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FIGURE 1

Executive Snapshot: New Service Business Models and Servitization 
in Manufacturing
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SITUATION OVERVIEW

The drive to deliver better service to customers is not a new concern. Quality of experiences and value 

creation has been tantamount to success for generations in many industries. But manufacturers, in 

particular, are seeing a need to challenge their own status quo and deliver a new set of experiences 

for customers that transcend the product, asset, or equipment. In IDC Manufacturing Insights' 2019

Product and Service Innovation Survey, three of the top 4 business concerns driving investment and 

change were increased competition, the ability to expand into new markets, and a desire to improve 

service to customers. Not too long ago, manufacturers held somewhat of a monopoly on the services 

associated with the equipment sold to a customer. This is changing, and disruption in the market is 

rapidly impacting the viability of manufacturer's revenue streams and future success. And this isn't just 

for industries accustomed to shifts and disruption. Traditionally slow-moving industries like aerospace 

and defense, automotive, chemicals, and industrial equipment are beginning to transition business 

models and rethink the service operations in relation to what customers need and will expect in the 

future.

In IDC's 2019 U.S. Vertical Survey, the priorities leading digital transformation (DX) vision, strategy, 

and road map were customer excellence in improving products/services noted by 54.4% of 

manufacturers, and another 36.7% noted engagements as critical to success (see Figure 2). 

Engagements and service offerings can't conclude with meeting a service-level agreement (SLA) of 

arriving on time or closing a work order within the minimum requirements.

FIGURE 2

Priorities Leading Digital Transformation Vision, Strategy, and Road Map

Q. What are the priorities of your organization's digital transformation (DX) vision, strategy, and 
road map (top ranked)?

n = 247

Base = all manufacturers

Source: IDC's U.S. Vertical Survey, June 2019
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Customers, even in business-to-business (B2B) manufacturing environments, demand more value for 

their continued partnerships. This requires manufacturers to alter their offerings and relationship with 

customers. In manufacturing subverticals like automotive and industrial equipment that often sell and 

service through a dealer channel, the ability to connect directly with customers is an opportunity to 

enhance the brand and the value proposition.

Servitization in Manufacturing

IDC Manufacturing Insights defines servitization as product as a service, including selling usage, 

uptime, power by the hour, remote monitoring, and service analytics. The ability to communicate and 

deliver enhanced service offerings to customers that go beyond traditional service contracts, 

consumables, or replacement parts is integral to the future growth goals of the service business. Not 

all manufacturers are in established profit-centric service models today, but IDC finds that more and 

more manufacturers are moving in this direction. New revenue streams and bolstered margins from 

service are noted as a priority for service efforts for manufacturers (see Figure 3).

FIGURE 3

Drivers for Service Life-Cycle Management Efforts

Q. What are the top 3 drivers for your organization's service life-cycle management (SLM) efforts
(overall ranked)?

n = 150

Base = respondents are the primary decision makers for SLM, all manufacturers

Source: IDC Manufacturing Insights' Product and Service Innovation Survey, May 2019
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Servitization, though, can't solely be viewed through the lens of how it will add revenue to the 

manufacturer or service provider. Improved service outcomes for the customer should be the primary

driver for this business model shift. Too often, revenue or efficiency gains come at the expense of 

direct value to the end customer. For example, a field service operation that values closing as many 

service tickets in a given day may tend to neglect the technician-customer relationship, which can 

meet needs that aren't found on a work order. In another scenario, schedulers/dispatchers are often 

measured on filling every available moment of a technician's day without taking into account a 

technician who isn't rushing to the next job can recognize competitive products that may be an upsell

or cross-sell opportunity. These missed opportunities stunt a manufacturer's ability to move into a 

service-driven business model.

Pitfalls to Avoid or Prepare for That Ensure Success in Servitization

True servitization requires a companywide shift in mindset, behaviors, metrics, and resource 

allocation. Becoming a service-centric organization where the service experience is the product 

depends on sales, marketing, engineering, design, quality, supply chain, and human resources,

among other groups all being a part of the service team. This shift isn't easy. With digital 

transformation and business model change, it is important that manufacturers avoid some potential 

dangers. In detail:

 Customers that miss the value of seeing a technician: It should go without saying that premium 
service offerings will come at a premium. Reactive service or standard two preventative 

maintenance (PM) annual visits in general take less resources and effort for the service 
organization to execute, compared with more advanced offerings. Servitization business 
models require coordination and education to ensure customers understand the value they are 

receiving even if they don't physically see service being conducted. For example, a healthcare
company that provides remote support for hospitals on medical equipment is able to ensure 
and guarantee high asset availability and limited unplanned downtime. The value of outcome-

based service models or servitization is that service can be delivered without a physical 
service visit or even prior to a failure occurring at all. This inherently puts the onus on the 
service organization and manufacturer to provide information, portals, dashboards, and 

reports to highlight value created, issue avoidance, and increased productivity as a result of 

limited unplanned downtime.

 Technicians being forced out of their comfort zone: Product as a service can change the way 
in which the field team must engage customers. Not all technicians and service engineers are 
comfortable being a consultant or trusted partner with the customer. Manufacturers and 

service organizations need to assess technician's skill sets to adapt to these new engagement 
models and put the right technicians in front of the right customers. Even in a servitization 
business model, there will be times reactive and break/fix service will need to be delivered. 

This is an opportunity to segment the technician base to put them in the right situations as a 

valued service resource.

 IT not being involved in the shift: To deliver outcome- or uptime-based service contracts, 
manufacturers and the service team will need real-time asset data through IoT connectivity. 
Without integrated data flows from equipment and products to service applications, the service 

team will not be able to deliver predictive and prescriptive service, which is the bedrock of 
servitization. The IT team must be intimately involved to ensure that the service team has the 

secure and integrated technology capabilities to deliver enhanced service offerings at scale.
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 Metrics that are not aligned with new business model: As mentioned previously, servitization 
requires a service and support team that thinks beyond just operational efficiency for the 

benefit of the customer. Delivering value to customers isn't always measured by metrics like 
worker productivity, mean time to repair, or asset utilization. Key performance indicators that 
are a bit more fluid and flexible and that better reflect the evolving needs of customers and

partners will be necessary for sustained value creation. A number of printer equipment 
manufacturers have begun to lease equipment while selling the output. But historically much 
of the margin came on ink, but as these organizations enhance the consulting and output 

metrics that align with a customer's needs, a customer is being built for life. Servitization also 
requires that functions outside of service establish either direct or indirect service metrics. 
Failure to build this alignment with metrics will lead to behaviors that don't add value to the 

customer experience.

ADVICE FOR THE SERVICE LEADER AND TECHNOLOGY BUYER

A shift to servitization is not a one-time initiative, it is a constantly evolving target. As customer 

expectations evolve and competition pushes the market, manufacturers will need to continue to rethink 

the value they deliver in each and every interaction. Service is not a right bestowed upon the 

manufacturer, it is a privilege customers are willing to pay for if they see value. As service leaders and 

technology buyers evaluate servitization business models, they should consider the following:

 Understand that time to value is critical in service transformation. In the current environment 

where manufacturers are attempting to establish business resiliency, every investment and 
business shift will need to have an immediate positive impact. Delayed return on investment 
and siloed pilots are not acceptable in this current market. Also, customers have options and 

are not willing to wait for value to be delivered. New service offerings and service models must 

deliver new opportunities quickly and build momentum.

 Enable enterprisewide collaboration and continuous improvement. Service must not be an 
island on its own within an organization. It must be embedded in everything the company 
does. For servitization to be successful, the entire organization needs to be a part of this 

change continuously thinking about how its respective roles and functions impact the service 

experience and the customer relationship.

 Invest in capabilities that can aid in reinventing the business. Technology and digital tools are 
the accelerators for a shift to servitization. Without an integrated strategy around technology 
initiatives, the service organization will remain reactive in nature. But these technologies need 

to be integrated and accessible by the broad stakeholders that impact the service experience 

such as dealers, suppliers, partners, internal teams, and the customer.

 Understand the metrics of success and what your customer's value is. Servitization can't be 
about the manufacturer or service organization making more revenue in a vacuum. The 
customer must be the focus of the change with the added benefit of increased margin. 

Enhanced service offerings are a premium service that customers may be willing to pay for if 
they understand what's truly in it for them. If that isn't clear, they will opt for the lowest cost 

offering that keeps their business running.
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Synopsis

This IDC Perspective highlights the business model shift occurring in manufacturing whereby service 

has become a key driver of customer value. A servitization model that delivers product as a service is 

transforming the customer, technician, supplier, and manufacturer relationship. Digital transformation 

will be at the heart of this shift as manufacturers look to drive new revenue streams, improve 

productivity, and enhance the customer experience.

"Servitization mustn't just become another revenue grab for manufacturers," says Aly Pinder, program 

director, IDC's Service Innovation and Connected Products research. "The delivery of enhanced 

service offerings to customers is a lifeline to improved customer experiences, new value opportunities, 

and differentiation. Customers have more choices than ever, even in traditional business-to-business 

environments, and the service experience is an opportunity to partner with customers around shared 

goals and outcomes."
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