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Titel  Är fler bättre? 

Utmaningar med att använda externa tjänsteleverantörer för 

tjänstefierade tillverkningsföretag 

 
Bakgrund  Tjänstefiering i tillverkningsföretag är ett aktuellt ämne där företag 

övergår från att endast sälja varor till att erbjuda kombinationer av 

varor och tjänster. Denna förändring är inte helt enkel eftersom 

företaget måste förbättra attityden mot tjänster i företagskulturen samt 

upprätta lämplig infrastruktur för produktionen av tjänster. Genom att 

använda sig av extern tjänsteleverans där man samarbetar med en 

annan part är det möjligt att bli mer flexibel och dela riskerna. 

Syfte  Syftet med denna uppsats är att identifiera och kategorisera utmaningar 

med tjänsteproduktion för en serviceorganisation i ett tillverknings-

företag. Vidare analyserar vi även hur användningen av externa tjänste-

leverantörer påverkar dessa utmaningar.  

Genomförande  Genom att göra en fallstudie på ett tjänstefierat tillverkningsföretag i 

Sverige, och intervjua fyra chefer inom serviceorganisationen har vi 

haft möjlighet att utöka och fördjupa den nuvarande litteraturen som 

handlar om utmaningar med extern tjänsteleverans. 

Teori  Ett teoretiskt ramverk med utmaningar i de tre delarna av tjänste-

produktion har skapats; tjänsteutveckling, intern organisatorisk design 

och leverans av tjänster.   

Slutsats  Att använda sig av externa partners vid leverans av tjänster medför 

flertalet utmaningar för en serviceorganisation i ett tillverkningsföretag. 

Vår studie visar även att extern leverans av tjänster påverkar vissa 

utmaningar med tjänsteutveckling såväl som med intern design av en 

organisation.  

 

 



 

 

 

 

 

ABSTRACT 
 
Authors  Karin Aurich and Jessica Öhman 

Advisor  Hans Andersson 

Key words Servitization, External Service Provision, Service Development, 

Internal Organizational Design, Challenges 

 

Title Is more Really Merrier? 

Challenges of using External Service Providers for Servitized 

Manufacturing Companies 

 

Background The servitization of capital goods manufacturing is a current issue and 

means that companies are transitioning from only selling goods to 

offering combinations of goods and services. This shift is not without 

implications as it requires the service orientation of corporate culture to 

change and that the company has to set up an infrastructure for the 

activities involved in the production of services. To become more 

flexible and share the risks it is possible to use external service partners 

for some of these activities. 
  

Purpose  The aim of this thesis is to identify and categorize challenges of service 

production for a service organization in a capital goods manufacturing 

company. Further, we analyze how the use of external service 

providers impacts these challenges. 
 

Method  By conducting a single- case study on a Swedish servitized capital 

goods manufacturing company, and interviewing four managers within 

the service organization we have expanded and deepened the existing 

literature on challenges with external service provision. 
 

Theory  A theoretical framework covering challenges in the three components 

of service production is developed, and includes service development, 

internal organizational design, and service provision.  
 

Conclusions  The choice of having service provision performed externally intrinsically 

implies several challenges for the service organization to overcome. 

Further our study shows that having external service provision impacts 

several challenges of service development as well as internal 

organizational design.  
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1. THE SERVITIZATION OF MANUFACTURING COMPANIES 

1.1 Introduction 

The recent economic uncertainty has made many of us aware of the instability of the 

economic environment and has pointed towards the need for new abilities when it comes to 

how capital goods manufacturing companies are managed. Intensifying competition 

(Kindström & Kowalkowski, 2009), cyclical fluctuations of revenue streams (Gebauer et al., 

2005), and changes in customer preferences (Oliva & Kallenberg, 2003) are just some 

challenges companies have to overcome. For organizations, it is thus becoming increasingly 

important to ensure economic stability, remain attractive in the eyes of the customers, and 

ensure customer loyalty. One of the major research streams regarding how organizations can 

handle these issues is the servitization of manufacturing companies.  

 

1.2 What is Servitization? 

Servitization
1
 is a strategic concept that involves manufacturing companies transitioning from 

selling goods to offering combinations of goods and services. Vandermerwe and Rada (1988) 

defined the term as a way for companies to increase value offerings by “…offering fuller 

market packages or “bundles” of customer-focussed combinations of goods, services, support, 

self-service, and knowledge.” (Vandermerwe & Rada, 1988, p. 314). The goods-service 

combinations can for example be in the shape of tangible goods bundled with “simple” 

services as customer support or spare-part services, or complex customer specific solutions. It 

is hard to find a direct definition of servitization in the existing literature (Baines et al., 2009), 

why we for the purpose of this thesis will define a servitized company as a company that has 

implemented a goods-service strategy and in some way is producing offerings combining 

goods and services as bundles and or complex solutions.  

 

Services are becoming an increasingly important part of the Swedish economy (Lodefalk, 

2010), and the revenue from services in manufacturing companies is continuously growing 

(Kowalkowski et al., 2011). Last year
2
, over 40 percentages of Swedish manufacturing firms 

                                                 
1
 In order to further explain the general concept and definition of servitization we present a 

collection of related concepts used in the literature in Appendix A. 
2
 2011 
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had servitized (Neely et al., 2011). As servitization can help manufacturing companies 

increase their revenue as well as protect them from economic instability and intensifying 

competition we believe it is a topic of growing importance. There are three major benefits for 

manufacturing companies pursuing a servitization strategy. Firstly, in a study by Gebauer et 

al. (2005) 11 percentages of the manufacturing companies were able to increase their revenue 

with more than 40 percentages due to servitization. Companies can use services to take 

advantage of a prolonged life cycle of goods, and increase the total stream of revenue during 

the life cycle of a product, by adding services (Gebauer & Fleisch, 2007; Oliva & Kallenberg, 

2003). Also, adding services can increase revenue on markets with a large installed base but 

where the sales of new goods are low (Reinartz & Ulaga, 2008). Secondly, revenues from 

services are more stable compared to selling goods (Gebauer & Fleisch, 2007). One example 

is the Swedish truck manufacturer Scania that in 2009 had a decline in their trucks net sales 

with 41 percentages while the sale of services only declined 3 percentages (Scania AB, 2010). 

Lastly, servitization can be a way for companies to gain competitive advantage (Kindström & 

Kowalkowski, 2009). As providing services is more relational than selling goods (Oliva & 

Kallenberg, 2003) it requires a closer relationship between the producer and the buyer (Brege 

et al., 2009), which in turn can increase customer loyalty. Together, these benefits imply that 

companies that are successfully pursuing a servitization strategy are well adapted to handle 

several of the issues they are faced with in the uncertain economic environment of today. 

 

1.3 Problematization 

However, pursuing a goods-service strategy, and thus producing services in a capital goods 

manufacturing company is often somewhat harder than expected. The production of services 

requires the company to deal with several challenges regarding for example the service 

orientation of corporate culture, the integration between the goods- and service organization, 

how to price services, and or how to set up an infrastructure for service provision. As services 

are created in interaction with the customer (Grönroos, 2007) the provision
3
 of services is 

particularly important for how the customer perceive the quality of the service.  How the 

provision of services is organized and what challenges this implies for the service 

organization thus becomes of great importance for servitized manufacturing companies. 

Therefore, in this thesis we will investigate and analyze what challenges a service 

                                                 
3
 In this thesis we define service provision as the sales and delivery of services. 
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organization in a servitized capital goods manufacturing company face when providing 

services through service partners
4
.  

 

Kowalkowski et al. (2011) explain that there are three ways of organizing for service 

provision: internally, externally, or through hybrid agreements. First, internal service 

provision implies that the core activities associated with service provision are performed 

internally by the organization. The second option, external agreements, means that the core 

activities are performed externally by a partner firm. Third and last, a hybrid agreement refers 

to a company that is providing services both in-house
5

 and through external firms 

(Kowalkowski et al., 2011).  

 

Today, many servitized manufacturing companies use service partners to sell and deliver their 

goods and services (Kowalkowski et al., 2011) as service provision is not considered a core 

capability. Kowalkowski et al. (2011) describes a company as having an external solution if 

they have core service provision activities done externally. External service provision is often 

chosen by a manufacturing company that either finds it difficult to create a profitable service 

organization in-house, or as a strategic choice (Kowalkowski et al., 2011). Further, the 

authors explain that in order not to take focus away from their goods organization, 

manufacturing companies can also choose to work with external service providers as they 

already have routines and processes for services. External agreements are also ways for 

companies to share the risk and the responsibility for the services (Kowalkowski et al., 2011), 

and are highly interesting due to the current economic uncertainty. Economies of scale can 

more easily be achieved, and the possibility to make use of synergies increases (Cohen et al., 

2006). However, there are also disadvantages with these agreements. In example, using 

service partners gives the manufacturing company increased flexibility, but can also lead to 

the manufacturer becoming more vulnerable and too dependent on a strong partner 

(Kowalkowski et al., 2011). Another major disadvantage with using service partners is that, 

by adding a mediating third partner to the supplier-customer relationship, the company loses 

the ownership of the customer interface and will not be able to take advantage of information 

gained in the service encounter in the same way (Kowalkowski et al., 2011). A visualization 

                                                 
4
 A service partner is defined as an external actor that provides (sells and delivers) services for someone else.  

5
 For the purpose of this thesis we define activities performed ”in-house” as activities conducted internally by the 

company itself. 
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of the relationship between suppliers and customers in service production is shown in Figure 

1 below.  

 

Figure 1: The Customer-Supplier Interface  

(Martinez et al., 2010, p. 451) 

 

When considering Figure 1, a third party has to be added to depict the relationship when using 

service partners for the provision of services. This in turn will have implications for the 

complexity of the relationship between the manufacturer and the customer, as for example the 

flow of information is highly influenced. Therefore, we argue that a manufacturing company 

that is working with partners in the provision process of their service production will be 

exposed to the challenges associated with servitization, but also that they will also be exposed 

to challenges stemming from the use of service partners. This is an area that has not been 

widely researched yet in the servitization literature why it is of interest to describe it more 

thoroughly. Below we will shortly describe trends in the research of servitization, before we 

present the aim of this thesis. 

 

1.4 Previous Research and Deficits in the Field 

There is quite a lot of existing research within the field of servitization. Baines et al. (2009) 

identifies several key themes in the existing literature regarding the concept of servitization. 

Common themes include guidelines and methods for successful implementation of a 

servitization strategy, the suitable organizational structure, and the classification of services. 

Further, there is a clear trend of the type of company being investigated and how they are 
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being investigated. So far, case studies on large, high-value, capital equipment manufacturers 

selling their goods B2B are the most common. However, there is a lack in descriptions of how 

the provision of services is organized in these companies.  

How to design the organization in order to suit the demands of a servitization strategy is a 

challenge described by several authors (Oliva & Kallenberg, 2003; Gebauer et al., 2010a,b; 

Neu & Brown, 2005;2008), but we have not been able to identify any real congruence 

between the recommendations. However, there is a consensus between the researchers that 

companies need to adapt the service orientation of their organization in order to ensure 

performance when implementing a goods-service strategy, and Gebauer et al. (2010b) even 

suggest that service orientation have to be adapted when changing the complexity of services 

provided. Further, how to design integrated goods and services, how to approach the 

implementation of a servitization strategy, and also descriptions on how to transform a 

product-centered organization into a goods-service oriented company is still not clearly 

defined yet (Baines et al., 2009). Baines et al. (2009) concludes that there is a limited amount 

of exemplars in the field and that there is yet to be declared any best practice amongst 

servitized companies, especially there is a lack the description of good in tools or techniques 

that can be used.  

 

Challenges of a servitization strategy has also been somewhat covered in previous research, 

but mainly concerning challenges when implementing, or changing, goods-service strategy 

and not challenges for already servitized companies. Mathieu (2001) focus on the initial 

challenges that companies have to overcome when moving from solely providing goods 

towards also providing services
6
, and Baines et al. (2009) describe that there still is a lack in 

the literature on how to servitize and overcome the challenges associated with the 

transformation.   

 

Kowalkowski et al.’s (2011) study of factors that influence the choice between internal-, 

external, and hybrid organizational arrangements, and specific challenges to each 

organizational arrangement, is the closest match we have found to our study. However, 

Kowalkowski et al. (2011) express that there is a lack of empirical studies regarding this 

topic, and we believe that we will make a valuable contribution. Our intention is to expand 

the existing knowledge in the field, as we make an in-depth study and focus on a single case 

                                                 
6
 Servitizing 
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company with an external organizational arrangement, which is an approach to the subject 

that has only been briefly touched upon before. So far, it is does not exist a clear 

understanding of what type of challenges a service organization in a capital goods 

manufacturing company face when using service partners for the provision of services. Nor is 

there a clear understanding of what these challenges imply for the service organization. 

 

1.5 Aim  

The aim of this thesis is to identify and categorize challenges of service production for a 

service organization in a servitized capital goods manufacturing company. Further, we 

analyze how the use of external service providers impacts these challenges.  In particular, this 

thesis will be of interest for manufacturing companies that are contemplating using external 

service providers and that want guidelines in how to design their service production.  

 

In order to reach the aim we have developed two research questions, which will serve as a 

guide for the work process throughout this thesis.  

 

 What challenges are a service organization in a servitized capital goods manufacturing 

company faced with in their service production?  

 How does the use of external service providers impact the challenges of the service 

organization?  
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2. METHODOLOGY 

In the following chapter we will describe how we approached this study, both scientifically 

and practically. First, we explain our practical approach and how we came up with the 

research area through reviewing already existing theory. Second, we describe how the 

empirical data has been collected and analyzed. Finally, we discuss how the quality of the 

research has been ensured and present our standpoints on generalization and scientific 

approach. 

 

2.1 Practical Approach 

According to Bryman and Bell (2007) it is the purpose of the research that should guide in the 

decision of the relevant research design and strategy.   

2.1.1 Qualitative Research Strategy and Case Study Design 

We have chosen a qualitative strategy, as the purpose of our study is to identify and analyze 

challenges facing the service organization in a manufacturing company. A quantitative 

method would not have given us the same deep knowledge about the service organization and 

what challenges they are facing (Bryman & Bell, 2007). The aim of our study has been to 

generate further knowledge regarding the field why a qualitative study was appropriate, 

according to Bryman and Bell (2007). We believe that qualitative interviews were suitable for 

our study as it allowed us to identify key challenges based on the experiences and perceptions 

of the service organizations’ employees throughout the data collection. 

 

The research design connects the empirical data and conclusions to a study’s initial research 

question in a logical sequence, and is by Yin (2003) described as the plan on how to get from 

the configuration of a research question to finally making a general contribution of 

knowledge. In our study it has been the plan on how to go from the initial observation to the 

conclusions. For the purpose of this thesis we conducted a case study, which means that we 

have studied the challenges of one service organization in a servitized capital goods 

manufacturing company. A single-case study design is suitable when you are interested in a 

representative or typical case of a specific phenomenon according to Yin (2003). Due to the 

limited time and resources of this thesis a longitudinal design was not possible, and a cross 

sectional design was not appropriate since we had the intention to study the phenomenon in 
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depth. As we wanted to identify and analyze the challenges of a service organization in a 

manufacturing company having external service provision an in depth study was the best, as it 

hopefully provided us with the most complete picture of the phenomenon. By conducting a 

case study we were able to study this specific phenomenon in detail and our intention has 

been to contribute to future research.  

 

Further, as we initially were not sure of what the interesting variables were for our study, a 

case study was suitable for us since it allowed us not to limit ourselves to only a few 

variables. Jacobsen (2002) describes this as using an intensive design where a specific 

problem is researched in depth, and as many relationships (variables) as possible are shown. 

By conducting a case study we have gotten a description of a narrow phenomenon but 

ensured that we have received relevant data according to Jacobsen (2002).  

 

2.2 Preparations  

2.2.1 Literary Review 

We initiated our study by conducting a literary review in order to gain further insights of 

servitization and deepen our knowledge regarding our chosen topic. The study was initially 

guided by a genuine interest in the field, but the original idea has been reworked and altered 

over time. We believe that this enabled us not to delimit ourselves to new ideas too soon 

while also allowing us to conduct our literature search in a way that has been adequate for our 

study. Our hope was that this would allow us to define a better research problem and thus for 

us to make a greater contribution to the field.  

 

We have mainly used the university library website to access the search engine Web of 

Science, through which we have found relevant literature. We initiated our research by 

searching for the keywords: Servitization and Servicification. By using Web of Science we 

could sort relevant academic journals by how many times they had been cited, which gave us 

the opportunity to identify many important researchers and relevant academic journals. The 

articles we found to be relevant was further scanned to find more sources. Throughout the 

work with the theoretical framework we have also identified a couple of overview articles that 

have made comprehensive summaries of research within this area. This has further helped us 

in identifying appropriate articles and researchers, and provides us with a good base for our 
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research. By doing this extensive search of previous research we developed an understanding 

of what had previously been studied and it enabled us to find something that had not 

previously been studied in this particular context. Also, the study of previous literature 

enabled us to find a suitable company for our case study as it allowed us to identify what kind 

of company is typical for this type of research. It is to our understanding that we might have 

missed some articles that deal with our topic but use different terminology as our initial 

literature was found through the search of keywords. Further, it is also possible that we have 

missed some existing literature not yet cited. 

 

Yin (2003) explains that theory development is essential when preparing to conduct a case 

study. The developed theory helps the researchers as it delimits the data to be collected as 

well as how to analyze the collected data. The literary review allowed us to build a theoretical 

framework regarding components of service production in a service organization in a 

manufacturing company, which later became the base for our analysis of the empirical data. 

The framework consists of three parts which we believe is important for companies to handle 

for successful service production: service development, internal organizational design, and 

service provision.  

2.2.2 Choosing the Case Company 

Before we contacted any company for our case study, we established certain criteria that we 

believed a suitable company should fulfill: 

 

1. Active in the capital goods manufacturing industry in Sweden; 

2. Explicitly stating that they are supplying services today (is servitized); 

3. Of a larger size; 

4. Using service partners for their service provision; 

5. Willing to participate and set aside time for us as well as provide us with the 

appropriate information. 

 

Due to confidentiality reasons, hereafter we will also refer to “the case company” as 

“Epsilon”. Epsilon has been servitized for a while now and is communicating this publicly. 

They are a very large capital goods manufacturing company and have for a very long time 

played an important role in Swedish industry. The service contracts they offer primarily 

regard maintenance, repairs, and or E-solutions. The fact that they are Swedish made it much 

easier for us to visit the company site and conduct the interviews in person, which we thought 

was of high importance. The large size of the company and that they are mainly providing 
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goods B2B through service partners made them suitable for our study since most of the 

research so far has been done on large companies with B2B provision. This enabled us to 

build upon previous research. The company has external agreements with service providers in 

most of their geographical locations. In one location they have a few wholly-owned dealers, 

but since their external agreements make up the vast majority of their agreements worldwide 

we consider this company as having external service provision. By reading their annual report 

and visiting their website we realized that services and solutions are becoming increasingly 

important for the company and we believed that they must possess a great deal of knowledge 

within the field. Epsilon can serve as one example of a servitized manufacturing company in 

Sweden and the study will therefore allow us to get a more general understanding of the 

phenomenon as their experiences will be informative about the average experience of similar 

companies.  

2.2.3 Selecting Interviewees 

By choosing Epsilon as our case company we had the possibility to come in contact with, and 

interview, several people that are working with service production within service organization 

in a capital goods manufacturing company in Sweden. When we had decided on the 

appropriate company for our study we contacted the Vice President of the service 

organization. In an email we described the purpose of our study and asked if it would be 

possible for us to interview a few employees within the service organization. He then 

provided us with names of three managers within different areas of the service organization 

that would be available for interviews, and also declared himself as willing to be interviewed. 

Due to the fast and positive response from Epsilon this means that this was the only company 

we contacted. We did not have much influence over which to interview, more than that they 

work within the service organization. However, we believe that the mix of managers we had 

the opportunity to speak to was very knowledgeable about both service strategy and 

operations and enabled us to acquire a good overview of the company and the challenges they 

are facing. We have felt very welcomed during the visits at the company site and were able to 

gather a lot of interesting information. 
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2.3 Conducting the Interviews 

2.3.1 Semi- Structured Interviews and the Interview Guide 

According to Bryman and Bell (2007) conducting interviews is the most used method in 

qualitative research, and an argument for his is the great deal of flexibility it offers. Yin 

(2003) explains that the advantages with doing interviews are that they allow the researchers 

to focus on a specific area of interest while at the same time allowing for the researchers to 

pick up on perceived inferences. The weaknesses with interviews are that they can be biased 

due to poorly constructed questions from the researchers or that the respondents feel like they 

cannot convey all information about their employer (Yin, 2003).  

 

By conducting semi-structured interviews our intention was to generate an intensive and 

detailed examination of our case containing as many variables as possible in the limited 

amount of time set aside for the interviews. For semi-structured interviews the interviewer 

usually has an interview-guide containing specific themes that should be discussed. This 

method allows the interviewees to address what they consider to be important regarding 

specific themes, and they get to express it in their own words (Bryman & Bell, 2007). 

Therefore we believe that this was the best approach for our study as we wanted the 

interviews to take more of a conversational manner and we were not certain in advance of 

what the interviewees themselves believed to be interesting within our research field. 

 

The interview guide allowed us to conduct the interviews in the form of guided conversations 

rather than in a very structured form and it can be seen in Appendix B. This was suitable to 

our study as we were not sure in advance what the interesting information would be, and this 

allowed us to easily follow up on interesting statements by the interviewees or change the 

order of the questions to match the natural direction of the conversation. During each of the 

interviews we used the interview guide we created containing specific fields of interest and a 

few key areas regarding each field as suggested by Yin (2003). The themes were based upon 

the important parts of service production that we had been able to identify during the literary 

review: service development, internal organizational design, and service provision. It was not 

the order of the questions that was the most important for us, but rather that we were able to 

cover all themes. The interview guide was thus rather used as a road map than as a set trail, 

and it enabled us to steer the conversation in the right direction if we felt that we had missed a 

topic or that we wanted further clarifications regarding a specific matter.  
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Our intention was to pose open-ended interview questions where we could ask the 

respondents about actual facts as well as their personal perceptions about certain matters.  

 

As our interviews were conducted face-to-face, we found it convenient to use a recorder 

during each of the interviews. This made the transcription of the conversations much easier 

and lessened the risk that important information was not taken into consideration. The 

interview-guide further ensured that all interviewees got questions regarding the same themes 

which then made categorizing and analyzing the data easier. All of the interviewees were 

asked in advance if we could record the interviews and had the opportunity to decline, and 

they all got the interview guide per email a few days ahead of the interview. Our approach 

was to take an ethical stance towards the empirical data and not pass on any information that 

would be regarded as unethical. We explained to the respondents that the interviews would be 

confidential and that the recordings were meant for our ears only.  

2.3.2 Meeting the Interviewees 

All of the interviews were conducted face-to-face at the company site during a three day time 

period and they all had a duration of about one hour each. Our hopes are that meeting the 

interviewees  in person lessened the risk of misunderstandings as we were able to observe 

their body language and tone of voice during the interviews, and that we were able to pose 

follow up questions if it seemed like anything was confusing or unclear. This is one of the 

benefits with face-to-face interviews according to Bryman and Bell (2007). Table 1 below 

shows the relevant details regarding when and where our interviews took place. As the unit of 

analysis in our study is an organization we do not believe that the identity of the specific 

individuals is important, but rather that it is the position and the function in which they work 

that is of interest.   
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Interviewee Location Date/Time Duration 

Vice President (VP) - Services Company 

site 

2012-03-20, 15.30-

16.30 

1 h 

Manager Sales & Marketing Company 

site 

2012-03-19, 13.00-

14.00 

1 h 

Manager Customer Support & Marketing Company 

site 

2012-03-20, 16.00-

17.00 

1 h 

Manager Service Marketing Company 

site 

2012-03-21, 08.30-

09.40 

1h 10 

min 

Table 1: Details of Interviews 

 

2.4 Processing and Analyzing the Data 

Our intention was to collect as much empirical data as possible during the interviews and 

make selections regarding relevance later on during the categorizing- and or the analysis of 

the data. All of the interviews were recorded as to enable us to listen to them multiple times 

and avoid forgetting or missing out on anything important. As soon as possible after all of the 

interviews were conducted they were transcribed into Swedish and later they were translated 

into English and finally categorized under each specific theme from the interview guide. This 

meant that we had gone through the data quite a few times before we even started to analyze 

it. After categorizing the challenges identified after the specific components of service 

production that they impact, we started comparing the challenges identified in the empirical 

data with the ones we identified through our literary review. The intention was to see if we 

would be able to identify all of the challenges of external service provision that Kowalkowski 

et al. (2011) mention, but also if we could identify some challenges that had not been 

previously discussed. Further, we analyzed if and how the challenges of service development 

and internal organizational design that we found through our literary review are affected by 

using external service providers.  
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2.5 Quality Criteria 

2.5.1 Criticism of the Sources 

Qualitative research has been criticized for being too impressionistic and subjective, meaning 

that a study can sometimes be too influenced by the researcher's view, making it hard for the 

qualitative research to be replicated (Bryman & Bell, 2007). The researcher will likely make 

interpretations that are somewhat subjective and it is also hard to make generalizations to a 

population from a qualitative research (Bryman & Bell, 2007). For our theoretical framework 

we have used scientific research, and almost solely academic journals, which can be 

considered reliable. By using search engines like the Web of Science we have been able to 

identify several of the most cited researchers and articles within this research area. Almost 

consistently throughout our study we have used the primary source, in order to avoid miss-

interpretations.  

 

Our empirical data has been collected through interviews and we have no reason to believe 

that the information we have obtained is not correct. All of the interviews were conducted in a 

professional way where we had open discussions with the respondents. By the time of the 

interviews we had not decided to make the identity of the case company confidential, but we 

told all interviewees that we were not publishing any names, enabling them to speak openly 

without having to consider having their names published. All interviewees thus agreed to let 

us mention their positions. We were somewhat surprised by the honesty of the interviewees 

and how they critiqued their own organization in some aspects.  

2.5.2 Reliability and Validity 

Reliability and validity, next to replication, are the most important criteria for business and 

management research (Bryman & Bell, 2007). The concepts of reliability and validity in 

qualitative studies are not as straightforward as in quantitative studies, and they can be seen as 

being very interlaced and connected. Since every qualitative research is unique, it might be 

difficult to find general rules or procedures for supporting the quality (Bryman & Bell, 2007). 

However, our intention has been to describe the thesis process thoroughly in this chapter to 

include enough data so that you the reader can build your own opinion about the quality, and 

reliability and validity, of our research. 
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A high reliability means that there are no random or unsystematic mistakes in the research, 

according to Esaiasson et al. (2007) and they argue that researchers can gain a higher 

reliability by conducting their study in a careful and proper way. Our intention throughout the 

process has been to conduct the literary review and collect the empirical data in a formal and 

deliberate way to avoid errors. By conducting all our interviews in the same way and by 

recording them we have been able to listen to the material over and over again and therefore 

decreased the risk for mistakes. Further, we have stored the data from our fieldwork as to 

allow for other investigators to review the evidence if they so desire. By doing this, the 

reliability of our work is increased according to Yin (2003). Also, we have tried to be specific 

in the description of how we have handled and analyzed the data collected as to allow for 

reliability through transparency. Therefore, we argue that the reliability criterias are fulfilled.  

 

Bryman and Bell (2007) state that validity should be seen as referring to the whole research 

process and not only the collection of data and that it regards the question concerning if the 

researchers are studying what they say they are studying. There are three definitions of 

validity according to Esaiasson et al. (2007): the congruence between theoretical definitions 

and empirical indicators, the absence of systematic errors in the research, and that the 

researchers are studying what they say they are studying. The two first definitions are 

regarded as “concept-validity” and the last as “results-validity”. “Results-validity” is achieved 

by having high “concept-validity” and reliability. “Results-validity” and “concept-validity” is 

seen as the internal validity of the study, whereas the concept of external validity on the other 

hand concern if the results can be generalized and applied to other units. Our study has high 

internal validity as we have tried use a standardized way of conducting the interviews.  

Further, all interviewees have been given the possibility to review the thesis in advance in 

order to lessen the risk for errors and increase validity. As the interviewees were able to 

correct any miss-interpretations on our part, the risk of falsely reporting events is decreased. 

By letting the interviewees review the complete empirical chapter they have also had the 

possibility to correct any errors caused by wrongful translation from Swedish to English. 

Thus, we have tried to avoid any systematic errors. The unit of analysis in our study is an 

organization, but the data collection sources of our study are interviews with individuals. By 

collecting data like this we will be able to gather information about how the organization 

works but the information will be based on the interviewed individuals’ perceptions of the 

organization, and not necessarily about the organization as it is. However, as many of the 

interviewees repeatedly mentioned the same challenges for the service organization, we 



 

16 

 

believe that we are studying what we say we are studying and thus that we fulfill the 

requirements for “results-validity”. We believe external validity is of less importance to our 

study as our intent is not to generalize the results to every possible case, but rather only to be 

applicable to the specific type of company we have chosen to study. However, even if the 

results we acquired is specific for the context and the unit we investigated, and we therefore 

will not be able to generalize our results on companies outside this specific setting, it is still 

our belief that the conclusion works as an example of the studied phenomenon and can thus 

be generalized to similar cases. This is further discussed in the section below. 

2.5.3 Scientific Approach and Criteria for Generalization 

 

Figure 2: Scientific Perspectives  

(Johnson & Duberley, 2000, p. 180) 

 

As researchers we believe that it is hard to conduct a study without any influences from 

previous knowledge or experiences, and that true objectivity is close to impossible to reach. 

In this section we will present the scientific view of this thesis, which has influenced how the 

work has proceeded. Based on the above model by Johnson and Duberley (2000), we claim 

that this thesis shows tendencies that fit the best in the southwest quadrant of Figure 2. As we 

argue that a real physical world exists we possess a view of ontology that positions as 

objectivist. The epistemological continuum goes from an objectivistic view of epistemology 

to a subjectivistic view. To also have an objectivist view of epistemology would mean that we 

are conducting our study completely objectively and that we consider that a truth and precise 

reality of our studied phenomenon exists. This, as stated above, we consider impossible and 

we therefore leans towards a more subjectivist view of epistemology. The reality of our 

studied phenomenon is thus a creation of how we interpret it to be. We thus consider this 
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thesis to have tendencies that are closer to the subjectivistic view. By leaning against this 

standpoint, we claim to describe a real phenomenon, but by no means is our study the only 

and final explanation of this. Thus is the analysis of challenges for a service organization in a 

servitized manufacturing company using external service providers not exhaustive, but 

challenges do exist and we have provided examples of them, which we argue can be 

applicable to similar cases. With our previous knowledge and experiences, as well as the 

experiences from our interviewees and the authors in the theoretical chapter, we have landed 

in our description and explanation of the studied phenomenon.  

 

Our chosen case company, the capital goods manufacturer, is not unique. Nowadays, many 

capital goods manufacturers are servitized and what we have researched in this thesis is one 

example. As discussed above, we do not claim that this is the only and final explanation of 

this phenomenon, but it is our belief that the experiences of this company does not differ 

significantly from other similar companies and thus that the experiences of this particular 

company can work as a good example. Even though results from a case study cannot 

statistically be considered representative, Esaiasson et al. (2007) argue that it is possible to do 

an “analytical generalization”. Hence, even though our particular case cannot represent the 

whole population of service organizations in servitized manufacturing companies, it is still 

possible for us to point out general aspects that can contribute to telling us something relevant 

about the whole population through inference and our results can be applicable to similar 

cases. 
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2.6 The Disposition of the Thesis 

The disposition of the thesis can be seen in Figure 3 below. The initial chapter of the thesis 

explained the general concept of servitization and has given you the reader a brief 

introduction of previous research in the area. By the end of the chapter we presented the 

initial observation and the aim of this thesis. Based on the aim, two research questions were 

presented which will guide the rest of the thesis. This chapter, the methodology, has served as 

an explanation of how we approached the problem practically in order to get from the initial 

observation and the research questions to the discussion in Chapter 6. A visualization over the 

process of reaching the aim of this thesis can be seen in Appendix C. In the upcoming 

chapter, Chapter 3, we will present a theoretical framework containing important challenges 

of service production, which serves as the basis for our interview guide. In Chapter 4 we will 

present our empirical findings based on the four qualitative interviews. Chapter 5 starts off 

with a categorization of the challenges found in Chapter 4 which are then analyzed in order to 

see if and how the challenges change when a service partner is used. Finally we will present 

the conclusions of our study in Chapter 6, along with the limitations of our study and 

suggestions for future research.  

 

 

 

Figure 3: Disposition of the Thesis 

 

 

 



 

19 

 

3. THEORY 
In this chapter we will describe the theoretical framework we developed in order to collect 

and analyze the empirical data and which will be the basis for the discussion. First we 

present challenges of external service provision and then continue by describing challenges 

of service development, internal organizational design, and service provision. 

 

Explanation of the Theoretical Framework 

This chapter starts off by describing different types of collaborative partnerships and a 

clarification of the specific type of partnership discussed in this thesis in order to create a 

greater understanding of the organizational arrangement in question. It is important to clarify 

the specific type of partnership as different arrangements will imply different challenges. We 

continue by describing the theoretical foundation of our framework; the challenges of using 

service partners as identified by Kowalkowski et al. (2011). Further, in order to capture a 

more comprehensive collection of challenges we describe challenges of service production 

that are essential for any servitized company to manage, and which can be found in the 

traditional literature of servitization. A visualization of all the challenges associated with 

service production is presented at the end of the chapter, which will be used in Chapter 5 to 

categorize the challenges found in our empirical data and to analyze if, and in that case how, 

the challenges associated with internal organizational design and development changes when 

a service partner is used. 

 

3.1 Different Types of Collaborative Partnerships 

It is common for companies to collaborate with partners downstream the value chain when it 

comes to the provision of services, and manufacturing companies should consider 

partnerships when implementing their service strategies due to the large costs associated with 

service development and provision according to Mathieu (2001). Kowalkowski et al. (2011) 

agree that it can be more effective to use partners and that cost often can be an important 

factor when deciding on to what extent to use service partners. Further, using service partners 

will allow for shared risk, provide new necessary resources and skills, and contribute to lower 

costs for both partners. Mathieu (2001) presents three dimensions of collaboration: the 

collaborative continuum, the potential partners, and the points of application. 
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The first dimension is the collaborative continuum and is described in Figure 4 below. 

Mathieu (2001) explains that there are different intensities of collaboration with service 

partners, ranging from internalization (company doing everything themselves), partnership 

(sharing the responsibility with someone), to outsourcing (giving up all the responsibilities to 

an external partner). The decision on where to place themselves on the continuum, and thus 

on the intensity of a partnership, should always be proceeded by benchmarking the 

environment in order to understand the most beneficial option. In this thesis we will only 

discuss collaboration through partnerships with external service providers, as it is the solution 

of Epsilon. 

 

 

Figure 4: The Collaborative Continuum  

(Mathieu, 2001, p. 467) 

 

 

Secondly, the company has to decide on whom to involve in the implementation of the 

service strategy among their competitors, distributors, the client, or other service providers 

(Mathieu, 2001). It is important to carefully choose what potential partners to create the 

service partnership with (Kindström, 2010), in order to avoid that costs and risks of the 

relationship exceeds the rewards (Johnson & Selnes, 2004). As it is not of particular interest 

for the aim of this thesis who the service partners are, but rather what type of relationship they 

have, this will not be further discussed.  

 

The third, and last, dimension of collaboration separates the implementation of the service 

strategy with service development and service provision. The dimension regards where and 

how in the production of services a partnership is applied. Kowalkowski et al. (2011) argue 

that how an external arrangement is set up, and what conditions it holds, can and will differ 
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majorly amongst different companies. Different types of partnerships will imply different 

organizational configurations for the production of services. Further, if companies are to 

transition into more extensive and or complex service provision, this puts a pressure their 

partners to increase investments, particularly in human resources (Kowalkowski et al., 2011). 

In this thesis, we will only discuss partnerships that imply organizational arrangements where 

an external actor is involved in service provision. This means that the manufacturing company 

has development activities in-house but uses an external part for sales and delivery of the 

services, and thus we will not discuss how having someone else perform service development 

impacts the organization.   

 

3.2 Challenges of using Service Partners 

After doing our literary review we concluded that the literature covering challenges in 

servitized companies is based on organizations where it is not explicitly stated if the sales and 

delivery of the services is done in-house or through an external partner, with the exception of 

one study.  Kowalkowski et al. (2011) discuss reasons for different solutions of service 

provision and explain how specific factors influence how manufacturing companies organize 

their service provision. Further, and of particular interest for our research, the study also 

briefly covers challenges associated with each organizational arrangement.  

 

Some of the major challenges with having external service provision are described as 

(Kowalkowski et al., 2011, p. 386): 

 Uncertainty and potentially incongruent motives of manufacturing firm and service 

partner, and an unwillingness to adapt: relationship risk and competence risk; 

 In market channels with power play and limited trust, loyalty is difficult to establish; 

 Unclear who “owns” the customer interface; 

 Coordination costs; 

 If service providers are local, it is more difficult to offer uniform international service 

agreements; 

 Difficult to launch services and secure the support of and the necessary resources of 

the market channel. 

 

The majority of these challenges are external to the manufacturing company (Kowalkowski et 

al., 2011). However, as there are both internal and external challenges to consider when 

producing services, we are only able to view this article as a starting point for our theoretical 

basis in the process of reaching the aim of this thesis. Since there is a lack in the literature 

covering challenges facing a servitized company using service partners we have identified 
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areas of specific interest for servitized manufacturing companies when producing services, 

which will work as a road map to guide us in the collection of the empirical data. As the 

purpose of this thesis is not to capture all challenges a service organization in a manufacturing 

company face, but to identify the specific challenges of service production, the creation of a 

framework will allow us to dig deeper into our specific area of interest without going astray. 

The framework will thus be used to gather a more comprehensive collection of challenges 

facing a service organization using service partners when producing services, but also to 

analyze the implications the challenges bring to the organization.  

 

3.3 Service Production 

In order to capture a more comprehensive collection of challenges, we research and integrate 

three important streams within the literature regarding challenges of servitization; service 

development, internal organizational design, and service provision. These three areas are all 

essential to manage for any servitized company, and therefore they form the components of 

what we in this thesis refer to as the concept of service production.  

 

 

 

Figure 5: Components of Service Production 
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Figure 5 is a visualization of the components of service production for a company using 

service partners, and how the three relate. Provision is the point of contact between the final 

customer and the organization why we place it at the bottom of the Figure 5. Further, the 

internal design will build the foundation for the production of services, from development 

through delivery why it is placed at the center. However, the order of the components is not of 

great importance but the purpose of this thesis, but the figure is rather to provide a guide to 

the remains of this thesis. The three components are primarily influenced by literature 

regarding the service development process by Kindström and Kowalkowski (2009) and 

internal organizational design by Gebauer et al. (2010a,b) as well as Neu and Brown 

(2005;2008).  Each component will consist of areas that all create challenges for a servitized 

organization and we will briefly explain why each component is an important part of the 

production process in the following section. 

 

Service Development 

The first stream we draw upon to identify further challenges with 

regards the development of services. In this component, the main 

influence for this thesis, and our framework, stems from Kindström 

and Kowalkowskis’ (2009) model of the “New Service Development 

Process”. Different stages of service development contain different 

important activities, and thus challenges, companies need to manage in 

order to develop service successfully. Service development involves collaboration of several 

functions, more cross-functional and intra-organizational elements and coordination than 

product development (Kindström & Kowalkowski, 2009). Therefore it can thus be seen as 

very complex. The authors further explain that, whereas product development project tends to 

focus more on the early stages of development (for example sensing the market), service 

development projects are more equally heavy throughout the process, and it needs to also 

concentrate on ensuring a good rollout of the services. This implies that this component of 

service production becomes of particular interest for companies using service partners. 
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Kindström and Kowalkowski (2009) describe service development as a continuous process 

containing four stages which can be seen in Figure 6: Market Sensing, Development, Sales, 

and Delivery. The reason why we have chosen to separate these stages is to clarify our 

reasoning for the reader and present the steps thoroughly in an order that makes more sense 

for the structure of our thesis. For Epsilon, as they have external service provision, stage three 

and four in Kindström and Kowalkowskis’ (2009) model, sales and delivery (what we define 

as service provision), will be conducted externally by a third part. Stage one and two, market 

sensing and development, are conducted in-house and both these stages will be presented 

under the component of service development. We believe that how the service organization is 

designed will have an impact on the interaction between service development and service 

provision, why we present this component next. 

 

Internal Organizational Design 

The second stream we draw upon to identify further challenges regards 

internal organizational design factors. The internal design builds the 

foundation for the production of services, from development through 

delivery. According to Shah et al. (2006), Neu and Brown 

(2005,2008), and Gebauer et al. (2010a,b) one of the main challenges 

when combining the production of goods and services is related to 

internal organizational issues. Therefore it is probable that this is a dimension of service 

production of particular importance for a service organization using service partners as the 

organizational design has to support the needs 

of both goods- and service production, as well 

as the needs of the external partners. Gebauer et 

al. (2010a,b) suggests three different aspects of 

internal organizational design; corporate 

culture, human resource management, and 

organizational structure. The challenges of 

human resource management will not be 

discussed in an internal organizational design 

context as this challenge rather becomes a 

challenge of external of service provision when 

using service partners.  

 

 

Figure 6: The Service Development Process 

(Kindström & Kowalkowski, 2009, p. 158) 
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Service Provision 

As services are based on intangible values, the visualization of the 

value created is especially important when selling services, and this is 

why servitized companies have to put more emphasis on the sales and 

delivery stages than companies selling goods (Kindström & 

Kowalkowski, 2009). Therefore, we define service provision as made 

up by two parts, sales and delivery. This is the last theoretical stream 

we draw upon to create our theoretical framework. When using a 

service partner, the company assigns a third part to do the visualization for them, which in 

turn increases complexity and requires a close relationship between the manufacturing 

company and the provider. Further, the provision of services also becomes of particular 

interest for a manufacturing company using service partners as this implies that they are 

handing over parts of their service production, and thus losing some control over the quality 

of their services.  

 

However, as the research regarding the challenges of the three components so far are based on 

companies not using service partners, we believe that the challenges already known might not 

be fully applicable to the type of company we are investigating in this thesis. Therefore, it is 

of interest to analyze how the challenges of a company not using service partners are 

impacted when service partners are used for the provision of services, in order to gain a better 

understanding and build a more comprehensive collection of challenges. This will enable us 

to discuss reasons for differences, and spot new challenges, not previously identified by either 

Kowalkowski et al. (2011) or the traditional challenges literature.  Therefore, we will use the 

following section to present typical challenges facing companies not using service partners. 

The three components of service production will be used to categorize the challenges in order 

to limit the scope of this study. Finally, the challenges we identify from this literary review 

will finally be visualized, together with the challenges identified by Kowalkowski et al. 

(2011), under their specific component during the end of this chapter.  

 

In the following section we categorize challenges of companies not using service partners 

under their specific component of service production.  
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3.3.1 Challenges of Service Development  

Challenges of Market Sensing  

When developing services, it is important to start out with investigating 

what possibilities there are for service provision. Kindström and 

Kowalkowski (2009) refer to this as market sensing and it consists of 

careful scanning of the internal and external environment, customers, 

the installed base, and competitors. In order to stay competitive in both 

the long- and the short run companies need the ability to develop their service businesses 

through the two different approaches: exploitation and exploration (Fischer et al., 2010). 

Exploitation is referred to improving short-term performance and profits, and is associated 

with activities related to existing processes and products (Fischer et al., 2010). Exploration is 

an approach on how to find new offerings, new markets, and concentrating more on long-term 

performance and profits (March, 1991). Exploration and exploitation is also mentioned by 

Fischer et al. (2010) as two ways of developing the service business of servitized companies.  

However, Kindström and Kowalkowski (2009) describe that this is challenging for many 

companies as they are lacking in the ability to sense market opportunities. Further, the own 

organization (Kindström & Kowalkowski, 2009) as well as partners (Matthyssens et al., 2006) 

should also be examined before any ideas are addressed. Another issue is that some 

companies are not managing their existing service portfolio in a structured way (Kindström & 

Kowalkowski, 2009), and some services are provided to customers for free, which makes 

them miss out on potential revenues. To map out these services can be a way to show that 

they do bring in profit and act as eye-opener for the company according to Kindström and 

Kowalkowski (2009).  

Challenges of the Service Development Process 

Far from all manufacturing companies even have structured service development processes 

according to Kindström (2010), and many companies find it challenging to receive funding 

for projects and or commitment (Kindström & Kowalkowski, 2009). Kindström and 

Kowalkowski (2009) describe the service development process in many manufacturing 

companies as ill-adapted to the needs of service innovation: the required involvement of 

customers and end-users and the design of the product development process. The 

development of services requires quick and constant feedback from customers in a way much 

different from goods according to Kindström and Kowalkowski (2009). Further, the 

development process will often be standardized with gates and classes adapted from product 
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development which are unsuitable for the development of services. Kindström (2010) further 

explain that innovations also have to take place in the sales and delivery system of services.  

 

A challenge of service production is thus how to design the service portfolio, but at the same 

time ensuring economies of scale in the provision (Oliva & Kallenberg, 2003; Reinartz & 

Ulaga, 2008). Reinartz and Ulaga (2008) mention the challenge as designing a service 

platform flexible enough to suit the different contexts of individual customers and combining 

it with standardization of the back office. Antonacopoulou and Konstantinou (2008) describe 

this flexibility as permitting reconfiguration of resources to fit different customer 

requirements, while at the same time supporting repeatability (standardization) of solutions so 

as they only need slight modifications to suit unique customer profiles. In order to support 

flexibility, mechanisms and channels of communication must be developed in the 

organization (Antonacopoulou & Konstantinou, 2008), which can be challenging. 

Standardizing service processes and control mechanisms will enable cost-efficient service 

delivery at the same time as the flexibility allows companies to adapt their processes to suit 

disperse customer preferences according to Reinartz and Ulaga (2008).  

3.3.2 Challenges of Internal Organizational Design 

Challenges of Service Culture  

Organizational culture consists of attitudes, experiences, beliefs, and 

values in an organization, and is a valuable resource that cannot be 

perfectly imitable or easily substitutable (Barney, 1991). A big 

challenge for servitized manufacturing companies is to facilitate for 

service orientation of the corporate culture as this will impact how 

services are valued within the company (Gebauer et al., 2010a). However, this is not very 

easily done.  In fact Mathieu (2001) as well as Gebauer et al. (2005) explain that one of the 

main issues for servitized companies stems from the cultural and organizational shifts 

required to go from a transactional goods- dominant business logic towards a more relational 

one, where both goods and services are combined. Martinez et al. (2010) argue that a strong 

manufacturing culture might lead to internal resistance against a new service strategy, which 

is along the line of Gebauer et al. (2009).  

 

Schein (2004) in Gebauer et al. (2009) argue that organizations with both product and service 

orientation has two types of cultures, which can be challenging to combine. A service culture 
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and the values, beliefs, and goals related to it, might lead to difficulties and conflicts in a 

goods-oriented culture (Mathieu, 2001). Product-oriented culture is associated with an 

engineering mentality and goods-related issues such as form, features, durability, style, and 

design (Gebauer et al., 2009). An important challenge for the service organization in a 

manufacturing company to overcome is getting management to recognize the value of, and 

from, services. This becomes essential as internal resistance against services can impact 

management’s commitment to services, and thus the service organizations ability to develop 

new services (Mathieu, 2001). Managers will be motivated to develop the service business if 

their perception of value of services is high (Gebauer et al., 2009). Therefore, this is a 

challenge of particular interest for a servitized company to overcome.  

  

Challenges of Deciding the Structure of the Service Organization 
Gebauer et al. (2010a) explain the degree of organizational distinctiveness as depending on to 

what extent the service business is set up as a separate business unit with profit and loss 

responsibility. Further, Kindström (2010) state that a big challenge for manufacturing 

companies is how to develop both goods and services simultaneously. During the literary 

research we have been able to identify three main views on to what extent the service 

organization should be separated from the product organization in order to enhance service 

provision performance. Thus, we argue that the decision on how to properly structure the 

service organization is a challenge for servitized companies.  

 

First, Oliva and Kallenberg (2003) promote creating a separate business unit for services, with 

profit and loss responsibility. According to Kindström (2010) the benefits of this 

organizational structure are that the organization ensures that customer-facing personnel have 

the required service development know-how. This will also signal to the rest of the 

organization that service activities are seen as important (Kindström, 2010). Kindström 

(2010) further explain that many companies create separate business units for services 

internally as the actual delivery of a service is very important for customer satisfaction and 

retention. Second, and contrasting to Oliva and Kallenbergs’ (2003) view, Neu and Brown 

(2005; 2008) argue that a high level of integration of business units is important for successful 

service production and Kindström (2010) agrees that it is important to combine organizational 

efforts. Intra-firm collaboration is said to enable different business units to combine their 

efforts, and together create and provide better solutions for the customers (Neu & Brown, 

2005; 2008). The separation of goods and services, Neu and Brown (2005; 2008) argue, may 
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cause problems in accessing the needed intra-firm capabilities and resources. The third, and 

last, organizational structure we have identified is described by Shah et al. (2006) as a hybrid 

solution with the main focus on integration, and not separation. The option can be seen as a 

mix between the approaches of Oliva and Kallenberg (2003) and Neu and Brown (2005; 

2008). Shah et al. (2006) promotes a horizontal, less hierarchical, organizational structure 

where information can be shared between employees, and natural work-flows and core 

processes can be built for the provision of services. Not all functions are integrated in this 

organizational structure, support functions like marketing, strategy development, and HRM 

are often left out. This option can be used if companies find it hard to shift to a complete 

horizontal organizational structure. Shah et al. (2006) explain this option as the second best 

alternative to the complete integration, as suggested by Neu and Brown (2005; 2008), since it 

still allows for coordination and allocation of resources to core processes. 

 

The difference in distinctiveness seems to be largely dependent on what type of services 

companies provide. Oliva and Kallenberg (2003) mainly reflect upon the provision of simple 

services while Neu and Brown (2005; 2008) discuss the organizational structure when 

offering more complex services. It can be argued that in order to handle added complexity 

when shifting from selling simple services toward selling complete solutions firms have to 

reconfigure their organizations and consider integrated business units. Gebauer et al. (2010b) 

explain that companies need to adapt the service orientation of the organization in order to 

suit the needs of different service strategies and that the level of distinctiveness between 

goods and services should be based on the needs of the chosen service strategy. This is in 

order to ensure efficiency in service provision, as well as to secure the ability to offer new and 

improved solutions to the customers on a continuous basis. The choice of organizational 

distinctiveness should thus be influenced by what service strategy the manufacturing 

company is pursuing. This is something we will consider in our analysis as it will provide 

guidance in how to manage the challenge of choosing organizational structure.  

Challenges of Customer Relations 

Shah et al. (2006) as well as Tuli et al. (2007) argue that a service organization need to be 

customer-centric to a higher degree than a goods organization due to the required relational 

closeness of services and explain that this can be a challenge for manufacturing firms. Shah et 

al. (2006) describes a customer-centric organization as one where employees and managers 

have close interaction with the customers and spend a lot of time with them. A higher degree 
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of customer involvement requires a strong relationship with the customer, and Hax and Wilde 

(1999) describe it as a strong ”bonding relationship” with the customer is important in order 

for the supplier to anticipate the needs of the customer and deliver superior services. As 

service offerings often implies that an organization is fulfilling the needs of individual 

customers, an organization needs to have the ability to match individual requirements with the 

right offering, which require a lot of knowledge about the customers and their processes 

(Kindström, 2010). This can be challenging if the customer are not willing, or able, to provide 

the information needed. The higher degree of customer involvement needed in the 

development and provision of services is one of the most common challenges for 

manufacturing companies when providing services (Martinez et al., 2010; Oliva & 

Kallenberg, 2003). It is not only the service organization that wants a closer relationship with 

the customer when providing services, the customer also expect a deeper and more frequent 

interaction with the provider of a service than with a goods-producer (Tuli et al., 2007).  

 

Further, the interaction and collaboration required among the supplier and customer increases 

the more advanced the service offerings are. How the complexity of the services impact the 

needed degree of customer involvement is explained by Martinez et al. (2010) in Figure 1 on 

page 4. Simple services require less customer involvement, both in design and manufacture 

but also in the deployment than more complex services. The complexity of the service offered 

will thus impact the preferred intensity of the customer relationships (Fischer et al., 2010). 

Therefore, it is also probable that it will be more challenging to use service partners when 

producing complex services than when producing simple services. Using a service partner 

requires a company “hand over” the relationship with the final customer to someone else and 

that the closeness of the relationship with the final customer becomes dependent on the 

performance of someone else. 
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3.3.3 Challenges of Service Provision 

Challenges of Launching Services  

Kindström (2010) argue that launching new services is more 

complex than launching new goods. As a service provider, the 

traditional goods manufacturer is not only moving away from its’ 

traditional value base, but also from their traditional position in the 

customers’ eyes (Kindström, 2010). A challenge for the 

manufacturing company therefore becomes both how to make the service offerings visible for 

customers used to goods, and how to convince the customer that they are equally proficient in 

producing services as they are in producing goods. This is especially complicated when both 

provider and customer lack experience from service provision as then is hard for the customer 

to appreciate the value and quality of a service according to Mittal et al. (1999).  

Challenges of Sales Personnel and Delivery 

The role of frontline employees is to develop relationships with the customers, learn from 

them, and solve customer problems in conjunction with the customers (Gebauer et al., 2009). 

According to de Brentani (2001), when selling services, the salesmen have to focus more on 

the customers’ processes and productivity than when selling goods. Other selling points like 

increasing value and or productivity will often play a greater role than reducing costs. Further, 

explaining the benefits of services to final customers can be challenging as they are 

intangible. Therefore, they should be made as tangible as possible as to make sure that the 

final customer understands them and perceives them positively (Kindström & Kowalkowski, 

2009).  

 

It is important that the sales force have the knowledge required to sell services along with the 

goods according to Neu and Brown (2005). A challenge for manufacturing companies is to 

create an appropriate incentive system for the sales personnel that can motivate them to sell 

combinations of goods and services, as many salesmen have trouble to acquire the mindset 

needed to sell both (Reinartz & Ulaga, 2008). This is along the lines of Kindström and 

Kowalkowski (2009) who agree that the development of appropriate measurements and tools 

is an important challenge. However, as there are different types of competences needed for 

selling services than for selling goods, it can be challenging for someone who is only used to 

selling goods. Changing existing mindsets, norms, and values is thus a large challenge 

according to Kindström and Kowalkowski (2009).  
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According to de Brentani (2001) it is essential to assist customers in understanding the 

benefits of service offerings, and the sales-force should be well educated on the service 

features (Neu & Brown, 2005). This is also recognized by Kindström (2010) who express that 

it is not enough that the manufacturing company has the ability to develop the “right” services 

for each customer; the sales force also has to have the ability to communicate the benefits to 

the customers.  

Challenges of Pricing and Revenues 

Regardless of if companies chose to sell and deliver services themselves, pricing will be a 

complex issue and a huge challenge. Reinartz and Ulaga (2008) conclude that since the 

takeover of customer processes implies a shift of associated risks, towards the service 

provider, the pricing have to be adapted accordingly. Thus, as services become more 

complex, so does the pricing of them.  

 

Kindström (2010) state that it is important to adapt the revenue mechanisms (and thus profit) 

when moving in to services (in particular for advanced services). These suitable mechanisms 

depend on customer maturity and the providers focus on the internal processes of the 

customer. Customer maturity allows the supplier to have a better understanding of their needs 

and requirements. Kindström (2010) explain that companies have to change how they 

approach the market (their market position) and encourage more advanced customer 

partnerships and revenue schemes. There is a need to understand the internal cost structures 

better in order to implement adequate revenue mechanisms, as the cost structures are different 

for services than for goods (Kindström, 2010).  
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3.4 Visualization of the Framework 

 

 

 
 

Figure 7: The Theoretical Framework 

 

 

In Figure 7 we have compiled and categorized both Kowalkoski et al.’s (2011) challenges of 

external service provision as well as the challenges of service production identified in the 

existing literature. The purpose of this framework is to guide us in the creation of our 

interview guide (Appendix B) to collect relevant empirical data from the case company. By 

using the theoretical framework as the base for our empirical search it will allow us to dig 

deeper into our specific area of interest without going astray. This will make our empirical 

collection focused, as we will concentrate on the components of service production of specific 

interest for our study.  In chapter 5, we will categorize the challenges found in our empirical 

data in based on the three components of service production from the framework. Further, the 

challenges will be analyzed in order to see if and how the challenges are impacted when 

service partners are used for the provision of services.  

 



 

34 

 

4. EMPIRICALS 
In this chapter only information gathered through the collection of our empirical data will be 

presented. The four interviewees provided us with a lot of information and challenges, which 

here will be presented in a synthesized manner, starting from the center of the organization 

and moving outwards towards the point of contact with the final customers. The challenges 

we find will be categorized and analyzed in Chapter 5. 

 

4.1 About the Company 

Epsilon has been active in their industry for more than a century and they have a rich history 

of many successful goods. Therefore, their attention has for a very long time been on the 

goods and the weekly number of new orders, sold units, deliveries from factory, and possible 

disruptions in production according to the interviewees, and very few in the organization 

know about the amount of service contracts or spare parts sold weekly. Only two to three 

percentages of the development budget is spent on the service organization, and this also 

includes the development of spare parts. The amount spent on actual service development is 

therefore less than one percentage of the total budget the interviewees state. However, the 

interviewees point out that the vision for Epsilon is that service production is to become a 

larger part of the company and a goal is to eventually develop more advanced services and 

customer solutions. Recently an overall goal was set for the company that services should 

make up a greater part of total revenue. The interviewees explain that in this way management 

has challenged the entire organization and signaled that there is a need to increase the 

company’s focus on services. Today, Epsilon is not perceived as a service provider by the 

final customer, but mainly as a capital goods manufacturer according to the interviewees and 

they describe Epsilon as being in the beginning of becoming a service developing company
7
.  

 

Epsilon uses their network of dealers, which also sell their goods, as providers of their 

services. According to the interviewees Epsilon has a network with hundreds of dealers 

globally, making it possible for them to reach out to a large market with their services without 

having to invest in resources or infrastructure internally. The benefits for Epsilon to provide 

the services through the dealers are according to the interviewees that they already have 

relationships with the dealers, and the dealers know the company and their goods. The dealers 

                                                 
7
 As they have implemented a goods-service strategy we define Epsilon as a servitized company.  
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already have strong relationships with the customers, making it possible to lessen the risks of 

using external service providers the interviewees point out. They also explain that this is 

probably how Epsilon will continue to provide services in the future as well. 

 

4.2 Managing the Service Portfolio 

Epsilon offers a few types of standardized services, for example IT-tools, routines and 

instructions for how to manage machine populations, and different levels of service contracts. 

The contracts differ vastly in both price and what is covered. Some mainly covers 

maintenance of the goods, while others work almost like insurance with monthly payments. 

Epsilon develops and designs the services, and then offers their dealers to sell them. However, 

it is not obvious for Epsilon what, and how many, services they should offer the interviewees 

state. 

 

“We do not have that many services…and we might even have too many.” –  

Manager Customer Support & Marketing 

 

The interviewees agree that Epsilon is not quite at the place yet to offer more advanced 

services but they explain that the change might be required to stay competitive in the long 

run. However, a concern is that there will be a lot of administrative costs involved if Epsilon 

increases their service portfolio. Before the entire service process is worked out and 

everything has been put into place a lot of manual labor is required, which requires a lot of 

resources. 

 

“With services it feels like they [management] are a little afraid that it will cost a lot of 

money and that we need a lot of people to administrate the services and to implement them.”  

– Manager Service Marketing 
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4.3 Service Orientation 

 

“It takes a lot of time to turn this oil-tanker around, but it is happening more and more.”  

– Manager Customer Support & Marketing 

 

A very large part of the service organization (80 percentages) is made up by goods, like spare 

parts and tools, and is not really services per se. Therefore, many employees within Epsilon 

are of the impression that the service organization consists of the sales of spare parts, and then 

maybe some financing of the goods according to the interviewees. Further, they explain that a 

big task is to increase the awareness of services internally in the organization and also ensure 

that everyone understand the value of services. The goods receive attention naturally simply 

because this is the way it has always been in the company and this is thus something that is 

very hard to change according to the interviewees.  

 

The interviewees hold the support from top management as an important aspect of increasing 

service orientation. Top management is believed to have great responsibility, and the 

interviewees believe that management should take a more active role in communicating the 

importance of services. The communication is believed to need higher consistency and not 

just take the form of one over-all goal (that services should be a certain part of total revenues). 

 

“To succeed with service development… the actual monthly sales of services has to be a 

monthly concern of top management.”  

– Manager Sales & Marketing 

 

“Top management has a big part in increasing the awareness of our work, but we have to 

promote ourselves too.”- Manager Customer Support & Marketing 

 

However, the interviewees explain that it is not only up to top management to increase the 

awareness of the service organization, but that they need to do some internal promotion 

themselves.  

 

“We will try to work to promote ourselves more in the organization. To show off more. Both 

internally and externally. I think we have to do something big, like a road-show,  

to promote ourselves.” – VP Services 
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 The interviewees state that there has to be a deeper understanding of services and what 

benefits they can bring to the organization. Also, it is important to enhance the focus on the 

services in order to increase the resources given to the service organization and thus to give 

people working with it more opportunities. Currently the company is re-organizing their 

service operations and this is seen as an important step in strengthening the service culture 

and increase the focus on the service organization according to the interviewees.  

 

“These [the goods] are what people are talking about, and it is still by far the largest part of 

our revenues so I guess it makes sense. They are our bread and butter now, but we are not 

going to replace that, we want to complement it.” – Manager Support & Marketing 

 

However, the increase of service awareness is not seen as having to be a radical change, but 

rather as something incremental. The ideal is to take small steps during a long period of time 

to change the culture. 

 

“We need time. I do not believe that throwing in 50 people [in the service organization] will 

make it work. We have to get settled, and when it is time to expand we will do it in the right 

way. We should not rush with the risk of failing.”- VP Services 

  

4.4 Structure of Service Organization  

 

“We have to build the [service] culture in one house.”  

– Manager Service Marketing 

  

The interviewees explain that something that has been challenging for them has been to find a 

suitable organizational structure, but there is a joint understanding amongst the interviewees 

of what is needed when creating the personality and existence of the service organization. To 

separate the service organization from the goods organization is believed to be important as it 

will enable them to keep a distance and not being too influenced by the history of the goods 

organization. The recent re-organization where the goods- and service organization has been 

separated, has enabled the service organization to focus on nurturing the service mindset in 

the smaller service organization, and thus work on creating momentum in the short run the 

interviewees state. Further, the separation of functions can be used to focus on issues 
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important for the service organization specifically, and lessen the risk that their issues drown 

in the vast majority of technology-related issues that concern a manufacturing company 

according to the interviewees. Further, they explain that the service organization at Epsilon 

needs to create their own structures and tools and just not copy the ones that the product 

organization already has. 

 

“…a risk is that we start using their methods and tools and that they do not fit us.”  

– Manager Service Marketing 

 

However, the interviewees explain that a re-integration of the service organization and the 

product organization might be beneficial when the service organization has grown in size. 

While promoting separation of goods and services, the interviewees explain that cooperation 

still is needed as the goods need to be equipped with certain physical features in order to 

allow for service delivery.   

 

“We have to coordinate with them, but I think we should try to stay as far  

away as we can.” – Manager Service Marketing 
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The Relationship between the Goods- and Service organizations 
How the service organization relates to the goods organization is also explained as important 

by the interviewees. There are differences between the two both regarding how things are 

done, and how things are communicated. The interviewees state that it is important that the 

service organization do not lose their core values when adapting to the requirements of the 

much larger product organization. Further, they explain that a risk of being a service 

organization in a manufacturing company with a deeply rooted goods-oriented culture is that 

the people working with services will drown in issues concerning the goods organization. The 

interviewees state that this requires the service organization to excel in three areas in 

particular: developing and designing services and processes, IT-integration (to integrate 

services with the goods), and finally to being able to talk and understand the “hard” product 

development language. 

  

“If our group with ten people would walk in and run a service development project and only 

talk the “service-language” we would meet resistance. I think we have to learn to talk the 

same language, and especially if we want our services integrated in the goods, like sensors 

and stuff. We have to talk the same language as the hard [goods] side.”  

- Manager Service Marketing 

 

4.5 Collecting Customer Data 

The interviewees explain that a daily challenge for the service organization is to figure out 

what the customers want, and that they need to find better ways and be more efficient in 

collecting available customer data. The interviewees explain that it is problematic for Epsilon 

to gather information about customer preferences because they have very little contact with 

the final customer themselves in the sales process. This makes it hard to get all the 

information back to the organization the interviewees point out. Further, they state that the 

dealers are very careful about having someone else being in contact with their customers and 

they feel like they own the interface with their customers. If Epsilon visits one of the final 

customers’ sites, there is always someone from the dealer present.   

 

Almost all feedback from customers comes through a dealer, which the interviewees say can 

have the effect that they end up with filtered customer needs. Epsilon has themselves 

investigated the difference between the information that is given from the final customers and 
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the information that the headquarters receives and the interviewees points out that they have 

indeed found gaps. Additionally they explain that gathering feedback on the delivery of a 

service contract is more complicated than for gathering feedback on the functionality of a 

good as it is harder for a final customer to clarify what they think of a service offering than it 

is to compare different goods. The interviewees state that Epsilon spends a lot of money on 

customer feedback, and there is a lot of already existing knowledge among the service 

personnel, salesmen, and databases about the offerings, markets, and customers. Further, they 

mean that a problem is how to combine the existing knowledge into new service offerings and 

to get the information back to the development process. Also, something that Epsilon is 

lacking is good structured model for how the dealer or customer is to be involved in the 

development of new services according to the interviewees. A method that Epsilon currently 

use during the early stages of developing their services is having clinics with customers that 

are modern, outgoing, and interested in the service offerings.  

 

“We try to involve the dealers and customers, but we do not have a structured model for it so 

I cannot say that it always happens. But we try.” – Manager Service Marketing 

 

4.6 Service Development  
 

“One should not underestimate the complexity of developing services in a capital goods 

manufacturing company.” – Manager Service Marketing 

 

Many things need to be taken into consideration when developing services and the 

interviewees explain this as a complex task and that it requires consideration of for example: 

IT-systems, processes, goods, manufacturing, and the service provision are mentioned as a 

few by the interviewees. One interviewee explains that product development is based on 

many clear and explicit factors and guidelines regarding size, weight, and design. Service 

development is described as being more of a process where Epsilon agrees to do and or 

perform something in a certain way.  
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“We are really good at manufacturing our products [the goods]. There are several IT-tools to 

book resources for different things, and to make budgets for different projects. But we are still 

in the process of building and creating processes for supporting the development of services. 

These things need to be done. We need to have the competence within the company to develop 

services, and know how it should be done.” – Manager Service Marketing 

 

Epsilon do have the competence regarding service development, but it is somewhat 

fragmented according to the interviewees. 

  

“As an organization, we believe in this. We are the back-office, and the people close to the 

customer have the knowledge. But we have to use this information that they have to see the 

whole picture in this. Therefore, to solve the issue with the fragmentation would be good.”  

– VP Services 

 
Service Development Process 

Due to the differences between developing goods- and services, the service organization at 

Epsilon has felt the need to develop their own development process with methods and 

structures. The project model for service development is influenced by the product 

development process but adjusted to better fit services. The interviewees express that the 

model is not widely used today, but that it is seen as a first step that can be further developed. 

They describe the process as enabling interaction with the dealers and the development of 

services close to the final customers. 

 

Something that service development can learn from the development of goods is structure, 

and how they run their projects according to the interviewees. However, project development 

is more about demands, delimitations, gates, templates, and how to meet the requirements, 

whereas development of services is basically a big iteration. 

 

“One should not expect that we can start developing services just like that, it is not just a 

post-it work shop, we need structures for it as well.” – Manager Service Marketing 

 

The interviewees state that an important task for the service organization is to make sure they 

are doing the “right” things so that tasks can be performed intentionally and be repetitive. 

Organizational learning and standardized processes for service development are seen as key 
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factors for future service development. One problem is to standardize the process as close to 

the customers as possible to ensure economies of scale in the production of services according 

to the interviewees. From these standardizations it then becomes possible to make 

improvements and create organizational learning. If one region is doing well it should be 

possible to use it as a benchmark, and see what processes they are using and how other 

regions can learn from that. In order for this to be possible the process has to be easy to 

understand, so that it can be demonstrated and communicated according to the interviewees.  

 

Service Development and Matching Lead-times 
Many of the services Epsilon offers today require that the physical goods have special 

features installed why the service organization should be involved in product development the 

interviewees state. The features can be a sensor of some kind, or a certain part which is 

needed to obtain information. However, the interviewees point out that there is a risk that the 

feature is not considered as important, and that it therefore is not prioritized when the good is 

developed.  

 

“We need to get the features in to the physical goods, and it will take years before it gets in to 

the good, the first physical good. Maybe four to five years. And we have hundreds of goods. 

 It is supposed to be on all of them.” – VP Services 

 

The interviewees say that the integration of goods and services thus is an important question 

as integration becomes more complex if the services come in too late in the product 

development. Today, product- and service development takes place sequentially, and the 

interviewees agree that a parallel solution would be more beneficial for Epsilon. When 

developing new goods multiple stakeholders are involved, all which have specific requests for 

the project. The service function is included, but they are far down on the list of stakeholders 

and the interviewees perceive that it is hard to make their voice heard.  

 

“With these circumstances, our ability to make our voice heard is not very strong“  

– VP Services  

 
At Epsilon, developing new goods can often take several years. The interviewees explain that 

the obstacles met in product development are time consuming due to extensive re-design and 

testing. This makes product development different from service development where it is 

possible to solve issues within days according to the interviewees. However, due to the long 
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lead-time of product development it is considered easier for the service organization to create 

services based on features and systems that are already in place instead of creating new 

innovative service offerings the interviewees point out.  

 

Further, continuous improvements on existing services are also something that the customers 

expect. The interviewees explain that a customer can own and use the same good for many 

years without feeling that it is outdated, but they certainly expect the service offerings to be 

improved and made more advanced during the same time frame. 

 

Service innovation is thus often limited by existing features on the goods, IT-processes, and 

tools and the interviewees describe that it is difficult to know what services to develop, how 

they should be developed, and what processes and tools they need to develop it. The 

interviewees explain that it is important not to only focus on the features they have in their IT-

systems today, and what can be created out of that because of the long lead-times. Instead 

they should focus on the actual problem or improvement for the customer. Today, this is 

enabled by their service development process where they are able to first decide what kind of 

service they want and what functions and features it should have and then deciding the 

necessary tools for making it.  

 

A few tears ago Epsilon was involved in many new service projects aiming to develop new 

radical service innovations. These were initiated as a result from an overall strategy set by top 

management that the service offerings should make up a certain level of total revenues. 

However, the service organization had to step back as this turned out to be too demanding and 

requiring too many resources. Service innovation entails risks and the interviewees mean that 

they have to learn how to manage these risks. Epsilon is used to handling risks associated 

with physical goods and the sales of them but the provision of services implies new specific 

risks which they also have to learn how to handle.  

  

“We will always face different kinds of risks, but it is important that we can handle the risks 

associated with services.” – Manager Sales & Marketing 
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Involving the Dealers in Development 
Epsilon sometimes develops services on their own before involving dealers which makes it 

harder for the dealer to understand the benefits with the service according to the interviewees. 

Therefore, when the time for deployment comes Epsilon first has to spend time convincing 

the dealers so that they are willing to offer the new service. They explain that if they were to 

involve the dealer earlier in the development of the service, they would not have to spend this 

additional time trying to convince them. Another way that has proved to work for Epsilon is if 

the dealers talk to each other about the benefits with the services. The interviewees state that 

this has a larger impact than if Epsilon does it.   

 

4.7 Service Delivery and Sales 

 
Quality of Services 

 

“250 dealers, that is just as if we would have 250 factories for producing the goods. It is 

complicated.” – Manager Service Marketing 

 

Epsilon has several hundred dealers and the interviewees state that this makes the deployment 

of services difficult as it becomes hard to ensure the quality and quantity of services delivered 

from every dealer according to the interviewees. 

 

 “It can be quite easy to explain a service offering when it is printed in a brochure but making 

sure that you can deliver on this promise every 500 hours is something completely different.” 

– Manager Service Marketing 

 

The interviewees state that it can be somewhat complicated to talk about services with the key 

account customers that Epsilon handle themselves as they often are large and geographically 

spread. Different dealers will deliver services in different ways which makes it impossible for 

Epsilon to promise that a service will be delivered in the same specific way by all the dealers. 

  

“The customers ask about our service contracts and then we have 17 different dealers that 

are delivering it, and one dealer has these prices and labor rates, and another one other 

rates. It will not be the same price on different markets and it is hard for the key accounts to 

get a complete offer.” – Manager Service Marketing 
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Customization vs. Standardization of Services 
The interviewees state that Epsilon provides the dealers with standardized services and that 

the dealers are responsible for customizing the final offerings. It is thus up to the dealers to 

shape the offerings as they see fit according to specific requests from the final customers and 

the interviewees say that a lot of customization is done since it is needed to be competitive. 

However, a risk, as pointed out by one interviewee, is that services can become too 

customized and that the offerings then become costly as replicability becomes difficult.  

 

“It is about this balance, from my perspective it is an important question because by the end 

of the day we have to show a profit, and that requires us to have common processes for 

services. Or at least that we have processes that we can build from.”  

– Manager Sales & Marketing 

 

When Epsilon design their different service contracts they create standardized programs and 

features that will work for most customers in all regions and for which the dealers are offered 

support. Any customized arrangements will concern simpler services where the dealer does 

not need much support from Epsilon. Allowing the dealers to be responsible for the 

customization means that Epsilon gains economies of scale in their service production the 

interviewees explain. Further the interviewees point out that it becomes very difficult for 

Epsilon to increase the number of service offerings as well as the complexity of the services 

as all the dealers would have to hire someone that can become a specialist on that particular 

service which could be very costly for them.  

  

Supporting the Dealers  
Epsilon provides the dealers with support, for example by providing tools, routines, and 

instructions.  The interviewees point out that a core competence for the company is how to 

support each particular dealer as the required support differs between the dealers and can be 

everything from tools to calculate price or statistics or different types of customer reports. 

One of the problems regarding customization of the service offerings is that the services tend 

to become very personnel demanding for the dealers according to the interviewees. 

Investments will be required, which will increase the risk for the dealer, and Epsilon does not 

have a method for how to share that risk. 
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“We are walking hand in hand with the dealer and are trying to understand… while at the 

same time trying to understand what [services and tools for support] we should develop.” 

 – Manager Support & Marketing 

  

Epsilon is currently investigating how they can support the dealers to take the step into 

consultancy and or other more advanced services the interviewees explain. They further mean 

that this is a learning process and the general agreement seems to be that Epsilon has to take a 

few steps further with the service contracts before they are ready to take on this challenge. 

According to the interviewees, skipping any step will make them loose important learning.  

 

Educating the Dealers  
The interviewees say that Epsilon work with their dealers in order to create value-propositions 

for the final customers as it can be challenging to explain what the value of the service 

offerings are, and what to focus on. However, the final customer usually understands the 

purpose and benefits of the services because they can relate it to their operations. The 

interviewees mean that Epsilon should productify
8
 the services as much as possible so that the 

dealers understand what it is they are selling and are able to explain it to the final customer. 

Further, the dealers have to have deep knowledge and really understand the services and the 

customer’s processes in order to sell it to the final customers. According to the interviewees a 

problem today is that the dealers feel insecure and uncertain about what the services actually 

imply and how to sell them. This uncertainty makes the salesmen hesitant to add-on a service 

if they are finishing a large deal because it will require asking the customer to pay even more, 

and thus risk ruining the affair. KPI (Key Performance Indexes) to enable measurement of 

services sold or certification of the sales force can be ways of increasing sales according to 

the interviewees. Further, they mention that it might be appropriate to implement some kind 

of incentives for the dealers to sell the services. 

 

“They [the dealers] have to feel that they gain something by selling the services, and right 

now they make more money on only selling the products [the goods].” 

– Manager Service Marketing 

 

Another reason for the services not selling so well is that some dealers simply might not be as 

good at selling services as they are at selling goods according to one of the interviewees.  

                                                 
8
 Presenting services in the same manner as goods. 



 

47 

 

4.8 Pricing of Services 

 

“We are a traditional goods company. Our dealers that sell our products [goods] want to 

have the services and tools for free. We are different companies so there is a bit  

negotiation going on.” – VP Services 

 

Today, Epsilon is not earning a lot from the service contracts, and most of the profits stay 

with the dealers. The interviewees point out that Epsilon and the dealer ideally should split 

the cost of delivery, but as the dealer gets the bigger portion when it comes to the invoice 

today, they should have to make the largest investment. Epsilon assists the dealers in pricing 

of the services but explain that they need better pricing mechanisms for sharing both the costs 

and the profits from services. 

 

That the pricing of service agreements is difficult and that new models for pricing are needed 

all interviewees agree on. The pricing of services is today mainly cost plus as there is a much 

bigger risk involved in the production of services than goods. The pricing of services is seen 

as very complex, the interviewees explain, as it is much harder to compare Epsilons service 

offerings to similar offerings from competitors. The efficiency of a good, or a part, can be 

tested in a laboratory to determine which ones is the most price-worthy. The pro and the con 

with services is that they cannot be compared against each other in this simplistic way 

according to one of the interviewees. Further, the most appropriate way of pricing is 

explained to be a combination between cost plus and a “feeling” about how the market values 

the service according to another interviewee.  

 

A problem according to the interviewees is that many of the dealers believe that since they are 

selling the goods for the company, they should get the services for free. Epsilon on the other 

hand has to ensure profitability of the services in order to build a business case. One idea on 

how to solve this is to let the dealers try the services for six months and tell them that they 

will be charged for it after that one of the interviewees suggest.  

 

“In this issue we have to be better and more professional and charge them [the dealers] more 

based on the actual value of the service. Otherwise we will have no incentive to develop and 

produce these services. We cannot close a business case on something we will not get, 

something that cannot be measured.” – VP Services 
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Profits 
In order to make people understand the value of the services the service organization at 

Epsilon tries to ensure that they are actually making a profit from them, and that the money is 

visible in the company according to the interviewees. Today, the profits from services cannot 

be accounted for separately and the revenue from the service contracts is shown as sales of 

spare parts. This is expressed as a main issue by the interviewees since many in the 

organization therefore only perceives them as important because they tie the customer in for 

the duration of the contract, and nothing else. 

  

“Money talks. When we can show that this part is profitable, then people will be more 

interested in it. And I think we have to show the money.”  

– Manager Customer Support & Marketing 

 

“What we will make money from is more satisfied customers and that they buy other things as 

well. But right now we have not been able to show how much we make on services alone, not 

including spare parts.” – Manager Customer Support & Marketing 

 

This also has implications for service development according to one of the interviewees. It is 

hard for the product development team to see what value the services bring as the profit 

cannot be accounted for separately. 

 

“Maybe we will increase the product cost of the good with 10 SEK, but then we make 400 

SEK on the product when we sell the service. These 400 SEK are unfortunately not visible 

anywhere in the company today. We are not there yet.” – Manager Service Marketing 
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5. ANALYSIS 
In this chapter we will identify challenges of service production that a service organization in 

a capital goods manufacturing company face. Firstly, the chapter will start off with a 

categorization of those challenges we found in our empirical data in Chapter 4 based on the 

theoretical framework from Chapter 3. Secondly, these challenges will be analyzed in order 

to see if and how the challenges are impacted when a service partner is used for the provision 

of services. 

 

Challenges of Servitized Companies using External Service Providers 

 

 
Figure 8: Categorization of Challenges 

 

In Figure 8 (which can also be seen in full scale in Appendix D) we categorize the challenges 

we have found through our collection of the empirical data in the right hand column. The 

challenges are categorized under the component of service production where the challenge 

has an impact. During our empirical investigation, we were able to identify a handful of 

challenges that we were not able to find during our literary review, which can be seen in the 

right column in the figure above in italic font. Further, the arrows in front of the challenges 

indicate the ones that become more complicated when a service partner is used in the 
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provision of services. The challenges that are preceded by circles are the challenges for which 

we have not been able to identify any impacts from the use of external service partners. This 

does however not mean that they are not regarded as important and essential to manage for 

successful service production. All the challenges identified by Kowalkowski et al. (2011), as 

challenges of using external service providers, are preceded by a bullet. Further, some 

challenges from the empirical data also proved to impact a different component of service 

production than originally identified in the theoretical framework. These have been relocated 

to the component of service production they influence when external service providers are 

used. It is thus evident that using external service providers has a lot of implications for the 

challenges of service production that a service organization in a servitized manufacturing 

company face. For the remainder of this chapter we will explain the implications of the 

challenges we identified through our empirical data as well as if and how these challenges are 

impacted by the use of external service providers.  

 

In order to analyze how using external service providers affect internal organizational design 

and service development, it becomes natural to start this chapter by explaining and analyzing 

the challenges of providing services through service partners.  Kowalkowski et al. (2011) only 

mentions them briefly in their research and our intention is to explain them further.  Since 

Epsilon does not own the customer interface the challenge of managing customer relations 

becomes a major issue, why we will address it in a separate section right after service 

provision, since it also is also a challenge involving external actors. We will finish the chapter 

by describing and analyzing the implications external service provision has on internal 

organizational design and on service development.  

 

5.1 Challenges of External Provision 

 

Relationship and Competence Risks  
External service provision implies that certain factors related to the sales 

and delivery of services are outside Epsilon’s control. For example, they 

have to handle the risk associated with lack of competence amongst the 

dealers. Epsilons dealers have been selling goods for many years and are 

not always interested in taking the risks and becoming service providers. For Epsilon this 

means that they sometimes have to convince the dealers to sell and deliver the services. For 

some of the dealers the increased risk and requirements for large investments leads to that 
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they consider the services to be a burden. One of the interviewees states that the services are 

not to mess with the dealers, but to increase profits for them both, and that Epsilon need to 

find a way to show them that. Epsilon thus needs to work on empowering the dealers and 

make them feel confident and secure about the services. It is important that the sales force 

have the knowledge required to sell services along with the goods (Neu & Brown, 2005), and 

this is mentioned by the interviewees. Epsilon needs to ensure that the service partners’ 

salesmen both understand the value of the services and have great knowledge about service 

features. At Epsilon they try to encourage the dealers’ salesmen to focus more on the 

customers’ processes and how to increase productivity (de Brentani, 2001) instead of just 

focusing on selling the most expensive good.   

 

Today the dealers tend to prioritize selling goods rather than selling services as they, in the 

short run, make more money from selling goods. It is thus obvious that Epsilon needs tools, 

both for facilitating communication and for organizing how to share the profits, so that it 

becomes clear to the dealers that they indeed can make money from selling services and that it 

even creates a continuous stream of revenue as opposed to the sales of a machine. Just as 

Epsilon has a strong manufacturing culture, the dealers have been selling the goods for many 

years and can also have a strong culture in favor of goods. Increasing service orientation of 

corporate culture is an important aspect for a servitized manufacturing company (Gebauer et 

al., 2010a), and we argue that when using external service providers, as in the case of Epsilon, 

it also becomes important to increase the service orientation of the external providers. One 

way of increasing the awareness of services among the dealers, as suggested by Epsilon, is to 

try to have the dealers talk to each other about the benefits, as it would have a larger impact 

on the dealers. Today they have a goal that a certain percentage of the sales of goods should 

have a service contract included and this is followed up with KPI: s. Also, the interviewees 

mention that they could increase the pressure on the dealers to sell more services, and use 

incentives and rewards. By encouraging the salesmen to sell more services it will eventually 

lead to their mindset changing towards becoming more service oriented, and thus that they 

become better at selling services. 
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Launching Services and Supporting Provision 
Launching services is a main challenge when choosing to use partners for the provision of 

services (Kowalkowski et al., 2011). Epsilon states that services take a very long time to 

introduce to the dealers, much longer than goods. They have a network of hundreds of dealers 

and this implies that they have to manage a wide range of needs when launching their services 

and supporting their dealers. This problem also increases with the width of the service 

portfolio, and the complexity of the services. Epsilon has to educate the dealers on the 

benefits of the services so that they can then inform the final customers and deliver the 

services in the right way. For Epsilon this means that they have to educate their dealers on 

how they in turn should educate the final customer. This can be more complicated and 

challenging than if they were to educate the final customers themselves and will undoubtedly 

add complexity to the production of services. 

 

One interviewee says that they need to create an organization that can help the dealers in the 

delivery, and that it will be their core competence in the service organization at Epsilon. Even 

though the needs of the different dealers probably will be very different, from Epsilons point 

of view, standardized support to the dealers would be preferred as it is more cost efficient. 

Further, by creating a “best practice” for providing support it becomes possible to facilitate 

for organizational learning.  

 

Assisting final customers in understanding the benefits of the service offerings is essential in 

service provision and it is more complex to describe a service than it is to demonstrate the 

usage of a good (de Brentani, 2001).  If the dealer does not understand how services work 

they will not be able to sell and deliver it to the customers in the right way. According to one 

interviewee the final customers usually understand the services since they can relate it to their 

operations, but that the dealer performing the service has to be educated. It thus becomes clear 

that the role of Epsilon becomes to educate the dealer about the functionality of the services, 

and to make sure that they understand it. The final customers, on the other hand, will 

understand how a service work, since it often relates to their operations, but the main issue 

becomes how to inform them about the value of the service as to ensure that they are willing 

to pay for it. Epsilon makes use of visualizations like movies and pictures to educate dealers 

and final customers, and try to involve them in the development of the services in order to 

create a greater understanding. Also, the dealers have to be knowledgeable enough to be able 
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to tweak the service offering and make sure that the customers get the right services for their 

operations since not all customers have the same needs. 

 
Creating Uniform Offerings 

Since Epsilon has hundreds of dealers globally it is nearly impossible for them to assure the 

quality of the services and that they are completely uniform. This is also why key accounts 

are not widely used. These are usually large customers that operate internationally and will 

thus need the services delivered from different dealers on different markets. It is a challenge 

for Epsilon to follow up every dealer to assure that everything is right, that they have the right 

competence, and are performing the service in the proper way. The interviewees at Epsilon 

point out that they have to work on improving the control of the dealers. Reinartz and Ulaga 

(2008) discuss standardized control mechanisms, which can be one way since it would allow 

Epsilon to compare different dealers based on the same terms. 

 

Limited Trust and Reputation as Service Provider 

The interviewees at Epsilon mentions that the dealers can be very protective over their 

customers and their relationships with them, and limited trust among the partners is a 

common challenge (Kowalkowski et al., 2011). When Epsilon's representatives visit the final 

customers’ sites the dealers always come along. This can impact the collection of information 

since Epsilon might end up with filtered customer needs, as communication often goes 

through the dealers. Epsilon is to a large extent dependent on the dealers why this is a 

challenge they have to handle, and this implies that it is important that they work close to the 

dealers to increase the trust. 

  

How a servitized company is perceived by the customers is a challenge mentioned by 

Kindström (2010), and the interviewees at Epsilon agrees to that they are not yet seen as 

being a service provider among the final customers. It thus implies that in order to increase 

their reputation as a service provider it is become necessary for Epsilon to convince the 

customers that they are equally proficient in producing services as they are in producing 

goods, which is made more complicated by the use of service partners. This makes it 

important for Epsilon to work together with dealers they trust and that they have proper 

measures of quality control installed so that they will not risk their reputation. However, as 

the dealers have been supplying Epsilons goods for several years they should too have the 

best interest of the brand in mind. Further, service provision is new for the dealers as well 
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which means that they too have to convince the customers about their ability of providing 

services. For Epsilon this means that they have to work on convincing the final customers 

about their own ability as a service provider, but also have the ability to support the dealers in 

doing the same thing. 

 

Pricing and Sharing of Profits 
A challenge for Epsilon is concerned with pricing of services and is considered very complex 

(Reinartz & Ulaga, 2008; Kindström, 2010). Today pricing at Epsilon is based around the 

costs, and not so much of the value for the customers. At the same time they still consider it 

important to have prices which are in accordance to the market levels since service offerings 

cannot be compared very easily. The general agreement amongst the interviewees is that new 

models for pricing are required. The most appropriate way of pricing services might be a 

combination between cost plus and market price according to one of the interviewees. Epsilon 

discuss that services should be priced from a mindset where the “feeling” is important and 

prices are set from what the market is willing to pay, which can be associated with what 

Antonacopoulou and Konstantinou (2008) describe as customer-focused. Thus, in order to 

price the services correctly there has to be extremely good communication with the final 

customers regarding the perceived value of a service and the customers’ willingness to pay. In 

a company with external provision his becomes an issue for the partners since they have the 

contact with the final customers. However, it is important not to completely lose focus on the 

costs and using partners for the provision of services mean that two cost structures have to be 

considered. For Epsilon this means that their own cost structure as well as the cost structure of 

the dealers has to be considered in order to price services correctly.  

 

Further, how to split the revenues from services when using external providers can also be 

complex, and this factor we will add to Kowalkowski et al.’s (2011) list of challenges. We 

argue that this can become complex since using partners for service provision means that the 

revenues from the sales of services has to be accounted for separately and then be split up 

among the partners. This appeared as a major challenge for Epsilon today. The dealers have 

been selling the goods for many years and some of them therefore expect to get the services 

for free. For Epsilon this is of course not sustainable since they cannot close a business case 

on something they are not making money on. However, the interviewees discuss that the actor 

that does the largest investments takes on the most risk, and should thus get the larger portion 

of the revenues. Assumed that Epsilon will continue offering standardized services and the 
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dealers will continue to be responsible for the customization, when the service offerings gets 

more complex larger investments will be needed from the dealers, and they should thus get 

the larger part of the revenues. However, the way revenues are split has to be dynamic and 

changed when the complexity of the service offerings change. We therefore argue that the 

complexity of the customization should impact on how the revenues ought to be split. 

 
Managing Complex Services 

Managing and offering complex services is hard as it requires a lot of resources and 

knowledge about the customers’ processes. However, by using external service provision and 

offering standardized services, for Epsilon this challenge mainly concerns how to support the 

dealers and make sure they have the right competences. In order to understand the support 

needed it is essential that Epsilon has close communication with the dealers, and 

Antonacopoulou and Konstantinou (2008) describe this as creating mechanisms and channels 

of communication between actors. Assigning service partners to perform the customization of 

the service offering can be complex (Kowalkowski et al., 2011), since the more complex the 

services get, the more resources are needed and the larger investments the dealers have to 

make to provide the services. More advanced service offerings might also require the dealers 

to hire more people with specialist knowledge, which implies that the complexity of the 

service portfolio also becomes dependent on the dealers knowledge and willingness to invest. 

One of the issues becomes who should take the risk for hiring more personnel and how to 

organize to allow for flexible employment agreements. As the risk increases, so does the 

vulnerability for the dealers as they have to expand their operations, which implies that they 

might suffer when times are hard. It is a challenge for Epsilon to convince the dealers about 

taking that risk, and it becomes important for them to understand how they can support the 

dealers in taking this step. Today Epsilon is investigating how the service offerings to the 

final customers can be made more complex but the general agreement is that they are not 

ready just yet but that it is a learning process. Further, to take this step Epsilon needs a close 

collaboration with the dealers since they are the ones with the best knowledge about the 

customers’ processes. This does not mean that Epsilon themselves want to increase the 

complexity of their service offerings, as it then would be harder to be cost efficient, but rather 

how they should support the dealers to do this. 
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Customization of Offerings 
Epsilon provides the dealers with standardized services that are designed to suit all customers 

on all markets. It is then up to the dealers to customize the offerings to better fit the final 

customers. Standardization of services is beneficial as it allows for economies of scale, and 

cost efficient service delivery, while customization is something that is required for delivering 

solutions that the individual customer values (Oliva & Kallenberg, 2003). Epsilon has created 

a service platform that is flexible in the sense that the services can be customized by the 

dealers in any way they see fit for the customer, Epsilon can themselves just deliver 

standardized services to them. This means that Epsilon lessens the need to be fully involved 

in the customers’ processes, as the responsibility for knowledge instead lies on the dealers.  

 

Figure 9 shows that by using service providers Epsilon (E in the figure) are able to 

standardize their service offerings, and gain the benefits of economies of scale without having 

to bear all the increased costs from the customization themselves. By having the dealers do 

customization of the service offerings Epsilon can assure that the services provided to the 

final customers (C in the figure) are matching local needs and preferences to a higher degree, 

while sharing the risks and costs.  

 

 

Figure 9: Continuum of Standardization and Customization 

 

Visualization of External Service Provision 
The above challenges shows that by using service partners for the provision of services a gap 

is created between the internal and the external parts of service production, as shown in 

Figure 10 below. Epsilon is facing many of the challenges that have been identified in 

previous research, and that we have covered above, and much of the challenges are dependent 

on how they are handling this gap. Since they use dealers for service provision Epsilon can 

offer standardized offerings while the final customer will receive customized solutions. Much 

of the risk and responsibility of customization is handed over to the dealers, while Epsilon 

themselves can take advantage of economies of scale. However, today Epsilon is trying to 

work with the dealers to share the risk, but also the profits, which are still very challenging. In 

order to facilitate for external service provision Epsilon has to spend both time and money to 

convince and educate the dealers, as well as providing them with the proper tools and 
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information for successful sales and delivery. It is also important that they work close to the 

dealers in order to improve the trust, to increase the service orientation of the dealers, and to 

make use of control mechanisms to ensure cohesive service quality. Feedback has to flow 

from the dealers to the internal organization and since this is perceived to be a critical matter 

we will discuss it separately in the following section. The flows of information are indicated 

in Figure 10 by the arrows in the gap between the internal and external parts of service 

production. A structured and standardized method for how the flow of information should be 

organized would lessen the gap between the internal and external organization and help to 

create a foundation for successful service provision.    

 

Figure 10: Visualization of the Gap between the Internal and External Organization 

 

 

  



 

58 

 

5.2 Challenges of Customer Relations 

Increased customer interactions and strong customer relationships are 

considered the core in a servitized company since the relationships are 

not only transactional anymore, but service provision requires 

continuous interaction during the lifetime of the service with the 

customer (Tuli et al., 2007). The challenge that Epsilon does not own 

the customer interface is explicitly mentioned by the interviewees, and 

they regard it as one of the main problems they have with external service provision. The 

dealers have most of the contact with the customers and can sometimes even be protective 

over the relationships, which means that how to handle this is a large challenge for Epsilon. 

The relationship between the dealer and the customers is visualized in Figure 11 below. 

 

 

Figure 11: Visualization of the Supplier- Dealer-Customer-Interface  

(Extension of Martinez et al.'s (2010, p. 451) Supplier-Customer Interface) 

 

Epsilon’s level of servitization best matches the third option in the model, customization of 

product and service. Since they use their dealers to sell and deliver (and customize) the 

services, they are handing over the responsibility of the services after the manufacturing stage 

on the horizontal axis. This implies that the dealers are responsible for the existing steps; 

delivery, usage, and support. Much of the natural points of contact are thus held by the 

dealers, which is indicated by the area inside the bracket in Figure 11. Using a service partner 

implies that the relationship with the final customer is dependent on the performance of 

someone else. Therefore, how the service partner performs will affect the closeness of the 

relationship Epsilon has with the customer. Hax and Wilde (1999) express that the contact a 

supplier has with their customers, the “bonding relationship” is important if a company is to 

have the abilities to anticipate future needs. Since Epsilon state that their way of providing 
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services will probably never change, a major challenge for them thus becomes to assure how 

they can be close to the customers, and create this important bonding. Fischer et al. (2010) 

discuss that the complexity of the service offered will impact the preferred intensity of the 

customer relationship. Therefore, we argue that Epsilon does not have the same need for 

customer involvement in service production as they would if they were to offer more complex 

service offerings. However, customer relations are still very important for Epsilon since it is 

essential for service development. Customer demands drive the development of existing and 

new offers and it is still important that customers are involved in the development process.  

 

Epsilon states that an issue they have to solve is to figure out what the customers want and 

how to get it to them. Further, they say that they have the knowledge within the organization, 

but that the knowledge is fragmented and too far away from the back office.  This implies that 

to enable a “bonding relationship” with the customers and allow for the information to flow 

back in the organization Epsilon should work together with the dealers to arrange for a 

method for how this should be done.  

 

 

Figure 12: Visualization of flow of information between Final Customer and Service Organization 
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Figure 12 shows the flow of information to and from the final customers in service 

production. However, Epsilon states that the dealers are protective over the interface with the 

final customers. Since the information in most cases has to flow through the dealers before 

reaching back office there is a high probability that things are lost along the way, and for 

successful service production information needs to flow between all three actors (Epsilon, the 

dealers, and the final customers). Epsilon thus has to ensure that they create a method for 

obtaining the important information from the final customers, as it is easily lost and or filtered 

along the way. It is important that both internal design and development is provided with 

information and this is shown by the arrows going from Final Customers to Design and 

Development in Figure 12. By having good methods for communication with the dealers, and 

thus minimizing the gap between the internal and external parts of service production Epsilon 

should be able to reach a higher level of interaction and communication with the final 

customers. 

 

All of the above are challenges involving external actors that the use of service partners 

brings to an organization. However, many of these challenges impact internal matters in the 

organization and we will therefore continue by analyzing how they affect challenges of 

internal organizational design and service development.   

 

5.3 Challenges of Internal Organizational Design 

 
Service Culture  

Increasing the service orientation of the organizational culture is 

difficult, but the service organization is working hard to broadcast 

themselves in the organization which is important according to Gebauer 

et al. (2010a). The general opinion of the interviewees is that it is 

important that increasing the service orientation is allowed to take time, and that a first step is 

for the service organization to be more visible in the company. The service organization needs 

to collaborate with and talk the language of the goods organization in order to decrease 

resistance against services in the organization. This means that the service organization has to 

manage both the goods- and service which is very complex as things are done and 

communicated differently.  

 



 

61 

 

The challenge of improving the service culture is made even more complex due to the 

external service provision. The facts that the dealers keep the larger portion of the invoice, 

and as the amount of service contracts or spare parts sold weekly are not communicated 

internally causes issues. Further, and more important, Epsilon cannot separately account for 

the profits from services why this information cannot be used to communicate the value of 

services to the rest of the organization and thus decrease the internal resistance against 

services. It is therefore very important for them to create methods for visualizing the revenue 

stemming from services and that they create adequate mechanisms for sharing revenue with 

the dealers, which is considered essential by Reinartz and Ulaga (2008). If the service 

organization could show that they are actually making a profit and how much they are selling 

the service organization would get more attention in the company. For Epsilon the fact that 

they have external service provision where the dealers get the larger portion of the invoice, in 

combination with their inability to show profits from services, makes increasing the service 

orientation of corporate culture very complex.  

 

Management Values 
The service organization in a manufacturing company has to make sure that top management 

understand the value of services (Shah et al., 2006). Today, at Epsilon, management signals 

that they do value services and support the service organization by creating high goals and re-

organizing the organization to put more focus on services. However, the interviewees 

perceive the communication from management could be more consistent and that resource 

allocation would be more in parity of the goods organizations. Further, management behavior 

and the service orientation of the corporate culture will influence employee behavior 

(Gebauer et al., 2009) which can explain the lack of awareness and support for the service 

organization by employees in the company. This means that it is essential that management is 

consistent and show that they support the service strategy in order to increase the service 

orientation. At Epsilon, the service orientation of management values does not seem to be 

influenced of the use of external service providers but is rather an internal issue.  

 
Structure of Service Organization  

The interviewees at Epsilon see separation of organizational functions as ideal for the place 

where they are today. A main issue for the service organization is how to nurture a service 

mindset and promote service culture within the manufacturing organization. By separating the 

goods- and service organization it is believed that the service organization gets the chance to 

focus on their own issues without being influenced by issues mainly concerning the product 
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organization. The service organization may benefit from being integrated with the product 

organization in the future but this should not happen until the service organization has grown 

considerably in size and is more of an equal to the goods-organization according to the 

interviewees. For Epsilon, the choice of organizational structure is rather a result of the 

relative size of the service organization in relation to the goods organization rather than on the 

type of service strategy pursued as suggested by Gebauer et al. (2010a,b). Since the service 

organization cannot account for the profits made from services, it will be difficult to change 

the service orientation of the corporate culture. As an increase in service orientation is what is 

believed to be needed in order to integrate the goods- and service organizations, it can be 

argued that the ability to separately account profits has an impact in the organizational 

structure at least in the short run. Not until good tools for visualizing the revenues are put in 

place, and the service organization can show results, will they be able to integrate the service 

organization and the product organization. In the long run, the company would benefit from 

integration as it will enable better integration of the goods and services and thus the creation 

of better offerings.  

 

5.4 Challenges of Service Development 

 

Market Sensing 
Market sensing means careful scanning of both the internal and 

external environment. How Epsilon sense the market is crucial as they 

say that service development has to be driven from customer demands. 

At Epsilon it is challenging to incorporate customer demands in service 

offerings, as it is harder to gather feedback on the delivery of a service offering than for 

gathering feedback on the functionality of a good. Since machines can be used and tested 

physically it is much easier to compare different types, but service offerings are hard to 

evaluate and compare for the consumer. This is further complicated by their external service 

provision, and them not owning the customer interface. Further, the gathering of customer 

information and the fact that it might be filtered by the dealers also affects this. Finally, 

Epsilon has a network with hundreds of dealers which further complicate market sensing as 

the amount of information easily gets unmanageable.  

 

It is important to sense all actors involved in the service operations (Matthyssens et al., 2006), 

while Epsilon try to work close to both their dealers and customers. It is important to make 
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sure that both the dealer and the final customer can be involved in the market sensing phase in 

order to avoid distorted information to impact the service development. If all actors are 

involved it will create a greater understanding for the services, thus decreasing the need for 

explaining or convincing the dealers and the customer when the service is developed and 

ready to be launched.  

 

New Service Innovation 
The concepts of exploitation and exploration are described as two ways to develop a service 

business (Fischer et al., 2010), and all interviewees agree that they have to be involved in 

both, but that they are not really there yet. Epsilon’s vision is to be able to both develop their 

existing service portfolio as well as focusing on new service innovation and think more long-

term. As of today, most of Epsilons activities concerning developing the service business 

regard exploitation activities, and are for example work on improving the support and ways of 

delivery to the dealers, which they are trying to standardize as much as possible. Also 

included in exploitation is the process for service development, which they are working on 

right now in order to provide for more efficient service development in the future.  

 

The interviewees describe the company as being in a comfort zone and that exploitation 

activities will always be easier, due to the knowledge and information already available to 

them. It is less complicated for Epsilon to use the features they already have on the goods, for 

example IT- systems and tools, instead of developing new ones which takes a lot of time and 

resources. Another reason why exploration activities are not prioritized can be found by 

looking at the financial prerequisite that the service function has. They are allocated around 

one percentage of the total development budget which implies that they have limited financial 

ability to develop new service offerings. As it is more expensive develop services based on 

completely new technology it is easier for Epsilon to mainly do exploitative activities. One 

interviewee also mentions that the requests from the customers, and that they expect existing 

services to be developed and improved continuously, means that this naturally becomes their 

area of focus. Compared to goods, the interviewee explain, that services in general are 

expected to be improved in a faster pace which also requires the speed of feedback to be 

faster. This means that customer relations and communication with dealers have to be handled 

properly. These circumstances, along with the fact that they are having trouble receiving fast 

and proper feedback from the dealers and customers, can be an explanation to why they are 

mostly focused on exploitation activities. 



 

64 

 

Further, to be involved in more exploratory activities, a great deal of knowledge about, and 

collaboration with, the customers are required. This is more complicated at Epsilon due to 

their external service provision. However, as mentioned, a standardized method for 

communicating with customers and dealers can enable this. Today Epsilon do not have a 

standardized method for how customers and dealers are to be involved in service 

development, even though the intention is to always involve them. However, Epsilon’s 

service development process is an attempt to integrate the customers and dealers. As shown in 

Figure 12 on page 59 it means that collaboration has to work smoothly between the three 

parts, and there has to exist standardized methods and channels for information.  

 

The Service Development Process 
There is a formal service development process at Epsilon today, and it is influenced by the 

product development process. The service organization has not had the capacity to develop 

their own specific processes, measurements, and tools and therefore it is based on frames 

from product development. This has enabled them to make use of synergies but the 

interviewees do point out that it is important that service development processes has to be 

even more adapted to the specific needs of service development. Developing services is 

different since it cannot have the same clear and explicit guidelines, like size and weight, as 

product development usually has. The interviewees say that creating standardized process that 

is customized to the needs of service development will enable for more efficient and less time 

consuming service development. Thus by standardizing the process the organization will be 

better prepared at handling the risks involved with service development as certain issues can 

be anticipated more easily. Further, a standardized process will also make it possible for 

Epsilon to increase the focus on exploration activities as they will have a foundation to build 

on, and because the process makes it easier for them to study the customers’ processes in 

detail. 

  

Having a standardized process for service development and a method for involving both 

customers and dealers would benefit the launch of services, as all three actors (Epsilon, the 

dealer, and the final customer) would be involved throughout the entire process. This means 

that all actors have the possibility to influence development and becomes aware of the 

benefits and value of the services. This in turn would lessen the time Epsilon has to spend 

convincing and educating the dealers and customers.  
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The design of the service development process is very important in order to ensure efficient 

service development. Using external service providers does not influence the challenge of 

creating an adequate development process, but is an internal issue for Epsilon. However, it 

does affect the actual design of the process since it has to be designed to facilitate close 

collaboration between three actors. 

 

Cooperation between Product- and Service Development 
Service development in a manufacturing company can be very complex as it is dependent on 

collaboration between actors. Even though the goods- and service organization should be 

structurally separated in order to allow for the creation of separate identities, a relationship 

between them is necessary for successful development of services. For the service 

organization at Epsilon, collaboration with product development is essential as they are 

dependent on them to incorporate and develop for example IT- systems and processes in the 

goods to deliver the services. As the two processes are hard to coordinate, this is also an 

obstacle for exploration activities. The faster service development is slowed down by the lack 

of collaboration and communication with product development, which makes it difficult to 

develop new services. Today, product- and service development takes place sequentially, and 

the service organization thus have to wait on product development in order to know what 

features will be installed and thus what services they will be able to provide. The interviewees 

explain that this is not ideal and that a more parallel approach would be to prefer. This is not a 

challenge affected by using external service providers but is rather something that has to be 

dealt with internally.  
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6. DISCUSSION 

6.1 Conclusions  

The aim of this thesis was to identify and categorize challenges of service production for a 

service organization in a servitized capital goods manufacturing company. Further, we 

analyzed how the use of external service providers impacts these challenges. We have found 

that the choice of having service provision performed externally intrinsically implies several 

challenges for the service organization to overcome and manage, but also that some of the 

challenges associated with both service development and internal organizational design 

increase as well. The challenges a service organization in a servitized capital goods 

manufacturing company face in their service production, and how the use of external service 

providers impact these challenges can be seen below. The bullets indicate challenges of using 

external service providers as identified in previous research by Kowalkowski et al. (2011), the 

arrows indicate challenges that increase when using external service providers, and the circles 

indicate challenges for which we have not been able to identify any impacts from the use of 

external service partners.  

 

By having external service provision certain factors related to 

the sales and delivery of services are outside the control of the 

manufacturing company, and this creates a gap between internal 

and external parts of service production. In particular, using 

service partners for the provision of services means that a 

servitized capital goods manufacturing company does not own 

the important customer interface. Instead, the external service 

providers have the natural points of contact with the final 

customers, which mean that it is essential for the manufacturing 

company to find ways to assure communication with the final 

customers. The manufacturing company has to ensure access to 

important customer feedback and enable for the information to 

reach back office with as little distortion as possible, which is 

challenging when the information flows a long way through multiple actors. Standardized 

mechanisms and channels for the flow of information between and within the manufacturing 

company, the service providers, and the final customers are thus important for service 

production, and if it is managed well it will decrease the gap between the internal and external 
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parts of service production. Not owning the customer interface primarily impacts several 

challenges of service development.  

 

Another challenge facing a servitized manufacturing company regards how to manage 

customization of service offerings to fit unique needs of the final customers, but by using 

external service provision and having the providers perform the customization, this challenge 

is shifted to the providers. The challenge for the manufacturing company instead regards 

providing necessary support to the dealers. When launching services, providing appropriate 

support and educating the dealers becomes essential to ensure proper sales and delivery of 

services. The service providers have to be educated about the benefits of the services in order 

to be able to sell them to the final customers. The final customers usually understand the 

benefits of the services, but rather have to be educated in order to ensure that they understand 

the value, which in turn will impact their willingness to pay for the services. Standardized 

control mechanisms to ensure uniformity and quality of the service offerings are important to 

ensure proper delivery when using external service providers.  

 

By using external service providers a manufacturing company can ensure economies of scale 

in their provision of services and thus reduce costs. However, this implies that the costs as 

well as the revenues from services are split with the providers, and it thus becomes essential 

for the manufacturing company to implement methods for sharing profits with the service 

providers. Further, the manufacturing company also has to find ways to account for the 

revenues from services internally. Not being able to show the financial results from services 

makes it very difficult to communicate the importance of the service organization and the 

service offerings in the capital goods manufacturing company. Further, this will make it 

difficult to increase the service orientation of corporate culture. The inability to separate 

profits from services thus affects several challenges of internal organizational design.  

 

This study also shows that some challenges in service development and internal 

organizational design are not affected by having external service provision, but they are still 

essential to manage in order to ensure efficient service production. These challenges mainly 

regard the relationship between the goods- and service organizations and how goods- and 

service development are integrated. It is thus clear that a service organization in a servitized 

capital goods manufacturing company using external service providers has to manage several 

complex challenges both internally as well as externally. 
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6.2 Limitations and Propositions for Future Research 

This study is an initial attempt to investigate challenges a service organization in a servitized 

manufacturing company using service providers face, and it is up to others to test the 

propositions through further empirical inquiries. First, the study has only investigated one 

side of a relationship between three actors and thus has certain limitations. Additional insights 

that could either confirm or modify our findings can be acquired from collecting primary data 

from dealers and final customers. Further, some factors are specific for the case company we 

chose, like the fact that they cannot separately account the revenues stemming from services 

or the fact that they have chosen to only offer standardized service offerings and allowing the 

dealers to do the customization. These are company specific issues that create challenges that 

might only be valid for companies during similar contingencies. Second, it could be valuable 

to investigate if the challenges differ for companies offering services with a varying degree of 

complexity through external providers. Third, as this study does not measure the success of 

the case company a possible study can thus be one where all three organizational 

arrangements described by Kowalkowski et al. (2011) is compared and analyzed based on 

their results. Fourth, and last, as we only conducted interviews with a single case company it 

can also be of interest to do a cross-sectional study in order to gain further understanding of 

this particular organizational arrangement.  
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APPENDIX 

Appendix A: Collection of Concepts Related to Servitization 

 

Concept Used Author Description 

Servitization Vandermerwe 

and Rada 

(1988) 
  
Martinez et al. 

(2010) 
  

 
Baines et al. 

(2009) 

“increasingly offering fuller market packages or 

“bundles” of customer-focussed combinations of goods, 

services, support, self-service, and knowledge.” 
 
“servitization is defined as the journey or 

transformation process whereby an organisation 

enables its product-service offerings.” 
 
“Servitization is the innovation of an organisations 

capabilities and processes to better create mutual value 

through a shift from selling product to selling PSS.” 

Product Service 

Systems (PSS) 
Tukker and 

Tischner 

(2006) 
  

  

 

 
Baines et al.  

(2009) 
  
 Baines et al. 

(2007) 

”Product-service systems (PSS) are a specific type of 

value proposition that a business (network) offers to (or 

co-produces with) its clients. PSS ‘consists of a mix of 

tangible products and intangible services designed and 

combined so that they jointly are capable of fulfilling 

final customer needs’” 
  
“A PSS can be thought of as a market proposition that 

extends the traditional functionality of a product by 

incorporating additional services” 
  
“A PSS is a special case in servitization, which values 

asset performance or utilization rather than ownership, 

and achieves differentiation through the integration of 

product and services that provide value in use to the 

customer.” 

Product Service Mathieu 

(2001) 
“Product services support the supplier’s product in 

such ways as physical distribution, after-sale service, or 

technical assistance.” 

Service as a 

Product 
Mathieu 

(2001) 
“a type of service which is independent from the 

company’s goods, meaning that a client may experience 

the company’s service without consuming its goods.” 

Goods-service 

Transition 
Kowalkowski 

(2008) 
“companies increasingly turn to the provision of 

industrial services in order to achieve competitive 

advantage” 

  



 

 

Appendix B: The Interview Guide 

 

Serviceerbjudanden 

 Typ av tjänster? 

 Helhetslösningar? 

 Bredd på tjänsteportföljen? 

 Efterfrågan?  

Customer Relations  

 Ökat kundfokus, hur? 

 Extern organisationsstruktur (Kontaktpunkter, Informationsbyte) 

 Skillnad mot produktorganisation? 

 Segmentering av kunder? 

Internal Organizational Structure 

 Intern organisationsstruktur - Hur ser serviceorganisationen ut? 

 Integration av varor och tjänster?  

 Kommunikation?  

 Svårigheter? 

 Synergier? Samarbeten? 

Service Culture vs. Goods Culture 

 Service culture in a manufacturing company - Hur hanteras detta? 

 Svårigheter? 

Personnel Recruitment and Training 

 Hur säkerställs att rätt kompetens finns i serviceorganisationen? 

Service Innovation 

 Customization vs standardization - Hur balanseras detta? Industrialisering av 

tjänsteerbjudanden till en större skala? 

 Innovation vs. effektivisering av existerande erbjudanden - Hur balanseras detta? 

 Samarbete och synergier med produktutveckling? 

 Skillnader mot produktutveckling? 

 Hur involveras kunder? 

 

  



 

 

Appendix C: The Process of Reaching the Aim of the Thesis 

 

 

 

 



 

 

Appendix D: Categorization of Challenges from Chapter 5 

 

 

 

 


