & Srai, 2012; Lockett et al., 2011; Nohria & Ghoshal, 1994; Sjodin et al., 2016).

In short, the literature primarily focuses on organizational structures, individual factors,
and general problems of selling services globally but fails to address the critical role of the
service network (Kucza & Gebauer, 2011). Accordingly, there is a need for studies that consider
the full variety of global service network challenges and enrich our understanding of which
strategic choices service network actors must make to successfully provide advanced services
given their individual conditions (Durugbo & Riedel, 2013; Hakanen et al., 2016; Kowalkowski
et al., 2011; Tabibzadeh and Wireman, 2003). Our study thus focuses on advancing the

understanding of how service network actors manage servitization.

3. Research methods

3.1 Research approach and case selection

This study consisted of an exploratory multiple case study of eight distributors for
a global Swedish manufacturing company (hereinafter Alpha). These distributors were actively
pursuing a servitization strategy. We chose this research design because there is currently scant
knowledge of how service networks transform their focus to offer more advanced services.
Such knowledge is lacking because the literature focuses only on manufacturers’ servitization.

Therefore, data from rich, real-life cases are needed to identify new aspects and phenomena
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(Yin, 2003) such as the specific challenges that distributors face during servitization and the
strategies that they can apply to meet these challenges. Multiple case studies are well suited to
new research topics where new perspectives are sought and where little knowledge of a complex
phenomenon is available (Eisenhardt, 1989). Accordingly, these multiple case studies provide
multifaceted, complementary insights into service network actors’ servitization by allowing us
to compare and contrast cases.

Alpha is a global provider of construction equipment. Alpha employs more than 14,000
people, has product and service revenues of 6.28 billion USD, and operates through internal
and independent distributors. Depending on the distributor’s maturity, additional services are
offered to customers to complement or replace the sale of machines. These services include
maintenance contracts, extended warranties, operation optimization (reduction of fuel
consumption and operator training), leasing/renting, proactive maintenance, and advanced
services such as pre-agreed availability or total care agreements. Thus, not all distributors offer
the same services because servitization depends heavily on the skill and competence level of
the distributor.

In collaboration with Alpha, we used purposive sampling to identify eight distributors that
were relevant to our understanding of both distributor-specific challenges and strategies for
meeting these challenges. Distributor selection was based on several criteria. First, building on
Raddats and Kowalkowksi’s (2014) categorization of servitization types into enthusiasts,
pragmatists, and doubters, we selected distributors based on their maturity in terms of offering
advanced services. We used this criterion to identify the variation of existing challenges and
observe the actions taken by distributors that had already addressed certain challenges.
Specifically, we selected distributors that had initiated a servitization transformation but were
at different stages of realizing this transformation because we expected maturity to affect the
choice of strategy. Second, we included distributors from different global regions to capture as
much regional variation as possible. Finally, we included both internal and independent
distributors to analyze the effect of owner structure on servitization. Internal distributors are
required to follow manufacturers’ recommendations more strictly, whereas independent
distributors have more freedom to try their own initiatives while still following manufacturers’
key requirements. Although the differences between these two distributor categories enrich the
study’s findings, they may negatively influence generalizability. The selected cases thus offer
a suitable setting for developing new knowledge of the servitization of global distributors.

Descriptive data for each case appear in Table 1.



<Insert Table 1 about here>

3.2 Data collection and analysis

Data collection was primarily qualitative. Data were gathered from semi-structured and
open-ended interviews with key informants. Informants had knowledge of the servitization
transformation of the distributor where they worked. For each distributor, we interviewed the
corresponding regional manager at Alpha. We also interviewed people at Alpha’s strategic
(global) level. Doing so provided several perspectives regarding distributor transition. We
interviewed 27 respondents from the distribution network (12), Alpha’s regional management
(7), and Alpha’s strategic (global) level (8). Accordingly, three to six respondents corresponded
to each distributor. Respondents were actively involved in service development and operation
for Alpha or for their part of the distribution network. Thus, we selected knowledgeable
informants at strategic and operational levels. These informants viewed the servitization process
from diverse perspectives. We thereby substantially reduced the bias in the data collection
(Eisenhardt & Graebner, 2007). Respondents also varied in terms of age, years in employment,
academic training, and position.

The interview guide was designed to explore the distributors’ servitization transformation
experience. For example, questions centered on distributors’ challenges, possible solutions,
strategies, and readiness for advanced service provision. Questions about the current service
offers and future servitization plan allowed us to analyze the maturity and strategies in service
provision across global settings. Because the study covered respondents from different levels
within Alpha as well as internal and independent distributors, we asked questions about the
manufacturer—distributor relationship and questions concerning the use of telematics and other
IT tools. Such tools are crucial for advanced service provision. The face-to-face interviews
lasted between 60 and 90 minutes. Interviews were recorded and transcribed. These recordings
and transcriptions provided the basis for the analysis. Finally, secondary data such as annual
reports, project documents, and operational process descriptions and tools (e.g., value
calculators) were collected and reviewed.

The data analysis was based on open coding content analysis. Headings (i.e., codes) were
written into the transcriptions based on the terms and content they addressed (Elo & Kyngas,
2008). The codes were combined into first-order categories, which described the experiences
of respondents in their own words. The first-order categories were analyzed for links and

patterns and then grouped into theoretically distinct groups (second-order themes). Figure 1



shows an example of how the quotations were grouped into first-order categories and were then
further aggregated. Finally, we aggregated the second-order themes into overarching
dimensions of challenges and specific strategies to meet these challenges (Nag et al., 2007).
Figure 2 depicts the overall data structure of first-order categories, second-order themes, and
aggregate dimensions. Preliminary results were shared at several company presentations and

workshops to provide validation and further develop the emerging findings.

<Insert Figure 1 about here>

4. Empirical findings

When the distributor’s role is limited to the sale of the product, operations seem homogeneous,
and distributors vary only by size. In contrast, when distributors seek to increase the service
side of their operations, diversity among global distributors and service providers is vast, and
the prerequisites for successful advanced service provision differ greatly. Based on our analysis,
a data structure was developed to represent a summary of our findings. Figure 2 depicts the data
structure. The data structure emerged from our analysis of respondents’ statements and reports
of experiences in the distributors’ shift toward advanced service provision. Our findings
indicate the crucial importance of understanding the different challenges that hinder
distributors’ implementation of advanced services. However, the distributors, especially the
most successful ones, had developed strategies to cope with challenges and strategically address

the servitization process.

We elaborate on our findings in the following sections. First, we discuss the challenges, which
were related to either distributor capabilities or the market. Afterwards, we describe the

strategic approaches that were most commonly applied to successfully meet these challenges.

<Insert Figure 1 about here>

4.1 Challenges impeding the servitization of service network actors

Our findings indicate two types of challenges in the shift toward advanced service
provision: service network actor capability-related challenges and service network actor
market-related challenges. These challenges strongly affect the service network actor’s

potential to successfully offer advanced services.
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4.1.1 Service network actor capability-related challenges

To successfully offer advanced services, the service network actor needs new competencies
and resources that must be either developed or gleaned from external sources. A typical
example of a lack of service provision capabilities is the difficulty that many distributors face
in employing well-trained technicians. Becoming a reliable service provider is impossible
without the capacity to fulfill the promised services. The regional manager for the Middle East
expressed this idea perfectly:

The distributor is lacking about 15 technicians for providing the standard services promoted by

the manufacturer.

Another challenge is the need for advanced skills to perform the price and data analysis
that advanced services require. When sellers are unable to conduct price and data analysis or
they lack confidence in price setting, they avoid selling these contracts. The German distributor

explained this situation:

The contracts need to be calculated manually by one person in the central team, and it takes time

until the calculation comes back to the sales person, and that is not convenient.

The UK distributor noted that analyzing error codes from its machines is laborious because
the distributor lacks this internal competence:

We get an alarm through from Sweden for the machine by an email ... I check the information
in our system to double check before we start looking into it ... Then | put a case in the system.

Once | have raised a case, we will email the nearest depot and ask them to contact the customer.

The higher risk linked to the transition to advanced services also becomes a challenge when
the distributor has a low ability to identify and mitigate risks that relate to the services
themselves. Distributors that depend on the risk coverage of the manufacturer lag behind. They
only provide the services that are required by the manufacturer and that are fully backed up.

The advanced distributor from the Netherlands described this situation:

We take the risk ourselves ... But I can imagine for small distributors, it could be good to have

a little bit more support because for them it’s more risk.

Depending on competencies from outside the company hinders the efficient integration of
new services into the company’s own operations.

Challenges do not only exist at the operational level; they are also prevalent at the strategic
level when servitization is not prioritized. This lack of service provision vision becomes
obvious when the distributors have a weak understanding of the potential of advanced services
and prioritize business as usual over aiming for servitization. According to one global product

manager:.
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Many of our distributors worldwide are not even convinced that normal maintenance contracts

are a good idea, or they are not even mature enough to manage or sell them.

This understanding is critical to drive the development of more advanced service offers.
When this understanding is lacking, however, it is often also linked to the challenge of a low
financial readiness to invest in advanced services. One of the regional managers for central
Europe described the distributor’s hesitance:

It can be, for example, the unwillingness in doing investments because some of the services
might need investments in equipment or investments in hiring or adding new people to the

organization. The distributors have to take care of these investments.
When there is a lack of willingness to invest in services, distributors are far from being able
to offer advanced services. A significant allocation of strategic and financial resources is

necessary; otherwise, successfully implementing advanced services will prove impossible.

4.1.2 Service network actor market-related challenges

Distributors operate in highly different markets and geographic locations. This global
spread can create challenges for the servitization process. Unfavorable local conditions hinder
successful servitization. In some global regions, digitalization functionalities are restricted by
local regulations that hinder advanced service implementation. The regional manager for
central Europe described the differences in regulation:

In Germany, for example, when it comes to telematics, you have quite a lot of hard work to
ensure data security laws in Germany. While, in Holland, it’s not the same; it’s not that hard. It
was easier to launch telematics from the start. Also, the thinking of the customers is different in
these two countries.

When laws and regulations challenge the implementation of advanced services, the
distributors also hesitate to adopt such services.
Another crucial challenge is the geographical spread of the key customer base. The

regional manager for the Middle East explained this very simply:
It is almost pointless trying to sell a maintenance contract in Sudan for servicing a machine when
you have to make a 2000km round trip just to do it.

The same is true of Australia, where certain services are not feasible because of distance:
Generally, servicing machines that are far away requires accommodation because the engineers
that travel a certain distance or certain time, due to union and safety regulations, have to stop, so
the travel and accommodation all starts adding up, and it becomes expensive to carry out service

agreements.
In contrast, a geographically concentrated region such as the Netherlands allows for easier
service provision.
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Therefore, the distance to customers has a major effect on the ability and feasibility to
implement certain types of advanced services. Additional regional differences in the availability
of alternatives to authorized distributors affect the power of the distributors in the aftermarket
and their ability to sell advanced services easily. The distributor in Australia explained this

problem:
The customers have alternatives in Australia like local mechanics or their own mechanics to
work for, so it’ll be difficult.
The regional manager for Cuba described the situation differently:
The customers don’t have any influence; they can’t buy parts anywhere else. It’s quite easy to
sell the contracts in Cuba.

Like the geographic location and conditions, the customer base can also raise challenges.
For example, a low customer service readiness is a critical challenge when there are
conservative attitudes to buy services in the market. Not all cultures are open to service
agreements, and attitudes can pose a major challenge for distributors to successfully implement
service provision. In addition, it is clear that different customers have different preferences for
how to finance investments, different mindsets towards buying advanced services, and different
skills and processes for evaluating and procuring advanced service offers. All these represents
a challenge. The distributor from the UAE explained customers’ unwillingness to adopt

advanced services:

Not everybody wants the highly sophisticated piece of equipment and the telematics that go with
it; they just want a basic machines, and [Alpha] needs to understand that as it is a very
technologically advanced organization, but they also need to design the products to suit the
markets, to make them more accessible, to do away with the stuff that people don’t want or need,
and they are a little guilty of getting too advanced and dealing with all the end users in the same

way. There are lots of guys here that can’t read or write. We’ve got to remember that.

Finally, customers’ interest to meet safety and sustainability benefits varies considerably.
If customers do not care, then the benefits of advanced service provision for safety and the

environment will not attract them. The distributor from the UAE clearly illustrated this point:

Some of the customers don’t care about fuels because it’s so cheap and don’t care about the
operators because they are paying no money at all, and they don’t care about safety and all the

environments involving all the core values of [Alpha].

In contrast, the Swedish distributor emphasized the value and importance of safety issues:
“When it comes to safety, Scandinavia has come quite far.” This statement also implies that
they see the value added of services that improve safety and sustainability. In conclusion, every
distributor faces specific challenges that vary significantly in terms of how they constrain

distributor servitization.
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4.2 Strategic approaches to service network servitization
We identified four strategies: digitalization, service benchmarking, service extension, and

customer co-creation.

4.2.1 Digitalization strategy

The digitalization strategy has high potential to meet certain challenges when used
appropriately. First, digitalization is important for building the ability and necessary resources
to use data analytics. Tracking machines with telematics creates endless opportunities if the

data are analyzed and used correctly. As the distributor from the UAE stated:

The area of focus | am going on with is telematics... It is an excellent tool both for the dealer
and for the customer, and that is something that now we really need to focus on because all the
future uses are almost endless.

Besides the competencies that must be ensured, a digitalization strategy helps reorganize
delivery processes through digital platforms. For the distributor from the Netherlands, a major
step was restructuring the organization around a centralized service center that manages all
issues that relate to services, including invoicing and administrative functions. This
centralization sends a message regarding the importance of services and the focus on services
throughout the company. A key to successful centralization was the development of a software
planning tool:

We introduced a system to control all these, and it’s called mobility. Mobility system means that
we have advanced planning tools centralized and you can look all over Holland. You can see the
vans, where they are driving, the states of the engineers—are they sitting, available, driving, or
whatever?—and when the customer is calling, we can send the right engineer with the parts that
he has in the van directly to the customer; so less travelling time, good control of the engineers,

and strong communication with the customer.

A digitalization strategy is essential to be able to provide advanced services efficiently and

to harness the full potential of servitization.

4.2.2 Service benchmarking strategy

The focus on advanced service provision is new to all the distributors, so they need to
acquire the relevant knowledge for successful service provision. Benchmarking is very
important to achieve this. Building a strong relationship with the manufacturer to capture
service knowledge is a key component of this strategy. The distributor from the UAE noted that
reporting on the needs of the distributors is important:

14



We have got a good enough relationship with the people in [Alpha] to get back to the product
development when we need to. In our case, the people come down here and sit here, spend few
days with us to understand the business with us.

Thus, it is important for distributors to use the manufacturer’s experience and support to
strategically address servitization. As well as working with the manufacturer, cooperation with
other distributors/partners is important so that distributors can use other distributors/partners’
experience or develop certain parts of the servitization process together. For the German

distributor, this close contact is very important:

We have a close communication with our Swedish colleagues and regular meetings with the
distributor from the Netherlands ... This is very important for me; there are always small ideas

for some details and some bigger ideas for things that could be changed fundamentally.

However, there is also potential for partnerships with third parties, which allow

distributors access to new competencies.

4.2.3 Service extension strategy

Developing existing competencies and operations is a promising strategy for becoming a
successful advanced service provider. One example of how to do so is to build on the existing
leasing/rental business and other services. “All the machines on our rental fleet have
maintenance contracts on them,” explained the distributor from the UAE. The rental business
could be a perfect setting to test more advanced service offers and then introduce them to the
regular business.

Additionally, some distributors have their own service offers, which are independent of the
manufacturers’ overall service strategy. These distributors can integrate service bundles into

preexisting contracts. One distributor explained what this should look like:

The dealer rolls out bundles as one package, made up of various components from [the
manufacturer] and maybe some components not from [the manufacturer], also bringing in things
like lubricants, drivers, and fuel. The distributor would bundle everything into one package for
the end user.

This approach shows that providing the most advanced services is most beneficial when

looking beyond the manufacturers’ service templates and creating customized offers.

4.2.4 Customer co-creation strategy
Customers play an important role in the successful provision of advanced services.
Customers need to see clear benefits before they are willing to engage in a service contract. A

focus on key customer segments and core processes, for example, makes it much easier to
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convince customers of the benefits of taking responsibility for product availability. The regional

manager for northern Europe explained this point:
I know as long you have projects with deadlines here there is always an intention with availability

support. Because if you cross a deadline, you will get penalized with a lot of money.

The other part of the customer co-creation strategy is to identify lead customers that are
interested in co-creation. It is important to be aware of the services that the customers demand,
the services that would benefit them, and the services they are willing to develop and pay for.
The distributor from the Netherlands explained how they recognized their customers’ demands

regarding services:
The big fleet owners are very much on [advanced services]; they want to cover everything that
they know. For example, in waste handling, the operators are not those educated ones, so they
damage a lot. So they want to know exactly about the running costs and life cycle costs for the

machine.

This statement shows that customers are important drivers of advanced service provision

and provide an extremely valuable resource in this process.

5. Contingency framework for the servitization of service network actors

The cross-case analysis of service network actors provides detailed insights into the unique
approaches applied by distributors to achieve servitization. The analysis provides evidence for
a contingency argumentation, where certain strategies help service network actors meet certain
challenges more effectively. Thus, there is no one optimal strategy; strategy selection is
contingent upon the internal and external situation of the service network actors such as the

specific challenges they face (Donaldson, 2001; Thompson, 1967).

To empirically validate these insights, a pattern-matching technique was used to match
service network actors’ servitization conditions with four servitization strategies. Table 2
provides an overview of pattern matching between service network challenges and servitization
strategies. The number of asterisks (*) indicates how well a certain strategy meets each
challenge. In addition, the table indicates different service network types based on the strategies
applied to meet specific challenges. The following paragraphs outline the key implications of

this analysis.

<|Insert Table 2 about here>
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The match making shows that the digitalization strategy has considerable potential to
address a lack of service provision capabilities and issues that relate to unfavorable local
conditions. Most service network actors have invested in new IT-related skills. This investment
increases their ability to provide services such as effectively offering services to customers
located at a considerable distance. For example, remote monitoring can inform customers that
a machine will shortly require an oil change, and a repair kit can be sent to equip customers
with the necessary parts to perform this change themselves. However, the digitalization strategy
exerts a limited influence on building a service provision vision or improving customer
readiness for advanced services because promoting the potential of advanced services must
focus on personal communication and interaction, which require other strategic approaches.

The customer co-creation strategy is useful to develop a service provision vision. Driven
customers that demand advanced services will force the distributor to focus more on the
development of advanced services. Furthermore, customer readiness can be improved by giving
customers the chance to become actively involved in the development of the offer rather than
losing control by entering predefined advanced service agreements. Unfavorable local
conditions can also be overcome through co-creation with customers. For example, the
distributor can use remote controls to track the machine’s condition. If problems arise, the
customer performs minor repairs under the guidance of the distributor. However, a lack of
service provision capabilities will scarcely decrease under this strategy, although there might
be a chance to benefit from customers’ knowledge.

The service benchmarking strategy also supports improvements in service provision vision
by benchmarking specific examples of successful servitization. Success stories, as well as
promotion and training by the manufacturer or other service network actors, usually convince
the distributor to prioritize advanced services. For example, at the annual distributor conference,
best practices and inspiration are shared across the network to aid everyone’s development.
Also, a lack of service provision capabilities can be reduced substantially by learning from other
service network actors in the ecosystem. However, low customer readiness and unfavorable
local conditions are difficult to address with the knowledge absorption strategy. Local
variations that are unique to each distributor must be dealt with individually.

Finally, the match making shows that the service extension strategy provides a useful way
of increasing low customer readiness for advanced services. Customers that are familiar with
simpler advanced services will be more receptive to more advanced services, so the distributor

needs to build on existing competencies. For example, rental fleets are usually operated under
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maintenance contracts. These contracts could be transformed into total care solutions, which
would constitute a more advanced service. Both a lack of service provision capabilities and a
lack of service provision vision can be addressed by the service extension strategy because
confidence from the existing business encourages the goal of more advanced service provision.
Problems with local conditions can only be mitigated by considering the local circumstances
during the advanced service development process.

The analysis of matching challenges and strategies indicates that no single optimal
servitization strategy can be adopted to meet all challenges. Furthermore, service network actors
typically face more than one challenge, which means that several strategies must be combined
to achieve the best outcome. Thus, a contingency perspective is needed to enable the
servitization of service network actors. Figure 3 presents a contingency framework that
summarizes the key logic of our findings. The framework indicates that the combinations of
these strategic approaches could lead to either a strategy-challenge fit or misfit in terms of how
well the selected strategies cope with specific challenges or sets of challenges. For example,
the digitalization strategy enables service network actors to offer advanced services to remote
customers, but this approach benefits considerably from co-creating value with customers to
create a service provision vision. Consequently, a fit between the challenge and the strategy
used to address that challenge is achieved. Another situation that represents a strategic fit would
be to apply a service extension and service benchmarking strategy to build service provision
capabilities and develop a service provision vision. However, when challenges and strategies
are not properly matched, it results in a misfit. For example, service benchmarking and
customer co-creation are not the best strategies to overcome a lack of service provision
capabilities and unfavorable local conditions. Based on the contingency assessment, the
digitalization and service extension strategies are more suited to meeting these challenges.
Furthermore, as our respondents indicated, a key source of mismatch is the use of only one
strategy to address multiple challenges or the adherence to the same strategy even when
challenges change. Indeed, both respondents from the service networks actors and regional
managers from Alpha suggested that such a mismatch between challenge and strategy could be

the reason for poor service network servitization in certain markets.

<Insert Figure 3 about here>
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While this framework offers important insights for the servitization literature, it also has
strong practical potential if applied by servitizing network actors. For example, if the service
network actor is a doubter with low maturity (e.g., the distributor from Argentina), the
framework could be used to analyze the actor’s challenges and identify that they have a major
lack of service provision vision and a lack of service provision capabilities. Applying the
contingency framework would suggest that a service benchmarking strategy would be the best
match for these challenges because the advanced service offers need not be developed alone
but can instead be learnt from others’ initiatives. Doing so would reduce the number of
technicians needed for the service development and would simplify the learning process
through benchmarking.

To take another example, the distributor from Australia is a pragmatist that faces major
challenges due to the unfavorable local conditions characterized by long distances from
customers. To overcome this challenge, the best strategy is digitalization because it enables the
implementation of advanced services based on remote monitoring. By co-creating these offers
with customers, it is possible to achieve service network servitization also under these
conditions, even when the offers may differ because of individual challenges. The distributor
from the Netherlands, a real enthusiast, faces the challenge of a lack of service provision
capabilities because it struggles to find skilled technicians. According to the contingency
framework, a digitalization strategy would help make service provision more efficient by
reducing the required number of technicians. In addition, learning from others and the further
development of existing services should be considered to reduce the efforts needed to develop
more advanced services.

These examples illustrate how the best strategy does not depend on the maturity of the
service network actor but rather on the individual conditions where the actor operates. A
contingency assessment is therefore required. Every distributor needs to develop its own unique
servitization strategy to meet its specific challenges. To do so, novel insights are needed to shed
light on the types of strategic approaches available as well as a deeper understanding of

servitization-related challenges.

6. Conclusion
Prior studies have primarily focused on describing how manufacturers undergo servitization
while largely overlooking the crucial role of service network actors as the intermediaries that

facilitate the servitization relationship between manufacturers and global customers (Barquet
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etal., 2013; Parida et al., 2015). Consequently, service network actor servitization differs vastly
from manufacturer servitization, primarily because their individual conditions (e.g., geography,
capabilities, and customers) affect their servitization paths in relation to the manufacturer’s
overall service ambition. Placing the service network actor at the center of the analysis provides
a unique vantage point to observe how manufacturers’ servitization efforts will be incomplete
unless they are aligned with similar efforts by the service network (Hakanen et al., 2016;
Kowalkowski et al., 2011; Kucza & Gebauer, 2011; Zarpelon Neto et al., 2015). To this end,
this study provides insights into the challenges and strategic approaches of the servitization of
service network actors. The empirical findings from the study are summarized in the
contingency framework presented herein. Most importantly, the study shows that each service
network actor’s strategic choices are interlinked with their individual situation and market

conditions. Accordingly, this study has numerous theoretical and managerial implications.

6.1 Theoretical implications

This study primarily provides theoretical contributions to the emerging servitization literature.
The first contribution is to extend the servitization transformation focus beyond the provider
and customer views (Baines et al., 2017; Hakanen et al., 2016) by providing insights from
service network actors. Indeed, the service network represents the missing link between the
manufacturer and its customers. Therefore, service network actors are vital in the
implementation of advanced service businesses. The manufacturer’s transition toward
advanced service provider depends largely on the successful transition of the whole ecosystem.
Yet prior studies have assumed that the service strategies of service network actors and
manufacturers are inheritably aligned, despite a lack of empirical evidence to support this
assumption (Ferreira et al., 2013; Oliva & Kallenberg, 2003). The heterogeneity of global
markets means that service network actors must make diverse strategic choices based on their
individual situations and conditions. Thus, consistent with a handful of studies (Kowalkowski
etal., 2011; Parida et al., 2015; Zarpelon Neto et al., 2015), this study also highlights the need
for a deeper understanding of the role of service network actors in the servitization of the
manufacturing industry.

Second, this study contributes by identifying and conceptualizing challenges that service
network actors face when attempting to offer advanced services. These challenges differ vastly
from those that large manufacturers face during their servitization transformation (Parida et al.,
2014; Zarpelon Neto et al., 2015). Empirical analysis reveals challenges related to the ability

of the service network actor to provide advanced services. These internal challenges include a
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lack of service provision capabilities and a lack of service provision vision, which directly affect
the readiness and willingness of service network actors to actively provide advanced services.
The empirical analysis also reveals market-related challenges that service network actors face
regarding service provision. Such challenges emerge outside the organizational boundaries,
which means the service network has limited control over managing their negative effects. For
example, unfavorable local conditions, legal policies, and low customer readiness are external
and uncontrollable from a service network actor’s perspective. The mapping of challenges in
service network servitization provides a rational understanding of why manufacturing firms’
efforts to offer advanced services to global customers fails or faces high resistance from the
service network.

Third, this study contributes to the servitization literature by identifying four servitization
strategies that can be matched with specific challenges or combinations of challenges. The prior
literature acknowledges that market heterogeneity makes developing customized strategic
responses critical (Ulaga & Loveland, 2013; Zarpelon Neto et al., 2015). However, we still
know little about which approaches are relevant and under which conditions. For example, the
proposed digitalization strategy focuses on data analysis and the use of digital platforms. The
service benchmarking strategy uses the relationship with the manufacturer and supports
cooperation with other actors to access relevant knowledge. The service extension strategy
builds on the development of the existing business and useful abilities for transitioning toward
advanced services. Finally, the customer co-creation strategy focuses on using insight from lead
customers or customers that have critical processes and that have high incentives to co-create
successful service solutions. The process of identifying and decoding these service network
actor servitization strategies provides evidence of how service actors can practically manage
heterogeneity to achieve servitization.

Fourth, the findings provide empirical evidence of the effectiveness of proposed strategies
in addressing service network-specific challenges. Through cross-case analysis, support for
matching strategies with challenges is advocated. For example, the digitalization strategy is
appropriate to improve a lack of service provision capabilities and to overcome unfavorable
local characteristics such as physical distance. In contrast, the service benchmarking strategy is
promising when the service network actor lacks a service provision vision and a willingness to
provide advanced services and needs stimulation from other actors. In addition, matching
strategies with challenges can result in either a fit or a misfit. Our findings also show that the

choice of strategy does not depend on the distributors” maturity (Raddats & Kowalkowski,
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2014) but rather on the individual conditions that distributors face during their servitization
journey. This finding shows the importance of analyzing each actor’s unique conditions and
needs with the goal of developing an individually adapted strategy for the servitization process

of each service network actor.

6.2 Managerial implications

This study has managerial implications not only for senior management within service
network organizations, but also for manufacturing companies. Any manager who is responsible
for developing advanced service offers within a service network actor must identify the unique
challenges that the actor faces. Each service network actor must address different internal
conditions and market-specific local conditions that translate into individual barriers to
servitization. The proposed set of strategic approaches creates opportunities to cope with
challenges and learn how other service network actors have used certain strategies to become
successful providers of advanced services. However, each service network actor must develop
its own servitization strategy. This strategy will be determined by matching challenges with
strategic approaches. Combining the digitalization strategy, in particular, with the other
strategies can lead to major advances in the servitization process.

Managers who are responsible for developing the manufacturer’s advanced service offers
must appreciate that every service network actor is unique. This heterogeneity in the network
means that the servitization process must be aligned with the maturity and readiness of each
actor. Therefore, understanding that each service network actor must be treated differently
depending on its requirements and characteristics is crucial. However, service network actors
are influenced by more than just their own characteristics: The customers they serve and the
overall market conditions contribute substantially to differences between them. Crucially, the
most advanced service network actors are a highly valuable resource in the development of
advanced service offers. The manufacturer must build on their experience to help other service
network actors’ transition toward advanced service provision. Overall, this insight will
substantially improve the manufacturer—service network relationship because it provides a
better understanding of the need for an individual servitization strategy for each service network

actor.

6.3 Limitations and future research
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Although our findings contribute to the emerging servitization literature, this study has
certain limitations. These limitations, which provide a starting point for future research, should
be considered when interpreting the findings. First, by studying distributors from the global
distribution network of a company that is currently developing its advanced services, we were
able to gather insights from these distributors’ rich experience in service offerings and perform
cross-case analysis between similar entities. Nevertheless, the insights are limited to eight cases
that belong to the same manufacturer’s distribution network within a single industry. Therefore,
the challenges and strategic approaches might be specific to the heavy construction equipment
industry. Scholars should conduct further qualitative or quantitative empirical studies,
preferably in other industries and other service network actors, to validate or extend our
findings. Second, this study identifies challenges and the strategic approaches that can be
adopted to address these challenges. Our list of challenges and strategies may be incomplete,
so the matching of challenges with strategies requires further attention in future research. In
addition, creating a weighting to determine the most critical challenges and optimal strategic
approaches would aid advanced service implementation in the future.
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Informant statements (quotes) First Order Categories Second Order Themes

+ A lot of the larger mining companies they have larger machines on lease and then part of the

leasing package is the maintenance package or servicing package as well (Ausfralico) Build on existing
+ We go out to all leasing machines and fo the services based on an agreement (Sweco) ]easing/renfa]
« | know one dealer has 70% of the machines on lease. The dealer is owning the machine but he business

is leasing to the customer together with the advanced service agreement (Head office)
= All the machines on our rental fleet have [advanced service contracts] on them, that's about 120
machines.
« [Nethco] launched last year, that was our own development, that was called total care ... where
we offer the leasing or the financing of the machines, we offer a service contract with the machine
and we offer all the insurances with the machines Competence
Leveraging
strategy

= Itis definitely my strategy to promote advanced services as bundles of maintenance and repairs
(Germco)

= Imagine we have 10 packages as an OEM. It may well be that the distributer will be presenting
50 packages to the customer (Head office)

« The dealer rolls out or bundles it out as one package to the customer, made up of various
components from [Alpha] and may be some components not from [Alpha], similar bringing in of
things like lubricants, drivers and fuel like bringing that in, the dealer would bundle everything in
into one package for the end user (Arabico)

= [Alpha] has come to us and said that we have this particular [telematics] package and you need
to go and sell that to the customer, that’s difficult. We want to incorporate info [Alphas service
agreements], into some sort of agreements and we more bundle itself and sell it as larger
package to the customer rather than just going out with the individual, it makes it very difficult and
I think that needs to be fully understood. It's about flexibility. (Arabico)

Leverage ability to
bundle service
info own contracts

Figure 1: Data analysis example

First OrderCategories Second Order Themes Overarching dimensions Second Order Themes First OrderCategories
Hard to employ weill Build ability and
trained technicians resources to use data
analytics
Digitalization
Need for pricing and Lﬂc#;;’i;f::rce strategy
data analysis skills c'gpabr'nﬂes Reorganize delivery
processes through digital
platforms
Low ability to identify .
and mitigate risks Service network
actor capability- Build strong relationship
related challenges with manufacturer to
capture service
Weak understanding . knowledge
of agvanced service bensc?'rm :ac:ﬂng
business potential T T stratogy ; ;
provision vision Eslabhs_h cooperation
Low financial ~_ with other
readiness to invest in distributors/partners for
i increased learnin
advanced services service network g
actor servitization
Digitalization strategies
ﬂint:m;gnt:es ‘ Build on existing
(ELAE LI leasing/rental business
regulations and other services
Geographical spread Service extension
of key customer U"’z‘;ﬂ;gf;: i strategy
DZE3 Integrating service
bundles into own pre-
Alternatiyes to existing contracts
gu:h_ gnlzed Service network
SIS actor market-
related challenges
c ti Focus on key customer
auﬁﬂs:?ﬁ) ';SY segments and core
services in the market processes
Low CUS?(;_‘_?‘-'W Customer co-
service readiness ]
Low interest to meet SRS EELRE]
safety and
sustainability benefits dentify lead customers
interested in co-creation

Figure 2. Data structure
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Service network
servitization conditions

Service network actor
capability challenges
A. Lack of service
provision capabilities
B. Lack of service
provision vision

Service network actor
market challenges
C. Unfavorable local

conditions

D. Low customer
service readiness level

Fit

ij

Contingency assessment

Strategy-challenge fit

Fit

X4

(Selection of strategies based on challenges, see Table 2)

Strategy-challenge misfit

Misfit

1t

Misfit

5 @

Service
network
servitization

-

Service network servitization strategies

1. Service
extension
strategy

2. Service
benchmarking
strategy

3. Customer
co-creation
strategy

4.
Digitalization
strategy

Figure 3. Contingency framework for understanding service network actor servitization
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Table 1. Descriptive data for each distributor

Distributor| Geographical | Ownership | Maturity |Advanced service Interviewees
pseudonym| coverage category offerings
Africo West Africa, |External Doubter | Care inspections, |Service manager (Africo); Regional
Congo, (350 Extended manager EMEA,; Global product
Algeria, employees) warranties manager telematics
Nigeria
Arabico |UAE, Saudi |External Pragmatist | Maintenance General manager—Aftersales
Arabia, (210 contracts, (Arabico); Regional manager for
Oman, Qatar |employees) Leasing, Rental |EMEA; Product manager for EMEA,;
Global technology director
Argentico |Argentina Internal Doubters | Maintenance Regional manager (South America);
(80 agreements Global manager attachments; Global
employees) (without contract) | manager telematics
Australico |Australia External Pragmatist | Extended Service manager (Australico);
(500 warranty, Regional manager for Oceania;
employees) Maintenance Global soft product planner
contracts
Germco Germany Internal Pragmatist | Extended Service manager (Germco);
(470 warranty, Regional manager for
employees) Maintenance Germany/Switzerland; Global
contracts product manager extended warranties
Nethco Netherlands | External Enthusiast | Total care CEO (Nethco); Regional manager for
(300 solutions, Benelux; Manager of global
employees) Maintenance distributor development
contracts
Sweco Sweden, Internal Pragmatist | Extended CEO; Service delivery manager (2);
Baltic (600 warranty, Key account manager (Sweco);
countries employees) Maintenance Regional manager for Hub North;
contracts Nordic sales and marketing manager
UKco UK External Enthusiast | Extended Service development manager
(420 warranty, (UKco); Uptime Solutions
employees) Maintenance Coordinator (UKco); Regional
contracts, manager for Hub North; Global
Proactive manager of customer support
maintenance agreement

Table 2. A contingency assessment of service network servitization strategies and challenges

Service network

servitization
strategies/challenges

1.Service extension

strategy

2. Service
benchmarking

strategy

3. Customer co-
creation strategy

4.Digitalization
strategy

A. Lack of service
provision capabilities

B. Lack of service
provision vision

C. Unfavorable local

conditions

D. Low customer
service readiness

*k*k

**

*k%k

*k%x

*k%k

*kx

**
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