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Abstract

This paper is dedicated to the problems of servitization and the possibilities of its application in metallurgy. It
aims to identify the selected Czech steel manufacturers’, steel processors’ and casting manufacturers’
awareness of the servitization concept and to analyse the possibilities of its application at these companies.
On the basis of the conducted professional literature review focussing on the essence of servitization and on
the conditions for its application, the websites of the selected companies associated in the Foundry Association
of the Czech Republic and the Czech Steel Association were analysed from the point of view of the provided
services connected with their products. The conclusion summarizes and evaluates the outcomes of this
analysis.
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1. INTRODUCTION

In view of the given commoditization, it is nowadays very difficult to distinguish yourself in the industrial
markets. They are services what creates an added value thanks to which it is possible to differentiate yourself
from the competitors. Therefore, servitization is coming to the fore in manufacturing companies. However, the
term servitization almost does not exist in the Czech professional literature. The term servitization was first
described in the work of [1]. Servitization strategy was first applied in the USA as early as in the 90’s of the
20th century, from where it further spread to England and West Europe. It has been developing since then,
and nowadays it is an essential part of strategic marketing. [2]. However, the term servitization almost does
not exist in the Czech professional literature.

This paper is dedicated therefore to the problems of servitization and the possibilities of its application in
metallurgy. It aims to identify the selected Czech steel manufacturers’, steel processors’ and casting
manufacturers’ awareness of the servitization concept and to analyse the possibilities of its application at these
companies.

The applied research methods and sources include the targeted literature search focused mainly on the
essence of servitization and on the conditions for its application and the analyse of the websites of the selected
companies. These companies are associated in the Foundry Association of the Czech Republic and the Czech
Steel Association from the point of view of the provided services connected with their products.

2, ESSENCE OF SERVITIZATION

Servitization is generally described as a process giving products an added value distinguishing them from the
competitors [3, 4]. It represents innovative development of an organization, where a company not only offers
products, but it can also provide its customers with complex product systems. Primarily, it concerns the B2B
market. A company providing a service together with a product often gets more money for the service than for
the product itself. Distinguishing through provision of services is thus becoming a characteristic feature of
innovative manufacturing companies [5].
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Servitization can be represented by three steps, characterized by different levels of product range complexity
and by integration of various products and services. In the first step, a number of product services aiming to
improve its functionality supports product offering and, in the second step, some product services are added
to improve processes, and customer services are added to improve relationships with the customer. In the last
step, products and services are interconnected to create a new and unique offer in the form of a product-
service system [6].

Servitization thus places greater emphasis on the customer’s value for the company than on the product
technical specification and features. This shift towards services is mostly used when a product reaches its
maturity stage, which results in a decrease in the income. And it is the process of adding services to the given
product what can turn this decrease. In the event of successful introduction of a product-service system,
services can become a source of income and profit, they make sure that the customers are satisfied and
support the corporate growth [7].

Park [8] divided different ways of product-service integration into two groups. The first group was proposed
before 2000 and it contains different forms of product-service integration focussed on monitoring of marketing
targets. It includes Bundling [9], Systems selling [10], Full Service [11], Service package [12], Product service
[13], Installed base service [14]. Product-service integration aims to distinguish product offerings.

The second group refers to a change in the strategic orientation of the company. Most of these approaches
did not develop until after 2000, and they differ from the above mentioned ones in the fact that products and
services are integrated in the primary stage of proposing product ranges in a way to provide functions desired
by the customers. Products and services are proposed in a way to be interconnected, but not only added. It
includes: Solutions and Integrated solutions [6]), Product-service system (PSS) [15], Functional sales [16],
Function product [17], Integrated product and service engineering [6].

3. CONDITIONS FOR IMPLEMENTATION OF SERVITIZATION

Within the servitization implementation process, companies can either build up a wide portfolio of conventional
services, develop/acquire new services, or offer advanced services closely connected with the product to the
degree that they provide customers with an ability rather than with a physical value (e.g. the Pay-per-Kilometre
Service provided by the company MAN) [18]. Implementation of servitization in a company may lead to a
number of benefits, e.g. an increase in sales, differentiation from competitors, and attracting new customers.
However, its implementation is not always necessarily of a benefit for the company. An example can be found
in a large multinational company, which at first successfully implemented servitization in the division of
compressors, but their later implementation in the division of construction machinery failed. The failure mainly
resulted from the high role and functions of the products and unstable customers’ operating environment, and
from provision of services undervalued by the customers [19].

The transition to servitization process has four steps: consolidation of service-related products; entering the
product-related service market; replacement of product-related services by services based on the customer-
company relationship and by services concentrated in the processes aiming to increase the customer
efficiency; takeover of the final user’s operations by the supplier and of the final user’s operating risks and
processes [14]. The process of servitization itself requires investments, a change in the corporate attitude,
significant financial means, and strong confidence. The entire company must be involved. What is a critical
aspect is the need for a new set of abilities for development of advanced product lines with a new offering in
the market, and often the need for a cultural shift as well. Implementation of servitization thus includes both
product range innovation, and innovation of the manufacturing and operating processes. To be successful,
Motwani defined six factors: market-oriented service development; identification of customer needs for
development of new product-related services, and subsequently services directly supporting the customer;
relationship-based marketing; a clearly defined service development process; creation of an independent
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service innovation department; specification of service culture and relating willingness to invest sources into
business activities in the area of services [20]. Development of advanced services requires significant changes
in the areas of technologies, culture, organizational structure and corporate processes (Baines, 2013).
Effective servitization also requires coordination of various entities involved in the supply chain (Pistoni, 2018,
str. 41). It is generally believed that increased collaboration among supply chain participants leads to lower
total cost and enhanced service performance [21].

4. FAMILIARITY WITH SERVITIZATION AND POSSIBILITIES OF ITS IMPLEMENTATION IN
METALLURGY

Data pro an analysis of the possibilities of application of servitization and identification of familiarity with it at
manufacturing companies were acquired through our own internet questioning and analysis of websites of
selected 49 companies associated in the Foundry Association of the Czech Republic and the Czech Steel
Association. The companies were sent a questionnaire created and subsequently processed in MS Word and
Excel. The questionnaire return rate was, in spite of repeated addressing, 20 % only. The first 5 questions
refer directly to servitization, the other then aim to identify the respondents and to describe the company. For
their formulation and evaluation, see Tables 1 and 2.

Table 1 Evaluation of the term servitization by manufacturing companies [own study]

Number Question wording Definitely | Yes | Rather | Definitely | No | Rather
questions yes yes No No

1 Have you come across the term servitization? 1 1 1 2 2 3

2 Do you understand the term servitization? 1 5 1 0 1 2

3 Do you apply servitization strategy at your 1 3 1 3 1 1
company?

4 Do you think it would be convenient to apply 2 2 3 2 0 1
servitization strategy for your product?

5 Are you considering implementation of 2 2 0 4 1 1
servitization strategy?

Table 2 Questions and answers referring to the respondents [own study]

Number | Question wording Answers and their relative representation
6 How many employees are there at your 50-249 (20 %), vice nez 250 (80 %)
company?
7 What is your position at the company? CEO, Sales Director, Marketing Manager,
Innovation Advisor, Technologist (10 %), Assistant
(50 %)
8 Who is in charge of innovations at your Research and Development Dept (30 %), Company
company? Director or Management (50 %), not specified
(20 %).
9 Is your company rather product-oriented or Product only (50 %), product and services (50 %)
service-oriented?

Table 1 show that only a third of the respondents have come across the term servitization. The questionnaire
explains the term briefly, and so 70 % of the respondents stated that they understand it, 40 % stated that they
are applying this strategy, 70 % of them believe that it would be useful to apply it. 40 % of the respondents
plan to implement it at their companies.

1875



JE. w o
ME 1AL

2019

May 22" - 24t 2019, Brno, Czech Republic, EU

Table 2 implies that answers came mainly from the respondents from companies having 250 and more
employees, who constituted 80 %. At 50 % of the companies, innovations are dealt with by the Research and
Development Departments, and at 30 % of them it is a director or company management. A half of the
respondents are product-oriented only, but the second half is also service-oriented.

However, in view of a very low questionnaire return rate, these outcomes cannot be generalized, and so in
addition to that, websites of all 49 addressed companies were analysed from the point of view of provided
services connected with their products. For the outcomes, see Tables 3 and 4.

Table 3 The outcomes of the website analysis - relative frequency related to 49 answers [%] [own study]

Company Legal form | Total Czech Czech Innovation Service Services Registered
size based company firm branch dep. dep. capital
on the

number of | joint-

employees | stock | Ltd. % Yes| No [Yes| No | Yes | No | Yes | No| Yes | No [1000K¢]
small 2 16 18 16 2 0 18 0 18 14 4 14 4 100 -112 700
medium 6 33 39 37 2 10 29 6 33 29 10 | 29 10 | 100 - 67 100
large 35 4 39 33 6 8 31 4 35 27 12 | 31 8 |10-12400 000
not specified 2 2 4 4 0 0 4 0 4 4 0 4 0 |240-2000
Total 45 55 100 90 | 10 | 18 82 10 90 73 | 27| 78 | 22 (589, 687)

Table 4 The outcomes of the website analysis - relative frequency related to Company size [%] [own study]

Company size based | Legal form |Total| Czech |Czech branch | Innovation | Service | Services | Registered
on the number of company firm dep. dep. capital
employees
joint- Average
stock |Ltd. | % |Yes|No| Yes No Yes | No | Yes | No | Yes | No| [1000K¢]
small 11 89 | 100 | 89 | 11 0 100 0 100 | 78 | 22 | 78 | 22 | 13,436
medium 16 84 | 100 | 95 | 5 26 74 16 84 74 | 26 | 74 | 26 | 13,407
large 89 11 | 100 | 84 | 16 21 79 11 89 68 | 32| 79 | 21 [1,500,882
not specified 1 1 100 1 0 0 1 0 1 1 0 1 0 |1,120
Total 45 55 | 100 | 90 | 10 18 82 10 90 73 | 27 | 78 | 22| (589,687)

Table 3 implies that the Foundry association members are mainly large enterprises in the forms of a joint-stock
company with the average registered capital of CZK1,500,881,579 and a limited liability company of a medium
size from the point of view of the number of employees with the average registered capital of CZK13,407,684,
which however comparable with small companies. The majority of them are Czech companies (90 %). Only
10 % of the company websites mention the existence of an innovation department, but 73 % of the companies
have an independent service department. Table 4 shows that the existence of a service department and the
provided services do not depend on the company size.

The most important area relating to servitization is provided services. Regardless of the company size, the
websites of all three groups of companies included the following services: adjustments of delivered models;
machining of material/products and their surface finish, as the case may be provided in cooperation; complete
product service, services adjusting the product-blasting, hot machining, product pickling and passivation of
stainless steel products, sanding and polishing; ingot machining, ingot varnishing, dividing of material into
required dimensions, roughing of penetration and pressure tests, ingot attestation under TDP, quality check,
measurement and tests, tensile tests, calibration of machined parts, consulting and advisory activity,
development and production of a prototype, manufacturing and modification of moulds, 3D model production,
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logistics services, shipping in accordance with the customer’s requirements; arrangement of transport, storing,
packaging and unspecified services.

In addition to that, medium-sized companies offer. complete services from development and construction of
ingots, through production of moulds, selection of the cast iron type, refining, cladding, casting and machining,
to the final product in accordance with the customer’s requirements; assistance with product development,
arrangement of all required tests and attests, dimension check by scanning, 3D ingot measurement, simulation
of ingot solidification and filling, complete services in the area of product deliveries, turn-key products; complete
solutions for just-in-time deliveries to all countries worldwide, advisory services in the area of metallurgy,
repairs of damaged graphite electrodes, refurbishment of slide valve closures of ladles; maintenance,
production of special packages in accordance with the customer’s requirements.

Large enterprises also offer a welding school; complete services of high quality in the area of sub
subcontracting for the automobile industry, a segment of fittings for building and other industries; complete
machining, a complete service from product optimization, through production of tools and facilities, casting of
semi-finished products, machining, assembly, to handover of a tested product; fork-lift truck rental, ensuring
vtools for the period of the product life-cycle, the possibility of laboratory and technical service testing;
calculations, mountings, reconstructions, modernization of giant machines and handling technologies;
calibration laboratory services, maintenance of technological facilities, material preparation external services,
spare parts; permanent product and service development; specialized service, product and repair deliveries in
accordance with particular requirements. What is also apposite is the statement of one of the companies: We
would do a half of our work if our services ended with development of foundry technologies or production of
tools or ingots. To be able to prepare the final product for its final use, it is necessary to conduct a number of
additional operations, a lot of which we can ensure directly at our plants, and we buy the others directly from
specialists.

5. CONCLUSION

Servitization is a process giving products an added value distinguishing them from the competitors It
represents innovative development of an organization, where a company not only offers products, but it can
also provide its customers with complex product systems. Servitization thus places greater emphasis on the
customer’s value for the company than on the product technical specification and features Primarily, it
concerns the B2B market and is mostly used when a product reaches its maturity stage, which results in a
decrease in the income. In the event of successful introduction of a product-service system, services can
become a source of income and profit, they make sure that the customers are satisfied and support the
corporate growth.

The process of servitization requires investments, a change in the corporate attitude, significant financial
means and strong confidence, a new abilities for development of advanced product lines with a new offering
in the market, innovation of the product and of the manufacturing and operating processes, market-oriented
service development; identification of customer needs for development of new product-related services,
relationship-based marketing; a clearly defined service development process; creation of an independent
service innovation department; specification of service culture and relating willingness to invest sources into
business activities in the area of services, significant changes in the areas of technologies, culture,
organizational structure and corporate processes and also coordination of various entities involved in the
supply chain.

It is obvious from the above overview of the services that the companies offer a wide portfolio of conventional
services relating to the product technical specification and properties, consultancy, quality, repairs, logistics
services, etc. However, some of them, mainly medium-sized and large enterprises, offer advanced services
closely related to the product in cooperation with other entities of the supply chain. In the future, a number of
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them could provide their customers with an ability, rather than with a physical value. An example can be seen
e.g. in lending fork-lift trucks, repairs of damaged graphite electrodes, refurbishment of slide valve closures of
ladles; calculations, mountings, reconstructions, modernization of giant machines and handling technologies,
permanent product and service development, ensuring tools for the period of the product life-cycle,.
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