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Creating Growth with Services

In a world of commoditized products, companies are mrning o service offerings for
growth. The key to success involves redefining markets in terms of customer Getivities

and outcomes, not products and services.

By Mohanbir Sawhney; Sridhar Balasubramanian and Vish V. Krishnan

Fﬂ:l:d with satiration of their core produgt markets, compa-
nies in warch of arowth are increasingly menng © ﬂﬁ!_'\"iﬂl:-::i.! A
few companics have enjoved success with this approach—Gen-
eril Eleetric Co.. TBM Corp., Siemens A and Hewlen-Packand
o, for example. OF's Transportztion Syslens division had
stable revenues and operating profits hetween 1999 and 2002,
despite absurbing a drop of more than 60% in the number af lo-
comatives it sold, Between | 996 and 2002, revenue from ser-
vices elimbed from $500 million to about $1.5 billion, a trend
ehal the division sxpects will eentinue,

ot abl procuct manalzeierers are s fortamde. ntel Corp., For
instance, spent 5150 milhion o taunch  unit whose function was
o st up data cenlers (o host Web sites Tor companies, After three
years, Intel shut diwn the unit and annoumnced that it was refo-
CUSIIE O 1S COTE MICTOProcessE bussinesss.” Similarly, Boeing
Capltal Carp., the financial services subsidiary of Haocing Cou, re-
centhy reined in it efforts o provide leancis] seevices 1o other in-
cirsiries. | A systematic approach To gresting services-led growth
can help menagers of produet compames improve the odds. of
siscoess. Companies must begin by redefining their markets n
verms of customer activitics and customes suicomes instesd of
products and services. By mapping e cusiomer-activily chiaisn
and relating the MAP 108 SECVICE-OppOrumLy ratriy, Imanagers
can sysiematically cxplore apportirites for new services o fryur
directions,t Tigually important, tisy must assess the pitfudls and
risks thal these oppostunilies sepresent, and anether matax—on
Fsk milization—serves as 0 ool for tat ek,

The Customer-Activity Chain

Compinies taditionsdly think aboeur markels 1o ferms of the of-
ferings they sall, Bur as Peter Dirucker has pointed out, S hat

the customer bovs and considers value is neiver a product, T8
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plvr s utiliy—that is, what a predoct dees For - Los-
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tomers seck particular outcomes, and they éngage In gehivities
L achieve the.
“Thess activibes can be mapped along 8 custmer-activity

chein, & Concepl 1bal has been discussed by severu) authors in
differen: bul broadly consistent ways” A custemer-activity

—_—

chain has the ollowing charactenstics:

o Jt st represent an end-1o-cod femporad sequence of logically
relared. o vities. For consumets, these activiiies can Conter nn
g stage of Hife (education, career, parenting), the pursult of a
spevific interest (fishing. golf} ar the gwnership of a specific
asser (home, automoebile, camera). For businesses, it can cen-
er on & process [logisics manugement, HUan resnures man-
acemical) or 2 set el askels [compuler Sysoms, mschinery )

» L mugt lead 1o defined customer outcomes. For instange, retirces
muty want “financial independence™ and “peece af miinl."” Par-
chasers of computer systems may desine “ugher emnpliyees pro-
ductivity.” Business fravelors may seck 710 gel b e MEecting on
tie v in a positive mme of mind,” These otcames becime
the hasis for defining the guality of the ustomer experience.

= [t must be defined at the ssgment level, not at the aggregate
market level, For instance, [t makes no sense 1o talkabont the
puglomer-activity chain for information workers wihen and-
lyzing grocluctivity, Activitics shiowld be mapped aceording
to segrTenss—lawyers: salos CReCUDYES, NEElh Care Prich=
toners and 50 on.

- Jt will often cross industry aed produdl-market bopardaries,
For example; in the home ownership cistomet-aetivity cy-
cle, costomers mighl ergase with coninlelirs, FNSUrANCE
companies, realtons, banks, tcleeom compunies and many
other service providers, [n fact, services ame ofion the gme
that holds the astivity seupence together.

The customer-activity chain is the fuendation for exploting
s_;rg-‘éc:s-le:l srivwth L‘I_]IPEJ]'LUH;.IEI?S. Analoeous io product-cen-
tric groweth stratepics ke product line extension, produst line
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Article 12. Creating Growth with Services

To identify temporal expansion opportunities, managers should create
a blueprint that maps the customer-activity chain from one end to
another and reveals the outcomes that customers seek.

filling and brand extensions, customer-activity chains cun be
extended, Nilled, expanded or reconfigured with new services,
To strucivrs the mvestigation of these opportunities, it s pseful
to categorize them on the basts of the impact they have on the
custemer-activity chain. The SCIVICE-ODPOTIUNITY mulrix pro-
vides the necessary [ramework.

The Service-Opportunity Matrix
Once companies yre thinking in rerms of the customer-sctivity
chain, they can clussify new services 2long two dimensions: 1he
focus of growth (where does growth ocour?) and the type of
ow does growih oceur?), The “where™ question can be
amswered by thinking about primary and complementary, or ad-
jacent, activity chains. For example, visiling a dealership is a
primary activity on the auto ownership chain, whereas seeking
msurance quotes is 3 complementary activiey that falls on an ad-
jacent chain, Service growth opportunities can be found on both
chains aml in two ways {the “how" questian}: first by adding
aew activities and second by reconfiguring existing aetivities,

Merging the focus of growth with the type of growth results
in the two-by-two service-oppartunity matrix. The four ele-
ments of the framework includs

* Temporal expansion: growth [rom services that add pew ac-
Civities o a primary acfivity chain

* Spatial expansion: growth from services that add new activi-
tigs Lo -#n adjacent chain

* Temporal reconfiguration: growth from services that chanse
the strocture and contrel of sctivites within a primary chain

» Spatin] reconfiguration: growth from services that change the
strocture #nd conirol of activities within an adjacent chain
{aee “The Service Opportunity Matrix™)

Temporal Expansion
An activity chain can be thought of in terms of time—the time
it tikes a customer 1o perform all the vartous tasks he or she
needs (0 reach & specific outcome: And companies can expand
the temporal nature of the chain, or G in gaps within it, by
additg new scrvices that help people perform activities a1 every
stape of the process.

Eastrman Kodak Co, has eresed rew services designed to help
comsumers manage and share memories” using dicial photog-
raphy. Umil the advent of digital 1echnology, Kodak's involve-
ment with customers emded when they ordered primts. The
company has since found ways o add sipnificantiy to i interac-
tion with custormers. {Sec “Temporal Expansion-by Kodak.™)

Kodak sequired a startup called Ofoto Ine., for example,
which offers an onling printing service that makes it easy for
customers to onder prints (hecinge 1l 18 expensive and inconve-
mient, only 2% of analog photographs are ever reprinted). Con-

The Service Opportunity Matrix

Companies seaking services-led growth should redefine their
markets in terms of customer activities and outcormes, By
adding or reconfiguring customer activities along a primary
or acjacent activity chain, companies can find opportunities
Ferr growth,

Adding now
acEviIther ;

=PATIAL
EXPAN S0

How?
Trpe of Growth
TEMPO#AL SPATIAL
RECONEFIGHRATION BECOMFERLERATION
Reconfiguring
T ettt
Primary Where? Adjacent
activity cham Foaus of Growth ACTivity chain

spmers also can create online albums. order greeting cards.
archive their photos on & CD, and buy frames and other mer-
chandise. Ofoto has had more than 2 million customers in two
years, ‘and 1ts customer base is growing at a raie of 13% per
month. Most of that growth is organic—39% of new members
come through referrals from other Ofoto members, Almost 125
of all prints ordered on Ofoto are from shared albums,

In addition to the Ofoto acquisition, Kodak has installed
30,000 kiosks in relall locations. where customers can take film
or memory cards {Tom digital cameras 1 make prints. In the fu-
ture, the compiny plans to develop & new peneration of XML
Web services centered on digita] photography. © Whils Kodak is
struggling as its analog film business declines rapidly, 1 s the
second-largest seller of digital cameras, and its digital camera
basiness tarned profilable two years after launch.® A big part of
the reason for Kodak's success is #ts deeper presence within the
customer’ s activity chain.

To identify temporal expantion opportunitics, manaeers
should create a blueprint that maps the customer-activity chain
trom one end o another. The blueprint should reveal the out-
comes that customess seck, detail the sequence of activites they
currently engags n and could potentially engage in, and demar-
cate the paps and problems in the existing activity chain. The
follewing questions and examples can guide the exploration for
expansion opportunities:

Can Services Be Added That Precede the Sale of the
Core Product? Noble Houwse Custom Tailors is based in
Hong Kong, where relatively cheap labor allows the company
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Temporal Expansion by Kodak

Kodak has added many new digital services along the customers primary activity chain related ta "managing and sharing memories,”
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to produce fine clothing 4t competitive prices. But the clothes
really are custom-tailored because the company's master teilor
frequently visits dozens of citiss peross the United States and
Europe. During those visits, which are widely advertised lo-
cely, hiz meels seores of customers by gppotntment, taking ther
megsurements and belping them choose fabrics, People who
might normally buy off the rack in arder Lo save money are thus
able to enjoy the services of a protessional tailor.

Can Services Be Added That Follow the Sale of the
Core Produet? Whan 4 customer selects a casket from

Batesville Casket Co. in Batesville, Indiana, the company ar-
ranges for a mee o be planted in memory of the deceased. The
business thus mamntans a connection 1o people far bevond the
primary activity of casket selection. Each wear, Batesville
Casket recelves thousands of letters of appreciation from fami-
lies for planting the memaorial trecs,

Can Services Be Added To Accompany the Product? For
example, online forists and gift companies conld offer to ke
& digital picture or video clip of the person receiving the flowers
or opening the gift and then £-mail the pictere or ¢lip fo the
semder, The gt piver would victally have the experience of de-
livering the gifiin person,

Can the Product Be Aogmented With Network-Based
Services? Sewing-machine manwfacturer Bermnina offers a
range of software for its machines that facilitates complex and
creatve embroidery and stitching projects, The sofiware is thuas

g platform [or supporting customer relationships over time, a3
users progross from stitching noviees o experts.

Can the Product Be Updated With Services? Com-
puter security specialist MeAdfea.com offers packased versions
of its VirusScan antivirus software in reail stores. Bur new
coimpuler viruses emerge frequently, so the yvins-debnition
files auickly become ootdated, To denl with that problem,
MeAfee provides an online service that allows VimusSdéan
buyers to update their vires-delfiniden files frequently.

Spatial Expansion

Temporal expansion fogyses on the prmary activity chain, buot
cumparies can also mtroduce new services into adjacent oppot-
tomity spaces. While temporally linked services deepen relation-
ships with customers, spatially linked services brooden them,?

To uwncover gpportunities for spatial expansion, managers
need to think about the following questions; Are there activities
that s not typreally part of the promary chain but are closely as-
sociated with 1?7 Czan exasiing products of service platiorms an-
cher the introduoction of services mm another context? Can the
company’s reputation related to the primary activity chain be ex-
nded o other contexis? The connecton belwesn pnnmr}- unid
adjacent chaens need not be a matter of shared acivites. Chams
that appear 10 be unconnedted by overlapping activities may be
tghtly linked along the dimensions of capability or repuiation.

Cianeral Motors Corp, has leveraged its core aulomotive
business (o offer new service platforms for adjacent aceivity
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Spatial Expansion by GM

Article 12. Creating Growth with Services

GM is leverag ing its expertise in acthvity chaing that are sdiacent to the primary chain
of autcmative services, iLinked activities appear in biue)

chaing. Like mest aulomohile manufacturers. GM offers o com-
prehensive set of temporally linked services for the primary ac-
ity chain of car ownership. Its OnStr platform, howeaver,
helps customers with related tasks: emergency services dis-
patch, stelen vehicle Incalion, roadside assistance, remote diag-
ROSEECS, Toute SuppOM. convenience and concierge services,
Every month, OnStar unlocks about 28,000 doors, dispatches
13,000 roadside assistance vehicles, responds to 700 air-bag de-
ployments and locates 700 [ost vehicles.

By the end of 2001, there were almost 2 million GnStar sub-
scribers and the product was offered ob more than 40 GM
mogels. While GM offers the first year's OnStar service for fres,
it laims rerewsal raes as high as 80%:. at annal subscription fses
ranging from about $200 w more than $800. In addition, GM has
become the country’s largest reseller of cellular service thanks to
OnSear's Personal Calling service, According to some projéc-
tioms, CnStar miay bring in more than $2 billion by 2005,

New services that emerge from spatisl linkages can in turn be
linked te each other and can themselves become platforms for
other services, GMAC Merigage Carp., ancther expansion on
an adjacent activity chain, is now the fifth-largest mongage
company in the United States. GM is creating an extension of
OnStar for the home that will extend its remote monitoring, di-
dgnostics and emergency response services. The company's
goal'is o be a comprehensive services provider, covering anto-
mobile and home owsnership, financial services, communica-
tions and entertainment. (See “Spatial Expansion by GM.™)

The search for spatial expansion opporlunilics begins with
the identification of promising “pivol poinis™ in cirren) activi-

61
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ties and capabilities that can lead to involvement with cus-
Poriers in other aress and continues with the identification of
platforms or brands that can suppert new ssrvices. Managers
must ask the following questions o wdentify opporunities in
this dimension:

Can Products Become Platforms for Embedded Ser-
vices? Treadmill manufacturers, for example, have tmns-

formed meadmills into platforms for fitess services, Using.
computers and video equipment, treadmill buyers can log on to

FIT.com for basic workouts (in which the treadmill's speed and

mclime gre remotely controlled), music workoows {which in-

clude heart-rate-paced music and verbal cncouragements from

& frainer} und scenic workouts (which cembine virtual land-

scapes delivered online esing streaming video with music, the

trainer’s veice and treadmill control signals).

{an the Existing Customer Base Be “Rented”? Costeo
Wholesale Corp. has leveraged the collective barsaiming power
ol 115 35 million individual and business members 1o expand be-
yond its customers’ primary activity chain. The wholesale dis-
counter now contmcts with many vendors to provide services
and special desls that cover amo and rea)l estate sales, fAinancing,
insurange, online software training, communications packages
and small-bosiness loans.

Can the Existing Customer Interface Be Leverazed?
Recosmzing that millions of users are familiar and comfortable
with 1ts online interface, eBay Inc. has teamed with Elance Inc.
to offcr the services of more than 300,000 professionals whe
wirk on Web-delivered projects, incluading software develop-
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The search for temporal reconfiguration opportunities requires
managers to understand which capabilities are central to their own
business but peripheral to those of their customers.

ment and Web and graphic design. Customers post projects an-
line, and service professionals meke hids. In addition to
receiving the bids, customers can feview service providers” pro-
files, periolios of semple work and feedback ratings before
choosing semeone [0 do the joh,

Temporal Recontiguration

Oppertunities for temporal reconfiguration arise again on the pri-
mary activity chaimn. Companies do net add new services in this
part of the matrix; they shifi the boundary berween the activities
they perform and those done by customers. Their motivations for
undertaking such a shilt are threefold. Firsg, companies are better
al managing assels or performing busingss processes that are
closely related 1o their corr competencies but not 1o those of cus-
tomers, Second, they cun ageregate demand across customers o
creale economics of scale that they ¢un pass en to customers.
Third, thity can apply knowledge about best practices from the in-
dusirics in winch they provide such services.

United Parcel Service of America Inc., for example, used to
focus on a narrow set of activities invalved in the package de-
livery business—picking up. shipping, tracking and dropping
off packages, [t now takes ownership of the much broader set of
activities performed by customers in managing their supply
chain, logistics and customer-care eperations. Many of the ac-
tivides performed by UPS for its eustomers are not pew individ-
cally, but UPS adds value by integrating them. (Sec “Temporal
Reconfiguration by UPS.™

The UPS Logistics Group has desizned transportation net-
works for customers such as Ford Motor Co. The redestzned net-
work reduced the time Ford needed to deliver vehicles from its
plants to dealers by up to 40%. The grous also designed and op-
erated 2 dedicated plebal distribation center in Singapore for Na-
tional Semiconductor Corp. The center mianages the movement
of National Semicondoctor’s products from i3 manufacturing
plants in Malaysia and Singapore 10 customers around the world.
UFS expects to ship 450,000 orders annuzlly, with an avemge de-
tivery time of 28 hoors, National Semiconductor estimages it will
save 15% inshipping and inventory costs with this arangement.
UPS has also purtnered with Nike Ine., taking responsibility for
managimg #ll the back-end processes for dinect selling, including
arder management, shipping, defivery, retoms management, -
venlory management and costomer suppart.

The search for temporal reconfiguration opportunities often
pegins inside the company with an evaluation of ils capabilities,
Specifically, the company’s mandgers must understand which
capabilities are central to their own business but periphensd o
those of their customers: they must alsa decide what the firm
can do better than its customers in ferms of cost, speed, guality
or agility, " Managers should ask the following questions to
identify opporumities for emporal reconfiguration:
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Temporat Reconfiguration at UPS

With Its logistics-management offerings, UPs handles s much
broader set of customer activities than it did when itweas only
inthe package delivery business.
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Can Customer Burdens Involving Customization Be
Reduced? By tking over activities related to product cus
temization, Dell e, embeds itsell deeper into the TT operstions
of its enterprise customers and creates sdditional revenues from
services, For exampte, Dell provides services nelated o hard-
ware and software image development, migration and recovery,
custom configuration and installation of software, assel lagging,
and parts replacement,

Can Customer Burdens Invelving Product Sterage Be
Reduced? Gudue's Dry Cleaning of Burlington, Yermont,
stores eustomers’ winter clodhes during the summer and vice
versda, The clothes are laundered and readied for piekup at a
week’s notice.

Can Process Expertise Be Leveraged? DuPont is an ex-
pert en the application of peint dnd the minimization of waste
andd harmful emissions. After DuPont contracted with Ford 1o
run s paint shops, Ferd's painting costs were reduced by 25%
1o 4k, while its emissions of volatile organic compounds de-
clined by 30%. DuPont, which is paid on the basis of the
number of painted vehicles, actually sells Jess paint than before
Because it has an incentive to paint cars with the least amount of
wasle. But the company makes more money as a result of the
improved efficicncy.

CCan Costomers® Inventory-Control and Stocking Pro-
cesses Be Replaced? With vendor-managed invenlory sys-
teas, many manufactarers now frack inventory electronically
and take charge of ordering, delivery and stocking processes Tor
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