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Abstract: Nowadays servitization is an essential part of strategic marketing. Companies can build up
a wide portfolio of conventional services, develop/acquire new services or offer advanced services
closely connected with the product in the way they provide their customers with ability rather than
with a physical value. Unlike foreign professional literature, term servitization appears in in the
Czech professional literature sporadically only. It is possible to assume that insufficient cognizance
of servitization also shows in the practice of manufacturing companies, i.e. that the service potential
is not fully exploited. In this paper a research hypothesis that servitization is applied by
manufacturing companies in the Czech Republic as a marketing tool rather than as a way to a change
in their strategic focus has been constructed and discussed. The paper outcomes were drawn up
based on the analysis, comparison, and synthesis of the information obtained (i) from a targeted
research into the professional literature (ii) through an analysis of web pages of 165 selected
companies from the point of view of services they offer and (iii) personal experience from interviews
conducted at manufacturing companies. The outcomes then should help to identify the opportunities
for servitization in manufacturing companies in the Czech Republic.
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1. Introduction

Manufacturing companies are facing a lot of changes in the market environment. In particular,
these include globalization, increasing competitiveness of developing countries, and saturation of the
market, new technologies, growing customer responsiveness, and changes in the customer demand.
The growing competition pushes down profit margins, which requires new income flows and leads,
together with commoditization and acceleration of the product innovation cycle, to the fact that more
and more manufacturing companies are starting to be interested in connecting their manufacturing
activity with provision of customer services. As recent research suggested: The manufacturing
companies have a positive reputation with their customers especially thanks to their individual
approach to customers and to the flexibility and quality of their services (Jelinkova et al. 2018). They
are thus shifting closer and closer to services and some of them so intensively that they are
transforming into service providers. Services are understood not only as a strong marketing tool, but
they are also becoming a strategic target of a lot of manufacturing companies. A service provided by
a manufacturing company is mostly specifically focussed on a particular customer. So, it can be
considered as a unique solution to a specific problem. Services provided in the B2B market are much
more complex and require administration of a larger number of parameters to ensure their flawless
provision and achievement of the desired outcome than those provided in the B2C market (Jackson et
al. 2000).

Companies can build up a wide portfolio of conventional services, develop/acquire new services
or offer advanced services closely connected with the product in the way they provide their customers
with ability rather than with a physical value. In the case of successful implementation, services
become a source of income and profits, they make sure the customers are satisfied and they support
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the company growth. This transition from a product-oriented business model to a service-oriented
business model is called servitization.

Servitization was first applied in the USA as early as in the 1990s. It has been developing since
then, and nowadays it is an essential part of strategic marketing (Baines et al. 2009). Until the end of
the 20th century, its content was associated with integration of products and services aiming to fulfil
marketing targets, i.e. a marketing approach to servitization. Nowadays, it is associated with a change
in the company’s strategic focus, i.e. a strategic approach to servitization (Pistoni and Songini 2018). It
did not develop until after 2000 (Park et al. 2012).

On a worldwide scale, 38% of the manufacturing companies can be classified as servitised. In
general, “maintenance and support ,and ,, retail and distribution ,are the most commonly provided
services (Mastrogiacomo et al. 2019). Therefore, servitization is a frequent issue among foreign experts.
However, unlike foreign professional literature, this term appears in in the Czech professional
literature sporadically only (Friedel 2019; Karovska 2018). It is possible to assume that insufficient
cognizance of servitization also shows in the practice of manufacturing companies. This can also be
demonstrated on the outcomes of the conducted own online questioning and the analysis of web pages
of selected 49 foundries in the Czech Republic: only a third of the respondents have encountered
servitization; 70% of the respondents stated, after they had been briefly explained what servitization
is, that they understand it, and 40% stated they were already applying this strategy; the companies
offer a wide portfolio of mainly conventional services, and only some of them offer advanced services
closely connected with a product in cooperation with other supply chain entities (Vlckova and
Balasova 2019).

Although as many as 45% of 2652 manufacturing companies in the Czech Republic engage in
services and 2% of the companies have transformed into service providers (Mastrogiacomo et al. 2019),
it is possible to assume that the service potential is not fully exploited. This presumption also supports
the results from personal interviews conducted at manufacturing companies mainly in the frame of
diploma thesis guidance, e.g. (Balasova 2019). It is possible to expect that the offerings of Czech
manufacturers are mostly at the basic or medium levels of the provided services, i.e. for the time being,
the companies only endeavour to offer a wide range of conventional services, or they are trying to
develop/acquire new services. Most companies still do not offer advanced services closely connected
with the product in the way they provide their customers with ability, rather than with a physical
value. Therefore, a research hypothesis has been constructed as follows: Servitization is applied by
manufacturing companies in the Czech Republic as a marketing tool rather than as a way to a change
in their strategic focus.

The following targets were determined to verify this hypothesis (i) to conduct a targeted research
into the professional literature aimed at the possible approaches to servitization placing an emphasis
on changes in business models applied by manufacturing companies (ii) to conduct an analysis of web
pages of randomly selected companies operating in the Czech Republic from the point of view of the
services they provide/mention. The outcomes then should help to identify the opportunities for
servitization in manufacturing companies in the Czech Republic.

2. Methodology

The paper was based on both primary and secondary sources. The secondary sources mainly
included foreign professional literature, expert studies, websites of the randomly selected companies
from various industry (textile, chemical, petrochemical, rubber, food, engineering, metallurgical,
woodworking and construction industry) and information acquired at international conferences. The
primary sources the paper drew on were the personal experience from interviews conducted at
manufacturing companies in 2018 and 2019 mainly in the frame of diploma thesis guidance. The paper
outcomes were drawn up based on the analysis, comparison, and synthesis of the obtained
information.



3. Results

3.1. The marketing approach to servitization

The marketing approach to servitization is associated with the first interpretations of the term of
servitization, where addition of services to products is associated with an increase in the customer
value (Vandermerwe and Rada 1988; Kryvinska et al. 2014), with a decrease in the difference between
traditional activities of the manufacturer and the service provider (Tellus institut 1999), with the trend
of adding more and more service elements to the product offerings (Desmet a kol. 2003). Therefore,
the main aim is to differentiate the offerings for customers, whose different possibilities were identified
by (Pistoni and Songini 2018). At the same time, they emphasize that products and services can be
separated in the mentioned possibilities and sold separately:

e The seller offers for sale a compound package of more products and/or services for more
favourable prices compared to the prices of separate components; so-called bundling.

¢  Mainly B2B market companies sell components as the system selling, e.g. hardware and software.
It is a sort of package that should provide the customer with such a combined offer that they
would hardly obtain in another way.

e  The manufacturer supplements their products with a set of complementary, i.e. presale, sale, and
after-sale services; so-called product service.

e  Full service represents an offer of a complex package of products and/or services, which satisfies
the customer needs and wishes relating to a particular event or problem (Stremersch et al. 2001).
It is closely associated with the systems selling. For example, when offering a maintenance service
with a delivered facility, the supplier providing the “systems selling” only cooperates with the
managers of the customer’s maintenance centre, while when providing the “full service” they
cooperate, in addition to the above, with the purchase department and with the customers
corporate management.

e Offering of the service package includes supporting facilities, facilitation of the product
application, information, explicit services (sense experiences, e.g. taste of food) and implicit
services (psychological values, e.g. comfort), e.g. sale of wireless internet connection sold as a
package including a wi-fi router, installation, information about how to look after the device, hi-
speed connection (explicit service), a nonstop line for breakdown notification (implicit service).
Unlike the bundling, the product-service combination is not a question of choice. The company
does not give the customer another choice.

e  The last stated offer differentiation possibility is the installed base service. The offer consists of a
number of products or services, which are supported with complementary, particularly after-sale
services relating to the processes required by the end user for the period of the product lifetime.
(Pistoni and Songini 2018; Oliva and Kallenberg 2003). For example, when selling a printer, the
manufacturer offers the end user services relating to its operation.

3.2. The strategic approach to servitization

The strategic approach to servitization relates to creation of a new form of corporate organization,
structure, culture, and managerial controlling systems. This change is usually accompanied by
implementation of new technologies and transformation of operating processes in the way to ensure
development of the necessary employee knowledge and skills. Therefore, servitization represents
innovation of corporate capabilities and processes aiming to make a shift from selling products
towards selling a product-service system (hereinafter referred to as the PSS), which better creates the
customer and supplier value (Kryvinska et al. 2014). At the same time, companies transform from a
product-dominant logic (only goods and information flow between the manufacturer and the
customer, the emphasis is placed on product ownership and services are understood as a special type
of products) into a service-dominant logic (to integration of the manufacturer’s and the customer’s
resources and to mutual information sharing, the manufacturer helps the customer to achieve their
targets, the emphasis is placed on services bringing benefit to the customer) (Eggert et al. 2018; Weijiao



et al. 2018). This results in creation of new business models, which extend the existing product
offerings trough related services (Aas et al. 2018; Jing Hua Li et al. 2015; Visnjic et al. 2012):

Solutions represent the effort to solve a customer-specific problem by adaptation and integration

of products, services, and software (Raddats et al. 2019). For example, City Bank creates, through

integration of banking products, counselling, and mobile/computer applications, a complex

offering to suit the permanently changing client needs all around the world (Miller et al. 2002).

Integrated solutions also interconnect products and services in accordance with customer needs,

but it is not limited to the use of electronic facilities (Pistoni and Songini 2018).

PSS focuses on sale of functions that are so-called dematerialized rather than on sale of material

products. It aims to fulfil specific requirements of individual customers (Manzini and Vezzoli

2003). There are 5 PSS variations in total (Kryvinska et al. 2014; Neely 2008):

o Integration-oriented PSS, where manufacturing companies focus on services through vertical
integration, i.e. on extension of the activity of e.g. retail and distribution, financial and/or
advisory services, services in the area of real estate, transport services. The product
ownership is still transferred to the customer. For example, they are companies in the crude
oil industry that extract, refine, and manufacture petrol and, in addition to that, they provide
a huge infrastructure for distribution and retail.

o  Product-oriented PSS provides extra services directly relating to the product, e.g. its design
and development, installation and implementation services, maintenance and support
services, advisory or operational services.

o  Service-oriented PSS represents integration of services into the product itself. Its ownership
is however still transferred to the customer. They are, for example, smart traffic systems
integrating information and telecommunication technologies into traffic engineering.

o  When PSS is usage-oriented, there is a shift to services delivered through the product, whose
ownership is not transferred. The manufacturing company no longer sells its products but
their functions through modified distribution and payment systems, e.g. leasing, periodical
payments.

o  Goal-oriented PSS aims to replace a product by a service. It is, for example, the voice message
service, which has replaced the need to own a recording device.

Functional sales also focus on selling functions (e.g. an offer to wash your linen instead of offering
a washing machine). However, this represents a comprehensive solution satisfying the identified
customer’s need with respect to the whole product or service lifetime, from a design and
manufacturing to a service (Aurich et al. 2006). The supplier decides which products they will use
to ensure the function, unlike leasing, where the products are specified by the customer (Sundin
and Bras 2005).
Function product is the output of a functional sale, also called the “total care product.” It is used,
for example, in aviation, processing, and medical industries. It is associated with different
payment options. (e.g. payment for hours of its usage, periodically per year, for performance of
the facility or for the provided function, e.g. for a supplied energy (Alonso-Rasgado and
Thompson 2006). For example, it can also be a coffee machine if a company pays its provider for
the number of coffees made, and the ownership of the coffee machine is not transferred.
Integrated product and service engineering specifies the properties of a functional product to
direct at the functions delivered to the customer and at full integration of different elements into
corporate offerings to meet the customer needs better (Pistoni and Songini 2018). For example, a
manufacturer provides and installs their machines at the customer’s manufacturing plant; that
uses them and pays the supplier for the produced quantities. If the customer does not need to
produce, the supplier takes the machine back. The supplier tries to make sure that the customer
uses the machines as long as possible and that they are operated with a low failure rate or with
not very frequent repairs (Lingegard et al. 2012). This relationship between the customer and the
supplier is also called leasing.

Many authors link implementation of servitization with transition of manufacturing company to

some other PSS variant (Tukker 2004; Kryvinska et al. 2014). This transition is recommended to be



realised successively, i.e. from realization of PSS with the lowest accent on services, eventually from
already in company established PSS to the realization of particular PSS variants which are more and
more orientated on services (Neely 2008). It is suitable to manage individual steps of implementation
of servitization as a project (Kostalova and Tetrevova 2016).

3.3. Services presented on the main web pages of manufacturing in the Czech Republic

If companies want to support their growth through services, it is necessary to present their
services to their customers. One of the possibilities is their presentation on web pages. The current
trends in services offered by manufacturing companies in the Czech Republic were identified through
an analysis of 165 web pages from the point of view of services they offer. The following variables
were surveyed: the company size from the point of view of the number of employees, the type of the
offered service: on the main web page (marked as the first level presentation), after clicking a tab open
(second level presentation), and together with offering a product (with a product). One of the
conditions of successful servitization is also creation of an independent service innovation department
(Motwani et al. 2006). Therefor the existence of such department was additional monitored variable.
Table 1 shows the outcomes of an analysis of presented services by their location on web pages of the
researched companies.

Table 1. The frequency of the companies by level presentation of the offered service.

Presented services Absolute Frequency Relative frequency
No 49 30%
Yes 116 70%
First level 96 58%
Only first level 20 12%
Second level 86 52%
Only second level 10 6%
Both level 76 46%
With a product 87 53%
Only with a product 10 6%
All three levels 65 39%

Table 2 shows the structure of companies according to the level of presentation of the services
offered and according to the existence of the innovation department.

Table 2. The frequency of the companies by level presentation of the service and by innovation
department.

Innovation department Yes No Total

Presented services

Yes 50 66 116
No 12 37 49
Total 62 103 165

Table 3 shows the outcomes of an analysis of presented services and independent service
innovation department by their location on web pages structured by size of the researched companies.



Table 3. The structure of the companies by the level presentation of the offered service and by their

size.

Relative Presented First level Second level Witha Innovation

Companies frequency services  presentation presentation product department
Small-sized 22% 73% 59% 46% 35% 24%
Medium-sized 37% 66% 57% 57% 59% 30%
Large-sized 41% 73% 58% 51% 57% 52%
Total 100% 70% 58% 52% 53% 38%

Services presented on the main www page (first level presentation):

customer support centre, customer centre, product advisory centre, efficient service provider in
the area of logistics, development and facility management, help with projects, counselling, expert
consultations, tailored formulas, seller services, manuals, instructional videos,

school for foremen, service school,

databases, publicly accessible expert information service,

research and development, test laboratories, custom measurement, part supplies according to
drawings, transfer of technologies,

manufacturing: contract, custom-made, according to specific customer requirements,

e-shop, factory shop,

payment after delivery, free shipping, money-back guarantee, product exchange, complaints,
service: comprehensive, technical, technological, general overhauls, customer support with
failures, spare parts,

complementary customized services, comprehensive logistics services, vendors’ services, product
packaging, industrial park, reliable delivery.

From the point of view of the servitization status, it is interesting to study presentations of the

sets of offered services by individual companies. Only one service was presented by 17 companies.
More than 2 services were presented by 24 companies, out of which the most widely presented offer
was that of IDIADA CZ. Their Development Department offers a wide portfolio of services from draft
designs, through conceptual designs, to construction for serial production verified through technical
simulations for automotive, machinery, and consumer industry customers.

Another 4 companies presented their services generally as follows: We can adapt to your

requirements and find a tailored solution. We will adapt to your needs and we offer you

complementary services within the area of business.

Services after click opening (second level presentation):

customer support centre, service center, counselling, technical support, hotline, call centre, online
customer support and assistance, social counselling, manuals, instructions, assembly procedures,
consultations, seminars, documentation,

courses and training, classroom and training technology rental, instructional videos, virtual tour,
special tours, inspections and measurement at the customer’s premises, excursions, special events,
training department, environmental centre,

calculators (medical, thermal insulation), draft solution, calculations, analyses, putting into
operation, draft design, refinement, automation of manufacturing, application, implementation,
new technical solutions, complete installation, electrical assembly - including an electrical safety
report, custom manufacturing,

research and development, constructional solution and development of the whole product only
after its implementation,

measurement, testing, metrological centre, laboratory (testing, application, environmental, for
building materials), sample testing, product adjustments, expert opinions, diagnostics,
defectoscopy, quality management, quality control,



e service — complete, nonstop, presale, sales, after-sale, guarantee and post-guarantee, fire,
technological, technical, coloristic, craftsmen; services to improve product quality, unplanned
service intervention, regular service maintenance, repairs, overhauls, refurbishment, prepaid
service, comprehensive product after-sale care,

e logistic service, supplying, waste disposal,

e spare parts manufacturing, diagnostics, failure solutions, maintenance, aids rental,

e information (about raw materials, products, orders), textile database, technical informatics, remote
data monitoring,

e e-shop, specialized shops,

¢ financing, loan, insurance,

What are interesting from the point of view of the servitization level are the presented offerings
of comprehensive services by two companies:

Paramo Pardubice: chemically friendly cleaning of machining technology circulatory systems,
including pumping out of the used machining fluid, and arrangement of its disposal.

TOS Kufim: Purchase of a machine from our portfolio means for us commencement of a long-
term partnership with the customer. We are ready to respond flexibly to the customer’s initiatives. We
are aware of the fact that nonstop operation of a machine and its long lifetime is the key factor for the
customer.

Services connected with the product:

e counselling and consultations, customer support, technological support, hotline,

e provision of tests, conducting laboratory and operational tests, sample testing, technical condition
assessment, remote diagnostics, measurement, adjustment, declaration of properties, analyses,

e cleaning and disinfection, supplies of spare parts, repairs, inspections,

e supplies of products with appurtenances necessary for their installation, installation, shipping,
order monitoring,

e technical support, machine operation, disposal of chemical substances, refurbishment, recycling,

e possibility of choosing by parameter, product in a lot of packages,

e services related to product development, development and manufacturing according to the
customer’s requirements, turn-key solutions, tailored formulas, development of mixtures,
development of product, project design and implementation, drawing up technological
procedures,

e cooperation,

e sample manufacturing

e service and repair, comprehensive technical support services, sample books, production of
samples, spare parts

e special flavors, cooling boxes, drinks machines,

e logistics, logistic support.

Among the more complex offers of services presented with the product include: cleaning and
disinfection of the machining space, analyses of lubricants and production of oils and fluids according
to the customer’s requirements.

4. Discussion and Conclusions

From the point of view of the relevance of the outcomes of the conducted analysis, it is necessary
to point out that presentation of services was researched on the companies’ web pages only. Therefore,
it is theoretically possible that a company offering services with their products, does not necessarily
present them on their web pages, or we might not have found them. However, if a company perceives
services at least as a marketing tool leading to an increase in the company’s profits and its growth,
then the company most likely presents these services on their web pages. The outcomes are also
affected by the fact that it is random sampling. However, the randomly selected set of companies from
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different industry areas is large enough to present the situation in the Czech Republic, and it was
possible to formulate a relevant conclusion about the created hypothesis from the outcomes.

Tab. 1 shows that 70% of the monitored companies present the offered services on their web
pages, and 55% of the companies present them on the main page. This score can also be understood as
a slight increase in the applied services compared to 2016, when the conducted research identified 45%
companies dealing with services.

Tab. 1 shows that 70% of the monitored companies present the offered services on their web
pages, and 55% of the companies present them on the main page, 52% on the second level of
presentations and 53% with the product. 24% of the companies present their services at one level only
and 39% at all three levels. Apparently, if a company offers services, they very probably present them
at as many places as possible. Tab. 2 shows that 63 (38%) of the companies presented an independent
service innovation department on their web pages, which is a condition of successful servitization.
Therefore, we can assume that about a half of the companies presenting their services don’t have an
independent service innovation department (66 from 116) and they are at the beginning of the process
of servitization only. From Table 3, we can assume that website presentation of services does not
depend on the company’s size. In all the cases it reaches about 70%.

The analysis of the contents of the services implied that the largest variety of services can be found
after clicking open some of the tabs on the main website page. However, with respect to the expected
transition to the service-oriented business model, following the pattern of successful foreign
companies, companies should present the services they offer on the main page as much as possible.

The content analysis also implied that companies in the Czech Republic are particularly trying
increase the customer value and thus differentiate their offerings through the services. All the
possibilities specified in Chapter 3.1 were identified, except for bundling. The thing is that companies
mostly present/offer conventional services, or they develop new services that can be, with some
exceptions, separated from the product and sold separately, i.e. product service, systems selling, full
service, service package and installed base service. Companies exceptionally offer advanced services
closely connected with the product in the way they provide the customer with ability rather than with
a physical value, i.e. integrated solutions, PSS and function product. The Integrated Product business
model and service engineering was not identified in any of the monitored companies, i.e. an offer of
leasing was not identified. The fact that the number of companies offering more advanced services is
decreasing gradually also affirms that manufacturing companies switch to a higher rate of services
gradually and that most companies are still in the phase of integration of services into products aiming
to fulfil marketing targets.

These outcomes testify in favour of the set hypothesis, i.e. that the companies mostly take a
marketing approach to servitization, i.e. that companies have only sporadically reached the strategic
approach to servitization. However, it is these companies can be a suitable example for other
manufacturing companies in the Czech Republic showing how to find opportunities for servitization.
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