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ABSTRACT

Many scholars have called for a close investigatibservice issues in B2B markets (e.qg.,
Zolkiewski and Lewis 2003, Parasuraman 1998). Tésgarch project was designed to explore
how customer understanding is created in indudiriak, especially in service innovation and
development. Its theoretical background stems fsemices marketing and B2B marketing.

According to Ford (2009), an IMP concept of serviglates to specific problems and
uncertainties of both counterparts rather tharetwegal characteristics, offerings or problems of
either or both of them. However, in this study tbeus is on the suppliers’ side of service(s) and
service development. The purpose of the paperssrdinize the change in industrial networks
and customer interfaces in the context of radimabvation, in this case in an industrial service
company changing its business logic from a produeited to a customer oriented producer.
This is done by discussing earlier studies abalitahinnovations reported in the literature and
by reporting the findings of a Finnish case stuslyuking on industrial B2B services that support
customers' business processes.

The results indicate that the transformation fromdpct-oriented to customer-oriented
business-driven service providers is a necessithapfion of the new mentality, i.e., customer-
dominant logic, and the adaptation of the actigitieeded to become customer oriented are still,
however, in their infancy. The study also indicétes raising the level of the research on radical
innovation from an operational level to a stratefgicsiness model level is needed.

Keywords. Radical innovationindustrial service development, Customer understand
Networks



INTRODUCTION

The role of services and their significance to etoic growth and employment is constantly
growing. To gain competitive advantage, companiagehto innovate and implement new
service strategies. Thus, the focus of businesseshifting away from tangibles towards
intangibles such as skills, capabilities, inforroatiand knowledge as service innovation and
development processes differ from traditional peidaonovation processes in being more fuzzy
and unpredictable. Especially studies with a seraigented approach start from the notion that
services are distinctly different from manufactgrieind that service innovation has features that
requires new theories (Coombs and Miles, 2000; €adgallouj and Weinstein, 1995; Sundbo,
1997; Sundbo and Gallouj, 1998; van der Aa andrigjfr2002).

The complexity of the service is associated withgpecification of the content of the
service. The work of the IMP group has considesstlises as one part of an offering and there
have been some studies on business relationshiplyiimg the supply of services (Ford 2009).
According to Ford, an IMP concept of service reddtespecific problems and uncertainties of
both counterparts rather than to general charatitesj offerings or problems of either or both of
them. However, in this study the focus is on thepdiers’ side of service(s) and service
development.

The number of B2B service offerings is highly dser There are, for example, facility
services, financial services, logistics and transpion services, knowledge intensive services
and professional services. Common to all are swfice characteristics as intangibility,
inseparability, perishability and heterogeneityeTdomplexity of the service is associated with
the specification of the content of the servicertfi@rmore, in contrast to goods, the interaction
between the customer and the supplier is extendexughout the period during which the
supplier provides services to the customer compemtlyservices are produced and consumed in
interactive processes between the parties. (foremeee Mittila 2008). Salle, Cova and
Dontenville (2000) identified four types of servigterings “surrounding” products of industrial
products manufacturers. Two of them were alreadssgmted by Mathieu (1999), namely
services which support the supplier's product (S8RJ services which support the client’s
actions in relation to the supplier's product (SS&)ich Salle et al called SSC1. Two new types
of services found were services which have no tirek with the supplier’'s product but which
help customer activity and market position (SSQ&J aervices which support the customer’s
network (SSN). According to the writers, the latt86N) are used mainly by companies which
sell complex systems and equipment (project margetind system selling field). Our case
company belongs to the category SSC2.

In industrial service networks, the customers argawizations that have different
procurement strategies and complex demands (étzsjrRimons et al 1998; Jackson and Cooper
1988). The importance of considering the viewpoift customers in overall success of
contemporary and future organisations generally.,(eSkyrme 2002; Kahn 2001; Day 1999;
Narver and Slater; 1990), and from the perspecaifianovation process more specifically, has
been emphasized by numerous authors (e.g. Lag@s Joshi and Sharma 2004; Salomo,
Steinhoff and Trommsdorff 2003; Leonard 2002; Coop899, 1996). The development of
products and services that customers find attra@nd useful is a prerequisite for organizational
success. Inasmuch the development, implementatonirmprovement of industrial services
often needs high focus on customer understandind) @etwork interactions, relational



considerations and the involvement of customergplgers and specialists in the development
and implementation processes are becoming incigdggintical for a company’s performance.

The purpose of this paper is to scrutinize the ghan industrial business networks and
customer interfaces in the context of a radicabuation, in this case a service supplier turning
from a product oriented to a customer orientediserproducer. This is done by discussing
earlier studies about radical innovations repomeithe literature and by reporting the findings of
a case study focusing on industrial B2B servicas shipport customers' business processes.

The Finnish case company is an industrial servioenpany that specialises in
environmental management and property and plarmgastigervices and is a leading supplier of
wood-based biofuels, recovered fuels and recyced materials. With operations in Finland,
Sweden, Latvia and Russia, the company employ9%46sons. Net sales in 2010 amounted to
EUR 598 million.

The paper is organized in the following way. Aftee introduction, there is a short
literature review concerned with radical innovatidrhen, the methodology of the empirical
study is presented and the description of the casgany is introduced. Finally, the findings are
discussed and conclusions with considerationstaféuresearch paths are presented.

LITERATURE REVIEW

A service provider is often required to customieeviees to meet individual customer needs and
to respond positively to changing customer requamis. Changing customer needs, rapid
technology development, and increased competitiore dhe service providers to continuously
innovate and to focus on the creative use of telogyo knowledge and networks in order to
provide services that create value for a customan Riel and Lievens 2004; Kandampully
2002).

Innovation in general is a process that may resuiiew or improved physical products,
extended products (Kuusisto and Meyer 2003), newingoroved internal processes and
organization, or improved networking, marketing aades, etc. (Tidd and Hull 2005). In the
area of industrial services, some literature exwmtsthe development of services when a
manufacturer changes its role to become a serviceider (Paloheimo, Miettinen and Brax
2004; Windahl, Andersson, Berggren and Nehler 2@Bdran and Pedrosa 1998); on the
development of performance-based service strateiesnar and Markeset 2007); on the
challenges faced in outsourcing industrial servi@dsrdin 2006) and on the design and
development of product support and maintenanceegiador industrial systems (Markeset and
Kumar 2003). However, there is a need for studmscerned with the role of customers and
customer understanding in service innovation.

What is aradical innovation?

Researchers are not unanimous on the formal defiratf radical innovation (Dewar and Dutton
1986; Ehrnberg 1995; Ettlie, Bridges and O’Keef84;9Green, Gavin and Aiman-Smith 1995).
The definition of Green, Gavin and Aiman-Smith (29thcorporates four dimensions. They are
technological uncertainty, technical inexperiermgsiness inexperience and technology cost.
Leifer (2000) defined radical innovation as an waion that creates an entirely new set of
performance features; improvements in known peréorre features of five or more times



greater; or a significant (30% or greater) reductiocost. In 2002 McDermott and O’Connor
defined innovation as a new technology or combamatif technologies that offer worthwhile
benefits. According to them, major (or radical)onations require new skills, level of market
understanding, leaps in new processing abilitied,systems throughout the organization.
Lately, Story, Hart and O’Malley (2009) discuss thtationship between resources and
competences required for radical innovation inab®motive industry. They state that prior
research on product innovation does not foregrabadpecifics of “radical” or “discontinuous”
innovation.

In the service sector, according to de Wries (200%) important insights from the
demarcation studies are the problematic distindbetmveen radical and incremental innovation,
because changes in services might be a resultoddtean, revolution, disappearance,
appearance, association and disassociation meata(@allouj and Weinstein, 1997; Sundbo,
1997; 1998); and the problematic distinction betwprduct and process innovation, because
services are acts or processes instead of profaatouj andWeinstein, 1997; Hauknes, 1998).

Incremental innovations are typically extensionsuaent product offerings or logical
and relatively minor extensions to existing proesg®ewar and Dutton 1986; Ettlie, Bridges
and O’Keefe 1984). Radical product innovations lagdhe development or application of
significantly new technologies or ideas into maskibiat are either non-existent or require
dramatic behavioural changes to existing markets@mott and O’Connor 2002).

Effectively developing radical innovations, themefois critical to the long-term survival of
many of today’s firms.

Are product and service innovations alike?

There has been a lively discussion in the liteeatur the specific characteristics of products and
services (Lovelock & Gummesson, 2004; Vargo & Lystf04; Zeithaml, Parasuraman &
Berry, 1985) and implications for the marketingcgidine. Other authors (e.g. Griffin, 1997;
Hughes & Wood, 2000; Johne & Storey, 1998; SifillEvangelista, 1998) have studied how
service and product characteristics affect newisemand product development (see Drejer, 2004
for an overview).

According to Nijssen, Hillebradd, Vermeulen and Ke(B006), the literature shows that
the development of new products and services haxdnm common, but also that internal
organizational factors seem to be more importaat(inew) service development than in a (new)
product development context. Contrary to manufaoguiirms, most service firms are not
characterized by major R&D departments (Djellal &llGuj, 2001). Service innovation involves
the development of new procedures and conceptsrriétan new core technology (Preissl,
2000). Together with the organization of new sexwdevelopment around customers' market
pull, this suggests a smaller role and influencthefR&D department in service development.

Stevens and Dimitriadis (2005) conducted a longitaidccase study of a bank and a
retailer. Their findings led to a proposition ofm@del of new service development comprising a
strong organizational learning process. The resiltse study revealed an informal
development process consisting of a sequenceudsds solve and decisions to make. They
also identified multiple learning actions and stigas that enhance the process’ effectiveness
and efficiency. In Stevens and Dimitriadis’s studgtors participating in service development



were general management, marketing departmentniattton systems department, project
teams, other departments and distribution network.

Gallouj and Weinstein (1997) were among the firgake the synthesis approach in
studying innovations. Their approach is based prodel in which services and goods are
represented by four vectors of characteristicscamdpetencies; vectors of outcome
characteristics, the provider's competenciesptiogider’s technological characteristics and the
client’'s competencies. The writers define innovats any change affecting one or more terms
of one or more of the vectors. Based on this foisatibn Gallouj and Weistein distinguished six
modes or types of innovation which can take placgme of all parts of the service, namely
radical -, improvement -, combinatory (architecturaformalisation - and ad hoc innovations.
(Gallouj and Weistein 1997; de Wries 2006, Droédjifebrand and Forcada 2009).

Droege et al (2009) discuss the novel conceptidfae innovations. De Wries (2006)
defined ad hoc innovations as “the interactive i@pconstruction of a solution to a particular
problem put forward by a client”, (de Vries 2006,1039). According to them, this type of
innovation in services is criticised by scholarstsas Drejer (2004), who argued that, due to the
non-repeatability of ad hoc innovations, this i @ innovation in a Schumpeterian sense
(Drejer, 2004). However, De Vries (2006) concepiuatoadened Gallouj and Weinstein’s
original model and tested it in the course of a bernof case studies. He concludes that ad hoc
innovation can in fact be regarded as a valid tfganovation. (Droege et al.2009).

Success factors of innovation

De Brentani (1989) identified four distinct perfante factors that are associated with new
service success. Each dimension represents aneindept approach to gauging the success or
failure of the service projects. They include Saes market share performance, Competitive
performance, “Other Booster” and Cost performange.strong market- and marketing-
orientation is key to achieving a high level of €&abnd Market Share. Marketing-orientation
within the firm is essential as wellhe pre-sale of a new service to frontline persgnmbo
have contact with potential clients, and are inedlwith different functional specialities in the
innovation process, plays a key role in gainingketacceptance. Finally, choosing projects that
fit to the firm’s core line of services and bendfibm its marketing proficiencies (e.g., sales
force) are significant coefficients in Sales andrkéa Share success.

For the Competitive Performance dimension, the damti success variables are
innovativeness and superior quality. As with Saled Market Share Performance, success on
the competitive dimension also requires an undedstg of market needs and good internal
marketing. In addition, formal pre-launch testin§ the new service to make necessary
adjustments and eliminate bugs is closely linkegetiting a competitive edge.

Projects characterizing successful “Other Boostierim of new service development
performance are usually expert, auxiliary serviaesed at the company’s existing client base.
The new services are highly synergistic with then® management skills, reputation and
financial resources and take advantage of avaikpert and customer contact personnel.

New service development projects that score hightten fourth success factor, Cost
Performance, are improvements or modificationsxgdting services. These services also tend to
fit well with available resources, including prodoa and marketing, financial, expertise and
managerial, producing important cost efficienci@ther projects that improve Cost Performance



are new services that respond to peaks or valleysustomer demand. Good internal
communications and employee involvement in the estagf the new service development
process are essential for success in this dimension

Van Riel, Lemmink amd Ouwersloot (2004) studiechkigchnology service innovation
success. According to them, external success faodfiect, for example, how well a new service
addresses opportunities and threats in the mank&toament, or how well a new service
complements or supplements existing products amices. External success factors are
perceived immediately by the customer as benefitseohew service. Internal success factors,
associated with the firm’s competencies, affectarast benefits only indirectly (Storey and
Easingwood 1993): Evidence was found that the céemge to innovate (Menor et al. 2002), the
organization of the firm’s new service developmentpss (Cooper and Edgett 1996, Froehle et
al. 2000, Storey and Easingwood 1998, Sundbo TP®&8and Stuart 1997) and an appropriate
organization structure and decision architecturaiB and Stalker 2001, Cooper 1992, Tushman
and O’Reilly 1996) contribute substantially to imation success. Other internal success factors
are the amount and quality of conducted marketarebe development speed, technological
advantage, and synergy between the new servictharatganization, e.g., economies of scale
and scope that can be reaped by sharing resougt@edn new and existing services (Storey and
Easingwood 1998).

Business model innovation

Earlier studies seem to have studied service infamsand new service development from the
service as an outcome or service as a processegt&p Here, another perspective is taken by
moving from tactical and operational to strateghell of service. For the purpose of this study,
radical service innovation is defined as the cozaéind implementation of a new way of acting
within the firm and in the marketplace. This magaabe labelled as business model innovation.
According to Johnson, Christensen and Kagermand8(2gery little formal study has been done
into the dynamics and processes of business megelapment. They identified two reasons for
that. The first is the lack of definition and themetthat few companies understand their
existing business model well enough. “So they dkndw when they can leverage their core
business and when success requires a new busineet’rtibid, 52). However, according to
Johnson et al., a 2005 survey by the Economisllifgace Unit reported that over 50% of
executives believe business model innovation veitldime even more important for success than
product or service innovation.

According to Johnson et al. (2008) a business moaeists of four interlocking
elements which, taken together, create and delaleie: customer value proposition (CVP),
profit formula, key resources and key processele‘@ustomer value proposition and the profit
formula define value for the customer and the compaaspectively; key resources and key
processes describe how that value will be deliveésdzbth the customer and the company” (ibid,
53).

How to manage innovations?

Innovation projects may arise in response to marketistomer feedback or direct competitive
threat. They may also arise from an identified reairleed and from technology based ‘big



ideas’ and what they can offer to the marketpl&€onnor 1998). Most breakthrough
innovations require long-term (typically ten yeardonger as stated by Morone 1993)
development time and millions of dollars of investih Due to the longevity of a project there
may be turnover among development team membersemdr management. These, coupled
with other exogenous events, add to the unprediityat the process (Rice, O’Connor, Peters
and Morone 1998). Furthermore, the newly develgpeduct or service is so distinct from
current and existing activities within the firm thilae process of bringing the product or service
to market may not closely parallel that of any Brgs products or services within the firm.

McDermott and O’Connor (2002) identified three imatton management themes:
market scope; competency management and peopésisBue choice of market scope is an
early differentiator in managing radical innovatimmcesses. First kinds of radical innovations
serve to strengthen the firm’s position in familiaarkets by bringing breakthrough technologies
and new services to them and advancing the stdate@rt by big leaps. For the second type of
radical innovations the market is not clearly idged or developed. However, “while these are
the riskier and more uncertain efforts, they asdhes with the potential to the organization in
new directions that provide rich platform for growit(ibid,, 427).

As to competency management, radical innovatiaescst firms beyond their current
scope of capabilities. Tuschman and Anderson (188§yest that competencies may be
enhancing, i.e., they further a firm’s leadershagipon though the extension of strengths.
Competences may also be destroying as they replastng strengths and incumbent firms.
McDermott and O’Connor (2002) found an additiona¢pomenon: competency stretching. This
stretching took the form of the firm moving to axndirection.

With respect to the role of individuals in radigahovation, McDermott and O’Connor
(2002) identified the issues of leadership roles,dcomposition of the team and informal
networks.

Due to the critical contribution of alliance pantmén radical innovation, project
managers devote significant time and effort inifigdpartners for the purpose of accessing
competency based resources, and negotiating apguepelationships. Also, managing
relationships for competency development is a coimyg challenge as identified by McDermott
and O’Connor (2002). In addition to managing exaépartners, project leaders work to manage
interfaces between the radical project and the stia@am organization.

Next, we move on to study the empirical evidenfckos the case company has changed
its relationship management in an attempt to rdigiganovate its service orientation.

METHODOLOGY

We employed the IMP approach to study the case.IMike(Industrial/International Marketing
and Purchasing) Group introduced the Interactioprdach to industrial markets (Hakansson
1982). The focus of the approach is on a two-peetgtionship, but the approach can also be
applied to a multi-party relationship. Accordingresearchers outside the IMP, Vargo and Lusch
(2008), in a collaborative model of value creatame party does not produce value while the
other consumes (or destroys) value. They recipipcalcreate value, with each party bringing
their own unique resource accessibility and intexdpisity into that process. Vargo and Lusch
refer especially to the work of the IMP group asnbein head of creating understanding in
business marketing (e.g., Hakansson and Prenkdé#)2®ccording to them, particularly



noteworthy in this regard is the actor, resourcgividy (ARA) model (e.g., Hakansson and
Snehota 1995), which is relatively effortlessly nswphic with the resource
integrator/resource/service model of service-domtig&-D) logic.

The empirical data for the study at hand was ctdbb@s a part of a research project
aiming to enhance customer understanding in indisgrvice innovation and development. The
main empirical evidence comes from a service coypaming to change their whole business
from product oriented to customer oriented. Thie ba considered a radical innovation at a
strategic level because the orientation is newoth the company and the market.

We interviewed four representatives of the casepaom. From the industrial solutions
division we interviewed the key account managepaasible for customer relationship at the
tactical level, the customer director responsilide ¢ustomer relationships at the strategic
company level and the business director who isomrsiple for two business areas: industrial
cleaning and environmental management solutions. féarth interviewee, the sales manager,
represented the service development unit that i@esv and develops services for shops,
supermarkets and shopping centres. The first ierwith the key account manager, the
contact person of the research project, was an imperview conducted by four researchers from
our side. The other interviews were conducted wigemi-structural interview guide.

All the interviews were recorded and transcribHae first analysis was conducted using
the ARA (actors, resources, activities) model. €af#ter, the data was analysed according to
different themes, such as capabilities, servicestorners, service innovation and development,
information management etc. in order to build godeederstanding of the case.

THE CASE

Services of the company

Services and products provided in Finland inclua@renmental management services, support
services for properties and plants such as indlistiies, shops, supermarkets and shopping
centres, office support services and environmgmadiucts. In Sweden the company provides
cleaning and office support services, as well agdne services for the food industry. Waste
management and recycling services, as well as idgamoffice support services and
environmental products are provided in Latvia, amdRussia the company provides waste
management and recycling services, cleaning andea$upport services, maintenance services
for outdoor areas, as well as environmental pradudhe case company is the leading
manufacturer of recovered fuels and wood-basedibisfin Finland. Its operations promote the
recovery of waste and by-products.

Services offered to industrial customers vary aTsius, also the production of different
services and their costs vary. Waste managementeaydling services require equipment and
fleet and thus fuel expenditures are high. In dlegrfor instance, wages are the biggest cost.

The maintenance of properties and plants requiresiymkinds of professional
competences. Competences materialize in cleaningces, damage repair services, industrial
cleaning, property maintenance, maintenance ohieahsystems and wastewater services.

An example of new service solutions is a Shoppiegtt® -product. It is an easy and
flexible service package including support servitfmsa shopping centre. The package, which



consists of maintenance services for indoor andamutareas as well as office support services,
promotes the business of the shopping centre bingapecial attention to the comfort of the
businesses and their customers.

Service innovation and development

There is a service solution unit in the corpordsdreadquarters with two persons who look for
customer needs. Service development in that unitaisly about combining existing services to
make them look more customer-oriented, i.e. taipnieady modules to fulfil each customer’s
needs. However, strategic service development petisp requires continuous collaboration,

not letting potential suppliers to compete on aulagbasis. What is new in the customer-
oriented concept is that services offered in eymstner-relationship are constantly developed
together with the customer. Development projeces waell-defined in the unit, how they are

started, conducted and documented. This has lachew way of acting in the company. There
are multiple development projects going on withteosers. They aim at adding value to the
customer either by reducing the customer’s costisyonelping the customer better serve their
customers, for example via environmental improvemsienhe responsibility of the development
projects lies on key account managers.

The number of development projects ... | had 38 dpwednt projects last year. In
addition to our traditional workload. They were cucted with the customer. They concern our
activities on the customers’ premises. By otherdspwe develop working habits. We develop
equipment. They are common projects with customBEngre is the representative of the
customer and our representative and then somebodyanage it through. The projects are
measured by the time they take. Our aim is to cetaphe projects as quickly as possible. And
create materialised benefit for the customer andigo(Key account manager)

The deeper intercommunication there is in the cuosto relationship, the better
information the supplier gets. Concerning customésrmation for service and performance
development, the interviewees see that, at thdegicaand tactical level, they get enough
information from the customers. However, at therafenal level information is hard to acquire.
There is a challenge in getting information of heatisfied or unsatisfied customers are with
individual service performances.

From product orientation to customer orientation

Even though the company is a service providegperating mode has been product and service
line oriented. The production of services is orgadiin about ten (nine to eleven, depending on
the way of looking) service lines. Traditionallj)et company has been divided into business
units. In 1997, Finland was divided into regionajjanizations where regional managers were
responsible for all the services of the companthanregion. That was when the first thoughts
and signs of customer relationship management (CRRMgrged. They started to wonder
whether the customers’ traditional way of comparprgces and letting suppliers compete is
successful in the new business environment. In 280a&ther organizational change took place
when a new service line was established. It toale ad industrial cleaning and wastewater



services. Main customers came from wood industrgtaimindustry and refineries. Customers
saw, however, that the supplier has to take a momeprehensive perspective than just one
service line. They also suggested that a wideroresipility for the customer’s total costs should
be taken by the supplier. Thus, since the beginwihghis decade, customer relationship -
thinking increased and individual customer respahsi emerged. In 2007, the name of the
service line was changed to industry solutions @mtomer focus was officially adopted in the
strategy. ‘Industry solutions’ is division consmjiof two business lines, industrial cleaning and
environment management.

The case unit, Industrial Solutions, is far ahe&dhe other units of the company in
turning into customer orientation. They have dirgetvice production but are also responsible
for the biggest industrial customers at the complewel. The new organizational form had
existed for about 14 months at the time of therimésv (end of November 2008) as the first in
the whole corporation. The interviewees see theare#or that in their industry line. The number
of industrial customers is limited in Finland angstomers are big. The supplier does not afford
to lose any of them and the criticality of the cuser’'s coverage is high. In some functions of
the corporation there are up to 100 000 customaidize yearly turnover of the customers may
be 1000. There, strategic customer relationship ag@ment is not that big an issue as in
industrial solutions. However, customer informatioanagement is important.

It is important for the supplier to know how eaalstomer positions the supplier. The
supplier has classified customers in four categoriehey are Basic customers, Supporting
customers, Key customers and Partners (many sdme within the customership). There are
some partners with whom interaction is deep andyrsaded. With the key customers, whose
number is a bit higher than that of the partnar&rmation needed and interaction to get the
information is defined. The supplier knows lessutlibe needs of the supporting customers and
basic customers, and interaction with them is mpaetive. However, there is a need to get
feedback from service shortages and deviations.

Changes in customer relationship management

Customer relationship management ideology has dthrige way customers are contacted.
Before the renewal different services were soldséfers giving promises and other personnel
delivering them, i.e. keeping promises. Customeet op to ten sellers from the supplier
company who introduced issues in a slightly differéght depending on their service line.
Customers received multiple offers and had to natgoaind accept multiple price issues yearly.
Little by little, managers started to think to dobm the customer’s perspective. This was
triggered and strengthened by customer satisfastioveys and discussions with the customers.
Today, customers are contacted at three levetgesgic, tactical and operational.

The supplier's representatives meet the represessabf the customer in quarterly
meetings. The representatives of the supplier's ai@ the operative personnel, the key account
manager and the customer relationship managehemieetings, the relationship is guided to
reach the target stage with the customer’'s persowhe represent the same levels as the
supplier’s representatives.

At the strategic level the business manager is oresple for overall customer
relationship thinking in his unit. In addition, e responsible for some individual customers.
Strategic decision-making, as well as the developrakhis own customer relationships belongs
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to him. He negotiates with the strategic personshefcustomer company on how the parties
together develop the relationships and its actisjtabout the goal some years ahead and how to
get there. Furthermore, he negotiates within hisa @ampany about how issues are conducted
in-house. The main task of the strategic actionthefunit managers is, in addition to develop
service production with the customers, to enhawustomer-oriented thinking and mindset in his
own company so that the customer-oriented busimeskel would be adopted in all units of the
corporation.

At the tactical level there are five key accountagers who take holistic responsibility
for a customer’s continuous activities in the siggptompany. At the operational level, there is
either an operative contact person or, as in thases, a service master. The role of the service
master in every premise is well defined and custsrpay for the person. Service managers take
care of different service activities earlier takeswre by the customer’'s own personnel. For
example, he is responsible for the maintenancéeftailway to the premises. This requires an
agreement between the supplier, the customer an@a&fBorate (State Railways). This is a new
concept stemming from the new customer relationstapagement concept.

The traditional way of sending a representativemfrevery service line to deal
individually with the customer is replaced by custr teams. Teams consist of people who are
responsible for the relationship, and customer aminpersons of the service lines offered to a
certain customer. The team gets together quarterlgt least once a year to define the overall
goals for the next year.

Benefits and challenges of customer relationshipagament

Customer orientation stems from taking the cust&mgerspective in everything the supplier
does. The supplier has to ask questions such aat M/the benefit for the customer? What is the
customer is willing to pay for this?

As benefits of customer-oriented service-productibe interviewees see the possibility
to know deeper the customer’s processes and theutty to be replaced, as suggested in the
literature. They add the possibility to create newfitable business. In trying to solve the
customer’s problem, they often find possibilities hew business, possibilities they were not
aware of. Customers ask for new service solutibas ¢an be taken to the supplier’s strategy
table to find out, where they could be developedustainable business. All in all, there is the
necessity for continuous learning and developm&he only way to develop services in a
commercially sustainable way is to do it based ustamer needs and requirements.

A challenge identified in the interviews was howdffectively manage the needs and
requirements of different customers. Effectivenesquires unity, definitions and explicit
processes. It depends on individual customer’s agksales volume whether the wants can be
fulfilled. The supplier has to decide if the seesacan be individually tailored for the customer
or does the customer get basic services with swellations. Another challenge is the
measurement of individual performance in the comp&or the time being, it is too product-
oriented, whereas it should be more customer-aterdy changing the measurement, customer-
oriented mindset can be better implemented in dinepany.

The biggest challenge within the company is thek laf a digital CRM -system.
Information is scattered in memos and other docusnédne has to know whom to look for in
order to find the information needed.
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Competences needed in customer-oriented servickigiion are better understanding of
customers’ operations and processes, and whatpsriemt for the customer. Why does the
customer buy from us? To be able to get this infdrom from the customer, one has to have
social skills. There is a clear need to strengiheople’s communication skills. Even though a
customer relationship is big in volume, if it isfyperforming, it does not develop.

“When we get the customer to participate and jgititlink of the issues, then there is the chance
to develop the relationship(Customer director)

DISCUSSION AND CONCLUSIONS

Droege et al. (2009) state that ad hoc innovatawasalso easily bypassed in empirical studies, as
they are hardly ever repeated and formalised hdastandard service offering of an

organisation. Our study shows, however, that atiepido a particular problem put forward by

the client can be both radical in the terms ofrteeness both to the markets and to the supplier
and multiplied to other customers.

“An example of that kind of service is the loadinglfe service that is a part of our shop
concept. It started with the customer’s problematfbeing able to keep the loading bridge
clean and organised. Together with the customeapg®inted a person to take care of the
loading bridge and the final service model was tlgyed in interaction between the customer
and us. This happened two years ago and today we floar similar services around Finland.
We had no idea of the service possibility evendhouse knew the existence of the loading
bridge. But we did not recognise the problem uhtl customer told it to us(Sales manager)

Radical innovations exist on many levels within doenpany. Traditionally, research on radical
innovation is concerned with products (goods ovises) or production processes in addition to
marketing processes. However, firms in the indaksetting have innovated on new business
models and changed their thinking from being mattufars to being service firms in the last
decades. In the academic discussion, the shift §fooads dominant logic to service dominant
logic (e.g. Vargo and Lusch 2004, 2008) represtéshift from operational to strategic
company level thinking.

As our case shows, (also) a traditional indulsteavice company has been very product
and product line oriented. Changing a company’snass logic from product and production
oriented to customer oriented service logic isdaca innovation which takes time to be
implemented and accepted as well within the suppliganization as in the markets. This is in
line with earlier findings on radical innovatioresg. Morone 1993). The process requires not
only the supplier to position their customers Hdabdo understand how the customers position
the service provider to be able to build offeritigat the customers value. Customer value
proposition is, according to Johnson et al (200®) of the elements of a business model.

The heterogeneity of industrial services is vasie variety of industrial services needs
multiple ways of service innovation and developmdiitus, traditional ways of thinking and
conducting innovation processes and involving a&ctare not suitable for the changing
circumstances. Looking at service innovation ag@anizational learning process and utilizing
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the skills and capabilities of multiple internaldaexternal actors seem to be a more suitable
approach to the issue as suggested e.g., by Stamdri3imitriasis (2005).

The importance of information and communicatiorengeial in sustainable service and
relationship development. Much of the customernmfation and knowledge is tacit knowledge,
which is hard to explicate. To effectively utilitee transfer of tacit knowledge, communication
management is a vital part of customer knowledgateyn. When a company is collecting
customers’ personal information, trading data, gnezices, and so on, this information should be
systematically organized into communicative custokrwledge. Here we need both digital
and face-to-face organizational communication syste

The main contribution of this paper is the distioctbetween operational and strategic
radical innovations. The traditional approach ishagned with operational level radical
innovations, while it seems that strategic levedibess model innovations are needed not only in
new industries such as telecommunications andnmdton and communication technology, but
also in traditional industries. Consequently, acaidgesearch in that area is needed.

The transformation of the case company to a customented service firm seems to
have many practical challenges. Difficult issuesuiisourcing so called value services (services’
value to the customer) in a networked relationsdmp pricing, risk and profit sharing. These
issues need more scholarly research. Another Bitege area worth future research is the
different values of customers. They affect, forrapée, accepted dependence between partners,
communication among networks actors and the dofusif service innovations.

As to the results of this study, we have to beamind that the case comes from one
context. To increase generality of findings, reskan different contexts is needed.

Due to industrial services’ growing emphasis ongbhenomy not only in companies but
on the national level in Western countries, morseaech and understanding is needed in the
area. In spite of the fact that the importanceust@emer understanding and knowledge in product
and service innovation processes has long beemmemsm, its potential has not been widely
researched. This is one area for future researdditidnally, further research on the role and
practices of customer information and its utilinatin different industrial service companies and
service innovation processes is needed.
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