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Services enjoy higher margins and
improved cash generation. Why?

New products
• More competition
• Fight for price  lower margin

Service
• «Lock in» effect

Value in most of product-driven businesses
comes from services.
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Service
3 P’s
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What the best in the pack to do 
win

• Customer/service-oriented culture
• Clearly defined strategy
• Value services for the sake of service
• Adapt business models
• Collaborate with customers and partners
• Know their customers and the installed base
• Creativity and ‘eyes wide open’
• Leadership seen on ‘shop-floor’ spreading the message 

(and enforcing the culture 

 Service innovation is all about make them 
feel you’re great

24.12.2013 Lernkartei Folie 5

SI
TE01:
Introduction



What you must know before you
can innovate in service?
You have to know…
• Know your past
• Know your capacities and where to acquire

new one
• Know your market
• Know your customer(s  and their markets
• Know your people
• Know your culture

 You can then innovate in service
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What you must know before you
can innovate in service?
Service Alliance

• Service Alliance – we need to managing 
the four key service enablers
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What kills service innovation?
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Doblin’s Model of Innovation
Circle
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Doblin’s Model of Innovation
Process Steps
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Schlesinger and Heskett’s model
Employees are not disposable
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Culture



Manufacturing vs. Service
Differences according literature
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Mathieu’s 3x3 Matrix
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Mathieu’s 3x3 Matrix
Move

• Moving into the bottom right hand
corner can create major market benefits
– Improved services
– Improved customer satisfaction

• Improve sales volumes and margins

• Change  in behaviour to a more service
orientated approach has risks

• Increasing the service specificity has
political risks (as much of the
organisation will be against the new
focus

• Both changes have real financial costs
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«Servitization»
by Vandermerwe and Rada
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Where is the know-how in the
service organisation?
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Polanyi model of knowledge
creation

24.12.2013 Lernkartei Folie 18

SI
TE02:
Understandig
Culture



Knowledge-‐intensive business service models 
and sharing of know-how is complex and hard 
to achieve successfully
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Setting up a know-how exchange
network
Benefits

• Faster innovation

• Faster/more duplication

• Reduced risks
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Setting up a know-how exchange
network
Barriers

• The (KIBS  broker(s  must be accepted by
both (all  parties

• The cost of a full--‐time person to coordinate
is high (salary plus  travel

• Additional costs for creating know--‐how
system (for operations and sales

• Local service staff must experience work in 
other locations
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Life cycles for
engineered products



Life Cycle of engineered products
Generic view
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Life-Cycle
Car
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When are the services typicalle
consumed during the life of the
equipment
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Service Mix
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Calculating the value of a break-
down

• HV motor service for dumper truck. What are the 
value drivers?

• Copper price is a major driver
• In 2011 every tonne of copper was worth 8k USD
• Each truck can carry 300 tonnes or ore
• Ore yields typically 3%, each truck can make a 

round trip in 2 hours, average time to repair 3 
days

• Lost production (back of envelope 
– 8,000 x 300 x 3% x 3 x 24÷2 = 2.6M USD

24÷2 = Number of round trips per day
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Power-by-the-hour as a tool to 
align drivers in aerospace
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What value for spares?

• Understanding how to create a price 
based on customer value. 

• Spares parts are normally sold with a mark‐up of 
100-250%

• OEMs typical use a price list
• Owners/operators normally negotiate discount to 

the list price when buying the equipment
•
•  What is the value of one spare part needed to 

complete the inspection? (Assumption here is the 
owner does not have the item on stock 

24.12.2013 Lernkartei Folie 29

SI
TE03



SI TE04:
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Why are hidden needs so 
important?

• Hidden needs go beyond normal service
improvements

• There is the opportunity to discover new
markets – or to disrupt the existing

• It improves alignment of business drivers
between the owner/operator and the service
provider

• Always consider ‘outcomes’ with service
innovation
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Ulwick’s universal job map

• A job map provides the structure needed to
ensure all customer needs are captured
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Capturing customer inputs
according to Ulwick

• ‘Innovation demands more than just the voice of the
customer’, Ulwick 2005 

• What 3 issue plague the requirements gathering
process? 
– lack  of standard definitions
– Perception of company ability to obtain good customer

input
– Too much effort placed on how to capture data rather than

collecting the right information

 We need to ask questions that allow us to
learn about their business and how they
consume services (and use theequipment
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Developing a outcome-driven 
questioning system
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The opportunity algorithm

• This is a simple calculation based on the
outcome driven statements of needs
– Opportunity = Importance + MAX(Importance-

Satisfaction, 0   
Importance and Satisfaction 0--‐10 score
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Segmentation
Conventional

• By market: O G, Power, Marine, Petrochem, Paper 
etc

• By region: EMEA, Asia, BRIC etc
• By geography: Switzerland, Florida, Shanghai, etc
• By equipment: Gas turbine, gas engine, HV motor, 

etc
• By opera=onal mode: peaking, two--‐shiving, base--

load
• By fuel type: electricity, coal, gas, etc --‐ By OEM: 

Siemens, ABB, Alstom, GE etc
• By Owner type: IPP, state owned, private etc
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Segmentation
Outcome-driven

The outcome-driven segmentation process allows us to
discover: 
• Unique opportunities in mature markets
• Demanding customer segments that would be willing to

pay more for more elaborate solutions
• Segments that are unattractive and should not be

targeted
• Over--‐served segments that could be attractive for

disruptive innovation
• The best way to enter an existing segment as a new

player
• Segments that have high growth potential
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N.I.H.
Not Invented Here
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Positioning Services
6 important questions

1. Why does the message oven fail to ‘sell’ the
true value? 

2. What is needed for an effective messaging
strategy? 

3. What message will be most effective? 
4. Should the message be emotional or

functional? 
5. Can the sales force sell it from day 1? 
6. What is the advantage of an outcome–

based brand? 
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processes



Darwin
Quote

• “It is not the strongest of the species that 
survive, nor the most intelligent, but the 
ones most responsive to change.”
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The 6 innovation myths uncovered by Doblin
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Myth  Reason why it’s a myth 

1: Innovation comes from 
being creative... 

Creativity = Ideas, but
Innovation = Ideas + Action (put them into practice) 

2: Innovation is about 
creating a hot new 
product... 

New products are swiftly copied and rarely enjoy sustained profits. 
Virtually everything can be copied successfully. This has always been 
the case and always will be, it is just getting easier every day 

3: Senior executives should 
stay away from geniuses at 
work... 

Leaders should work to build inspired and inspiring innovation
intent. Innovation teams then are free to develop within the 
constraints set. 

4: Financial analytics are 
paramount… 

The future cash‐flow is only a guess based on today’s assumptions. 
 What base‐line should you measure from? / How accurate 

are Sales in forecasting Order Intake for 12 months?	
5: Seek reliable concepts to 
ensure success in the 
marketplace 

Reliability often produces predictable, not compelling, experiences � 
This creates more of same, just slightly better. 
It is important to improve existing products and services 
It is really key to improve customer‐outcomes 

6: An innovation ‘stage‐
gate’ process is vital... 

The stage‐gate creates an allure of consistency and predictability. It 
is slow and cumbersome and suited to some types of product 
development. 

 



Doblin Model of innovation
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Doblin Model of innovation
Adaptation

• Because business and the world have evolved over 
time, the model was changed a bit. Finance and 
processes now are combined as “Configuration”. 
Also new is that “Service” is added to “Delivery” 
and renamed to “Experience”. This shift was 
necessary because it’s all about customer 
experience, what a customer wants.
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Chesbrough’s input to the service 
innovation process
• Chesbrough’s (open  

services value chain is very 
different to that of Porter. 
Porters traditional value 
chain is about better 
products, lower costs and 
higher margins. The center
of activity of the Services 
value chain is the customer 
experience.

• The value chain highlights:
– Inputs, outputs and the 

process
– Expects a two way 

relationship with customers 
and suppliers
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The service innovation process 
(Ulwick

• High-level view
• Using outcome-based approach as this 

leads to sustainable advantage
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Defending
products with
service



High-level range of services for
engineered products offered by
many OEMs (Bain, 2010 
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Which services did they use/not use when we
look at the specific upgrade? Are 
there more we could use in the future?

24.12.2013 Lernkartei Folie 49

SI
TE06



The service stair case
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Changing the
business model



Business model innovation is
something that can be managed, 
structured into a process and used
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Business Model Canvas
Customer Segments
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Business Model Canvas
Value propositions
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Business Model Canvas
Channels
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Business Model Canvas
Customer Relationships
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Business Model Canvas
Revenue Streams
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Business Model Canvas
Key resources
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Business Model Canvas
Key activities
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Business Model Canvas
Key partners
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Business Model Canvas
Cost structure
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Collecting ideas



Tools, uses and limitations
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Minimum numbers
some general guidelines

• The very minimum amount of data is 40 returns
– 40 surveys,40 focus groups, 40 interviews, etc

• It may be a mix of some or all
• Quantity here is important to make the date

meaningful
– Over 200 returns would be better as this means there

is good data in each segment (and sub segment) 
• Many people with ideas are unwilling to share

them
• Some great ideas come from problems

– Often on the edge rather than the ‘average’ 
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Who has the ideas when it comes
to service innovation

• Everyone with a direct contact with the customer has
valuable feedback that can become valuable ideas for service
innovation

• Everyone who is involved in creating/delivering the 
service/solution to the customer 

• Your customers and your target segment(s) 
• Your suppliers and ‘want-to-be’ suppliers 

• The team must be trained, empowered, feel valued before they
will hand-over their ideas for service innovation

• Always give feedback to those who provided ideas
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What to collect and what not to
collect from customers
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Customers
Customers as a key stakeholder in idea generation –
they use the equipment for many years
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When collecting customer data do 
not trust sales to provide reliable
input
• Sales are not viewed as neutral by the

customer
– Use a facilitator

• Sales will tend to focus on ‘features’ and price
– This helps them close the next deal rather than

innovate
• Remember you have others who have

experience points with customers
– Their input may be more reliable than sales
– They may have a more contact points with the

customer
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Some things to remember with a 
highly visual approach

1. Planning is key to know what to use and
when

2. Visualize the content as much as possible
3. Capture the big picture rather than the detail
4. Visualize the relationships
5. Collective assumptions
6. Ensure that the language is shared by all 
7. Joint understanding
8. Trigger ideas
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Alignment of
driverss



Servitizatin continuum –a view of
the customer’s supplier interface
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Customized front-end organization
with standardized back-end 
(Chesbrough)
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How can Chesbrough’s model help
with services to align service
provider and customer benefits?
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Service blueprint
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SI TE10:
Creating the right
process for service
innovation



What was the intention of the
standard stage-gate process?

• Product development tool
• For use in larger companies
• To review portfolios
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Stage gate system can grow and
grow, this does not ‘jell’ well with
the service culture

24.12.2013 Lernkartei Folie 77

SI
TE10



What outcomes do we need from 
an stage-gate like process to be 
highly productive? 
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There are different types of
innovation

• Incremental or sustaining
• Disruptive/Breakthrough or radical

• Innovation comes in different sizes
and from different ‘departments’ 
within and outside the business)
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Summary of issues with the stage-
gate process in a service
environment

• It runs the risk of becoming a technology 
development tool rather han an innovation 
tool 

• It fails to capture the small day-to-day 
innovations that are created through 
necessity in a service organization 

• It fails to capture all of the different types of 
innovation taking place 
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Simplistic overview of a service innovation process 
(adapted from Doblin showing the stage-gate 
process as a key tool
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What is the real value of the stage-
gate approach to service 
innovation? 
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Stage-gate
Lite and Xpress

24.12.2013 Lernkartei Folie 83

SI
TE10



SI TE11:
supporting new 
technologies / barriers 
to market entry



Customer contact points

Service Outcomes Customer OEM Others
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Desired outcomes (Ulwick)

• Outcome (direction + unit of measure + 
outcome desired)
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Service concepts
Some ideas

• Supply of the service manual and the list of spares
• Outsourcing (licensing) of service commitments to a 

local contractor – a solution where there is insufficient 
income to cover costs

• Provision of individual services on a transitional basis -
a traditional ‘aftermarket’ offering 

• ’Pic-and-mix’ services on a transitional and annual 
basis - a simple integrated solution 

• Longer-term partnership created by aligning drivers -
sharing risks between the parties 

• What platforms could we create that would help 
improve the service delivery, the relationships and raise 
brand loyalty 
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Service concepts
Some ideas  Now the MEASUREMENT

• First review of the service concepts from the 
owner/operator’s view point 

• Initial review of the service offering using the 
uncertainty classification 

• Where are the service concepts on the service 
continuum with each service concept? 

• Have we been able to create some flexibility in the 
delivery yet have common internal processes? 

• $65,000 question… how do the service concepts 
help us go to market with this new wave power 
technology? 
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SI TE12:
non-OEM services,
equipment densities and 
2nd tier OEMs
Not covered in class



Why is the installed base SO 
important?

• Your installed base of equipment should be 
viewed as your captive  market 

• It is impera9ve that there is a database 
showing where all of ‘you’ equipment is 
and who the final owners/operators are

• The data is there – it must be sought out 
and converted into information today there 
must be no excuses… 
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Guest speaker



Wärtsilä
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Wärtsilä
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Wärtsilä
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Wärtsilä
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Wärtsilä
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