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Abstract

Designed for executives in companies that manufacture or sell products,
this book outlines the challenges of launching a service and solutions
business within a product-oriented organization. The target audience—
manufacturers, industrial suppliers, technology firms, and other vendors
of business goods—views services and solutions as a means to financial
growth, reduced revenue volatility, greater differentiation from the com-
petition, increased share of customer budget, and improved customer sat-
isfaction, loyalty, and lock-in. The authors visualize the transition from
products sold to services rendered and identify the challenges that leaders
will face during the transformation. To overcome those challenges, the
book shows leaders how to manage change in five areas: corporate struc-
ture; corporate culture; organizational metrics of performance, growth
and investment; individual skills and talent development; and core com-
petencies of collaboration and customization.

The authors provide a framework—the service infusion continuum—
to describe the different types of services and solutions that a product-rich
company can offer beyond warranties, call centers, and websites that sup-
port customers in their use of products. The further to the right on the
continuum, the more complex—that is, customized and integrated—the
services and solutions become to support customers in their strategy,
operations, and management. While a company’s products can anchor
some offerings at the right of the continuum, the service contract sup-
ports the customer’s decision making rather than product functioning. At
the far right are integrated product—service solutions, complex and varied
bundles of products and services from their own or partner companies’
portfolios to solve a client’s business problems.

The book synthesizes the findings of academic research and business
publications, draws upon the authors’ consulting work, and includes
the practical experience of managers amid transforming five Fortune
100 product-centric companies into service businesses. The authors
incorporate vivid examples from AT&T, Caterpillar, Cisco, DuPont,
GE, Hewlett-Packard, IBM, Ingersoll-Rand, Pearson Education, Rolls

Royce, Salesforce.com, Siemens, Sylvania, VWR International, and Xerox.
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The book also introduces the service infusion scorecard, a tool for execu-
tives to assess their position on the continuum. Each chapter ends with a
set of questions that executives can use as prompts for their own thinking

and as conversation starters in meetings.

Keywords
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Preface

The transformation of IBM from an internationally renowned business
machine maker to a globally respected corporate services and solutions
company caught the attention of more than a few executives in the
business-to-business space. Leaders of product-oriented companies—
manufacturers, industrial suppliers, technology firms, and other vendors
of business goods—have come to understand the benefits of offering ser-
vices and solutions to their customers. They view services and solutions as
a means to financial growth, reduced revenue volatility, greater differentia-
tion from the competition, increased share of customer budget, improved
customer satisfaction, loyalty, and even lock-in. However, before services
and solutions have a positive effect on firm value, a company must reach
a critical mass in sales, where services and solutions account for 20 to
30 percent of the firm’s total sales.! Few executives fully grasp the extent
to which they must change their organizations in order to reach this
critical mass.

How can industrial companies successfully transform their manufac-
turing business models into model service and solution businesses? How
can they steadily shift their revenues from goods sold to services rendered?
How can they visualize this transition and the challenges they will face?
This book addresses those questions. It synthesizes the findings of aca-
demic research and business publications, draws upon our own consult-
ing work, and includes the practical experience of managers in the midst
of transforming five Fortune 100 product-centric companies into service
and solution businesses.

Our ideas speak to the needs of executives in product-oriented com-
panies that are steeped in cultures of product innovation, engineering,
and technical prowess as IBM originally was. Our book acknowledges
this rich heritage and offers a means of translating it into an appreciation
for service and solution development, design, and delivery with the cus-
tomer in mind. Not surprisingly, our ideas also speak to service providers

who operate more like product-oriented companies.
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In our research, we looked at the services these companies already
provided, either by law or in response to customers and competitors. We
labeled these services entitlements tied to product purchase; they are table
stakes for competing in a particular product market. The more we worked
with these companies, the more we found ourselves speaking in terms of
service categories beyond entitlements. Everything clicked when we came
up with the concept of a service continuum: We put entitlements on the
far left side, representing tactical services that influence a customer’s deci-
sion to buy or ability to use a product, and we placed the more complex
and integrated offerings on the far right side, representing strategic ser-
vices and solutions that enable a customer to grow its business or to fulfill
its mission. We chose the word infusion to describe the process of adding
customer-centered services and solutions (i.e., services on the right side
of the continuum) to a product-centric business model (i.e., services on
the left side).

In the following pages, we explain why service and solution tran-
sitions pose such challenges and how managers can overcome them.
Throughout, we call upon our service infusion continuum to distinguish
types of services and solutions and to explore how companies can infuse
more complex and valuable services into their businesses. New ideas and
practical discoveries require such conceptual advances. In studying service
infusion, we are beginning to identify and explicate its scope, key success

factors, and their relationships.”



CHAPTER 1

Introduction

Transitioning from Products to
Services and Solutions

To thrive, many manufacturers and other product-dominant companies
need to distinguish themselves from their competitors. In a recent study,
over three-quarters of manufacturing C-level executives said that enhanc-
ing services is a key factor for competitiveness, and over half are planning
to establish services as a profit center.! These executives are not referring
to entitlements, that is, product warranties, repair services, and after-sale
maintenance. Instead, they are eyeing more advanced and often more
profitable services and solutions such as asset management, business pro-
cess outsourcing, and consulting. These services support the customer’s
ambitions, whereas entitlements support the product’s efficacy.

Opting to transition from product to service and solution strategies
frequently requires firms to do more than infuse services and solutions into
their existing business models, but to craft whole new relationship-based
models. The profits associated with services supporting customers are
often larger than those from a company’s products or traditional entitle-
ments, especially when the company’s products have little differentiation
from competitors’.” Given their complexity and level of customization,
higher level services and solutions are typically more difficult for rivals to
copy than products. They also enable companies to understand how their
customers make money, attract new clients, and retain existing clients.
This intimate knowledge of a customer’s operations can provide a firm
with competitive leverage; greater responsiveness to shifts in the busi-
ness cycle; and ideas for new product, service, and solution development.

Customers increasingly look to their product suppliers for ways to increase
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efficiency or generate more revenues—in other words, they look for more
services and solutions, not for more products.?

As an aerospace executive noted, services often provide a steadier
stream of revenue than goods.? IBM, for example, holds over $100 bil-
lion in multiyear service agreements with its customers—a stable source
of revenue that has helped to buoy IBM through tough economic times
when customers could not buy new products.

Transitioning to services and solutions requires leadership skills in
change management, because product-centric firms face formidable
internal impediments. The foremost is culture. Founded by inventors or
entrepreneurs with a technical expertise, these companies tend to value
their industrial prowess in making great products, achieving economies of
scale, and convincing customers of their merit. When they add services or
solutions to their value proposition, they often couch them in the context
of supporting products.

To launch B2B services that support customers goals, these firms must
adopt a new logic, one that emphasizes thoughtfully listening to custom-
ers and helping them to solve their problems. Adopting this customer
logic is a key success factor. For example, industrial safety has long been
a core competency of E. I. du Pont de Nemours and Company, a leader
in materials science and an expert in handling hazardous materials. When
DuPont formed a strategic business unit to develop and deliver services
and solutions, it canvassed its existing customers and learned that a major
segment in the oil and gas industry needed its safety expertise. So DuPont
designed a service offering around its safety practices.’ This kind of rela-
tionship begins before signing the contract and flourishes or deteriorates
relative to the value the firm brings to its customer over the term of
contract. If the value is great, the customer renews.

Creating value with, rather than for, customers is a second key suc-
cess factor. For decades, SKF (short for SvenskaKullagerFabriken, which
means “Swedish Bearings Factory”) has been a global manufacturer and
seller of industrial bearings. When a bearing breaks on a customer’s pro-
duction line, production stops and the customer can lose a lot of money.
By adopting a customer mind set and leveraging information and com-
munications technology on the production line, SKF changed its tradi-

tional business model to become a service and solution provider.® SKF no
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longer sells bearings; it collaborates with customers to provide machinery
up-time and productivity.

Ingersoll-Rand Inc. also creates value with customers. A manufacturer
of heating, ventilating, and air conditioning (HVAC) products ranging
from residential units to huge commercial installations, Ingersoll-Rand is
creating a new business model under its Trane brand to offer customers
a comfortable climate. For some time, Trane has been gathering perfor-
mance data through sensors embedded in critical components of Trane’s
HVAC system so that it can diagnose ahead of time when oil or bear-
ings are wearing down, when filters need changing, and when the system
requires maintenance. More recently, Trane Intelligent Systems started
using these data to adjust the climate within buildings throughout the
day and optimize the equipments energy use. By transforming HVAC
into a service, Trane not only improves its maintenance planning, which
reduces its costs but also helps its customers to save energy.”

Recommending a competitor’s service or product over its own offer-
ing when appropriate is another key success factor. This brand agnosti-
cism takes time, if it evolves at all, because it requires deep understanding
of a competitor’s offerings as well as one’s own, and a companywide will-
ingness to advocate a rival’s offering to a customer. When this advocacy
occurs, it builds trust among customers but not necessarily within one’s
own organization. We consider it the acid test in determining whether a
firm has completely embraced the customer-centric logic. The strategic
embracing of brand agnosticism was key to IBM’s transformation into
being a successful services and solutions company.

Firms in the midst of expanding into services and solutions face many
questions about the strategies that will lead them to success. Unfortu-
nately, previous studies have yielded no integrating framework for under-
standing and leading change. Company leaders are left to rely primarily on
the memoirs of Lou Gerstner of IBM or Jack Welch of General Electric.
But how can companies replicate a Gerstner’s or a Welch’s success? What
makes firms successful in adding new services and solutions in support of
their customers? What types of services will be most profitable and fit best
with a company’s capabilities? What do executives of product-oriented
companies need to do strategically nside their organizations to infuse ser-

vices successfully? This book provides direction.
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We focus on growing business-to-business services and solutions that
go beyond traditional entitlements (e.g., product maintenance, warran-
ties, and installations) and instead partner with customers in providing
higher-value services and solutions (e.g., business process outsourcing,
managed services, consulting) that support the customer’s corporate exec-

utives and business unit heads.



CHAPTER 2

The Service Infusion
Continuum

General Electric (GE) has always had a huge service business to support
its line of industrial products. The corporation holds multiyear service
contracts worth over $150 billion and generates over $50 billion in ser-
vices revenues annually. About three-quarters of GE’s industrial earnings
come from services tied to maintaining and enhancing GE products.'

In recent years, GE has expanded beyond entitlements (e.g., warran-
ties and repairs) that most companies offer to support a customer’s use
of their products. We have studied the academic and business literature
and conducted our own in depth research on this ever-growing set of
companies that are, like GE, adding more complex services and solutions
to their portfolio of B2B offerings. We have identified key features of the
new services added and we have arranged them in broad categories along
a continuum, from basic entitlements on the left side and what we believe
to be the most complex services and solutions on the right. We describe
complexity in terms of the degree to which the overall service contract
consists of an integration of offerings that support the customer’s top
executives and are customized to their unique needs, circumstances, and
aspirations. We describe the process of adding these increasingly com-
plex services and solutions as infusing them into the company’s business
model, where each category of service along the continuum presents its
own set of challenges to the company’s culture, structure, and capabilities,
among them the abilities to customize offerings and to collaborate with
customers in the design and delivery of more complex services and solu-
tions. Simply put, not all forms of service infusion are the same.

Figure 2.1 shows the service infusion continuum. To the far left
are the traditional types of services that product-oriented firms pro-

vide to support their products. These entitlements include warranties,
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Value added services

) Smfart Integrated
Maintenance Supplementary services  Managed productservice
E-support services services solutions

Call center
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Asset Business Software as

management process service
gllation outsourcing

Advisory
services

ENTITLEMENT
SERVICES

Figure 2.1 The service infusion continuum

call centers, and traditional websites. As we move to the right on the
continuum, the company’s focus of support shifts from products sold to
customers served. The further to the right on the continuum, the more
complex—that is, customized and integrated—the services and solu-
tions become to support customers in their strategy, operations, and
management rather than simply in their use of products. Although a
company’s products can anchor some offerings at the right side of the
continuum, as Trane’s HVAC components did, the overall service con-
tract supports the customer’s decision making rather than merely the
product functioning. At the far right are integrated product—service
solutions, complex and varied bundles of products and services from
their own or partner companies’ portfolios to solve a client’s business

problems.

Services and Solutions Along the Continuum

Entitlements are product-support services, some of which come free with
product purchase, such as warranties, call centers, break-fix, online sup-
port, routine maintenance, and installation. They enable the initial and
ongoing performance of the product, and the company typically offers
them at the time products are sold, often bundling them with the product.
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These services support products and are the most traditional service offer-
ings in companies. For example, John Deere provides 2000 hours or 12
months of service warranty (whichever occurs first, and within the first
18 months following the date of original shipment) for all of its drive-
train products and for components associated with the product. It pro-
vides Deere’s customers with the assurance that its products are free from
defects in materials and workmanship. If such defects appear within the
warranty period, the product will be repaired or replaced by John Deere.
Many managers and employees have difficulty imagining services beyond
entitlements.

Value-added services provide utility beyond basic product entitle-
ments. These services are ancillary to the core product and can enable the
purchase, protection, or usage of the product. For example, Lenovo offers
a range of value-added services that extend the initial warranty period of
their PCs from one year to five years. They also offer priority technical
support that provides direct anytime-access to the right level of tech sup-
port on the first call. In addition to financing a PC, Lenovo also offers
Accidental Damage Protection that protects against common accidents
such as drops, spills, and electrical surges. Value-added services are extra
services offered at a modest price or sometimes free in order to forge a
stronger relationship with the customer. They can also be fully priced to
signal high value. In this case, they represent a revenue or growth stream
on a business unit’s balance sheet. For example, with its magnetic resonat-
ing imaging (MRI) equipment, GE continues to offer training on how to
use these complex medical devices.

Asset management is a service typically sold and billed separately from
product sales. Service providers have such deep knowledge and experi-
ence with the assets they produce that they can assume responsibility
for maintaining, deploying, modernizing, and optimizing usage of this
asset category (e.g., trucks, cars, or industrial machinery), regardless of
whether they manufactured the assets their clients want them to manage.
For example, given its expertise in the construction industry, Caterpillar
manages the earthmoving equipment that its customers own, regardless
of the product brand name. As another example, Xerox offered the City
of Riverside, California, a Managed Print Service that allowed Xerox

to assume responsibility for managing Riverside’s printers and supplies.
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The city was able to save $180,000 a year through standardization and
central management of their printers.”

Supplementary services stem from a company’s deep knowledge of its
customers unmet needs and aspirations in an industry sector, build upon
the company’s expertise in that sector, and stand apart from the com-
pany’s product revenues in the category. They are typically new stand-
alone services that support the client’s goals associated with its purchase
of the core product. For example, Cisco offers their Software Application
Support (SAS) service that supports network-centric software applica-
tions by ensuring that these applications remain available, secure, and
operate at an optimum performance level. Cisco’s SAS service supports
over 100 Cisco software application products in major technologies such
as security management, network management, mobile wireless, and
data center software by keeping them current with the latest application
updates. GE offers its Smallworld Water Office solution that provides
global data models and a suite of integrated applications that help its
utility clients better operate, maintain, and capture diagnostic informa-
tion for their water supply and drainage network assets. The management
of water resources is an important and daunting challenge, especially in
the agriculture sector where many municipalities share water resources.
TheSmallworld Water Office solution allows customers to document and
track their water assets such as water transmission lines, pump stations,
drainage networks, and waste-water treatment facilities, to ensure water
resources are used efficiently and appropriately.

Business process outsourcing capitalizes on the trend to lower labor costs
by outsourcing noncore business processes to companies that excel in
those processes and can deliver higher quality for comparatively lower
price. Product-oriented firms in the information technology (IT) indus-
try, for example, manage such IT-related processes as application devel-
opment and quality assurance. Xerox runs back-office processes such
as payroll, employee benefits, finance, and accounting. Xerox Revenue
Operations, for example, compiles Amtrak’s train earnings reports from
data submitted by each train’s endpoint conductor.? Firms also operate
front office processes such as customer service (e.g., running call centers

and live chats). Some of these outsourced services are provided through
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remote operations located outside the boundaries of the primary company.
As another example, AT&T offers network security services that protect
its customers from malicious cyber attacks. Armstrong Coal Company,
which specializes in providing custom-blended coal to meet the needs of
electric power plants throughout the U.S. Midwest and Southeast, hired
AT&T to monitor and manage its network remotely to assure a highly
secure environment.

Smart services often depend on sensor technology, where a company
embeds sensors into its products and networks them to computers that
oversee their functioning. The strategic design and placement of sensor
technology make these services possible. They are called smart because
powerful computing systems essentially perform the service: they auto-
matically run sophisticated analytics with only modest levels of human
interaction. For example, GE and Rolls Royce build sensors into their
aircraft engines so that they can monitor these engines remotely to track
performance and anticipate problems. This service can detect an engine’s
wear or need for maintenance. Smart services are primarily pre-emptive
rather than reactive or even proactive; computers gather reliable evidence
of the need for servicing to avoid problems and to minimize human error.®
As another example, Caterpillar offers Vital Information Management
System (VIMS) that provides operators, service personnel, and manag-
ers information on a wide range of vital machine functions. Caterpillar
incorporates numerous sensors into their vehicle design that allows VIMS
to detect an impeding or abnormal condition in any of the machine’s
systems and alert the operator, instructing him or her to take appropri-
ate action such as modifying machine operation, notifying the shop of
needed maintenance, or performing a safe shutdown of the machine. This
improves the availability and extends the life of the machine, while reduc-
ing both repair costs and the risk of a catastrophic failure. The sensors
attached to products can also spawn new information-based services that
are marketed independent of the products. GE, for example, is applying
advanced analytics and software to data generated from sensors to develop
new service businesses that not only help manage an airline’s or railroad’s
engines, but how fast its planes and trains go and how flight and train

schedules are coordinated.
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Software as Service enables customers to access the company’s propri-
etary software when needed rather than buy a license for an application
and install the software on a client’s system. The software provider licenses
the application to customers for a single user or group of users on demand,
for a given period of time, or pay as you go. The emergence of cloud
computing, storage, and services has significantly enhanced opportunities
for software as service. For example, Salesforce.com offers its customers
a range of cloud-based services that they can utilize for a single monthly
fee, per user. Bayer Pharmaceuticals relies on Salesforce.com’s cloud-based
customer relationship management system to track sales calls, invitations
to events, and samples distributed. Bayer uses Salesforce.com to create
customized reports and get real-time data to target physicians and cut
the time it takes to disseminate meaningful data to sales teams. Norfolk
Southern Railroad uses GE Transportation’s software and analytical tools
to optimize hundreds of train schedules and train speeds. The software ser-
vice means that more locomotives can use the same rail tracks, move faster,
and conserve fuel simultaneously. Norfolk estimates that an increase in its
locomotives’ speed of just one mile per hour will save it over $200 million
in operating and capital expenses annually.

Managed services involve transferring day-to-day management of
specific functions to another firm for more effective and efficient oper-
ations. For example, both Hewlett Packard and Xerox offer managed
print services whereby they assess the client firm’s printing needs and
existing resources (e.g., printers and printing equipment), offer recom-
mendations on how to save money and gain efficiencies, and then imple-
ment these recommendations. They make money based on the ensuing
performance of their clients’ printing. When a client’s needs change, HP
or Xerox continues to maintain responsibility for decisions, implementa-
tion, and outcomes. This category of services differs from asset manage-
ment and business process management in that it is more strategic: The
company assesses what the client owns and participates in higher-level
internal decision making to choose the optimal service. In health care,
for example, hospitals tend to be structured in silos where information
is misplaced or lost when staff members hand off patients from depart-
ment to department. GE’s Patient Care Capacity Management Solutions

enables hospital staff to tag and track patients accurately so that each
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stafl member can deliver better care faster, more cost effectively, and with
fewer errors.

Advisory services are professional consulting services and solutions
that product-oriented companies offer to high-level directors and exec-
utives of client firms to improve managerial practices as well as indi-
vidual or organizational performance.® The professional advice often
stems from years of deep experience with the type of equipment the
company manufactures. The more a company studies how, where, why,
under which circumstances, and to what effect its clients use its equip-
ment, the more guidance it can provide to a larger set of prospective
clients. Advisory services help managers improve the practice of man-
agement in virtually all areas of a client firm. For example, drawing
on over 200 years of experience, DuPont offers Sustainable Solutions
to help their clients build safer, more efficient, and more environmen-
tally sustainable business practices. Suncor Energy relied on DuPont
to help improve their environmental impact and worker and process
safety management systems in the Oil Sands region of Canada. DuPont
was able to make a strategic contribution because it had the scale to
work with Suncor worldwide to develop programs to improve processes
focused on work hazards, safety, incident and change management, and
audit and assessment.

Another example involves IBM’s consulting proficiency in financial
management, human capital management, customer relationship man-
agement, people and process transformation, and supply chain manage-
ment.” These services originally formed around the corporation’s products
sold. However, over time, advisors develop their own expertise and may
be hired for that alone. GE has also designed a full suite of health care
equipment and software, from MRIs to AgileTrac capacity software that
allows GE Healthcare clients to harness the power of Real-Time Loca-
tion System technology to track the movement of patients throughout
their hospital. St. Luke’s Episcopal Hospital in Houston, Texas, uses GE
Healthcare’s advisory services to improve capacity utilization and the
patient experience. In the operating room alone, the hospital has increased
capacity by 750 patients a year. This increase has reduced each patient’s
average length of stay by half a day and saved more than $6 million in

operating room costs.



12 PROFITING FROM SERVICES AND SOLUTIONS

Integrated product—service solutions are the most complex type of
offering. They are not merely combinations of a company’s goods and
services, although suppliers often view them this way. Instead, they
derive from a company’s deep understanding of its customers’ unique
requirements, such that they can customize, integrate, deploy, and sup-
port a package of goods and services, including those offered by competi-
tors.® Long-term success depends on the company’s ability to collaborate
potentially with customers, partners, and competitors in the drafting
and execution of such a complex contract. Advisory services are often
integral. For example, most airplanes call on three to five different data
systems—one for take-off, one for in-flight, one for landing, and so
forth—during the course of a flight. Until recently, these data systems
could not talk to one another, resulting in fuel inefficiencies. Through
acquisitions of other businesses and deployment of its own flight oper-
ations expertise, proprietary software, and analytical capabilities, GE
Aviation is able to advise customers on how to integrate these data sys-
tems and reduce fuel consumption by two to five percent, regardless of
whether they use GE aircraft engines and components. By integrating its
advisory services with software tools, GE helps customers to reduce some
of their costly payload, especially fuel, and add such revenue-producing
payload as passengers and cargo. GE Aviation estimates that its inte-
grated services could save the global airline industry annually more than
$4 billion in fuel costs, while concurrently eliminating over 12 million
metric tons of carbon dioxide emissions. IBM also offers integrated solu-
tions that help its client’s migration to cloud-based computing. They
work closely with clients to fully understand their requirements for
customized plans to take existing production workloads, such as SAP or
Oracle applications, and move them to the cloud. Doing so may involve
the combination of IBM servers or even products from IBM’s competitors
to deliver the best solution for the customer. IBM will install and provide
ongoing support for the solution. Clients view these types of hybrid solu-
tions from IBM as the beginning of a strategic partnership as opposed
to a simple transaction and expect IBM to periodically provide proac-
tive advice and support (Table 2.1). Table 2.1 distinguishes the types of

services on the continuum.
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Five Dimensions of Change Across the Continuum

One of our most important messages in developing the service infusion
continuum is this: As a firm begins to add offerings in the middle to the
right side of the continuum, corporate leaders must manage key internal
changes for any new service or solution to succeed over time. Through

our research, we identified five key dimensions of change:

* company configuration or structure;

* customer-facing capabilities of sales, delivery, and support;

* customization of offerings;

¢ collaboration with customers;

¢ challenges of capital investment, marketing decisions,
performance metrics, and partnering with competitors and

other supply-chain members.

We refer to these changes collectively as the “five C’s,” each of which
affects the proper design, sale, delivery, and management of services and
solutions along the continuum. A second key message is that each type
of service along the continuum requires its own changes in terms of
the five C’s. For example, launching smart services requires a change
in product design, manufacturing, and testing, whereas offering soft-
ware as a service requires a change in corporate IT system access and
security. Neither of those requires the extensive cultivation of people
skills needed by consultants who will be collaborating with clients and
supply chain partners in customizing and deploying integrated services
and solutions. For example, HP’s Proactive Care Smart Services requires
HP to incorporate sensors and network elements into the design of
their printers and servers. HubSpot, an all-in-one inbound marketing
software company, allows its clients to purchase their solutions on a
monthly software license basis, which supports a large array of network
services designed for redundancy and survivability so that their cus-
tomers always have access to their services. Hubspot validates clients
through network IDs and passwords, allowing paid users access to their
service. In these two examples, the depth of collaboration with the cus-

tomer and resources required from the service provider differ greatly.
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When GE’s Commercial Lighting Team develops an integrated prod-
uct—service solution for a client, they work hand-in-hand with them
to jointly design and create an integrative solution that solves a client’s
immediate and long-term goals and objectives. GE consultants advise
and help implement lighting solutions that optimize return on invest-
ment and ensure that the solution is integrated seamlessly throughout a

client’s existing infrastructure.

OUR RESEARCH

Many services in product-centric companies are service entitlements
tied to product purchase—they are table stakes for competing in a
particular product market. In our research working with companies,
however, the we found more companies talking in terms of service
categories beyond entitlements. Everything clicked when we came up
with the concept of a service continuum: We put entitlements on the
far left side, representing tactical services that influence a customer’s
decision to buy or the ability to use a product, and we placed the
more complex and integrated offerings on the middle and right side,
representing strategic services and solutions that enable a customer to
grow its business or to fulfill its mission. We chose the word infusion
to describe the process of adding customer-centered services (i.c., ser-
vices on the right side of the continuum) to a product-centric business
model (i.e., services on the left side).

When we talked to companies, we asked the question, What
internal changes do product-oriented firms need to make to offer
these higher-valued services and solutions to their customers? For
the last five years, that question has driven our research, case writ-
ing, executive education programs, and corporate consulting. Much
of what we present in this book comes from what we learned from
five Fortune 100 corporations in heavy equipment, health care sup-
ply, commercial building, acrospace, and diversified manufacturing.
Each company wants to expand into services but appreciates the

challenges.
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In each business, we identified a lead executive involved in forming
a business unit to provide B2B services and solutions. This executive,
in turn, identified four to six other executives or upper-level managers
to participate in the study.

In our research, we have focused on the changes required to add
services and solutions on the right side of the continuum, because
those are the most complex. In this book, we use the terminology that
resonated most with research participants, peer reviewers of our pub-
lished papers, and our clients. How executives describe their offerings
internally and to clients often varies, as does where they place their ser-
vices on our continuum. They blur the lines between types of services
and solutions even further.

Our methodology is more fully presented in the Appendix 1.

Table 2.2 provides brief descriptions of the five Cs, the overall nature of
the changes that leaders should anticipate for each C, and questions they
should be asking.

Customization. As a company begins to offer more complex and high-
er-priced services and solutions in support of customers, customers begin
to expect the company to customize those offerings to their unique needs
and circumstances.” Most of the published research on the customization
of services has been conceptual, although several studies are case-based.
Several studies of the mass customization of goods describe how compa-
nies can develop and combine standardized modules to customize offer-
ings for clients.!

Capabilities needed. To infuse services and solutions into their busi-
ness models, companies need talent with different skills and competen-
cies, and human resources departments that can address the changing
HR requirements of service infusion. The more complex the service,
the greater the number of customer contacts the supplier will need to
develop, and the higher in the organization some of those contacts
will need to be. A considerable number of case- and interview-based
studies show clearly that sales and delivery people need different skills

when a company offers complex services and solutions in addition to
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or combined with products. These positions must be able to think
strategically and in the long term, cultivate customer relationships,
manage accounts effectively, master financial planning for services,
and connect their indepth and sophisticated knowledge of customers’
demands with their understanding of what their company can realis-
tically supply."

Company Configuration. Most goods-oriented firms are organized
around products or product categories, and employees focus on their
own products and frequently compete for corporate resources, man-
agement recognition, and customer attention with employees in other
product units. The goods-oriented firm’s structure is usually hierarchical,
with well-defined levels and layers established over time. The budding
service-oriented business unit is usually organized around customers,
perhaps separate from or parallel to the company’s product units, but
sometimes—or over time—integrated with product units. Given the
limited and conflicting research, we provide options and considerations
rather than strong direction on the structure of service and solution
organizations.

Collaboration. To offer more complex and higher-priced services and
solutions that support a customer’s goals and ambitions, a company must
begin to involve customers in generating ideas, designing, developing,
producing, and delivering new offerings. The process of customer collab-
oration goes beyond new service and solution development and delivery
through measurement of usage, feedback on the experience, and service
improvement or innovation. This broad view of collaboration fits with
current defined solutions and research on the value of involving custom-
ers in new service development.'

Challenges ro existing capabilities. As companies move toward the right
on the continuum, they will encounter significant challenges in their abil-
ities to invest strategically for services growth, create metrics appropriate
for services, develop value propositions and pricing strategies, and work
with partners.

Culture. Although not overtly identified in the Service Infusion

Continuum, overriding and shaping each of the C’s is the mega-C of
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culture, a demonstrated pattern of shared values within a company.
To launch higher-valued services and solutions, executives of prod-
uct-centric firms must orchestrate profound cultural adjustments not
just in corporate structure and capabilities but also in attitudes and
beliefs. Employees in product-oriented companies tend to value the
technical and engineering prowess embodied in every product. They
focus on what they can invent, manufacture, sell in volume, and ship
to customers. In contrast, employees of customer-centric organizations
tend to value the quality of services and solutions delivered to inter-
nal and external customers alike.'® They look for new ways not just
to serve customers but to solve customers’ problems better than their
competitors can.

A service and solution culture reinforces customer-oriented values
(e.g., focus on the customer, treat fellow employees as you would treat
customers, think outside our product catalog) and operationalizes those
values in performance metrics and incentives. They deploy technology
and engineering ingenuity, including that of their competitors, to serve
the customer. This cultural shift is, of course, dramatic for many prod-
uct-oriented corporations.

In the rest of the book, we expand on each of these Cs—configura-
tion of the service and solution company (Chapter 3), customer-facing
capabilities (Chapter 4), customization capabilities (Chapter 5), collab-
oration capabilities (Chapter 6), challenges to product-based capabilities
(Chapter 7), and cultural change (Chapter 8)—in terms of the man-
agerial issues and approaches that companies take to bring about the

necessary change.

The Service Infusion Scorecard

Where does your company operate on the service infusion continuum?
Table 2.3 is a scorecard to guide your exploration and discussion among
colleagues. You might discover pockets of higher level service and solution
innovation across your organization and can learn from their managers’

experiences.
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For Executive Discussion

As you consider opportunities to infuse services and solutions into your
company, here are some prompts to guide your exploration and con-
versations. The point is to understand why your company does what
it does in terms of services and solutions and to learn from those who
preceded you. You might put these questions to your management team

and compare your understanding of configuration.

1. Who offers services and solutions in our company? That is, which
departments, business units, and divisions offer services to external
customers?

2. What kind of services and solutions? Do any of these fall on the right
side of the infusion continuum?

3. Are these standalone service and solution organizations or do the
product units deliver services tied to the use of their products? Why?
How did we initially deliver these services and solutions?

4. How do the roles, responsibilities, decision rights, resources, and
rewards of the service personnel differ from those of the product
personnel? If no difference, why not?

5. What other kinds of service and solution structures do I see?

* By country, continent, or other region? Developed or
emerging market?

* By customer type? Public or private; government; not-
for-profit?

* By account size? Small, medium, or large?

* By business process?

* By business function?

* By industry sector?

6. Are we running our service and solution organizations as profit cen-
ters with profit and loss responsibility? Why or why not?

7. If we have embedded services and solutions in product units, are
managers emphasizing services on par with products and assigning
sufficient accountability for service and solution design and delivery

on par with product design and manufacturing?



10.

11.

12.

13.

14.
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. How many customer toll-free numbers does our company support?

If we have more than one, why? The more numbers, the greater the

urgency to restructure.

. How many customer databases does our company support? If more

than one, then do customers appear in more than one database?

Why? The more databases and redundancy, the greater the urgency

to restructure.

Who has access to customer databases and why? Customer by cus-

tomer, is there one shared view of the whole customer, or a myriad

different views, none of which is complete?

When delivering services and solutions, how well do we share resources

across the firm? Remember, customer knowledge is a resource.

How robust are our resource flows, that is, the degree to which

various business units access, acquire, or share each other’s resources

to support the service and solution development and delivery process?

How would I describe the service organizations within our company

in terms of these design factors?

* Culture—service and solution orientation of corporate
values manifested in employee behavior

* DPersonnel—recruitment, training, assessment, and
compensation

* Structure—organizational distinctiveness between product
and service or solution businesses, and proximity to
customers of the service organization.

As we evolve our service operations, how will we need to reorganize

away from our product orientation? Do we have opportunities to

integrate services and solutions in stages? Might any of the following
strategies work?

* Flattening the organization to localize decision making and
remove multiple layers that slow down activities.

* Increasing resource flows by integrating business unit
responsibilities, creating incentives for intra- and interfirm
collaboration, and decentralizing decision-making authority
so that we can deliver increasingly complex services and

solutions on the right side of the continuum.
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* Overcoming organizational silos by implementing structural
mechanisms and processes that allow employees to focus
laser-like on the customer and that harmonize information
and activities across units.

* Reorganizing around categories of service rather than by
regions or by products.

* Restructuring from front to back and center, where
front-end customer-facing units develop, sell, and deliver
integrated solutions to customers, back-end product and
service units support the front-end through standardized
modules of services, and a strategic center mediates between

back-end units.



CHAPTER 3

Company Configuration for
Services and Solutions

Nearly 20 years ago, Siemens Management Consulting started as a small
and independent group with only one offering, IT system solutions.'
Leveraging its own experience in change management, Siemens expanded
to offer change management advice. It set up a matrix organization of
three customer groups—industry, financial services, and public services—
and two consulting offerings, strategic IT consulting and management
consulting. In 1997, Siemens separated financial services into a center
of excellence, dedicated to managing financial risks within Siemens and
addressing the financing challenges of Siemens and its customers. The IT
business struggled to compete with larger competitors such as IBM. In
2010, Siemens sold its I'T solutions and services unit for U.S. $1.1 billion
to its French rival, Atos Origin SE. It also took a 15 percent stake in Atos
and awarded Atos a seven-year outsourcing contract, under which Atos
would provide Siemens with managed services and systems integration.

Other Siemens services have flourished across the continuum. For
example, Siemens Shared Services LLC is a standalone unit that per-
forms back-office functions that benefit its customers through econo-
mies of scale and functional expertise in accounting and finance, human
resources, information technology, import or export and traffic, and pro-
curement and logistics. Siemens also integrates products across units with
maintenance and management services in four sectors: energy, health
care, industry, and infrastructure. Siemens’ service structure has trans-
formed from simple to complex.

Configuration is the structure of roles, responsibilities, decision rights,
resources, and rewards that is conducive to developing and delivering ser-
vices and solutions. Most goods-oriented firms are organized around prod-

ucts or product categories, where employees attend to their own products
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and—in most situations—compete with other products or product cate-
gories for corporate resources and the attention of senior management and
the sales force. The goods-oriented firm’s managerial structure is usually
hierarchical, with well-defined levels established over time.

In such organizations, managers naturally ask themselves these three

tough questions:

1. Is there an optimal organizational structure for infusing services and
solutions into our product or manufacturing company? If so, how
much would we have to restructure?

2. How should we initially deliver these new services and solutions?
Through a separate unit of the company that deals only with services,
or through our existing product divisions that would deliver prod-
ucts, services, and solutions?

3. As we evolve our service operations, will we need to reorganize more

radically away from our product orientation?

Unfortunately, there are no clear answers. Neither academic research
nor executive experience points to one best way.

Furthermore, operating a new, relatively untested, and completely
different division—with different personnel, policies, and structure—
alongside a well-established and well-known products organization leads
to conflicts over resources where the products team often wins. When
firms offer services to the far right of the continuum, they need varying
resources, especially people, not managed within a single unit and not
easily integrated across units.

As might be expected, the five firms in our research tried many dif-
ferent schemes and rarely got the structure right the first time. To expe-
dite the integration of resources, they continue to adjust their personnel,

incentive, and decision-making approaches.

Where to Incubate the Service and Solution Business?
Option A: The Stand-alone Unit and Separate Resources

One study investigated 11 German capital equipment manufacturers

firms in four different stages of service infusion:
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1. Consolidating product-related services (i.e., entitlements);

2. Entering the installed-based service market, involving all product-
or process-related services required by an end-user over the life of a
product (i.e., value-added, supplementary services);

3. Offering relationship-based services (i.e., managed services, advisory
services); and

4. Designing process-centered services (i.e., business process outsourcing).

Researchers concluded that a critical success factor for the transition
to services is the creation of a separate services and solution organization
with a dedicated sales force, information system, metrics, control system,
and profit and loss status. They reasoned that traditional manufactur-
ing organizations do not understand how to provide services and often
consider them add-ons. Moreover, the revenues and profits of emerging
services are small compared with the financial rewards of products. They
contend that manufacturing firms must learn to value, sell, deliver, and
bill service. The most successful firms in their study ran service organiza-
tions as profit centers with profit and loss responsibility, even when firms
were early in their transition.’®

We also documented the value of incubating services and solutions
in the companies in our study. When they embedded services in prod-
uct units, managers still emphasized products and assigned insufficient
accountability for service. When one company altered its structure and
placed services in a standalone business unit with its own leader, account-
ability, P&Ls, and decision rights, the services thrived.

Another company reorganized to place all service personnel together in
one unit. Before the change, the company operated 250 different toll-free
customer hotlines; after the change, it needed only one 800 number. This
same company also designed a central database with customer information
so that all personnel could easily access complete customer histories.

A third company began by offering services and solutions within its
product strategic business units, but quickly found that these strategic
business units lacked the expertise and people to sell and deliver services,
although the SBUs saw services as an opportunity. When the company
moved services into a separate SBU, the services and solutions SBU flour-

ished with its own sales and delivery.
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Option B: Intrafirm Collaboration and Shared Resources

In contrast to the strategy of service incubation, other studies indicate
that separate service organizations will not succeed. In research involving
three indepth case studies, autonomous or discrete business units created a
silo mentality rather than cooperation across functional groups and busi-
ness units.* Customers want resources and expertise from multiple units
in the company, and so intrafirm collaboration—transferring or sharing
resources to create, implement, and support the service innovation and
delivery process—is essential. In intrafirm /lateral collaboration, individu-
als form linkages across functional groups, business units, and geographic
locations to meet their performance goals. The key measure of lateral col-
laboration is the resource flows, that is, the degree to which various business
units access, acquire, or share each other’s resources to support the service
development process.’ To increase resource flows, management must inte-
grate business unit responsibilities, create incentives and reward systems
for intra- and interfirm collaboration, and decentralize decision-making
authority.® The greater the degree to which various business units in the
firm share human resources, the more integrated the services and solu-
tions can be. Separate service organizations interfere with resource flows
and hinder the company’s ability to deliver increasingly complex services
and solutions on the right side of the continuum. DuPont, for example,
has a distinct and successful service SBU. Yet, its leaders admit that the
unit’s autonomy limits its awareness within the larger DuPont and over-

looks cross-selling opportunities from the product SBUs.”

What Is the Optimal Structure?

In our indepth research, firms described how their organizational struc-
ture changed as their service and solution offerings grew more complex.
The optimal configuration depended on the maturity of service business
within the company and the nature of the service or solution, that is,
where it fell on the continuum. Companies that have successfully infused
services in their portfolio created a separate service and solution division
to incubate the business, cither initially or after other structures failed.

This autonomy protected employees from intraorganization competition
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for resources and empowered them to develop decision- and operating
mechanisms better suited to serving their clients. Managers told us that
they needed to make decisions quickly and that the product-centric hier-
archy could not accommodate the speed. In the short term, they typically
set up an entirely separate division to accomplish this goal. As the services
and solutions matured, the business unit needed to incorporate resources
from other divisions into its offerings, and so it adapted its organizational
processes and structure accordingly.

A recent study corroborates our findings that the optimal structure
depends on the nature of the service.® The researchers defined five service
strategies—customer service provider, after-sales service provider, cus-
tomer support service, development partner, and outsourcing partner—
and then identified organizational design factors that might vary in the
success of implementing these strategies. These design factors included

the following:

* Culture, such as service orientation of corporate values
manifested in employee behavior

* Personnel, such as recruitment, training, assessment, and
compensation

* Structure, such as organizational distinctiveness between
product and service businesses, and proximity to customers of

the service organization.

Using cluster analysis, they developed four configurations of organi-
zational design factors that corresponded with different strategies. They
found that four of the five service categories discriminated among the
four clusters, meaning that different configurations of culture, personnel,
and structure corresponded with four of the five service strategies.

Consider IBM’s service and solution structure over time. In 1992,
IBM created a small and independent organization to manage customers’
IT business processes. In 1995, the company restructured to integrate
the business process outsourcing services into a new business unit called
IBM Global Services, which would deliver all IBM services. In 2002,

IBM acquired PricewaterhouseCoopers Consulting and restructured
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again into a matrix organization with 6 service lines and 18 separate
industries.” Today, IBM’s service and solution lines include (1) business
strategy; (2) finance and risk; (3) information technology; (4) marketing,
sales, and service; (5) operations and supply chain; and (6) organization
and people. The 18 industries in which IBM has dedicated expertise are
acrospace and defense, automotive, banking, chemicals and petroleum,
communications, consumer products, education, electronics, energy and
utilities, financial markets, government, healthcare, insurance, life sci-
ences, media and entertainment, metals and mining, retail, and travel
and transportation.

IBM and Siemens both realized that “organizational structures pre-
vailing in goods-oriented firms are not transferable to management con-

sulting firms.”"

How to Integrate Services and Solutions in Stages

Firms obviously do not move service divisions from incubation to full
integration rapidly, and the few published studies represent the extremes
of incubation and full integration. We believe that most firms proceed
through different stages as they mature and as they more fully commit to

service infusion.

Flattening the Organization

Several companies in our study decentralized decision-making author-
ity to lower levels of the firm, often by flattening the service divisions
and removing multiple layers that slowed down activities. A flatter orga-
nization expedites decisions and enables employees to act more quickly
on customers’ needs. One company, for example, changed to a regional
structure for its service and solution business, flattened decision-making
for speed, and assigned local responsibility for sales and operations. The
new structure eliminated silos, and sales and operations teams cooper-
ated at the regional level to make decisions jointly, quickly, and inde-
pendently of other regions. One executive told us that employee atticudes
improved because senior management provided clear direction and freed

them to move forward. This horizontal structure for customer-centric
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firms facilitates natural workflows and information sharing among team
members.!" There is also a common view of how to meet customer needs

better than the competition can.'?

Increasing Resource Flows

As the existing service business matures or as the firm offers additional
services and solutions to the right on the continuum, people responsible
for service design and delivery need resources from other parts of the
organization. At this point, service divisions must collaborate across func-
tions and in activities that span organizational divisions to draw on these
resources. The companies in our study took several approaches to layering

in such boundary-spanning roles and activities across the organization.

* One company used key account managers, segment managers,
or segment task forces to coordinate customer contact
activities. The more strategic the need, the more critical these
roles and tasks, especially when clients were business units
heads and C-suite executives.

* Another company created a service council with
representatives from all the business units that sold and
delivered services so that the company overall could
coordinate service and solution offerings.

* A third company transferred resource management from
“brand managers” or “product managers” to “customer

managers’ who marshaled the needed resources.

Owercoming Organizational Silos

Another means of integration is silo busting, the implementation of
“structural mechanisms and processes that allow employees to improve
their focus on the customer by harmonizing information and activities
across units.”"? It is less about busting silos and more about implementing
platforms that span silos and support people, although several of the firms
we studied reported layering boundary-spanning roles over the current

silo structure to connect the company’s activities to customer needs.
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Reorganizing Around Categories of Service

As one of our firms moved toward consulting, its management shifted the
leadership from a regional to a practice-based structure. The firm devel-
oped four distinct practices around different competencies, each with a
single leader who determined strategies, customer targets, and personnel
needs rather than integrating resources of the practices. The firm supports
these exclusive practices with common back-office processes that enable
scaling such as capturing knowledge, marketing, sales training, and ser-
vice design. General Electric with its Intelligent Services unit takes a sim-
ilar approach, where there is common support for a diversity of industry

expertise and applications, from health care to transportation.

Restructuring Around Front, Back and Strategic Units

When firms want to provide fully integrated product and service solu-
tions at the far right of the continuum, they have reached the ultimate
need for organizational change. Of the firms we studied, only one consis-
tently integrated products and services for its customers; the rest provided
various product—service integrations to a small number of clients. There is
not enough evidence to explain why, but we suspect they need to restruc-
ture more extensively in order to design and deliver the most complex of
offerings. A company could reorganize around customer accounts and
customer segments for sales and marketing, but even this change requires
great leadership at the top to overcome resistance from heads of product
units who traditionally hold power within many product-centric firms."
None of the firms studied had moved to this structure.

A more comprehensive framework, the “front-back” hybrid, consists

of three groupings:

* front-end customer-facing units that develop, sell, and deliver
integrated solutions to customers,

* back-end product and service units that support the front-end
through standardized modules of services, and

* astrategic center to mediate between the front- and back-end

units.
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The front-end units present a single face to customers. They specialize

in customer knowledge, set revenue and profit goals for specific customer

accounts or specific customer segments, and take responsibility for the

growth of both top and bottom lines. They are cross-functional and have

authority to assemble product, service, and solution capabilities from the

entire firm and from third-party partners.

10.

11.

For Executive Discussion

. What changes have you made to your organization in order to pro-

vide these services and solutions in addition to your products?

. What configuration changes must your organization make to be

successful with this service and solution?

. What process and technology changes are needed to support the

service or solution design, marketing and sales, and delivery?

. If a separate organization is not to be established, how will the

company span the boundaries between products and services and

solutions?

. Is there an optimal organizational configuration for infusing ser-

vices into our product or manufacturing company? If so, how much

would we have to restructure?

. How should we initially deliver new services and solutions? Through

a separate unit of the company that deals only with services, or
through our existing product divisions that would deliver both prod-

ucts and services and solutions?

. As we evolve our service operations, will we need to reorganize more

radically away from our product orientation?

. Where in the organization should new services and solutions be

incubated?

. Should service or solutions personnel all be placed within the same

unit?

Is there a danger of a silo mentality if services and solutions are
separated into different units?

Can the organization be flattened to allow the configuration to be

more effective?






CHAPTER 4

Capabilities
Skills, Training, and Technology

When you hear the brand name Sylvania, what comes to mind? Light
bulbs perhaps, or maybe television tubes? What about global consulting?
Sylvania has transformed itself from a small New England light bulb recy-
cler into the global lighting applications and services division of OSRAM
AG, a leading manufacturer headquartered in Germany and part of the
Siemens empire. Nearly 40 years ago, Sylvania began its service transfor-
mation by enabling its lighting design team to offer customers advice.
As it developed more energy-efficient products with longer life spans
and better lighting, it started helping customers to upgrade their light-
ing systems so that they saved energy and cut expenses. It added light-
ing maintenance and inspection services tailored to each customer’s site
and budget. More recently, Sylvania began offering an environmentally
designed “ECOLOGIC” product line integrated with advisory services:
Lighting specialists perform energy audits and determine the best-fit
lighting system. Today, Sylvania Lighting Services spans the continuum,
with 24-hour bilingual customer service, warranties, and financing pro-
grams at one end, and complete energy management and lighting system
controls integration and monitoring at the other. Also, it leverages its
deep expertise in lighting technology to offer not just lighting mainte-
nance programs and energy audits but also utility rebate management,
recycling, and sustainability programs.'

But none of this service infusion would be possible without the capa-
bilities of key employees, particularly salespeople, service technicians, and
delivery personnel. Capabilities are the skills and knowledge of employees
who deal directly with customers and the organization’s competence in
developing the requisite service and solution talent, offerings, and sup-

port systems. The capabilities a company needs hinge on the services and
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solutions it wishes to offer along the service infusion continuum. As firms
move across the continuum, they usually find themselves calling on cus-
tomers with different needs higher up in the corporate hierarchy, and so
the firms’ capabilities must change. Our interviewees revealed that, as
they moved across the continuum as Sylvania has, they had to find and
develop sales and delivery personnel with the right skills and expertise.
The following sections focus on the capabilities of the main customer
touch points within an organization: salespeople, service technicians,

service delivery personnel, and support.

Sales Capabilities

The responsibility for understanding customers’ environments and value
propositions to their own customers frequently falls on the sales organiza-
tion. As such, salespeople need an indepth and sophisticated knowledge
of their customers.” One of our interviewees summed up the situation,
“People don'’t fully understand that, to be a service business, you need to
know customers better than they know themselves and truly understand
what makes them successful.”

As a company moves across the continuum, many traditional sales-
people will be ineffective in selling services and solutions for several rea-
sons. First, services and solutions are innately more difficult to explain
than products because they are less tangible. Explaining complex services
and solutions is very different from explaining physical attributes of prod-
ucts. One interviewee said, “It’s hard to demonstrate the value of services
to customers. Selling the invisible or conceptual is a tougher sell, as is
tying services to long-term customer value.” Even more than products,
services are experienced goods; that is, a customer must experience them
before fully understanding them and appreciating their value. Customers’
experience of a product is often directly transferable, whereas experience
of a service and solution is not.?

Second, the incentive for selling some services and solutions may be
considerably less than for selling products because they often have a lower
price point. Lower pricing, in turn, can mean lower commissions and
bonuses for the salesperson. Over time, multiyear service agreements may

shrink this gap but initially it can demotivate product-oriented salespeople.



CAPABILITIES 45

Third, through our work, we learned services and solutions at mid-
to right-positions on the continuum require longer sales cycles, and the
sales process is often more complex and strategic. Salespeople’s customer
contacts—the people who make purchase decisions about products—are
often too low in the client organization’s hierarchy or compartmentalized
in a procurement office to sign contracts for more expensive and complex
services, especially when integrated with products.” That is not to say that
salespeople cannot learn a lot from their contacts about decision rights
and organizational needs, but it requires greater investigative skills to pin-
point and connect with the key decision makers.

For example, upper-level functional managers are more likely to
seek and sign up for advisory services than entry-level managers. When
services and solutions address strategic problems with long-term impli-
cations for a company, the decision to hire advisors would necessarily
involve the highest levels of top management. “We need to call on the
C-suite because only at that level do they understand the full breadth of
the value offered by our services,” one senior vice president of strategy and
development told us.

Furthermore, as a company moves to the right of the continuum, the
sales function must transform from transactional to relationship-based
selling, where clients view company representatives as trusted advisers
whose customer knowledge deepens as the relationship unfolds in collabo-
ration.” These representatives make unbiased recommendations about
what is best for the customer, and that includes recommending competi-
tors’ products and services. A salesperson’s duties resemble those of a gen-
eral manager responsible for “marshaling internal and external resources
to satisfy customer needs and wants.”® The application of specialized skills
and knowledge is the sales team’s fundamental unit of exchange, where
goods are merely distribution mechanisms for service provision.”

When the provider continues to learn more about the customer’s
business and priorities, and the customer learns more about the provid-
er’s diverse value proposition, they become partners in strategic problem
solving. That is the goal. Salespeople need to understand their own com-
pany’s intangible competencies, not just their physical products, and how
these competencies provide value to their customers. To accomplish this

transformation, the company must reward its service and solution sales
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representatives for aligning with other colleagues in the firm so that they
can call on others’ expertise to benefit the customer.®

Companies must also select the appropriate customer to target.
Many customers may not have the long-term vision needed for a com-
pany to create successful service and solution propositions. Complex
services require not only longer sales cycles but also a strong collaborative
relationship between the sales team and the customer’s staff.” An inter-
viewee emphasized, “We have learned that it takes a willing customer—a
partner—to make services work, meaning a customer who sees the
‘endgame’ rather than has a short-term focus.”

These partnerships afford salespeople a deep level of insight into the
customer. For example, these customers can provide feedback on how a
service or solution will operate and affect internal customer processes and
can guide the sales personnel through the customer’s internal politics.'
To facilitate the sales process, staff in charge of new business development

should look for these traits in prospective customers:

* The company already has a strong relationship with the
customer

* Decision makers view the service provider as a business
partner

* It is evident that the company’s services and solutions are
likely to bring significant value to the customers

* Staff members on the client side are rewarded for
collaborating with the service or solutions provider

* The customer has an adequate level of knowledge to assess the
value of the solution and understand how the solution affects
their internal processes.

* The existence of cross-unit relationship ties between the
provider and customer organization such as relationships

across numerous business units or functional roles.

Moving across the continuum often mandates a more senior sophisti-
cated account manager who can focus engagement discussions on customer
outcomes linked to the proposed services or solutions.! Furthermore, the

complexity and magnitude of the services or solutions proposed frequently
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call for multiple ties at multiple levels throughout the customers’ business
units frequently.'? One of our interviewees said, “The capabilities of sales-
people are the biggest limitation for our growth. Most are unable to do
consultative selling and offer customers outcome-oriented proposals that
address [the customer’s key performance indicators].”

Companies must also develop professional consultative selling capa-
bilities. Salespeople who take a consultative approach tend to perform
at higher levels than their counterparts with a technical specialist iden-
tity.” Sometimes the firms human resources staff will need to recruit
high-level account managers from industries that the firm is targeting;
that means that HR must develop a wider recruiting network beyond the
firm’s current industry sector. Many of our participating companies do
this and provide ongoing training on key customer segments and industry
concerns. Firms can also structure account teams around customer rela-
tionship owners (i.e., account executives) supported by industry experts
and technical specialists.' Finally, this professional selling requires acute
listening skills, interpersonal adeptness, collaboration, and the ability to
think on one’s feet. One interviewee noted, “Sales people need to be ‘quar-
terbacks’ for the customer, combining different services” just as quarter-
backs on football teams call different plays according to the situation.

This transition in sales is difficult for many salespeople.” “50 percent
of sales people cannot be successful selling services—some are unwilling,
others are incapable,” said one interviewee. If a firm cannot retrain these
people, then it can replace them or restrict them to selling services that
support products. A firm can also offer quality training, coaching, and
special incentives to those interested and capable of selling higher-level

service offerings.

Service and Solution Delivery Capabilities

The sales, service delivery, and marketing functions need stronger connec-
tions that result in collaboration and alignment among these groups to
face the customer in an integrated way.'®

To deliver services and solutions on the mid and right portions of the
continuum, companies require people who possess both business and

technical acumen, not just technicians. Service delivery personnel must
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act entrepreneurially with both the big picture and the long term in
mind. Hiring managers should look beyond job candidates’ technical
expertise to their interpersonal skills and behavioral competencies that
fortify relationships and customer-focused attitudes.'” People in service
delivery positions must be able to listen carefully, learn quickly, respond
quickly, anticipate customers’ needs, and engender support across their
own firm. These attributes contribute to greater customer satisfaction
and loyalty—two key metrics of success—and so firms should reward
their delivery staff accordingly. Leading firms are also recruiting and
retaining people with technical knowledge and then subsequently train-
ing them on the customer-focused necessities of service and solution
delivery.

Finally, companies must reposition service as a desirable career path in
a product-oriented company. Attracting top people outside and internally
for service and solution opportunities is still a challenge. “Many employ-
ees are reluctant to join the services unit, because it doesnt ‘fit’ in their
minds. Further, there is not a career growth path for individuals in the
services unit as there is for individuals in other divisions,” said one of the

executives in our study.

Other Customer-Centric Capabilities

The companies we studied all recognize that service infusion requires not
just more associates, but more associates with the right talents and skills.
For example, larger and longer service and solution engagements often
require project managers who oversee the completion of projects on time,
on budget, and to customer-defined standards.'®

To escalate service and solution growth, companies must also enhance
systems and technology. Interviewees specifically discussed the need to
incorporate key technology platforms to get closer to their customer. For
example, knowledge management systems enable staff to capture, codify,
and share companywide what they have learned while selling and ser-
vicing clients. When mined properly, these systems can alert companies
to faulty service design and can guide service upgrades and innovation.
The firms we studied also sought to “webify” services where possible, that

is, to automate services through online help menus, project dashboards,
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expert wikis, and other diagnostic tools, yet enable clients to access live
talent through call centers or online chats. Customer relationship man-
agement (CRM) systems help to scale services and solutions without
sacrificing customer intimacy. One company in our study implemented
an interactive voice response (IVR) system that routes customer calls
to informational audio tracks or to a live representative depending on
their menu selections. Other companies, such as Time Warner Cable, are
experimenting with IVR systems that can reboot client systems remotely.
If the problem is too sophisticated for IVR, then clients can reach live
representatives and, if necessary, schedule an on-site appointment with
a technician. By studying clients’ menu choices and recording conversa-
tions, the provider can learn more about the customer’s trouble spots and
the service staff’s training needs. Moreover, recorded calls can surface the
language the customers most often use in describing problems, and the
marketing department can leverage this language on the website and in
search-driven campaigns.

Simply assigning existing people the task of growing higher-end ser-
vices and solutions will likely fail. Instead, company leaders must assess
who, among current sales and service delivery associates, has the ambition
and the talent to grow into the more complex roles required of service
infusion. Then the organization must make a significant commitment to
training, motivating, and coaching these employees. Concurrently, most
firms will likely need to recruit some high-level account executives skilled
in problem solving, collaborating, and interacting with high-level exec-
utives within the customers’ organizations. Finally, corporate marketing
must build awareness of their organization’s new services and solutions.
That involves promotions to a higher-level audience, including testimoni-
als from clients, participation of corporate experts in vertical conferences,
and research and publication of service and solution outcomes in white

papers and trade and scholarly journal articles.

For Executive Discussion

As you reflect upon the sales and delivery functions and other cus-
tomer touch points within your organization, here are some prompts to

guide your exploration and conversations. The point is to determine the
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capabilities that you have and those that you need. Again, put these ques-

tions to your management team and compare your understanding of the

sales, delivery, and support functions.

Sales Capabilities

10.

. Have we re-conceptualized the sales role, its responsibilities, and its

rewards, paying salespeople for aligning with other colleagues in the
firm so that they can draw on others’ expertise when designing value

propositions?

. Do our salespeople have an indepth and sophisticated knowledge of

our customers?

. Do they excel at articulating the benefits of our services and solutions

and explaining how we develop, deliver, and support these offerings?
Can they link our services and solutions to short, intermediate, and

long-term customer value?
g

. Are incentives for service and solution sales commensurate with or

even disproportionate to product sales? Have we set goals with lon-
ger sales cycles or are we simply replicating what we have done in the

product units?

. Have we helped the sales staff to understand the payoff associated

with multiyear service agreements?

. For services and solutions that address very strategic problems with

long-term implications for a company, do we have access to C-suite

decision makers?

. How have we designed the sales function for services and solutions?

Is it more transactional or more relationship based?

. How well do our salespeople understand our company’s intangible

competencies, not just our physical products, and how these compe-

tencies provide value to their customers?

. Are our sales representatives prepared to integrate our competitors’

offerings into our own?

For higher value service and solutions offerings, should the salesper-
son’s or account executive’s duties resemble those of a general man-
ager responsible for marshaling internal and external resources to

satisfy customer needs?
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11. To what extent is our sales team’s view service-centered, customer
oriented, and relational rather than product centric, SBU oriented,
and transactional?

12. What is the fundamental unit of exchange? Is it the application of
specialized skills and knowledge to customers’ problems? Are goods
merely distribution mechanisms for service provision? Or is it the
application of a component or a product?

13. Have we identified customers higher up in client organizations who
have a long-term vision and a willingness to collaborate? Do the
decision makers view us as a business partner? Does the client reward
staff members for collaborating with us?

14. Do we need more sophisticated senior account managers and
account executives who can focus engagement discussions on
customer outcomes linked to existing and proposed services and
solutions? Can they do consultative selling and create customers
outcome-oriented proposals that address the customer’s key per-
formance indicators? Do they exhibit acute listening skills, inter-
personal adeptness, collaborative effort, and the ability to think on
their feet?

15. Do we provide ongoing training on key customer segments and
industry concerns so that sales representatives and account managers
can spot opportunities?

16. Have we structured account teams around customer relationship
owners (i.e., account executives) and supported them with industry
experts and technical specialists? Why or why not?

17. Are we offering quality training, coaching, and special incentives
to those sales staff who are capable of selling higher-level service or

solution offerings?

Service Delivery Capabilities

1. Do our service and solution delivery people possess both business
and technical acumen, or are they primarily technicians?

2. Do they act entrepreneurially?

3. Do they grasp both the big picture and the long-term goals of the

customer beyond tactical and technical concerns?
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. Do delivery associates demonstrate the ability to pamper customers

and develop personal relationships?

. Are our hiring managers looking beyond each job candidates” tech-

nical expertise? Are they deliberately engaging each candidate’s
interpersonal skills and other behavioral competencies that fortify

relationships?

. Do our people in service and solution delivery positions listen care-

fully, learn quickly, respond quickly, anticipate customers’ needs, and
engender support across their own firm? What metrics and feedback
mechanisms can we use to assess these capabilities? Perhaps customer

satisfaction and loyalty?

. Have we repositioned service as a desirable career path in our

company? Are we attracting top people outside and internally for
service and solution opportunities? Why are employees reluctant to

join the services or solutions unit?

Other Customer-Centric Capabilities

. Does HR need to recruit high-level account managers, account exec-

utives, or other talent from industries that we are targeting? Is HR
staff willing and able to cultivate a wider recruiting network beyond

our current industry sector?

. Do we need project managers for larger and longer service or solution

engagements? Are we capable of recruiting or developing necessary

project management skills?

. Should we enhance systems and technology to support and improve

the sale and delivery of services and solutions? What technology plat-
forms might we incorporate to serve customers better? Knowledge
management systems? Automated customer service or IVR systems?
CRM systems?

. Is our marketing team able to capture and communicate the intangi-

ble competencies of existing and new services and solutions in pro-

motional copy and in other ways?

. Has our marketing team accurately assessed and impartially com-

pared the benefits and drawbacks of our competitors’ products, ser-

vices, and solutions side by side with our own?
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6. Is marketing building awareness of our services and solutions? Are
they reaching out and connecting with a higher-level audience? Are
they soliciting and leveraging testimonials from clients?

7. How can we capture, codify, and promote our organization’s knowl-
edge and expertise in services and solutions? Are our knowledgeable
people participating in vertical conferences, conducting research in
their area of expertise within the company, and publishing outcomes

in white papers and trade and scholarly journal articles?






CHAPTER 5

Customization

Balancing Uniqueness with
Operational Realities

In the publishing industry, Pearson PLC dominates the world’s education
market. Its teaching and learning materials touch all grades and settings,
from preschool to postdoctorate and from home schooling to the corpo-
rate university.

For the last 15 years, Pearson has been acquiring educational tech-
nology firms and online training outfits in anticipation of digital reading
and the emergence of a global middle-class consumer. According to Zhe
Times of London, “Every year over the next decade one hundred million
people in emerging markets such as China, India, and Brazil will join the
middle classes. Every year they will spend $1 trillion more on goods and
services such as education.” Pearson wants a major chunk of that discre-
tionary spending. It now owns the major vocational training ventures in
India, and its English language training programs in China are growing
at double-digit rates.?

To that end, Pearson is merging its Penguin trade book division with
Random House, owned by Bertlesmann AG. This divestiture frees its
operations to focus on academic services. “The bigger picture,” says lan
King of 7he Times, “is that...Pearson has been reshaped along the lines
of a fast-moving consumer goods business, like Unilever, to better target
growth markets and to aid the move from print to digital.”® But, unlike
consumer goods marketers, Pearson’s progress up the service infusion
continuum has positioned it to capitalize on the decrease in public fund-
ing for education: instead of depending on government bulk purchases

of print inventory, Pearson is increasingly providing school systems with
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administrative services and online training solutions that better suit coun-
try, state, and local budgets and individual school needs.

In 2012, Pearson’s sales were up five percent at a constant exchange
rate to £6.1 billion, with digital and services businesses comprising half
of those sales. Not bad, considering two of its major U.S. competitors—
Houghton Mifflin Harcourt, Cengage Learning, and School Specialty,

Inc.—declared (or emerged from) bankruptcy during the same period.

The Drive to Customize

What made Pearson’s growth possible? Its ability to customize. Pearson’s
portfolio includes not just textbooks and ancillary packages—instruc-
tor’s manuals, test banks, presentation packages, study guides, and work-
books—but also copyrighted software and patented delivery platforms.
Pearson digitized all its content to industry standards so that it could
(1) mix and match chunks of material according to each customer’s cur-
riculum requirements and even to individual student’s learning deficits,
and then (2) plug this material into its course management or assessment
platforms, installed on the customer’s servers or hosted in the cloud. In
other words, Pearson can create customized solutions from a standardized
set of digital goods and services.

Customization involves tailoring offerings to customers’ needs. As com-
panies such as Pearson move from the left of the continuum—where, for
example, Pearson was shipping textbooks and ancillaries in bulk—to the
right side, where Pearson now provides classroom administrative tools, online
learning management systems, and both student and teacher testing services,

customers begin expecting greater customization on four dimensions:*

1. The service or solution offering must meet the customer’s unique
requirements fully, including accommodating its internal processes
and being consistent with its business model.

2. 'The offering must fit into the customer’s culture and operating envi-
ronment.

3. The provider must not only design but also deploy the customized
offering, including installing, modifying, and maintaining the solu-

tion and addressing any issues that arise.
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4. After deployment, the provider must keep up with—and even ahead

of—the customer’s evolving requirements.

One cannot help viewing customization as an ongoing relationship
between supplier and customer.’ The actual tailoring of the service or
solution often comes largely from face-to-face interactions with clients,
not in the back office of corporate headquarters. That said, manufacturers
must design new services and solutions, as well as delivery processes and
performance standards, as sharply as they engineer new products and pro-
duction processes. And so, when lead customers request a new higher-end
service or solution, the supplier should consider developing a pilot to
model the offering and learn from the implementation. If the pilot works
for both the client and the supplier, then the supplier can decide whether
to replicate or adapt the offering for other customers. The benefits are
clear: the supplier is more likely to discover viable new offerings and the
customer is less likely to switch because the costs of finding, vetting, and
implementing a comparable offering would be high. Companies such as
IBM, GE, Avnet, and DuPont often use this “first-of-a-kind” or piloting
approach for higher-end new services and solutions.

Advisory services are often highly customized because the provider
must deeply understand the client’s situation—its environment, history,
and people—which varies across clients even within an industry, and
therefore necessitates different advice. Even if situations are common—
for example, all publishers are grappling with the Internet and mobile
technology—suppliers may agree to exclusivity, that is, not serving a cli-
ent’s competitors or not sharing what they learn from others in the same
industry.

Managed services are also often customized because the offering may
span multiple sites and countries. For example, Hewlett-Packard and
Xerox both developed management services that helped large companies
replace desktop printers and copiers with shared multifunctional devices
and transfer files to digital storage rather than physical archives. These
devices and virtual archiving vastly reduced the number of machines at
Dow Chemical, cut printing costs by 20 to 30 percent, and facilitated
conservation of resources, efficiencies in servicing and maintenance, bet-

ter accountability of printing costs, and savings in space, maintenance,
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and electricity.® The conditions of these managed services varied greatly
across clients. While virtually all contracts involved monthly fees, some
required exclusivity, and others deployed only the supplier’s own printers.

For large, profitable, and reputable customers (and prospects) who
can fund the company’s growth, a company might offer high levels of
customization. However, customization of a// offers for a// clients—at all
positions along the continuum—is costly, often unnecessary, and usually
undesirable. Suppliers may believe that service and solution customiza-
tion is easier and cheaper than with products, but it is not: Customiza-
tion can incur high opportunity costs. Responding uniquely to every
customer request can create complexity without necessarily better serv-
ing customer needs; it may, in fact, lead to a complexity of choice, incon-
sistency, and unmet promises. “Too much emphasis on customization
can impede the provision of repeatable solutions...but the pendulum
cannot swing too far the other way: There are limits to standardization
and replication.”

The key is to determine how much to standardize to gain efficiencies

and provide consistency in service delivery and how much to customize.

What to Standardize?

All the executives in our study spoke of standardizing elements of service,
even complex high-end service activities at the far right of the continuum.
This standardization benefits the company by reducing costs, setting
expectations, and increasing customer satisfaction.

First, firms that develop and deploy process maps and templates
enable their employees to deliver services—particularly those in high
demand—consistently and efficiently to all customers. Second, standard-
ization clarifies roles and responsibilities for salespeople and support staff
so that they can articulate what they are selling and how they will deliver
it to customers. Third, standardization facilitates performance measure-
ment so that firms can identify best practices and areas for improvement.
Our companies emphasized the need to codify content and methodol-
ogies across the organization and to standardize the training offered to
contact personnel. Too much standardization, on the other hand, can

lead to commoditization and lack of differentiation.
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Harvard Business School professor Theodore Levitt suggested that
companies first inventory all the service activities that employees perform,
and then either systematize those done uniquely each time or plan those

done ad hoc.® He favored re-engineering these activities in three ways:

* Replace human activities with technology-based processes or
what he called hard technologies;

* Bundle human activities into processes, packages, or modules,
which Leavitt referred to as soff technologies; and

* Combine the hard and the soft into hybrid technologies.

In theory, a company can integrate any or all of these standardized
components seamlessly into a large set of unique offerings, with costs,
performance benchmarks, and accountability attached to each element
and assignable overall. In practice, neither employees nor customers can
manage such variety, complexity, and cost. Therefore, companies stan-
dardize and customize on a more limited basis as described in the fol-

lowing section.

How to Standardize?

Both customization and standardization have benefits, and companies
need to customize without losing the efficiency, and standardize without

losing the customer-centric differentiation.

Create Service Modules

Our respondents talked about mass customization or creating modular
units that sales associates can assort and match in unique combinations
for each customer. If modules are consistent, easy to understand, and
easy to assemble—much like Lego bricks—then contact personnel can
simply select what the client needs from an existing portfolio of modules
rather than developing all new services for every new project or client.
This modular approach cuts costs and improves the reliability of the inte-
grated services and solutions. The supplier can revise these service mod-

ules as needed to improve the process of selling and delivering solutions.
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In addition to menus of modules, our interviewees used service blueprint-
ing, process mapping, value maps, templates, and lean six sigma to stan-

dardize elements, describe value, and continually improve their offerings.

Use Centers of Excellence

To ensure quality and consistency of employees’ delivery of service, our
firms have taken several approaches. One company created a center of
excellence that focused on documenting best practices and delivery pro-
cesses, then implementing these consistently throughout the company.
Another developed standard e-learning modules to replicate delivery and
knowledge across the firm. Another found that outside firms with consult-
ing experience could serve as centers of excellence if they had developed
mechanisms for training associates to perform consistently. The supplier
could simply hire them and learn their techniques. Another mapped out
processes and developed templates and tools to ensure a level of consis-

tCIlCY fOl‘ sales managers.

Train Customer-Facing Staff

Some companies trained sales staff to address such customer-facing
activities as defining the problem and proposing a solution. Training
includes listening skills to assess customer needs and to understand their
issues, industry, and company. They learn how to match standardized
modules of back-office capabilities to address these needs. Said one of
our most advanced interviewees, “70 to 80 percent of solutions are based
on standardized modules.” Advisory services comprised the remaining

20 to 30 percent.

Prepare Back-Office Staff

Standardized modules help not only the personnel who sell the services
and solutions but also the staff who actually perform them in such areas
as product development, marketing, communications, human resources,

professional services, and systems integrations. Ericsson reports that
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it bases up to 75 percent of the service component of its integrated
solutions on its off-the-shelf reusable modules. The modular approach
cuts costs and improves the reliability of the integrated solutions—Dbut
only if everyone involved in implementation understands their role in
achieving performance objectives and can flag potential problems with

new configurations.’

Identify Economies of Scale

Companies can standardize those services that “call for high volumes, low
variable costs, and the high utilization of fixed assets™—such as common
business processes or monitoring services that depend on networks and sen-
sor technology—to achieve economies of scale.”® For example, automated
transaction processing scales almost infinitely when standardized, thereby
helping companies such as Automatic Data Processing to realize low unit
costs and high margins. Businesses that can scale their services also benefit
from positive network effects—that is, the more they do, the more they can
do—and so they depend on globally dispersed assets, such as distribution
centers (for supply chain services), data centers (for I'T outsourcers), or pay-

ment platforms and protocols (for procurement and payroll providers)."

Limit the Complexity of Service Offerings

Services businesses must clarify decision rights that limit customized
requests to what is doable, profitable, or strategically advantageous, and
consistent with the corporate brand and mission. “Sales and service per-
sonnel often agree to address customized requests, but across an orga-
nization they can add up to a major productivity drain.”’* With the
exception of highly profitable advisory services and solutions, companies
should offer clients a limited service menu that includes the most com-
mon requests and then train or otherwise incentivize service personnel to
refrain from performing or offering to perform extra work that falls out-
side the billable model.”* Companies can also build service cost models
to determine which of the many requests that are requested by clients are

worthwhile to create.
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Limit the Set of Technology Platforms

In one project, the extent of technological variation among the differ-
ent services “manifested in problems concerning service quality and
increased production costs.”'* The company created a limited set of
offering platforms to deliver the targeted functionalities, instead of
deploying 10 separate offerings to provide the same functionalities. The
engineers based the targeted offering platforms on a handful of selected
software technologies, and that decision further reduced the software
complexity. They then divided them into core functionalities and periph-

eral functionalities.

For Executive Discussion
Are We Ready for Customization?

1. Are we already customizing products, services, and solutions for
customers? Where, how, and why?
2. How do we respond to customers’ requests for:
* Services and solutions that meet their unique requirements
fully, including their internal processes and business
models?
* Services and solutions that fit into their culture and
operating environment?
* Services and solutions that we not only design but also
install, modify, and maintain?
* Upgrades to meet customers’ evolving requirements?
3. Where do we have strong relationships with customers?
e What can we learn from our customer-facing personnel
about customers” emergent needs? Any patterns?
* How can we involve our lead customers in exploring
potential new higher-end services and solutions and in
experimenting with pilot programs?
* Which customers will likely welcome experimentation?
4. What have we learned in engineering new products and production
processes that we can apply in designing new services or solutions,

delivery processes, and performance standards?
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* What is the value of exclusivity—that is, providing a
particular customized solution for only one company within a
market or an industry—to service R&D? What can we learn,
that we can provide to clients in other markets or industries?

* What is the value of incorporating and servicing only our
products into a customized solution?

* How can we cost out customer service and solution requests?
Can we build service cost models?

* How can we sort the weak signals of emerging needs from

the costly customization?

What Can We Standardize?

1. Which service activities are we already performing? Take a thorough
inventory.
2. Which activities do customers expect employees to perform, but
employees are doing them uniquely each time? Can we create scripts
or process maps to standardize performance?
3. Which activities are unexpected, and so employees are doing them
ad hoc? Can we plan for these activities?
4. Of these activities, which can we
* Automate or outsource services to customers by using smart
technologies, technology-based processes, and customer
interfaces?

* Bundle into processes, packages, or modules for employees
to do consistently?

* Integrate the use of technology into what our employees do?

5. Where can we achieve economies of scale? Which service activities
have high demand, low variable costs, and high utilization of fixed

assets?

How Should We Standardize?

1. Can we create service moduless How can we use process maps, value
maps, templates, and lean six sigma to standardize elements, describe

value, and continually improve offerings?
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. Can we create centers of excellence or leverage outside expertise?

Where does knowledge and expertise reside within our company or

our value chain?

Are we documenting best practices and delivery processes,
and then implementing these consistently throughout the
company?

Are we learning all that we can from our supply chain

partners or other industry experts?

. Can we implement training programs for

Customer-facing staff so that they can assess customer needs,
understand their issues, industry, and company, and translate
this understanding into viable services and solutions?
Back-office staff so that they can achieve performance
objectives and flag potential problems with new

configurations?

. Can we standardize environments and rasks by introducing standard

tool kits, similar workstations, and scripts for service calls?

. Can we introduce conceptual frameworks for problem-solving and

scheduling charts for delineating time frames and checkpoints?

. How can we manage complexity?

Can we limit customization to what is doable, profitable,
and strategically advantageous, and consistent with our
corporate brand and mission?

Who should be involved in the decision making for more
complex requests? Who has decision rights?

Can we create a small number of delivery platforms? How
can we limit the diversity of technology required and yet

deliver the desired functionalities?



CHAPTER 6

Collaboration with
Customers

Engaging Customers in Service
and Solution Design, Development,
and Delivery

VWR International is the world’s second largest laboratory supply and
distribution company. It supplies its scientific laboratory customers
with over 8,000 different items. VWR had become an expert in the
myriad of activities associated with running a laboratory, but it strug-
gled to differentiate itself from its competitors. After working closely
with customers to design a robust set of services, VWR’s leaders realized
that the company could capitalize on its customers’ interest in science
and expertise in scientific research, facilities management, and opera-
tions. The company launched a new brand, “VWR Catalyst,” to collab-
orate with customers in reducing operating costs, increasing laboratory
productivity, and adding value to the scientific process. In recent years,
Catalyst has posted significant double-digit growth. You might call it a
model “collaboratory.”

Software company Salesforce.com sees collaboration as a key to its
future. Most of its major clients consider this fast-growing enterprise
a business partner, but not a trusted adviser. By collaborating with its
clients, Salesforce.com can discover how better to leverage its core com-
petencies, develop its industry thought leadership in sales, and act in each
client’s best longer-term interest, thereby establishing a reputation for

trusted advisory services.
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This chapter examines how companies such as VWR and Sales-
force.com can collaborate more effectively with customers across the
service continuum. We define customer collaboration as the involvement
of customers in the process of generating ideas, designing, developing,
producing, and delivering service and solution offerings. Our defini-
tion encompasses the process end to end, from idea generation, service
improvement, and service or solution design through service delivery,
service usage, troubleshooting, and feedback. This broad view of collabo-
ration lines up with current, customer-defined views of service solutions’
and research on engaging customers in new service development.? It also
builds upon both traditional and contemporary views of new product
development and service innovation.?

One of the fundamental premises and unique aspects of service
management is that, in service production and consumption, the pro-
vider and the customer are often already collaborating to some degree.*
In some cases, customers co-produce services and realize their benefits
simultaneously by enacting their relatively prescribed role, as in routine
training or consulting sessions. In other cases, customers realize the true
value of the service over time.’ For example, customers who signed up
for Michelin’s “pay for kilometers” tire fleet solution or GE Healthcare’s
imaging machine solutions experience the value of the service throughout
its lifecycle; they pay for and co-create value with the provider when they
use the products and equipment. In still other cases, service companies
provide the facilities, the materials, and the guidance for the customers
themselves to produce and deliver the needed solutions. At the extreme,
this customer collaboration is a form of B2B self-service.® Through their
involvement, customers influence service productivity, service quality,
and their own satisfaction, sometimes in unpredictable ways.”

The key questions are to what extent do we involve customers, in
which stages of the process do we involve customers, which custom-
ers do we involve, and how do we manage expectations? According to
several interviewees, the key to success across the board is managing
customer expectations, from carefully defining and agreeing upon the
scope of work and communicating any changes in scope throughout,
so as not to disappoint or surprise customers at the end of the process

or project.
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How Much to Collaborate?

From Surveys to Self-Service

All the executives in our study saw the value of gathering customer
feedback. They described how they collaborate with customers across
the continuum, starting with basic customer satisfaction surveys, focus
groups, and interviews. The strongest evidence of customer participation
in co-design and co-development falls at the far right end of the contin-
uum, in integrated product—service solutions, where providers must work
closely with clients to customize for particular contexts.

Our participating companies distilled what they learned to improve
existing services, deploy existing services in new contexts, or to uncover

ideas for new offerings.

Improvement or Speciation of Existing Services

All the companies in our study used variations of these basic types of cus-
tomer participation, although some engaged in the activities more than
others. One industrial firm executive reported, “We also do forums where
we bring in 200 customers for a three-day meeting in which we share
everything with them—challenges, technical problems, and so forth. This
is beneficial because customers appreciate it but also because customers
often become part of the solution.” During such sessions, companies
learn not only how and where to improve their services for existing clients
and contexts but also how they can adapt these services and solutions
for new environments. For example, companies that offer sensor-driven
monitoring services to ensure building security can look to apply sensor

technology for improving building energy usage.

Development of New Services and Solutions

To identify and understand customers’ points of pain that new services
and solutions might alleviate, companies deploy their sales representatives
to interview customers one-on-one. Beyond that, companies set up client
advisory boards, hold user conferences, conduct end-of-project reviews,

and call on customers to test prototypes.
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Research shows that companies are generating new value with their
customers not simply by gathering ideas or testing prototypes but also by
designing the offering and developing the customer experience.® The ben-
efits of such involvement are more new services and solutions that better
suit customer needs, generate greater satisfaction, and strengthen cus-
tomer loyalty and firm profitability. Plus, fewer new offerings fail when
customers are involved early on.” Moreover, the sales process parallels if
not melds with the service or solution development process, such that the
sales representatives and the customers involved understand the resulting
offering better: the representatives know how to sell it and can contrib-
ute to sales training, and the customers can use it immediately and even
advocate for wider adoption within their organizations or supply chain.

A word of caution: one B2B product innovation study across 143
customer—manufacturer dyads in different industries indicates that two
different forms of customer participation—information resource and
co-developer—in the early stages of product innovation participation can
help or hinder innovativeness and speed to market depending on specific
circumstances in the market. For example, if a new service incorporates
disruptive technology, then customers may not be able to imagine an
equally disruptive application.

There is much room here for companies to distinguish themselves
by involving customers throughout the new service or solution devel-
opment process, because even the most creative of the above approaches
deals only with the beginning stages of new offerings. Despite the evi-
dence from product and business-to-consumer service research and
theoretical publications that promote customer collaboration in service
design and development, our study found relatively little evidence of
deep customer involvement in design or development of B2B service or

solution offerings.'

Matching the Right Customers with
the Right Capabilities

Despite a strong belief in the value of gathering customer input, our inter-
viewees were unsure how to identify the right customers to involve, how

to dedicate the needed time and resources for customer collaboration, and
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how to develop collaboration competencies in sales and other frontline
professionals in asking and listening appropriately.

“Customers co-create ‘first of a kind offerings with us,” one of our
interviewees said. “Then, we try to take this intellectual capital to other
customers.” Several companies co-designed and field tested an initial
offering of a particular service with a partner prior to launching more
widely. In some cases, these “first of a kind” offerings proved “one of a
kind” services that they could not easily replicate. Clearly, there may be
limitations or downsides to engaging customers in service innovation."'
The greater a testing environment represents a majority of customers, the
more replicable the service will be. The extent to which the company
involves the customer in testing a prototype offering, the greater that
customer should eventually be involved in the new offering; a successful
design, creation, and test of a complex service with a sophisticated cus-
tomer may yield a service initially for similarly sophisticated customers.
Advisory services can bring less sophisticated customers up to speed so
they can play a role in delivery and usage.

Finding the right customers to involve in this type of concept and
prototype testing effort can be challenging. As one firm’s executive put it,
“Sometimes we're engaging the wrong customers for tests and pilots. For
various reasons, these customers weren't clear that they were part of a test
and they are disappointed when the service isnt actually offered or fully
implemented in the end.”

In designing solutions, research shows that collaboration deepens
a company’s understanding of its customers’ collective and relational
goals.”? In another consumer service context, a strong customer orienta-
tion and the ability to collaborate with stakeholders—employees, part-
ners, and customers—drives service innovativeness, and this ingenuity
positively affects firm performance.' Beyond design and development of
service offerings, collaboration with customers in real-time service deliv-
ery and co-creation activities both during and after the sale can define
success and build stronger relationships.'*

There may be an optimal level of sales force customer orientation.”
One study showed that most firms today look for customer-oriented
employees and encourage their sales people to listen for opportunities to

customize product or service offerings, but they need not. Ideally, the sales
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representative’s level of customer orientation should increase as the
service’s or solution’s importance to the customer increases. In other
words, the more customized or higher priced the offering, or the more
competitive the marketplace, the more customer oriented the sales rep-
resentatives.'® These conditions characterize many services and solutions
on the right side of the continuum, but not those on the left side, where
companies can deploy a less customer-focused sales force and involve cus-

tomers minimally.

Managing the Expectations of Collaborators

When we asked whether the companies collaborated more deeply with
customers in offering services and solutions on the right side of the con-
tinuum—particularly whether they did more than talk to customers prior
to developing services—companies expressed concerns about deeper
involvement. They told us that they strive to align customer expectations
at the beginning of the project with outcomes at the end, but maintaining
alignment is difficult for a number of reasons. First, the ultimate service
offering may look very different from what the customer tested or initially
discussed. Second, the customer feedback and test results may lead the
company not to offer the service. An executive from an industrial firm
told us, “In the end, you risk alienating those whose ideas you don’t use,
so this requires time and hand-holding to explain to them and help them
understand why you didn’t use their ideas or why you killed the project
notwithstanding their enthusiasm.”

Companies can involve sales staff in monitoring and managing expec-
tations. For example, in the development of new course content for the
college level, academic publishers such as Pearson regularly ask their sales
force to identify professors who would be willing and qualified to partic-
ipate in the process. Project managers provide sales representatives with a
list of qualifications and a description of the process. Sales training covers
how to qualify customers to participate in improvement and new offering
development and how to manage customer expectations throughout.

New higher education offerings generally require a mix of (1) sea-
soned professors who have taught the course for years, use the market

leading textbook, and can articulate what works, what does not, and
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why in the new material, (2) new professors who rely heavily on the sup-
plementary materials such as the instructor’s manual and test bank, (3)
professors who control large purchase decisions at key schools, and (4)
excellent teachers who can author or vet the supplements, test bank items,
and other elements of the learning system. The level of engagement is
staged: some professors complete surveys of their current textbooks; oth-
ers carefully review and provide written feedback on the new content
chapter by chapter; still others participate in focus groups to discuss their
unmet needs; and, lastly, a few professors test the prototype in one of their
class sections and gather student feedback on each chapter. Sales repre-
sentatives check in with the professors throughout the process and submit
additional feedback to the project manager, marketing manager, and sales
management. Each element goes through user experience testing, quality
assurance, and final review for accuracy, consistency, and interoperability

of the whole package.

For Executive Discussion

Across our continuum from entitlement services through integrated
solutions, the literature suggests that both providers and customers ben-
efit from strategically collaborating in co-creation and co-delivery, from
idea generation, to purchase, to use. The degree of collaboration should
increase as firms offer services and solutions further to the right on the
continuum.

In GE’s quest to design and develop advanced services and solutions
built on intelligent machines, software, and analytics, it typically seeks
out one or a small number of existing customers to initially collabo-
rate with. For example, before more widely introducing a new service,
GE Transportation’s Software and Optimization Software unit initially
worked intimately with Norfolk Southern Railroad to help it optimize
hundreds of rail schedules and train speeds. Norfolk estimates that an
increase of just one mile per hour in its locomotives’ speeds will save it
over $200 million annually.

Despite, this example and a few others we have found, for the most
part, when asked about customer collaboration, none of our interviewees

discussed co-production or co-delivery of value.
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Engaging Customers in Service and Solution Design and Delivery

1. Where do we already involve customers in the process of generating

ideas, designing, developing, producing, and delivering service or

solution offerings and gathering feedback on usage?

To what extent do we involve customers?
In which stages of the process do we involve customers?
Which customers do we involve?

How do we manage expectations?

2. How do we gather customer feedback?

Customer satisfaction surveys
Focus groups

User forums or conferences
End-of-project reviews
Client advisory boards
Prototype testing
One-on-one interviews

Other

3. Who gathers and uses this feedback?

Sales representatives
Product or project managers
Marketing team

Other

4. What do we do with customer feedback?

Improve existing services and solutions
Adapt offerings for new environments.

Develop new services and solutions

Other

5. Where do we fall short?

In meeting or exceeding customer needs?
In generating greater satisfaction?

In strengthening customer loyalty?

In increasing firm profitability?

In success rate of new launches?

In other areas ?

6. How might we collaborate with customers to improve in these areas?
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7. How can we distinguish ourselves from the competition by involving

our customers more?

Matching Customers and Capabilities

1. Can we identify the right customers to involve?
2. Can we dedicate the time and resources needed to manage customer
collaboration?
3. Should we enhance collaboration competencies in sales and other
frontline professionals?
4. Which kind of new services and solutions have we co-created with
customers?
* “First of a kind’ offerings that we can extend to other
customers
* “One of a kind” services and solutions that we cannot easily
replicate.
e Some combination of the two
5. What is the optimal level of sales force customer orientation?
* Is our service or solution especially important to customers?
* Is our service or solution highly customized or higher priced
than other offerings?

* Is our marketplace highly competitive?

If we answered yes to the above, then we probably need more custom-

er-oriented sales representatives.

Managing expectations

. Have we defined the role we want customers to play?

. How do we train customers for this role?

. How do we keep them informed of process?

. How do we communicate decisions and rationales?

. Have we appropriately recognized their contributions to the process?

. How can we involve sales staff in selecting customers to participate?
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. How can we involve and reward sales staff in monitoring and man-

aging expectations?






CHAPTER 7

Challenges to Offering New
Services and Solutions

“We used to do monitoring and diagnostics,” said Mark Little, the director
of global research at GE. He was referring to GE’s use of sensor technology
on gas turbines, where GE would alert customers to blips in the function-
ing of these engines and explain how to fix them. GE is now upgrading
its service offerings dramatically by leveraging “the Industrial Internet,”
commonly known as “the Internet of Things,” where every physical object
has a digital representative. Combining powerful predictive software with
the sensors embedded in GE’s products and networked to report on oper-
ations, and you get unprecedented prognostic capabilities. GE’s new ser-
vices and solutions are able not only to optimize performance and energy
usage of engines in trains, airplanes, and power plants but also to anticipate
trouble and eliminate unplanned downtime. Such services and solutions
will help clients to maximize value and minimize risk."

As firms move from left to right on the continuum, challenges change
and typically increase, but so does the technology and talent needed to
address them. GE has embraced these changes so that it can innovate
in products, services, and solutions, often simultaneously. For example,
GE’s engineers use three-dimensional, computer-aided design software to
model jet components on a computer screen. Where they once had to call
on the tool and die guys to manufacture a prototype, they can now apply
nanotechnology: They send their design file to a 3D laser printer, and
the laser constructs the part in three dimensions using fine metal pow-
der. GE can test the new part several times that very day.? If GE wanted
to, it could build a service or solutions business around this technology,
creating prototypes for smaller product design firms, training its clients’
engineers on the use of the software, or renting out the printing stations

to those who cannot afford their own machines.
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Our firms discussed many different challenges, but the most prominent
ones are those that GE is proving adept at facing: (1) investing strategically
for growth in services and solutions; (2) creating metrics appropriate for
services; (3) developing value propositions and pricing; and (4) working

with partners.

Investing Strategically for Service
and Solution Growth

Probably the most compelling strategic challenge for several of our firms
involved time to market, a quandary because senior management viewed
the issue completely differently from those developing higher-level ser-
vices and solutions. Senior managers typically want to know how quickly
the offerings will get to market, what the return on investment will be,
and how quickly the firm will realize that return. Developers of services
and solutions cannot answer those questions meaningfully without
knowing whether they will have the resources to hire new personnel, col-
laborate with customers or other stakeholders in the development and
delivery, and train staff in selling the service or solution, delivering per
specifications, and following up on usage. One of our respondents stated,
“It takes time to get the resource commitment for services. Early on we
had resourcing challenges because our internal budgeting process is set for
products; there wasn't a clear understanding of the need for people and
investment in people that drives a consulting practice in the company.”
Similarly, management generally understands that services and solu-
tions can generate growth and high returns, but when it comes to invest-
ing in people to realize that growth, managers see little need. In general,
our firms reported that executives from goods-oriented firms talk the lan-
guage of capital investments and financial return easily for products, but
not for services and solutions. They cannot translate costs of personnel

into a payoff in service infusion.

Creating Metrics for Services

All the firms in our study tussled over metrics and measures for service
performance. They had to adjust standard corporate outcome measures

such as revenues, profits, and growth for services. Said one executive,
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“We were asked to do things that make sense in a product company,
but may not make sense in a service business—such as ‘grow revenue
next quarter by X percent—we can't turn revenue on and off as quickly
as with products; same with costs.” The same executive said, “Financial
people don’t understand that you can't run a ‘sale’ on services to gener-
ate quick revenue given the long sales cycle and the fact that revenue
doesn’t come until service is delivered.” Advocates of services and solu-
tions must propose different measures altogether or suggest adaptations
to product-oriented performance metrics for service divisions, units, and
personnel.

Our firms described a wide variety of attempts to create service and
solution metrics, and all but one company stated that measures are a thorny
issue. Among the measures used are win-loss ratio on business, customer
lifetime value, repeat business or renewal rate, and fill rate. Companies
also used customer feedback measures such as customer satisfaction, cus-
tomer loyalty, end-of-project reviews, and evaluations of collaboration
with colleagues. Several of the companies studied also conducted formal
quarterly business reviews with customers. Companies offering advisory
services experimented with consulting industry measures such as charge-
ability (i.e., utilization of people and percent of time tied to clients), back-
log of business (i.e., 2 measure that predicts future cash and profitability),
new-in-year revenues, and ongoing revenue streams.

Perhaps the most promising metrics were clients’ own measures of suc-
cess, where firms and clients agreed upfront on desired outcomes of good
performance and then evaluated success against those goals. In virtually
all these situations, providers measured themselves by their customer’s
improved business performance. To illustrate, Rolls Royce offers “Total
Care” service with its aircraft engines. The customer pays only for the
hours the engine is in use. Rolls Royce takes responsibility for the engine’s
reliability and uptime. The popularity of these performance-based con-
tracts is increasing: The customer pays its supplier based on performance

against a jointly determined set of metrics.

Developing Value Propositions and Setting Prices

When goods-based companies develop their value propositions, they

often start with the products they already make or distribute and then
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find customers who need these offerings. Communicating the value of
an engine is easier than codifying the value of engine service: The former
is often a one-time purchase with a set price, whereas the latter is often a
series of payments over time in exchange for preventing far more costly
downtime or damage. A pivotal issue is to explain to customers the bene-
fits of a service or solution. One of our interviewees said, “You know what
you get when you buy a product like ‘crackers,” but you don’t know what
you get when you are buying a service” like in-store shelf management of
the cracker category.

Related to the difficulty of developing value propositions is pricing.
Goods-oriented firms are experienced at pricing tangibles, but not intan-
gible services and solutions. Service pricing must fit customer perceptions
of value, factor in costs—often largely labor—and set a figure that will
encourage customers to use the service or solution.

Executives in our study frequently offered guarantees of cost savings,
pay for performance, and gain sharing. These approaches all involve a
mutual commitment to an outcome (e.g., saving a percent of costs) and
then receiving partial or full compensation for meeting the outcome. If
the provider meets or exceeds an outcome, both customer and company
share in the gains, sometimes on an equal basis and sometimes on another

agreed-upon basis.

Working with Partners

In some cases, opportunities along the infusion continuum require skills
and resources outside the firm’s capabilities and necessitate partnering
with others. Several of our interviewees noted that they frequently used
outside partners, particularly to offer services and solutions to the right on
the continuum. Partnering allows greater flexibility. And, in some cases,
the product firm further escalates its entry into a new service or solution
by subsequently acquiring its former partner. One executive estimated
that his company partners to access roughly half of its delivery resources.
Some of the firms studied believe that partnering diminishes their control
over outcomes, particularly over the level of service quality. For each part-
ner, they need to agree upon clear metrics of performance, work out clear

decision rights, and assign clear responsibility when customer problems
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occur. In addition, some companies are still uncomfortable sharing much
information with potential partners.
Successful partnerships have a formula for the relationship, rather like

a prenuptial agreement:

* Set clear expectations.

* Agree who owns the customer relationship.

* Define clear objectives and responsibilities.

* Clarify their company’s standards and philosophy about
service.

* Hold partners to these standards.

* Obtain feedback directly from customers about partner
performance.

* Provide this feedback to partners, and

* Adjust accordingly, be it through additional training, reduced
or increased compensation, lesser or greater responsibility,

more aggressive growth goals, and so forth.

For Executive Discussion
Investing Strategically

1. How does senior management view service or solution development?

2. How can we make a strong case for investing in necessary personnel
and other resources or partnerships to develop higher-level services
and solutions?

3. Is there a partner who can help us to narrow the time to market and
calculate the return on investment and the timing of revenues, based
on that partner’s experience providing similar services or solutions?

4. Ts there a partner who can help us to develop services or solutions,
where we can give them a greater share of revenues in exchange for
knowledge and training?

5. How can we adjust our internal budgeting process to accommodate
services and solutions? Can we adapt the one used for allocating over-
head of shared services such as human resources or investor relations?

6. How can we adapt the language of capital investments and financial

return for services and solutions?
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Creating Metrics

1. How can we adjust our current corporate measures such as revenues,
profits, and growth for service divisions, units, and personnel?
2. Might we adopt any of these common measures:
e Win—loss ratio on business
e Customer lifetime value
* Repeat business or renewal rate
e Fill rate
e Customer satisfaction
* Customer loyalty
* End-of-project reviews
* Evaluations of collaboration with colleagues
* Formal quarterly business reviews with customers
* Chargeability (i.e., utilization of people and percent of time
tied to clients)
* Backlog of business (i.c., a measure that predicts future cash
and profitability)
* New-in-year revenues
* Ongoing revenue streams

* Clients own performance-based measures

Dewveloping Value Propositions and Setting Prices

1. How can we explain our services and solutions to customers? Unlike
products where we describe features and functionality, how can we
articulate the benefits of our service or solution?

2. What price will fit customer perceptions of value, cover our costs,
and encourage customers to use our service regularly? Can we offer a
lower initial price in exchange for more customers who can help us
to hone our capabilities?

3. To secure clients, might we offer guarantees of cost savings, pay for
performance, and gain sharing?

4. Might we collaborate with customers to achieve an outcome (e.g.,
saving a percent of costs) in exchange for partial or full compensa-

tion for meeting that outcome?
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Partnering

1. Can we leverage partners for specific skills and talent that we do not

have or do not want to develop?

2. How can we structure such a partnership to maintain control over

outcomes, particularly over the level of service quality?

3. How comfortable are we with sharing relevant information with

partners so that our partnership might function more smoothly?

4. In contemplating the success of partnerships past, present, and

future, did we or have we

Set clear expectations?

Agree who owns the customer relationship?

Define clear objectives and responsibilities?

Clarify their company’s standards and philosophy about
service?

Hold partners to these standards?

Obrain feedback directly from customers about partner
performance?

Provide this feedback to partners?

Adjust training, compensation, responsibility, or other

expectations accordingly?

5. If we answered no to any of the above, then we may have set our-

selves up to fall short of our potential.

6. Can we pause and reset current partnerships so that expectations and

accountabilities are more explicit?






CHAPTER 8

Conclusion

Cultivating a Service and
Solution Culture

In this book, we provide a conceptual framework, the service infusion
continuum, which enables managers within product-oriented firms to
have strategic conversations about infusing services and solutions into
their businesses. We give managers a means of talking about services
and solutions ranging from those that support products (e.g., warran-
ties) to those that support customers (e.g., integrated product—services
solutions). We focus on the latter, and the key managerial constructs that
change as companies work to offer these services and solutions. As man-
agers strive to launch complex services and goods-service solutions, they
will face different roadblocks that will require five types of significant
change (i.c., 5 C’).

Companies on the service infusion journey can learn from each
other by sharing their successful and unsuccessful practices within each
of the Cs.

The most intractable aspect of service infusion is the entrenched
product-oriented culture. The companies in our study emphasized the
difficulty of changing the strongly held product mentality that under-
lies the firm’s managerial strategies, practices, and processes—the silos,
the hierarchy, the internal competition, and the tendency to hoard rather
than share information. The leadership challenge is to convince the firm’s
top management and employees that service or solution success requires
different strategies, values, and attitudes.

Developing services and solutions in goods-oriented organizations

involves many strategic components, such as changing employee reward
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systems; altering management practices; and capturing and sharing
employee and customer knowledge. The company must also offer service
and solution positions that are paths to promotion so that employees
have the opportunity to be as important as other employees. Employees
must be customer advocates, key parties within the company must share
customer information, and leaders must visibly and vocally promote a
service philosophy. New services and solutions will fail without top man-
agement’s support. One executive told us, “We have not valued the con-
cept of being a great service provider.”

Leaders must also enlist senior management and human resources
teams in transitioning employees from goods to services and solutions.
The transition is difficult: managers must lay down new career paths.
Compensation, conditions for promotion, and other rewards and must
tie key performance indicators to customer outcomes, not products
success. The career paths for services and solutions associates must be as
rigorous, respected, and rewarding as those for product associates. Other-
wise, the company’s best talent will not commit to services or innovative
customer-valued initiatives. One executive said, “This is really an issue of
effective change management—in the beginning, we needed to convince
our people that this is the right decision.”

Key leaders must push for change and put the customer before the
product. “Given our new organizational structure and matrix organi-
zation, there is a greater need for leaders whose style emphasizes team-
work and willingness to work to common goals across SBUs,” said
one manager. “Our current CEO is repositioning the company out-
ward—his number one focus is enhancing the customer’s experience.
Our leaders’ bonuses are tied in part to customer metrics and industry
standards.”

Culture is more than the sum of successful service and solution strat-
egies and tactics. It involves companywide values, such as a customer
focus, shared information, operational transparency, and employee parity,
as well as actions that operationalize those values, such as busting silos,
adjusting processes and performance metrics for services, and hiring,
training, measuring, and rewarding employees according to customer-

relevant goals.
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Even if leaders align all five C’s to generate service revenues, each
move to the right on the continuum will require a shift in culture. With-

out significant cultural shifts, service infusion will stall.

For Executive Discussion

1. Have we fostered a sense of urgency around service infusion?
* Have we examined our product market and competitive
realities?
* Have we identified and discussed potential crises or major
opportunities in service infusion?
2. Have we identified all advocates of service infusion and formed a
leadership coalition?
* Does our coalition have enough organizational power to lead
the transition to services and solutions?
* How can we encourage these advocates to collaborate as a
team?
3. Have we created a powerful vision of our future in services and solu-
tions at the right hand of the continuum?
* How can we use the service infusion continuum to help
direct our change effort?
* What short-term and long-term strategies will achieve our
vision?
4. How are we communicating our vision of the service and solution—
oriented organization?
* Are we using every channel possible to communicate our
vision?
* Are we as a leadership team modeling new behaviors and
setting new priorities?
5. Are we empowering our staff to act on the vision of service infusion?
e In addition to the scorecard, what tools described in this
book can we socialize to get started?
e Which aspects of the five C’s are the biggest obstacles to our
organization? How shall we tackle them?

* Which systems or structures are undermining our vision?
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How and where can we encourage risk taking and service-

oriented ideas, experiments, and exploration?

6. What are some short-term wins, and how can we create and celebrate

them?

How can we plan for visible performance improvement in
service or solution development and delivery?

How can we drive such improvement?

How should we recognize and reward employees who

contribute?

7. How can we consolidate and leverage improvements to expedite the

transition?

Can we use our small wins and strong customer response to
transform systems, structures, and policies that obstruct our
vision?

Can we hire, promote, and develop employees who can
implement new services and solutions?

How can we reinvigorate the process with new projects,

partners, and customers as collaborators?

8. How can we institutionalize our new approaches and dismantle the

product-oriented ones?

Can we articulate the connections between the new
behaviors and organizational success in service infusion?

How can we ensure leadership development and succession?



APPENDIX 1

Research Approach,
Resources, and Methodology

The overarching goal of the book is to identify and explain the challenges
associated with companies transitioning from products to services and solu-
tions. Once our goal was identified, we methodically worked toward under-
standing what was known about this phenomenon and how we could best
make a contribution to business leaders. Early on in the process we discov-
ered that there was an important piece missing in both the literature and in
practice on the subject of service infusion. What was missing was a process
to understand service infusion and its patterns and connections.' The devel-
opment of a framework for service infusion became a priority in our work.

The Service Infusion Continuum is offered as a conceptual framework
identifying and explicating the main challenges for product-oriented firms
in growing services and solutions. The continuum helps describe dynamic
factors associated with those challenges. We focus on business-to-busi-
ness (B2B) firms because of the huge interest among product-dominant
companies to infuse profitable services and solutions into their portfolio
of offerings. We center on services and solutions that primarily support
customers rather than the traditional entitlement services and other rela-
tively less complex services that support products.

Obur research approach rests on three pillars:

1. A synthesis of the existing service infusion literature,
2. The authors’ extensive experience, and
3. An indepth study of five major corporations infusing services and

solutions featuring interviews with high-level executives.

The approach allowed us to capture the most relevant contributions

from leading experts in the field, leverage the deep and varied experience
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of the author team, and utilize the experiences of executives and managers
leading blue-chip companies actively involved in infusing services in their

organizations.

Literature Review

We first uncovered all the literature we could find related to service
infusion, recognizing that some of this literature did not make any overt
reference to infusion. We searched academic articles, textbooks, the
business press, business books, conference proceedings, and corporate
white papers related to service infusion. After an extensive review and
analysis, we centered on over a hundred sources that best represented
the literature.

We found that for some of the C’s, the academic literature leads the
practice of service infusion. For example, the literature on collaboration or
co-creation with customers is developing quickly,” and yet the companies
we studied consider collaboration to be limited to collecting customer
information or—at most—involving customers only at the beginning of
the service innovation process to understand their needs. Academic litera-
ture recognizes that customers consider solutions to involve relationships
that extend from the development of solutions to their deployment.® The
marketing literature offers insights for other C’s as well. For capabilities,
firms can learn from the literature on relationship marketing and con-
sultative selling. For metrics, the vast marketing literature on customer
satisfaction and loyalty, as well as the emerging literature on analytics,
offers much for product-oriented firms.*

Other academic fields offer extensive research on topics such as orga-
nizational structure and culture. For example, company configurations
appropriate in different types of firms, environments, and stages of change
are studied in the fields of organizational behavior, industrial organiza-
tion, and organizational change.’ In the same fields, insights about orga-
nizational culture provides a foundation for understanding the myriad of
factors associated with developing a strong services and solutions culture.

Many of our firms claimed that they benchmark other product-

oriented firms that are infusing services. Just as fruitful might be
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benchmarking companies that have long been purely in the business of
service. A 30-year history of research and practice on many of the same
issues that companies discussed with us exists concerning pure service
businesses.® Strategies for addressing these issues have been developed
and refined. For example, service and solution businesses of all types
have experimented with and learned appropriate metrics for measuring
the success of individuals, units, divisions, and whole firms. Consulting
and other professional service and solution firms have learned to mea-
sure, pay, motivate, and manage their personnel and businesses over time
and these approaches can be adapted in product-oriented businesses.
Service standardization and blueprinting have long been successfully
deployed in service firms and can also be adapted for product-oriented
firms.” More challenging to adapt, but still useful, are the strategies used
to improve culture that successful customer-focused service firms such
as Southwest Airlines, Zappos, USAA, The Ritz-Carlton Hotel, and
Nordstrom use.®

Viewed as a whole, academic research on service infusion has been
exploratory and has followed one of two approaches.” Some research has
attempted to identify broad, strategic drivers of success in service infu-
sion; other research has more narrowly focused on particular company
strategies or tactics associated with transitioning to service.'® Research
dealing with issues related to service infusion has examined specific strate-
gies including organizational structure, sales force characteristics, types of
innovation, and, most recently, the key success factors for designing and
delivering combinations of goods, services, and solutions such as hybrid
offerings in business markets."!

Although past work has attempted to capture the dramatic shift to
services and solutions by product-oriented companies, it lacks a framework
for integration. Integrative work is needed to help managers effectively
grow profitable service and solution revenues and to help researchers more
deeply develop this area of focus. By studying the literature, we identify
and explicate the domain of service infusion, the factors associated with the
domain, and their relationships. These findings, in conjunction with our
combined experience and a major research project, culminated with the

service infusion continuum and this book.
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Authors’ Experience

Our work provides several broad conclusions regarding service infusion
in practice. First, infusing services and solutions into a business is not a
straightforward task, particularly for businesses that are steeped in man-
ufacturing, technology, engineering, and product-oriented philosophies
and practices—as were those we studied. Many companies are eager to
move successfully along the path to services and solutions growth, and
they want to learn from each other and from academics. Yet, even when
the intent and commitment to services and solutions are well established,
many impediments must be confronted. At the outset, we conjectured
(based on our previous experience and research) that we would not find
clear formulas for success. Our predictions were confirmed. Although
we identified key issues and examples of approaches used by companies
within each of our five C’s, widely accepted practices or theories guiding
this extremely important transformation do not yet exist. Thus, a primary
outcome of the research from a managerial perspective was to capture
what we know, present it in a useful way, and help managers begin a
shared learning process with each other and with academics to move the
domain forward. Experimentation with different approaches and learning
based on the best practical and academic knowledge currently available
can assist the leaders and pioneers of service infusion. We believe that the
Service Infusion Continuum and five C’s offer a valuable framework for
sharing among companies and for additional research.

In addition to drawing on the literature, we also relied on our exten-
sive combined experience gained through immersion over many years in
related research, as well as consulting, executive teaching, and workshops
with companies on the service infusion journey. The author team has over
a century of experience to draw upon, and we have devoted our careers
to research, teaching, and consulting in the areas of services and solutions
strategy, management, and marketing. In addition to writing leading text-
books, more than two-dozen books, and over 200 articles, three of the
authors are recipients of the American Marketing Association’s prestigious
annual Career Contributions to Services Marketing award. Each author
is affiliated with the Center for Services Leadership in the W. P Carey

School of Business at Arizona State University and has worked closely
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with very early pioneers in service infusion and with many others who are

just beginning the journey now.

Intensive Study of Several Companies

Our research also involved studying several companies primarily through
indepth interviews with high-level executives in firms infusing services
and solutions. This focus enabled us to explore and enhance the con-
tinuum as well as identify managerial insights, issues, and approaches
within each of the service continuum’s five C’s. The interviews served
as an important part of our research process by helping us understand
managerial thinking and decision making surrounding service infusion.'?
Given the early stage of development of service infusion, we adopted a
discovery-oriented, qualitative approach. Qualitative methods have been
shown to be a strong foundation for understanding complex, emerging
phenomena such as infusing services.

As the source of our interviews, we selected five Fortune 100 B2B
companies that were in the process of infusing services and solutions.
Each was a product-oriented company that had a division or more of its
firm moving aggressively to incorporate services or solutions. The five
companies represent the following industries: heavy equipment, health
care supply, commercial building, aerospace, and diversified manu-
facturing. All the five companies have very long histories in manufac-
turing or distribution and all are relatively new to higher-valued services
and solutions as a corporate strategy. For all of them, the transition from
products to services and solutions represents a major cultural and organi-
zational change.

In each business, we identified a lead executive who had either been
directly involved in or was currently involved in forming the business unit
to provide B2B services and solutions in his or her firm. This executive,
in turn, identified four to six other executives or upper-level managers
in the service division or divisions of the business to participate in the
study. A total of 28 interviews were conducted across the five companies.
A telephone interview of 90 minutes was arranged with each interviewee.
In advance of the interview, each interviewee received an e-mail explain-

ing the study and providing both the service infusion continuum, service
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offering definitions, and an interview guide containing a high-level set of
questions to be discussed (see Appendix 2). The version of the interview
guide sent in advance was limited to the general topics and did not con-
tain the detailed probes that would later be asked by interviewers.

The interview guide contained open-ended questions of two types.
First, we posed general questions about service infusion on topics such as
the types of services and solutions the company offers or plans to offer;
which services and solutions have been successful and unsuccessful; and
the key lessons firms learned in transitioning to services and solutions.
Next, we asked specific questions about each of the five dimensions, the
five C’s, which we identified in the literature review phase of the research.

The four researchers conducted all telephone interviews themselves,
with two researchers on each call. Due to the strategic nature of the inter-
views, and to preserve confidentiality, the interviews were not recorded.
Rather, in each interview, one researcher asked the questions while taking
notes and the second researcher took more extensive notes on the answers
to the questions. Thus, two sets of notes were available for each interview.
These were then transcribed, reviewed by both researchers, and finalized
as one integrated set of notes for each interviewee. Having two researchers
involved in every interview allowed for a convergent perspective on the
interviews to enhance the validity of the findings. The convergence helped
empirically ground the findings and improve the chances of uncovering
novel insights."

After the interview results were compiled, individual interviews were
analyzed to identify themes and the themes were then compared across
interviews and companies, anchored on the original constructs, or five
C’s. This synthesis resulted in insights regarding the five constructs them-
selves as well as managerial insights into approaches used and challenges
across the continuum and within the five C’s. In exploring the five themes
that we had identified in the literature review phase, we searched for sim-
ilarities and differences resulting from specific firms being in different
industries and at different stages of service infusion.'® All of the notes
were shared and reviewed by the four researchers with the goal of identify-
ing challenges, managerial insights, and research issues for each construct
within and across the sets of company interviews. The interviews also

provided an opportunity to test and enhance the foundational service
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infusion framework and definitions that were developed in the first phase
of the project.

Initial findings on the framework, challenges, and managerial insights
were shared with the five companies in two webinars, one for executive
sponsors, and one for all interviewees. This step allowed for clarification,
validation, and enhancement of the framework and findings by study
participants. The continual iteration between the framework, constructs,
and data performed during the data analysis and sharing of the findings
with the study participants allowed the researchers to achieve saturation, a
point where the iteration process failed to yield substantial improvement
to the framework or its implications."

Finally, we describe the findings from the interviews with our partici-
pating companies using the five C’s as an organizing framework. For each
of the C’s, we summarize the pivotal issues the companies described, the
approaches the companies used to address the issues, and the key insights
we gleaned. The result of these efforts were the ideas behind moving from

products to services and solutions.
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Company Interview Guide

Questions

. Does your organization currently offer or plan to offer—any of the
services and solutions highlighted in black?
(a) Which types of services on the continuum?
(b) Please briefly describe these services and the value they bring to

your customers.

. In which of these services and solutions situations has the company
been successful (give examples if possible)?

. Looking across the continuum at the services that you do offer, what
challenges have you faced in developing and delivering these services

and solutions?

4. In what situations has the company 7oz been successful to date?

10.

11.

. What changes have you made to your organization in order to pro-
vide these services and solutions in addition to your products?

. Have you used partners in delivering these services and solutions?

. Have you found that new competencies and capabilities are needed
to become successful in developing and delivering services and solu-
tions across this continuum?

. How have your customers participated in the provision, design, or
development of any of the services shown in black on the figure?

. How have you standardized services to become more efficient in

delivering them? To what extent have you customized the services

and solutions for individual clients?

How do you demonstrate the benefits associated with your services

(or service-led solutions) to clients?

How challenging is it to communicate the value of your services and

solutions through your pricing?

To what extent do clients resist paying a fee for services?
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12. Are there types of services and solutions that you are offering or plan-
ning to offer that we have not discussed? What are they?

13. Besides yourself, we are interviewing the following people in your
organization. Are there other key individuals in the company that
you believe we should talk to about the topics and issues we have

discussed today?
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