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Design thinking and effectuation in internal corporate venturing: an exploratory
study

Thomas Abrell*, Markus Durstewitz?, Falk Uebernickel*
YUniversity of St. Gallen, 2Airbus Operations GmbH

This study examines design thinking and effectuation in internal corporate venturing. By researching
five internal corporate venturing projects in their early stage from idea to concept to a project that is
funded and staffed, we reveal elements of effectuation and design thinking from the viewpoint of the
corporate entrepreneur. We find that corporate entrepreneurs work mainly following an effectuative
logic, especially through their own means, while elements of prediction are imposed through decision
gates in the case company. Furthermore, we find connections to design thinking. We conceptually
compare design thinking and effectuation and contribute to the body of knowledge through bridging
design thinking and effectuation to internal corporate venturing as well as the connection of design
thinking and effectuation.

1 Introduction

Design thinking and effectuation are two concepts related to innovation that recently gained attention of both
practitioners and academics. Design thinking is a methodology that “imbues the full spectrum of innovation activities
with a human-centered design ethos” (Brown 2008, p.86). In todays economy, change is becoming increasingly
important as well as knowledge becomes more significant (Toivonen & Tammela 2013) and business is becoming more
entrepreneurial (Sarasvathy 2001). This external change demands also for internal change in established corporations
(Kuratko et al. 2011), leading towards a focus on innovation. Corporate entrepreneurship in form of internal corporate
venturing is one way to achieve innovation (Guth & Ginsberg 1990). In order to successfully innovate through
corporate entrepreneurship, it is necessary to offer the right environment (Ireland et al. 2009) and thus know how
corporate entrepreneurs work. Sarasvathy’s (2001) logic of effectuation aims to explain the expertise of expert
entrepreneurs. Design thinking and effectuation share the same origins rooted in Herbert Simon’s (1969)
groundbreaking work “The Sciences of the Artificial” (for design thinking see Johansson-Skéldberg et al. 2013; for
effectuation see Sarasvathy 2008). There have been recent attempts to compare effectuation to creative approaches such
as bricolage (Fisher 2012; Archer et al. 2009). Despite shared origins, effectuation and design thinking have not been
compared.

There have been recent attempts to bridge design thinking to corporate entrepreneurship (Abrell & Uebernickel
2014) as well as user involvement in internal corporate venturing (Abrell & Durstewitz 2014). The logic of effectuation
has been recently extended to the corporate context through researching effectuation in corporate R&D projects (Brettel
et al. 2012) as well as theoretically addressed (Svensrud & Asvoll 2012; Duening et al. 2012). Nevertheless, design
thinking and effectuation have not been researched together in the corporate context.

We utilise a framework from Hassi & Laakso’s (2011) literature review of design thinking in the management
discourse and conceptually compare design thinking and effectuation. On the basis of this comparison, we research five
internal corporate venturing projects from the viewpoint of the corporate entrepreneur in their early stage from idea to a
concept until a project which is funded and staffed. We discuss our findings in light of the initial research model and
conclude with managerial implications.

2 Background and Conceptual Model

2.1 Design Thinking

Design thinking has been discussed in the design discourse already since Simon’s ground-breaking work ‘The sciences
of the artificial” (Simon 1969). Since then, the discourse evolved from the creation of artefacts towards design thinking
as reflexive practice, problem-solving activity, a practice-based activity towards the design as creation of meaning
(Johansson-Skoldberg et al. 2013). In the managerial literature, design thinking has gained momentum as an approach
to innovation (Hassi & Laakso 2011), reflected in a steep increase in the number of publications from year 2000
onwards (Johansson-Skdldberg et al. 2013). Brown (2008, p.86) describes design thinking as “a methodology that
imbues the full spectrum of innovation activities with a human-centered design ethos”, with particular emphasis on
“thorough understanding, through direct observation, of what people want and need in their lives and what they like or
dislike about the way particular products are made, packaged, marketed, sold, and supported”. Besides product
innovation, design thinking has been particularly interesting for service innovation (Stickdorn 2010).

Hassi & Laakso (2011) conceptualise design thinking in the management discourse as a combination of practices,
thinking styles and mentality aspects. The ‘practices’ encompass a human-centred approach, thinking by doing,
visualising, combination of convergent and divergent approaches as well as collaborative work style (Hassi & Laakso
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2011). The ‘thinking styles’ category includes abductive reasoning, reflective reframing, a holistic view as well as
integrative thinking (Hassi & Laakso 2011). The ‘mentality’ component includes experimental and explorative,
ambiguity tolerant, optimistic and future oriented (Hassi & Laakso 2011). The level of analysis is the individual
applying design thinking.

2.2 Effectuation

The concept of effectuation has been introduced by Sarasvathy (2001) as a theory explaining entrepreneurial decision-
making under uncertainty. She contrasts effectuation with causation, where a certain effect is given and means are
selected to achieve this effect (Sarasvathy 2001). Effectuation is described as the logic of entrepreneurial expertise with
logic defined as a “consistent set of ideas that forms a clear basis for action upon the world” (Sarasvathy 2008, p.17).
Sarasvathy (2001) initially proposed four principles that have been further developed in her subsequent work into five
principles of entrepreneurial expertise (Sarasvathy 2008):

1. means-driven in contrast to goal-driven action: to create something new with existing means rather than to
select between different means to achieve a given goal;

2. affordable loss: decision-making based on what one is willing to lose in an experiment opposed to calculating
expected returns;

3. stakeholder involvement based on pre-commitments to the project to form strategic alliances;

4. exploitation of contingencies through embracing opportunities that develop over time;

5. controlling an unpredictable future: effectuation focuses on the controllable aspects of an unpredictable future,
meaning that the entrepreneur him- / herself is the prime driver of opportunity.

2.3 Conceptual model of design thinking and effectuation

The concepts of design thinking and effectuation have a shared origin in Herbert Simon’s The Sciences of the Artificial
(1969). Effectuators see both firms and markets as human-made artifacts, thus effectual entrepreneurship may be seen
as a science of the artificial (Sarasvathy 2008). Design thinking is discussed in the designerly and management context
(Johansson-Skdldberg et al. 2013). Johansson-Skéldberg et al. (2013) see the sciences of the artificial as the first of five
discourses in the designerly context. However, the concept of design thinking departed since then to the reflection on
actions of designers, solving wicked problems, designer’s practice and the creation of meanings (Johansson-Skéldberg
et al. 2013). Nevertheless, there may be more similarities between the two concepts.

Hassi & Laakso (2011) distinguish in the management context between practices, thinking styles and mentality.
Their model as shown in Table 1 is the base for our conceptual model of design thinking and effectuation. The
collaborative work style category corresponds to involving stakeholders in effectuation — who | know in the means
category as well as stakeholder involvement. Combination of divergent and convergent approaches may be compared to
exploitation of contingencies. Thinking by doing may be compared to experimentation and affordable loss. Effectuation
may be the logic behind applying different practices of design thinking. An experimental and explorative approach in
design thinking is also comparable to effectuation (Hassi & Laakso 2011; Sarasvathy 2001). Tolerance for ambiguity is
necessary in order to deal with uncertain future — one approach is to do small experiments. Optimism and future
orientation cannot be directly translated, although belonging to the effectuator. While means are abstract, practices may
be the concrete application of means.

Sarasvathy’s definition of logic as “consistent set of ideas that forms a clear basis for action upon the world”
(Sarasvathy 2008, p.17) may be comparable with Hassi & Laakso’s thinking styles.

Our conceptual model is based on Hassi & Laakso’s (2011) categorisation of design thinking. For each element
delineated by them we looked for insights from effectuation.

Table 1. Elements of Design Thinking (Hassi & Laakso 2011) and Effectuation.

Practices Thinking Styles Mentality
Design Thinking | Effectuation Design Effectuation | Design Effectuation
Thinking Thinking

Human-centred Means-driven Abductive Creation of Experimental Affordable loss
approach (Saraquthy 2_008) in reasoning opportunities & expl orative (Saras_vathy 2908)

connection with user A through ) Experimentation and
e.g. people-based, involvement (Abrell e.g. the logic of ,what | apquctive e.g. the license to
user-centred i could be*, finding explore means (Chandler et al.
ethnograph ’ & Durstewltz 2014) new o oﬁunities P ossibilities 2011, Brettel et al.

arap, importance of pp ' (Sarasvathy et al. | Possibilities, 2012)

observation urge to create 2010) risking failure,

external stakeholders ; L

. something new, failing fast

(Toivonen & challenge the norm

Tammela 2013) g

customer-

involvement (Brettel

et al. 2012)
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Practices Thinking Styles Mentality
Thinking by Controlling an Reflective Exploitation of Ambiguity Expert entrepreneur
doing unpredictable future reframing contingencies tolerant knows that pursuing

(Sarasvathy 2008) A (Sarasvathy . opportunity is a process

e.g. early and fast e.g. rephrasing the 2008) e.g. allowing for with an unknown end
prototyping, fast problem, going ambiguity, (Wiltbank et al. 2006)
learning, rapid beyond what is tolerance for Exploitation of
iterative development obvious to see what ambiguity,

cycles

lies behind the
problem, challenge
the given problem

comfortable with
ambiguity, liquid
and open process

contingencies
(Sarasvathy 2008)

Effectuation way to
manage under
uncertainty and high
ambiguity (Brettel et al.
2012; Duening et al.
2012)

Visualising
e.g. visual approach,

visualising intangibles,

visual thinking

Holistic view

e.g. systems thinking,
360 degree view on
the issue

Optimistic

e.g. viewing
constrains as
positive, optimism
attitude, enjoying
problem solving

Combination of
divergent and
convergent
approaches

e.g. ideation, pattern
finding, creating
multiple alternatives

Experimentation
(Chandler et al. 2011)

Integrative
thinking

e.g. harmonious
balance, creative
resolution of tension,
finding balance
between validity and
reliability

Future-
oriented

e.g. orientation
towards the future,
vision vs. status
quo, intuition as
driving force

Importance of tacit
knowledge and gut
feeling in effectuation
(Svensrud & Asvoll
2012)

Collaborative
work style
e.g. multidisciplinary

Stakeholder-
involvement based on
precommitments
(Sarasvathy 2008)

collab. involving many
stakeholders, interdisc.
teams

In terms of practices, the importance of external stakeholders and user-based innovation (Toivonen & Tammela 2013) is
highlighted as well as partnerships and customer-involvement (Brettel et al. 2012). Also Sarasvathy’s (2008) concept of
means can be mentioned as Abrell & Durstewitz (2014) found that the means of corporate entrepreneurs are a crucial
factor whether users are involved or not. Nevertheless, one main difference between effectuation and design thinking
may be in the human-centred approach. Despite the connections outlined here, the concept of effectuation can be
characterised more as entrepreneur-centred (Sarasvathy 2001) rather than human-centred.

Thinking by doing may be connected to controlling an unpredictable future (Sarasvathy 2008), as the entrepreneur
acts according to his / her set of means to achieve fast learning and iterative development cycles. A combination of
divergent and convergent approaches can be described as experimentation (Chandler et al. 2011). In terms of
collaborative work style, stakeholder involvement based on pre-commitments (Sarasvathy 2008) can be seen
comparable to design thinking.

In the thinking styles category, abductive reasoning can be compared to the creation of opportunities through
abductive processes (Sarasvathy et al. 2010), while reflective reframing points towards exploitation of contingencies
(Sarasvathy 2008), as the problem may be rephrased when embracing opportunities that develop over time.

In the mentality category, the item experimental and explorative corresponds to Sarasvathy’s (2008) principle of
affordable loss, which is based on deciding how much one is willing to lose in order to gain new insights. Also the
concept of means is mentioned by Chandler et al. (2011) and Brettel et al. (2012). The latter point out, that means alone
may not be influential, but how they are enacted in an experimental manner (Brettel et al. 2012).

In terms of ambiguity tolerance, it is mentioned that expert entrepreneurs know that pursuing an opportunity is a
process with an unknown end (Wiltbank et al. 2006), pointing towards the exploitation of contingencies (Sarasvathy
2008). Effectuation is seen as a way to manage under uncertainty and high ambiguity (Sarasvathy 2001; Brettel et al.
2012; Duening et al. 2012).

Lastly, effectuation is future-oriented, as the importance of tacit knowledge and gut feeling has been outlined
(Svensrud & Asvoll 2012), corresponding to the importance of intuition as driving force (Hassi & Laakso 2011).

3 Methodology

To study effectuation and design thinking in internal corporate venturing, we conducted a single case study with
embedded sub-cases (Yin 2003). Sarasvathy (2001) call for studies examining particular decisions in particular
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functional areas inside firms using case studies. Case studies take into account the context in which phenomena occur
(Eisenhardt & Graebner 2007) and are specially suitable when the boundaries of phenomena and context are not clearly
drawn (Yin 2003), as it can be observed in corporate entrepreneurship (Kuratko et al. 2011).

Despite the limitations of a single case study design, we chose this design due to the unique access we got for this
study, i.e. a revelatory case (Yin 2003) as well as that we aim on getting the viewpoint of the corporate entrepreneur in
different stages of internal corporate venturing. The research setting provides us with a shared context to be able to
draw conclusions for the early stage of internal corporate venturing projects.

The corporation in which the study took place employs over 50.000 people and offers high-tech investment goods in
a business-to-business environment. We got the unique access to join the corporation’s support structure for internal
corporate venturing for four months in 2013 to conduct the study.

The sub-cases (called sub-case A-E) were chosen due to theoretical sampling based on the current stage the internal
corporate venturing project is currently in. We focused on a early stage and derived a classification from Burgelman’s
(1980) stage model of internal corporate venturing with the categories idea, concept and project and intermediary stages
from idea to concept, as well as concept to project.

Table 2. Overview of the cases.

Sub-case A B C D E
Stage Idea to concept Concept to project | Concept to project | Project In service (after
project stage)
Data collection | Interview, Interview, Interview, Interview, design Interview, co-
method document document document probe, co-creation | creation workshop
analysis, design- analysis, design analysis, co- workshop with with entire team
probe, co-creation | probe, co-creation | creation workshop | lead entrepreneur
workshop with workshop with with lead
lead entrepreneur lead entrepreneur entrepreneur

To triangulate our findings, we used four data collection methods: interviews, document analysis, design probes and co-
creation workshops. To immerse into the context and gain information on the sub-cases from the perspective of the
support structure we conducted ten exploratory expert interviews. In each sub-case, we conducted a semi-structured
interview with the lead entrepreneur, lasting from 90 to 240 minutes to grasp the nature and development of the project.
In each interview, we asked a set of specific questions to reveal the lead entrepreneurs logic in terms of effectuation and
causation. Due to confidentiality reasons, audio recording of the interviews were not possible, therefore we relied on
written notes of the interviews and processed them into a structured documentation after each interview.

In addition, we were able to study documents of the sub-cases A-C. We conducted in total three daylong co-creation
workshops with similar structure, but changing participants. Before the first workshop was conducted, we did a pilot
workshop with students to iterate the tasks. The workshops followed the Lego Serious Play method (LEGO Group
2010) to reveal tacit assumptions of workshop participants through building with Lego bricks and giving them meaning
and sharing it with other workshop participants. During each workshop, one moderator as well as one documenting
person was present. Both the moderator as well as documenter took structured notes that were supported by rich visual
material such as the Lego models and pictures.

Table 3. Participants of the co-creation workshops.

Workshop Participants

Workshop 1 Five experts from support structure
Workshop 2 Lead entrepreneurs sub-case B and D, one expert support structure
Workshop 3 Lead entrepreneurs sub-case A, C, E, one expert support structure involved in sub-case E,

additional entrepreneur sub-case E

Lastly, design probes were given to three lead entrepreneurs to document one week as corporate entrepreneur. Design
probes are a method to explore human-centred phenomena and the context of a person (Mattelméki 2006). Of the three
design probes, two probes were returned and taken into account.

We addressed internal validity through a continuous analysis of our data during the data collection (Eisenhardt
1989). We conducted first a within-case analysis of each sub-case, and subsequently compared the findings to identify
patterns.

4 Findings

The findings outlined in Table 4 are a combination of the in-depth interviews, co-creation workshops, design probes and
document analysis. We centred our questions around the elements that have shown a connection between design
thinking and effectuation.

10
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Table 4. Case study findings.

ub-case
Question

A

B

C

E

Was your starting point a
vision, which you wanted
to achieve through own
skills or a concrete goal?

Concrete goal, but
solution emerged

Vision (starting
with a problem and
an open end)

Vision (“it
happened like
this”), building on
another idea and
taking the principle
and applying it to
another context

Vision

Concrete goal

How did you conduct
activities?

linear or iterative?

Iterative

Iterative

More linear (one
iteration to bring
the new idea to the
new application)

Strongly iterative

Iterative, used
design thinking,
agility and sprints

based on your own means?

Yes, learned new

Never asked him-/

Completely, yes

Means-driven

Yes

skills on the way herself the (powerpoint-
question, just prototype for
started example)
through small experiments Tried various Not expected Small experiments, | Affordable loss — (no answer)
based on affordable loss? versions, small return prototypes, low- experiment to

(opposed to expected returns)

experiments

tech, did not
acquire any
funding (only time
invested)

share IPR with
expert in order to
get idea into
implementation

Did you ask yourself “what
can | do? Who do | know, which
resources can | get?”

(no answer)

“Never doubting”,
“never reflected if
(he/ she) can bring
it to end”

(no answer)

Yes

Team member had
the skills, was
interested,
learning, personal
time and was able
to make a
prototype and pitch
it to top
management

Did people enter the
project self-selected?

No, only the
support structure
showed interest
(and his/ her
manager)

People interested,
but nobody entered
the project

One person who
first had a
competing concept
— they gave each
other mutual
feedback, later
worked closer
together

No, but hoped for
it

Yes

Did the outcomes of the
project reshape?

Yes, slightly, but
main idea stayed
the same

Yes, a lot, and in
completely
different directions

Yes, the concept
got refined and the
first idea changed
to the second

Yes, strongly
because of
customer
experience

Re-shaped only in
details

Did you seek
partnerships?

No, worked alone
and got feedback
from manager

At the beginning
yes, but then
disappointed

Yes, seeked
partnership with
one fellow
corporate
entrepreneur

Protection because
of bad experiences,
but now tries again
to seek
partnerships

No partnerships

How did you deal with
unexpected situations?
Did you use uncertainty as
a source of opportunity or
did you try to avoid it and
quickly overcome the
situation?

When dealing with
unexpected
situations take the
time to get distance
and then work on it

Acknowledged and
source of
opportunities

(no answer)

Source of
inspiration (to
invent out of
necessity)

Overcome quickly

Did you create a plan?
When? What was the
reason for it?

No

Only with the
support of the
support structure to
develop the idea
further and bring it
to the market

No

Yes (beginning)

Yes, with sprints
and releases, but
not too much
planning in the
creativity part
(more in
implementation)

11
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In terms of elements of effectuation, a mixed picture emerged from our results. None of the sub-cases showed only
elements of effectuation or causation. Sub-case A shows elements of causation such as having a concrete goal, trying to
avoid uncertainty and no partnerships. Sub-case B follows mainly an effectuative approach, although nobody entered
the project self-selected. The support structure imposed elements of causation, i.e. writing a plan. Sub-case C combines
elements of causation such as linear development with elements of effectuation (iteration, own means, self-selected
stakeholders and partnerships). Sub-case D created a plan in the beginning, but worked in a highly effectuative way.
Sub-case E started with a concrete goal and avoided uncertainty but worked in an effectuative way. The work was done
based on own means and highly iterative. Depending on the educational and professional background and the means of
corporate entrepreneurs, activities were emphasised or neglected. Corporate entrepreneurs with a technical background
worked first and foremost on feasibility, while those with a business background were more thinking of the customer
experience.

Corporate entrepreneurs were working highly iterative. In sub-case E, the lead entrepreneur mentioned that they
were following a design thinking approach. All sub-cases agreed that they were developing their idea into an internal
corporate venturing project based on their own means and developed new skills on the way. Also small experiments
were conducted in all sub-cases except sub-case B and E. In sub-case B, the lead entrepreneur emphasised that the
activities were not conducted to get rich. Sub-case D mentioned experiments related to affordable loss in terms of
shared intellectual property rights to get the idea implemented. In terms of unexpected situations and uncertainty, we
received mixed results. Sub-case A reported that getting distance to unexpected situations helps to overcome the
situation. Sub-case D embraces uncertain situations as a source of opportunity. We did not receive an answer on this
question in sub-case C. Sub-case D emphasised uncertain situations as a source of inspiration, while sub-case E tries to
overcome the situation quickly.

Planning was not conducted at all by sub-case A and C, and only with the support of the support structure or internal
corporate venturing in sub-case B. Sub-case D conducted planning in the very beginning, while sub-case E conducted
planning in the implementation phase, but not so much in the creative part of the project. When asking about means in
the way “What can | do? Who do | know, which resources | can get?”, we did not receive an answer from sub-case A
and C. In sub-case B, the lead entrepreneur did not ask himself the question, while sub-case D did. In sub-case E, one
team member had the skills, was interested, learned new skills, invested personal time and was able to make a prototype
and pitch it to top management.

In terms of self-selected team members, we got mostly negative answers (sub-case A, B, D). In sub-case C and E,
entrepreneurs joined the team self-selected. The outcomes of the projects reshaped completely in sub-case B, C, D,
slightly in sub-case A and E. Partnerships were not considered in sub-case A and E. Sub-case B and D had
disappointing experiences concerning partnerships, and only sub-case C achieved a partnership.

The means of corporate entrepreneurs caught our special attention. Depending on the education and professional
background of the corporate entrepreneur, the person possesses a different network as well as different skills. Due to
this, activities were conducted or neglected. Corporate entrepreneurs with a business background neglected technical
development, while engineers mainly focused on feasibility - all engineers neglected business development activities in
the idea phase. In addition, others in the organisation focused on the set of means when arguing against an internal
corporate venturing project — such as engineers argued with feasibility arguments against an idea from a corporate
entrepreneur with a business background. Such arguments were hard to invalidate by the corporate entrepreneur.
Furthermore, the study revealed that the means determine whether a corporate entrepreneur actively develops an idea
further or not, i.e. because they are distant from the corporate entrepreneur’s core competency. The activities conducted
were conducted to the means of corporate entrepreneurs that are unique to every corporate entrepreneur. Corporate
entrepreneurs only engaged in initiatives that were perceived feasible to pursue — this feasibility aspect was strongly
connected to the own means. New means were acquired during the project. However, means that were not easy to
acquire because of their distance to the corporate entrepreneur’s core competency lead towards a more passive role.

Planning was conducted mostly late — the roughness of the first draft was emphasised as a main difference of the
internal corporate venturing track opposed to other channels for innovation in the case company. Corporate
entrepreneurs emphasised that a long detailing process should be avoided. In addition, the process was conducted in an
iterative, nonlinear way, with intense phases as well as phases when the innovation was not developed further.
Prototyping, both in early as well as later stages was regarded important to demonstrate the feasibility of the idea. Small
experiments were conducted.

Elements of causation were mostly imposed by the gates in the case company and the planning requirements needed
to pass the gate and proceed with getting funding to develop the product / service idea.

5 Discussion

In the discussion, we translate the answers from the findings above to the model introduced in section 2. The base of the
discussion is thus Table 5, with the empirical findings of our study in bold letters.

12



Proceedings of XXIV Annual RESER Conference 2014

Table 5. Elements of Design Thinking (Hassi & Laakso 2011) and Effectuation with empirical findings (in bold).

Practices Thinking Styles Mentality

Design Effectuation Design Effectuation | Design Effectuation
Thinking Thinking Thinking
Human-centred | Means-driven Abductive Creation of Experimental Affordable loss
approach (Sarasve_lthy 2_008) in reasoning opportunities & explorative (Sarasvathy 2008)

connection with user ) through . Experimentation and
e.g. people-based, involvement (Abrell & | ©0- the logic of ,what | gpquctive e.g. the license to

o« means (Chandler et al.
user-centred, Durstewitz 2014) could be*, finding processes explore 2011; Brettel et al. 2012)
ethnography, . new opportunities, possibilities, ! A '
. means-driven (5/5 (Sarasvathy etal. | PSSV I d

observation cases) urge to create 2010) risking failure, small experiments an

) something new, failing fast affordable loss (4/5

importance of external challenge the norm cases)

stakeholders iterations (5/5 cases)

(Toivonen & Tammela

2013)

customer-involvement

(Brettel et al. 2012)
Thinking by Controlling an Reflective Exploitation of Ambiguity Expert entrepreneur
doing unpredictable future reframing contingencies tolerant knows that pursuing

(Sarasvathy 2008) A (Sarasvathy ) opportunity is a process
e.g. early and fast e.g. rephrasing the 2008) e.g. allowing for with an unknown end
prototyping, fast problem, going Outcomes ambiguity, (Wiltbank et al. 2006)
learning, rapid beyond what is reshaped (5/5 tolerance for Exoloitation of
iterative obvious to see what p ambiguity, P

development cycles

lies behind the
problem, challenge
the given problem

cases)

comfortable with
ambiguity, liquid
and open process

contingencies
(Sarasvathy 2008)

Effectuation way to
manage under
uncertainty and high
ambiguity (Brettel et al.
2012; Duening et al.
2012)

Ambiguity source of
opportunities (2/5 cases)
versus overcoming fast
(2/5 cases, 1 no answer)

Visualising

e.g. visual approach,
visualising
intangibles, visual
thinking

Holistic view

e.g. systems thinking,
360 degree view on
the issue

Optimistic

e.g. viewing
constrains as
positive, optimism
attitude, enjoying
problem solving

Combination of
divergent and
convergent
approaches

e.g. ideation, pattern
finding, creating
multiple alternatives

Experimentation
(Chandler et al. 2011)

Integrative
thinking

e.g. harmonious
balance, creative
resolution of tension,
finding balance
between validity and
reliability

Future-
oriented

e.g. orientation
towards the future,
vision vs. status
quo, intuition as
driving force

Importance of tacit
knowledge and gut
feeling in effectuation
(Svensrud & Asvoll
2012)

Vision at the beginning
(3/5 cases)

Collaborative
work style

e.g. multidisciplinary
collab. involving

many stakeholders,
interdisc. teams

Stakeholder-
involvement based on
precommitments
(Sarasvathy 2008)

no self-selected
stakeholders (3/5
cases) and no
partnerships (4/5
cases)

Our empirical findings suggest a strong relevance of the concept of means as it was mentioned in all of the cases as a
central element to the development of the idea towards a project that is funded and staffed. Without funding, the
corporate entrepreneurs have to rely largely on their own means. However, as Abrell & Durstewitz (2014) point out,
means are crucial to obtain a human-centred approach, as users may not be reachable due to company policies.
Sarasvathy (2008) highlights the importance of stakeholder involvement as one central element of effectuation. Our
study suggests that there may be a difference between effectuation in entrepreneurship and corporate entrepreneurship
as the corporate entrepreneurs reported no self-selected stakeholders and no partnerships. A collaborative work style as
in design thinking (Hassi & Laakso 2011) could not be observed, however would be highly beneficial due to the
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possibility to enlarge the means of the project team through different skills. As corporate entrepreneurs in the case
company had networks largely in their own functions, interdisciplinary teams and multidisciplinary collaboration would
need to be facilitated.

Reflective reframing (Hassi & Laakso 2011) could be observed, as the outcomes reshaped in all cases. An
experimental and explorative approach (Hassi & Laakso 2011) could also be observed. The corporate entrepreneurs
conducted small experiments and followed the principle of affordable loss as well as worked highly iterative. Lastly, the
corporate entrepreneurs worked future-oriented, with a vision at the beginning of their entrepreneurial endeavour.

6 Conclusion

Through this study, we contribute to the body of knowledge by conceptually linking the concepts of design thinking and
effectuation and empirically explore the model in the context of internal corporate venturing. Thus, we contribute to the
discourse of effectuation through empirical evidence of elements of effectuation in a corporate context, especially
connected to the concept of means. Furthermore, we contribute to the discourse of design thinking through first
evidence from design thinking in a corporate entrepreneurship context.

Design thinking and effectuation show several conceptual connections — both highlight the importance of involving
external stakeholders, experimentation, reflective reframing, ambiguity tolerance and future orientation. In the early
stage of internal corporate venturing, we find that the means of corporate entrepreneurs are crucial to successfully
develop the idea into a concept. Self-selected stakeholders and ambiguity tolerance have been seen critical, which may
be a major difference to effectuation in the entrepreneurship context.

Our study opens important implications for practitioners, especially in support entities for internal corporate
venturing. The means of corporate entrepreneurs can be complemented through interdisciplinary team building as well
as training.
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Inclusive trade: the promise of the global empowerment network

Usman Ahmed, Hanne Melin
eBay Inc. Public Policy Lab

This article presents research results demonstrating how small businesses in emerging and developing
markets, making use of the Internet and technology, export to multiple different destinations. We argue
that a new system for engaging in globalization now exists, parallel to the Global Value Chains model.
We highlight the policy and legal conditions that support this development towards more inclusive
global trade.

1 Introduction

Up until now it has only been the few largest players who have been able to take full advantage of trade and
globalization. If a small business wished to participate in the global economy it was largely relegated to providing an
intermediate product to a large multi-national supply process (the so-called Global Value Chains model). This model for
trade is the result of the immense resources that have traditionally been required to develop an international customer
base and deliver a product or service efficiently across borders.

A parallel model for trade is emerging. Technology, particularly drawing on the Internet, is now enabling businesses
of all sizes to trade directly with consumers around the world. We refer to this emerging model as the “Global
Empowerment Network”.

The Global Empowerment Network brings together a set of conditions, such as Internet connectivity, digital
services, and logistics solutions. These conditions contribute to an emerging borderless system adaptable to the needs of
individual firms. However, the full potential of this model depends on the right policy, legal and administrative
solutions.

This article explores the power of the Global Empowerment Network. Using economic analysis to describe what
happens when technology meets trade, we look at what this means for businesses in eight developing and emerging
markets and we identify the key policy actions that promote, or detract, from the ability of technology-enabled
businesses to effectively reach world markets.

Our aim with this article is twofold. We want to raise awareness of the Global Empowerment Network and its power to
support exporting by small businesses in emerging and developing markets. We also want to provide concrete proposals
for what policy and legal conditions are conducive to building out and strengthening the Global Empowerment
Network.

1.1 Data and methodology

This article builds on economic analysis of eBay Marketplaces data carried out in collaboration with Simon Schropp
and Andreas Lendle of Sidley Austin LLP. The results presented are based on two different eBay datasets:

1. A global dataset with all global eBay transactions disaggregated by country of buyer and seller and for the
years 2008 to 2012.

2. A more detailed dataset for the eight selected countries (Chile, Peru, Ukraine, South Africa, Jordan, India,
Indonesia and Thailand) with information on sales conducted by all sellers based in these countries, including
the location of the buyer by country and for the years 2008 to 2012.

For the most part, the analysis of these eight countries was done by considering only those eBay sellers with annual
sales of at least USD $10,000. Hereinafter, we refer to those sellers as “Technology-Enabled Small Businesses” (we
refer to trade by these businesses over the eBay Marketplace as “Technology-Enabled Trade™).

To allow for comparisons with what we call “traditional trade”, we have used a number of other datasets:

e The World Bank Exporter Dynamics Database for information on exporters based in Chile, Jordan, Peru and
South Africa.

e The World Bank Enterprise Surveys for information on the share of firms that are exporting in the eight
selected countries.

e The UN Comtrade database for data on exports from about 200 countries.

The comparison with traditional trade is not intended as a perfect comparison between apples and apples. Rather, the
traditional trade image provides a reference point that allows us to home in on the different characteristics of
Technology-Enabled Trade.
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2 Technology meets trade

A key variable that is commonly found to have a large — and negative — impact on trade is geographic distance:
countries further apart trade less with each other. One typically finds that a 10% increase in distance reduces trade by
15-20%. Trade over online marketplaces, such as the eBay Marketplace, is much less affected by distance because of
how the Internet and digital services facilitate communication and information exchange and, importantly, trust
creation. Our research shows that a 10% increase in distance reduces Technology-Enabled Trade by only around 3%,
whereas it reduces traditional exports by 18% i.e. by almost six times as much. Significantly, the impact of technology
is even more pronounced in the case of trade from developing countries. We find that a 10% increase in distance results
in no more than a 1% decrease in Technology-Enabled Trade from developing countries.

3 Alook at eight countries

In order to understand the firm-level implications of reducing the negative effects of geographic distance on
international trade, we have carried out detailed research into the trade patterns by Technology-Enabled Small
Businesses in eight different countries: Chile, Peru, Ukraine, South Africa, Jordan, India, Indonesia and Thailand. These
countries were chosen to complement our previous research, which has looked at developed markets.

In this section, we describe the firm-level effects of the Global Empowerment Network in the eight selected
emerging and developing markets and discuss what policy efforts help further positive trends.

3.1 Chile

Our research points to a situation of low entry and start-up barriers for technology-enabled trade in Chile. Combined,
Chilean newcomers on the eBay Marketplace reach a market share of about 30% in their first year and around 80%
survive that critical first year. We also find that the concentration of sales to the largest traders is high in the traditional
marketplace with 92% of Chile’s exporting conducted by its 5% largest exporters, whereas in the online marketplace
that concentration level is much lower at 16%.
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The table above demonstrates the key results for Chile. Our analysis suggests that policy efforts, such as recognizing
Small and Medium-sized Enterprises (SME) in trade instruments and upholding strong net neutrality, have contributed
to the positive trend our research identifies. Our assessment is furthermore that raising the de minimis (customs relief)
thresholds is one type of policy action that could further enhance the ability of Chilean businesses taking advantage of
the Global Empowerment Network for exporting.

3.1.1 Recognition in Free Trade Agreements

Recognizing that SMEs engage in international trade and face unique barriers is an important first step to removing the
barriers that these businesses face. The Free Trade Agreement (FTA) between the US and Chile contains an important
chapter on E-Commerce where Article 15.5 recognizes the global nature of technology-enabled commerce and the
importance of adding specific measurable requirements on the governments to remove barriers to technology-enabled
SME trade.

3.1.2 Network Neutrality

Small business entities are the most likely to be discriminated against or blocked because they do not have any leverage
against Internet Service Providers (ISPs). Larger entities may be able to afford to pay for faster service provision, or
utilize their large user bases to exercise leverage against an ISP. Small entities do not have such means. Maintaining an
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open playing field on the Internet, where every actor on the edge of the network has an equal opportunity to access a
consumer, brings clear benefits to small and medium sized Internet businesses.

Chile was among the first countries to codify the doctrine of net neutrality. An amendment of 2010 to the
Telecommunications Act prohibits 1ISPs from arbitrarily blocking, interfering, discriminating, hindering, or restricting
the right of any Internet user to engage in lawful use of the network. This law ensures that the Internet will remain
equally open to businesses, and consumers, of all sizes.

3.1.3 Raise the De Minimis Threshold

The de minimis threshold is the monetary level below which an importer of physical goods is exempted from customs
duty and paperwork requirements. The Chilean de minimis threshold is currently set at only USD 30. This low de
minimis threshold slows down cross border technology-enabled trade for Chilean consumers, but also more
importantly, limits the ability of Chilean technology-powered traders to offer returns services to their global customers.

Returns are an essential part of the retail experience. In the current environment, providing cross border returns is
difficult for technology enabled businesses because if a good is valued at a level above the de minimis threshold, then
upon its return it may be subject to customs duty and paperwork requirements, and the responsibility for those would
fall on the seller.

Rather than offering returns, many times a seller from a country with a low de minimis threshold will refuse to offer
returns or will simply ship a new product rather than dealing with the hassle of receiving a return.

Chilean sellers that want to offer returns should not be subject to additional burdens. Several members of the Asia
Pacific Economic Cooperative (APEC) signed a pathfinder initiative in November of 2011 that recognized the
importance of providing higher de minimis levels. Members that signed the pathfinder initiative agreed to raise their de
minimis threshold to USD 100 by the end of 2012. Chile is, unfortunately, not one of the participating economies in this
initiative; we urge Chile to reconsider raising its de minimis level.

3.2 Peru

Peru is one of the countries where Technology-Enabled Trade is particularly helpful in overcoming the barrier of
geographic distance. Traditional trade flows are significantly negatively affected by distance — a 10% increase in
distance reduces Peru’s exports by 20%. In contrast, exports over digital services networks such as the eBay
Marketplace are about 10 times less affected by distance. The “death of distance” is a reality for Peruvian firms.

Our research also suggests that small Peruvian firms seize this opportunity. We find that all Technology-Enabled
Small Businesses in Peru export, reaching on average 25 different foreign markets — in contrast to traditional exporters,
who reach three markets on average. In total, these Technology-Enabled Small Businesses export to 100 different
foreign markets.
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The table above shows the key research results for Peru. Our policy analysis suggests that these results are supported by
relatively high de minimis levels in Peru as well as efforts to ensure balanced liability for online intermediaries. The
latter is key to cultivating an environment where small firms can build their operations on third party services and
platforms. However, and going to the finding of particularly pronounced “death of distance” for Peruvian international
trade, we warn that intellectual property rights regimes can have the effect of raising geographical barriers where
technology has dismantled them.
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3.2.1 Relatively high De Minimis

Peru has its de minimis threshold set at USD 200. This enables Peruvian businesses to offer returns on their products
and lowers costs and delays for Peruvian consumers. The Peruvian de minimis level is the highest of the countries
discussed in this report. But other countries around the world have even higher de minimis levels. Australia has its de
minimis level set to USD 1°000. An eBay commissioned report entitled Enabling Australian Export Opportunities
demonstrated that Australian technology-powered exporters have seen strong growth in the past few years. Moreover,
legislation has been introduced in the United States to increase the de minimis threshold from USD 200 to USD 800.
Peru has set the benchmark for other countries in this study with its USD 200 de minimis, but Peru can also see
additional cost savings by increasing its current de minimis level.

3.2.2 Limitations on Liability for Internet Intermediaries

A well-functioning Internet relies on intermediaries that provide online services and build communication networks for
user interaction. The growth of intermediaries is directly correlated to the growth of the digital economy. These
intermediaries serve as platforms for large amounts of users; it is not possible for intermediaries to proactively monitor
all of the actions of their users. Limitations on liability enable online platforms to host user generated content without
risking unmitigated liability

An example on point is the provision that formed part of the US-Peru FTA stipulating limitations in national law
regarding the scope of remedies available against service providers for infringements of intellectual property rights that
they do not control. Appropriately crafted liability limitations are crucial for the development of the Global
Empowerment Network.

3.2.3 Clarify Scope of Exhaustion of Copyright and Trademark as International

Intellectual property rights, such as copyright and trademarks, grant a manufacturer the right to control the initial
marketing of the product. Once the product has been put on the market — for instance sold to a consumer or to a retailer
— the copyright/trademark owner can no longer use the copyright/trademark rights to exercise control over that product:
the owner has exhausted that right. The exhaustion doctrine promotes alienability of goods, rewards innovative sourcing
methods, provides a backbone for a robust secondary market, and prevents harmful downstream market restrictions.

Some countries apply the international exhaustion doctrine whereby the rights are exhausted irrespective of where
the products have been put on the market. Other countries exercise more restrictive doctrines where exhaustion only
occurs if the product is placed on the market in that country or within a region.

Here, Peru should clarify that its copyright and trademark laws follow the international exhaustion doctrine — once a
good is sold anywhere in the world its distribution can no longer be controlled by the rights owner. For instance, it is
unclear under Peru’s copyright law when the copyright owner’s right to control importation is exhausted; rights owners
can exploit this uncertainty to restrict sales of legitimate products into Peru and thus prevent Peruvian consumers and
firms from sourcing from world markets. Copyright and trademark law should not be used as a tool to prevent the
lawful trade of goods and slow down the “death of distance”.

3.3 Ukraine

At the time of writing, the situation in Ukraine with the occupation of Crimea is worsening. Nevertheless, we would
like to put forward our research findings and analysis in the belief that facilitating and supporting small business
exporting should form part of Ukraine’s strategy for economic recovery and participation in the global economy as well
as in closer cooperation with the EU.

Indeed, our research points to a huge potential in technology-enabled trade for the Ukraine economy. We find that
Ukrainian Technology-Enabled Small Businesses are among those reaching the largest number of foreign markets — on
average 36 different markets and in total 152 different markets around the globe.
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The table above sets out the key findings for Ukraine. These findings should be read in the context of general Internet
trends: according to ITU figures, Ukraine had an Internet penetration of 31% in 2011, up from 5% in 2006 and the use
of mobile Internet is also rising as an estimated 16% of urban Ukrainians have access to the mobile Internet.

Pursuant to our policy assessment, we would therefore emphasize initiatives in the area of high-speed mobile
broadband as a key for positive developments in technology-enabled trade. Likewise, we suggest that the shift,
encouraged in Ukraine, towards electronic documents in administrative procedures is a very important factor in
facilitating international trade. However, to further improve the entry and participation of small businesses in trade as
well as their competitiveness vis-a-vis large established exporters, we call for continued modernization of national
postal systems, which includes strengthened international integration.

3.3.1 High Speed Mobile Broadband Investment

Ukraine’s Open World project is designed to develop a 4G broadband network throughout Ukraine. The initiative
promotes educational uses of the Internet and describes how a wide variety of services will be enabled by increased
broadband adoption

This program reflects a key understanding of the Internet, namely that value is created at the edge. Moreover, the
more users on the network the more valuable the network becomes. The project brief also notes that the state will
“create a beneficial regulatory environment.” This statement demonstrates that the Ukrainian government recognizes
that deployment of broadband is not enough. Regulatory policies across the board must be updated to foster the digital
environment.

3.3.2 Electronic customs processing

Ukraine has a long-standing Law on Electronic Documents, which puts electronic documents on legal par with paper
documents. More importantly, however, the new Customs Code of Ukraine, which took effect in June 2012 and is part
of steps towards closer EU cooperation, is encouraging the use of electronic declaration forms. The new Customs Code
also enables customs rulings to be delivered electronically.

Simplifying customs processes by allowing for goods to be declared electronically is an important measure towards
facilitating the participation of small businesses in international trade.

3.3.3 Continue to Modernize Ukrainian Post

The Ukrainian postal operator Ukrposhta is a state enterprise, operating as an independent unit since 1994. In 2008, the
Minister of Transport and Communications recognized that the Ukrainian postal service needed to improve operations.

Ukraine has met the Universal Postal Services (UPU) “A-Level” rating. A UPU report from 2011 found that
Ukraine ranked among the top 25 countries in postal e-services development. Yet, in the World Economic Forum’s
Enabling Trade Report of 2012, Ukraine was ranked 74 out of 132 in postal service efficiency.

The Ukrainian postal service could continue to improve by promoting technology services that leverage efficiencies
in scale and aggregation to achieve volume discounts. Ukrposhta would also benefit from working with other countries
to harmonize shipping platforms between countries. Finally, Ukrposhta could work with the private sector to create
interoperable systems that both the public and private sectors can utilize. Creating interoperable tracking systems would
enable merchants and consumers to track their packages throughout the shipping process, and thus to improve
reliability.

3.4 South Africa

Our economic analysis shows that Technology-Enabled Small Businesses in South Africa sell more to distant markets
than to markets closer to home; in contrast, traditional exports decrease with distance. Overall, these Small Businesses
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reach 118 different markets worldwide. Adding to the picture, our research shows strong performance by newcomers —
with those in the online marketplace accounting for 27% of sales compared to merely 2% in the traditional marketplace.
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The table above sets out the key research findings for South Africa. We would attribute some of the positive trends to
South Africa’s ambition to harmonize bilaterally and multilaterally both customs processes and postal systems. Pursuant
to our policy assessment, we would however urge continued efforts in improving Internet connectivity and access to
strengthen the ability of the Global Empowerment Network to facilitate international trade by remote and small firms.

3.4.1 Harmonization and Modernization of Customs Processes

The South African Customs Union (SACU) is the world’s oldest customs union. Its members include Botswana,
Lesotho, Namibia, South Africa, and Swaziland. It was designed to encourage the free movement of goods between
member countries. In 2009, the SACU in conjunction with the World Customs Organization launched a three-year
initiative designed to create harmonized customs policies in the region. The initiative was also designed to improve risk
management and information technology aspects of customs in the region.

Small businesses are disproportionality affected by complicated customs procedures. Harmonizing procedures
reduces the number of considerations a small business needs to account for when engaging in trade. Modernizing
standards, particularly through the introduction of technological solutions, greatly reduces costs for small businesses
and reduces barriers to the customs process. Standardization and simplification of customs processes should be a central
goal for governments around the world that are interested in seeing an increase in technology-enabled exporting by
SMEs.

3.4.2 Harmonization and cooperation on postal

The South Africa-European Union Agreement on Trade, Development and Cooperation Article 56 contains unique
language on postal cooperation. It calls for cooperation in the area of postal to include:

e Exchange of information and dialogue on postal matters in relation to, inter alia, regional and international
activities, regulatory aspects and policy decisions

e Technical assistance on regulation, operational standards and human resource development

e Promotion and implementation of joint projects, including research, on technological development in this sector

This provision is notable for two reasons. First, postal services are included in the discussion of an FTA. Second,
policy, regulation, and technological development are all identified as keys to cooperation.

Harmonization and simplification of policy and regulation, as well as increased technological investment and
development of postal services are extremely beneficial for technology-enabled firms that utilize the postal service to
deliver their goods around the world.

We would urge moving some of these aspirations from a bilateral discussion to a multilateral context. That would be
greatly beneficial as multilateral harmonization would further reduce divergent burdensome standards.

3.4.3 Investing in Broadband Access Proliferation

South Africa has the laudable goal of universal broadband access by 2020. However, in 2013, a report by the
Broadband Commission, an international body set up by the ITU and UNESCO, ranked South Africa at 111 out of 183
countries on fixed broadband penetration (2.2 connections per 100 inhabitants). On a positive note, the report noted that
South Africa ranked number 62 out of 170 countries on mobile broadband penetration (26 connections per 100
inhabitants).
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South Africa does have a national broadband plan, which was drafted in 2010. But there have been delays at the
national level and lack of coordination of implementation at the local level, which have impeded the rapid distribution
of broadband access.

Needless to say, ensuring that citizens from every economic level and in every part of the country can access a high
speed connection is an essential step in creating inclusive participation in and spur the development of global,
borderless markets.

3.5 Jordan

Our research confirms that Technology-Enabled Small Businesses from Jordan adopt export strategies similar to those
in other countries. These Jordanian Technology-Enabld Small Businesses export and reach customers in on average 28
different markets and in total 93 different countries. In comparison, traditional exporters reach only three different
markets on average. We also find that survival rates of newcomers and the concentration level of the largest traders to
be similar to the findings for the other countries discussed in this article, including the five developed countries.

However, we note that the market share of newcomers is comparatively low in Jordan. Newcomers in the online
marketplace account for 13% of sales, which is the lowest among the eight countries selected for the research. To put
this in perspective, 13% is still significantly higher than the 2% found for newcomers in the traditional marketplace.

100 -
90
80
70
60
50
40
30
20
10

Share exporting (%) Number of different Market share of Survival rate of Concentration of
destinations newcomers (%) newcomers (%) sales (%)

M eBay Mtraditional

The table above gives the key research results for Jordan. Studying the Jordanian policy landscape, we have tried to
identify policy initiatives that could both explain these results as well as spur further positive development. Here, we
believe Jordan’s efforts putting in place a national e-commerce strategy and promoting competition in electronic
payments to be key measures already underway. We also believe that measures that derail uptake of new technology
must be avoided and runs counter to the ambition of promoting electronic commerce and payments; rather, promoting
the usage of smartphones should form part of the national e-commerce strategy.

3.5.1 Comprehensive National E-Commerce Strategy

In 2007, Jordan’s Ministry of Information and Communications Technology launched its National E-Commerce
Strategy. The vision behind the Strategy is for Jordan “to become a leading e-commerce centre in the region through the
exploitation of its information technology capacity and the creativity of its people.“ The Strategy recognizes the
relevance to e-commerce of a range of policy areas, such as payments policy, consumer production, information
communications technology, customs, and tax policy. It also draws up specific actions, for example in the area of
encouraging SMEs to take up e-commerce.

We support the model of creating a national strategy as it allows a government to holistically, across policy areas,
consider the appropriate conditions for technology-enabled trade. We suggest the Global Empowerment Network would
make a helpful conceptual framework when constructing such a strategy.

3.5.2 Competition in electronic payments

One of the digital services that is key to a well-functioning Global Empowerment Network is electronic payments. It is
therefore encouraging to note that Jordan’s National E-Commerce Strategy recognizes the central role of globally
accepted electronic payments. It lays out a specific action plan to increase consumer usage of electronic payment
methods.

In addition, the 2001 FTA between the US and Jordan was the world’s first trade agreement to include a chapter on
e-commerce. Adjacent to the FTA is a Joint Statement on Electronic Commerce with a number of important principles
and recommendations. In particular, the Joint Statement makes a strong declaration on electronic payment systems:
“Developments in this area should recognise the importance of private sector leadership and should promote both a
competitive market for, and user confidence in electronic payment systems.*
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We encourage Jordan, and other countries, to follow down the path of promoting competition in electronic payments
in FTAs as well as national e-commerce strategies.

3.5.3 Reconsider the high taxation on mobile phones

A Cabinet decision published in the Jordan Official Gazette in July 2013 raised the special tax on mobile phones to 16%
from 8%. The decision also raised the tax on mobile subscriptions —pre- and post-paid — to 24% from 12%." This tax
not only affects consumers but it also affects businesses of all types that are using mobile devices to optimize processes
and develop new mobile services. The Jordanian Consumer Protection Society (CPS) has stated that it plans to file a
lawsuit against the government because of the decision to raise taxes on mobile phones and subscription.

The government should reconsider its high tax on a technology that is enabling business innovation and consumer
empowerment.

3.6 India

Our research results for India confirm the ability of technology and the Internet to lower entry barriers. In total,
Technology-Enabled Small Businesses in India reach 194 different markets and newcomers account for around 32% of
exports in the online marketplace and have high survival rates.
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The table above presents the key results for India. Our policy assessment suggests that these results are underpinned by
efforts to increase and improve Internet connectivity across India and encourage a shift a way from cash and towards
electronic payment methods. We note that our research suggests that Indian large firms seem to be in a relatively
stronger market position that small firms, also when compared with the other countries discussed in this article. Our
policy recommendation would be for the Government of India to enact procedural reforms to simplify export processes
for SMEs, taking into account their lack of experience and limited resources.

3.6.1 National Optic Fibre Network

Positive policy actions over last several years have resulted in a fast growing mobile telephony and data market with
about 870 million subscribers and one of the lowest tariffs in the world. The mobile Internet users in the country are
expected to grow from 4.1 million users in 2009 to 164.8 million in 2015 at a CAGR of 85%.

India should continue promoting investments in connectivity. For example, the Government of India approved on 25
October 2011, the setting up of National Optical Fiber Network (NOFN) to provide connectivity to all the 250,000
Gram Panchayats(GPs) in the country. This is to be achieved utilizing the existing optical fiber and extending it to the
GPs. This would ensure broadband connectivity with adequate bandwidth. Mareover, in the last 5 - 10 years, India has
significantly liberalized and opened up it telecom sector with broadband wireless, 2.3 GHz spectrum and 3G auctions to
private sector companies for broadband & wireless services. In 2013, the government allowed Foreign Direct
Investment in the telecom sector to 100%.

3.6.2 Encouraging a “Less-Cash” Economy

With the rise of online commerce, it is important that electronic payment methods advance to meet the needs of the
consumer. A regulatory policy that encourages a shift towards electronic payment methods will no doubt help the online
commerce experience in India continue to thrive.

The Reserve Bank of India’s (RBI) Payments System Vision document 2012 states:

“The overall regulatory policy stance is towards promoting a less cash/less paper society, the ,green’ initiative, and
hence the increased emphasis on the use of electronic payment products and services that can be accessed anywhere and
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anytime by all at affordable prices. Embracing new technology and innovation to unveil a bouquet of simple low cost,
easy to use modern payment products and services would be teh corner stone of this endeavour.*

This is an extremely positive statement as electronic payments methods empower consumers and improve security
for the system. Cash and check, however, currently remain major methods of payment in India. RBI’s document
recognizes the shortcomings of the current model and calls for a need to substitute cash-on-delivery with non-cash
payment modes such as mobile wallets, cards etc.

The RBI has also enhanced the limit for exports processed by an online payment gateway from $3000 to $10,000
per transaction. This will no doubt help Indian small business exporters to sell their locally manufactured goods around
the world.

3.6.3 Facilitated procedures for technology-enabled trade

In 2012, the Ministry of Commerce recognized the importance of technology-enabled exports for small businesses.”
The Ministry of Commerce encouraged small businesses in India to begin to take advantage of technology services, and
worked with thought leaders like the Federation of Indian Export Organizations to create seminars, incentives, and best
practices to help ease the transition for small businesses. Implementation of these aspirations has proven to be difficult.

Now that a high-level commitment to technology enabled small businesses has been made, the government should
enact procedural reforms to simplify export processes for small businesses. Currently, export clearance, notifications,
VAT, services taxes, and valuation are all issues faced by technology-enabled traders in India. Addressing these
challenges through simplified procedures would be of tremendous benefit to the growing sector of technology-enabled
businesses.

3.7 Indonesia

Our research finds that Indonesian Technology-Enabled Small Businesses are among those reaching the largest number
of foreign markets. They reach on average 36 different foreign countries, and overall they export to 162 different
markets. Underscoring this finding of easy access to world markets, newcomers are effective in gaining market shares,
accounting for 42% of all sales. There is also a fairly low degree of concentration to the largest firms in the online
marketplace: only 23% of sales are conducted by the largest 5% of all Technology-Enabled Small Businesses in India.
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The table above gives the key research results for Indonesia. Our policy assessment has identified two separate
initiatives, which both support the Global Empowerment Network for Indonesian consumers and businesses and can
help explain some of the promising research results. Those are investments in branchless banking and mobile wallets
and efforts to develop the logistics industry. In order to not undo the effect of such initiatives, we warn against
localization proposals that seek to nationalize otherwise global operations.

3.7.1 Branchless banking pilot programs

Indonesia has a large rural population, and the Internet is an incredible tool for connecting this population to essential
financial services. The Indonesian government has recognized this and is investing in branchless banking and mobile
wallets through its National Financial Inclusion Strategy. The plan includes improving financial education and
facilitating the ability of intermediaries to enter the process of giving consumers access to a variety of financial tools.

The key to the success of these investments will be to ensure openness and competition in the mobile wallet
environment. Allowing innovative new players to offer Indonesian consumers a mobile wallet solution will be
imperative to ensuring that Indonesian customers are able to enjoy the benefits of a “cash-light” economy
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3.7.2 Reviewing customs with aim of trade facilitation

In January of 2012 Indonesia signed the ASEAN Australia-New Zealand FTA. Chapter 4 Article 4 of the FTA states:
“The customs administration of each Party shall review its customs procedures with a view to their simplification to
facilitate trade.”

Frost & Sullivan predicts that the Indonesian logistics industry will grow 14.5% year-over-year in 2013. Frost and
Sullivan credit the Government’s initiatives and development of the logistics industry for much of this growth. Yet,
Indonesian customs processing is largely still done in paper form, and a move towards paperless trading could further
enhance the productivity gains aimed at by the above provision.

3.7.3 Avoid localization proposals

The strength of the Internet is that it is an open distributed network enabling information to travel to its destination
through the most efficient path. Introducing any additional barriers beyond basic protocols makes the network less
efficient. Requiring that all businesses operating in Indonesia acquire a “.id” global top-level domain is an unnecessary
burden on the Internet. It limits the potential of the Internet by bifurcating a website operators’ attention, perhaps
unnecessarily, to a unique “.id” site. It should be up to the website operator to determine if s/he wishes to setup a “.id”
site that is independent from its other sites.

There is an understandable desire for government to have law enforcement authority over websites operating in
country. But, good faith corporate citizens will comply with law enforcement requests regardless of whether the
corporate citizen has a domestic domain name. Domestic Indonesian businesses that are export-oriented will be harmed
by this requirement since they will be forced to operate a “.id” alongside another international-facing global top-level
domains even though their products are aimed primarily at international consumers.

3.8 Thailand

Among the countries covered by our research, Thailand is the most effective in reaching a large number of different
markets. We find that Technology-Enabled Small Businesses based in Thailand reach in total practically all countries in
the world — 198 countries. On average, those Small Businesses trade with 43 different markets. One explanation is to be
found in the fact that geographical distance has no statistically significant effect on Technology-Enabled Trade from
Thailand. Interestingly, geographical distance has a comparatively very low negative effect also on traditional trade: an
increase in distance by 10% reduces traditional trade from Thailand by about 6%, compared to typically 15 — 20%. The
consequence is likely the high share of exporting also by traditional traders in Thailand, as shown in the table below.

The table above presents the key results for Thailand. We would attribute the high export share and number of
destinations to Thailand’s ambitions in the area of electronic submission of trade administration documents as well as
efforts to increase Internet access. However, we emphasize that building an effective digital economy also requires
balanced legal regimes for online intermediary liability.

3.8.1 Electronic submission of trade administration documents

Small technology-enabled traders are accustomed to conducting business online, and having to obtain paper copies of
customs forms and turn them in to a physical location can be a large burden. Facilitating this type of trade therefore
includes processes for accessing and managing customs forms and other trade administration documents online.

Working together bilaterally and ideally multilaterally and/or in international fora to enhance the acceptance of
electronic trade documents is important as harmonizing rules across the international landscape is key for the global
digital economy. For example, the Thailand-Australia Free Trade Agreement (TAFTA) contains a provision on
Paperless Trading in its Article 1107. It stipulates as the general rule that the parties shall accept the electronic format of
trade administration documents as the legal equivalent of paper documents.

However, we would point out that electronic acceptance is merely the first stage in optimizing customs for the 21st
century. Online submission, interoperable systems, and application programming interfaces (APIs) that enable
importers and exporters to plug data elements into a customs agency’s back-end system should be aspirations that
customs agencies around the world should aspire to.

3.8.2 Working to increase Internet access

In 2003, Thailand began in earnest its efforts to bridge the gap between those who benefit from technology and those
that do not. The Ministry of Information and Communication Technology has been working hard to provide accessible
Internet to the disadvantaged and disabled. For example, the Budget PC project brought millions of computers to Thai
citizens.

In a survey of rural Thailand, 60% of respondents reported using the Internet daily for e-mail. Notably, only 24% of
those surveyed reported they used the Internet daily for online shopping and only 12% reported using the Internet daily
for mobile banking. These figures indicate that while much has been done to increase access to the Internet there is still
more that can be done to tie rural Thailand into the global digital economy.

25



Proceedings of XXIV Annual RESER Conference 2014

3.8.3 Intermediary liability for offenses of third party users

Thailand’s Computer-Related Offences Commission Act has been the subject of controversy as a result of provisions,
which arguably could hold intermediaries liable for content placed on their platforms by third parties. Section 15 of the
Act holds service providers liable if they “intentionally support or consents” to an offense of the Act.

There is a need to target the enforcement of Internet crimes in a smart and tailored manner. Intermediaries should
not be held responsible so long as they take the content down after receiving valid notice from the relevant authorities
and cooperate within a reasonable framework.

Consumer protection and security are legitimate goals for regulation, but regulation must be aimed at the actor that
has violated the law rather than the platform that the actor has used. It is neither technically possible nor economically
feasible for intermediaries to monitor all of their users’ actions. We propose that Thailand should consider creating a
safe harbor provision for intermediaries that exempts them from liability for the actions of their users.

4 When technology is put to use

The research presented in the previous section allows us to conclude that there are stark contrasts between Technology-
Enabled Trade and traditional trade in the eight selected markets. Almost all the Technology-Enabled Small Businesses
are exporters. In comparison, according to the World Bank survey data, roughly 10-20% of traditional firms across the
eight countries report that they export. (Thailand is an outlier, with three out of four firms reporting to export.)
Moreover, these businesses reach on average 30 to 40 different markets, whereas traditional traders serve on average
three to four different markets.

Data from the World Bank shows that conventional exporting is dominated by established firms, with newcomers
accounting for a mere 1-2% of exports. The data also shows that the largest 5% of firms typically account for 80 - 90%
of all exports of a country. In contrast, across the eight selected countries, the share of “newcomers” on the eBay
Marketplace (defined as sellers that did not make any sales in the previous year) is on average around 26%, and in some
countries even more (e.g., 42% in Indonesia). Moreover, these “newcomers” have a much higher chance to remain in
the market: we find that 60-80% of newcomers survive their first year, while the respective figure for traditional
exporters is significantly lower. Only around 30-50% of such exporters remain active in their second year.

This research also allows us to conclude that Technology-Enabled Small Businesses in developing and emerging
markets are remarkably similar to those in developed markets in terms of the share exporting, the number of foreign
countries they reach on average as well as survival rates and concentration of sales among the largest of traders. This
conclusion can be drawn based on the research presented in this article together with previous economic analysis of
eBay data (presented in a number of “Commerce 3.0” reports).
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The table compares key research results of developing, emerging and developed markets. We have aggregated the
results of the eight countries selected for this article and compared with results for Australia, Germany, France, the UK
and the US. Overall, these findings demonstrate that the benefits of new technologies are spread in very similar ways
across markets in different regions and at different levels of economic development.

We argue that these findings demonstrate how the Global Empowerment Network supports small traders in
developing and emerging markets to reach customers all around the globe. These trade patterns are almost identical to
what we have previously identified for developed markets while in stark contrast to traditional trade patterns.
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5 Final word

Perhaps the single most important finding from the research presented in this article is that the very same trends and
benefits our previous research identified in developed markets are present in developing markets. Firstly, geographic
distance has little negative impact on online trade flows. We have found that true for trade flows arising from developed
as well as developing markets. Secondly, technology and the Internet foster multi-country exporters. We have found
that the large majority of small business traders on eBay in both developed and developing markets reach on average
about 30 to 40 different foreign markets.

Against these research findings, we conclude that the Global Value Chains model (i.e., whereby small businesses
enter the global market by becoming a part of the production process of a much larger firm) is not the only way for
small businesses to reach and service customers in international markets. The combination of the Internet and digital
services make it possible for businesses anywhere to reach consumers everywhere. This means that sustainable global
operations can spring out of small local establishments.

We argue that our research demonstrates the existence of an alternative, complementary, path to globalization. That
path is made up of effective Internet connectivity, adaptable digital services and cross-border logistics; when brought
together, these conditions allow also small traders to serve world markets as this article has described. We propose this
alternative globalization model be called the “Global Empowerment Network”.

While the Global Empowerment Network is underpinned by technology, its effectiveness also depends on the right
legal rules and administrative procedures as the policy assessment presented in this article emphasizes. We have
identified the following policy areas as key for creating conditions that enable also small business traders to access and
serve foreign markets:

Investment in open, interconnected broadband and smartphone technology

Optimized and harmonized shipping and postal regimes

Robust intermediary liability protections

Increased and harmonized de minimis thresholds

International exhaustion of copyright and trademark rights

Promoting electronic payment methods

Improved customs processes through increased technology adoption

Recognition of technology-enabled SMEs and the global empowerment network in free trade agreements

We are excited about the continued growth of the Global Empowerment Network and believe it will be an integral part
of global trade in the future.
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Development of a Knowledge Management framework to support installed base
information management practices in a servitized context
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In the last decades, growing competitive pressures and increased customer expectations have pushed
manufacturers to extend their offerings through the provision of value-adding services (i.e.
servitization). However, this transition is challenging and risky. The current research, by adopting the
lens of Knowledge Management theory, aims to shed a light on how the adoption of procedures and
technologies aimed to collect, organize and exploit the information related to the use of the product
and services by the customers can act as an enabler of the servitization process.

1. Introduction

Wise & Baumgartner (1999) suggested western manufacturers to go downstream to achieve a steady stream of revenues
through the provision of services, given the high installed-base-to-new-units ratio (e.g. 13 to 1 for automobiles, 15 to 1
for civil aircrafts and 22 to 1 for locomotives). In recent years, due to increasing competitive pressures, evolving
customer needs and demand stagnation, the servitization of manufacturers, defined as the process of creating value by
adding services to products (Baines et al. 2009) has become a topic of great interest amid Operations Management
scholars. Such transition from products to services that underlies the concept of service orientation described by Oliva
& Kallenberg (2003) has been also labelled as Industrial Product-Service System (Meier et al. 2010) and service
infusion (Brax 2005; Gebauer 2008; Holmstrom et al. 2010). Companies undergoing this transition move towards the
provision of Product-Service Systems (PSS), i.e. integrated product and service offerings that deliver value in use
(Baines et al. 2009). Strategic and organizational patterns through which manufacturers evolve their offerings and
increase their service orientation have been investigated (Davies et al. 2006; Gebauer 2008; Gebauer et al. 2010;
Mathieu 2001).

This paper presents the preliminary results of a long-term study that aims to increase the understanding of the
relationship between manufacturers’ service orientation/strategy and the implementation of Knowledge Management
practices such as collection, analysis and utilization of data generated from the use and support of industrial equipment
(the so-called installed base information management), that can act as enablers of the servitization process (Neely 2009;
Ng & Nudurupati 2010; Greenough & Grubic 2010; Ulaga & Reinartz 2011).

Despite multiple evidence presented in literature (such as the Rolls-Royce success case) and practitioners’ growing
interest in the management of information generated during products’ lifecycle (Dutta 2009), what emerged from a
preliminary study of the literature is the lack of a comprehensive treatment of the installed base information
management topic (Ala-Risku 2009). In particular, a research gap concerns the investigation of the relationships
between information management enabling technologies (such as RFID and Wireless Sensor Network), operations
management activities related with the provision of PSS and business model addressing the offer of PSS (among the
few exceptions are Yang et al. 2009 and Greenough & Grubic 2010). More specifically, the scientific community has
not developed yet an interpretative theory of the role and impact of installed base information management practices in
the servitization of manufacturing. The present research aims to fill this knowledge gap by adopting a holistic
perspective on the topic of installed base information management, investigating the role of installed base information
for the provision of PSS through the lens of Knowledge Management theory. This paper, therefore, addresses the
question: How can the role of installed base information in the servitization processes be analysed through the
Knowledge Management theoretical approach?

2. Background

Research and anecdotal evidence suggest that manufacturers undertaking the path towards servitization face several
challenges, that may generate inconsistencies, e.g. between strategic intentions and internal organizational arrangements
and even more with external elements. Obstacles arise at both the demand and offer sides of the market. Among the
most cited obstacles there are customer’s psychology, manufacturer’s mindset and economic increasing risks. In this
challenging context, the adoption of technology and management practices aimed to handle the information related to
the use of the product and services by the customers have been addressed by some scholars as enablers of the PSS and
as a mean to overcome or mitigate the increasing risks for manufacturers (Wise & Baumgartner 1999; Neely 2009;
Oliva & Kallenberg 2003; Auramo & Ala-risku 2005; Cohen et al. 2006). The present study is grounded on the
following concepts: i.) Installed Base Information, defined as all technical and commercial data related to installed base
and needed for operation or optimization of industrial services, and ii.) Installed Base Information Management as the
set of practices that companies adopt to collect, analyse, use and share data concerning installed products and their
utilization. Both these definitions are based on the work of Ala-Risku (2009) that defines Installed Base as a collective
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noun for currently used individual products sold or serviced by the focal firm, suggesting that every single product sold
and serviced by the firm can be a valuable source of information. For instance, Jagtap and Johnson (2011) highlight the
importance of collecting in-service information in the aerospace industry and draw a comprehensive list of such
information, that range from product deterioration level to maintenance, operating, reliability, availability data and also
customer information. According to Jagtap and Johnson (2011), the collection and analysis of these of data allows
reducing maintenance costs, evaluating and predicting reliability and availability of products, fulfilling and optimizing
maintenance requirements.

Other works, however, approach the topic of installed base information management from a strategic perspective.
Data generated by products during their lifecycle are unique resources that enable the augmented service offering,
mitigating the increasing risks for the manufacturer that this kind of offering implies (Ulaga & Reinartz 2011). Due to
the risks mitigating effect, systems such as product condition monitoring technologies, that ease the collection of
installed base information, can facilitate the transition to service-based business models such as pay-per-use
(Greenough & Grubic 2010). In fact, extending the service orientation through more advanced and highly
differentiating services entails risks due to "contractual obligations from the customers in terms of performance,
availability and reliability" and increased costs for the delivery of such advanced services (Lightfoot et al. 2011).
Manufacturers increasing service orientation poses challenges in cost estimation driven by the uncertainties that arise
from performance-based contracts (Erkoyuncu et al. 2010).

In this context, the adoption of information and communication technologies to monitor assets remotely can inform
and advance actions. Management of information collected from the installed base is fundamental to gain the visibility
on installed equipment that is necessary to support effectively an augmented service orientation while real-time field
data acquired from products are a main prerequisite for fully exploiting the service potential and develop new value
propositions (Allmendinger & Lombreglia 2005; Holmstrom et al. 2010). Finally, information gathering capabilities
about installed equipment is among the enabling factors of outcome-based contracts typically offered by firms with high
level of service orientation (Ng & Nudurupati 2010).

Other research works focus their attention on tactical and operational benefits of installed base information
management practices. Johnson & Mena (2008) define the information flow as a key process to successfully adopt a
servitization strategy. In fact, information flow management links all the processes involved in the delivery of a
servitization strategy using for example, real time data from the product, collected through condition monitoring and
telemetry equipment. These data are key input for processes such as spare parts management and order delivery
(Johnson & Mena 2008). In particular, a highly detailed installed base information obtained through incorporation of
the geographic positions of installed equipment and the dynamics of their product life cycles enables a more timely and
accurate forecasts of spare parts demand and returns (Dekker et al. 2011). Finally, the robustness of the service delivery
process (i.e. the capability to respond to a large variety of service requests) can be increased with reliable service
records and installed base data. Analysing past service operations classified by the equipment type provides statistical
insight into the variety of different service requests and their requirements for material and technician skills (Agnihothri
et al. 2002; Lehtonen & Ala-risku 2005).

As highlighted in the discussion of the research gap, an interpretative theory of the role of installed base information
management practices in the servitization of manufacturing is still missing, therefore we adopt the theory of Knowledge
Management to overcome this limitation of existent literature.

The knowledge-based theory of the firm suggests that knowledge is the organizational asset that enables sustainable
competitive advantage in hypercompetitive environments (Alavi & Leidner, 2001). The knowledge-based perspective
postulates that the services rendered by tangible resources depend on how they are combined and applied, which is in
turn a function of the firm’s know-how (i.e., knowledge). This knowledge is embedded in and carried through multiple
entities including organization culture and identity, routines, policies, systems, and documents, as well as individual
employees. Because knowledge-based resources are usually difficult to imitate and socially complex, the knowledge
based view of the firm posits that these knowledge assets may produce long-term sustainable competitive advantage
(Alavi & Leidner, 1999). Modern organizations make knowledge management (KM) an explicit part of their strategy in
order to utilize the knowledge and experiences of individuals within the organization. KM is viewed as a broad concept
that addresses the full range of processes by which an organization deploys knowledge (Burstein & Linger, 2003).

3. Literature review: knowledge management and servitization

3.1 Methodology

In order to answer to the research question reported in section 1, a two-steps literature review has been set.

In the first step influential papers associated with knowledge management (KM) have been identified through a
bibliographic research carried out in several search engines, such as Google Scholar, Science Direct, Scopus, and Web
of Science. The search provided a final list of eleven papers, of which eight journal articles and three conference
proceedings focusing on the development and study of the KM theory. Years of publication range from 1999 to 2013.
These papers were analysed to identify the characteristics that, in the authors’ opinion, define a knowledge taxonomy,
successful KM practices and knowledge management systems (KMS). These features have been transcribed into
summary tables using the exact author’s words, in order to prevent misinterpretation. The tables show the bibliographic
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references, to maintain a connection to the source article. The classification structure evolved during the literature
review: some categories were split into further and more detailed ones, while others features were merged in more
comprehensive and general ones. This has led to a creation of a research framework grounded on theory aimed to
analyse servitization literature through the lens of knowledge management (see section 3.2 for details).

The second step consisted in the application of the research framework to a set of papers focused on servitization
and more generally on service business development. This allows to identify the conceptual relevance and guidelines
for knowledge management as a lever supporting the servitization process of manufacturers. In the present paper are
reported the preliminary results obtained from the analysis of four recent papers.

3.2 The Research Framework

The first step of the literature review has led to the research framework presented in Table 1. The table should be read
starting from left to right, following a structure defined by four levels. Each font style is related to a level in the
framework.

Table 1. The Research Framework grounded on Knowledge Management theory.

Data
HIERARCHY Information
Knowledge
TACIT OR
EXPLICIT
COLLECTIVE
OR INDIVIDUAL
Customer
KNOWLEDGE gﬁ;ﬁiﬁ l
OBJECT
Human resources
Product/service
Competitors
Declarative
Procedural
TYPOLOGIES Causal
Conditional
Relational
Free/ restricted access to
information
Formal procedures/
informal network
Technological
FEATURES Approach Econo_mlc
Behavioural
Creation (socialization, externalization,
internalization, combination)
Processes Storage/retrieval
Transfer
KNOWLEDGE Application
oo™
CRITICAL —
SUCCESS Coordination
EACTORS Organization Knowledge roles

Top management commitment
Centralization

Knowledge assessment
Measurement (to improve)  User satisfaction

KMS quality
Enabling Culture
communication/sharing Incentives

Alignment with strategy
Intellectual property
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management
Environment
Financial resources

Interoperability
Size

FEATURES Consistency
Data management .
Security

Aims

KNOWLEDGE Communication
MANAGEMENT Document management
SYSTEMS Coordination
FUNCTIONS ~ Navigation
Database management
Search
Knowledge flow
Knowledge mapping

Features contained in Table 1 are explained below.

3.2.1 Knowledge

According to Alavi, data is raw numbers and facts, information is processed data, and knowledge is information
possessed in the mind of individuals: it is personalized information (Alavi & Leidner, 2001). The higher the level in the
hierarchy the more structured the understanding required to recognize and comprehend the construct. As one moves up
the hierarchy, there is an increasing level of “implicit meaning” or context embedded within the relations, patterns, and
principles associated with the various levels. As the structure increases with higher levels of the hierarchy, relations,
patterns and principles may confuse rather than inform or provide useful understanding or context. This is very
important as time and effort can be wasted paying attention to useless noise rather than to critical information or
knowledge (Nunamaker, Romano, & Briggs, 2001).

Knowledge can be either tacit or explicit. The tacit dimension of knowledge is comprised of both cognitive and
technical elements. The cognitive element refers to an individual’s mental models consisting of mental maps, beliefs,
paradigms, and viewpoints. The technical component consists of concrete know-how, crafts, and skills that apply to a
specific context. The explicit dimension of knowledge is articulated, codified, and communicated in symbolic form
and/or natural language (Alavi & Leidner, 2001). Tacit knowledge is difficult to extract from the human mind, thus
limiting the manipulation and transfer of this type of knowledge. Accordingly, explicit knowledge has become
associated with information (and information systems), and tacit knowledge linked to models and behaviours that are
considered to aid its expression and transfer (Armistead & Meakins, 2002).

Knowledge can also be viewed as existing in the individual or the collective. Individual knowledge is created by and
exists in the individual whereas social knowledge is created by and inherent in the collective actions of a group (Alavi
& Leidner, 2001). If managers focus on the knowledge held by individuals they will encourage opportunities for
individual learning but potentially at the expense of the needs of the collective knowledge. A concentration mainly on
the latter, however, could restrict the creative learning of individuals (Armistead & Meakins, 2002).

The object of knowledge could be external, and thus comprises client information, competitive information,
customer information and market information, or internal, and thus comprises activity-based costing, financial
information, human resources information and product/services information (Alavi & Leidner, 1999).

Finally, different knowledge typologies were identified: declarative (know-about or knowledge by acquaintance),
procedural (know-how), causal (know-why), conditional (know-when), and relational (know-with) (Alavi & Leidner,
2001).

3.2.2 Knowledge management features

Some organizations are associated with formal structure (hierarchy), which suggests that access to some knowledge
might be restricted, whereas in other organizations individuals have more informal access to knowledge (Armistead &
Meakins, 2002).

The “personalization strategy”, as named by Hahn, recognizing the tacit dimension of knowledge, assumes that
knowledge is shared mainly through direct interpersonal communication. On the other hand, the “codification strategy”
assumes that knowledge can be effectively extracted and codified and thus uses a document-to-person approach where
knowledge artefacts are then stored and indexed in databases that enable easy retrieval (Hahn & Subramani, 2000).

The processes involved in knowledge management are: creation, storage/retrieval, transfer and application. Four
modes of knowledge creation have been identified: socialization, externalization, internalization, and combination. The
socialization mode refers to conversion of tacit knowledge to new tacit knowledge through social interactions and
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shared experience among organizational members (e.g., apprenticeship). The combination mode refers to the creation of
new explicit knowledge by merging, categorizing, reclassifying, and synthesizing existing explicit knowledge (e.g.,
literature survey reports). Externalization refers to converting tacit knowledge to new explicit knowledge (e.g.,
articulation of best practices or lessons learned). Internalization refers to creation of new tacit knowledge from explicit
knowledge (e.g., the learning and understanding that results from reading or discussion) (Alavi & Leidner, 2001).

The approach to knowledge management could be defined as: “technocratic”, i.e. based on information or
management technologies, which largely support and, to different degrees, condition employees in their everyday tasks;
"economic", i.e. the most commercial in orientation, explicitly creating revenue streams from the exploitation of
knowledge and intellectual capital; “behavioural”, i.e. stimulating and orchestrating managers and managements to be
proactive in the creation, sharing, and use of knowledge as a resource (Earl, 2001). According to Armistead, technology
can be used alone or in combination with people at an individual or organizational level. Managers do not believe
technology could wholly replace people, or that there is no place for technology in approaches to knowledge. The
majority of the companies considered that although the role of technology is influential, it is ultimately a facilitator of
human knowledge in the organization (Armistead & Meakins, 2002).

3.2.3 Knowledge management critical success factors

KM critical success factors emerged from the literature analysis are as follows:

e It must be stated that even good KMS are not productive if they do not align with business objectives.
Knowledge manager’s awareness about strategic priorities, perception of top management of KMS role in
supporting business strategies, learning senior managers about importance of KM, applying Knowledge
initiatives to strategic changes, and evaluation of strategic importance of KMS are main criteria to evaluate the
level of alignment (Mehregan, Jamporazmey, Hosseinzadeh, & Aliyeh, 2012).

e According to Lee, learning and development are important, thus successful knowledge management practices
should enable organizational learning (Lee & Choi, 2003).

e Organization has a strong influence on knowledge management outcomes. The first step is establishing new
knowledge roles: create a separate organizational unit, create positions or roles responsible for knowledge-
related tasks, such as knowledge broker or knowledge engineer, and assign personal responsibility for
knowledge (Maier & Remus, 2001) (Alavi & Leidner, 1999).

e Leadership has been recognized as a factor influencing the conduct of KM. This success factor is related to
providing the managerial atmosphere that encourages KM initiatives by members of the organization, and
providing adequate resources for the KM/KMS initiative (Mehregan, Jamporazmey, Hosseinzadeh, & Aliyeh,
2012) (Holsapple & Joshi, 2002).

e People are one of the most important enabler in knowledge management. There are many factors which are
related to people such as personality, cognitive style, self-efficacy, and skills (Lee & Choi, 2003).

e The success of knowledge management practices depends also on the capability of the organization to enable
sharing and communication. Maier suggests creating a (virtual) work environment which enables the sharing of
tacit knowledge: the issue is to create virtual workspaces, networks of knowledge workers which provide an
alternative environment to the co-located workspace, thus enabling the sharing of tacit knowledge (Maier &
Remus, 2001).

e In her case study, Alavi reported that managers expressed the need for metrics upon which to demonstrate the
value knowledge management. Initiatives should be directly linked to explicit and important aspects of
organizational performance (e.g., customer satisfaction, product/service innovations, time to market, cost
savings, competitive positioning, and market shares) (Alavi & Leidner, 1999).

3.2.3 Knowledge management systems features

A characteristic describing a knowledge management system is its size. For example, the greater the number of
documents in the document repository or the intranet, the higher the chances one would be able to find documents of
interest. However, even though greater network size may increase the potential reach of an electronic discussion forum,
greater network size would tend to increase information overload. This increases the amount of effort required to follow
the discussions. However, if the size of the network is too small, the network may offer insufficient resources (Hahn &
Subramani, 2000).

Applications of IT to organizational knowledge management initiatives reveal these common applications: (1) the
sharing of best practices and the access to information for IT support functions, (2) the creation of corporate knowledge
directories, and (3) the creation of knowledge networks, bringing geographically dispersed workers together to
collaborate on team tasks, (4) support for phone-based help desks and (5) reusing and learning from knowledge
acquired during previous IT efforts (Alavi & Leidner, 2001) (Nunamaker, Romano, & Briggs, 2001).

Other relevant features are suggested by Alavi: interoperability of existing data systems, security of data on Internet,
ensuring customer confidentiality, eliminating wrong/old data and keeping the information current (Alavi & Leidner,
1999).
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3.2.4 Knowledge management systems functions

An important function of KMS is communication. Interpersonal contacts enabled by the system results in knowledge
sharing and transfer. Instances of such systems include electronic discussion forums where employees may post
questions to which other employees with answers or suggestions can post replies. Threaded discussions and e-mail
distribution lists are typical technologies used in systems in this class (Hahn & Subramani, 2000). Other systems are
desktop video and real-time data conferencing (Synchronous) and non-real-time data conferencing (asynchronous)
(Nunamaker, Romano, & Briggs, 2001).

A second function is document management; this factor consists of these criteria: storage, disseminating, searching,
document control and reuse. An example is constituted by knowledge repositories (knowledge element management
systems): document management systems with added features e.g. with respect to classification and structuring of
knowledge elements or with respect to searching with sophisticated filters, user profiles etc. (Maier & Remus, 2001).

Coordination systems are useful in organizing group knowledge and work. Examples include group calendaring and
scheduling, electronic meeting systems, workgroup utilities and development tools, groupware services and applications
and collaborative Internet-based applications and products (Nunamaker, Romano, & Briggs, 2001).

Another function is navigation: according to Earl, the principal contribution of IT is to connect people via intranets
and to help them locate knowledge sources and providers using directories accessed by the intranet. Extranets and the
Internet may connect knowledge workers to external knowledge sources and providers (Earl, 2001).

Alavi underlines the importance of advanced computer storage technology and sophisticated retrieval techniques,
such as query languages, multimedia databases, and database management systems, can be effective tools in enhancing
organizational memory. Document management technology allows knowledge of an organization’s past, often
dispersed among a variety of retention facilities, to be effectively stored and made accessible (Alavi & Leidner, 2001).

A further function is constituted by intelligent agent technology to filter out irrelevant content and locate potentially
useful conversations on Internet relay chat (IRC). The agent builds a profile of the user through a keyword-based model
and recommends current chat sessions by sampling IRC channels to find current conversations that match the user’s
profiles. Employees are required to append appropriate keywords and meta-data to their documents prior to the
uploading to the document repository or to fill out extensive skills and expertise questionnaires (Hahn & Subramani,
2000).

IT can also enhance the speed of knowledge integration and application by codifying and automating organizational
routines. Workflow automation systems are examples of IT applications that reduce the need for communication and
coordination and enable more efficient use of organizational routines through timely and automatic routing of work-
related documents, information, rules, and activities. Rule based expert systems are another means of capturing and
enforcing well specified organizational procedures (Alavi & Leidner, 2001).

The last proposed application is concerned with knowledge mapping. This activity can be conducted through text
mining techniques and techniques for representing knowledge sources (people and information) in a context defined by
their relationships reached through clustering, classification and visualization of documents (e.g. IBM Intelligent Miner)
(Maier & Remus, 2001). A database of experts is an instance of such a system. The contents of the KMS are created by
employees filling out a questionnaire to describe their level of expertise in a predefined list of skill categories (e.g., Java
programming, project management, vibration dampening, etc.). The Experts database is intended to be useful for users
to locate people with specific skills in domains where the user has a problem to contact them for help (Hahn &
Subramani, 2000).

3.3 Findings: the knowledge management framework

In this chapter the research framework presented in previous section is used to identify knowledge management
practices necessary to develop a successful service business. The framework is applied to a list of papers focused on
service business development and presented in Table 2.

Table 2. List of papers used to apply the Research Framework.

FIRST AUTHOR TITLE YEAR

Baxter A knowledge management framework to support product-service systems design | 2009
Capturing and measuring technology based service innovation — A case analysis

Grant - . 2013
within theory and practice

Kowalkowski ICT as a catalyst for service business orientation 2013

Ramaénen Human role in industrial installed base information gathering 2013

The application of framework comprised the carefully reading and analysis through tables of the papers. All the relevant
KM practices were transcribed and compared to the features described in the framework, in order to assess if there was
an actual correspondence. In Table 3 a synthesis of the results is presented.
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Table 3. Result of research framework application to selected servitization papers (*= dimension added to the original Research Framework in order to consider specific

TOPIC

FIRST LEVEL

Second level

application of the KM practices in a servitized context).

Results

KNOWLEDGE

HIERARCHY

All authors use the terms “data” and “information” as synonymous, with no regard to hierarchy.

OBJECT

Customer

Data about customer satisfaction on product and services are seen as relevant as input of a feedback system that
aims to continuously improve products and services.

Product/service

In all the papers the importance of Installed Base Information is stressed; it comprises all technical and
commercial data related to installed base and needed for operation or optimization of industrial services.
Typologies of data collected from the Installed base are: product technical and spare parts history, degree of
utilization (working hours, number of working cycle, etc.), geographical position, product modes of use,
functioning parameters (temperature, vibration, etc.), resource and consumable consumption. Sensors provide
technical data via remote monitoring, but some data have to be collected manually. This manually collected data
typically include operational and cost related data from service operations, such as hours spent at the site and
spare parts used (Rdménen et al., 2013).

TYPOLOGIES

Declarative

In a technical PSS, detailed descriptions of design, manufacturing and service are required. Baxter proposes a
knowledge-based system, where the central class ‘life cycle system’ is principally comprised of three classes:
product, process and resource. The system also comprises various descriptive classes: requirements, behaviour,
logistics, operating methods, and installation environment. Examples of service features include uptime,
response, and capability to quickly address problems. The product class is comprised of architecture and
requirements (Baxter et al., 2009).

Procedural

In Baxter’s knowledge-based system proposal, the process class is comprised of activities and resources. This is
developed in line with the Process Specification Language (PSL) core, which defines processes in terms of
activities, objects and time points. Time is a requirement for process execution, however is has not been included
as part of the proposed framework. The resource class, in a similar manner to the PSL ‘object’ class, refers to
any resource that is used by a process. Resource subclasses include facilities (e.g. manufacturing; service),
equipment (e.g. tools; office equipment), person, and material and information resource. The information
resource class contains drawings, standards, detailed machining features, tolerance data, materials data, and
others (Baxter et al., 2009).

Causal

Indication of failure cause is necessary for a full appraisal of a product failure. ‘Failure cause’ is not a simple
issue. There is some risk associated with service technicians assigning root cause to product failures, since the
cause is not always clear from the symptoms. In Baxter’s case study, for every product service carried out,
symptoms are recorded but root cause is not investigated. For every warranty claim, an investigation is carried
out to identify root cause in order to assign the cost of repair. Where unusual or repeat failures occur, detailed
investigations are carried out at the customer site by applications specialists to identify and rectify the root cause
and improve system performance. Data from all three types of investigation, including the reports produced and
the photos taken during machine disassembly, should be available to the design team in case they want to
investigate any given product failure in more detail.

34




TOPIC

KNOWLEDGE
MANAGEMENT

FIRST LEVEL Second level

Approach

Proceedings of XXIV Annual RESER Conference 2014

Results

Technological: information systems are required to manage Installed Base Information. Examples are ad hoc
system developed in-house (e.g. spreadsheets, Access database, etc.), ERP, CRM (Customer relationship
management), PDM (Product data management), PLM (Product lifecycle management)

Behavioural: although a trend to replace humans with sensors as the diagnostic element has been widespread,
certain elements of the failure diagnostic process cannot be easily handled without the presence of human actors.
Sensors only provide discrete data regarding variables (e.g., temperature) that can indicate failures but human
observation is needed to form a deeper understanding of the failure cause (Rdmdnen et al., 2013).

FEATURES

Processes

Creation (socialization, externalization, internalization, combination): The focus is, in particular, on
combination process, which is referred to as “integration”. R&méanen in fact affirms that it is important to have a
system that effectively integrates the information pieces received from the different data collector groups so that
the information is easily utilizable in different business functions (Rdmaénen et al., 2013).

Storage/retrieval: IBI can be derived from various information systems (manufacture, sales, etc.) (Rdmanen et
al., 2013).

Transfer: IBI can be collected automatically through sensors (remote monitoring) or manually (R&ménen et al.,
2013).

Application: IBI plays an essential role in a number of functions. Firstly, this information can serve as a key
source for making correct and accurate preventive maintenance plans. Furthermore, sales personnel may utilize
up-to-date IBI as they make decisions on where to sell modernization packages or new substitutive equipment.
Correct and timely information can also be invaluable in order to provide customers with the best possible
service level. For instance, one of the companies involved in R&méanen’s research uses I1BI to optimize the
operation of equipment installed in their customers’ site (Rdmdnen et al., 2013).

User skills

Insufficient training and deficient data collection guidelines can negatively affect the quality of manual data
gathering. Problems can also occur due to people’s manifold interpretations of complex equipment involved in
the data collection. Elaborate, comprehensible and uniform data gathering training and guidelines should be
provided to all workers that are or could be involved in the IBI gathering process (R&ménen et al., 2013).

CRITICAL
SUCCESS

FACTORS
Organization

Knowledge roles:

1) Dedicated data collectors. By dedicated data collectors is meant persons whose primary task on a site is to
collect IBI. However, they may also have other off-site work duties. The practices of having dedicated
information gatherers may vary depending on, e.g., the country. These workers have no other tasks that would
interfere with information gathering so they can fully concentrate on it and they have enough time to do the task
well. What comes to motivation for collecting good quality information, it is likely to be naturally high because
the evaluation of the worker performance is based on the quality of information gathering.

2) Workers with other primary tasks. They include all workers that, in one way or another, perform work tasks
with the installed base but whose primary work tasks do not include IBI gathering. This group includes skilled
technicians and the manufacturer’s maintenance staff. These persons could collect 1BI alongside their primary
work tasks while they are at the site.

3) The customer needs to gather and provide information, such as usage data, environment information and
location data, to enable value added services provided by the manufacturer or a third party service provider. The
data collector group of customers encloses a variety of different people working for the customer, which means
that people with varying job roles are involved.
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4) Equipment users. By equipment users Radménen refers to ordinary citizens who have no particular tie to the
company at issue but who use the products or services provided by the company. Whether companies have users
amongst ordinary citizens depends on the product and service offering of the company. Among industrial
companies this is less common compared to companies providing consumer products and services, but these
kinds of companies do exist. If an industrial company has users among ordinary citizens, these equipment users
can, in practice, provide the company with IBI. In his research, R&ménen has used the term industrial
crowdsourcing when discussing ordinary citizens as 1B gatherers. The job can be performed either
collaboratively by many people or by single individuals.

5) In certain business domains, it is possible that external inspection agencies gather information regarding the
installed equipment while they are making inspection reports. They may also have own databases where this
equipment information is being stored. Hence, these authorities can be considered as one potential source of IBI.
According to R&manen company contacts, a representative from the own personnel can also sometimes be sent
to accompany the person from the inspection agency, which provides an opportunity for gathering IBI.

6) Insurance companies collect IBI and use it in estimating risks. They also provide information to their
customers when pointing out risks in customer operations. Vice versa, if customers can show that they manage
their risks, for example, by collecting and analysing IBI, insurance companies may be willing to lower insurance
payments due to lower risk levels (Rdménen et al., 2013).

Top management commitment: The quality of data can also be negatively affected by poor management
structures that do not promote accuracy, completeness and timeliness of data reporting. Management’s
commitment to data quality as well as data quality awareness are important factors in the pursuit of high-quality
data. The importance of effective management and operator feedback as well as fluent communication amongst
involved stakeholders has been also brought up (Rd&ménen et al., 2013).

Measurement

User satisfaction: the knowledge contributors require motivation to spend time populating the system. Both
manufacturing and service managers aim to keep data recording to a minimum. Therefore two important aspects
contribute to this motivation: minimal time required for inputting data, and maximum potential for the system to
support the activities of the knowledge provider (Baxter et al., 2009).

Usability of the tools used for entering information affects both the quality and quantity of provided information.
Bad usability causes confusion and leads to mistakes when providing information as well as leads to frustration
and reduces motivation to provide data (R&manen et al., 2013).

Enabling
communication / sharing

Incentives: Firstly, motivation towards data gathering is low if data collectors do not consider data gathering as
being part of their job. Data collection can also be considered as additional paperwork, hence not being
fascinating. Further, data collectors may feel incompetent what comes to data gathering, and therefore be
unwilling to participate. Lastly, some workers may fear that the gathered data could somehow be used against
them, which makes them reluctant to collect data. Also, the important role of education regarding the importance
of good quality data has been highlighted. The person gathering the information may not benefit from the use of
that information which can result in a diminished motivation to collect data. In the case of the group of workers
with other primary tasks, Baxter has found out that integration with other work tasks is crucial. Workers are not
motivated to perform an additional task if it causes significant deviation to their current workflow. According to
Baxter’s findings, the motivation for information gathering can be generated through at least three alternative

ways. Firstly, direct monetary compensation or some other kind of reward (e.g., vouchers) can be used to whet
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workers’ appetite for gathering information. Secondly, information gathering may bring intangible benefits for
the information collector, which can positively affect attitude and motivation. An example of such benefits is
something that eases the person’s other tasks. The benefit can either result directly from the worker’s actions
regarding information gathering, or another party can grant the worker certain benefits as a reward. Lastly, the
workers” motivation may be improved by promoting the meaningfulness of information gathering through
effective communication, hence making workers feel themselves important (Baxter et al., 2009).

Alignment with strategy

Managers should have in mind that a strategic move to increase service business orientation through investments
in ICT requires a business rationale and strategic congruence as well as the critical resources and capabilities
needed (Kowalkowski, Kindstrom, & Gebauer, 2013). Firms with high Service orientation have a higher
maturity level in terms of installed base information management practices due to a wider breadth of data
collected from their installed base and implementation of more specialized and integrated information systems to
manage this information, and experience a wider number of benefits from this kind of practices.

Environment

Regarding the potential effects of work environment and the nature of work tasks, it has been suggested that
operator time pressures are likely to affect the quality of collected data (Rdméanen et al., 2013).

Size

The set of information that is truly needed needs to be defined. We claim that it is not reasonable to collect large
amount of information just in case it might be utilized at some point - the true usefulness of most of it may end
up being debatable. Smaller set of information also increases the likelihood of actually getting all of the needed
information (R&ménen et al., 2013).

Data management:

Consistency: In certain service business domains, equipment turnover in the service base can cause problems
with keeping IBI up-to date. When a service contract is lost to a competitor, the visibility to the equipment is
lost. During that time the competitor may make changes to the equipment, and when the service contract is at

FEATURES some point won back the IBI at hand may be outdate. Therefore, trying to find means for keeping the IBI up-to-
date is of great importance (R&ménen et al., 2013)
ICT is an important asset for creating superior customer value based on explicit service quality, proactive and
integrated solutions as well as timely, empathic design of new services. According to previous research, new
. services can be introduced more rapidly into the market when having a significantly better control over the IT
Aims : : . : L . ) -
infrastructure. Controlling the IT infrastructure is necessary for building a service system and enhancing service
quality excellence. Hence, ICT enables better service delivery and leads to improved cross-functional
communication and service-oriented business strategies (Kowalkowski, Kindstrom, & Gebauer, 2013).
1) The adoption of information and communication technologies to monitor assets remotely. Due to the risks
mitigating effect, systems such as product condition monitoring technologies, that ease the collection of installed
base information, can facilitate the transition to service-based business models such as pay-per-use.
2) Mobile devices for service employees. Such initiatives involve relatively low risks, do not require a
comprehensive understanding of the technology among top management, and the cost reductions allow a rather
FUNCTIONS | Communication straightforward and measurable return on investment. Since 2002, in Toyota Material Handling Europe, the

service organization is using a mobile business system and service technicians are using handheld computers to
receive and report work orders and access customer fleet data and spare parts information. In this way, value can
be created by offering process analysis and consulting services. Customers can view the real-time utilization of
their fleet and see how the trucks are driven, set driver access and shock levels remotely, and manage all
production sites centrally. (Kowalkowski, Kindstrém, & Gebauer, 2013).
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Direct billing and transaction-efficient service order handling (Kowalkowski, Kindstrom, & Gebauer, 2013).

Search

Baxter defines a scenario, in his case study, where designers have to access machining capability data. Designers
reported that the system provides too much irrelevant information, that they had to ‘drill down’ through too
many levels to access to the data relevant to them, and that this would prevent them from accessing the system.
This recognizes that with an increasing amount of content available in a knowledge management system, there is
a requirement to ensure that people are able to access knowledge relevant to their work function. The approach
taken to ensure that appropriate knowledge can be delivered is to provide an activity level mechanism, which
links knowledge resources with activities. The precise mechanism is the inclusion of a ‘knowledge resource’ slot
in the activity class. This slot enables any instance from any class in the knowledge base to be associated with an
activity. Whilst the system limits the content of the knowledge resources to alphanumeric inputs, the class
structure supports the extension of the principle to include hypermedia links, attached files, and links to other
systems (Baxter et al., 2009).

Knowledge flow

The information flow is a key process to successfully adopt a servitization strategy. In fact, information flow
management links all the processes involved in the delivery of a servitization strategy using for example, real
time data from the product, collected through condition monitoring and telemetry equipment. These data are key
input for processes such as spare parts management and order delivery. In particular, highly detailed installed
base information obtained through incorporation of the geographic positions of installed equipment and the
dynamics of their product life cycles enables a timelier and accurate forecast of spare parts demand and returns.

APPLICATIONS
*

DESIGN
SUPPORT

Product design: One important element of design knowledge capture, particularly in the design of mature
products, is process modelling. A prescriptive design process model shows the best practice sequence of tasks
which contribute towards the creation of the final product. The process is divided into two main stages:
conceptual and detailed design. The conceptual design activity begins with the creation of a project team. In
parallel, the requirements specification, product family definition, module structure definition and service
package design activities are carried out. The recognition of an integrated product and services sales strategy
brought about the requirement to design the service package concept at this early stage. this model proposes a
manufacturing analysis activity to take place within the conceptual design stage in order to verify the
commercial validity of the project. The requirements specification activity is one of the first activities to take
place in the design project. The purpose of the activity is to identify and document the requirements in order to
develop an engineering specification for the product or system. Concurrent activities include product family
definition, module definition (defining the strategy for common modules across the range), and service package
design (the outline strategy for service delivery).

In the knowledge base, the requirements specification activity includes various knowledge resources, including
requirements specifications from previous products. The detailed reference to the requirements specification
from previous projects supports the design team in developing specifications for the new design project where
they are not explicitly indicated by the market analysis activity by giving them a clearly defined starting position.
Various personnel are involved at this stage, including engineering, manufacturing, marketing, sales, and
customer application specialists (Baxter, Roy, Doultsinou, Gao, & Kalta, 2009).

Service design: The first activity relates to defining the product. Inputs from the knowledge framework include
the product architecture class (BOM, modules) and inputs from the resource class (e.g. drawing). The product
description is likely, in practice, to represent a family of products with multiple variants. A further critical
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Results

element is the intended customer application, defined using the ‘installation environment’ class. This includes
references to resources including equipment and personnel. This process will have been evaluated by service
personnel at the prototype stage. In combination with the projected volume, this input is applied to the
development of the service process. Activities and resources (personnel, information, tooling) required by the
process are compared against the existing facility. Tooling, training, and test procedures are developed according
to the existing facility, in line with the volume of products expected (Baxter, Roy, Doultsinou, Gao, & Kalta,
2009).

SERVICE
SUPPORT

There is a wide range of generic SSP that are enabled and facilitated by ICT, for example remote monitoring and
control, product utilization report packages, preventive maintenance agreements, and fleet management systems.
As more and more information about product usage is possible to collect wireless in real time, firms have a more
accurate foundation for proactive, higher-quality maintenance and operational services. ICT enables the
development of new SSP but these are not necessarily new stand-alone services. Customer benefits enabled by
SSP, such as reduced operational costs through process automation, better predictability, and information on
product performance and usage in customer operations, lead to more attractive value propositions
(Kowalkowski, Kindstrém, & Gebauer, 2013).

Baxter provides examples of knowledge management systems supporting service such as spare parts and training
and feedback from service to design. Spares are a designation for components available to the after-market as
replacement parts. Spares definitions may dictate that certain parts replacements are carried out in groups. For
example, a single seal may only be available as part of a kit. That kit may include several washers, seals ‘0’-rings
or gaskets, according to the expected requirement for a full or partial rebuild. Other rebuild parts kits may also be
available, containing various wear parts according to the recommendation for parts which should be replaced as
part of every product rebuild.

Training refers to the requirements for procedures and documentation as well as project planning to support
product launch. Documentation describing service and maintenance procedures is a key part of the training
requirement. Hands-on training also takes place: a service technician trained by the NP1 team may travel to the
various service centres to train key personnel, or service technicians from the various global sites may travel to a
central location to receive hands-on training.

Serviceability is indicated through feedback from service personnel to designers. Feedback may include actual
time taken in the service process, problems encountered, ideas for improvement, and design change requests.
(Baxter, Roy, Doultsinou, Gao, & Kalta, 2009).
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4 Conclusion

Although the research attention towards servitization has been very high in recent years, the role of installed base
information management as an enabler of this transformation of manufacturers has not been approached
comprehensively. This paper present a preliminary work meant to support the development of a theory about this topic.
To do so, we addressed the role of installed base information for the provision of PSS through the lens of Knowledge
Management theory.

The contribution of this paper is therefore twofold. First, a research framework was developed based on the
knowledge management literature, which identifies the characteristics of three entities: i.) Knowledge; ii.) Knowledge
management; iii.) Knowledge management systems.

Second, this framework is tested by applying it to four papers dealing with knowledge and successful service
business development in manufacturing. This generates a preliminary understanding of knowledge management
features in the servitization process, which are listed in Table 4.
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Remember to identify what your service network partners value

Maaren Ali-Marttila, Salla Marttonen, Timo Karri
Lappeenranta University of Technology

The traditional view of value in exchange has increasingly shifted to value in use where the customer
and provider interact in long-term relationships by sharing and integrating resources. In addition, the
outsourcing of industrial services (e.g. maintenance services) has increased inter-organizational co-
operation and networking in many companies. This has created a need for models and tools to identify
what the different partners value in the service. The specific objective of this paper is to present a
conceptual framework for a collaborative value analysis model built to identify what the network
partners value in industrial services. The framework is based on a systematic literature review
considering value analysis models in the business-to-business context. In the previous research, the
value discussion has been mainly about customer perceived value and relationship value. Service
provider value has garnered scant attention. Our framework aims to present a collaborative model,
which considers multiple operators in the industrial service network: the customer, the service
providers and the equipment providers. To make business networks successful, the company partners
need common goals and expectations, the value of all network members should be taken into account.
The paper contributes to industrial service decision making by providing a conceptual framework for
collaborative value analysis based on research gaps identified in the previous literature.

1 Introduction

Value creation is the essence of service relationships (Lindgreen & Wynstra 2005; Méller 2006; Vargo & Lusch 2008;
Walter et al. 2001). In order to be able to create value, the partners need to identify the value of the service. This paper
presents an overview of different value analysis models employed in B2B services, based on a systematic literature
review. We use the term model to mean implementations (e.g. frameworks, equation models and conceptual models)
that can be used for decision making, and should also be independent of a single case. Based on the identified models
and the literature, a conceptual framework for collaborative value analysis with a specific focus on maintenance
services is presented.

Better integrated and more knowledge intensive solutions provided for industrial service customers, and the
outsourcing of support services, has increased the inter-organizational collaboration between many companies operating
in industrial maintenance and other service networks (Kremic et al. 2006; Redondo-Cano & Canet-Giner 2010). Ford &
McDowell (1999) state that the network context is highly complex and this hampers, for example, marketing and
purchasing management. This emphasises the need for collaborative value analysis, cost analysis and pricing models to
identify what each partner values in the service relationship and support decision making. Many of the extant value
analysis models do not take the new collaborative context into account, so updated models are needed to improve
decision making between network partners and strengthen the relationship and trust (e.g. Ahonen et al. 2010;
MacCarthy & Jayarathne 2012; Panesar & Markeset 2008; Werner Reinartz 2008; Sinkkonen et al. 2013).

Maintenance has shifted from what could be described as a necessary evil to being a part of the business which
creates additional value (Parida & Kumar 2006). The current literature supports the value of maintenance services,
which e.g. for customers can be surprisingly high (e.g. Komonen 2002; Sinkkonen et al. 2013; Al-Turki 2011).
Especially if the customer operates in the process industry and insufficient resources are put into maintenance, this can
result in major losses through lost production (Knapp & Mahajan 1998). In addition, maintenance is highly case specific
due to the different strategies employed to maintain critical and non-critical systems. Increasingly complex assets have
grown knowledge intensity and attracted specialisation in the field (e.g Al-Turki 2011). The value of maintenance
comprises both tangible and intangible value elements (Ali-Marttila et al. 2013; Ojanen et al. 2012; Toossi et al. 2013).

The strategic importance of maintenance has increased the number of inter-organizational partnerships and led to the
creation of more maintenance networks. These comprise customer companies, i.e. maintenance purchasers, and a
variety of supplier companies such as maintenance service providers and equipment manufacturers (Marttonen et al.
2013). Maintenance operations are often at least partly outsourced (Ali-Marttila et al. 2013). We know that maintenance
can create additional value and that the nature of the business has changed; maintenance service suppliers are now an
important part of the landscape. But service-dominant logic that says value is created throughout the relationship not
just in the exchange has to date received less attention (Vargo & Lusch 2008). The importance of the price of the
service is often still emphasised, although especially for complicated services functionality should be the deal breaker.
In addition, due to case specific contracts, it is essential to know the specific value elements for each case. To engage in
true collaborative relationships, the value elements of the service provider should be considered. Also collaborative
value analysis is needed in order to be able to improve the service networks and make them successful.
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The concept of modelling the key elements and dimensions that constitute value creation in maintenance service
relationships and overall in B2B relationships has attracted relatively little research interest (e.g. Corsaro & Snehota
2010; Ulaga & Eggert 2006). But the B2B marketing literature is already further ahead in considering service value and
relationships than the maintenance literature (e.g. Aarikka-Stenroos & Jaakkola 2012; Grénroos & Helle 2010). In order
to gain insights from the marketing literature, the extant literature is systematically analysed to identify the current
models employed for value analysis in B2B services, and to see how they have been used. Based on the findings and by
taking into account the special characteristics of industrial maintenance services, a conceptual framework for a model to
identify the value elements of the network partners is proposed.

Our research questions are:

e What kind of value analysis models have been presented in academic journal publications relating to B2B
services?

e What kind of building blocks for the collaborative value analysis framework can be identified in the extant
literature?

e What elements should the collaborative value analysis model of industrial services include?

The current models do not consider all the partners in service networks. In order to improve the competitiveness of the
service relationships, the partners need to understand what elements create value in the service for each member. We
contribute by providing a conceptual framework for collaborative value analysis to support decision making.
Collaborative tools are needed to improve network level co-operation between members in maintenance and other
services. Appropriate models and their implementation strengthen the networks and help them compete with others.

The paper is structured as follows. First, the relevant value theory is described. Then the methodology of the
literature selection is described in detail, after which the selected literature is analysed and the framework presented.
Finally, the conclusions and avenues for future research are presented.

2 Value creation in business relationships

Payne et al. (2008) explains that the value creation process in business relationships comprises what value the customer
receives, what value the service provider receives, and how the partners can manage the value exchange successfully to
maximise the received total value. Although this sounds clear, the value has multiple dimensions and the value literature
has focused significantly on exploring what the dimensions and drivers are that create value in business relationships
(e.g. (Corsaro & Snehota 2010; Menon et al. 2005; Ulaga & Eggert 2006)).

Customer value is generally defined as the trade-off between the benefits and sacrifices (or cost) in an exchange
(Ulaga & Eggert 2006; Zeithaml 1988). The benefits can include, for example, quality or cost savings, and price can be
seen as a sacrifice (Dumond 2000; Grénroos 2011). In this paper, in analysing the identified models we consider
customer value a value perspective that discusses only the value and benefits relating to what the customer gains from
the service relationship.

The marketing literature has focused predominantly on customer value, so supplier value is studied markedly less
(e.g. Purchase et al. 2009; Ramsay & Wagner 2009; Walter et al. 2001). Purchase et al. (2009) and Ramsay & Wagner
(2009) describe supplier value as the benefit the supplier receives when interacting with the customer. The benefit can
be, for example, profit or new customers. We see supplier value as a perspective where only the benefits from the
supplier are considered.

The traditional value-in-exchange view (goods-dominant logic) has been challenged by value-in-use (service-
dominant logic). Value is not only created with the object of exchange (e.g. product, service offering), but also in the
whole value delivery process during which resources, skills and knowledge are shared when the customer and supplier
interact (Lindgreen & Wynstra 2005; Payne et al. 2008; Vargo & Lusch 2004). In industrial services, the value delivery
process can last for several years through long-term contracts. In persistent relationships, value is also created through
interactions over time because the customer and provider continuously learn from each other as the relationship
develops (e.g. (Ford & McDowell 1999; Hammervoll 2012). Relationships create synergies that benefit network
partners, and thus can be considered to have value for both the customer and service providers (Smals & Smits 2012;
Ulaga 2003).

The value of the relationship can take in factors such as reputation, the innovativeness of the supplier, and access to
networks of partners (Méller & Torrénen 2003; Walter et al. 2001). Thus, companies must consider also other elements
that create value in business relationships rather than just the current offering (Ravald & Grénroos 1996; Lindgreen &
Wynstra 2005). This has shifted the broader focus of value research from individual transaction processes to the
ongoing interactions between the firm, its customers and network partners over time (Payne & Holt 2001).

The value experienced in relationships can be both tangible and intangible, and derived from multiple dimensions
such as increased profits, increased reputation, access to new partners, and trust (e.g. (Baxter & Matear 2004;
Biggemann & Buttle 2012; Grénroos 2011; Ulaga & Eggert 2006). However, partners in the same relationship might
have different perceptions of the elements that create value (Corsaro & Snehota 2010). In order to be able to discuss and
gain a mutual understanding of the created value and improve the value creating elements, what each partner values in
the service and relationship should be identified (e.g. Aarikka-Stenroos & Jaakkola 2012). In this paper, we see the
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relationship value perspective as one where the value of two or more parties is considered and value is created in
collaboration.

While actively involving suppliers in the value creation process can increase value creation potential, it can also
make the partners increasingly dependent on each other, as Mdller (2006) points out. Therefore, striving for value
creation through relationships is not always the best solution. In this paper, however, we focus especially on situations
where industrial service networks are created, and supplier, customer and equipment provider are actively involved in
the value creation process. The research has not been able to keep pace with changes in the industry, so this paper
provides a conceptual framework to identify the value elements of industrial maintenance service partners, and thereby
to support decision making in industrial service networks.

3 Methodology for the literature selection

A systematic literature review was conducted to study the current value analysis models for B2B services that can be
found in the academic journal publications. This section presents the literature sample selection process in more detail.

As we wanted the literature sample to include articles that consider value analysis models used in the service
context, we defined three main categories — value, models and services — for keywords used in the search strings (Table
1).

Table 1. Keywords used in the search strings.

1 Value 2 Model 3 Service

value model* "business service"
tool B2B! service
framework "industrial service"
method "maintenance service"

talso business-to-business

All the category keywords are quite common so more specifications were applied in order to work through the material
in reasonable time. The first category, and the keyword value, goes to the heart of this study and is therefore included in
all search strings. The second category focuses on the modelling aspect and includes the specific keywords model, tool,
framework and method. They are all constructs for decision making and to cover the analysis process adequately should
be included in the search strings as well. In addition, different keywords should be employed to identify the appropriate
models, because for example some argue that model and method are often used interchangeably. The third category is
for services and contains the keywords business service, B2B service, industrial service, and maintenance service.
“Business service” can be considered the most upper case, and the other services come down to more specific fields and
finally to the specific theme of this paper, namely “maintenance service”. Thus the models identified in the literature
sample must include also the service aspect.

Keywords were then combined from each category into 16 (1x4x4) search strings that were applied to the databases.
Since Scopus (Elsevier) and ISI Web of Science (Thomson Reuters) may be considered both leading and competing
databases in business research, they were employed to ensure the availability of a large, comprehensive literature pool
(e.g. Gavel & Iselid 2008). We collected the literature sample in July 2014 and no time distribution limitations were set
for the search.

In order to find the relevant articles, the following criteria based on Newbert (2007) were applied when considering
the inclusion or exclusion of a paper:

Include only peer reviewed scientific journal articles

Ensure relevance by selecting articles that contain at least one keyword in their title or abstract
Exclude articles with very narrow aspects or context (e.g. suitable only for a single case)

Read remaining abstracts and ensure their relevance to the subject

Further, read remaining articles in their entirety to ensure relevance of content

In addition, the following criteria were used for the content:

e The selected articles should consider value from multiple aspects (not just one element such as trust or quality)
or similar aspects (if modelling does not consider value directly, the paper should still be associated with the
concept of value) and this should be a significant part of the paper.

e The selected articles should consider modelling in the sense that the model is separable from a single case and
can be used for decision making

e The selected articles should consider value analysis from a service perspective; they should be appropriate for
the B2B context so that they are also viable for the specific focus on maintenance

45



Proceedings of XXIV Annual RESER Conference 2014

We chose to omit articles examining new service development, branding, specific strategy formulation, and improving
innovativeness, unless they considered especially the value modelling concept.

The different combinations of search strings produced 548 potentially relevant articles. Employing the exclusion and
inclusion criteria described above, 24 papers were selected as the literature sample for more specific revision. The
selection process is depicted in more detail in Figure 1 and the selected articles in Appendix 1.

Potentially relevant articles
found (n=548)

Excluded based on the title
check (n=149)

\ 4
Articles included in the abstract
check (n=399)

i Excluded based on the abstract
: check (n=283)

\ Al
Articles included in full text
check (n=116)

Excluded based on full text
check (n=92)

\4

Selected literature sample
(n=24)

Figure 1. Literature sample selection process.
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Figure 2. Time distribution of the sample.

The time distribution of articles considering value analysis models of services is shown in Figure 2. Interestingly, it is
clear that the number of journal publications has increased significantly in the last nine years. Some interest in
researching the area started after 1995, by Lapierre (1997, 2000) and Lynne Bennington & Cummane (1998), but after a
few years there were no publications for a while, until now a rising trend towards and need for value analysis models
can be seen published by several researchers.
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4.2 Industry

The main industries specified in the articles are shown in Figure 3. The most researched industries were industrial
services and information technology (IT) services. Especially in industrial services it has been noted that value analysis
is important in order to create value and remain competitive by providing solutions for the customer. Two articles
considering maintenance services were also found (Macdonald et al. 2011; Ojanen et al. 2012). Interestingly, articles
considering maintenance services were found even more in the earlier stages of the process, before final exclusion (e.g.
Chang & Lo, 2011; Finne & Holmstrom, 2013; Holmstrom et al., 2010; Ahonen et al., 2010; Lam, 2008). These articles
were ultimately excluded from the final sample because they examined a specific problem other than value analysis
(e.g. selection of the best consultant, modularization, communities).

Not specified

Several (e.g. engineering, IT)

3 IT

E

=]

g,.’_ Knowledge intensive business services

3 (KIBS)

2z

3 Logistics
Industrial

Maintenance

0 1 2 3 4 5 6 7

Number of publications

Figure 3. Distribution by industry in the reviewed articles.

4.3 Value perspective

As can be seen in Figure 4, the focus in the value analysis models is still on the customer side, as the majority
considered customer value assessment or similar aspects. Supplier value in the service was considered in only two of
the models.

Relationship
value; 7

Figure 4. Value perspectives in the sample.
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The relationship value perspective was identified in seven of the models. It is a positive development that at least some
are focusing on mutual value creation, especially concerning B2B services where it is important to consider both parties
in the value creation process. But none of the models considered more than two actors (customer and supplier).

Figure 5 depicts the value elements used in the models. The majority of the value analysis models use both tangible
(e.g. profit, price, speed) and intangible (e.g. reputation, trust, commitment) value elements in assessing the value of the
service (e.g. Songailiene et al., 2011; LogozZar et al., 2006; Sole & Carlucci 2010; Lapierre 2000). This supports the
view that value is multidimensional and comprises both monetary and non-monetary elements that need to be
considered in its analysis. Five models considered primarily one dimension of value, and most of these articles
recognised in their conclusions that the unevaluated elements should be taken into account in further research.

0 5 10 15 20 25

B Mainly Tangible ® Mainly Intangible  ® Both Not explicit

Figure 5. Measured value elements.

4.4 Managerial implications of the models

The identified models were mainly frameworks or models developed through equation modelling. As the use of
equation based models is often complicated, the managerial implications of what the researches felt the model could be
used for were reviewed. The majority of the managerial implications did not consider particularly versatile implications
but mainly suggested that the tested model or framework should be employed for evaluation purposes in improving a
party’s own services or considering the value of the partner. Also other implications were suggested on a few occasions
such as customer segmentation, marketing purposes, analysis in greater depth, management, prediction, comprehensive
value assessment and identification purposes. As the identification of the important value elements of the service for
each partner is the first step in mutual value creation, it is surprising that it was not considered in more models as a
managerial implication in addition to evaluation. Even though actors are in the same relationship they might have
different perceptions of the service value and therefore the differences should be identified (e.g. Corsaro & Snehota
2010; Aarikka-Stenroos & Jaakkola 2012).

The identification of value elements was mainly considered in the models for comprehensive value assessment as a
first step. Only one of the models also provided value elements that could be employed to assist in value identification.
Therefore, we conclude that simpler models and tools should be provided to support the first step in the value
assessment process. Based on the literature review, we propose four different building blocks for inclusion in the
conceptual framework: identify case specific characteristics, different dimensions of value (tangible and intangible),
network partners, and creating a mutual understanding of value creating elements.

4.5 Conceptual framework

Based on the identified models and literature considering value creation in relationships, the building blocks for a
conceptual framework for collaborative value analysis are now presented. Since we are focusing especially on situations
where there are multiple partners (e.g. customer, supplier, service provider and equipment provider in a maintenance
network) operating and actively involved in the value creation process, we can see from the literature review results that
a model for the identification of service value in service networks is needed because there is a clear research gap that
needs to be filled. We propose a conceptual framework and its building blocks for the identification of value elements
in a collaborative service network (Figure 6).

The first part of the framework proposes identification of the case specific characteristics of the required and
provided service, and which partners should be involved. Especially maintenance services are highly case specific and
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therefore the characteristics need to be identified for example if a critical or non-critical item needs to be maintained
(e.g. Al-Turki 2011). Often network partners have no common language and concepts are used broadly, and this
emphasises the specification of a special case and its value elements.

The second part of the framework presents the different value elements of the service. It has been recognised that in
maintenance services value is both tangible and intangible (e.g. Ali-Marttila et al. 2013; Ojanen et al. 2012; Toossi et al.
2013), and the literature review results support this as the majority of the service analysis models considered both. The
value elements should include both tangible and intangible elements that can be chosen by the partners (Songailiene et
al. 2011; Macdonald et al. 2011; La et al. 2008; Huntley 2006; Fiol et al. 2011; Ng et al. 2012; Barry & Terry 2008;
Biggemann & Buttle 2012; Lynne Bennington & Cummane 1998; LogoZar et al. 2006; Komulainen et al. 2007; Ojanen
et al. 2012; Sole & Carlucci 2010; Aarikka-Stenroos & Jaakkola 2012; Lapierre 1997).

The third part of the framework considers the network view of industrial services. All major members of the service
network identify their value elements in the service. The literature review pointed up a lack of models that considered
more partners than just the customer and supplier. The framework suggests the main members of the maintenance
network, as described by Marttonen et al. (2013), are the service customer, the service provider and the equipment
provider. But also other partners can be added to the framework.

The fourth part of the framework proposes that once each service network member has evaluated the elements that
create value, the value profiles are brought together so that the member’s profiles can be identified and discussed. This
is important because even though the actors are working in the same relationship they might have different perceptions
of the created value (Corsaro & Snehota 2010). This leads to the fifth part of the framework, where finally the value
creating elements for each party are diagnosed and discussed between practitioners to gain a mutual understanding of
those elements (e.g. Aarikka-Stenroos & Jaakkola, 2012; Kerénen & Jalkala, 2013; Songailiene et al., 2011). All
partners should gain insights and together comment on the value process.

1. Identify case specific characteristics
1.1 partners 1.2 other specifications (e.g. critical, non-critical items)

1 |

2. Different value elements of the service
(e.g. reliability, flexibility, price)

1

' Additional partner in the
' network and its value

| elements

Customers’ value
elements

Service providers’

1 1 . . )
| ! Equipment providers
' value elements !

! 1

1 1
1 1
i value elements i
1 1

4. Different value profiles

5. Diagnosing and discussing value
creating elements for each party

|

Collaboratively identified value of the service
for each network member

Figure 6. Conceptual framework for collaborative identification of the value elements of the industrial service.

The proposed framework can be employed as a first step in negotiations but also later for the evaluation of current and
future services. The evaluation and control of the value elements is also important because the perceptions of benefits
and costs may change over time (Corsaro & Snehota 2010)
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5 Conclusions

The value elements of all major service network members should be identified because value is co-created. However,
there is a lack of easy-to-use models that take into account the value elements of multiple network members. The
growing trend for value analysis research shows that there is a need for value analysis models. But the existing models
do not as yet take the collaborative context into account and therefore new models are needed to support decision
making between network partners (e.g. Ahonen et al., 2010; Lapierre, 2000; MacCarthy & Jayrathe, 2012; Olsson &
Espling, 2004; Panesar & Markeset, 2008; Reinartz & Ulaga, 2008).

The current value analysis models found in the systematic literature review considered mainly the customer value
perspective, and suggested evaluation tools. It seems that the marketing literature is still focusing on customer value as
Purchase et al. (2009) and Ramsay & Wagner (2009) earlier suggested. Supplier views are still rare and none of the
identified models considered the collaborative service context where multiple partners (more than just the customer and
supplier) operate; this can be considered the main research gap. Future research should also focus on easy-to-use
identification models as the models uncovered did not address this. At this point, the identification process was only
concluded in a few models where comprehensive value assessment was considered. Comprehensive value assessment is
an important practice, but it might be too blunt a tool for some relationships. Also it was not specified how the
identification process should run despite mutual discussions.

We propose a collaborative value analysis framework for industrial services which comprises five stages that
conclude in a collaboratively identified value of the service. The first stage is to specify the case specific characteristics;
the second provides the value elements; the third includes the different network partners; and the fourth and fifth stages
present the value profiles and ensure that mutual understanding is achieved on what are the value creating elements in
the service for each network partner.

We contribute to the extant value literature by presenting research gaps in the current value analysis models for B2B
services. In addition, we present a conceptual framework for a collaborative value analysis model. It shows how the
value for each network member can be identified.

Collaborative models and tools are needed to improve network level cooperation between members in maintenance
and other B2B services, to build trust and competitive advantage. Appropriate models and their implementation
strengthen the service networks and help them compete with other networks.

The systematic literature review has some limitations. Due to its focus on specific keywords, some relevant articles
may have been missed. Future research should address this, and for example the reference lists and citation maps of the
literature review articles could be checked to make the sample more comprehensive. Also the framework provided is
only conceptual and derived from the systematic literature analysis. Empirical analysis based on the proposed concept
should be conducted to complete the theoretical findings.
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Appendix
Summary report of the literature sample articles
Sample Service Value Tangible Intangible Managerial
article industry perspective value elements  value elements  implication
(Songailiene et al., Logistics Supplier value X X Segmenting
2011b) Evaluation
(Gronroos & Helle, Industrial Customer value X Evaluation
2010) Supplier value
(value creation)
(Pinnington & - Relationship value (x) X Evaluation
Scanlon, 2009)
(Macdonald et al., Maintenance Customer value X X Evaluation
2011) (value-in-use)
(Toytari et al., 2011) Industrial Customer value X (x) Sales process
(Laetal., 2008) Several Customer value X X Segmenting
(consultants, Marketing
engineers, IT)
(Huntley, 2006) Information Relationship value X X Sales process
technology Marketing
(Fiol et al., 2011) Industrial Customer value X Evaluation Strategy
(Hansen et al., 2008) | - Customer value X Customer portfolio
mgmt.
Tailoring the service
offering
(Parry et al., 2012) Information Customer value X X Planning
technology (relationship) Prediction
(Lapierre, 2000) Mainly Customer value X X Evaluation
Information Improvement
technology
(Landroguez et al., - Customer value Not explicit Analysis
2013)
(Barry & Terry, Industrial Relationship value X X Evaluation
2008) (for customer) Prediction
(Komulainen & Information Customer value Not explicit Management
Tapio, 2013) technology
(Biggemann & Industrial Relationship value X X Evaluation
Buttle, 2012)
(Lambert & Enz, - Relationship value Not explicit Management
2012) (value co-creation) Measurement
(Bennington & - Customer value X X Evaluation
Cummane, 1998) (Identification)
(Logozar et al., 2006) | Logistics Customer value X X Identification
(Komulainen et al., Information Customer value X X Evaluation
2007) technology Segmenting
(Keranen & Jalkala, Industrial Customer value Mainly (x) Comprehensive value
2013b) (supplier X assessment (including
perspective) identification)
(Ojanen et al., 2012) Maintenance Customer value X X Value assessment
services (including
identification)
(Sole & Carlucci, KIBS Customer value X X Evaluation
2010b)
(Aarikka-Stenroos & | KIBS Relationship value X X Analysis
Jaakkola, 2012b) (customer value Joint problem solving
emphasised)
(Lapierre, 1997) - Relationship value X X Evaluation
(early stages)
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Customer service requirements and co-creation: Empirical study
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The aim of this study is to empirically test how customer service requirements influence the
probability and extent of customer collaboration with the service provider in value creation process.
Our results indicate that customer requirements affect the likelihood and intensity of customer-
provider collaboration in value creation process. Our findings carry important implications for both
service research and service practitioners. Understanding such relationships will enable service
providers to optimize their operational strategies according to customers’ diverse needs and thus
enhance their profitability.

1 Introduction

The rapid development of the service sector is a result of intense global competition, which pressures companies to
innovate and excel operationally, so they can address swiftly evolving customer needs and wants by all-inclusive
offerings and achieve customer intimacy (Rai; Sambamurthy, 2006; Agndal et al.,2007). In fact, value creation in the
service sector is explicitly customer-driven because customers’ wants and needs are the actual base of designing the
offerings of companies and determining factors in their competitiveness (Howden; Pressey, 2008; VVargo; Lusch, 2008).
Thus, it is becoming increasingly important that service providers learn to adjust their offerings to meet divergent
customers’ needs successfully and interact with customers effectively. It has been suggested that value is
collaboratively created with the customer and other stakeholders in a constellation of interactions that generate and form
the value split among the actors in a value creating system, which, based on customers’ needs, enables the choice of
certain complementary elements and their bundling (Normann; Ramirez, 1993; Ramirez; Wallin, 2000; Lusch et al.,
2010; Pynnénen et al., 2011).

Research on customer value (co-) creation is not new in the literature. However, there is still a need to understand
the factors that affect the customers’ level of engagement in value creation (e.g., Epp; Price, 2011; Lusch et al., 2010;
Pynnonen et al., 2014). In this study, we focus on customer-related factors (see Kalaignanam; Varadarajan, 2006; Van
Doorn; Lemon; Mittal; Nab; Pick; Pirner; Verhoef, 2010) and specifically customer service requirements. The research
problem of this paper is to understand how customers’ service requirements predict the likelihood of their participation
in value creation processes. Specifically, we investigate how much the need for integrated services, information sharing
and systemic purchasing orientation explains the probability of intensity of collaboration being high or moderate. In
answering these questions, two main methods are used: cluster analysis and logistic regression analysis. In particular,
empirical evidence is gathered by means of a structured questionnaire survey. Our results indicate that customers with a
disposition towards integrated services are more likely to engage in intense collaboration with the service provider.

The paper is structured as follows. First, on theoretical and conceptual levels we discuss customers’ participation in
value co-creation. Next, we review the literature of customer service requirements focusing on systemic purchasing,
integration of services and information sharing before describing the methodology and presenting the data analysis and
the results. Finally, we discuss the findings and present our conclusions.

2 Theoretical background

2.1 Customers participation as co-creators

The fundamental idea in customer value creation is that the firm utilises its resource profile to optimize its product-
market activities (Wernerfelt, 1984), thus creating value for its customers, which can be enhanced by identifying any
links between a certain resource and a particular product in a specified market (Clulow; Barry; Gerstman, 2007).
However, the customer is no longer just a target but primarily a co-producer who can be involved in the entire value
creation process acting on operand resources (Vargo; Lusch, 2004). Accordingly, the customer’s role in the creation of
value in service offerings is central (see e.g., Normann; Ramirez, 1993; Bettencourt, Ostrom; Brown; Roundtree, 2002;
Gronroos; Ravald, 2011).Thus, direct interactions with the customer’s value creation processes become essential.
However, in industrial business-to-business context the depth and intensity of these relationships can vary from
conventional transaction-based relationships to closer contractual relationship or even to advanced value partnerships
and full-service contracts and solutions (see Stremersch et al., 2001). The deeper the partnership, the more important is
the need for an in depth analysis and understanding of the value co-creation process.

The co-creation process can comprise the co-development (see Brax; Jonsson, 2009) and co-production of an
offering (see Thomke; von Hippel, 2002). Further it has been argued that co-creation ‘‘involves the (customer)
participation in the creation of the core offering itself. It can occur through shared inventiveness, co-design, or shared
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production of related goods.”’(Lusch; Vargo, 2006, 284). Aarikka-Stenroos and Jaakkola (2012) have identified five
value co-creation activities: diagnosing needs, designing and producing the solution, organizing the process and
resources, managing value conflicts, and implementing the solution; and they argue that the co-creation process can
occur in parallel and in diverse order through a dialogical, hermeneutical process that includes the participation of the
customer in the formulation of the value proposition.

Customer involvement discusses the opportunity for customers to fully engage themselves in the process of
developing a solution which will suit their needs. The extent of customers’ participation or involvement appears to be
influenced by a host of factors. According to Literature (see Kalaignanam; Varadarajan, 2006; Van Doorn; Lemon;
Mittal; Nab; Pick; Pirner; Verhoef, 2010) these factors can be customer-related, product-related, firm-related and
context-related. Environmental trends and developments arising from the political/legal, economic, social and
technological context within which customers and providers operate seem to enable companies to engage customer in
numerous processes and activities to an even greater extent (Ibid). Further, competitors and their actions also affect
customer engagement (Van Doorn; Lemon; Mittal; Nab; Pick; Pirner; Verhoef, 2010). Further, product characteristics
e.g. good or service, digital or non-digital etc. may influence the intensity of customer engaging in specific activities
and in the whole process. Firm- related factors include issues related to the provider’s ability to increase customer
participation e.g. its information resources and skills (Kalaignanam; Varadarajan, 2006).

The customer-related factors can include customer satisfaction, knowledge structure, receptivity toward the
provider, and resources such as time, effort, and money (Kalaignanam; Varadarajan, 2006; VVan Doorn; Lemon; Mittal;
Nab; Pick; Pirner; Verhoef, 2010). Furthermore, customers motivation towards engaging in deep partnerships seem to
be boosted when they anticipate benefits like enriched knowledge, social benefits, and economic benefits such as cost
savings ( Nambisan; Baron 2009; Filler, 2010). Thus, there is a need for effective platforms for information exchange
and interaction as well as rewards for customers’ contributions (Baron; Warnaby 2011; Dholakia; Blazevic; Wiertz;
Algesheimer, 2009; Filler 2010). In addition, customer goals as well as their needs, wants and dispositions can also
affect the probability and intensity of their participation in co-creating activities (Van Doorn; Lemon; Mittal; Nab; Pick;
Pirner; Verhoef, 2010). Therefore, based on the above the following hypothesis is posed:

H1. Customers’ requirements predict the likelihood of their participation in the value creation process.

2.2 Customer service requirements

2.2.1 Systemic purchasing orientation and integration

An important strategic choice of the purchasing function is associated to the distribution of the purchase entity to its
supplier network. This often relates to bidding every part and service separately or buying larger entities. An advantage
of the purchasing smaller entities can be recognized as market price efficiency and increased competition among
suppliers. This approach is often most advantageous if organizations emphasize direct purchasing price as a measure of
purchasing value. Another option is to stress the total value or cost of purchase and include the value of the whole
system into consideration (Hallikas et al., 2014). This refers to the integration advantages of the system parts and
services. Systemic advantages are often gained when one supplier is responsible of integrating several parts and service
together. In this approach firm purchases systems rather than individual parts. This is rather similar than in the network
sourcing approach (Hines, 1994) where larger entities reduces the number of direct suppliers, increases degree of
supplier innovation in both new processes and processes, and involves high degree of trust, openness and profit sharing
between supply network members.

Value creation is a complex phenomenon that has a strong linkage to the characteristics of the purchased service
(Anderson; Narus, 1998). In the cases when the value creation is connected to the integrated and systemic features, the
customers are also more willing to buy integrated systems rather than separate goods and items. An important element
in the value creation is related to the phenomena of systemic value creation, which can be explained by the concepts of
product bundle and integration value. The benefit of the integration can be defined as a process of bringing together
potentially diverse products and services in ways that create value (Epp; Price, 2011). Systemic purchasing is also
buying of material and service together. Here, buyers prefer to purchase entities as a whole package.

It has been investigated in the previous studies that systemic features may have significant role in customer
purchasing orientation in the industrial service supply chains (Hallikas et al., 2013). Identified benefits of expected
monetary savings, increased convenience and reduced compatibility risk are mentioned as reason to purchase bundles
(Harris; Blair, 2012, Sarin et al. 2003). This implies that the customer is often likely to choose an offer which provides
better systemic functionalities. Companies purchase services from different reasons, but the common denominator here
is that the services procured are expected to solve some of their specific problem in somewhat collaborative way
between the buyer and provider (Ulaga; Chacour, 2001; Vargo; Lusch, 2008). The customer expectation is that the
provider can provide the services as a solution to the problems in hand but the relationship is bipolar i.e. the customer
has also a role in the service execution (Tuli et al., 2007). The customer requirements towards the service provider can
be related to customization benefits, deployment process, integration benefits and life-cycle cost advantage (Tuli et al.,
2007, Worm et al., 2009).
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As service providers increasingly replace single offerings with integrated solutions, their connections with their
customers become stronger (Hax; Wilde, 1999; Gudergan, 2010). This is because of the greater depth of the customer-
provider relationship in integrated service provision (Davies; Brady; Hobday, 2007). Specifically, these stronger bonds
are enhanced by close proximity to the customer, which makes it possible for providers to foresee their needs and
successfully collaborate to develop and configure new technology, products and services that fulfil these needs (Davies,
2004). In fact, it has been widely argued that companies should be able to understand the customer’s perspective on
value creation in order to provide solutions that link optimally to the customer’s priorities (Wise; Baumgartner, 1999;
Galbraith, 2002; Davies, 2004). Previous studies (e.g. Oliva; Kallenberg, 2003; Matthyssens; Vandenbempt; Weyns,
2009) have recognized that customer involvement and close collaboration with a leading customer is followed by
successful industrial service development. However, further investigation is needed regarding the need for the close
collaboration and participation of customers (Windahl; Lakemond, 2006). Since different customer goals and
integration requirements demand diverse collaborative strategies.

2.2.2 Information sharing

Information sharing has been regarded as an essential element in an effective supply chain relationship between buyer
and supplier. For example the study of Lee et al. (2000) illustrates that the value of demand information sharing can be
quite high in the case of buyers and their upstream suppliers. Other reported information sharing benefits derived from
the research include that supply chain members can gain benefits in terms of reductions in inventory levels and cost
savings from forming partnerships with one another (Yu et al. 2001). Additionally, information sharing allows
companies to make reliable delivery and introduce products to the market fast (Li; Lin, 2006) which leads to high levels
of integration among partners in the supply chain (Jarrell, 1998).

However, making the information accessible is not enough as the significance of its impact on customer-provider
relationships highly depends on what information is shared, when and how it is shared. The quality of information
shared (e.g. the accuracy, timeliness, adequacy, and credibility) has a positive effect on customer satisfaction and
partnership quality (Monczka; Petersen; Handfield; Ragatz,1998; Spekman; Kamauff; Myhr, 1998. Lee; Kim, 1999).
According to Van Doorn et al. (2010) when customer has all the necessary information about the provider is more likely
to participate in value creating activities and processes. It follows that information sharing has value creation potential
in terms of collaboration with customer (Hallikas et al.,2014), meaning that the provision of real-time, customer-level

information and interaction enable the creation of long-term profitable customer relationships (Massey; Montoya-
Weiss; Holcom, 2001).

3. Methodology

3.1. Sample and data collection

The method of data collection includes a structured questionnaire survey. As our target group we selected customers of
the B-to-B infrastructure service provider whose purchases related mainly to the IT network and the energy
infrastructure. Data were collected through a web survey and the link was sent to the customers via the CRM system of
the infrastructure service provider. Two weeks after the original posting we sent a reminder to the same respondent list.
The general survey instrument included measures covering background information, systemic purchasing orientation,
collaboration between the focal firm and its customers, as well reflections on the importance of integrating separate
services. We classified the respondents as knowledge workers, managers or specialists. The respondent ratio was 17 per
cent that is; there were 149 responses to the 864 emails sent. A T-test was conducted to assess the existence of a non-
response bias on all variables. Based on Armstrong and Overton (1977) we compared the early respondent groups to
those that responded after a reminder. Since no statistically significant differences were revealed, we concluded that
non-response bias did not affect the results of the study.

3.2. Measures and descriptive statistics

The measurement included multi-item scales that were mainly gathered from the previous literature and modified to fit
the scope of this study. All items were statements measured with a seven-point Likert-scale ranging from 1 = not very
important to 7 = very important or from 1 = strongly disagree to 7 = strongly agree.

First, we mapped the provider’s service offering in workshops with a group of experts and specialists from the
provider. They described the service attributes and evaluated the service offering. Table 1 lists the service functions. To
measure the customer’s need for integrated services, we then asked them to evaluate the importance of the integration of
a service in a total service package. Intensity of collaboration comprises measures related to the intensity of co-
development (Brax; Jonsson, 2009) and co-production of the service offering (Thomke; von Hippel, 2002).
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Table 1. Services.

Service

Description

Helping in network development

Network-present-state studies, planning and developing networks

Network design

Implementation plan for network-development strategies

Field planning

Planning network routing and resolving land-usage issues

Work planning

Planning the network structures and the execution of the construction

Excavation work

Digging trenches and burying cables, Installing fibers, wires and pipelines

Connecting networks

Scheduling start-up with the network operator and other customers,
connecting cables

Quality inspection

Inspecting the operability of the network and removing possible
problems/faults

Preventive maintenance

Monitoring the network condition and introducing measures to ensure its
functioning

Spare-part management

Ensuring the supply of spare parts for standby situations

Fault-situation management

Receiving alerts, Locating the site, Forming repair plans, Arranging fault
separation

Fault separation

Arranging back-up connections and on-line reserve power

Fault locating (on-site)

Locating faults on site by visual means or with special equipment

Fault repairing

Bringing out damaged network parts, repairing indicated faults at the site

Automation Creating interfaces between customer databases and the service provider's
systems
Logistics Managing stock and ordering supplies as a complete service

Aligning processes with the customer

Defining interactions between customer and service provider

Reporting

Services for sharing documents and reports between customer and service
provider

Furthermore, systemic purchasing orientation reflects buying behavior that is service dominant when the purchased
system consists of both goods and services. Generally, integration is defined as the process of gathering together
potentially diverse products and services in order to create value (Epp; Price, 2011). When the definition is applied to
purchasing and supply management, services and products can be purchased from one supplier and system suppliers are
preferred (Davies et al., 2007). Provider information sharing on network level is considered an important aspect of
customer-provider relationships (Lancastre; Lages, 2006). Communication can be defined as the formal or informal
sharing of meaningful and timely information between firms (Anderson; Narus, 1990). One essential feature is
availability and consistency of the shared information in the interests of speed and convenience at the general-solution
level (Mikkonen, 2011). Table 2 reports the descriptive statistics and Alpha scores.

Table 2. Descriptive statistics.

Measures

N Mean St. Dev Alpha

Intensity of collaboration

The service offering is continuously developed in
collaboration with our personnel.

We co-operate extensively with service provider with

respect to service design.

We co-operate extensively with service provider with
respect to service process design.

We co-operate extensively with service provider with
respect to forecasting and production planning.

We co-operate extensively with service provider with

respect to quality practices.

Intention to systemic purchasing

139 5,95 0,83 0,912

139 4,60 1,22 0,733
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Measures N Mean St. Dev Alpha

We appreciate that whole service package can be
purchased from one supplier.

Our aim is at purchasing whole service systems rather
than separate service elements.

We pay much attention to that purchased services are
integrated in a way that they work smoothly together.

Information sharing 141 5,42 0,84 0,781
Information is tailored for my task

Information matches with the information from other
sources

Information is online

Provider offers information about ongoing performance
Need for integration 135 5,18 1,03 0,907
See Table 1

3.3 Data analysis and findings

Two research methods were utilized. First, cluster analysis was used to classify the respondents based on the extent of
their collaboration with the service provider in the value creation process. The results of the cluster analysis were used
to transform our dependent variable (intensity of collaboration) into binary for the needs of logistic regression analysis
(LR). The binary variable was made using mean as the cut point. Thus, in the new variable, 0 represents moderate
collaboration and 1 high collaboration (see table 3). The independent variables of the analysis are the need for
integrated services, information sharing and systemic purchasing orientation. Analysis for both cluster analysis and
logistic regression was performed using IBM SPSS Package.

Table 3. Clusters.

Cluster 1 2
Description Moderate collaboration High collaboration

i 51,8% 48,2%
Size |:|:| i72) |:|:| (67)
Mean 3,71 5,56

Logistic regression analysis was used because it can assist in profiling the intergroup characteristics of the subjects and
in allocating them to their appropriate groups. Specifically, LR enables the understanding and explanation of research
problems that involve a single categorical dependent variable and numerous metric independent variables. The
outcomes of logistic regression can assist in profiling the intergroup characteristics of the subjects and in allocating
them to their appropriate groups (Hair; Black; Babin; Anderson, 1998). Unlike in the linear regression, a logistic
regression model is based on predicting probabilities between two cases. Further, compared to other research methods,
logistic regression is more flexible since it does not make any assumptions about the distributions of the variables
(Landau; Everitt, 2004; Tabachnick; Fidell, 2013).

A test of the full model against a constant only model was statistically significant (Table 4), indicating that the
predictors as a set reliably distinguished between those engaging in moderate co-creation and those of in high co-
creation (chi square = 14,664, p < .05 with df = 3). Nagelkerke’s R Square (Table 5) of 0,150 indicated a moderate
relationship between prediction and grouping. The classification results (see table 7) shows that inclusion of the need
for integrated services, information sharing and systemic purchasing orientation factors increase the percentage of
correct classification by 0,7 to 73,1%-compared to the 72,4% for the step 0 when only the intercept was included into
the model-. According to the Hosmer and Lemeshow (H&L) value (see Table 6), which measures the correspondence of
the actual and predicted values of the dependent variable (Hair; Black; Babin; Anderson, 1998), we have a non-
significant chi-square value (p>0, 05) indicating a smaller difference in the observed and predicted classification,
meaning that our model is good.
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Table 4. Omnibus Tests of Model Coefficients.

Chi- df Sig.
square
Step 1 Step 14,664 3 0,002
Block 14,664 3 0,002
Model 14,664 3 0,002

Table 5. Model Summary.

Step -2 Log Cox & Snell R Nagelkerke R
likelihood Square Square
1 143,256 0,104 0,150

 Estimation terminated at iteration number 4 because parameter estimates changed by less than ,001.

Table 6. Hosmer and Lemeshow Test.

Step Chi-square | df Sig.
1 3,918 8 0,864

Table 7. Classification Table.

Observed Predicted
Collaboration Percentage
Moderate | High Correct
Collaboration | Moderate 7 30 18,9
High 6 91 93,8
Overall Percentage 73,1

The Wald criterion demonstrated (see table 8) that the only factor having a statistically significant (p=0,004) effect on
the dependent variable, intensity of collaboration, is the factor of need for integration. When analyzing the Exp(B)
column, it indicates that the customers with a disposition towards integrated services are 1,917 times more likely to
engage in intense collaboration with the service provider. The p-values for the other factors are quite high (SPO:
p=0,134, IS: p=0,494), indicating that they are not significantly predictable for co-creation.

Table 8. Results of the binary logistic regression analysis.

B S.Error Wald Chi- | Df | Sig. Exp (B)
square
Systemic purchasing orientation | 0,381 0,254 2,245 1 0,134 1,464
Information sharing -0,184 0,269 0,467 1 0,494 0,832
Need for integration 0,651 0,224 8,472 1 0,004 1,917
Constant -3,586 1,775 4,081 1 0,043 0,028

Finally, we calculated the values for standardized residuals and Cook's distance, and save them to the data set. To
eliminate the outliers and influential cases, we request the cases that are not outliers or influential cases. Namely, we
utilized a formula that specifies that we should include cases if the absolute value of standardized residuals is less than 3
and the Cook’s distance value is less than 1.0. Our results showed that there is no outlier effect and no case need to be
removed; therefore we do not remove any of the observations.

4 Discussion and conclusions

The aim of this study was to empirically test how customer service requirements (i.e. the need for integrated services,
information sharing and systemic purchasing orientation) influence the probability and extent of customer collaboration
with the service provider in value creation processes. Our results indicate that customer requirements affect the
likelihood and intensity of customer participation as co-producers, so our hypothesis is accepted. This result contributes
to literature regarding customer participation (e.g Kalaignanam; Varadarajan, 2006); customer engagement behavior
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(e.g Van Doorn; Lemon; Mittal; Nab; Pick; Pirner; Verhoef, 2010) and the generic service-dominant logic (see Vargo &
Lusch, 2004; Vargo & Lusch, 2008; Hallikas et al., 2014). These streams of research have highlighted the importance of
customer’s role in value creation and have provided frameworks that help in understanding the different aspects of
customer participation in this process. However, there is still need to go deeper in these aspects and empirically test
their relationships and our study contributes in that part.

Previous studies (e.g., Windahl & Lakemond, 2006; Vargo & Lusch, 2008; Hallikas et al., 2014) argued that the
customer is always involved as a co-creator of value and the intense collaboration and key development responsibilities
of the provider are fundamental elements of integrated purchasing. Additionally, the previous literature (e.g., Morgan &
Hunt, 1994; Davies et al., 2007; Caldwell et al.,2009) found that the customer-provider relationship in integrated service
provision does not end with the purchase and is in effect a partnership, implying that customers in need for integrated
services are inclined to participate more intensively as co-producers. Our results largely support these arguments; as it
seems that customers in need of integration are more likely to engage in strong collaboration. Interestingly, our findings
indicate that information sharing and systemic purchasing orientation do not significantly predict the extent of
collaboration. Firstly, the result for information sharing could be explained by the fact that today reliable information
are openly available and from various sources, hence access to information does not necessarily need intense
participatory behavior. Secondly, the result concerning systemic purchasing orientation could be explained by the fact
that customers that prefer purchasing seamless-functioning whole service packages from one service provider expect
that their participation in the development of the offerings is the least possible.

The results of this study also have interesting implications for service providers. First, our results clearly indicate a
growing need for service providers to be able to adjust their cooperative resources, capabilities, and processes according
to the diverse requirements of their customers’ needs. Specifically, providers of integrated service offerings should be
capable of intense collaboration and interaction with the customer. Further, it is no more enough for service providers to
segment their customers based on their perceptions of the brand or other demographic criteria. Other factors such as
customers’ propensity to participate in value creation activities should be considered as they can help to form more
thorough segmentation strategies and boost the efficiency of their operations with the ultimate goal to maximize
profitability.

4.1 Limitations and further research

The following limitations of our study will serve as the basis for further research. First, the degree of Nagelkerke’s R
(0,150) in our model seems moderate to low. This result indicates that other factors could better predict the likelihood of
intense collaboration. Further research could strive to identify such factors in order to create a more comprehensive
view of the influences on the probability and extent of customers’ engagement in value creation activities. For
example, customer satisfaction, perceived costs and benefits etc. (see Van Doorn; Lemon; Mittal; Nab; Pick; Pirner;
Verhoef, 2010) are potential customer related factors. However, apart from customer related factors, literature
(Kalaignanam; Varadarajan, 2006; Van Doorn; Lemon; Mittal; Nab; Pick; Pirner; Verhoef, 2010) has identified factors
related to the firm, environment and product. Hence, an interesting future study could search for how much such factors
(e.g. firm reputation, provider’s informational skills, digital vs. non-digital products etc.) predict the intensity of
customer participation. Such findings would further contribute to the research on customer engagement, customer
participation and value co-creation. In addition, future research could also investigate how different factors interact with
each other to influence the customers’ participatory behavior.

The measures were explored within the customer base of one service firm, which limited the generalizability of the
results. Further studies could focus on a larger number of firms, including those in other industries, thereby increasing
the generalizability of the results. Additionally, even though the analysis showed that a non-response bias did not
influence the results, a larger sample would have strengthened our findings. Finally, further in-depth qualitative and
quantitative studies are needed to investigate these phenomena and determine why and how they occur.
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Abstract

Reviewing the literature you will find high level concepts to measure service productivity. The purpose of this paper is
to point out that there is a need of a practical approach to measure service productivity. Common service productivity
concepts from literature are introduced and evaluated with the aid of a structured criteria model. The criteria model will
especially evaluate the practical application of the concepts in service companies with high interactions between
customers and suppliers. A lot of concepts point out that there is a correlation between service quality and service
productivity. But these concepts do not consider how to measure this correlation between service quality and service
productivity. Service productivity concepts from the literature consider either the “what” but not the “how”.

1 Introduction

The measurement and evaluation of service productivity is quite different than for industrial processes. Especially
services with high interaction between customer and supplier are characterized by process performance and product
output performance. Customers not only evaluate service product but also service process. Therefore measurement and
evaluation concepts have to consider not only process output figures but also process performance figures. Process
performance figures are characterized by three dimensions: quality, time and cost (Magnusson et al., 2001). All these
three dimensions need to be taken into consideration for the measurement and evaluation of service productivity. These
figures interrelates which each other. Service productivity concepts have to show the relationship between the figures.

Reviewing the literature you will find high level service productivity concepts, which are neither practically
applicable nor show the interrelationship between service process and service product. This paper will introduce widely
known service productivity concepts from literature. Afterwards these concepts will be evaluated with the aid of a
criteria catalogue to point out the need of a practical approach to measure and evaluate service productivity.

2 Approach

A lot of concepts of productivity measurement in manufacturing were introduced years ago and are based on the
relationship between outputs and inputs. Concepts of service productivity measurement are quite rare and at the moment
a very important research field (Johnston/Jones, 2003; Biege et al., 2013). The biggest challenge is that you especially
have to consider the interaction of the customer during the service production process if you want to measure service
productivity. Therefore it is impossible to simply transform traditional manufacturing productivity measurement
approaches to services (Biege et al., 2013). Furthermore you have to deal with quality issues during service productivity
measurement. The customer not only evaluates service product but also service process performance. It is a dynamic
evaluation of the customer, which has to be taken into consideration during the service productivity measurement. In the
following sections of this paper widely known service productivity concepts from literature will be introduced. Next
step will be the evaluation of the concepts concerning their practical application.

2.1 Service productivity concept of Parasuraman

The concept of Parasuraman describes service productivity from the viewpoint of the customer and the service supplier.
Service quality is one major fact in this concept, as it is the connection point between customer and service supplier
(Parasuraman, 2010; Parasuraman, 2002).
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Figure 1. Service Productivity Concept of Parasuraman (Parasuraman, 2002).

The productivities stand in relation with each other. On the one hand the inputs from customers and suppliers are
substitutable. There is a need of an effective allocation of resource on the input side. On the other hand outputs also
stand in relationship. Customer’s output (e.g. customer satisfaction) has a positive effect of suppliers output. The
concept of Parasuraman takes the service quality into account. Service quality is here neither an input nor an output of
service productivity. It is rather a separate variable, which is influenced by input factors from customer and supplier and
which influence their output factors (Parasuraman, 2010; Parasuraman, 2002).

2.2 Service Productivity Concept of Gronroos and Ojasalo

In the concept of Gronroos and Ojasalo the integration of customers in the service process is a significant factor.
Gronroos and Ojasalo make a distinction between three different service processes (Gronroos/Ojasalo, 2004; Grénroos,
2007):

e Service process which is solely created by the service provider

e  Service process which is created from customer and service provider

e  Service process which is solely created by the customer

The following figure shows the concept of Grénroos and Ojasalo.
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Figure 2. Service Productivity Concept of Gronroos and Ojasalo (Grénroos/Ojasalo, 2004).

Like other concepts Gronroos and Ojasalo differ between objective and subjective outputs. They point out the
importance of quality aspects in service processes, either as output parameter or during the service process. Further the
concept of Gronroos and Ojasalo makes a difference between several types of efficiency (Grénroos, 2007):

e Internal efficiency
e External efficiency
e  Capacity efficiency

Internal efficiency describes the relationship between produced output and used resources. External efficiency is the
ability to achieve a certain degree of quality in the context of service offering. Capacity efficiency reflects the degree of
capacity utilization. Gronroos and Ojasalo point out that there could be a negative relationship between quality and
capacity utilization. A high degree of capacity utilization can result in a degradation of quality perception (e.g. a
company reduces its staff capacity to optimize the utilization ratio. Result is a higher waiting time for customers and a
reduction of perceived quality (Grénroos, 2007).

2.3 Service Productivity Concept of Johnston et al.

The concept from Johnston et al. makes a difference between operational productivity and customer productivity, which
overlap to some extent (Johnston/Jones, 2003; Johnston/Clark, 2001).
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Figure 3. Service Productivity Concept of Johnston et al. (Johnston/Clark, 2001).

Operational productivity is the quotation of operational outputs to inputs over a certain time period. In this context
inputs are materials, customers, employees and costs. Outputs are customers, used resources, revenues. Customer
productivity is the quotation of customer inputs (e.g. time, cost, efforts) and outputs (like experiences und benefits).
Service quality is not a separate figure in the concept of Johnston and Jones but one output between lots of output
parameters. For Johnston and Jones the biggest challenge is the definition of the relationship between operational
productivity and customer productivity (Johnston/Jones, 2003).

2.4 Service Productivity Concept of Corsten

The concept of Corsten distinguishes two service productivities (Corsten, 1994; Corsten, 2007):
Internal developed willingness to produce (potential phase)
Productivity of end combination (production phase)

Inout Achievement ST
R —— — —>
P Potential (AP) P

External Factors

l

Internal Factors

Figure 4. Service Productivity Concept of Corsten (Corsten, 2007).
The potential phase is that part of service production process, which is independent from customer. In the potential

phase the service provider reveals the potential of his service offerings. For example a hairdresser makes his premises
and work utilities available to state his potential to implement the service. In the second phase, the productivity of end
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combination, the potential of service is used to generate the service output. In the hair dresser example this would be the
process of hair cutting. Due to the differentiation between potential phase and production phase there is separation of
productivity measurement. The measurement of productivity in the potential phase is equivalent to the traditional
industrial productivity concept. The productivity of the potential phase is an input of the productivity of the production
phase. During the production phase there is an interaction between customer and service provider. Therefore there are
three different factors, which influence the productivity of the production phase (Corsten, 1994):

e the productivity of the potential phase
e the interaction between customer and service provider
o the performance of the service provider during the production phase

2.5 Service Productivity Concept of Kleinaltenkamp et al.

The concept of Kleinaltenkamp et al. differs between two productivities (Kleinaltenkamp et al., 2008). In the first
phase, the potential phase, the non-current and current assets are the basis for the service production process. The
combination of assets and the capabilities and resources of service provider constitute the internal factor and define the
service potential. In the second phase the internal factors and the external factors, e.g. the consumer, are combined with
each other to produce the service. The integration of external factor is the main difference between the first and the
second phase. In this context Kleinaltenkamp et al. point out, that the integration of external factors during the service
production process can optimize but also reduce the efficiency of the service provider. That depends on the capability of
the customer (Kleinaltenkamp et al. 2008).

Potential Outcome

Product/ Service Bundle

Process

Consumer

Figure 5. Service Productivity Concept of Kleinaltenkamp et al. (Kleinaltenkamp et al., 2004).

2.6 Service Productivity Concept of McLaughlin and Coffey

McLaughlin and Coffey define a classification scheme with the following dimensions (McLaughlin/Coffey, 1990):

o complexity of inputs and outputs
o degree of aggregation
e  customization

Complexity of inputs and outputs means first of all how many inputs and outputs characterize the service process.
McLaughlin and Coffey point out, that the complexity depends on the service mix (number and type of service offered).

Degree of aggregation differs between the measurement of outputs and inputs on an aggregate (e.g. firm level) or
disaggregate (e.g. process level) basis (McLaughlin and Coffey, 1990).

Customization refers to the degree of variability in the output of the process. This variability depends on the degree
of consumer involvement during the service production process.

McLaughlin and Coffey use this classification scheme to position common methods of productivity measurement,
like output/input ratios, Data Enveloped Analysis or Quality plus techniques (Quality plus techniques describes the
recognition of quality during the service productivity measurement). They integrated this classification scheme into
their procedure for Service productivity analysis, which is illustrated in the following figure.
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Figure 6. Service Productivity Concept of McLaughlin and Coffey (McLaughlin/Coffey, 1990).

2.7 Evaluation of the concepts

In the following the service productivity concepts will be evaluated especially concerning their practical application.
Therefore there is a need to define the criteria which are characteristic for the practical application. The main
requirement for the criteria is that they describe the “how” and not only the “what” of the measurement of service
productivity.

The main question in this context is: How can we measure and evaluate service productivity and what do we need
therefore? The authors define main criteria to evaluate service productivity concepts concerning their practical
application:

Service productivity measurement needs key performance indicators on input and output side. So there is a need
of a methodology to generate key performance indicators.

The performance measurements indicators should also cover the whole process performance. That means that
they have to be derived from the dimensions quality, time and cost.

Key performance indicators have to be in relationship with each other on the input and output side. The service
productivity concept has to consider the relationship between the key performance indicators.

Service productivity concepts should have a method to aggregate service productivities to an overall
productivity.

There is a need of the definition of concrete measurement points in the service process to measure service
productivity.

Service productivity has to recognize service quality during the service production process and as output
parameter. The customer not only evaluates the output of a service but also the service production process.
Service productivity concepts has to take into account that the overall service productivity consists of customer
part of productivity and operational productivity
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There has to be a systematic to define the concrete relationship between customer part of productivity and
operational productivity.

The following figure shows the result of the evaluation of the introduced service productivity measurement concepts.
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Figure 7. Evaluation overview of introduced service productivity concepts.

Figure 7 illustrates that none of the service productivity concepts are fully suitable for practical application. The main
deficits are the recognition of performance indicators, the coverage of whole process performance, the definition of the
relationship of key performance indicators and the definition of an aggregation approach for an overall productivity.
The concepts mainly make clear what we have to do to measure service productivity but they have deficits in the
definition of the how.

3 Summary and Outlook

Service productivity measurement is quite different than industrial productivity measurement. There is a need of the
consideration of customer’s influences during service processes and that customers not only evaluate the service
product but also the service process. Therefore it is impossible to adapt industrial productivity measurement concepts
for services.

It has been shown, that the illustrated service productivity concepts are not fully suitable for practical application.
The main focus of the presented service productivity concepts is to illustrate service productivity measurement from a
high-level view but not from operational view. There is a need of a generic approach to concretely measure service
productivity. In this concept you especially have to deal with key performance indicators and their concrete
relationship, with aggregation approaches to define overall productivity. You also have to consider the whole process
performance and therefore the dimensions quality, time and cost with the definition of their relationship. The
introduced service productivity concepts provide a solid framework for further research and development of practically
applicable approaches.
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Abstract

ecobim project has already identified a number of business opportunities for eco-innovation within the
construction sector. Opportunities related to BIM, PLM, LCA and Monitoring are being developed
through real case studies in Finland, France and Germany. Other opportunities not related to BIMs
and ICTs are explored through co-creation workshops with different stakeholder groups supported by
ecobim networking platform.

This paper focuses on the findings of the methodology followed in the workshops to develop eco-
innovative services for social development and their corresponding business models, seen from the
perspective of service research theory and in terms of service development.

1 Introduction: ecobim context

The main expected outcome of ecobim, Value Driven Life Cycle Based Sustainable Business Models (Eco-Innovera 1st
Call) is the development of a set of guidelines based on indicators for sustainable eco-innovative construction business
models. As a result, this process will also provide a roadmap for enterprises, particularly SMEs, at a European level,
and easy-to-understand recommendations for policy makers. It has also established an online networking platform with
SMEs to discover new innovation fields within the construction sector and develop the required methodologies and
tools to serve the whole value network.

ecobim project has already identified a number of opportunities for eco-innovation within the construction sector
and is currently working on the following: BIM checkers and assessment, Product Life Management (PLM), Life Cycle
Analysis and Production of Eco-Indicators, Monitoring of Buildings and other business opportunities not necessarily
related to BIMs and ICTs. Opportunities related to BIM, PLM, LCA and Monitoring are being developed through real
case studies in Finland, France and Germany. However, other opportunities not related to BIMs and ICTs are being
explored through co-creation workshops with different stakeholder groups supported by ecobim networking platform
(see Figure 1).

This paper focuses on the findings of the methodology followed in the workshops to develop eco-innovative
services for social development and their corresponding business models, seen from the perspective of service research
theory and in terms of service development.
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Figure 1. Opportunities for eco-innovation identified by ecobim project. (Pekka Huovila & Carmen Antufia, VTT).
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2 Innovation models

2.1 Innovation systems

Innovation systems analysis has been performed by several authors in recent decades (Freeman, 1987; Lundvall, 1992;
Nelson, 1993; Edquist; Johnson, 1997). Currently one of the most well-known international innovation systems is SRI
International’s Five disciplines of innovation ® (Carlson, Wilmot, 2006). VTT has also developed its own 3i Innovation
System. Both systems have been analysed for the development of proposals in the ecobim project. SRI International
system offers 5 basic starting points for a market success. These five points are:

Important Customer and Market Needs
Value Creation

Innovation Champions

Innovation Teams

Organizational Alignment

“Knowing the Important Customer Needs” represents about 50% of SRI Enterprise Innovation Index; although the
numerous workshops made with governments, universities and investors have shown that only 10-20% of the key
actors have had a clear idea of the customer needs. “Value Creation” is the most important point for SRI International
and represents 60% of their Enterprise Innovation Index. The process for value creation of the product or service does
not follow a straight timeline, and in the end always a lower value product/service is obtained instead of the desired one.
How to measure value creation is critical to business success. Carlson and Wilmot (2006) proposed a series of concepts
easy to understand but difficult to perform to achieve business success. One of the concepts is to have a toolbox of best
practices, which focus on the customer's needs, both internal and external, that creates using a common language, a set
of tools for the value creation in a process to rapidly develop customer value. Few leading companies use these types of
practices as an important source of competitive advantage (e.g. Medtronics, IDEO, Baldor, P&G, etc.), but their results
are impressive. “Innovation Champions” represents 60% of the Index and the correct choice of Innovative Team 70%. It
is very important to choose good partners who have unique capabilities for better value creation. Finally, Organizational
Alignment represents another 60% of the Index for a total of innovativeness of 7.56%.

VTT’s 3i Innovation System is similar to SRI International’s Five disciplines of innovation ®, though it is a system
based on continuous learning by doing and developing their own Innovation System. The 3 “i” are Identification,
Invention and Implementation.

To identify an important need, VTT proposes to use the customer whenever is possible, create a Market Map, target
the potential customer segments for the product/service and try to identify the important needs of those. When it comes
to inventing or proposing services or products to the customer, VTT considers doing it together with the customers
whenever possible. VTT also promotes value creation through the NCBA system, using a unique approach to meet the
important needs of the customer, locate the benefits that will result as well as the differentiation between competitors
and disruptive elements. Also the implementation phase is meant to be done together with the customer whenever
possible. During the implementation, it is considered of major importance to create value for the customer according to
the value proposition. It is important to have a champion team and find out if there is a need of support from other
organizations to implement the product or service.

2.2 Eco-innovation

Innovation processes have suffered a change since the Earth Summit in Rio in 1992 (Rennings, 2000, 319-320) and
accelerated a shift in mentality so that innovation would be used for sustainable development. In 1996 Claude and Peter
James Fussler defined for the first time eco-innovation as “the process of developing new products, processes or
services which provide customer and business value but significantly decrease environmental impact” (Fussler; James,
1966). If the definition of innovation is fairly neutral on the content of change and open to all directions, the eco-
innovation goes on a one-way progress through sustainable development. There is a recent European programme, more
strictly focused on eco-innovation, namely the Eco-Innovation Action Plan (ECOAP) that pursues also reducing pressure
on the environment through innovation within the framework of the Europe 2020 strategy. This programme will help to
mobilize financial instruments and support services for small and medium-sized enterprises (SMEs) to improve
investment readiness and networking opportunities related to eco-innovation (Triguero et al., 2013, 25)

The eco-innovations can be developed by firms or non-governmental organizations, can be traded on markets or not,
their nature can be technological, organizational, social, or institutional (Rennings, 2000, 322). Changes in lifestyle and
consumption behaviour (Scherhorn et al., 1997, 16), a shift in the modal split from private car transport toward
bicycling or the creation of environmental awareness in firms (Rennings, 2000, 324) could be considered as social eco-
innovations.

The need for eco-innovation is increasingly recognised and viewed as becoming even more urgent in a world of a
growing population and changing consumption patterns (The Royal Society, 2012), and the construction sector can be
considered as one of the most responsible for material and energy consumption and emissions in the environment
(Allione, 2007, 1).
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“There is limited understanding of how initial new ideas and concepts develop..., and how these ideas become the
basis for product development. Moreover, there is little understanding of organisational mechanisms, tools, activities
and techniques employed within innovation projects, which enable environmental-specific innovation to arise and
commercialise in particular in the early stages of the innovation process”. (Bocken et al., 2014, 44)

After analysing different innovative systems and based on the results of the SRI International’s workshops showing
that only 10-20% of the key actors clearly knew which were the customer needs (Carlson; Wilmot, 2006), and that
customers are the most important source of innovation (Von Hippel, 1988), it was appropriate to then locate groups of
key actors in order to obtain a clear idea of the needs they might have in the construction sector and thus to develop an
eco-innovative social service.

For ecobim project, the initial standpoint was that paradigm change towards eco-innovation within the construction
sector means more than technological innovation. Systemic approaches including LCA and ICTs are needed to cover
social, environmental and economic aspects. Novel business models are needed to create clear advantages for all actors
(particularly SMES) in the value network. Effective and easy-to-use tools are needed for the implementation of the
developed model.

2.3 Life cycle of a building

Different phases during the building life cycle may typically have differently defined, even changing objectives,
different data management processes and formats, and most of the time they also involve different actors (see Figure 2).

The phases of the life cycle of a building considered by ecobim project are: brief phase, design phase, construction
phase, commissioning phase and operation and maintenance phase. These phases are seen to overlap concurrently.
Different actors as structured in ecobim project can be seen to contribute to these phases as follows:

e Brief phase: regulators, city planners, professional associations, real estate developers, owners, building
occupants, neighbourhood associations, universities and research centres.

e Design phase: engineering and architecture firms and service providers.

e Construction phase: construction companies, system suppliers, manufacturers and services providers.

e Commissioning phase: construction firms, system suppliers, manufacturers, engineering and architecture firms
and services providers.

e Operation and Maintenance phase: regulators, city planners, professional associations, construction firms,
owners, building occupants, neighbourhood associations, universities and research centres.

brief

regulators, city planners, professional assoc
real estate developers, owners

building occupants, neighbourhood assoc.
universities, research centres

operation & design
maintenance architecture firms
engineering firms
services providers

regulators, city planners,
professional assoc.
construction firms,
owners

building occupants,

neighbourhood assoc .
universities, research bl m
centres
construction

construction firms
system suppliers
manufacturers
services providers

commissioning
construction firms
system suppliers
manufacturers
architecture/engineering firms
services providers

Figure 2. Key actors in the different phases of the building’s life cycle. (Pekka Huovila & Carmen Antufia, VTT).
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Results from different research studies show the importance of bringing the environmental concerns at the initial phase
or Front End of Eco-innovation (FEEI) process (Bocken et al.,2014), which for building’s life cycle are the brief and
design phases, when the parameters are still flexible.

Eco-innovative business models as identified in ecobim at this stage may address different life cycle phases, e.g.
BIM checkers in design, PLM in construction, LCA and indicators in commissioning, monitoring during operation and
maintenance, but all of them could be considered already in the brief phase. It is also important to keep seamless
continuity of data management across phases and actors. Core indicators assist in succeeding with this challenge.

2.4 Business model development

The construction sector is traditionally focused on minimizing the investment costs of buildings at an acceptable quality
level, primarily regulated by authorities from the health and safety aspects, instead of maximizing the value over service
life, i.e. improving the performance against whole life costs and environmental impacts. This leaves very little space for
innovation if the client’s business model focuses on competing who delivers “the same product” at a lowest price.

When agreeing on the definition and defining aspects of business models in ecobim context, one may use well-
known approaches for the development, such as business model canvas by Osterwalder (Osterwalder et al.,2005, see
Figure 3) that was used in ecobim workshops.

Approaches: Building Information Modelling, Lean,...

Indicators
Value Propositions — Value Model

Partners Activities: Value Customer
Processes for Proposition: Relationships Segments
development, Product/Service co-creation,...
delivery,... for Economic,

Environmental,
Social,
Cultural, ...
Resources: Value Channels
Financial, purchase,
Human, delivery,...
Technologies
(ICT/BIM), ...
Cost Structure Revenue Streams

Contract/Organisation:
Project Delivery Systems, Service Agreements,... / Joint venture, VE, ...

Figure 3. ecobim focus on business model canvas (adapted from Osterwalder & Pigneur, 2010).

In the core of the business model canvas method is the value proposition that explains how the service provider aims to
solve a problem of its customer with a given service, fulfil a need or create value. However, how to prove that such
value would be created with the given service and how to monitor if such value is actually created is often a more
difficult task. Such methods are needed to promote service providers that are willing to provide services that help to
achieve higher performance than the minimum requirements or that promote life cycle approach instead of only short-
term profits. Huovila, P. et al (2013) propose a more thorough analysis of what value actually is in construction projects
and how it manifests and can be verified at different phases (see Figure 2) of building’s life cycle. Performance
indicators can be used to promote the value to be created and to monitor at later stages to which extent the promised
value is actually achieved. That approach is also adopted in ecobim project. In order to create true benefits to all
committed value network actors, the value propositions need to be written in the contracts in a construction project.
Performance indicators help assessing the value propositions in different procurement models spanning up to life cycle
contracts (Huovila, P., et al., 2013). Such approach should be part of future construction business models of different
service providers to promote sustainable and profitable construction business development.
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2.5 Principles of service development

The change from goods based manufacturing economy to service oriented economy — that has been called “servitization
of business” (Vandermerwe & Rada, 1988) — is a trend that has been seen since long time. Goods suppliers become
service providers and services account already for around 70% of total employment in Europe (Pro Inno Europe, 2010;
Kettunen et al. 2012). In the core of the new way of doing business is the customer instead of the product. Companies
tend to outsource their upstream activities (e.g. sourcing, production, logistics) and network with key partners. The
downstream activities, instead, are becoming the main source of competitive advantage. The main focus of today’s
successful companies is on customers’ needs and the company’s position relative to customers’ purchase criteria. The
competitive advantage is often embedded in the processes for interacting with customers, in marketplace information,
and in customer behaviour. (Dawar, 2013, 100-102) For services this trend means a shift from “operand resources”
(value in property) to “operant resources” (value in use) (Kettunen et al., 2012, 26). For companies the change from
goods provision to service provision is huge since services are about facilitating and supporting a customer’s everyday
processes, and through that the customer’s goals in life and in business in a value creating way, i.e. helping customers to
successfully reach their goals (Grénroos, 2012).

Service science aims to create a basis for systematic service innovation (Maglio & Spohrer, 2007, 18). A key
foundation (Kettunen et al., 2012, 26) underpinning the previously mentioned customer and value oriented business
logic for services is Service-Dominant-Logic (SDL) (Vargo & Lusch, 2004; Vargo, 2009). SDL theory explains why
and based on which principles today’s economy and society are concerned with exchange of services rather than goods.
Being widely acknowledged, this theory is used here as the premise for service development. In this approach value is
co-created with customers and partners instead of the company marketing to the customer. According to Vargo (2013,
9), service-driven innovation provides input into customers’ value-creation processes by linking firm-available
resources to peoples’ purposes. Innovation is then about finding novel and useful ways of enhancing own value co-
creation activities by participating in ecosystems through resource integration and service provision to assist other
actors in their value-co-creation (Vargo, 2013, 10).

SDL is based on ten foundational premises (FPs) (Vargo, 2009, 375):

Service is the fundamental basis of exchange.

Indirect exchange masks the fundamental basis of exchange.

Goods are distribution mechanisms for service provision.

Operant resources are the fundamental source of competitive advantage.

All economies are service economies.

The customer is always a co-creator of value.

The enterprise cannot deliver value, but only offer value propositions.

A service-centered view is inherently customer-oriented and relational.

All economic and social actors are resource integrators.

10. Value is always uniquely and phenomenologically determined by the beneficiary.

©CoNo O ~WNE

Most of these premises (FPs 1, 4, 6, 7, 8, 9, 10) have guided the approach taken in the different ecobim project’s co-
creation workshops to develop social services together with end-users (see chapters 4-5). Citizen involvement and
collaborative workshops have lately proven to be successful (if not necessary) methods in urban service development
and innovation (Ahvenniemi et al. 2013; Huovila, A. & Nykénen, 2013).

A method that has inspired the approach used in ecobim workshops is Service Blueprinting which is commonly used
in service innovation (Bitner et al., 2008). It is a practical method to concretely analyse the service interface from the
customer’s point of view. In ecobim workshops, the participants started by defining user profiles. After that customer
journeys (Nenonen et al., 2008) were developed for the user profiles in order to understand the aims, frustrations and
needs related to different service interfaces during a typical day.

3 Co-creation workshops around eco-innovation: from idea to business models

In order to discover other business opportunities for eco-innovation, ecobim project has organized a number of co-
creation workshops in Finland and Germany in collaboration with the following partners:

e White Lobster GmbH (Germany), an agency for sustainable communication based in Berlin. Workshop 1

e ARTOVA (Finland), a very active neighbourhood association based in Helsinki. Workshop 2

e Mattliden School in Espoo (Finland), interested in introducing sustainable development as part of their
curricular activities. Workshop 3

e SYKE (Finland), the Finnish Environment Institute. Workshop 3

The aim of the workshops was to identify and map opportunities for eco-innovation and social development. The ideas
proposed were discussed and categorized. The most promising ones were further developed into eco-innovative services
along with the corresponding business models, including the definition of business model canvases. The stakeholders
taking part in the workshops represent ecobim’s main target groups:
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e Policy makers, practitioners (SMEs and large companies) and researchers. Workshop 1
e Users. Workshops 2 and 3

Workshop 1 was conducted in several phases, face to face and online, and supported by an e-networking platform.
Workshop 2 was carried out in two evenings (from 17.00 to 21.00) with the same participants, whereas Workshop 3
was carried out in one day (from 8.15 to 14.30). In Workshop 1 some of the participants already knew each other, in
Workshop 2 none of the participants knew each other and in Workshop 3 all the participants knew each other.

3.1 Co-creation set-up

As already explained, the aim of the workshops was to identify opportunities for eco-innovation and social development
within the built environment leading to new services that in turn would lead to new businesses. Preparatory discussions
with ARTOVA, ecobim project’s collaboration partner for Workshop 2, focused the attention on the importance of
social development and the potential offered by this area based on their experience. Linking social development and
eco-innovation was perceived as a novel approach capable of yielding promising results and therefore worth trying
through the workshops.

For the sake of consistency and comparison, the three workshops followed the same set-up with slight variations in
relation to the content and the programme. The common steps shared by the three workshops were:

Presentation of ecobim project’s objectives

Introduction of the participants

Description of the programme and objectives of the workshop
Definition of user profiles

Definition of customer needs through customer journeys

Service idea selection through identification of common needs
Business model canvas for the selected service idea (see Figure 4)
Eco-innovation in the service provision

Variations related to the content

e Workshop 1 focused on the sustainable neighbourhood of the future trying to identify existing gaps for
sustainable social development and eco-innovation.

e Workshop 2 focused on innovative services, businesses and spaces for social development that are
environmentally friendly and economically viable.

e  Workshop 3 focused on the development of eco-innovative services specifically for the youth.
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Key Partners Key activities Value Propositions Customer Relationships  Customer Segments
Key resources Channels

Cost Structure Revenue Streams

Social & Environmental Cost Social & Environmental Benefit

Figure 4. Osterwalder’s business model canvas adapted for ecobim project to include social & environmental costs and

benefits of the service (Aapo Huovila & Carmen Antufia, VTT).

Variations related to the programme

Workshop 1/Phase | included the development of the showcase outline previous to the definition of the user
profiles. Phase Il included development of services and businesses within a sustainable neighbourhood so that
the different user profiles or professionals acted either as service provider or customer.

Workshop 2/Evening 1 included the description of the participants’ ideal neighbourhood in terms of personal,
social and physical structure. Workshop 2/Evening 2 included a final discussion about opportunities for
research on social innovation.

Workshop 3 included a final group discussion about the developed businesses and their feasibility. In this case,
the customer journeys were described through a very detailed day schedule and track-mapping of the user
profiles defined.

3.2 Practical realization

The differences in the practical realization of the workshops depended on the different number, background, age of the
participants and their availability:

Workshop 1

Developed in 3 phases: Phase | face to face in Espoo; Phase Il online through Owela for ecobim networking
platform; Phase 111 face to face in Berlin.

6 participants in Phases | and Il from the Ministry of the Environment (policy maker), minigram Studio fur
Markendesign GmbH (SME), VVVO Group Plc. (large company), YIT (large company), VTT (researcher) and
Aalto University (researcher), and 5 participants in Phase Il from VTT (researchers), White Lobster GmbH
(SME), Ingenieurbiiro Trinius GmbH (SME) and Federal Ministry of Education and Research (German
research funding organisation) / ECO-INNOVERA (European research programme) (policy maker).

Phase Il online allowed the participants to review and refine the user profiles defined in Phase I, and also to
compared them with the research findings of Prof. Marketta Kyttd from YTK Land Use and Urban Studies
Group at Aalto University (Kytta et al.,2013).
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Workshop 2

7 participants representing the users of different age and professional background.
Developed in 2 evenings with the same participants.

Workshop 3

12 participants from Mattliden School in Espoo (8" and 9™ grades). During the first part of the workshop they

were divided in 3 groups, and during the second part in 2 groups.

The user profiles developed were their same age.

3.3 Main outcomes

User profiles

In Workshops 1 and 2 the definition of the user profiles included: name, gender, age, occupation,
story/background, goals and frustrations.

In Workshop 1/Phase Il (online), the user profiles defined were compared against the “tribes” found by
Marketta Kyttd’s research on the human aspects of urban planning and the methodology of participatory
planning. Those “tribes” were the Neighbourer, the Busybody and the Homebody. The user profiles/tribes were
also mapped against the developed neighbourhood services by specifying the service provider and the customer.
In Workshop 3, since the eco-innovative services to be developed were meant for the youth, in particular for
teenagers, the definition of the user profiles was slightly different and included: name, gender, age, family, type
of house (the family lived in), living neighbourhood and hobbies.

Customer journeys

In Workshops 1 and 2, the goals and frustrations of the user profiles defined were used to determine the services
that those user profiles could need or provide.

In Workshop 3, the definition of the customer journeys consisted of a typical day of the user profile described
hour by hour focusing on the itinerary followed, services used and problems encountered. Positive and negative
feelings related to the activities described in the customer journeys.

Service idea selection

In Workshop 1, one service idea was selected for further development.

In Workshop 2, two service ideas were selected for further development, one of them being particularly
promising. Given their numerous touch points, it was decided to combine them in one service idea.

In Workshop 3, two service ideas were selected for further development.

Business model canvas

All the service ideas selected were developed further through Osterwalder’s business model canvas adapted for
ecobim project (see Figure 4).

4 Lessons learned

Participants

Finnish participants in Workshop 1 knew each other beforehand and even collaborated in the past at some point.
However, the interaction with the German participants attending the workshop, who brought a different
perspective, enabled a “new” approach towards “old” problems.

Workshop 2 gathered a quite heterogeneous group of users in terms of age, origin, personal and professional
background, etc. As a result, the discussion leading to the definition of user profiles and customer journeys was
full of nuances and in-depth analysis. The good atmosphere created among the participants helped the
communication.

Workshop 3 was carried out with a group of teenagers, not typically chosen for this type of workshop. Even
though (or perhaps due to) they were not familiar with the substance of ecobim project or some concepts related
to the tasks they were asked to perform, they were not scared by the challenge and showed great willingness to
contribute. They clearly valued their opinion being heard.
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User profiles and customer journeys

In all the workshops, the definition of user profiles and customer journeys was very detailed and showed
considerable observation skills and understanding of the motivations of different types of customer groups. This
was even more the case of the students taking part in Workshop 3.

Service ideas

The service ideas selected for development seem to respond to clear gaps in social development.

Enormous eco-innovation potential can be unlocked through collaboration with non-experts, normal users,
different age groups, etc.

Developing solutions “together with” instead of just “for”, or even worse “despite of” those affected by them,
may be a better way to solve complex problems in the future. This approach should be more consistently used
by companies, policy makers and researchers.

Business models

Workshops 1 and 2 proved the difficulty of finding the right business models for the novel service ideas
developed. This coincides with Curt Carlson’s opinion. When discussing innovation, the CEO and President of
SRI International believes that the stress should be on sustainable business models. In his own words “people
have lots of ideas and those ideas morph and go through transformations. Oftentimes the hardest part is coming
up with that business model* (Carlson & Mark, 2013).

The young participants in Workshop 3 (14 and 15 years old) showed a fresh approach to all the tasks, and
succeeded even when developing the business models for their selected service ideas.
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Speed of New Service Development among Finnish ‘low-tech’ SMEs

Juha Arrasvuori, Juha Vanska, Liting Liang
University of Vaasa, Department of Production, SC-Research, Finland

This explorative study examined aspects of speed of New Service Development (NSD) in ‘low-tech’
service SMEs. Focal questions were how these companies perceived service development speed and
the impacts of accelerated NSD. A parallel research topic was how these firms used Service Design
tools and methods in their service development activities. 300 respondents from Finnish SMEs
participated in the study through a telephone survey. The findings give insight on how speed in New
Service Development is perceived among Finnish ‘low-tech” SMEs. Some indicative advantages and
disadvantages of accelerated NSD were identified. Potential enablers for accelerating NSD were
recognized. Utilization of Service Design was found to be low among the majority of respondents.

1 Introduction

Services have an essential role in the global economy. For example in the European Union, services contribute to 73.5%
of the total gross value (EU-28 in 2013; Eurostat, 2014) and in Finland to 70.4% (preliminary data for 2013; Statistics
Finland, 2014). A majority of service businesses are small and medium-sized enterprises (SMESs) that, according to the
EU definition, employ fewer than 250 people and have an annual turnover below 50 million euro. For example in
Finland in 2009, 94% of service sector firms had less than 10 employees each, and these firms employed 27% of the
service sector workforce (Statistics Finland). Competition on the market is an apparent driver for the firms to
continuously renew their current service offering and to develop entirely new services.

New Service Development (NSD) has been defined as the process of making of service products that are new to the
supplier (Johne; Storey, 1998). According to Umashankar et al. (2011), accelerating the design process is a primary
means for obtaining competitive advantage in NSD. Accelerating the speed of service development could have an
impact for example on the time-to-market, responsiveness to customer needs, quality of service, development costs,
cash flow, profitability, and the firm’s innovation capability (some similar outcomes of development speed in New
Product Development have been proposed by Cankurtaran et al., 2013). If NSD is successfully accelerated, or even
attempted to be accelerated, it will no longer be ‘business as usual’ for the firm. Obviously, the impact can be different
— positive or negative — in the short run (e.g. immediate cash flow during accelerated service development work) than in
the long run (e.g. annual profit).

When considering it on a generic level, service development can be accelerated by service suppliers, for example, by
investing more resources (e.g., amount of working hours, number of people working simultaneously or consecutively
during a day on the development activity, assigning the firm’s top talent on the work), or performing some steps of the
service development process (e.g. ideation, prototyping, testing, iterating) in less time than previously, by skipping
some of the steps altogether, or by progressing between the steps faster than previously (i.e. leaving less time to reflect
on the learnings from each previous step).

Against this background, we are interested to explore how speed in NSD is perceived by ‘low-tech’ service SMEs.
Such focus is most relevant as the majority of service sector firms are SMEs delivering long-established services like
hospitality, maintenance, and construction. Following Hirsch-Kreinsen et al. (2003), we base our definition on ‘low-
tech’ service suppliers on the OECD classification, which defines industries that have an R&D/Turnover ratio of less
than one per cent as ‘low-tech’ (see also Nuns et al., 2010). Following den Hertog et al. (2011), we emphasize that
‘low-tech’ does not imply that the firms would be low in innovation so they wouldn’t be able to develop services
innovatively. For instance, den Hertog et al. (ibid.) found many examples of innovative entrepreneurship in the ‘low-
tech’ hospitality service business they studied. ‘Low-tech” SMEs have no (or have very small) formalized Research &
Development operations (e.g., personnel dedicated to R&D activities) for service development, so New Service
Development is done in parallel with the daily operations of supplying the current service offering.

Service Design (SD) is an emerging discipline, which offers practical tools and methods that can assist the
development of new services and the renewal of existing services. There is some indication that SD tools such as
service blueprinting have the potential to speed up future service innovations (Bitner et al., 2008). On the other hand, if
the service development activities in a firm have been incrementally developed to perfection over the years (e.g. when
the company has little employee turnover or when the supplied service is of a very specific nature), the introduction of
formal SD tools and methods may not accelerate the NSD process in a firm. Case studies on successful Service Design
projects describe the use of SD tools by ‘high-tech’ companies or the public sector, or their use in the development of
services that have digital/online service elements as major component (e.g. Meroni; Sangiorgi, 2011; Enninga et al.,
2013). However, there has been little research in to what extent Service Design tools and methods are utilized in long-
established service areas where IT-elements have no role or play just a minor role (e.g. in the online promotion of the
service).
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The intent of the study presented in this article is twofold. First, we want to explore how Finnish ‘low-tech’ service
SMEs perceive the factor of speed in New Service Development, and how they see the possibilities and consequences
of accelerating their service development activities. Second, we want to explore to what extent the potential of the
Service Design discipline is used by these firms in their NSD activities. To better understand the responses, we also
inquire about the current market circumstances the firms operate in.

The structure of this article is as follows. In Section 2 we summarize previous research on Service Design, and
speed as a factor in New Service Development. In Section 3 we present the methodology of this study, followed by the
presentation of results in Section 4. In Section 5 we discuss the findings and their possible implications, and wrap up the
paper with conclusions presented in Section 6.

2 Previous research

New Service Development has been defined by Johne and Storey (1998, 185) as “[...] development of service products
which are new to the supplier”. Following this definition, the scope of NSD activities also includes renewing (e.g.,
augmenting or streamlining) an existing service or its delivery (Johnson et al., 1999). Froehle et al. (2000) argue that
NSD is vital to success in service operations, so the factors contributing to NSD speed and effectiveness must be
completely understood and better implemented by the service firms.

In their study on the enablers of NSD effectiveness in 182 U.S. service firms (of which 28% had fewer than 200
employees and thus constitute as SMEs), Froehle et al. (2000) found that formalized NSD processes indirectly
influenced a firm’s ability to develop new services by increasing the speed of NSD. Additionally, the researchers found
that a firm’s IT sophistication (in terms of facilitating communication and feedback, reducing error and redundancy, and
streamlining the service design process) directly effected the speed of NSD. Froehle et al. found strong positive
relationship between the speed of NSD process and the general effectiveness of the firm’s NSD efforts. However, the
researchers emphasise that the general effectiveness of NSD is influenced also by other factors such as product strategy,
project definition, and clear organizational roles. Froehle et al. conclude that speed does aid a firm’s NSD initiatives,
but speed should not be the firm’s single development goal. (Froehle et al., 2000.)

Development speed has been one focal point in the field of agile service development of ‘service systems’ that
combine IT and business elements (Lankhorst et al., 2012), in other words, in the development of ‘digital’, “online’ or
‘Internet’ services. A related concept is Rapid Service Development, which Janssen & Steen (2001) describe as an
engineering methodology for developing e-business services. Lankhorst et al. (2012) describe agile service development
as a solution for service development organisations to tackle the increasing speed of change in the business
environment. According to Lankhorst et al. (ibid.), an agile service is a service that has the ability to rapidly
accommodate changes. Lankhorst et al. (ibid.) address three kinds of agility, namely ‘Business agility’ (aiming for
faster time-to-market, more effective partnering strategies, decreased development costs, increased customer
satisfaction, and using change as an essential part of the firm’s strategy), ‘Process agility’ (using agile practices for
design and development, placing focus on people and interactions, aiming for more rapid value delivery and improved
responsiveness to change) and ‘System agility’ (aiming for organizational and technical systems that can be more easily
reconfigured when necessary). Agile service development practices have been developed for and their use have been
studied in the context of ‘service systems’ (i.e., ‘online” or ‘digital’ services), and as far as the authors of this article are
aware, the use of agile practices have not been studied in the context of ‘traditional” service development or by ‘low-
tech’ service firms. Thus, there is a lack of understanding of how development speed and the possibility of accelerating
NSD are perceived by ‘low-tech” SMEs.

Service Design is a rapidly emerging discipline that is argued to have a great potential to make an impact in the
development of new services (Tether, 2008). Service Design involves systematically applying design methods and
principles to the design of services (Holmlid; Evenson, 2008). Johnson et al. (1999) differentiate SD from NSD by
suggesting that Service Design involves specifying the detailed structure, infrastructure, and integration content of a
services operations strategy, while NSD refers to the overall process of developing novel service offerings. Holmlid and
Evenson (ibid.) argue that the Service Design discipline should be viewed as complementary to service development, as
SD activities take place throughout a service development process. Ostrom et al. (2010) suggest that the design of a
service can have a significant impact on key metrics, such as costs, revenues, customer satisfaction and brand
perceptions of the firm supplying the service. Service Design practices have been widely applied in different service
sectors (Mager, 2009).

The research of Service Design has begun to take shape (Kimbell, 2011). The body of literature on SD draws on
contributions from multiple research fields, such as service marketing (Shostack, 1982), innovation management
(Bessant; Maher, 2009), service operations management (Goldstein et al., 2002), and New Service Development (Bitner
et al., 2008). SD research literature describes a variety of practice-oriented tools and methods that can be utilized in the
different phases of service development, e.g., service blueprinting (Shostack, 1984), customer journey (Kimbell, 2011),
storyboarding (van Oosterrom, 2009), touch-points (Clatworthy, 2011), exemplars (Blomkvist; Holmlid, 2009), and
service prototyping and piloting (Neyer et al., 2009; Passera et al., 2012). Rontti et al. (2012) have developed a service
prototyping laboratory (‘SINCO’) that collects a variety of SD tools into a holistic approach to designing services.
Another service prototyping and simulation environment is ‘ServLab’ (Meiren; Burger, 2008). Miettinen and Koivisto
(2009) have collected several viewpoints on how design thinking and innovative methods work as tools for developing
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services in co-creation with users. In addition to research literature, several practical books on Service Design have been
published, for example, by Curedale (2013) who summarizes around 250 SD tools and methods. Furthermore,
established idea generation and organizing tools and techniques, such as mindmap and affinity diagram, can be used in
Service Design. Thus, there is a good availability of “pen and paper”-based SD tools, IT-based SD tools, and conceptual
SD tools and methods, but an interesting — and so far largely unaddressed — question is to what extent these tools are
used in practice by ‘low-tech’ service SMES?

Increasing the speed of NSD and utilizing Service Design can be a means for a firm to pursue competitive
advantage; in other words, to derive profit by setting up a strategy for providing value to customers that is not used by
competitors. As addressed by Weerawardena and McColl-Kennedy (2002, 14), “[c]ompetitive advantage grows out of
the way a firm organises and performs discrete and connected activities of the value-chain.” Competitive advantage can
be gained by creating superior value for customers, and can be achieved by performing service delivery related
activities in an innovative manner. When competitors are unable to duplicate a firm’s value-creating strategy, the firm
can achieve sustainable competitive advantage. Weerawardena and McColl-Kennedy (2002)’s capability-based model
of NSD suggests that to obtain sustained competitive advantage, a service firm should build up distinctive capabilities
that enable it to perform organizational routines for delivering services in a way that outperforms competitors. A firm’s
value-creating strategy may involve accelerating the speed of and/or utilizing Service Design in its service development
and delivery. Ways of speeding up service development and using SD tools and methods in NSD can be a part of a
firm’s distinctive capabilities. Thus, we want to examine how Finnish ‘low-tech® SMEs perceive the possibility of
accelerating NSD as a source for obtaining competitive advantage, and how beneficial they see Service Design for their
business.

3 Methodology

We developed an exploratory survey to collect data on ‘low-tech’ service SME businesses’ perceptions on the various
aspects of speed in New Service Development. Additionally, we set out to collect data on how aware the firms were of
the potential of the Service Design discipline and how beneficial they considered SD for their business. The survey
included both quantitative (multiple selection) questions and qualitative (open-ended) questions for more in-depth data
capture.

We explored the following three main topics through the survey:

1. Respondents’ current circumstances: respondent firms’ background; market situation; seek for growth; current
speed and frequency of NSD; use of systematic design processes in NSD; use of service trials and seeking
learning from the trials in NSD; use of specific tools and methods in NSD.

2. Outcomes of accelerated NSD speed: respondents’ perceived competitive advantage obtained from faster time-
to-market; business impacts of halving the current speed of time-to-market; enabling criteria for accelerating
NSD; disadvantages of accelerated NSD.

3. Utilization of Service Design in NSD: respondents’ awareness of the potential of Service Design; availability of
internal SD competence; use of external SD competence; perceived favourability of SD for business; SD tools
and methods used by the respondents in service development.

The survey was implemented between March and April 2014 as a series of telephone interviews of employees
representing ‘low-tech’ service SMEs residing all over Finland. Potential respondents were chosen randomly from an
enterprise database of 1,478 ‘low-tech’ companies employing fewer than 250 people and having annual turnover below
20 million euro. Senior managers at the companies were targeted as respondents. Altogether 487 people from these
firms were contacted to participate in the survey. 300 people representing different firms responded to the survey. 272
of the respondents were CEQs of their respective companies.

4 Results

The results are reported below grouped into the following main topics: Background of respondent firms, Seek for
growth, Engagement in New Service Development, Speed of New Service Development, and Utilization of Service
Design. Quotes from the respondents have been translated from Finnish to English by one of the authors.

4.1 Background of respondent firms

The 300 respondent firms represent altogether 70 service activities (classification based on the Finnish Standard
Industrial Classification “TOL2008’; Statistics Finland, 2008). Examples of these service activities include food and
beverage services (e.g., restaurants, cafeterias, catering), accommodation, maintenance (of property, motor vehicles),
real estate management, cleaning, waste collection, specialized construction (e.g. site preparation), bookkeeping,
installation (of electricity, HVAC, industrial apparatus), and retail sales (of motor vehicles, small retail stores).

Most of the businesses operated locally (60.2%) or nationally (29.8%). 85% of the respondent companies had 20-49
employees; 11.3% employed 50-99 people, and the remaining 3.7% had 100-249 employees.
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The perceived competitiveness of the markets was as follows. According to 48.8% of the respondents, the markets
their firms operate in were aggressively competitive. 43.8% of the respondents described their markets as moderately
competitive. Only 7.4% of the respondent companies reported to operate in markets that were marginally competitive.

4.2 Seek for growth

Through a set of three questions, we wanted to find out the respondent firms’ drive to seek growth (Figure 1), if the
firms have renewed their service development activities (Figure 2), and if the firms have brought new or renewed
services to the market (Figure 3).

we seek strong growth  12,0% (36)
we seek moderate growth  53,0% (159)

we alm to maintain our market share 33,79 {101}

our market share Is declining  1,3% {4)

0% 20% 0% B0 80% 100%

Figure 1. Distribution of responses to the question: “How would you describe your firm with regard to growth?”".

YES  20,0% (87)
No  §9,0% (207)

cannot say  2,0% (6)

0% 2% 0% Bl%% A% 100

Figure 2. Distribution of responses to the question: “Has your firm significantly renewed its service development
activities during the past two years?*.

YBS 15 3% {106)
No  62,3% (187)

cannat say  2,3% (7)

0% M0 0% Bili%s A% 100

Figure 3. Distribution of responses to the question: “Has your firm brought to the market entirely new or significantly
renewed services during the past two years?”.

As the data in Figure 1 indicates, nearly two-thirds of the respondents reported that their firms were seeking at least a
moderate growth in their business (12% reported to seek strong growth, 53% reported to seek moderate growth). The
responses in Figure 2 suggest that around one third (29%) of the businesses were seeking growth by renewing their
service development activities. Furthermore, the data in Figure 3 indicates that around one third (35.3%) of the firms
have introduced a new or renewed service to the market within the past two years.

On the other hand, 69% of the respondent firms reported to not have renewed their service development activities
during the past two years (Figure 2) and 62.3% have not brought any new or renewed services to the market (Figure 3)
during the past two years.

4.3 Engagement in New Service Development

An important area we wanted to explore was the respondents’ current engagement in New Service Development. To
learn about this topic, we devised a pair of questions presented to the respondents as arguments (Figure 4).
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e e I oo I -
systarnatic and predefined design process” 16,8% (40} N=213
"Mew Service Development is based on making rapid triaks from _ 1.1% M=207
niew ideas and sesking learning fram the trials” NF:f

0% 20%% 4% Bl 04 100%
(W1 zm3ama4 |

Scale: 1 = vary inaccurately; 2= rather inaccwately; 3 = rather accurataly; 4 = very accurately

Figure 4. Distribution of responses to the question: “Please estimate how accurately or inaccurately the following two
arguments describe New Service Development in your firm.”” Note that only 213 and 207 study participants responded
to these two questions.

Looking at the data in Figure 4, roughly a third of the respondents considered as very accurate the proposed descriptions
that NSD in their firms is based on a systematic and predefined design process (30%), and rapidly piloting new ideas
and seeking learning from the experiments (36.2%). On the other hand, more than one tenth of the respondents (13.6%)
stated that the proposition of NSD being based on a systematic and predefined design process as a very inaccurate
description of their firm. More than one fifth (22.2%) of the respondents considered it very inaccurate to describe NSD
in their firms as being based on making rapid trials and seeking learning from the trials.

Next, we asked the respondents if their firms used specific tools or methods in the different stages of developing a
new service. Their combined responses are reported in Figure 5.

yes 13,8%

no 73,2%

cannot say  13%

0% 204 404 I A% 1004
Figure 5. Distribution of combined responses to a set of questions inquiring if the respondent’s firm used specific tools
or methods when developing new services.

As the responses show in Figure 5, nearly three-quarters (73.2%) of the respondents indicated that they have not used
any formal tools or methods when developing new services. Only 13.8% of the respondents reported to have used some
specific tool or method. The specific tools and methods the respondents mentioned are reported later in this article.

4.4 Speed of New Service Development

To obtain an overview of the current speed of service development in the respondents’ companies, we inquired them
about the time it typically takes to develop and introduce a new service to the market (Figure 6).

lass than a wesk 9,6% {22)

le== than & month 13,9% [32)
less than six maonths 30,9% {71)
g=5 than a year 26,5% (61)

rmore than a year 19,1% {(44]

g 2% 40% a0% Bl 100%:

Figure 6. Distribution of responses to the question: ““How long does it typically take your firm to develop and bring a
new service to the market?”” Note that only 230 study participants responded to this question.

As the data in Figure 6 indicates, the average speed of NSD varied considerably between the companies. For nearly one
fourth (23.5%) of the respondents it took less than one month to develop and bring a new service to the market, whereas
for more than half (57.4%) of the companies it took between six and twelve months. It should be noted that 9.6% of the
study participants responded that it took for them less than a week to bring a new service the market. Thus, New Service
Development could be characterized as fast in almost one tenth of the respondent companies.
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Next, we asked the respondents if they considered that a shorter time-to-market would bring significant competitive
advantage (Figure 7).

yes  16,0% {48)

no 55, 7% (167)

cannot say 28, 3% (45)

i 2% 4% gl Bl 100%:

Figure 7. Distribution of responses to the question: “Would a shorter time-to-market bring significant competitive
advantage to your firm?*“.

More than half (55.7%) of the respondents considered that the possibility of bringing a new service to the market faster
than currently would not entail significant competitive advantage to their businesses. A mere 16% of the respondents
thought that their businesses would obtain a significant competitive advantage from a faster time-to-market of a new
service. Nearly a third (28.3%) of the respondents could not give an estimate on what kind of impact a shorter time-to-
market would make on the competitive advantage of their firms.

4.4.1 Business impacts of accelerated NSD

To find out the respondents’ opinions about what accelerated time-to-market speed would entail, we asked them to
respond in their own words to the proposition: “If your firm could bring a new service to the market twice as fast as
currently, the impact on your business would be...”

Some responses described clear business impacts — both positive and negative — that accelerated service
development would make. The most illustrative responses are reported in Table 1. The responses are grouped based on

common themes.

Table 1. Example responses to the proposition ““If your firm could bring a new service to the market twice as fast as

currently, the impact on your business would be...”

Theme

Responses

IMPROVED
COMPETIVENESS

We would get a head start over the other companies (Respondent 52); We would be ahead
of the competitors (Respondent 14); Being able to produce a service faster would increase
our competitiveness (Respondent 77); Competitors wouldn’t have time to copy [our service]
(Respondent 186); It improves notably the competition situation if you are the first on the
market. The first one sticks on the minds of people (Respondent 68); It is always good to be
the first one on the market, to be the forerunner (Respondent 119); It always improves
competitiveness, when you are at the forefront of the development (Respondent 124).

IMPROVED VALUE | We would be able to better meet customers’ expectations (Respondent 195); Customers

DELIVERY TO would feel increased value towards our business or the product (Respondent 194);

CUSTOMERS Extended service offering for customers is probably the greatest benefit (Respondent 58);
The faster services are produced, the faster they provide benefit to customers (Respondent
261, Respondent 285).

IMPROVED We would get new customers (Respondent 177); Contacts with customers would be made

CUSTOMER faster (Respondent 255); [We would get an] extended contact interface to customers

CONTACTS (Respondent 295); Customers would get the service faster from us than from other
companies (Respondent 130).

INCREASED Increased profit (Respondent 4); Faster cash flow (Respondent 7, Respondent 104);

OPERATIONS Increased revenue (Respondent 39, Respondent 72); Increased production and operations
(Respondent 105); Increased sales (Respondent 282); Increased market share (174); Faster
growth (Respondent 299); Increase in quality and profitability (Respondent 173); Improved
company image (Respondent 122).

FASTER We would be able to respond faster to the markets (Respondent 183); The obtained benefit

RESPONSIVENESS

is in being able to react to the situation, so not to fall out of the competition (Respondent
118); A possible benefit is that the service would be brought on time or on the right season
(Respondent 97); It would enable faster testing of the new service (Respondent 103); It
would diminish the impact of economic fluctuation (Respondent 196).
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Theme Responses
SAVED It would save resources (Respondent 265); It would free resources for other activities
RESOURCES (Respondent 103); If new service models are to be invented, it is for the purpose of seeking

cost savings (Respondent 284); Cost savings (Respondent 122).

RENEWAL Renewal would be faster and it would improve our position on the market. (Respondent
276); The message of renewal could keep up the interest [in our business], when there is
something happening all the time. (Respondent 69).

On the other hand, in addition to these positive effects that were mentioned, several respondents considered that faster
time-to-market would not be possible in their business or it would not have any benefits. One respondent noted
sceptically, “The turnover would grow, but I doubt if the profit would” (Respondent 39). Another respondent considered
that accelerating service development would imply that the resulting service would be half-baked: “I see no benefits [in
accelerating our service development]. | see just disadvantages if incomplete services are brought to the market.”
(Respondent 251) One respondent considered the service area so established that accelerating service development
would make little difference: “Restauranting is one of the oldest services; | don’t see any benefit in [developing a new
service twice as fast].” (Respondent 44)

Some respondents stated that New Service Development is not even possible in their particular business area, for
example: “In our business [electric installation services] it is difficult to invent anything new.” (Respondent 290). In
addition to electric installation services, other service activities where respondents considered it to be difficult to
develop anything new were cafeteria, catering, specialized construction, HVAC installation, and maintenance.

4.4.2 Enablers for accelerating NSD

To find out the respondents’ views on the feasibility of speeding up NSD, we asked them to complete in their own
words the sentence: “Increasing significantly the speed of New Service Development is possible when...” The most
illustrative responses are reported in Table 2. The responses are grouped based on common themes.

Table 2. Example responses to the question “Increasing significantly the speed of New Service Development is possible

when...”
Theme Responses
THERE ARE SUFFICIENT | There would be time and money available. And that there would immediately be
RESOURCES networks and help available, if there is a lack in own competences (Respondent 55);

There would be personnel involved, in other words, resources available (Respondent
180); There are enough of external resources and funding available (Respondent
186); We would get funding (Respondent 196); There would be more time available
(Respondent 194); A new service brings expenses and so forth, so would have to
make those fit within our activities. We cannot speed up service development without
interfering our other activities (Respondent 92).

THERE IS SUPPORT The entire organization is involved as effectively as possible (Respondent 178);
FROM THE There is enough know-how, or someone would drive things forward (Respondent
ORGANIZATION 287); The leadership would be more involved (Respondent 189).
DEVELOPMENT WORK It is a systematic activity (Respondent 167); Our development work would be more
IS SYSTEMATIC systematic (Respondent 191); Our other activities would better organized

(Respondent 163); When we are able to make rapid decisions (Respondent 159).

CUSTOMERS ENABLE IT | When there are good interactions with and trust in our customers (Respondent 192);
When our businesses customers are able to move faster (Respondent 164).

In addition, the following enabling criteria for accelerating New Service Development were mentioned by at least one
respondent: “When a good idea [for the service] has been identified”” (Respondent 4); “When there is an acute need for
the new service” (Respondent 59); “When we find new ways to operate” (Respondent 176).

4.4.3 Disadvantages of accelerated NSD

To learn about the respondents’ insights on the possible disadvantages of accelerated NSD, we asked them to complete
in their own words the sentence: “The most significant disadvantage of increasing the speed of service development is
that...” The most illustrative responses are reported in Table 3. The responses are grouped based on common themes.
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Table 3. Example responses to the question ““The most significant disadvantage of increasing the speed of service

development is that...”

Theme

Responses

MISTAKES MAY BE
MADE

Rush introduces easily mistakes (Respondent 106); When developing services, the faster
you proceed, the more things get unnoticed. You cannot see the disadvantages, if you do
development work in a too short time frame (Respondent 114); Grave mistakes may be
made. There are so many stakeholders to consider, so the risks grow considerably
(Respondent 273); Perhaps there would be rushed judgements and something
unconsidered (Respondent 118); If it is not studied carefully, it may turn out to be a bad
investment (Respondent 270); We might do hasty decisions (Respondent 4); My only
concern would be if every angle or opportunity will be considered (Respondent 265).

THE SERVICE MAY
BE INCOMPLETE OR

Based on my experience, very quickly produced services do not work. Their functionality
is not as good as in services that have been developed for a long time and have been

SATISFACTION

OF INFERIOR tested (Respondent 37); An untested service would bring lots of problems, if it is brought

QUALITY to the market too quickly (Respondent 41); The service would be incomplete (Respondent
252); The service may not be complete and tested (Respondent 14); The service may not
be of high quality (Respondent 22, Respondent 269); The service has to be perfect,
before it is ready for launch (Respondent 26).

IT MAY HURT Getting current customers accustomed to new services is the greatest challenge

CUSTOMER (Respondent 69); When the quality does not meet customer expectations (Respondent

87); It hurts customer satisfaction (Respondent 27); When incomplete service models are
introduced, they disrupt the clientele (Respondent 44); When you cannot be sure what
the customers want (Respondent 188); An adverse effect is getting the service to the
market and how customers will react to it (Respondent 254).

WORKFORCE AND How to get the personnel involved (Respondent 176); When the personnel cannot
PROCESSES ARE embrace it (Respondent 266); How to keep the personnel on par with in the change:
DIFFICULT TO ADAPT | through information and learning (Respondent 72); When the organization is inflexible
TO ACCELERATED (Respondent 189); Getting our processes into the new service is the biggest challenge, as
SPEED well as adapting with the other service producers (Respondent 59); The structures of old
services are hinders (Respondent 93); When old attitudes slow things down (Respondent
178); When we have to move ahead within the schedule given by a customer (Respondent
164).
IT REQUIRES Getting workforce is the greatest challenge (Respondent 58); Resources, because we are
EXCESSIVE a small firm (Respondent 123); It takes away from own personnel resources (Respondent
RESOURCES 173); Resourcing is the most significant challenge (Respondent 38).
IT BECOMES Expenses get out of hand (Respondent 167); It is expensive (Respondent 170); It
EXPENSIVE increases expenses (Respondent 235); Expenses are of course always the gravest

adverse effect (Respondent 84).

Additionally, one respondent operating in waste collection services provided an interesting comment concerning the
disadvantages of accelerated NSD: “Our business is based on public fares. If new services are introduced to the market
too rapidly, the public authorities defining the fares cannot keep up because the fare adjustments are made annually.
This causes misunderstanding and confusion, and causes problems in market communication. Furthermore, we
wouldn’t have time to induct the employees sufficiently.” (Respondent 122). This response gives an example of the
external complexities of introducing new services at accelerated speed: if the service fees are based on public fares, then
the authorities have to keep in pace with defining fares for the new services.

4.5 Utilization of Service Design

To begin exploring the topic of utilization of Service Design in the respondent firms, we first inquired the respondents’
awareness of the potential that the Service Design discipline may have for them (Figure 8).
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YES  27,7% (B3)

no a0, 3% (1381)

cannot say  12,0% (36)

% 20r% 40%% 60%%: Bl 1005
Figure 8. Distribution of responses to the question: “Are you aware of the possibilities of Service Design?**

Looking at the data in Figure 8, it appears that the potential of the Service Design discipline was not well known in the
surveyed SMEs: almost two-thirds (60.3%) of the respondents reported to be unaware of the possibilities. 27.7% of the
respondents reported to be aware of the possibilities of Service Design.

Next, we inquired about the internal Service Design competence (Figure 9) and the use of external Service Design
competence (Figure 10) in the respondent firms.

YBS 14,39 (43)

no  61,0% [183)

CANNOE say 24, 7% (74)

% 20r% 4% 6% Bl 1008
Figure 9. Distribution of responses to the question: “Does you firm have internal competence in Service Design?“

20,0% (60)

yes

N0  64,7% (194)

cannot say  15,3% (46)

0% 20% 40% 60% 80% 100%
Figure 10. Distribution of responses to the question: ““Has your firm used external Service Design consultants?**

As the responses indicate, the potential of the Service Design discipline was not broadly utilized in the surveyed SMEs:

just 14.3% of the companies reported to have internal competence in Service Design, while 61% have not. One fifth of

the companies have used external Service Design consultants, while the remaining 4/5 have not used or could not say.
Next we asked the respondents if they perceived Service Design as favourable for their business (Figure 11).

YES  26,3% (79)
no  28,7% (86)

cannot say  45,0% {135)

19 i) anes, Rl18 ANA, 10k
Figure 11. Distribution of responses to the question: “Do you see Service Design as beneficial for your business?*

26.3% of the respondents considered Service Design to be favourable for their business, 28.7% of the respondents
considered Service Design not to be beneficial, and 45% could not say one way or the other. The latter response may be
the reason of such a large percentage (60.3%, cf. Figure 8) of the respondents being unaware of the possibilities of
Service Design.

Through a set of open-ended questions, we inquired what specific tools and methods the respondents had used in the
different stages of developing a new service. E.g., the following tools and methods were mentioned by at least one
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respondent: Market research; Customer feedback; Input and ideas from customers; Customer interviews; Test
customers; Electronic feedback; Web analytics; Observing consumers and finding out what they want; Trying out what
works and what doesn’t; Service pilots; Mindmap; Process charts; Freeform idea creation; Formal brainstorming
sessions; ldea creation workshops; A specific tool for developing ideas further.

As can be seen from these responses, different ways of obtaining input from customers seems to be a common set of
methods. Different ways of testing a service before bringing it to the market were also used by some respondents. The
respondents mentioned specifically only a few Service Design tools and methods (e.g., mindmap, service pilots, process
charts, and test customers). Only two of the mentioned tools (i.e., Electronic feedback and Web analytics) were obvious
IT-based tools (some of the other mentioned tools may be supported by IT). Interestingly, none of the respondents
explicitly mentioned co-design or co-development as methods of developing services with customers. Instead,
customers were seen in the responses as sources of ideas and feedback.

5 Discussion

Our exploratory study sampled employees of 300 Finnish ‘low-tech” SMEs representing 70 service areas. This sample
appears adequate to give at least some insight in the studied topics in Finnish ‘low-tech’ service companies. 272 out of
the 300 respondents were CEOs. Thus, their responses represent a senior manager’s perspective to the studied topics. A
majority of the sampled firms, 85% to be exact, had 20-49 employees and thus were small-size companies.

The markets the firms operate in were described as competed: according to 92.6% of the respondents, the markets
were at least moderately competitive (and furthermore, nearly half of the respondents described the markets as
aggressively competitive). Thus, it can be interpreted that the competitiveness of the markets puts pressure on a
majority of the respondent firms for renewal or increasing their competitiveness, rather than passively expecting the
business to remain as usual. This interpretation is supported by the data that almost two-thirds of the firms reported to
seek at least a moderate growth in their business.

The current speed of NSD varied notably between the respondent companies. 9.6% of the respondents reported that
it takes for them less than a week to develop and bring a new service the market, so these firms can be interpreted to
have a rapid approach to NSD. However, for more than half (57.4%) of the respondent companies it took between six
and twelve months, and for almost one fifth of the firms (19.1%) it took more than a year to develop and bring a new
service the market. Obviously, the sampled firms cannot be directly compared across service activities because what
exactly constitutes ‘bringing a new service to the market’ may vary greatly between, for example, a restaurant compared
to a vehicle maintenance service. A topic for further research is to compare the different service activities with regard to
their average speed of developing and introducing a new service.

The frequency of service offering renewal also varied notably between the respondent firms. Almost one third
(29%) of the surveyed businesses reported to have renewed significantly their service development activities during the
past two years. Furthermore, around one third (35.3%) of the firms reported to have brought a new or significantly
renewed service to the market within the past two years. However, the data indicates that the majority of the respondent
firms have not recently implemented renewal or launched new services: around two thirds of the respondent firms
reported not to have renewed their service development activities and have not brought any new or renewed service to
the market during the past two years.

Formal service development tools seemed not to be used by the majority of the surveyed companies: almost 3/4 of
the respondents stated that their firm have not used formal tools or methods in NSD. Only 13.8% of the respondents
reported to have used specific tools or methods. However, nearly one third (30%) of the respondents firmly agreed with
the proposed description that NSD in the firms was based on a systematic and predefined design process. Thus, the
systematic design process in these 30% of the respondent firms is not based on the use of formal tools or methods, or
the respondents were unable to identify and report their use of such tools.

A number of respondents considered that accelerating service development by halving the current development
speed would make an impact on their business. The following examples from the responses of such impacts can be
interpreted as positive effects on the business and thus be considered tentatively as examples of advantages of
accelerated NSD. According to some respondents, the immediate business operations would be impacted positively
(e.g., increased sales, faster cash flow, improved revenue, and increased market share). A number of positional and
resource-based competitive advantages could be obtained, e.g. cost savings, saved resources that can be allocated to
other activities, differentiation (‘being the first on market”), improved value delivery to customers, and the competitors
wouldn’t have time to duplicate the new service. Furthermore, the firm would be able to renew faster, respond faster to
changes, and obtain new customer contacts. Some of these impacts are similar to what Lankhorst et al. (2012) described
as characteristics of agile development of digital services, including renewal (i.e., using change as an essential part of
the enterprise strategy), faster time-to-market to outmanoeuvre competitors, decreased development costs, increased
customer satisfaction, more rapid value delivery and improved responsiveness to change. This suggests that a fruitful
topic of further research is to examine if certain agile practices of ‘digital’ service development could be adapted to
facilitate ‘traditional’ service development in ‘low-tech’ companies.

One finding of this study is that NSD can be accelerated in the ‘low-tech” SMEs when certain criteria are met. From
the responses to open-ended questions, e.g. the following enabling criteria for accelerated service development were
identified: there has to be adequate resources available (such as having a key person driving the acceleration effort);
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there has to be sufficient support from the company organization; customers have to give support (e.g., the necessary
trust and interactions have to be established with customers; or the business customers have to be able to move faster);
and the service development work has to be systematic. The latter finding, that service development work needs to be
systematic so service development can be accelerated, is along the lines of the finding by Froehle et al. (2000) that
formalized NSD processes increased the speed of NSD and thus indirectly influenced a firm’s ability to develop new
services.

Conversely, it may be hypothesized that if one or some of these enabling criteria are not met, NSD cannot be
accelerated. This is an important topic for further research. Some indication on this from the present study is that
according to some respondents, accelerating service development is not possible when necessary resources are not
available, or when the firm’s workforce and processes cannot be adapted to develop services at an increased speed.
Furthermore, accelerating service development was not considered possible by a number of respondents involved in the
following services activities: electricity and HVAC installation services, cafeteria, catering, construction, and
maintenance.

The respondents mentioned several potential disadvantages that accelerating NSD may have. One concern was that
if service development is accelerated, mistakes can be made and the quality of the service may suffer, which will in turn
hurt customer satisfaction. In other words, some respondents associated speeding up negatively with haste, where every
aspect and opportunity relevant to developing the service may not be considered because of lack of time or progressing
too fast. Furthermore, some respondents thought that accelerated development would result in the launch of incomplete
or untested services. An additional potential disadvantage mentioned by some respondents was that accelerating service
development would not lower development costs, but may turn out to be expensive or to require excessive resources,
and thus have a negative influence on the firm’s competitive advantage. A topic of further research is to identify
accelerated service development projects that have failed or produced incomplete or badly received services, and find
the reasons for these failures (i.e., to find out to what extent the failures were caused by an accelerated development
speed).

With regard to utilization of Service Design, our findings suggest largely an unawareness of its potential among the
respondents. Nearly one-third (27.7%) of the respondents reported to be aware of the possibilities offered by Service
Design. This proportion is consistent with the data that 26.3% of the respondents considered Service Design to be
favourable to their business. At the same time, almost two-thirds (60.3%) of the respondents reported to be unaware of
the possibilities of Service Design. In a similar vein, the respondents reported to have used only a few SD tools and
methods. Nearly two-thirds (61%) of the respondents reported that their firms had no internal competence in Service
Design. These are indications for Service Design consultancy companies and research organizations working with
Service Design to raise the awareness of Service Design, at least in Finland.

6 Conclusions

The findings of this exploratory study give some insight on how speed in New Service Development is perceived
among Finnish ‘low-tech” service sector SMEs. A number of indicative benefits and disadvantages of accelerating NSD
were identified. The main advantages were that accelerating NSD could improve competitiveness, operations, value
delivery, responsiveness, and renewal. The primary concern of speeding up NSD was that the resulting service could be
of inferior quality, and thus impact customer satisfaction negatively. Additional concerns of accelerated NSD were that
it would require excessive resources, turn out to be expensive, or that grave mistakes could be made during
development process. Furthermore, some concern was raised whether or not the workforce and firm processes could
adapt to accommodate accelerated service development speed.

A surprising finding was that nearly one tenth of the respondent firms were already engaged in fast service
development, as they reported to typically develop and launch a new service in less than a week. At the same time, for
more than half of the respondent companies developing a new service it took between six and twelve months, and for
nearly one fifth of the companies it took more than a year. Thus, there is clearly room for accelerating service
development in many Finnish SMEs. For Service Design practitioners, one indication from the study is that the
potential of Service Design discipline is not yet well recognized in Finnish ‘low-tech’ service sector SMEs.
Furthermore, it is a topic of future study how SD practitioners and researchers perceive the situation, e.g., what
challenges they see in ‘low-tech’ service firms adopting SD practices, and how the service designers perceive the
possibilities of accelerating NSD through SD tools and methods.

The findings suggest also other areas of further research of speed in NSD, including a detailed comparison between
firms operating in distinct service areas, of different sizes, and in different countries. Weerawardena and McColl-
Kennedy (2002) have emphasised the significance of distinctive capabilities to obtain sustained competitive advantage
in NSD. With regard to NSD speed, a future research question is what kind of distinctive capabilities do firms need to
be able to accelerate their service development activities, and what can the firm’s strategic leaders do to develop these
capabilities in the organization? For example, in what ways can traditional and IT-based Service Design tools be
adapted by an organization to facilitate speeding up NSD? Furthermore, it seems fruitful to build upon the work by
Lankhorst et al. (2012) and explore how agile practices of ‘digital’ service development can be adapted to facilitate
accelerating ‘traditional’ service development in ‘low-tech’ companies.
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Consumer value journey with pet in multiple service touchpoints

Jaakko Autio', Ari Kuismin®, Minna Autio’, Henna Syrjala™?, Eliisa Kylkilahti*
University of Helsinki, 2University of Vaasa

Our paper explores how consumer value is negotiated in pet-related services. We combine the
discussion on value with the standpoint of service design; the approaches of consumer journey and
service touchpoints. The contribution lies in discussing how consumer value is experienced in pet-
related services through and by the pet, not only within dyadic interaction between consumer and
service provider. We argue that applying a consumer value journey gives a comprehensive
understanding of experienced value in several touchpoints with multiple service providers.

1 Introduction

In service research, the value creation has traditionally focused on service provider and its processes for customers (see
Johns, 1999; Osborne; Ballantyne, 2012). The approaches have emphasized the dyadic interaction between consumer
and service provider starting from the early work of Nordic school of service marketing (Grénroos, 1978; Gummesson,
1979). More recently, the idea of co-creation of value (Prahalad; Ramaswamy, 2002) in philosophical level, and
activities of service design in more practical level have underlined, firstly, the importance of service provider—consumer
interaction, and secondly, understanding the integratable resources of these two actors (Lusch; Vargo, 2006). In these
discussions consumer interaction is seen directed by service design (Mickelsson, 2013, 536) and the examinations have
focused on the consumer*‘s engagement in the value-creation process (Vargo; Lusch, 2004).

However, consumer value emerges not only in interaction with a firm, but also together with and in relation to other
actors of everyday life (Heinonen et al., 2010; Mickelsson, 2013) such as other firms, communities and co-consumers.
Many of the actors and their behaviours may not be manageable by the service providers (e.g. Gabriel; Lang, 2006).
Since our empirical study takes place within context of consumption for and with pets, let’s consider an example that
your dog is having hip dysplasia and needs treatment. You may have a dyadic 15 minutes service encounter with your
veterinarian, but before, during and after the encounter you are also in contact with physiotherapist, dog agility
community and the breeder of the dog. Different actors contribute to the service experience (Tax et al., 2013).
Consumers may also use service in a way the service provider did not plan for. In other words, consumers face multiple
touchpoints (Patricio et al., 2011) with several different service providers even at the same time and therefore consumer
journey (Tax et al., 2013; Shove et al., 2012, 132) is layered, sometimes scattered. In this paper consumer journeys are
not assumed to have a predetermined or designed order. Instead, we see consumer actively constructing her journey
with companies, commercial actors, and also products, services, persons or other communities (Cova; Dalli, 2009).

Where service research has traditionally focused on dyadic interaction between the consumer and service provider,
the previous research on consumers and their animal companions has to a great extent concentrated on pet owners’
relationships to their pets. This line of research originates from Human-Animal-Bond (HAB) studies, starting in 1970’s
(Hines, 2003). The focus has been, for instance, on how pets are part or extensions of their owners’ selves (e.g. Belk,
1988; Hirschman, 1994; Bettany; Daly, 2008; Dotson; Hyatt, 2008). Studies seem to share an interest to endeavour how
pets have been considered as objects of consumers' love and attachment (e.g. Beck; Katcher, 1983; Belk, 1996; Voith,
1981). Jyrinki (2012) claims that attachment should be seen as multidimensional phenomenon that is constructed
dynamically; thus, the pet owner does not have just one kind of relationship to her pet, but the pet may be regarded
simultaneously for example as a friend and as an equipment for avocation.

As prior research has concentrated on examining the consumer-pet -relationship, it has ended up neglecting a large
area of pet-related consumption. However, taken a more holistic view, it is obvious that experiences in pet-related
consumption are not constructed in an isolated relationship between the owner and her pet, but several other actors,
such as service providers, sellers and producers participate in constructing the consumer value too. As Prahalad and
Ramaswamy (2002; 2004) have argued, value is co-created with consumers and other actors in networks (also Vargo;
Akaka, 2009). However, few exceptions to this shortage in pet-related research exist; for instance the interaction
between pet owner and vet has been studied (Brockman et al., 2008; Harrison-Walker, 2001). Yet, there are no studies
on how interaction between the pet and the service provider influences pet owner’s consumption experience (except, see
report by Coe; Adams; Bonnet, 2007; Rétzmeier-Keuper; Wiinderlich, 2014).

In the current paper, we aim to argue through our qualitative material that the experienced value in pet-related
service consumption is constructed contextually in tripartite relationship between pet owner/consumer, pet and service
provider (Syrjala et al., 2014). Our viewpoint is consumer-centric, and departs from the traditional firm-centric
perspective of service research (see Osborne; Ballantyne, 2012). From this viewpoint pet owner appears in a two-fold
role: consuming various products and services to the pet (Brockman et al., 2008; Harrison-Walker, 2001), and creating
value journey in interaction with service providers (Teixeira et al., 2012, 364). Even though we adopt consumer’s point
of view, the pet is also seen as an independent actor, who interacts and influences consumer’s feelings, activities and the
value experiences.
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2 Theoretical framework

2.1 Consumer value

Among the various discussions on consumer value (see e.g. Gummerus, 2013; Sanchez-Fernandez; Iniesta-Bonillo,
2007), we lean on Holbrook’s (1999, 5) definition of value as ‘an interactive relativistic preference experience’. This
means that value is constructed between the consumer subject and an object, for example a product (Holbrook, 1999).
As Holt (1995) argues, products are not just carriers of meanings, instead meanings are created when we are using,
valuing, understanding and experiencing consumption objects within various social contexts. In current research, the
interest is in how consumer experiences value. However, we argue that the value experience should be seen as
interactively formed. Similarly, Helkkula et al. (2012) see that value in the experience is intra- and intersubjective, the
experience is individual and subjective, yet created jointly, for example in the manners that pet owners share and
evaluate various consumption objects in the hobby communities.

According to Holbrook (1999) relativistic value experience refers to the subjectivity of experience and to its relation
to other products, services and situations. The value experience gets structured also along consumption experiences of
other consumers (Helkkula et al., 2012): when they compare the experiences of products and services with each other.
To illustrate, pets’ grooming services are valued in regards to previous, best and other pet owners’ experiences.

Preference in experienced value in turn means favouring of certain products or services, and accordingly the value
reflects for example consumer’s attitude toward, or attractiveness of the experienced service. Preference may be
directed towards the whole service experience, part of it or the result. (Boksberger; Melsen, 2011.) It should be taken
into account that experienced value includes several types of preferences, not just economic but also for example
emotional (Gummerus, 2013; Karababa; Kjeldgaard, 2013). Thus, for instance when different dog training services are
sequenced, the value experiences get constructed along multidimensional preferences with emotional meanings.

The experiential nature of consumption brings feelings, emotions, play, images and other consumption related
aspects meaningful to consumption (Holbrook, 2006). Consumption experience is not restricted to marketplace or
buying situation, but experience may take place outside markets, still in relation to market-created products and/or
services (Caru; Cova, 2003, 276). Thus, consumption experience may be carried out in dog park (outside actual
markets), where dog owners share their recommendations of, say, dog collars (product in the market). This is in line
with the idea that consumers experience services as journeys.

2.2 Consumer value journey

Alongside with the concept of experienced value, we use concepts derived from service design approach to describe the
construction of consumer value in pet-related services. By service touchpoint we refer to the ways of interaction
between consumer and service across multiple channels (Bitner; Brown; Meuter, 2000; Patricio et al., 2011). People,
encounters, tangible elements, spaces and objects can all be seen as touchpoints (Clatworthy, 2011). A series of digital
or real life touchpoints form a consumer journey that includes all the events and activities related to service, product or
problem solving from the consumer’s perspective (Patricio et al., 2011). The consumer journey may therefore extend
over different channels, physical place and period of time (e.g. Shove et al., 2012). It may be designed (e.g. Zomerdijk;
Voss, 2010), but consumers do not necessarily follow or face the journey as intended.

We set the concepts of service touchpoint and journey into context of variety of service providers, where
combination of multiple interdependent services is involved in contributing to consumer’s value experience (van Riel et
al., 2013, 316). We take consumer-centric perspective to analyze, how consumers construct their journeys with different
firms, and also with products, services, persons, co-consumers and communities (Cova; Dalli, 2009). Tax, McCutcheon
and Wilkinson (2013, 2) have pointed out that service delivery is increasingly fragmented and consumers encounter
several providers when using services.

In our study, the consumer value journey depicts all the experiences with different actors (e.g. vet, pet shop,
insurance company) and service touchpoints (digital, real life) in time and in space. Thus, we do not restrict our
exploration to any singular service or provider. As Johns (1999, 966) suggests the idea of service as a journey is not
limited only in time and space but it denotes also an adventurous service odyssey. In order to grasp the journey and the
touchpoints of consumer and the pet as a co-consumer we apply the concept of value wheel. The wheel illustrates what
and how consumers encounter touchpoints along the service journey (Lee et al., 2013).

3 Data and methodology

The empirical material of this study consists of 53 personal pet owner interviews. In three of the interviews two persons
from the same household participated. Research participants were recruited through snowball sampling (Merriam, 1998,
63) and during fieldwork in pet supply stores, vet clinics and communal dog parks. Altogether 38 women and 15 men
took part to the interviews. The age of the respondents varies from 21 to 75 and the majority of the participants (12) are
aged between 30 and 39 years. Participants are either dog or cat owners and almost everyone has at least one dog. The
interviews were carried out between December 2012 and January 2014 in Southern and Western Finland by four
different researchers.
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In recruitment, our aim was to find different kinds of pet owners, such as pet-related hobby enthusiasts that train
actively e.g. agility, dog or cat shows and obedience trials as well as pet owners, who do not have any avocations or
specific devotions with their pets. The participants were also recruited on the basis of dog or cat breed so that owners of
different breeds would be presented. Three (3) of the interviewees are also working as professional veterinarians in
private clinics and four (4) are working in a pet shop chain. Some of the interviewees are, or have been, also breeders or
small kennel owners.

The interviews were guided by a semi-structured but flexible interview framework. The framework was customized
to each participant depending on his or her responses (Eriksson; Kovalainen, 2008). This allowed new questions and
directions to be brought up during the discussion. The interview themes covered pet owners’ everyday life and pet-
related (service) consumption from several angles. Interviewees were asked and encouraged to tell freely about their
daily routines, possible problematic situations, service encounters and products, but also about pet-related hobbies and
hobby communities. The aim was to provide in-depth understanding of pet-related consumer market (Moisander;
Valtonen 2012, 249).

The research participants are seen as active subjects that actively take part to creating social meanings concerning
pet-related consumption. In this sense the interviewees — as well as the interviewer — are not seen as passive objects but
subjects shaping the contextual understanding of pet-related consumption (see Moisander; Valtonen, 2006). The
experiences of the interviewees are understood as personal, but constructed and shaped by social interaction.

The analysis was an iterative process where data and theory driven stages altered (Thompson, 1997). In the first
stage, before the actual analysis, the researchers got to know all the material gathered without specific questions in
mind. At this stage we were interested in pet-related consumption in general. In the second stage, two researchers
applied the Holbrook’s (2006) definition of value as ‘an interactive relativistic preference experience’ as an analytical
tool. In addition to this, consumer journey maps (Patricio et al., 2011) were used as a visualization tool to recognize and
understand the actors and functions reproduced in the interviews. The analysis was deepened by discussions between all
the researchers.

The article is positioned within the interpretative research paradigm (Shankar; Goulding, 2001; Moisander;
Valtonen, 2012) and the interviews are interpreted as narrative stories. Whitebrook (2001, 9) has argued, that narrating
is a basic human activity since persons understand their own lives as stories. We believe that consumers express
something about their own way of thinking as well as the cultural norms of society through storytelling. In service
design storytelling is used both as an informative and inspirational method for design (Kankainen et al., 2012), and as
an approach from the company side to create stories for communicating with the consumer/customer (Vollmer, 2013).

Kankainen et al. (2012, 221) combine storytelling with customer journey by reading the consumer/customer stories,
and defining the service touchpoints. The authors define that service journey is often structured on multiple service
providers, networks where service providers together or without knowing each other create the consumer service
experience. In this multi-channel service ecosystem, a consumer can create and influence on her own service journey.
On the other hand, service provider may influence on the service experience by developing the service, prototyping it,
and managing the context in which experience is happening. (Kankainen et al., 2012). Narrative stories thus enlighten
how consumer arrives at a particular service journey with certain touchpoints (VVollmer, 2013, 52).

In the following chapters we analyze: 1) how consumer experience value with pet, and 2) how consumer creates
value journey in a case of multiple touchpoints with multiple service providers.

4 The pet co-creating consumer value

In pet-related consumption the pet itself plays a significant role: it has been seen, for instance, as a co-consumer
(\VVéanska, 2014). However, the presence of this third party at the construction of consumer value varies. To analyze the
multidimensional and dynamic position of the pet, we operationalize a touchpoint wheel (see e.g. Lee et al., 2013) as an
analytical tool to explore consumer value. Therefore we conceptualize the wheel as a consumer value wheel. The wheel
illustrates the variable position of the pet that shapes the way pet owner encounters service touchpoints and experiences
value. Thus, the wheel spins. The idea of variable position of the pet is in line with the argument that the pet owner does
not have just one kind of relationship to her pet but the relationship is constructed dynamically (Jyrinki, 2012).

Thus, the value wheel is usually used to make sense about customer touchpoints between a customer and a company
or a brand. We contextualize the wheel to analyze the touchpoints from the perspective of value experienced by
consumer during the value journey through multiple service touchpoints in regards to pet-related consumption. We
follow the argument of Syrjala et al. (2014) and situate the pet in the core of consumer value wheel as a value creator, a
mediator of value (between consumer and service provider), and as an experiencer of value.
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Figure 1. The consumer value wheel: Pet as a value creator, as a mediator of value, and as an experiencer of value.

Next, we study the value experience in the relation between the pet owner/consumer and the pet (Figure 1). First, (i) the
pet acts as a value creator, when the value experienced by the consumer is created in the interaction between the pet and
the service-provider. Second, we focus on the relationship between the pet owner and the service provider, where (ii)
the pet acts as a mediator of value. Third, the pet is positioned as (iii) an active subject that experiences value. The
agency, meanings and the position of the pet in the family shape the value experienced by the consumer. In chapter 5,
we conceptualize and contextualize the three-dimensional (Figure 1) value experience as a value journey including
multiple touchpoints with several firms and other actors.

4.1 The pet as a value creator

Pet owners’ descriptions of a tight-knit and close relationship to their pet speak of the consumer’s value experience
which is constructed in looking after the animal’s wellbeing and affection toward the pet. The relationship between pet
owner and pet is outlined by emotional factors linked to the pet’s wellbeing: “It makes no, you know having an animal
in the first place makes no sense, unless you care about it” [Interview 17]. When the value experience is outlined
through the pet, the owner’s own agency is placed in the second position and the pet’s significance takes priority when
the owner considers consumption decisions and use of time (Ridgway et al., 2008). An informant states: “for wellbeing
| absolutely do spend more money on the animal than on myself” [Interview 20]. Looking after the animal’s wellbeing
and succeeding at it hence create value for the owner (Dotson; Hyatt, 2008). Consumers assign a separate agency for the
pet, represented as independent of the owner. The pet owner constructs the position of the pet as an active subject as
follows: ’(N)othing is as much fun, as watching them be so happy when they get out there to run around a bit and
roughhouse with their friends”. [Interview 22] The consumer perceives the pet as a sentient and experiencing actor. The
pet as a subject of its own has resources that shape the value experienced by the owner.

The pet’s active status is meaningful to the owner, as the pet is depicted as a playful actor, bringing the owner fun
and joy (Holbrook, 2006). Following and interpreting the pet’s actions and living with a pet create value (Beck;
Katcher, 1983), making detached actors superfluous. A pet owner describes a relationship with the pet, where the
owner’s sense of wellbeing is essential:

It’s also been kind of a lifeline, like if you’re really stressed out, it’s really great to see the dog having fun,
rolling around in the snow or whatever. Because it can’t help but it can make you feel better, because the dog is
never really in a bad mood. It’s pretty much in that sense, like all you have to do is go home, there’s a happy dog
waiting for you there, so that does make you feel good. [Interview 21]

Positioning the pet as a subject that shows affection towards its owner would appear to be pivotal to the value
experience: “Well if | think of my own pet, it loves me exactly as | am, completely like unconditionally, and loyally.”
[Interview 3]. The consumer’s experience of the relationship between pet and owner forms as reciprocal: both in turn
are active subjects, and objects. The pet as a subject is built upon interpreting behaviour and being, and humanizing the
pet (Beck; Katcher, 1983), but also of its natural aspect and qualities as an animal.

4.2 The pet as a mediator of value

Above, we have examined how the relationship between consumer and pet enables the formation of a value experience.
Now, we examine the relationship between service provider and pet owner, where the pet plays a pivotal role in value
creation. Here, the consumer’s value experience results from her interpretation of the pet’s experience from the
interaction with service provider.
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The consumer gives and receives recommendations, and eventually decides which products and services are
acquired to the pet. Thus, the pet owner defines the value experience — in relation to the service provider and through
the pet. In the following quote, the consumer explains how pet’s food-related choices are formed in interaction with
both social media and a service provider:

He ate, when he was a puppy it was something like Royal Canin food and I, you know, when | had time | went
and read all the online chat forums for what’s in them and what’s good and what’s bad and then | came up,
talking at the pet shop about what’s good. So then they said that that’s got the worst nutritional values like it
doesn’t even say what the meat content is and, then after that, | made or you know they recommended some
different options where the meat content at least is really good and then the kibble, I used those but so other than
that it’s raw food [i.e. BARF Biologically Appropriate Raw Food] so that it’s.. [Interview 32]

The service provider gives the pet owner diet recommendations, which the owner approves of, because she has ‘the best
interest’ of the pet at heart. A pet shop does not simply sell products; it creates value for the customer through expertise
— instructions, advices and recommendations.

In the relationship between service provider and the pet owner, value creation is negotiated via the pet, however
involving also social networks and communities of the owner. Consumption objects and actions are employed as
vehicles to join enthusiasts of a given hobby or a certain dog breed, to those that favour a specific retail outlet or a
specific breeder. For instance, communities formed around enthusiasts of a specific breed or around a breeder are
comparable to brand communities (e.g. Muniz; O"Guinn, 2001). The qualities of a pet — a given breed — or status within
the family are significant when a consumer justifies the profitability of insurance:

For a puppy I’d say it’s pretty important, or if for some really hard-core racing dog, then it’s probably really
important. But maybe for just your normal house pet, then it's not necessarily quite as important. [Interview 21]

Thus, it is not just affection towards the pet, but also the financial risk is taken into account when deciding whether to
insure the pet. Getting and keeping a pet involves the threat of financial loss. Awareness of available insurance policies
may also reinforce awareness of the risks, for example the conditions of puppy insurance may pinpoint the health-
related insecurities such as possibility for hip dysplasia. In this manner, the insurance appears as a way externalise the
risk related to acquiring a puppy. Similarly, comparing insurance quotes, acquainting oneself with indemnification
regulations or picking a veterinary surgeon may be challenging decisions for a pet owner. So, in this case, the value is
constructed in relationship between consumer and service provider, and the pet is positioned as a negotiating
instrument.

When a consumer justifies choices such as a recommendations concerning pet food, selecting an insurance
company, or purchasing dog collars from a flea market, a pet constructs as a mediator of value. The agency, which a pet
owner has posited to her-/himself (e.g. as an active enthusiast) and the status that the pet owner has produced for the
service provider (e.g. a speciality retailer) define the value, alongside the status given to the pet (e.g. family dog).

4.3 The pet as an experiencer of value

In this chapter, we show how pet owner’s consumption experience in relation to the producer of pet services is created
indirectly through the pet’s experience. When the consumer takes the pet’s experience under evaluation, pet’s 'dual role'
is outlined, both as a consuming subject as well as an object transmitting the experience to the consumer. For instance,
pet’s emotions and proper treatment are of primary importance when the consumer uses veterinary services. The pet
takes central role in experiencing value; so, the consumer experiences the relationship with a veterinary surgeon through
the pet as the following excerpt highlights:

Everything’s gone well and I’ve felt good about it and it’s left a very positive experience for the dog, too. Not
that it would matter a whole lot, but so with us it’s actually a joke because it’s in Munkkivuori really near us, so
Hertta always goes on a walk, she walks there [laughs], to the door of the veterinary clinic because the ladies
always come and give her treats out the door. [Interview 5]

The quote sums up the three-dimensional nature of relationships in pet service consumption: in addition to the
relationship between consumer and service provider, understanding the consumption experience and the value
experienced by the consumer requires taking into account the interpretations and evaluations made through the pet. The
experience is not analyzed as separate from the pet; instead the pet is positioned ‘between’ the consumer and the service
provider. The interview reveals how the pet is positioned as an active subject that experiences the service. It is the
consumer’s interpretation of the pet’s experience that structures the perception of the relationship with the service
provider. This functions as a resource for experiencing value in the relationship between pet owner and service
provider. The consumer describes the value experienced in a service encounter through the pet: “We go to canine
massage. (...) the pleasure you feel yourself, when it looks like the dog’s enjoying it, makes it worth it.” [Interview 20]
Pet-related consumption experiences are also analyzed according to which product or service the consumer
perceives as worthy of her pet. Owners highlight that not all objects of consumptions are “good enough for my pet”.
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This is related to a view, prominent in prior research, of the pet relation as an extension of the owner’s self (Belk, 1988,
1996; Hirschman, 1994). The value experience occurring through the relationship between the service provider and the
pet may be difficult to recognize, as the significances linked to the pet merge into the owner’s self and on the other hand
the owner constructs experiences of value for the pet. When the service succeeds, the social relationships between
people and factors focused on the animal become hard to distinguish. An informant describes veterinary services: "We
were treated well there, the dog very well”. In the same spirit, value experiences regarding veterinary services are
comparable to experiences of public and private health care services for people:

Hell no, not public. I use private. Because in the private sector, the differences are very similar to human health
care, but in animal health care (...) the differences become more marked, so that I think in the public sector they
are in a way more indifferent. [Interview 7]

The consumer describes the negative experience and the unpleasant service as indifferent. This goes against the pet
owner’s assumption that the relationship between pet and service provider should reflect altruistic concern for the pet
(Coe; Adams; Bonnett, 2007). The technical quality and the efficiency of procedures are secondary evaluation criteria if
the service is not interpreted as primarily considerate towards the pet specifically. The pet is entitled to caring service
just as a human being would be. Thus, the service that is considered unpleasant in relationships between people is also
considered the same in pet services.

5 Consumer value journey with pet

Above, we examined the value experienced in pet-related services through the changing position of a pet in relation to
pet owner/consumer and service provider. All the positions define pet as a kind of co-consumer (see Vanska, 2014) next
to or sometimes even equal to the pet owner/consumer. Pet may create value to the pet owner as such e.g. bringing joy
and fun, pet may negotiate or mediate value experience to the owner e.g. status in a breed community or dietary
decision-making, or pet has its own, active value experience e.g. pet feels good, enjoys playing.

As a consumer, the pet owner generally seeks the most appropriate available solution for the pet, and wants to be a
‘good parent’ for the pet. ‘Parenthood’ can be reached through choosing a service journey that result in desired aim, e.g.
a recovered dog. As a co-consumer, the value position of the pet differs depending on individual touchpoints during the
journey or even depending on the whole service journey. According to Rawson et al. (2013, 4) consumers, however, do
not care about singular touchpoints but they value more the experience across multiple touchpoints and multiple
channels over time. Sometimes the pet is in the frontline of value experience (recovered, happy dog), creating value for
the pet owner (joy about a recovery of the dog) or standing aside but having a mediating role in value experience (the
value from choosing a good expert). Consumers also structure their service journey culturally and in network with other
consumers.

Pet ownership, activities with and consumption for the pet have different contents in relation to various touchpoints
of different providers, e.g. together with organizations, communities and networks (Figure 2). The pet owner’s
relationship with a service, such as a community of enthusiasts, brings out the social aspects of experience and its multi-
faceted unfolding. The understanding ‘of the right kind and essential’ pet-related consumption is constructed socially
within one’s own reference group or through expert advice from breeders or vets, for example. The shared traditions of
the community, the sense of belonging, the value structure and a moral obligation towards group members become
apparent when observing the instrumental role of the pet in the value experience (Muniz; O’Guinn, 2001).

Physio-
therapy

Pharmacy

a mediator
of value

media/
Internet

Insurance
company

Figure 2. Consumer value wheel through pet and service touchpoints.
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As the spinning value wheel (figure 2) reveals, touchpoints in pet-related consumption show fragmentation of active
actors in the service delivery (see Tax et al., 2013, 454-455), and we may reckon opposing interests between the actors.
Certain actors are not, however, locked to certain position of the pet when experienced, but actors in the figure and their
places present an illustration of possible relations. If we consider a case of a dog with a leg injury the obvious starting
point of consumer journey would be to meet the vet, probably the one that has been sending you advertisement
regularly. However, the interest of a pet owner/consumer is to make the journey from sickness to health suitable for her
needs, wealth, use of time, and taking the dog’s ‘wishes’ and previous experiences into consideration. The journey may,
thus, start by contacting the breeder, a friend from pet-related hobby club or pet shop, googling or asking the Facebook
community about the best expert in dog leg injuries (see Patricio et al., 2011). Owner may also contact an insurance
company, a pharmacy, a physiotherapist etc. before even meeting the vet.

Thus, the consumer value journey consists of events, actors, and activities which occur in different channels,
physical places and time (e.g. Shove et al., 2012). Tax et al. (2013) discuss that some companies actively leave it to
consumers to create their own combined service offering, their own journey. Below, we can read a story, how an owner
of a Rottweiler creates his and his dog’s journey concerning well-being, health, and medication:

Pet owner: We do look at them websites, discussion forums, although there’s no such forum left where some
idiot’s are not trying to stir things up, but when you always leave those out you do have proper ones, plus one
great thing is of course the fact that we have a good breeder, where we got ours from, a wonderful person, and
we’re good friends with her, so we can always get good advice from there, and of course we know a lot of Rott
people, we’re in the local Rottweiler club so, there’s a whole bunch, and you know with social media, you do it
so fast, you don’t even have to call, so you can just type up a message and...

Researcher: And someone responds there then.

Pet owner: Someone responds, there are common sites, or then you can go there, like Facebook has totally, like
incredibly useful, Facebook’s great with all this.

Researcher: What would be your primary source of information, what would you use if you needed some
information on a health-related issue?

Pet owner: If I ... you know | am such a web person, | could check it out on the web but, not for that long |
wouldn’t... I’ll call, and 1’d call the breeder, who’s had Rotts for 30 years, and then I have... [Interview 2]

In the citation multiple persons, communities and actors come to play together and have intertwined effect to the value
experience, even though they may not be designed to do so. In this manner, the citation gives voice to the fragmented
nature of consumer experience concerning pet’s wellbeing. However, it also shows how a narrative can act as an
organizer for the fragments (Deighton, 1992). Similar to a narrative the concept of service journey gives order and
structure to incidents (touchpoints) that may otherwise seem even chaotic (Kankainen et al., 2012). The journey is not
predetermined, but rules of thumb and previous experiences do exist. They help, when consumer e.g. has to evaluate,
what is relevant and irrelevant information and from where to get it.

During the journey different actors and influencers interact with each other, when consumer links them together and
to other everyday life activities of pet owner. Consumer has a decisive role in creating or sometimes also co-creating the
service provider network (see Tax et al., 2013, 456). However, consumer has also a possibility to discard the expected
or supposed journey: in the story above, the Rottweiler owner might be indifferent to the existing health information by
e.g. trusting the breed’s general healthiness. Some consumers may also choose a journey planned by some service
provider on the way of the journey, such as breeder who has tight recommendations concerning the food, or an
insurance company that oblige its customers to use particular veterinarian. Narratives understood as told service
journeys thus enlighten how consumer arrives at particular solution or stage (Vollmer, 2013, 52).

To illustrate the layered nature of consumer service journey with pet as a co-consumer, we draw Figure 3 on the
basis of the Interview 3 that unfolds the value journey with pet in multiple service touchpoints. The journey depicts a
case of a sick pet that requires actions from the pet owner. To the figure we have summarized the touchpoints with
actors having influence on the progression of consumer journey and contributing to the overall value experience. The
black line connects these actors in the figure. In addition, we have listed actors that are mentioned but somehow rejected
or ignored — they however shape the significance of the actors included in the journey. This confirms our argument that
service encounters or touchpoints do not take place in isolation but always in relation to other actors and actions of
everyday life (see Mickelsson, 2013).
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Figure 3. Consumer value journey: recovery of a sick pet.

The consumer value journey with pet is contextual and has a history. The journey does not begin from a blank slate:
“When Daisy was small, she did not have anything special; however it did suffer from ear infections few times”.
[Interview 3] The pet has been sick before, and the journey takes shape in relation to previous experiences. By choosing
or accepting certain touchpoints with providers, the pet owner and pet as a co-consumer construct or repeat a journey
that serves best at the aim to heal the pet. The value-creating journey can be defined as a set of interlinked actions that
are having a shared purpose or unifying factor, and which consumers apply to create value to themselves or to co-
consumers. For instance, the figure 3 shows how opinion seeking is linked to choosing the best veterinarian, using the
medicine, and selecting the specialized physiotherapist, asking advices from the breeder, friends, close salesperson at
pet shop, and browsing the social media. The actors may be separate, but they are not experienced separately.

In our case of a sick pet, the pet owner/consumer tries to be as good and responsible “parent’ as possible to her pet.
Constructing or repeating journey that creates value then equates with executing proper ‘pet parenthood’. Like Johns
(1999, 966) points out, from consumer perspective the concept of journey denotes more than just a passage through
space or time. The journey may, for instance have a nature of an adventure that allows consumer a position of an
explorer that hunts for bargains (see Gabriel; Lang, 2006). Applying a value journey as a temporal sequence hereby
gives more comprehensive understanding of experienced value in several virtual and real life touchpoints, and with
multiple service providers.

6 Conclusions

We have explored consumers’ experienced value in, firstly, through and by the pet, and, secondly, as a value journey in
time and space. Article participates to the discussion on experienced consumer value in Holbrook’s (1999; 2006)
theoretical framework. Our findings show how pet owner/consumer experiences value through the pet along consumer
journey in series of multiple service touchpoints with different service providers. We argue that understanding
consumer value requires expanding the traditional focus of service research on service provider and dyadic interaction
between consumer and firm. According to our study, also other actors and activities of everyday life play a significant
role in how value emerges and consumers experience it. In particular, in the current context, pet becomes a pivotal
actor, taking variable positions along the consumer value journey.

In other words, consumer value journeys are complex and often unplanned including touchpoints with several
providers, services, communities and people even at the same time. This reflects that consumers are actively
constructing their journeys by using, sometimes misusing, choosing and refusing services. Service design can shape the
journeys, but activities and relations beyond the scope of service provider can have a major impact. From provider-
centric perspective there may be a certain ‘moment of truth’ of experiencing the service in service encounter (e.g.
Lewis; Mitchell, 1990), but from consumer perspective ‘the moment’ extends over a prominent period of time and with
variety of actors like other providers (Johns, 1999, 966-967).

Further, our findings support that the concept of service touchpoint referring to dyadic interaction between consumer
and service provider (Patricio et al., 2011) should be reconsidered. According to our findings, touchpoints in the context
of pet-related consumption represent rather a tripartite relationship between pet owner/consumer, pet and service
provider. The pet has a role as an active co-consumer (also Véanska, 2014): it participates in the negotiations and
experiences on consumer value. In our study, three active positions of the pet are recognized: pet as a value creator, pet
as a mediator of value and pet as an experiencer of value. The pet is a co-creator of consumer value, though it may not
be included in the service design or concept. The tripartite relationship in service touchpoints show that service
interaction and value experience is as much about the actors (including other people and animal companions) who are
not taking part to the immediate interaction as those that are.

Even though our findings are context-specific (Moisander; Valtonen, 2012) they give a reason to consider also other
contexts than pet-related consumption to hold tripartite relations. For instance, tripartite relationship has analogies to
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consumption for elderly or children, as they can also be seen as vulnerable co-consumers (Rotzmeier-Keuper;
Waunderlich, 2014). Similarities can also be found from car-related consumption: also cars need to be fed, cleaned and
taken care of, but they can also be loved (Huefner; Hunt, 1994). Cars are sometimes described as ‘reliable, and a good
partner’. Our study and these few samples from different contexts point out that consumer-centric ways of exploring
consumer value are needed as they may considerably differ from procedural approaches like ‘blueprint’ or ‘service
script’. In everyday life, consumers do not meet a consistent chain of service stages along the time axis in isolation but
the journey appears as a layered, sometimes scattered set of touchpoints experienced inseparably.

Acknowledgements: We are grateful to anonymous referees for their helpful comments, which improved our
argument.
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New Replicating Organizations on the Rise?
The Case of Local Manual Services on the B2B market

Richard Backteman, Eric Giertz, Niklas Arvidsson
KTH Royal Institute of Technology (INDEK)

The paper aims to shed a light on significant Nordic-born corporations in today’s service society,
namely large organizations providing B2B local manual services (B2B LMS). These firms have grown
to significant sizes, partly by acquisitions. Their services need to be performed on-site by people, and
are dependent on individual skills gained through experience as well as structural capital. B2B LMS
seems underrepresented in the current management literature however. The success of these
corporations might be explained in part by their use of managerial principles similar to those in
replicating organizations, as they share general characteristics. Related theory and on replicating
organizations is reviewed and juxtaposed. In conclusion, multiple case studies on the management of
B2B LMS are recommended.

1 Introduction

In 2010, almost 85 percent of the working population in Sweden was employed at some kind of service producing
organization, including retailing and public services. This is just one indication of the multifaceted post-industrial
society where "services" is a wide concept. It includes activities with very different business logics. Some services can
be produced online over the internet, while others must still be produced manually and locally. Some services are
concentrated to fewer and larger workplaces but an increasing number of people in the industrial world are in fact
working at small, local workplaces. Some services require highly educated or skilled staff while others may serve as
temporary jobs, when staff can be swiftly trained and put to work, regardless of prior knowledge and experience.

As services are conceptually multifaceted, it ultimately results in different conditions regarding business
development and successful management principles, based on different business logics. It becomes obvious that
management principles and success factors will differ from one business logic to another. Such as those of a network
operator, a consulting firm, a retail store or a call center. Thus, it is hardly possible to speak in general terms of what
characterizes successful business development or successful management principles in all types of services, a problem
that has been discussed before (Lovelock, 1983; Silvestro, Fitzgerald, & Johnston, 1992).

A considerable proportion of the growing service sector is aimed at consumers. Health care, child care and elderly
care are among the expansive sectors in our part of the world. But B2B-services are growing even faster. One of the
reasons is that companies and organizations are increasingly choosing to outsource professional services instead of
supplying them internally. One big and expanding sub-sector is knowledge-intensive services, or consulting. Another
one is the contracting of manual services, such as maintenance and repair work as well as janitorial and security
services.

The focus of this paper, inspired by the contents of the reports by Giertz (2011; 2012), is to start understanding the
organization and management of local manual services in the B2B-sector. In our definition, local manual service
provision entail services that are provided by workers performing manual services locally at a client's location, e.g.
carpenters, plumbers, glaziers, installers, repairmen, janitors and security guards (Giertz, 2000). Some distinguishing
characteristics identified by Giertz (2000, 88) are:

e The nature of the work is local in the sense that it must be performed at the designated location. Workers cannot
be separated from the workplace.

e The efficiency of the operation is directly related to the individual provider’s work methods, vocational know-
how and manual skills.

e The work is extremely labor-intensive. It is expanding and becoming increasingly professionalized as a result of
outsourcing, exposure of in-house services to competition and the creation of customer-supplier relationship.

e Maintaining a high and even workload for the employees is necessary in order to provide cost-efficient services,
as work hours cannot be stored.

e Standardization of best practice (tools and work methods) combined with learning and upgrading of skills, can
yield major quality and cost advantages.

e Important competitive parameters are price, delivery time and delivery reliability, labor productivity,
thoroughness and customer service level.

o The local operation can be part of a replicating organization that offers uniform service at many different
locations.

If one were to contrast with two other modern industries such as Information and Communication Technology (ICT) or
consulting, there are some similarities and significant differences. Most importantly, ICT and consulting services are
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often, but not always, absorbed and stored into deliverable systems and can thus be performed without great
dependency on location and time of services rendered, which has consequences in regards to what the business looks
like geographically and operationally. As Hansen, Nohria & Tierney (1999) discussed, consultancies have seen the
different advantages of focusing on codifying knowledge or focusing on retaining high performing individuals or
codifying knowledge for wider use.

Similar to some consultancies, several of the local manual service professions, employers seek labor with great
professional knowledge and good manual skills. In others it is possible to train new staff in a short time, making
subsectors ripe with temporary jobs that attract students and others looking for extra work. Akin to what Hansen et al
(1999) note as codification and personalization strategies, there are differences in how knowledge can be managed. The
B2B local manual services sector is growing and we believe that it is probably becoming increasingly "industrialized",
organized and rationalized. But it does not seem to have been studied at great length by researchers. In Sweden, the
amount of people employed within local manual services has increased significantly over the last 15 years — from 300
000 in 1993 to roughly 480 000 in 2010. In other words, about 11 percent of all working people in Sweden are
employed by companies focusing on the production of local manual services. In this aspect, the standardization of best
practice and more efficient ways of managing the knowledge and people within this service sector, could have
significant impacts on our economy considering the sheer number of people. As mentioned earlier, one reason behind
the growing development is that many companies and organizations have outsourced certain support services instead of
running them in-house (Fixler & Siegel, 1999). Specialized service industries providing local manual services, have
expanded through outsourcing since the middle of the 1980's. The landscape is still changing, as it is in a considerable
consolidation- and internationalization phase. Initially, the structural changes were largely about splitting up large
organizations and establishing several new local or domestic service companies. Today some of the service providers,
many with origins in the Nordic countries, are expanding through acquisitions of existing independent spun-off
competitors. Some of them have grown into multinational enterprises competing on a global market.

An example of a service provider that has a strategy of systematically expanding on local markets in the wake of the
increased outsourcing is ISS, a company within facility management and janitorial services. They have grown both
organically and by acquisitions, and in 2013 the group had a turnover of over SEK 90 billion and over 530 000
employees in more than 50 countries, being one of the largest private employers in the world’. The Swedish subsidiary
of ISS had 42 000 employees, of which 12 000 were located in Sweden. Another Swedish company, having expanded
internationally by acquisitions, is Securitas AB. In 2010 the group had over 280 000 employees in 45 countries, with a
turnover of SEK 61 billion. There are many more examples of local manual service providers, with infra-services as an
example, where many tele-operators and energy companies outsource installation and repairs. Eltel Networks is
specialized in building and maintaining electrical- and telecom installations in the Nordic countries, with approximately
8 000 employees of which 2 500 were active in Sweden. Dalkia, specializing in energy and facility management has
1 200 employees at 70 branch offices in Sweden and are part of Veolia Environment, a leading global provider of
environmental services on local markets, with over 320 000 employees in about 70 countries. An additional example is
Finnish Caverion (formerly YIT). Caverion offers energy efficiency services for facilities. Caverion has expanded in
Sweden through acquisitions of ABB Building Systems, among others. In 2010 the group employed 25 000 and 4 400
employees were active at 100 branch offices in Sweden. Companies offering local manual services on the B2B-market
are a fast growing part of the post-industrial service society, becoming increasingly important employers in modern
societies.

2 Purpose

An important question is how these large growing multinational companies are organized and how they manage work
and motivate people — both local managers and workers. We tentatively believe to a large extent that they are managed
like replicating organizations - setting up more or less identical operations on many different locations. But before
studying these organizations, we will examine in what theoretical context these organizations exist. The aim of this
article is to review literature and theory linked to service management and management of replicating organizations.
What relevance does existing research have on understanding management in companies offering local manual services
on the B2B-market? To address the issues at hand, we have formulated the following research questions:

RQ1: In regards to service concepts and management how well does the literature represent B2B local manual
services?

RQ2: What does the theory and rationale of replicating organizations look like, and how well do they correspond to
local manual service providers on the B2B market?

3 Method

Viewing the literature as a network of nodes with various related developments presented in each publication, we
adopted an approach similar to that of Ryan, Scapens & Theobald (2002) in searching and organizing the literary
sources. This paper is concerned with finding the fit of local manual service providers in the literature, and juxtaposing

1 1SS Global A/S Annual Report 2013
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them to other replicating organizations. We have made literature search based on search terms related to services,
service management and management of firms with a multitude of local units. Furthermore, literature surrounding
management issues, history and organization, around chain organizations in for example retailing were delved into.
Searches were conducted in the search engines of Google Scholar and that of the Web of Science, using various key
words that relate to our issue.

Keywords that were used included:

chain, company, company-owned, federat*, franchis*, local, management, manual, multi-unit, network,
organization, retail*, replicat*, service*, system, versus, wholly-owned.

The above keywords were combined in different fashions using Boolean operators in order to get several and more
narrow sets of results. Keywords (such as replicat*) were also added as the research progressed. Some of the authors
provided further understanding with their research and terminology in their articles, which we in turn built our
theoretical framework upon.

In a staged review, the abstracts of the articles resulting from the search were scanned and several interesting articles
were selected. A full list was then created in a spreadsheet with all the data presented and comparable in and ordered in
categories as recommended by Collis & Hussey (2009). The articles that were deemed to have a good combination or in
the least a fair balance between impact factor and relevance, were read through to explore and answer research
questions at hand. Books were generally judged by author impact, and were chosen only when they were an original
source of knowledge and theory. Checking cited articles as well as citing articles created further literary pathways.
Industry data from public sources have been used when appropriate to do so in order to illustrate certain points in the
article. The companies chosen as examples in this review fit well as they fulfill the criteria of a replicating service
organization with several local units governed by a central body. The central factors underlying replication theory is
that an organization that has some processes and/or products that can be standardized and applied in many different
locations will aim to do so, generating several advantages. The so called multi-unit companies within pure
manufacturing, with differing divisions and functional units are consequently not of interest in this paper.

4 Services — Definition and Management Principles

As we have initially touched upon, services today are indeed multifaceted. As a result, the explicit definition of a
service is not as straightforward as one may think. Zeithaml, Parasuraman & Berry (1985) condensed several streams of
service research that had taken place until the mid-1980’s and listed four dimensions (IHIP) of what defines a service;
(1) intangibility which refers to the notion of services as performances rather than products; (2) heterogeneity relating to
the variability in performances; (3) inseparability due to production and consumption being simultaneous; and (4)
perishability as services cannot be saved or stored. Services according to Bitner, Brown and Meuter (2000) have
claimed that services have previously been exclusively in a “low-tech, high touch paradigm” (p. 146-147), which to
some extent changed with the advent of information technology (IT), challenging the IHIP concept considerably.
Experts interviewed by Edvardsson, Gustafsson, & Roos (2005) critique IHIP, with some of them mentioning
technology as a reason. B2B local manual services themselves do not quite apply in this context. Information
Technology does not enable the work to be “electronically” performed remotely, stored, or completely standardized.
Although, as much as technology is changing the playing field in many ways, especially in regards to many modern
high-tech services, they are not a significant topic in regards to B2B local manual services.

Edvardsson, Gustafsson & Roos (2005) as well as Vargo & Lusch (2004) also argue that the aforementioned
characteristics of intangibility, heterogeneity, inseparability and perishability are obsolete in the sense that they are too
producer- and goods-oriented and that the customer is the center of interpretation. We do acknowledge that the recent
customer perspective is a valid interpretation in its own way, and that IHIP the correct paradigm of all services today.
Yet, to objectively describe these services from the eyes of any third party observer, IHIP cannot be fully dismissed.
Some of the “old-fashioned” manual services that are still required today, and that will not be automated in the nearest
future such as cleaning, maintenance and repairs, stand as examples in this matter. A clean workspace or a set of
connected circuitry, and the processes behind these results cannot be defined as a tangible object, and they are
heterogeneous and perishable for both customer and provider.

The possible exception nevertheless, would be inseparability which can be questioned in a B2B-setting, where the
business customer rarely needs be present to consume during production. In the Nordic School of Service, alongside the
service marketing profiles of Evert Gummesson and Christian Grénroos, Richard Normann is a notable profile with a
consulting background in corporate strategy and organization theory (Gummesson & Grénroos, 2012). In his work
Service Management: Strategy and Leadership in Service Business, he set the foundation of many longstanding service-
related concepts. The perhaps most recognized one however, is an important foundation of his and Grénroos’ (2007)
perspective on service management, namely, the moment of truth. According to Normann (2001, 21) it can be defined
as the moment when “... the service provider and the service customer confront one another in the arena™, and when
... the skill, the motivation and the tools [of] the firm’s representative [meets] the expectations and behavior of the

2 Stars [*] indicate a truncated word. All words pluralized when possible.
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client which together will create the service delivery process”. What constitutes the moment of truth between service
employee and customer varies between different types of customers, and among different types of services. Within local
manual service production on the B2B-market, it is more difficult to identify where the moment of truth occurs.
Between whom lies the primary interaction? The purchasing manager of the client firm, his colleagues that work in the
vicinity of the local manual service employees, or the colleagues that primarily benefit from the service? The workers in
service companies may run into employees in some of the client companies, but they very often perform their duties
without interacting with the client company employees, at least not systematically with a value creating purpose. On the
B2C service markets, there is often more or less a direct contact, as service providers often simultaneously interact with
the buyer and primary beneficiary of the service, as they are commonly the same individual. In a B2B setting however,
where many of the larger providers of local manual service can be found, the picture is somewhat different, which is a
first of many reasons of why these organizations are interesting objects of research. Having touched upon the matters of
services themselves we will in the following section discuss the organizational aspects and structures that enable the
provision of services.

5 Replication

Large and growing B2B local manual service providers share organizational characteristics analogous to replicating
organizations, with several local independent units arranged around a central governing node. Therefore, we will in the
following sections study the theoretical aspects of these. The theory on replication of routines has been discussed for
some time, with replicating organizations and replication as strategy being coined by Winter & Szulanski (2001).
Today the terms often pertain retailing and chain restaurants when discussed in the literature.

5.1 Replication as strategy

Replication of organizational routines implies that routines “... play the role that genes play in organizational theory”
(Nelson & Winter, 1982, 14), which Bengtsson (2008) interprets as building blocks that characterize a firm and what it
can do, and thereby determines possible behavior. Replicating routines would thus be to follow the logic of any life
form that wishes to procreate, carrying on the genes to new "organisms.” Nelson and Winter (1982, 118) on the other
hand also describe replication as a “costly, time consuming process of copying an existing pattern of productive
activity”. In fact they question whether replication of routines is a fruitful exercise citing Polanyi’s (1962) observation
of a light bulb blowing machine identical to another that failed to produce light bulbs at a different location for a whole
year.

Winter and Szulanski (2001, 730) define replication as strategy as “... the creation of a large number of similar
outlets that deliver a product or perform a service”, or as they define it in layman’s terms, “the McDonald’s approach.”
The underlying goal is to attain economies of scale and leverage brand recognition. In this setting, not just one routine is
replicated but a multitude — as many as it takes to independently run a local operation. Organizations may benefit from
applying their routines in more than one setting, stretching their life cycle as Helfat & Petaraf (2003) argue. As a
replicating organization expands to further locations, its centre or node develops its replication capabilities, or its
dynamic capabilities. Winter and Szulanski (2001, 733) refer to these as the arrow core — the essence of “what, how and
where” the replicator should try to replicate its business model.

Winter & Szulanski (2001) indicate that during expansion, or creation of a local unit, there is a broad scope of
knowledge transfer from the centre, or great modification of a target outlet, i.e. creating a local unit that can sustain
itself via local production of products and/or services. In other words, a new McDonald’s outlet has enough routines
transferred to it that it may produce meals and create value for customers independently and geographically separated
from other McDonald outlets. Again, this is very similar to local manual services providers where local units are able to
perform services independently under local leadership. A so called faux-replication strategy, according to Winter and
Szulanski (2001), would apply to retailing, or simply where producing products are of primary concern, or where on-
site idiosyncratic services is non-existent or subordinate to the simple distribution of goods.

In the light of replication and services, Richard Normann points out a less recognized element in service
management. He points out that scale advantages does not only belong to the domain of manufacturing industry of
tangibles, but it is evident that “bigness” can be a benefit to service firms as well. Such advantages may come in the
form of brand, culture, network effects of systems and scale effects of purchasing and knowledge management
(Normann, 2001). Normann further discusses the reproduction of a service management system, as means of growth for
a firm by multiplying through a reproduction formula (similar to the Arrow Core discussed by Winter & Szulanski
(2001)), in effect transferring a service management system and its social innovations from one place to another.
According to Normann (2001,174) replicating a service management system requires: (1) an analysis in order to find
“the single logic” that contains the necessary functional characteristics; (2) a conceptualization of these so that they may
be fully formulated and controlled; and (3) establishing central management, policies, as well as information and
support functions. One could argue that this is at least partly related to the Arrow Core and its principles. A challenge
Normann (2001) brings up regarding the replication of a service system, which is similar to what Winter and Szulanski
(2001) argue, is the process of discerning what is replicable or not. An idiosyncratic local phenomenon may not
necessarily transferrable to another location. Interestingly there are some similarities between the two theory bases, yet
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no formal theoretical connection exists between them in the literature. Treading into the realm of replication, we will in
the next section focus on the theoretical concept of replication and replication as strategy.

5.2 Origins and Notable Examples

Replicating organizations have become a dominant type of organization in our time, but their history dates back at least
200 years according to Lebhar (1952). It is possible they have done so even longer than that, nonetheless it stands in
contrast to Nelson and Winter’s (1982) perspective on replication. One of the origins of replicating organizations can be
found in the retailing sector (albeit faux-replicating organizations.) Ambitions of increased volumes and economies of
scale manifested themselves through attempts to closer link suppliers with many local outlets through which to
distribute the products to the end consumers. In the post-Civil War United States, as retailers were growing
exponentially larger in the urban environments and mail-order companies were also gaining considerable market shares,
the chain stores emerged in smaller cities and suburbs (Chandler, 1977). They began forming in trades where retailers
were not already strongly established, such as within groceries, drugs and furniture, as single store merchants wanted to
increase their sales volume, escaping their single-store limitations through franchising (Lebhar, 1952). As such, the
growth was initially regional rather than national. By the 1920’s the chain stores were the fastest growing type of mass
marketer and eventually became the standard instrument for mass retailing in the United States (Chandler, 1977). The
wholesaler-retailer system was initially very well entrenched to the point that manufacturers refused to sell directly to
the chain stores (Lebhar, 1952). Control over an efficient supply chain is naturally important (Vida, Reardon, &
Fairhurst, 2000), but equally important is the ability to distribute the goods to as many customers as possible, which
requires a presence (Lebhar, 1952) at and mastery (Greenwald & Kahn, 2005) of several local markets. The chain-stores
had stores in many locations, fulfilling the distributive criteria, and thus worked towards securing a better and more
direct connection at the supplier/manufacturer side. This led to two distinct channels of distribution during the growth
of American chain-stores: the wholesaler-retailer system and the chain-store system.

Today as well, many of the largest replicating organizations (by its core definition) can be found among retailers.
Among them, Walmart — even though it is not the first in its cadre - is a well-known chain-store system and an
operationally successful example among American (and international) retailers. It is the largest retailer and private
employer of the world with over 2,200,000 employees worldwide and wholly owns their entire chain of stores. In the
same vein as that of the post-Civil War chain-stores, Sam Walton established his network of Walmart stores in what he
called “one-horse-towns”, and has heavily invested in information technology and efficient logistics. The information
technology investments began in 1969 with a computer at their first distribution center, and by the late 1970’s there was
a computer at each distribution center and store, forming a network. With it, Walmart eventually took the notion of
getting closer to the suppliers to a completely different level in 1990, by connecting their suppliers to their network
through the software Retail Link. Walmart was also an early adopter of barcodes. Technology created a basis for growth
and growth in turn brought further advantages through amplified economies of scale as well as scope (Basker, 2007). In
Sweden, federation-type grocery chains were prevalent with the old consumer cooperatives (Giertz & Stromberg, 1999).
In similar principle as with Walmart, Albin Johansson propagated the benefits of industrialization and scale economies
towards consumer cooperatives to provide products with good quality and low cost towards consumers (Giertz, 2008).
These cooperatives have however mostly transformed into franchised chains with a central node that directs overall
strategy and build the brand, while still maintaining a large scale purchasing base.

Other large retailers come from different backgrounds such as IKEA which started out as a furniture manufacturer
that later on integrated forward towards retailing their products. The Swedish clothing retailer H&M started out as a
single store company in 1947 today having 3 100 stores in 53 markets. Just as IKEA, they work with independent
manufacturers, focusing their in-house resources mainly on designing, logistics and retailing. Both companies also
franchise stores in some emerging markets, and where attaining the best store location can be a difficult matter. An in-
depth study of H&M’s replication process is provided by Bengtsson (2008), where she portrays fashion as a volatile
industry where exact replication from a template is not always an optimal approach, in contrast to Winter & Szulanski
(2001) prescribe, and that the replication process in itself enables internal career opportunities.

Besides retailing, the most common example of replication in local consumer services is restaurants with
McDonald's being a text-book example, described in detail by Love (1995). McDonald's started as a restaurant by the
brothers Dick and Mac McDonald in the year 1940. With the intention of increasing their service levels they created a
slimmed down and static menu in 1948, with only eight courses and a cooking process according to line production
principles. It became a success story observed by Ray Kroc, whom sold milkshake machines to the brothers McDonald.
Kroc saw the possibility of starting similar restaurants at other locations in the United States, and 1955 he himself
became the first franchisee, purchasing the full rights in 1961. Sweden has 230 McDonald's restaurants of which 80
percent are run by franchisees, all together serving 430 000 guests every day. Having mentioned franchising, we will
now elaborate on the main type of governing structures in the following section.

5.3 Franchises

It is a common organizational form among replicating organizations. Oftentimes a predominant franchise organization
such as McDonalds is referred to when discussing replication as strategy. As a term, a franchise can be defined as:
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““a long-term contractual agreement between two types of firms — a franchisor who has recognized opportunity
and created a new venture to exploit it and a group of franchisees who see the value in the opportunity and
purchase the right to replicate the venture in new geographic markets (Combs, Ketchen, & Short, 2011, p.
413).

Franchise organizations often originate from a business that develops a successful concept on one local market, their
brand providing a quality assurance for potential customers, especially in their unfamiliar geographic settings (Brickley
& Dark, 1987). The franchisors define the concept, package it and license it to other independent entrepreneurs on
different local markets, as a quick growth strategy to catch market shares in many places. The entrepreneurs, or
franchisees, approach the franchisor on their own accord, with a commitment to make significant investments of their
own. In turn they are trained, gain support and take on a well-known brand while accepting to offer a well-defined
service on a well-defined local market. The franchisees are contracted and thus have no real safety net; should the
business not be able to sustain itself in its location, its costs will not be carried by another entity in the franchising
network.

A risk that the franchisor takes, should a franchisee fail, is arguably that the brand perception of consumers may be
negatively affected; however in a direct financial perspective the only one at risk is the franchisee; which reduces the
agency costs for the franchisor, as the franchisee's motivation exceeds that of hired employees (Caves & Murphy, 1976;
Lafontaine, 1992). While franchisees do enjoy some independence as a contracted separate business owner, they are
often bound to adhere to quality standards, determined product offerings, marketing principles or other constraints.
Depending on the nature of the business, the value chain and franchisor revenue model may differ as in a percentage of
the franchisees’ revenue or a fixed fee.

Other sources of income for the franchisor can come from wholesaling to the franchisees. Mekonomen Group, a car
parts retailer, and by extension through their franchisees an auto maintenance service provider, recognized that car parts
are not only sold in retail stores but also through repair shops. To increase their market share they integrated forward
through franchising. Sibylla, a fast-food chain in the Nordics grew by forward integration, expanding from selling to
grocery stores to franchising hot dog stands in the 1930s. In both cases, franchisees must also agree to the certain terms
of the contract in order to become a sales outlet and take advantage of the attractive wholesale prices.

While these organizational forms of franchising and company owned systems seem clear and distinct from one
another, it is worth noting that firms having combinations of more than one category are in fact quite common. Even
within the same form of arrangement there may be differences in how they are managed and what the value chain looks
like. Oxenfeldt and Kelley (1968) theorized that franchising might be a temporary form allowing for rapid expansion
for a young firm, and that firm ownership of all local units is a final goal that all organizations perhaps strive towards. A
large, concrete and current example that stands opposite to Oxenfeldt and Kelley's (2008) premise would be Burger
King, that divested almost every single company owned outlet in 2013, and became an almost complete franchise based
organization. Furthermore, we still see replicating organizations with franchised local units alongside wholly owned
local, units in the same districts. Bradach (1997) and Sorenson and Sgrensen (2001) both argue that a mix of both
franchising and firm ownership of local units, a plural form, has intrinsic value as it leverages the benefits of both
organizational forms which creates an even stronger organization than if operating with one structure alone. But what
makes plural forms so effective? Bradach (1997) explains that it keeps control processes fresh and enables an
organization to better learn and innovate, while Sorenson and Sgrensen (2001) similarly argue that a mix provides a
trade-off between exploitation of wholly owned units and exploration of franchised units, explaining that Oxenfeldt and
Kelley (1969) do not take into consideration the learning needs of a chain. Bradach (1998) outlines four main premises
of a plural form; it (1) allows wide expansion with little needed oversight; (2) helps maintain uniformity of the concept
(3) provides local responsiveness through knowledgeable and motivated franchisees; and (4) enables innovation from
motivated franchisees that can be tried and transferred through wholly-owned units. His theory was later empirically
tested by Cliquet & Penard (2012) to some extent confirming his notions. Relatedly, Kidwell & Nygaard (2011) have
also proposed strategic deviance theory, the basis being that all agents within a system have access to information about
each other, such as benchmarks indicating each other's business performance. In a plural form it would further lessen
the agency costs of monitoring both franchisees and hired managers, with all types of local units competing with each
other within the benchmarking system.
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Franchising in Sweden 2013
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Figure 1. Member firms’ sectors share of all franchisors. Adapted from Franchising in Sweden 2013 (The Swedish
Franchising Association).

B m

Franchising has seen a considerable growth in Sweden and has contributed to the growth of replicating organizations in
general. In 2012 Swedish franchises employed 110 000 and generated turnover of SEK 200 billion, having almost
tripled and increased five-fold respectively since 2002, numbers that correspond to 2.6 percent of total employment and
a 5.6 percent of GDP.® Figure 1 above illustrates the share of each sector based on the data of its members, with sectors
such as retail, restaurants and various brokers representing slightly more than half of the total members of franchisors.
Most of these firms represented are predominantly within sectors where service is directed at consumers. Secondly, a
significant part and top two of the sectors in this chart revolve around the delivery of some type of physical good at the
core of the service. At the very surface it would seem as if franchising is an attractive organizational concept mainly for
delivering product-based services B2C markets.

5.4 Federations

Federations, as defined by Johnstad (1997) "are formed when two or more actors join in creating a common unit to
promote common interests on contracted issues while keeping autonomy on others" (p. 48). They are comprised of
existing independent member units, which may or may not be registered firms, and agree upon a form of coopetition.
They may in principle compete with each other, although they are often geographically separated. In this collusion, a
central type of node firm may be created; one possible path is that the member-firms elect a board that in turn appoints a
CEO within the node to run the federation (Edgren & Skarvad, 2014). The logic behind this is to organize and attain
economies of scale in several matters by pooling purchasing power for bulk procurements and centralizing
administrative functions that are expensive to run in each single member firm. Other benefits include a consistent
marketing message, a strong brand value and the possibility of forming standardized training programs to increase
competence and quality. The firms entrust the central node organization with directing the collective, but in the long
term they are not bound to remain within the federation, as opposed to franchisees who are contractually bound and
obligated in many ways. Then again, a member-firm owner that is unsatisfied with the federation executive
management does not necessarily have to leave. He or she has the ability to affect the board members and vote for ones
that will enforce their opinion regarding what services they want to pay for and how, if the executive team should put
restrictions on members or if they should continue to run the node of the federation (Edgren & Skérvad, 2014). As it
stands, Johnstad (1997) declares that federations are not common in organizational research, yet they are a fair part of
the service industry in Sweden. An example of a federation system is the Swedish company Praktikertjanst AB, a small
scale business in dentistry and health care, employing almost 9 000 people at nearly 2 000 clinics. It is owned by 2 150
shareholders or partners that act as operating managers at their respective clinic. The managers and their employees at
every local unit all share the same employer, in practice however it is more of a chain of independent businesses.
Together they fund a central node in the organization, and every local unit or clinic more or less functions as a firm
within the firm. Each shareholder is responsible for their respective clinic’s profitability and must adapt their expenses,
investments, salaries and pension benefits to the revenues of their clinic. A similar setup to that of franchising, where
local managers are motivated through some degree, yet more decentralized in terms of power in the long run.

% Franchising in Sweden 2013 (The Swedish Franchising Association). Y™ represent only their member firms.
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5.5 Are B2B Local manual service providers replicating organizations?

We have seen that an important capability in replicating organizations such as retailing is to integrate several factors. In
retailing, for example, possessing a supplier advantage must be coupled with a distribution advantage at several
different geographical locations or electronic channels if the organization is to maximize its sales. This is often
combined with scale advantages in purchasing since large quantities of products are sold through these channels. The
course of action for many actors has consequently been to replicate its unique business concept across several retail
outlets. In the case of local manual service providers on the B2B market, being large and having many local units
spread out geographically enables them to serve very big client firms whom also may have offices or factories at many
locations in different cities. This implies that one important factor behind the development of large corporations
providing local manual services on the B2B market is that their customers want to buy services at different locations
from the same vendor. On the B2C markets individual customers act independently from customers on other locations.
In B2C markets growth is perhaps more related to the creation of globally similar consumption patterns.

Franchising allows for fast growth, aiding to this purpose of spreading distribution channels on a wide geographical
market, and as we have seen, franchising is a growing phenomenon mainly in B2C markets. In regards to local manual
service production on the B2B market however, the large service companies have not expanded by franchising but
rather through organic growth and mergers and acquisitions. The acquiring companies have very often taken over both
local managers and workers from their future customers, subsequently run these (and other) local units as wholly-owned
ones rather than critically handpicking the new local managers and having them invest in the unit itself.

Much of the literature focuses on either product distribution sectors, or sectors where a product is a core part of the
service offering, or on franchising on the B2C market. With franchising, as well as with federations the literature
identifies several benefits of a franchising system such as reduced capital investments and reduction of moral hazards
resulting a reduced agency cost (Caves & Murphy, 1976; Lafontaine, 1992; Edgren & Skérvad, 2014). There are also
several further benefits granted when combining organizational forms (Bradach, 1997). These are however benefits that
wholly-owned organizations may not reap, along with little obvious scale economies, at least to the naked eye. This
raises the question as to why large service companies within the B2B market are growing on such a scale despite no
obvious advantages related to size. They cannot motivate a local manager with ownership of a unit, their nodes do not
wholesale products to local units as a sole income source. For the organization to generate profit, there must be a high
focus on human productivity, and human productivity requires competent leadership and well defined work methods, as
well as the proper mechanisms that develop both. This leads to new questions such as whether these firms share similar
management models and methods as more traditional and common replicating organizations, such as retail chains and
franchising organizations? Can they enhance their organization by integrating IT systems the way Walmart does? Are
they able to enjoy scale economies in the same way as the other replicating organizations? Do they have tournament-
like ranking between local units, as Kidwell & Nygaard (2011) propose for franchises? The questions are humerous,
and so far the answers are few.

6 Conclusions

Different to some foundational concepts of service management such as the moment of truth, and aged compared to
newer definitions of services that criticize IHIP, local manual services within the B2B sector seems to reside in a
category of its own. Yet their organizational characteristics are strikingly similar to that of replicating organizations,
which highlights some gaps in the literature of service management. We have also seen that local manual services have
not left an imprint on the existing theory, implicitly or explicitly. The field, however, share a similar backdrop as
retailers and chain restaurants in the theory of replication as strategy. Some questions that arise from this organizational
similarity is if these large local manual service providers are attempting to realize economy of scale, establishing
standardized working methods, routinely improving and diffusing best practice, developing systems for quality
assurance, and systematically streamlining offers and routines. Alternatively, how do such efforts manifest themselves
in a pure service firm?

Given the relatively little research we have found in the literature study on wholly-owned international local manual
service providers on the B2B market, and that they are becoming increasingly significant employers, we argue that there
is a great need for research aiming at understanding these organizations. More specifically, we strongly call for studies
upon the management of these replicating organizations. Including but not limited to: usage of key performance
indicators, service process development, leadership development, ranking systems, incentive and compensation
systems, creation and diffusion of best practice etc. In short, how management harnesses productivity within the large
replicating organizations providing local manual services on B2B markets.

Another stream of research should aim at providing better understanding of how and why these forms of
organizations are able to grow. This research will apply replication theory and theories on service management to study
factors related to standardization and growth. As we studied the service management theories we also saw that this
research to a large extent has been focusing on B2C-services and there is a need to pursue research on B2B-service
providers.

Lastly, research may also be focused on the transformation of the industrial society to a post-industrial society, in
which the organizational forms we have studied play an important role. As we have discussed, an explanation as to why
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these forms develop is that corporations outsource some activities they deem to be outside their core business.
Specialized replicating organizations are then able to perform these activities as a core business and use replication
strategies to grow not only nationally but also internationally.

Given the uncharted nature of the area, we propose in-depth case studies focusing on different
aspects such as the ones listed above, in order to better understand and explain the nature of these
emergent organizations and how they are managed.
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Development of Cultural and Creative Industries in China

Sen Bao, Marja Toivonen
VTT Technical Research Centre of Finland

This paper focuses on the development of cultural and creative industries in China. The concept of this
industry is much later origin than in the Western countries, but it has raised high attention from the
central government recently. It developed very rapidly during past decade when China is experiencing
the economy transition from ‘manufacturing’ to ‘services’. Our study aims to distinguish China’s
specific concepts and characteristics, to learn current situational factors and drivers, and to target the
challenges and future trend of cultural and creative industries in China. In addition to the established
Western literature, we utilize a number of studies, including literature and documentary materials in
both English and Chinese, carried out by Chinese scholars. Our empirical study is mainly based on
the experience of a Western 3D company which is actively looking for business opportunities in the
cultural and creative industries in China. This experience has been illustrated through interviews in
the company and among its partners and potential clients.

1 Introduction

Cultural and creative industries, closely linked to KIBS, have attracted the interest of an increasing number of
researchers in the field of innovative economics (Muller, et al.,2009). They have had a significant contribution to the
economy over the past two decades, particularly in terms of employment, regional development and urban dynamics
(Andari et al., 2007). The concept of cultural and creative industries has gained popularity in Western countries since
1990s, but arrived in China later: during the 2000s (Banks and O’Connor, 2009; Keane, 2009). Currently, China is
experiencing a transition from an investment-led economy into a consumption- and service-driven economy. The
Chinese government starts to regard cultural and creative industries as part of its long-term economic vision (O’Connor
and Gu, 2006). The developed cities in the Eastern part of China, such as Beijing, Shanghai and Guangzhou, have
especially become interested in this industry to build the ‘knowledge economy’ (O’Connor and Gu, 2006). Cultural and
creative industries are also considered as new growth opportunities for this huge emerging market, to meet the growing
demand of the 13 billion populations, especially the younger generation. In the Chinese government’s 12" Five-Year
(2011-2015) Plan (NDRC, 2011), the average annual growth rate of this industry is supposed to be around 20%, much
higher than the general GDP growth.

However, cultural and creative industries in China have their unique characteristics and development trends when
compared to Western countries. Our paper focuses on this topic to distinguish these specific factors in China’s socio and
culture context. We proposes the following research questions: 1) what are the specific concepts and characteristics of
Chinese cultural and creative industries compared to the development in the Western countries; 2) what are the current
situational factors and drivers of cultural and creative industries in China; and 3) what kinds of factors influence the
development of Chinese cultural and creative industries and their future trends in China.

The structure of this paper is as follows. After this introduction, we open up the concepts and characteristics of
cultural industries, creative industries, and cultural and creative industries from both Western and Chinese perspectives.
Thereafter we tackle the detail of China’s current situation and drivers in this industry. It is in the early stage but
government support and large consumer demand mainly drive its rapid development. Then we continue our discussion
with the challenges and future trend of cultural and creative industries in China. Piracy and censorship are the barriers
for its future development. Chinese traditional Confucian culture may also hinder creativity in this industry. All these
parts are based on the literature study from both Western and Chinese scholars, as well as policy documentation reports.
Before final concluding discussion, we also supplement our study with practitioner’s view in a small-scale case study
via interviews and discussions among different stakeholders in the 3D field.

2 Concept and characteristic differences

The term cultural industries has been frequently used in cultural analysis and policy for many decades, and recently it
has been joined by another popular phrase creative industries (Hesmondhalgh, 2008). Since there is little clarity or
official explanation of the differences between cultural and creative industries, they are often used interchangeably
(Galloway and Dunlop, 2007). The concept of cultural industries was first coined by Theodor Adorno and Max
Horkheimer in 1947 with their essay ‘The Cultural Industry: Enlightenment as Mass Deception’ (Adorno and
Horkheimer, 1979). They used this term to refer to industrially produced commercial entertainment, including
broadcasting, film, publishing, recorded music, visual and performing arts, museums and galleries, etc (Horkheimer and
Adorno, 2002). This understanding underpinned the cultural industries policy initiatives of the United Educational,
Scientific, and Cultural Organisation (UNESCO) (Galloway and Dunlop, 2007).
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The concept of creative industries emerged in 1990s primarily as a policy discourse (Flew and Cunningham, 2010).
The Creative Industries Mapping Document (CIMD, 1998) in the UK has first defined creative industries as “activities
which have their origin in individual creativity, skill and talent and which have the potential for wealth and job creation
through generation and exploitation of intellectual property.” It not only refers to traditional cultural industries
including resolutely analogue (arts, crafts, antiques, architecture) and established commercial business sectors (TV,
radio, film) in the modern society, but it also extends portfolios to emerging digital sectors (e.g. interactive leisure
software) in order to capture significant ‘new economy’ enterprise dynamics (Cunningham, 2002).

Cultural and creative industries have been interpreted differently in the international markets. For instance,
Germany, the Netherlands and Korea prefer to use the term of culture industries, whereas the UK used to adopt the
concept of creative industries. Spain used to refer it to culture and leisure industries. In addition, the U.S. addresses the
similar industries as copyright industries, whose primary purpose is to create, produce, distribute or exhibit copyright
materials, including videogames, books, newspapers, periodicals and journals, motion pictures, recorded music, radio
and television broadcasting, and even computer software (Siwek, 2013). Japan prefers to call it as content industries,
which highlight video games, animation, cinema, music, broadcasting, book and newspaper industries (Xu, et al., 2011).
They all represent the domain of cultural and creative industries, even though there is no uniform name or definition in
different countries.

In China, both cultural industries and creative industries are of much later origin and have developed later than in
the Western countries. The term of culture institutions is more suitable to characterise the nature of China’s cultural
development in the socialist orthodoxy from 1949 to 1979, since culture during this period was mainly described in
conventional Marxist terms as the superstructure reflecting the base or the economic reality (Keane, 2004). The
industrialization of culture starts right after Deng Xiaoping’s ‘open door’ policy. The concept of culture market has
existed since the early 1990s in policy discourse when China was deepening the reform to a market economy (Keane,
2004). Thus, a turn towards the term culture industries has been witnessed in the late 1990s in China. The booming
economy and large consumer market in China have also generated a huge demand of culture industries, especially in
new media and value added services after 2000s.

The concept of creative industries has come to China somewhat late in 2004 (Keane, 2009). It is in the right time
going through the transition trend in China from ‘manufacturing’ to ‘services’ for the industry upgrade, with the
mindset ‘create or design in China’ instead of previous only ‘made in China’. The key term of creativity has also
matched with the Chinese policy concept of ‘innovative nation’ during this period, when many Chinese scholars have
exploited the significance of creative industries on China (Keane, 2009). For instance, Li (2008) defines creative
industries in his book ‘Creative Industries are Changing China’ as ‘those industries that rely upon creative ideas, skill
and advanced technology as core elements, increase value in production and consumption and create wealth and
provide extensive jobs for the society through a series of activities (Li, 2008, pp. 3). In his definition, advanced
technology has been regarded as one of the core elements, which may not be considered as a necessity in traditional
cultural industries in China.

Since creative industries has a natural link with cultural industries in the international markets, China has even
combined these two terms together as the cultural creative industries (Wenhua Chuangyi Chanye), which is a
combination of culture, creativity, and information technology, with the characteristics of high added value, high
intelligence, and strong convergence (Xu and Yao, 2012). However, it is not that common way to express such terms in
the West. In order to match Western expression, this combinatory term has adopted an official English translation
‘cultural and creative industries’ in the policy discourse (Zhang, 2011 b). The concept of cultural and creative
industries has been first time written into China’s 11" Five-Year (2006-2010) Plan in 2006 (NDRC, 2006), whereas it
was defined in Taiwan earlier in 2002, as ‘the industry to enhance the overall quality of life, with the potential to create
wealth and employment opportunities from the creative or cultural accumulation and use of different forms of
intellectual property’ (CCA, 2004).

Although there are still divergent views on the detailed definitions of cultural and creative industries after it arrived
in china, many Chinese scholars believe this is a driver of regional growth based on modern science & technology and
cultural resources (Deng, 2007). As we mentioned earlier, this industry has various names in different countries, which
reflects their economy reality and development focus. For instance, the UK focuses on branding of creative products
and the U.S is keen patent development and protection of intellectual property; In Japan, game, animation and other
entertainment are the major parts of its content industries (Xu and Yao, 2012). However, cultural and creative industries
in China emphasize on both the heritage of traditional Chinese culture and the utilization of advanced technology (Li,
2008; Xu and Yao 2012).

3 Current situation and drivers in China

Different from many Western countries, cultural and creative industries in China is still at the exploratory stage, and it
has not formed a comprehensive industrial chain yet (Xu and Yao, 2012). Although China has abundant cultural
resources, it is relatively small as the provider of cultural and creative products in both domestic and international
markets due to slow development in this field before 2000s. Cultural and creative industries has recently become a hot
topic in China only after it has been raised by the central government in 2006 (Xu and Yao, 2012). Since then, more
than half of provinces in China start to include cultural and creative industries in their local economy development
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planning (Zhang, 2010). The production of cultural and creative industries in China has grown by 60 times in only 10
years to 1,807 billion RMB, accounting for around 4% of GDP (NBS, 2013).

Many of cities in China are interested in learning the successful experience in content industries from Japan, and
regard animation as a key part in the development of cultural and creative industries (Zhang 2011 b). China produced
domestic cartoons in TV about 400,000 minutes, more than in Japan, in 2009; however, the quality and profitability are
questionable, because government’s financial support in this field is even able to buy all these domestic cartoons based
on current production cost (SARFT, 2010). The excessive protection and support policy leads to the dependence on
government business - many enterprises even use their ‘guanxi’ network to turn the government as a client (Zhang,
2011 b). This phenomenon causes unfair competition and lower the effectiveness of financial resources.

At the same time, numerous cultural and creative industry parks have been built in different regions in China
(zhang, 2011 a). The emerging cultural and creative industries in many parts of China, especially in less developed
areas, still lack contents, in terms of the entry of enterprises and experts. Some local governments in these regions only
follow the trend to build industrial parks, without a complete follow-up planning. So far, China has three cultural and
creative industry clusters mainly in the relatively economy developed regions in the Eastern part: Beijing, Shanghai and
Guangzhou area (Zhang, 2011 a). Cultural and creative industry development meets the economy transition requirement
in these regions.

Both grassroots and elites have realized that traditional industrialization with high-consumption and high-pollution
model cannot continue for long, but low-carbon and green economy will become an important direction for China’s
future development (Zhao and Huang, 2011). Following the success in the exploitation of the “‘World Factory’, China is
now attempting to explore new possibilities: cultural and creative industries can be defined as a transition project for its
national policies and services (Cai and Cai, 2011). On the one hand, Chinese consumers’ non-material needs are
growing along with the economic booming during the past three decades and there are huge demand for constant
renewal of knowledge and ideas. On the other hand, economic globalization increases the international competition and
drives China to enhance core competitiveness by added value of products and services (Hu, 2007). This industry also
plays a key role for China to demonstrate its soft power in the global market, even though it is still very weak at this
stage.

4 Challenges and future trend in China

At the policy level, the government’s promotion of ‘cultural and creative industries’ aims at a transition from
‘manufacturing’ to ‘services’. However, there are certain practical barriers against creativity in China. First of all, the
piracy phenomenon is still popular. Although China has enacted its first copyright law in the early 1990s, the
implementation of this law has been very poor so far (Montgomery and Fitzgerald, 2006). For instance, pirated DVDs
and CDs are hampering the development of China’s domestic marketplace and creating ambivalence to international
investors (Keane, 2004). China’s illegal distribution channel is well established, offering a full range of high level
services (Montgomery and Fitzgerald, 2006). It is estimated that the piracy rate in film and music accounts more than
80% of the market share (Montgomery and Fitzgerald, 2006). The consumers are used to get free access to those
cultural and creative products.

In addition, the strict censorship regulation from the traditional cultural industry has restricted individual’s creativity
and enthusiasm (Montgomery, 2010). The strict censorship regulation origins from the ideology control of previous
cultural institution since the establishment of the Chinese Film Bureau (Montgomery, 2010). The censorship committee
was set up in this bureau to decide if the film, animation and documentary scripts were suitable for production to the
public (Zhang, 2004). Although the economy reform has carried out for more than three decades, the political reform in
China has still been lagged behind. The censorship on cultural and creative industries continues by the State
Administration of Press, Publication, Radio, Film and Television of the People's Republic of China (SAPPRFT).

Interestingly, Chinese traditional Confucian culture may eschew innovation without breaking ‘the patterns of the
past’ (Keane, 2009). The Confucian view was that a sage does not create but merely transmits (Makeham, 2003). This
might be another angle to explain why there is much less radical innovation than incremental innovation in China.
While the copyright cannot be well protected and there is a risk to pass the strict censorship, many local culture and
creative producer may hesitate to put many efforts and high cost to realize the innovation. On the contrary, they are
more willing to ‘Shanzhai”, “to copy” and “to parody” as self-aware, casual, and public behaviour (Hennessey, 2012).

The economic development of a country will increasingly rely on cultural and creative industries when it reaches a
certain level from past experiences of world economic development (CPMJ, 2014). As we mentioned earlier, current
rapid development of cultural and creative industries mainly concentrates in the Eastern part of China due to their better
economic development level. However, there is a huge potential in Western part when China starts to balance the
regional differences in the near future. From the whole China perspective, national citizens’ average culture
consumption, also including imported cultural and creative products, only takes up about 7% in their family
expenditure, which is much less than the U.S. and Western Europe’s 30% (CPMJ, 2014). There is a large room for
improvement at least in the domestic market.

Currently, there are only less than 1 million talents, who are working on cultural and creative industries in China,
but the talent needs in this industry during the 12" Five Year (2011-2015) Plan (NDRC, 2012) is more than 10 million
based on the industry growth and consumer demands (Su, 2011). The shortage of domestic talents indicates that
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homogenous cultural and creative products may not meet the growing demand of domestic consumers. There are huge
opportunities for Western providers in this indutry to sell their products and services, some of them with stong Chinese
culture elements, to China. The Chinese government has also realized this reality and utilize strong financial support to
encourage young talents to start with this industry. Recently, the ‘going out’ of Chinese culture has even become an
important part of China’s reform and opening-up policy, with the hope to improve China’s international impact (CPMJ,
2014).

5 lllustration from practitioners’ experience

In order to illustrate the experience of practitioners involved in cultural and creative industries in China, we have
conducted a small-scale case study in a Nordic 3D company which is actively looking for collaborations and
opportunities for 3D content and display solution business in China. We have interviewed three members from the case
company (two of them from the top management and one of them with Chinese working experience) and six of its
potential partner representatives. In addition to these formal semi-structured interviews, we have also participated three
exhibitions and two seminars in 3D areas. These activities offered us the platforms and opportunities to discuss with
different stakeholders in this industry, including potential customers, solution providers, 3D experts, etc. Since cultural
and creative industries has a broad range of portfolios, the interviews and discussions on 3D business in China
supplements our views on challenges and opportunities in this industry from a specific segment perspective.

Our case company is in the very early stage to enter 3D business in China. In order to reduce the internationalization
investment risk, the company prefers to first deliver 3D services that do not require physical transportation of goods
(e.g. 2D to 3D conversion services). Since the company does not have any physical presence in China yet, they want to
work closely with local partners, as one of the representatives from the case company mentioned that:

“In China we recognize that we cannot get anywhere without well-connected local partners, so screening and
finding the right partners is vital in order to penetrate the Chinese market.”

In this less matured industry, collaboration with partners is very important. The company have sent the experts to travel
and work in China in order to build local networks, and identified suitable partner candidates. They prefer to have such
partners with certain government background or access due to a large amount of government related business and
influence in this industry. However, this process goes somewhat slow when it takes time for the case company, as a
SME (Small and Medium Enterprise), to prove their capability and credibility and win satisfactory partners’ trust.

Although Chinese traditional Confucianism, to some extent, hinders radical innovation or creativity, the Chinese are
keen on learning the new technology, and adapt it to the local needs incrementally. It is very important for our case
company to introduce new and high technologies in 3D filed to the partners, and work together with them to adapt the
local clients’ requirements. This co-creation process with partners not only adds value of offerings to clients but also
gains government’s preference. One of the potential partners emphasized that:

“Role of technology has been crucial in China. We have constantly screened the market for new technological
developments, especially when the technology acts as a limiting factor in some platforms in the local business.”

China has been regarded as a huge 3D markets, since it has the largest number of 3D cinema screens at the moment and
the Chinese government has planned to launch at least five 3DTV channels by the end of 2015. However, 3DTV
channels have only been made a slow progress so far in the practice. Current operation model of CCTV 3D channel has
a serious problem. The government set up the rule to request six local TV channels to provide certain 3D contents for
free or with a very low purchasing budget. Thus, there is lack of excellent programs due to the government’s planning
economy mindset on this issue. The related companies are not willing to put advertisements on this niche distribution
3DTV channel when audiences have been driven away. One of 3DTV officials and experts also raised that:

“The most important thing in 3D is the contents. When audiences left because of the poor contents, it is much
more difficult to attract them back in the future. We have realized this issue and need to improve our budget to
make better contents.”

It is not difficult to make the 3D contents, but it is a challenge to produce high quality contents with impressed stories.
Current 3D markets in China are mixed with much more low quality and much less high quality 3D contents. There is a
lack of capable talents and related technologies to meet local consumers’ growing demand when many of their attitudes
towards 3D have been changed from “fresh and interesting things” to “excellent experience”. This provides a good
opportunity for our case company in this niche premium market, as one of the case company representatives perceived
that:

“We have a good chance to sell our high-quality but cost-effective 2D to 3D conversion services to the Chinese
market. We are also interested in joint concept development with local partners to suit Chinese consumers’
preferences.”
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6 Concluding discussions

Cultural and creative industries is quite a recent category in academic, policy and industry discourses in China. The
industrialization of culture after ‘open door’ policy in 1979 makes China experiencing a transition from culture
institutions to culture industries. Culture products not only reflect national socialist orthodoxy, but also become
commaodities in the culture markets where the citizens can purchase and consume it freely. Creative industries has
arrived in China even late in 2000s. This term matches its national policy to create an innovation country when China is
at the stage of industry upgrade. Soon after, China has combined both terms together and created its own words
‘cultural creative industries’ (Wen Hua Chuang Yi Chanye) in order to emphasize the creativity and utilization of
technology in traditional cultural industries on the policy level. Although it has been officially translate into ‘cultural
and creative’ industries in English, the Chinese way to express ‘cultural creative industries’ integrate culture and
creativity much more firmly as a whole.

Cultural and creative industries has developed impressively rapid since it gets popular in China in 2000s. It is not
only driven by the central government’s policy and financial support during the economy transition process, but also
due to the growing demands from the large consumer markets along with increasingly improvement of living standard
and mindset change in life style. Numerous cultural and creative parks, especially with animation theme, have been
built in a very short time in different regions in China. However, it also causes certain problems. For instance, some of
these fast-built industrial parks are lack of entry enterprises and experts; some of these parks are part of reconstruction
projects — incapable animation enterprises only produce simple and repetitive cartoons by using government financial
support.

Besides, some practical barriers also exist and hinder the development of cultural and creative industries in China.
The piracy phenomenon is still common after 2000s. It is understandable that the legal copy of films (DVDs) or music
(CDs) were too expensive for normal Chinese consumers one or two decades ago when they still had very low income.
Nowadays, these consumers still keep previous behaviour to enjoy free of charge access to pirated copies from the
internet. The copyright consciousness in Confucian culture might be less visible than in the Western culture, when the
Confucianism views a sage does not create but merely transmits. In addition, the Chinese government support in
cultural and creative industries is also debatable. On one hand, the government does offer the financial support; on the
other hand, the strict censorship regulation, to a large extent, hinders the key element “creativity’ in this industry.

There is still a large potential for the development of cultural and creative industries in the whole regions of China.
In the Eastern part, three clusters (Shanghai, Beijing, Guangzhou) in cultural and creative industries have attract many
young talents and start to form certain levels of the industry chain based on the strong consumption power in these
regions. In the Western part, although no such clusters have been formed yet, they keep better original culture
resources. The government’s on-going ‘West development’ policy will definitely benefit their development in this filed
in the near future. Moreover, the demand of cultural and creative industry talents in China is at least 10 times more than
the existing capable ones. It leaves an excellent opportunity for both domestic and foreign providers in this industry.

The case study illustrates the experience of practitioners and supplements our views on challenges and opportunities
from the perspective of a specific segment, 3D business as an emerging part of cultural and creative industries. In the
unmatured industry, the connection with a broad network is very important. Especially in China’s business context -
‘guanxi’ before business, finding a right partners is vital to penetrate the markets. Advanced technology has been
highlighted as a significant brand in China’s 3D industry, and it can even be acted as a ‘door knock’ when dealing with
both partners and customers. Along with the economy booming, local consumers’ demands on high quality 3D contents
are dramatically increasing. The premium market in cultural and creative industries in terms of 3D business at least is
more prosperous than traditional industries, such as manufacturing. However, this empirical study is only based on a
small-scale Nordic case in 3D industry. It requires more broad research on other fields in cultural and creative industries
to tackle China’s contemporary situation and future trend. In addition, the influence of Chinese traditional
Confucianism on cultural and creative industries is an interesting topic and worth to do further research.
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A Classification of Skills and Competencies for the Domain of Renewable
Energies*

Michael Becker, Michael Sonnenberg, Stephan Klingner
University of Leipzig, Department of Business Information Systems

Human resources are an essential factor for providing services. For an optimal match between
employees’ capabilities and service activities, it is necessary to precisely define skills, competencies,
and qualifications that are required. This paper presents findings of an investigation of competencies
in the domain of renewable energies. Based on a unified classification system, it is presented how to
use this classification for describing service activities and for mapping employees.

1 Introduction

The description and formalisation of competencies required for service provision is a challenge in a variety of industrial
domains. This is caused mainly by a lack of terminological standards of central concepts. As a result, it is possible that
organisations have problems in creating an appropriate allocation of human resources to services. Furthermore, job
offers cannot be formulated clearly enough to address proper applicants.

The focus of this work is on the domain of renewable energies. Besides terminological inconsistencies, this domain
is also characterized by a large number of legal regulations and certifications. Service providers usually need to adhere
to several regulations using different terminologies at the same time.

The aim of this work is to present a theoretical and structural basis for developing a harmonized terminology of
skills, competencies, and qualifications® in the domain of renewable energies. The terminology is hierarchically
structured and embedded in the existing classification system ESCO. Thus, interoperability can be ensured.

As a result of this work, a classification of skills, competencies, and qualifications to provide renewable energy
services was established. This classification scheme can be used as a reference model regarding terminology and
hierarchical structuring of key domain concepts. Using the classification has two main benefits. First, companies are
able to publish improved job offers, since the standardized terminology reduces ambiguity. Accordingly, companies are
able to appoint suitable employees for the vacant position what can result in a higher service provision quality.

In a more advanced setting, the classification can be used company internally for supporting service provision. It is
possible to record competencies of existing employees. Based on this, service processes can be assigned with
appropriate employees.

A notable service provision performance enhancement can be achieved by complementing reference processes (e.g.
in terms of a standardised portfolio) with reference competencies. In doing so, uncertainty about whether companies
may provide additional services can be reduced. Furthermore, it is possible to assess costs for providing services by
comparing necessary competencies with costs of particular employees. Additionally, the classification provides an
optimal basis for the more detailed description of resources by extended attributes.

For providing an overview about the research outcomes, this paper is structured as follows. In the next section,
additional motivation for the research is given by presenting competency management approaches. The data collection
process is presented in more detail in Sect. 0. Bases on these data, a structure was established and is shown in Sect. 0.
Section 0 gives an overview on how to apply the classification in praxis using the structured data. Finally, the paper is
concluded in Sect. 0.

2 Motivation

It is a long-known fact that resources play an important role for business success (Barney, 1991), i.e. a company using
its resources in an optimal way has a competitive advantage compared to its competitors (Peteraf, 1993). Besides
technical resources (e.g. a measuring device), human resources (e.g. a purchaser) are an integral part of service
provision and, thus, need to be planned according to the skills, competencies, and qualifications they possess and can
offer for executing specific activities.

The term competency-based management is used to describe an organisational approach for identifying knowledge
that is necessary for performing specific activities (Draganidis & Mentzas, 2006). Competency-based management has
a variety of application areas, e.g. workforce planning, recruitment management, learning management, performance
management, career development, and succession planning (Draganidis & Mentzas, 2006). To be helpful in these

4 The project EUMONIS (www.eumonis.org) on which this report is based was funded by the German Federal Ministry of Education
and Research (BMBF), funding codes 011S10033D and 011S10033K. EUMONIS was supervised by the project sponsor German
Aerospace Centre (PT-DLR). The BPMN models were created using the web-based software Signavio as part of the Signavio BPM
academic alliance.

5 At some points of the text the denotation competency is representative used for skill, competency and qualification.
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application areas, the competency-based management process consists of the following steps that can be supported by a
competence management system (Lindgren, et al., 2004): specification of competency needs, identification of
competency gaps, competence sourcing, competence development, and project staffing.

On the one hand, a company needs to be aware of the competencies different employees possess. On the other hand,
clearly defined competencies are a means for creating precise job offers and for hiring new employees. For doing so, it
is necessary that the company has a clear understanding about the meaning of different competencies. In this direction,
Winterton, et al. (2006) provides an aggregative study about definitions of relevant concepts. While knowledge can be
defined as the “result of an interaction between intelligence (capacity to learn) and situation (opportunity to learn)”
(Winterton, et al., 2006, p. 25), skills are “used to refer to a level of performance, in the sense of accuracy and speed in
performing particular tasks” (Winterton, et al., 2006, p. 26).

Though this type of meta-research is important for laying theoretical foundations regarding skills, competencies, and
qualifications, practically applicable methods and tools need to be made available for companies. That is, companies
must be provided with insights about how to apply a set of competencies for their daily work. To facilitate this activity,
several company-specific competency dictionaries have been established. For example, the “NASA competency
management system”® provides a structured overview classified according to different domains.

However, company-specific competency lists are not sufficient due to two reasons. First, an increasing amount of
work is outsourced to other companies. To find suitable partners, a precise description of necessary competencies is
required. Second, a clear description of competencies is necessary for job offers, too.

Domains like renewable energies are still in their infancy regarding clear and precise job descriptions. This is based
on the fact that a variety of companies uses non-standardised names, thus, resulting in different names for equal
competencies. The problem is further complicated since a variety of different standards for describing product-related
facts but only a handful of preliminary standardisation approaches for service provision exist. Thus, the activities
conducted in this area are described in different diverse ways that might not be compatible with each other. Sonnenberyg,
et al. (2013) presents a survey in the renewable energies sectors identifying a strong demand for supporting the
provision of services by optimizing resource planning, selection, and use. To overcome an aspect of this problem, in
this work a proposal for structuring skills, competencies, and qualifications in the domain of renewable energies is
presented.

3 Data Collection

The collection of relevant skills, competencies, and qualifications was established by analysing different information
sources from the domain renewable energies. First of all, company specific concepts were extracted from job offers,
description of existing services, workshops with service providers, and documentation of service processes.
Furthermore, it was possible to extract necessary competencies by role descriptions of companies. Competencies that
are not bound to a specific organization were identified by scanning existing training materials for certificates in the
domain renewable energies. Existing classifications, thesauri, and taxonomies of skills, competencies, and qualifications
that are the result of several standardisation approaches were used as complementary sources. In the following, the
extraction process for the different information sources is presented in more detail.

Job Offers: Companies in the sector of renewable energies are continuously searching for qualified employees. Due
to this fact, a multitude of job offers from companies were analysed for skills, competencies, and qualifications. Besides
identification of relevant concepts, the job offers can also be used to establish relations between concepts. This is due to
the fact that job offers usually consist of a job name (e.g. head of quality management), responsibilities (e.g. auditing),
and necessary qualifications (e.g. graduation in economies).

Workshops: During workshops with several representatives of renewable energies companies, the whole
classification was improved iteratively. Thus, the results of these workshops were twofold. First, the companies verbally
described competencies necessary during a discussion. These competencies were then integrated into the existing ones.
Second, the companies evaluated existing previously found competencies according to their practical relevance.

Service Descriptions: Various service descriptions of different service providers were analysed. There are two types
of descriptions. On the one hand, services are described for internal employees to support the provision. On the other
hand, descriptions for a customer-oriented presentation of the services are provided.

Based on these descriptions, it is also possible to derive service characteristics. For example, Verma (2000) defines
four types of services based on the dimensions degree of customer contact/customisation and labour intensity.
According to the specific value of a dimension, different competencies are necessary, e.g. a service with a high degree
of customer contact must be provided by employees that can interact with customers in a suitable manner.

Service Process Documentation: Due to the growing complexity of services, more and more companies use
Business Process Management (BPM) for managing their service processes. In doing so, a variety of different process
models was established in the last years. These process models contain rich information about necessary skills,
competencies, and qualifications for services.

Existing notations like Business Process Model and Notation (BPMN), Event Driven Process Chains (EPC), or
UML Activity Diagrams (AD) allow for defining the activities that need to be performed to provide a service process.

® http://ohr.gsfc.nasa.gov/cms/home.htm
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Figure depicts a process snippet from a company using BPMN. The presented process specifies an alert management
service. After receiving an alert message, the operational manager has to login to the specific program of the plant
manufacturer that was source of the message. This might either be a so-called Condition Monitoring System (CMS) or a
Particle Sensor. She then has to check the status of every installation using the company-internal GreyTime’ database or
a specific manufacturer program. If fielding is necessary, a separate process (failure management) needs to be started
using the IT system ROTORsoft and the process ends. Otherwise, the operational manager needs to check whether a
documentation of the incident is necessary. If documentation is required, she writes it into the event database and the
process ends.

GreyTime

Condition Monitaring System
Manufacturer Programs
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I_,.:I

necessary necessary

g Start failure
a . ] managerment
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Figure 1. Sample process as source for skills, competencies, and qualifications.

In addition, it is possible to assign a role to an activity to specify who is responsible for performing this activity. A role
might be a specific employee, an employee group, or a division of the company. The role names can be uses as an
indicator for required skills. For the process shown in Figure , the role Operational Management might indicate skills
that are defined in a role description (see below in paragraph Role Descriptions). Similar to job offers, it is possible to
define relations between roles and competencies by analysing which roles have to perform which activities. Besides
roles, the depicted IT systems and databases can be used as an indicator for required skills and competencies of the role
Operational Management. For example, executing the first activity Login to manufacturer program requires using (and,
thus, knowledge in) the Condition Monitoring System.

In addition to explicitly stated information like role names and IT systems, it is also possible to extract necessary
competencies from activity names. For example, the activity Login to manufacturer program requires general
knowledge on how to use IT systems. Using these information sources, a detailed overview about necessary skills and
competencies can be extracted. Additional information might be found by using (semi-)automated techniques for
retrieving business process resources, e.g. Cabanillas, et al. (2014).

Role Descriptions: As stated above, several companies have established a framework for describing employee roles.
In doing so, it is possible to provide additional information for specific roles that can be used in process models.
Usually a role can be described similar to the examples shown in Table . It consists of the role name as an identifier, a
precise summary about the purpose of the job, e.g. the activities that are usually performed by this role. In addition,
several requirements for employees that are assigned to this role can be defined, e.g. necessary certificates (cf. training
materials below). Besides internal usage for assigning roles to activities, role descriptions can also be used for creating
job offers.

Table 1. Role descriptions, gathered within the research project EUMONIS.

Role Description Duties and Responsibilities

Plant Operator

Is the owner of a plant and responsible
for the correct plant operation.

Operational processes
Managerial authority
Legally responsible

Plant Manager

Is in charge of the technical operation
of a plant.

Technical operation
Coordination of tasks and resources
Optimisation of appointments

" Due to intellectual property reasons, the name of this company-specific tool was anonymised.
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Role Description Duties and Responsibilities
Planer Is in charge of planning the complete | Construct, design, and planning of the
plant or components thereof. plant
Monitor construction
Define technical parameters
Purchaser Is in charge of all operational activities | Purchase materials, goods, equipment
which are associated with the order Handle ordering processes
within the supply of materials, goods | Determine purchasing policy,
and equipment. procurement market research
Installer Is in charge of building the complete | Build plant
plant or components thereof. Put plant in operation
Service Employee Is in charge of providing miscellaneous | Maintenance services
services for technical activities. Documentation of work steps
Perform remote access

The textual description of roles is an initial helpful step for identifying who is able to perform specific activities. This
can be extended by the hierarchical structuring of different roles as shown in Figure 2. Based on this figure, roles can be
distinguished from each other in more detail. While there are two roles with the name Sales Representative in the
example role model, these roles do not specify the exact same roles. Instead, both roles are located in different
departments and require slightly different competencies.

Plant Design [ Plant Operator | Engineering Office H Sales H Sales Representative |
| L
44 Planer H Planing ‘
Purchasing Dept. H Purchaser |
—f Plant Construction H Sales H Sales Representative \
_4 N ‘ wen ‘

Figure 2. Role hierarchy.

Guidelines and Standards: Different international and national organisations like the International Organization for
Standardisation (ISO) or the Deutsches Institut fiir Normung (German Institute for Standardisation, DIN) release
standards and guidelines for products and services. These often normative documents contain information about legal
requirements on how to perform specific activities and the necessary qualifications of employees. In recent years, a
variety of different standards in the domain of renewable energies were released, cf. (IRENA, 2013) for an overview
about 573 standards. While most of these standards address product-related issues, service related issues are not in the
focus of standards as of now. A first approach for classifying technical operation services of renewable energy plants is
presented in DIN (2014). Furthermore, Hirschl & Weil} (2009) analyses strategies for renewable energies and can be
seen as a preparatory basis for additional standards.

Similar to the company-specific service descriptions (see above), guidelines and standards provide a valuable source
for information of required skills, competencies, and qualifications for providing specific services. For example,
necessary competencies can be extracted based on description of classified services. In addition, these standards can
also serve as a valuable basis for referenced certificates that are legally required for performing specific activities.

Training Materials: Today’s economy is characterised by ever-increasing complexity and continuous change. To
keep pace with these changes, responsible employees need to participate in advanced vocational training. Several
organisations, both public and private, provide different seminars also in the domain of renewable energies. Using the
descriptions of these seminars, it is possible to extract relevant skills, competencies, and qualifications. The seminars
usually provide an overview about expected outcomes. In addition to this information, it is also possible to scan the
seminar descriptions for prerequisites for attending which is also a valuable source.

For the majority of seminars, a certificate is offered for successful participation. Due to this fact, it is possible to
establish links between certificates and skills, competencies, and qualifications, i.e. employees that can verify the
possession of a specific certificate have the respective competencies. This is of special relevance when structuring the
list of skills, competencies, and qualifications as shown in Section 0.
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4 Data Structure

As a result of the collection of data about skills, competencies, and qualifications as presented in the last section, an
unstructured list was established. However, there is no reasonable way to use this list without any structuring. To
overcome this problem, the terms were structured as concepts of an existing ontology. For being able to do so, the
following steps were performed and are described in more detail in the next sections:

1. Grouping of obvious synonyms into one concept
2. Extraction of abstract concepts
3. Classification of concepts according to an existing system

4.1 Synonym ldentification and Concept Abstraction

Before insights about the synonym identification and concept abstraction are presented, a small prospect about the
differences between terms and concepts should be given. A term is a sequence of characters shaping a word of a
specific language. A term might have different meanings (i.e. be a homonym), e.g. the term bank might refer to a
“raised shelf or ridge” or an “establishment which deal in money”®. Due to different possible meanings, terms can be
used subjectively in different jargons or different companies. Furthermore, different terms might have the same
meaning (synonyms), e.g. the terms quality and characteristic both might refer to a property of an object. The problem
of different terms with one meaning is further extended due to different languages, e.g. the English term quality has the
same meaning as the German term Qualitat.

Contrary to terms, a concept has exactly one meaning and is, thus, precisely and unambiguously determined. A
concept might be defined by using several terms, e.g. translations. Though the philosophical debate about the definition
of the concept “concept” is still ongoing (Margolis & Laurence, 1999), this work follows a Platonist approach, defining
a concept as an abstract object (Kraut, 2013). Thus, the concept competency represents an abstract competency that
might group different concrete instances of this competency. For example, the concrete competencies readiness for
working on construction sites, readiness for field installation, readiness for travel activity, and readiness to travel
within Germany are aggregated into the abstract competency readiness to travel.

By extracting abstract concepts from specific terms, obvious synonyms were grouped into one concept, too. For
example, the terms accept responsibility and sense of responsibility were aggregated and the concept readiness to
accept responsibility was created. In doing so, the list of unstructured terms was cleaned up resulting in a set of unique
competency concepts.

4.2 Concept Classification

The terms that were extracted from the different sources were grouped as concepts according to the European Skills,
Competencies, Qualifications and Occupations (ESCO) classification systems. ESCO is currently under development
by the European Union. A first draft was presented in 2013; the final version is scheduled for 2017°. The core of ESCO
is established by the three pillars Occupations, Skills and Competencies, and Qualifications that are presented below. To
allow for representing dependencies between different pillars, it is possible to establish relations from one concept to
another. In doing so, it is, for example, possible to define which competencies are required for or related to a specific
occupation.

For interoperability reasons, ESCO is based on semantic technologies RDF (Resource Description Framework),
SKOS (Simple Knowledge Organisation System), and LOD (Linked Open Data). Due to these semantic technologies,
the ESCO classification can be integrated into company-specific taxonomies more easily. The ESCO data can be
imported into a taxonomy management system. In addition, the ESCO portal™ allows for browsing and searching
concepts.

4.2.1 ESCO Pillars

Each of the three ESCO pillars is characterised by a set of hierarchically ordered concepts in a tree-like structure. While
leafs of these trees represent actual concepts (occupations, skills/competencies, qualifications), the higher abstraction
levels form concept groups. The ESCO data model is presented in Figure 3. As can be seen in this figure, the
skills/competencies and the qualifications pillar consist of two levels (the essential skill/competency and qualification
and groups of skills/competencies and qualifications). Contrary, the occupation pillar has five levels; the four abstract
levels are composed of elements from the International Standard Classification of Occupations (ISCO) enabling the
reuse of an existing standard.

8 http://users.tinyonline.co.uk/gswithenbank/homonyms.htm
® https://ec.europa.eu/esco/escopedia/-/escopedia/ESCO_versions
10 https://ec.europa.eu/esco/hierarchybrowser
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Figure 3. ESCO Data Model .

An occupation according to the ESCO definition is a “grouping of jobs involving similar tasks and which require a
similar skills set“*2Table 2 depicts two examples of ESCO occupations: Database engineer and Business consultant.
For both occupations, a hierarchical structure including the four 1ISCO layers can be established. In addition to this
hierarchical structure, it is possible to define further relations between different occupations and occupation groups, e.g.
Telecommunications Engineer is related to Graduate engineer (electronics/telecommunications).

Table 2. Hierarchy of ESCO occupations.

ESCO Occupation Database engineer Business consultant
ISCO Unit Group Database designers and administrators | Management and organisation analysts
Minor Group Database and network professionals Administration professionals
Sub-Major Group Information and communications Business and administration
technology professionals professionals
Major Group Professionals professionals

As presented in Figure 3, relations between concepts are not limited to the same pillar. Thus, it is also possible to define
relevant skills/competencies and qualifications for a specific occupation. For example, the concept Database engineer is
(amongst others) related to the competencies Data modelling and Data warehouse. In addition, it is related to the
qualification Cisco Data Centre Application Services Design Specialist.

ESCO defines skills as “the ability to apply knowledge and use know-how to complete tasks and solve problems”®.
Based on this, a competence is “the proven ability to use knowledge, skills and personal, social and/or methodological

Y https://ec.europa.eu/esco/escopedia/-/escopedia/ESCO_data_model
12 https://ec.europa.eu/esco/web/guest/escopedia/-/escopedia/Occupation
13 https://ec.europa.eu/esco/web/guest/escopedia/-/escopedia/Skill
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abilities, in work or study situations and in professional and personal developments”!*. ESCO contains both
skills/competencies for performing a specific occupation as well as cross sectoral skills and competencies. While
occupation-specific skills and competencies are structured according to the respective industry domains, the following
cross-sectoral skills/competencies groups exist: Application of knowledge, Attitudes and values at work, Language and
communication, Social skills and competencies, Thinking skills and competencies. Contrary to qualifications (see
below), skills and competencies are independent of any formal assessment.

A qualification is defined as “the formal outcome of an assessment and validation process which is obtained when a
competent body determines that an individual has achieved learning outcomes to given standards”™. The ESCO
qualifications are structured according to different industry domains. Furthermore, ESCO distinguishes between
certification bodies on different levels:

e National qualifications, for example the German craftsman are referenced via national databases.

e Qualifications awarded at national level but regulated at European level are used to describe harmonised
requirements for performing EU-wide activities.

¢ (International) qualifications, certificates and licenses linked to tasks and technologies are usually requirements
for being allowed to work in a specific domain, e.g. a forklift license.

¢ (International) qualifications and certificates linked to occupations and sectors are usually requirements for
working in a specific occupational area, e.g. aeronautics and rail traffic.

It is possible to define relations between concepts of the qualifications pillar and concepts from the other pillars. The
relation can be detailed by different qualifiers (required for, recommended for, useful for etc.). For example, the
qualification Airline Transport License is required for the occupation Commercial pilot. To depict the learning
outcomes of qualifications, they can be related to skills and competencies. For example the qualification Project
Management Professional is related to skills/‘competencies like project administration, project management, crisis
management etc.

4.2.2 Classification

Since skills and competencies are in the focus of this work the corresponding ESCO pillar was extended. Besides the
existing sub-classes job-specific and transversal skills/competencies and physical attributes, the classes training and
job-related experiences were added. Both classes are further divided into sub-classes as presented in the following.

The first sub-class mainly consist of transversal skills and competencies. It is further divided into more specific
categories, e.g. leaderships & management and planning & work organisation (cf. Table 3). To complement these
categories with additional skills and competencies that are necessary in a specific company setting, they can be
extended by referencing existing collections of transversal skills/competencies, e.g. DISCO™. For increased usability, it
is possible to extend DISCO with company-specific skills/competencies. Furthermore, it is possible to hide irrelevant
skills/competencies.

Regarding the category physical attributes, the underlying data mainly mentioned the readiness according to specific
activities. For example, the readiness to travel is an important physical attribute for working as a field technician.

Table 3. Skills and Competencies for services in the field of renewable energies.

Category Sub-category Name
Ability to Leadership
Ability to employee motivation

Leadership & Management Ability to conflict management

Ability to employee training

Ability to project management

Skills & Endurance
Competencies Ability to work under pressure

To be proactive

Planning &work organization Self motivation

Self organization

Personal responsibility
Flexibility

4 https://ec.europa.eu/esco/web/guest/escopedia/-/escopedia/Competence
15 https://ec.europa.eu/esco/web/guest/escopedia/-/escopedia/Qualification
18 http://disco-tools.eu/disco2_portal/
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Conscientiousness

Motivation

Neatness

Planning skills

Ability to work organization

Ability to work independently

Structured way of working

Systematic way of working

The category training is further divided into the sub-classes formal education, vocational training, and academic
studies. For renewable energies, vocational training is further divided into training in technical occupations and training
in business occupations. An extract of relevant trainings is depicted in Table 4. As can be seen in Table 4, there are no
entries for business occupations training. This is due to the fact that the underlying data did not contain any respective
entries.

Though the concepts in the class training might seem very similar to the roles as presented in Table , there is a great
difference between the both. Using roles, it is possible to group different activities, e.g. an employee with the role plant
designer performs several activities that might require a variety of different competencies. In doing so, a training
concept can be used to define a necessary competency for a specific role, e.g. the sales representative might need
graduation in renewable energy finance.

Table 4. Trainings for services in the field of renewable energies.

Category | Sub-category Sub-category Name

Graduating from ,,Hauptschule

Formal Education Graduating from ,,Realschule”

Graduating from ,,Gymnasium*

Training as a Fitter

Training as an Electrician

Training as a Mechanic

Training as a Foreman

Technical - -
- Training as a Technician
] o Occupations
Vocational Training Training as a Mechanical Engineer
Training Training as an Industrial Mechanic
Training as a Mechatronic
Training as an Electronics Engineer for energy plants
Business

n/a

Occupations

Graduated in Mechanical Engineering

Graduated in Electrical Engineering

Academic Studies Graduated in computer science

Graduated in Energy Management

Graduated in Renewable Energy Finance

The job-related experiences are of particular importance for defining requirements regarding the provision of specific
services. This category contains skills and competencies that are required for performing certain activities. Job-related
experiences are further divided into sub-categories in experiences in performing activities, experiences regarding legal
regulations, and experiences in using technologies. Table 5 presents an overview about several examples for providing
renewable energies services.
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Table 5. Occupational experiences for services in the field of renewable energies.

Category Sub-category Name

Knowledge of welding

Experience in maintenance

Experience in error diagnostics

Functions - -
Competence for controlling wind energy plants
Competence for controlling photovoltaic plants
Competence for controlling biomass power plants
Job-related Knowledge in the use of the “Erneuerbare Energien Gesetz
Experiences Legal regulations Knowledge in the field of occupational safety

experiences Knowledge of regulations for the installation of electrical systems

Experience with measurement technology

Experience with MRP Software

Experience with ERP Software

Use of technology - — -
Experience with diagnostic systems

Experience with remote service systems

Experience with monitoring systems

Besides concepts for the skills/competencies pillar, the data also provided several insights about qualifications in
renewable energies. The qualifications are as presented above (see Sect. 0) divided in the categories national
qualifications, national qualifications with European level, international qualifications for tasks and technologies, and
international qualifications for occupations and sectors. Examples for these qualifications are the driving licence and
the switching authorisation as presented in Table 6. Due to the underlying data, there are also national qualifications.
However, by evaluating additional sources other relevant qualifications can be added.

Certifications can be issued for products and services as well as for persons and systems. Regarding service
provision, the focus is on certifications for persons. These certificates verify that a person has knowledge in a specific
area and is allowed to provide certain services. Due to legal regulations, proven certification is sometimes necessary to
participate in tendering. In addition, companies can present the certifications of their employees and, thus, distinct
themselves from competitors.

Table 6. Qualifications for services in the field of renewable energies.

Category Sub-category Name

National qualifications Driving licence

Switching authorisation
GL-Certification
National qualifications with European level n/a

Qualifications

International qualifications for tasks and technologies | n/a

International qualifications for activities und sectors |n/a

5 Using the Classification

The classification of competencies can be used to associate service process in the domain of renewable energies with
required competencies. Since the competencies identified by means of the data collection presented in Sect. 0 cannot
cover all aspects of the domain, it is also necessary to enable an extension of the classification. This is achieved by
hierarchical structuring of the competencies according to the ESCO system. Using this classification system, company-
specific competencies can be easily integrated.

Following the advices on implementing competency management systems as presented by Lindgren, et al. (2004),
different aspects of competency management are supported:
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e Specification of competency needs: Using the classification, it is possible to denote skills, competencies, and
qualifications that are required for performing specific activities as presented in Sect. 0. In addition to enriching
company-specific service processes with competencies, it is also possible to establish reference processes for
the domain that can be used by different industries. Based on these reference processes, companies can assess
which competencies are required for providing specific services.

e Identification of competency gaps: The skills, competencies, and qualifications of the classification can further
be used to provide an overview over competencies of different employees. Using this overview and the
specification of company needs for different activities, it is possible to identify suitable employees. If no
suitable employee can be found for performing a specific activity, this is clearly an indicator for a competency
gap. It is either possible to provide advanced training for employees or to hire new employees to fill this gap.

e Competence sourcing & development, project staffing: A clear definition of required competencies can improve
job advertisements to the effect that a better matching between applicants and company needs can be
established. In addition, advanced studies are described more precisely when using a unified classification of
skills, competencies, and qualifications.

5.1 Mapping of skills, competencies, qualifications and services

This section shows the use of skills, competencies and qualifications to simplify the assignment of employees to service
processes by means of a use case from practice. The basis for this is the process “Preparation of Troubleshooting” in the
field of wind energy, depicted in Figure 4. Starting point of the process is the message of an incident at a wind power
plant. This message is triggered either by a plant manager or by a service employee who is on site. The service
employee has the task of carrying out the order and documenting the activities.

At first, a suitable service employee will be selected based on the availability and the required know-how by using
MRP Software. Then the required spare parts to the execution of the order are planned, by using ERP Software. The
service employee analyses the incident on site based on error lists from the manufacturer. For comprehensibility
reasons, the process of troubleshooting is embedded in a sub process and not shown here.

SSlecs Plan spare parts QUAVES '."c'dent Troubleshooting
employee on site
Start
A A [
Plant Manager Plant Manager Service Employee

Figure 4. Process Preparation of Troubleshooting with directly assignment of roles.

The allocation of human resources that operate the Activities of the service is currently achieved by direct referencing
of roles (sometimes even more explicit persons) (Figure 4). This static assigning impedes a direct reference to the
competencies that are necessary to operate the activities. If an employee acquires or loses a skill, competency, or
qualification, this information is not linked to the role directly. Therefore the selection of employees is not based on
their actual abilities.

To address the mentioned problem, the paper proposes the approach to link activities with necessary skills,
competencies, and qualifications. The approach is illustrated in Figure 5. It is shown that the planning of spare parts
requires experiences with ERP Software, etc. The classification in this paper can be used as a template to describe
skills, competencies, and qualifications in this way. In addition, the selection of competencies can be simplified based
on existing classifications such as DISCO. For example in DISCO the competence “Experience with ERP Software”
can be referenced by the following levels: interdisciplinary — computer skills — special application software -
commercial software — ERP — MRP tool.
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Experience with MRP Software Experience in error diagnostics

Analyse incident
on site

Select service
employee

Start

Troubleshooting

Plan spare parts

Experience with ERP Software Knowledge of regulations for the
installation of electrical systems

Figure 5. Process with assignment of skills and competencies.

5.2 Mapping of employees and services

The assignment of activities and skills, competencies and qualifications of the process is shown in Table 7 again. The
assignment of employees and skills, competencies, and qualifications can be done analogously.

Table 7. Assignment of activities and competencies.

Experience with/in Knowledge of

Regulations for the
installation of
electrical systems

Service Activity MRP ERP Error
Software Software diagnostics

Preparation of Select service
- X
troubleshooting employee
Plan spare parts X
Analyse incident on X X
site

Table 8 shows the assignment of employees and skills, competencies, and qualifications, related to the application
example. This overview can always be updated with the actual ability of the employee and, thus, it provides an up-to-
date basis for taking decisions for assignment to specific service processes.

Table 8. Assignment of employees and competencies.

Employee Experience with | Experience with | Experience in error | Knowledge of
MRP Software ERP software diagnostics regulations for the
installation of
electrical systems

Employee A X X
Employee B X X
Employee C X X

Thus, an indirect association between employees and activities can be achieved. The advantage is an improved selection
accuracy according to the employee’s actual ability. At this point, a resource scheduling for the provision of the service
can be done. Table 9 shows the planning related to the application example in which three different employees are
required for provision.
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Table 9. Assignment of employees and the service “Preparation of Troubleshooting™.

Service Activity Employee

Preparation of Select service employee Employee A or B

Troubleshooting Plan spare parts Employee A
Analyse incident on site Employee C

Through the integration of the approach into existing resource planning systems, optimization of resource scheduling
can be achieved. In addition, job advertisements can be create more effectively due to the better definition of the field of
activity.

By applying the classification in the ESCO system, the various skills, competencies, and qualifications can be stored
in a consistent terminology. The opportunity to define relationships between different terms via synonyms is in
particular helpful for doing this. These synonyms make it possible to classify external acquired skills, competencies and
qualifications in a structured way.

6 Conclusion and Discussion

In this paper, an approach to structure and unify skills, competencies, and qualifications in the field of renewable
energies was presented. For this purpose, various sources were analysed and the results were merged in a classification.
The classes were classified using the European standard ESCO pillars skills/‘competencies, qualifications, and
occupations. The proposed classification is an initial proposal for the structuring and standardisation in the field of
renewable energies. The plausibility and applicability needs to be confirmed in practical use. The usability of the
presented classification has already been approved in the context of the conducted workshops with service providers of
the industry. It is hoped that in practice there is a broad acceptance of this first comprehensive approach for
classification of skills, competencies, and qualifications and that it will be enhanced gradually over time.

Moreover, an approach for an indirect allocation of human resources and service processes was presented. An
application example showed how the approach brings a high degree of practicability in practice. The structuring and
standardisation supports the selection process of employees and increases effectivity and reliability.
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Les déterminants du succes du mode d’entrée des PME de services industriels
“soft” sur les marches émergents: étude de cas

Victoria Botvina
Aix-Marseille Université

Cette réflexion sur les modes d’entrées de PME de services industriels "soft". La prise en compte des
facteurs d’internationalisation et le probleme de I’établissement des relations d’affaires a deux
niveaux - la constitution du réseau et son activation — constitue un sujet critique au sein des PME. Les
connaissances théoriques sur le réle des immigrés dans ce processus sont encore limitées. A partir
d’une analyse qualitative exploratoire longitudinale d’étude de cas unique sur la période 2008 a 2013
- combinant la recherche-action et I’observation participante - le sujet traite du choix du mode
d’entrée correspondant le mieux aux besoins des PME et leurs performances sur les marchés
émergents.

Introduction

Le développement croissant de petites et moyennes entreprises (PME) du secteur de la haute technologie "Born Global"
(BG) et qui sont propices a une internationalisation rapide, attire de plus en plus I’attention des chercheurs en stratégie
d’internationalisation (Filatotchev et al., 2009 ; Servantie, 2007 ; Varma, 2009). Ce phénomeéne a déja été examiné. Les
théories déja proposées incluent: I’approche par les spécificités de ces firmes (Bell ; McNaughton, 2000; McDougall et
al., 2003), la stratégie de niche (Atamer, 2012; Rennie, 1993; Rasmussen ; Madsen, 2002; Almor, 2000; McDougall et
al., 2003), la forte valeur ajoutée mondiale de leur produit/service (Bell at al., 2003), le rdle de I’équipe dirigeante, son
expérience et engagement vers I’international (Persinger et al., 2007; Oviatt ; McDougall, 1994) ; la disposition
préalable d’un réseau international (Bell, 1995; Coviello ; McAuley, 1999). Pourtant notre compréhension sur leur
développement reste toujours limitée, surtout lorsqu'il se déroule dans des pays émergents (Ngyuen et al., 2013;
Bourcieu, 2005).

Les pays émergents manquent souvent de transparence et leurs institutions sont instables. Dans cet environnement
incertain et versatile, il devient difficile pour les PME, d’identifier et d’exploiter les opportunités (Nguyen et al., 2013).
L'acquisition de connaissances contribue a une mobilité accrue et a une internationalisation plus rapide, ce processus
étant fagonné par I’équipe dirigeante et la culture organisationnelle de la société (Zahra, 2005). L'entreprise avec
différentes orientations culturelles peut repérer et poursuivre différents types d'opportunités (McDougall ; Oviatt, 1994),
en particulier dans le contexte des pays émergents, au travers de son capital humain (Batjargal, 2007 ; Goxe ; Viala,
2009 ; Adler ; Kwon, 2002 ; Zhou et al., 2007).

Le capital humain d'une société contribue considérablement a I'établissement de réseaux sociaux. Les études
existantes sur les relations construites entre les différentes communautés ethniques évoquent la valeur du multi-
culturalisme (Peng ; Luo, 2000; Ellis, 2000; Xin ; Pearce, 1996). Les attitudes et un héritage culturel similaires fortifient
le réseau de relations entre les membres d’une communauté ethnique en créant des opportunités pour le développement
des affaires : acces aux connaissances du marché local et de son systéme de distribution, acces aux partenaires et
associés potentiels ainsi qu’au financement (Yeung, 2004 ; Nkongolo-Bakenda ; Chrysostome, 2013). Ellis et Pecotich
(2001, 129-130) ont trouvé I’importance "of prior social ties", ainsi que "awareness of foreign market opportunities"
comme les deux antécédents critiques a l'internationalisation. Les prédispositions d’un réseau social sont importantes
pour le développement des entreprises dans le contexte des pays émergents : "Such social networks can provide unique
information benefits to those who are connected by exclusive or non-redundant personal ties irrespective of whether the
nature of the social relations is strong or weak (Burt, 1992,1997)" (Zhou et al., 2007, 676).

Le rdle des réseaux sociaux, du capital humain, comme des facteurs clés du processus d’internationalisation des
PME BGs sur les marchés émergents, a fait I’objet de nombreux travaux. Pourtant la recherche sur I'impact du multi-
culturalisme du capital humain et des liens sociaux de I’équipe managériale pouvant influencer le processus
d’internationalisation de I’entreprise n’est encore qu'émergente. Concrétement, I’ "interrelation between informal
networks and formal modes of international business activity requires further investigation" (Jones et al., 2009, 3). Au
sens large, la revue de littérature met en exergue l'attention modeste portée a la recherche sur les modes d’entrée des
PME. La performance des PME BGs sur les marchés de pays émergents mériterait également plus d’attention.
Brouthers (2013, 9) remarque que la question centrée sur la corrélation entre le choix du mode de présence de la société
et son succes est encore sans réponse. Les résultats des recherches actuelles sont contradictoires (Filatotchev et al.,
2009). De nouvelles méthodes d’analyse sont a envisager et il est nécessaire d’approfondir ces recherches par des
analyses qualitatives longitudinales pour différencier la requéte quantitative la plus fréquente afin d’apporter les
résultats plus enrichissants (Brouthers ; Hennart, 2007).

Les recherches sur le mode d’entrée sont souvent spécifiées par activité et secteur. Le mode de contrdle varie selon
I’activité de la firme (Ekeledo ; Sivakumar, 1998) et les lois du secteur qui peuvent étre différentes et propres a chaque
pays, voir définies par chacun des états constituant le pays étudié (Porter, 2004). Plusieurs auteurs mettent en évidence
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I"importance de distinguer les types de service. La littérature identifie cinquante types de services, "Different service
types require varying modes of behaviour in international operations” (Cicic et al. 1999, 93). Les services soft
requierent un fort degré de contact avec les clients. Ils ne peuvent pas étre exportés (Erramilli, 1990). Il est trés difficile
de résoudre les probléemes de mode d’entrée pour les services soft en raison de I’importance des dimensions
relationnelles : "In service industries, and especially so in professional services, sales and production of services cannot
be kept separate (Gummesson, 1979)" (Sharma ; Johanson, 1987, 22). Cette inséparabilité "has the strongest impact on
internationalisation” et, dans le cas de service soft "major adaptation of existing models" est démandée (Cicic et al.,
1999, 85, 83).

Ainsi, la présente communication souhaite apporter un éclairage sur la recherche des modes d’entrée de PME BG
sur les marchés des pays émergents. Notre recherche s'est portée sur les PME de service industriel soft qui
s’internationalisent sur les marchés émergents, ce qui offre une certaine extension aux études précédemment réalisées
sur les modes d’entrée au secteur des services industriels (Erramilli, 1991 ; Erramilli ; Rao, 1990 ; Sharma ; Johanson,
1987 ; Sharma, 1989 ; Cicic et al., 1999). Concrétement, dans cette étude nous mettons I'accent sur le rdle et I'impact du
multi-culturalisme du capital humain d’une société pour tranférer des connaissances et de I’expérience sur le marché
d’internationalisation (et non sur la relation entre I’expérience et le mode de contréle ou d’investissement). Nous
considérons que les immigrants participent a réduire l'incertitude, a franchir certaines barrieres d'entrée tout en
diminuant le colt de transaction et de fonctionnement. Nous étendons les travaux a I’internationalisation de service en
suggérant que le choix du marché d’internationalisation et le développement de la PME de service industriel soft dans
les marchés émergents ne dépend pas seulement de I’objectif classique prescrit pour les sociétés de service - "client-
following" - mais aussi des facteurs spécifiques du capital humain de I’entreprise, de ses réseaux et de ses
connaissances pluriculturelles. Ainsi, notre recherche vise a améliorer la compréhension de I’impact des immigrés dans
la stratégie d'internationalisation de PME BG 