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Abstract: European manufacturing tends to survitise more than ever and services are regarded as a 
platform for their business ecosystems. The purpose of this paper is to provide a framework for further 
understanding the transition from manufacturing to service (P-S), known as servitisation. The 
transformation “product servitisation” vs. “service productisation” is discussed from integrated business 
system perspective. The increasing output of knowledge intensive business services offered by 
manufacturing firms is outlined. A support is given to the understanding that servitisation increases the 
productivity and growth of manufacturing firms. Policy recommendations are provided to gain profit 
from the servitisation through adding value by adding services. 
Keywords: servitisation, knowledge intensive business services, value added, strategic thinking. 
 
  

1. INTRODUCTION  
 

Services are needed in all aspects of production, from product development, through the 
stages of its manufacturing to sale. In an effort to meet the demands of the changing 
business environment, increasing competition and dynamic customer requirements, 
manufacturing companies focus their strategic policy on services production, as well. 
As a result, the share of services in the output of manufacturing firms has increased 
significantly.  
Transformations from mere physical products production to manufacture both products and 
services are provided with different dynamics in different economies and different production 
sectors and on a different micro level. In an attempt to study these processes, a number of 
concepts have been developed and new economic terms have been introduced. In 1988 
Vandetmerwe et al. [22] introduced for the first time the term servitisation, in order to 
describe the phenomenon of converting manufacturing companies into businesses that 
produce services. The view, that the largest share of services produced by businesses is in 
the manufacturing sector in small countries with very open economies and high intensity of 
research activities is also supported. Servitisation affects also developing economies such as 
Bulgarian, though less studied. 
The development of these processes raises an important question: What kind of services can 
be developed and offered by manufacturing companies, what jobs need to be generated in 
order to increase the productivity of businesses and make them more competitive in the 
market? 
The outlined specific trends of restructuring modern economy determine the relevance of the 
subject of this study, namely product servitisation. The goal that we set is to reveal the 
essence of servitisation and its impact on the competitiveness of manufacturing firms. And 
on this basis, to derive strategic advantages for firms in the manufacturing sector so they can 
choose servitisation as a likely model for strategic growth.  
To achieve this goal the following tasks have been set: displaying trends on servitisation 
production, clarifying the reasons for these convergence processes and providing services 
that will add value both to the manufacturer’s firm and customer. 
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2. METHODS 
  
To achieve the objectives of this study a combination of methods has been applied that 
include: a secondary analysis of studies on the servitisation process, statistical methods for 
quantitative data analysis. Combining different methods for the purpose of this study is 
favorable, given that a systematic approach to analysis has been adopted, where 
manufacturing organisation is seen as a system connected to external organisations forming 
part of a larger business ecosystem. Organisation interacts with the external environment 
and suppliers (a manufacturer of goods or services), and customers who are part of the 
environment. The management of this system aims to increase its productivity, taking into 
account the capabilities and limitations of the external environment. The business ecosystem 
includes also competitors, authorities and institutions that form the policy. Thus constantly 
evolving relationships are created in which every business needs to be flexible and to 
contribute to the sustainability of the whole system. 
 
3. RESULTS AND DISCUSSION 
 
3.1. Changing structure of the economy 
 
Manufacturing sector as a whole has lost share in the total value added and employment in 
Europe and the U.S. over the last 30 years, while the share of services has increased, both 
in absolute and in relative terms [17]. Since 1987, services have accounted for more than 
half of the gross domestic product of the United States and some European Union countries, 
such as Finland, where this trend started as early as in 1978 [18]. Currently, of the 10 
countries with the largest workforce in the world, in the U.S., Brazil, Russia, Japan and 
Germany, over 50% of employees are in the service sector, while China, India, Indonesia, 
Nigeria and Bangladesh have not reached the threshold of 50%, yet. 
The service sector accounts for over 65% of the GDP of the European Union. It is a rapidly 
growing, dynamic, relatively modern, flexible and future-oriented part of its economy. The 
advantage which took over industrial production is most pronounced in the sector of 
information and communication services, but also in the sub-sector of knowledge intensive 
business services.  
 
3.2. “Product-service“ transformation. The role of knowledge intensive business 
services. 
 
Structural change towards the services at aggregate level, however, is only one aspect of the 
changing relationships between companies in the manufacturing sector and service sector. 
Manufacturing companies increasingly produce and deliver services alongside or instead of 
traditional physical products [8], i.e they are increasingly being servitised. Production 
servitisation, as mentioned above, is not a new phenomenon. The first studies, associated 
with the study of this process , are of Lalonde et al. [11]. They discuss the production of 
services related to the product in the companies in the manufacturing sector. Later, Mathieu 
[13] presents a concept which introduces three generic areas in which firms in the 
manufacturing sector would have benefits when offering services, as well: 1/ financial area, 
respectively financial benefits, 2/ strategic benefits and 3 /marketing benefits. This 
differentiation of the benefits has been developed by Baines et al. [4]. 
Views of Baines et al. are formed on the basis of a depth analysis of what is known in the 
literature, allowing them to indicate that servitisation is innovation of company’s 
capabilities and its processes by which the focus shifts from only selling products to selling 
integrated products and services which deliver value in their use.  
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Table 1. Concepts to describe the phenomenon of convergence between manufacturing and 
services 

Authors Term Content 

Lalonde et al. (1976) - Increased production of services related to 
the product of the manufacturing 
companies that produce the product 

Vandermerwe and Rada 
(1988) 

Servitisation Servitisation is “an increased offering of full-
market package or a combination of goods 
and services, maintenance, self-service and 
knowledge, directed to the user in order to 
add value to the basic corporate supply” 

Mathieu (2001) Provision of 
services by 
manufacturing 
companies 

Three generic advantages of introducing a 
strategy for services production by 
companies in the manufacturing sector 

Tukker, A. et al (2006) [20] Product-
Service 
Systems 

This concept is widely used in the literature 
relating to sustainable development 

Baines et al. (2009) Servitisation A process of creating integrated products 
and services that provide value and have 
the potential to maintain revenues and 
increase profit 

National Trade Board of 
Sweden [15] 

Servicification Use and producing more and more services 
by businesses in the manufacturing sector, 
but also sales and export of more services 
as integrated or supporting their products 
part 

Ahamed et al. (2013) Servitisation The focus is on skills and knowledge 

 
Over the past few years, the Swedish Board of Trade [15] has conducted profound studies at 
a micro level, showing that services are becoming increasingly important for the production 
itself, as well as becoming finished (end) products for companies in the manufacturing sector 
and can also encourage the trade with  goods and services.  
The basis of the conceptual model for the transformation of Ahamed et al. [1] proposed, 
based on experimental research at IBM, is the understanding that in the traditional 
manufacturing the business processes move from the resource and the technology, as the 
main objective of the company is to achieve product quality. In contrast, in the servitised 
manufacturing companies, the focus is on skills and knowledge and the main goal of the 
company is to develop value-added services and more customer-oriented solutions. 
Based on this statement, we believe at studying this convergence process, the disclosure of 
the decision making reasons of manufacturing firms and even of firms in the service 
sector which decide to add value by offering services outside the range of their primary 
activity, has substantial and applicable aspect. We can claim that this is an uncontrolled and 
gradual process that begins with adding small and basic services to a hybrid offer of products 
and services included (Fig. 1). With gaining experience in the service business, 
manufacturers [16] feel the potential they acquire and besides including other services in 
their production, they can even create new services based on professional knowledge in 
their companies. 
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Figure 1. Roles of goods and services in offering: different combinations 

Source: adapted from [23] 
 
We believe that the approach to use inter-resource skills and professional knowledge to 
diversify a company’s portfolio, might have at least two positive aspects for the development 
of a manufacturing company, as well as of an organisations in the service area, which have a 
different subject of activity as a basic one: 1/ to raise its productivity and 2/ to give 
uniqueness to the overall offer of the company. This will undoubtedly increase its 
competitiveness as the company thus expands the range of its potential customers. Table 2 
presents a summarised vision of examples of services used as a resource in a 
manufacturing company, as well as an opportunity for yielding production from it, which both 
underlie the choice of servitisation [15].  
 
Table 2. Examples of inbound and outbound services in the servitisation grounds 

 Servitisation in response to a 
situation 

Servitisation as a strategy 
 

Use of services 
(resource) 

Logistics and transport as a result 
of production fragmentation 
(global value chains) 

Information technology and 
management services to 
increase efficiency. 

Offering of services 
(end product) 

Recycling services as a result of 
regulatory searches 

Repair, upgrading and services 
related to surveillance and 
monitoring with the purpose to 
extend relationship with a 
customer 

 
The basic principle, on which the behavior of firms in the manufacturing sector is built, is due 
to factors such as regulation, seeking new ideas, new knowledge or resources to promote 
the generation of new knowledge. Sourcing of services, such as marketing, legal, 
accounting, research, engineering, design-related which are non-core business even in non-
manufacturing firms, for example, in companies that distribute pharmaceutical products or in 
companies in the tourist business, innovates the company that sources these services, 
creating additional value both for the provider and the customer (service contractor). 
A company's internal knowledge capacity can be converted into a service and offered to the 
customer. Another option is that it is deliberately generated. For example, professional 
knowledge of design can be converted into knowledge-intensive business services that can 
be offered separately and add value [2].  
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Knowledge-intensive business services, which are well developed in the industrialised 
economies, aiming to develop knowledge economy, are an especially interesting subject to 
researchers and businesses in emerging markets, which may be offered under the 
servitisation concept. Why? They are based on professional knowledge, as they provide 
employment for highly qualified professionals: engineers, researchers, all experts and 
provide products that are a primary carrier of information and knowledge for their users, such 
as consulting services, measuring services, training etc. or use their knowledge to produce 
services, that are intermediate resources needed to produce knowledge from their clients 
(e.g., communication and computer services) [14]. China and a number of developing 
industrial economies began very quickly to win international competition in knowledge-
intensive sectors, building successfully on their exports due to the conscious transformation 
of the business model from mere parts assembly to development of high-tech and 
knowledge-intensive business [7]. The companies, specializing in this kind of services, are 
becoming the basis of sophisticated products manufacturing. These processes lead to an 
increase in employment in the professional business services. In practical terms, this 
argument assumes that servitisation should start by offering after sales services, related to 
the sold product, then turn on sale and supply of spare parts. Only when the manufacturer 
understands the strategies of their clients (namely the immediate users of their products) and 
the reasons for inefficient use or performance of the products they sell, can they offer better 
professional services such as optimization of processes in the customer’s company, 
preventive maintenance, training, consultancy [16]. 
Servitisation concepts can be also seen as a manifestation of economic turbulence, and we 
think that today it is a process that is strongly associated with strategic thinking to innovate 
corporate organizational ability to create value through a transition from selling products to 
selling product-service systems (PSS). In this thesis, we support the view of Baines [3] for 
product-service system that delivers value during the process of its use. Besides “blurring” 
the boundaries between product and service, there is a tendency to innovate through 
services, a trend that strategic thinking companies should introduce into their development 
strategies to increase productivity and competitiveness.  Knowledge-intensive business 
services are key factors in achieving greater innovation, creativity and entrepreneurial 
attitudes that are organic preconditions for competitiveness and sustainable economic 
growth in a globalized world. They are the basis of the objectives and build the policies that 
must be pursued in the next programming period 2014-2020 and should become prioritizing 
in all sectors of Bulgarian economy. 
The discussion so far has made it possible to define some basic criteria for the degree of 
servitisation in a company in the manufacturing sector (Table 3).  
 
Table 3. Criteria for determining the servitisation level of a company in the manufacturing 
sector 

References Level of 
servitisation 

High servitisation 
level  

Low servitisation 
level 

Gundlach et al. [10], 
Lambert [11]  
Cannon et al. [6] 

Value based 
activities 

Based on relationship Based on contracts  
 
 

Tukker 2004 [19] Primary role of 
assets 

Use of assets 
 

Ownership of assets 

Boyer K., Hallowell 
R. and Roth A. 
(2003) [5] 

Method of offering Total integration of 
assets / close 
relationships with clients 

Physical products + 
peripheral services 
(maintenance) 

Gilmore and Pine II  
(1997) [9] 

Strategy for 
Production 

Pure/Mass 
customization  

Mass production 
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To succeed through servitisation, manufacturers need new guiding principles in business, 
new structures and processes for manufacturing operations. It is only logical that they are 
different, even significantly different from those associated with traditional manufacturing 
sector [5, 16].  
 
4. CONCLUSION AND FRAMEWORK FOR FUTURE RESEARCH 
 
The discussion proposed in this study allows us to highlight a clear trend towards an 
increase in the production of services by manufacturing firms in Europe. The study shows 
that:  

 Increasing share of services in the output of the companies in the manufacturing sector is 
a trend of industrialized economies, which is observed in Bulgaria, as well. This provides 
grounds for services, produced in the manufacturing sector, to be considered as a 
platform for business ecosystems, in which manufacturing companies themselves 
develop; 

 The presented current framework for transition from manufacturing to supplying services 
by manufacturing companies (servitisation) in the specialization specifics of companies in 
the production of knowledge-intensive business services, should be seen as an 
opportunity for: 

1. diversification of business, which leads to increased attractiveness of the company's 
portfolio, as well as to enhancement in the company’s  competitiveness;  

2. creating conditions for innovating production by introducing  in production a  supply of 
knowledge intensive services;  

3. establishing long-term partnerships between manufacturer and customer through the 
service offered, which indirectly involves customer in the whole lifecycle of production. 
Furthermore, knowledge intensive business services can bring knowledge into the 
customer’s company and implement one of their main functions of facilitators of 
innovations [14];  

 - The fact that goods and services are increasingly being sold as packages generates 
strengthening of the link between intercompany transactions, particularly between services 
and manufacturing and after-sales services;  
 - The creation of conditions for manufacturing and offering professional services, and their 
inclusion in the commercial portfolio of the company will have a twofold function: it will add 
value to the offer, sometimes innovating the manufacturers themselves; it will bring 
professional knowledge to customers that will enhance their innovation, as well.  
Due to these circumstances, the establishment of a well-functioning market for knowledge-
intensive business services will create conditions for a more competitive economy of the 
European Union as a whole. 
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