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Abstract

From the non-ownership perspective, service contracts decouple the transfer of benefits from the
transfer of ownership. In the non-ownership-view companies selling ownership rights of assets
operate in the domain of the goods business while those selling non-ownership rights operate in
the service business. By offering industrial services, an industrial service provider relieves its
customers from entrepreneurial uncertainties, for example volatile costs of operating a machine
or a plant. Service contracts provide the means to allocate entrepreneurial responsibilities of a
business operation to those participants with the best capabilities and capacities to bear them.
Service contracts proof most valuable when companies face asymmetric uncertainties across a
value creating network. As major implications, service contracts allocate entrepreneurial rights
and responsibilities in co-creation transactions, unlock entrepreneurial opportunities for value
creation across a business-network, provide an infrastructure for the incubation of new ventures.
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Introduction

As economies grow they transform from industrial to service economies. Consistently,
developed economies command a share of value created in services sectors of around 60-80
percent. Politicians and economists have been noting this with mixed emotions. Early-on
economists have expressed concerns, that the service sector inhibits productivity and therefore its
rise indicates economic decline — a diagnose phrased as “Baumol’s disease” (Baumol, 1967;
Triplett and Bosworth, 2003).

In the light of the recent financial crises, the current debate echoes this perspective on services.
US president Obama made a point of “bringing manufacturing back” to the US as part of his
economic re-election program (Goldfarb, 2012). In October 2012 the European Commission
announced a reversal of its initiative for industrial competititveness the outright goal to re-
strenghen the share of manufacturing (European Commission, 2012).

However, there is no strong evidence that service industries restrain growth. First, there
researchers struggle to provide a sound defintion of services: Service research has struggled to
provide a valid definition of services (Lovelock and Gummesson, 2004). The emerging "Service-
Dominant-Logic™" gaining attention in service and management research is quite tautological, as
it proposes every economic activity as an element of service delivery, with manufacturing of
goods as a special case (Vargo and Lusch,. 2004). A growing body of research is questioning
Baumol's disease: Studies regularly identify business services as the major drivers of the growth
of the service economy and also identify business services as a powerful source of productivity
gains (Triplett and Bosworth, 2003; Woelfl, 2005). From an IMP perspective, business services
form elements of networked value creation (Ford & Mouzas, 2010, 2013).

An emerging body of literature suggests that an essential characteristic of a service is the
provision of benefits without the transfer of owner ship (Lovelock and Gummesson, 2004). For
example, most people would consider selling a car as a goods business and renting a car as a
service business (Lovelock and Gummesson, 2004; Ehret and Wirtz, 2010). In entrepreneurship
research, ownership is one central institution, furnishing entrepreneurs to organize business
projects for the exploration and exploitation of business opportunities (Mises, 2007; Foss et
al.2007).

This article proposes that service contracts provide a crucial means to organize entrepreneurship
activity, by allocating entrepreneurial responsibilities thereby empowering firms to navigate
towards most promising opportunities. It contributes to the IMP-literature by elucidating the
entrepreneurial dimension of networked value creation, where current IMP-research
predominantly focuses on the managerial dimension (see e.g. Ford & Mouzas, 2013). The article
is structured as follows: The second section introduces the non-ownership perspective of
services. The third section provides an Austrian rationale for service contracts as institutional
means for organizing entrepreneurial activity. Next, the article proposes an anatomy of service
contracts based on their use in the entrepreneurial process.

As major implications, service activities are most significant in the business sectorand related to
a transformation of industries and firms. Service growth is an indicator of the transformation of
business. Policies focusing on the revival of manufacturing can succeed as long as they take
notices of manufacturing as a services platform with innovation potential and business
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transformation. If they are aiming to establish a return to blue-collar jobs, they are locking
economic potential.

Non-ownership Perspective of Services

Service research emerged as a response to phenomena of value creation that fall outside
paradigms largely focused on manufacturing businesses. Accordingly, researchers tended to
define services as specific categories of output that distinguished them from standardized,
material products. Widely-held dey characteristics of service-outputs are their intangibility,
heterogeneity, inseparability and perishability (IHIP) that reflect crucial management challenges
of service businesses (Zeithaml et al. 1985, Lovelock and Gummesson 2004). An interesting
feature of services that is not reflected in this standard categorization is revealed in the rise of
business services. In many cases, like the outsourcing of support services in our canteen
example, the substantial change when substituting internal operations by an externally sourced
service may well be the introduction of an organizational interface drawing a line between a
service provider and its client. The fundamental event that has transformed a manufacturing
support-activity into a genuine service process is the division of labor between the client and the
provider. The crucial difference is that the client has delegated responsibility and managerial
control to an independent firm.

This resonates well with one stream of service research that argues that services provide value by
liberating clients from costs and burdens of ownership (Judd 1964, Lovelock and Gummesson
2004). For example, you can enable yourself to use a car either by buying or renting one. Most
economic statistics would classify the first case as a goods business, and the second as a service
business. This is the basic idea underlying Lovelock and Gummesson’s (2004) proposition of the
rental-access paradigm of services. The main factor differentiating goods-centered from service-
centered transactions relies on the transfer of ownership rights. In this light, services are simply
transactions without the transfer of ownership rights, in contrast to trading goods for money.

In that light, services are a response to the fact that ownership burdens its holders with costs,
responsibilities and liabilities that can outweigh its benefits. As a car owner you are exposed to
fluctuations in market prices and dependent on its current location. These features make car-
ownership unattractive for the occasional transcontinental business or holiday trip, but much
more attractive for frequent commuting or spontaneous rural escapes (Ehret and Wirtz, 2010).
However, if companies perceive assets and people as a burden, why do they find service
providers who are willing to take on these responsibilities? One misleading implication of the
rental-access paradigm would be to conclude that ownership is disappearing entirely in the
service-economy. While services free users from burdens and responsibilities associated with
ownership, service providers often take over ownership and see this as a business opportunity
(Rifkin 2000). Business services build on the re-allocation of ownership from clients to service
providers, rather than mere replacing ownership. But when and why does the re-allocation of
ownership and responsibility imply benefits? This question is at the heart of three related
research streams on the theory of the firm, which we present next.

The Service economy through an entrepreneurship lens

AUSTRIAN THEORY OF VALUE AND ITS IMPLICATION FOR SERVICES

The Austrian value theory touches a common ground with both, Service-Dominant-Logic and
Property Rights Theory. Menger acted as a pioneer of subjectivist theories of value, stating that
in addition to its causal power to satisfy a need, potential users must also percieve a need, get to
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knowledge about the goods contribution to needs satisfaction and get into possession of the good
(Menger 2007; Blois, 2002).

Thus, on top of intrinsic technical characteristics of a resource, perception, knowledge and
possession are mandatory for turning an object into a good. Value may be conditioned by the
objective characteristics of a good, but is determined by subjective valuation and social
conditions (Menger, 2007; Ballantyne and Varey 2006).

This implies, that resources are bundles of multiple uses and that their value is a function of users
perceiving and valuing these uses (Mises 2007).

The marketing function is perhaps the strongest testimonial of subjectivist value theory, where
companies spend a significant share of their capital in order to spot emerging usage patterns,
influence the perception of potential users and design offerings for value enhancement of users at
a profit for business.

From this perspective, the rise of services in the course of economic development comes with
little surprise. As economies grow richer, the uses for a given resource will multiply. To the
extent that users and businesses develop differentiated modes of resource use, business activities
will focus on potential uses of resources rather than on managing the resources themselves. Not
surprisingly, the share (not the volume!) of primary resource extraction and manufacturing in
business activity shrinks in favour of the services rendered from the resource base. The service
economy is a testimonial of the subjectivist dimension of economic goods.

THE INSTITUTION OF OWNERSHIP AND THE EMERGENCE OF THE SERVICE ENTERPRISE

Economists define ownership as residual rights over an asset as well as the right to obtain the
residual income from the asset that remains after all contracts have been fulfilled (Barzel, 1997;
Grossman and Hart, 1985). Thus, owners enjoy the highest authority over an asset within a given
institutional order. Property rights theory claims that ownership becomes vital in the face of
economic uncertainties. While contracts define rights to use, change, obtain income from or sell
an asset, the owner enjoys authority and bears responsibility for all benefits and costs not
specified in contracts (Furubotn and Pejovitch, 1972). Thus, the income of the owner is uncertain
and takes the form of profit or loss (Barzel, 1987; Grossman and Hart, 1985).

Its strong roots in uncertainty bring ownership into a close relation to entrepreneurship (Foss et
al. 2007; Barzel 1987). From the property rights perspective, Barzel states that profit is the
reward of the entrepreneur for self-policing (Barzel, 1987) . The Austrian school of economics
emphasizes ownership as a mandatory condition for the exercise of entrepreneurship. Ownership
empowers entrepreneurs to put assets to the highest valued uses and entitles entrepreneurs to
capitalize the resulting profits (Mises, 2007, Rothbard, 2004; Foss et al., 2007).

Mises catallactic perspective of ownership, elaborates the crucial connection between ownership
and services: “Ownership means full control of the services that can be derived from a good.”
(Mises, 1981, p. 678). While resource users may use a service by the means of specified service
contracts, owners enjoy the authority to define the terms of resource use, including services not
yet known (Barzel, 1987; Grossman and Hart, 1985). While Mises convenes with property rights
theory that, profits are the reward for entrepreneurial control of assets, he extends this with
reference of market dynamics. Within a competitive market economy, ultimately consumers
decide about asset valuation with their purchasing decisions. Consequently, ownership is only a
benefit for those, who are able to foresee consumer decisions and employ assets to the highest
valued use. Thus, within a competitive market economy, the relationship between ownership and
entrepreneurship becomes reciprocal: While entrepreneurs need ownership in order to direct
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business projects, competition forces owners to exercise entrepreneurial functions if they want to
preserve the value of their resources (see Mises, 1981, pp. 678-680). As entrepreneurs want to
become owners in order to direct their business projects, competition forces owners to act as
entrepreneurs if they want to preserve or increase the value of their assets.

The expansion of a capital using economy enforces the differentiation between the domain of
owner-entrepreneurs who control the deployment of resources to business projects and resource-
service users whose are mainly interested in purchasing specified services rendered from the
resource base for consumption or production purposes. In this perspective, the rise of the service
economy indicates the allocation of ownership rights to entrepreneurs and specific rights to
resource-Uusers.

The role of ownership in the direction of business projects

Ownership grants its holders residual decision rights over the related assets and entitles the rights
to capitalize the residual income from these assets. Both elements are vital for the entrepreneurial
process of the exploration and exploitation of business opportunities.

OWNERSHIP AND THE EXPLORATION OF BUSINESS OPPORTUNITIES

Residual rights over an asset empower entrepreneurs to explore new uses for an asset. Ownership
has a technical and an economic function. Backed by ownership rights, designers, researchers or
engineers can engage in exploration of opportunities, by modifying and experimenting and
applying assets (Lewin, 1999; Shane and Venkataraman, 2000). Thus, ownership provides the
legal resource to abuse resource and identify sources of value.

The economic dimension relates to the market value. On competitive commodity markets,
market prices gravitate towards the marginal cost. As a consequence, entrepreneurial profits
shrink towards zero. Entrepreneurs will find business opportunities beyond the domain of
commodity markets shaped by intense competition (Lewin, 1999; Lachmann 1977; Chiles et al,
2007, 2010). Thus, ownership provides the backbone where entrepreneurs recombine resources
in the hope to realize higher valuation compared to current market prices — the domain of the
firm. Within the domain of the firm, entrepreneurs recombine resources (or in Austrian terms
“higher ordered goods”) to consumer products (“lower ordered goods™). Or in plain words, firms
transform resources from commodities acquired on markets into means of production for the
provision of future products. Ownership constitutes the legal backbone for the production.
Engaging in production provides entrepreneurs with the opportunity to explore new modes of
value and thereby identify profit opportunities. However, mere recombination does guarantee
neither enhanced value nor success.

OWNERSHIP AND THE EXPLOITATION OF BUSINESS OPPORTUNITIES

Ownership grants its holders the rights to define specific rights and the terms of access and use
of assets. Thus, ownership rights provide the backbone for entrepreneurs to design service
offerings, and negotiate the terms of trade. Property rights theory states four core categories of
property rights: The right to us an asset, to change it, to obtain income with it and to sell the
object (Furubotn and Pejovitch, 1972). The residual rights empower their holders to specify
rights to their assets and price them in order maximize the value (Barzel, 1994, Grossman and
Hart, 1985). As part of commercial activities, owners will seek to define a bundle of rights to use
services of their asset base in a way that maximizes the value of the asset.



SERVICE CONTRACTS AND THE STRUCTURE OF PRODUCTION

Service contracts reflect the entrepreneurial dimension of the division of labour. Ownership
rights allocate entrepreneurial responsibilities and entitlements to the entrepreneurial actor, and
access-rights to service benefits to resource users (Foss et al, 2007; Mises, 2007; Casson, 2005;
Endres and Harper 2010; Harper and Endres, 2012).

One fundamental form of division of labour is that between the household and the firm. As the
organizational domain of consumption, the household’s members’ main interest is on the access
to services. As the domain of the organization of production, members of the firm are
predominantly interested in the domain for new types of outputs and the means and processes of
production. The domain of consumer services reflects this division of labour between household
and firm. The transformation of consumer goods into consumer services sectors reflects the
transfer of entrepreneurial responsibilities from the domain of the household to the domain of the
firm (Mises, 2007).

A good example is private car ownership. A household may buy a car to serve its transportation
needs. The technical design will call for provision or energy, that in theory the household could
maintain itself. In economic reality, a service system predominantly comprising of filling stations
has emerged to address that need. Technically, a household could (and some do) care for the
technical maintenance of a car. Again, in reality a service system of parts suppliers and garages
serves this. Households with funding needs might transfer the ownership of the car to rental or
leasing companies. Not least, in urban areas, a growing range of households is starting to
delegate car-ownership to car-sharing schemes. To various degrees, all these services build on
the delegation of ownership rights from the domain of the household to the domain of the firm. It
is hard to imagine car-transportation as a feasible means of transport without the delegation of
substantial ownership rigths from the domain of the household to the domain of the firm.

SERVICE CONTRACTS AND BUSINESS ORGANIZATION

Businesses can also use service contracts to allocate entrepreneurial responsibilities and profit
opportunities. By using service contracts, those firms who are in the best position to exercise the
role of the entrepreneur, can assume asset ownership whereas firms residing on using the asset’s
service close service agreements with the providers. The service contract allocates the role of the
entrepreneur to the service provider and the role of the resource user to the service client. The
provider takes on the entrepreneurial responsibility related to the asset and therefore is entitled to
capitalize the residual income. By the same token, clients can use the services of the assets for
their business project, without taking entrepreneurial uncertainties.
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Figure 1: Business services and the co-creation of value (adapted from Quinn, 1992)

Thus, service contracts empower managers to define the domain of entrepreneurship within a
value network (see figure 1). Historically, companies started this practice by outsourcing
activities like IT-management, logistics or marketing services to specialized service providers
(Quinn, 1992; Arora et al. 2004; Chesbrough, 2011). Gradually, companies have been expanding
the scope of external service providers for example to contract manufacturing or external R&D
to the extent that almost any relevant business operation can be hired as a service (Quinn, 1992;
Ehret and Wirtz, 2010).

As a consequence, companies have been moving to more fine-grained ownership constructs. For
example, airplane-engine manufacturers like Rolls Royce have opened up service businesses by
selling power-by-the-hour contracts to airlines. By the means of the service-contract, the
provider takes-on responsibility for the technical risk related to engine performance. As
compensation is based on engines under operation, the provider has an incentive to detect early
and resolve fast interferences to flight operation. In practice, airplane engine manufacturers
invest in an engine tracking-system and a communication network enabling them to direct
maintenance teams to the fast resolution of issues related to flight operation (Ehret and Wirtz,
2010).

This contractual construct frees the management of the airline to focus its attention on those
operation that presumably show the highest impact on business performance, like positioning of
the airline, establishing and maintaining a network, customer service or branding. Engine
manufacturers get additional profit opportunities by offering services. However, this requires the
move of the strategic focus from selling modules to a service operation. As a consequence,
manufacturers prioritize investments into the reliability of airplane-engine operation, backed by
information technology and maintenance. These investments have the potential to benefit both,
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the airplane by getting an improved efficiency of airlines and the service-provider by getting a
profit opportunity.

Anatomy of Service Contracts

Understanding services as offerings of benefits without the transfer of ownership opens a new
perspective on the entrepreneurial dimension of services. Ownership is a vital institutional
resource for entrepreneurs (Mises 2007; Hayek, 1973). Ownership entails residual rights over a
resource (Barzel, 1987; Foss et al. 2007). Thus owners enjoy the highest legal authority over an
asset. This is vital for both, the exploration and exploitation of profit opportunities (Shane and
Venkataraman, 2000). Entrepreneurs holding residual rights can experiment with and recombine
resources in order to explore value propositions that are not available on product markets, for
example in a research lab or in an IT garage. For exploitation, residual rights entitle the
entrepreneurs with the freedom to sell them according to their conditions. One characteristic of
ownership rights is a vital pillar to service businesses: The freedom to define so-called specified
(“attenuated”) rights for an asset and sell them to paying clients (Grossman and Hart, 1985).
Owners enjoy the right to define specified rights that entitle other parties to use the assets under
specified conditions for example the payment of service-fees or certain rules of conduct.
Examples are a landlord owning a house and offering rental contracts for specific flats, a car
rental company, owning the cars and offering rental contracts to car hirers or a machine
manufacturer offering rental options for industrial companies.

Provider — Entrepreneur Client — Resource user

Residual Rights Specified Rights

Exploration: Exploitation:

Experiments, R&D| Terms of use
Residual Income: Fixed Fee for defined benefits:
Option on profit/ Exposureto loss Insurance against loss

Figure 2: Anatomy of service contracts

Residual rights have a vital income aspect. The holder of residual rights is entitled to pocket in
the residual income flowing from an asset that remains once all legal obligations related to the
asset have been met. In the positive case, the owners’ residual income turns into profit, in the
negative case it turns into a loss.



This structure makes service contracts a vital legal instrument to allocate entrepreneurial
responsibilities in relation to an asset (see figure 2). Owning residual rights of an asset,
entrepreneurs enjoy the right to put them to the highest valued uses in exchange for bearing the
uncertainties related to failure and potential loss. From the client perspective, service contracts
provide a vital means to enjoy benefits related to an asset without bearing related entrepreneurial
uncertainties. As soon as clients are able to define benefits they aim for and feel capable to judge
the financial value of related services, the service contract becomes an attractive option.

In a service transaction the client enjoys the right to obtain a benefit from the provider, at a
specified quality in exchange for paying a specified price. The provider offers the obligation to
deliver benefits for the client as defined in the contract in exchange for a contractual agreed
service fee. For the provider the contract is an option to make a profit: the transaction turns into
provide as soon as the costs are below the revenue flowing from the transaction. The service
client acquires the

Explorative Study Biolncubation

METHODOLOGY

We built three main datasets to categorise UK biotechnology incubators and their tenant
companies. The desk based ‘UK Life Science Start-up Survey’ provides long term view on life
science start-up companies across the UK from 2005-2011. It contains data on 474 spin-out
companies and examines the start-date of companies, industry type, the region in which they are
based, which university or company (if any) they have been spun out of, which incubator they
are based in and the amount of external finance that has been secured.

The desk based ‘UK Biotechnology Incubator Survey’ provides a more detailed examination of
the characteristics of 22 UK biotechnology incubators, the types of technical support on offer,
physical details of the incubator such as size, and a breakdown of the incubator ‘tenant mix’ in
terms of business model, company type and start-date. The ‘UK Biotechnology Incubator
Survey’ is a snap-shot of the industry taken between December 2011 and January 2012 and also
contains data on 357 tenants companies. This survey is supplemented by 12 semi-structured
interviews with CEO’s and Directors of UK biotechnology incubators.

The web based and postal ‘Incubator Tenant Company Survey’ was administered between
November 2012 and February 2013 and contains data on 85 tenant companies from 12 UK
biotech incubators. This survey collected performance related data for individual tenant
companies, such as number of employees, turnover and external funding secured since entering
the incubator, the number of patents filed, products and services launched. The survey also
collected data regarding the types of support services used by the company, business model used,
location of founders and levels of contact with universities, hospitals and other companies in and
beyond the incubator.

KEY OBSERVATIONS

Explrotive analysis of available data reveals the following key-observations. Start-up companies
operating in regions with lack of access to venture capital employ service-based business models
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in order to create cash-streams. Biotechnology incubators support the formation of service-
business-models with various non-ownership services from office space through non-ownership-
offerings for laboratories and technical equipment. Business incubation networks employ service
contracts for the creation of new-ventures and

Conclusion

From an Austrian perspective the rise of the service economy is a systematic feature of the
evolution of an entrepreneurial market economy.

1. The driving force of the expansion of markets are entrepreneurs who explore new uses of
resources. Thus the rise of services indicates that a given resource base is put to an
increasingly diversified array of uses as expressed in specification of service contracts.
The service economy is a logical expression of the enhanced diversification of value
creation we would expect in the course of economic growth.

2. Service contracts are the result of the division of entrepreneurial responsibilities. In a
service-relationship, the owner exercises the role of the entrepreneur while the client
takes the role of the resource user. Providers relieve clients from the burden of ownership
by the means of service contracts in exchange for the option to make a profit. The rise of
the service economy indicates the restructuring of economic organization in the course of
economic growth, by transferring entrepreneurial responsibilities from households to
firms (in the case of consumer services) or between firms (in the case of business
services).

3. To the extent that economic growth stimulates competition, we can expect a reversal
effect of between ownership and entrepreneurship. The more owners operate in domains
under competitive pressure, the stronger will be the force to transfer ownership to actors
with the highest potential to explore and exploit business opportunities.

In the entrepreneurial perspective, the service sector is rather the result of the division of labour
in the course of economic development, than some new form of output or a new logic of value
creation. The entrepreneurial perspective provides a consistent explanation, why a substantial
share of service activity takes place within the manufacturing sector itself.

Implications

IMPLICATIONS FOR INDUSTRIAL MARKETING

Network perspectives play a prominent role within industrial marketing. Within these
approaches, entrepreneurial governance has not played a significant role. Contracting approaches
(e.g.Grossman & Hart 1984; Ghosh & John, 19991) refer to governance efficiency, while others
relate to resource-base or network dynamics from a management perspective (Ford & Mouzas,
2010; Hakansson et al., 2009). The IMP-perspective largely focusses on the managerial elements
of networked value creation (see for example Ford & Mouzas, 2010). The service
entrepreneurship perspective complements this by highlighting entrepreneurial uncertainty as a
key factor affecting networked value creation and the use of contracts to orchestrate business
networks. The crucial contribution of the entrepreneurial networking perspective outlined here, is
to elucidate entrepreneurial governance as a driving force shaping the structure of networks and
emerging business relationships and markets. The currently rising interest in open business
models and networked modes of value creation is partly a response to the allocation of
entrepreneurial responsibilities.
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IMPLICATIONS FOR SERVICE RESEARCH

Service has become a vital and vibrant research domain that makes significant contribution to the
advancement especially in the management and marketing disciplines. However, service
researchers still struggle to provide valid and meaningful definitions of services (see Lovelock
and Gummesson, 2004). The pioneers started by defining services by highlighting phenomena
where goods-dominant marketing or management approaches ran on empty, like outputs
characterized by intangibility, heterogeneity, inseparability of production and consumption and
perishability (IHIP). While these concepts opened perspectives of crucial but hitherto unnoticed
features of value creation, they failed to found a valid definition of the service area. The rise of
services has inspired researchers to propose a Service-Dominant-Logic that highlights that
service relates to the quasi-universal phenomenon that economic activity is only valuable to the
extent that it renders service to consumers (Vargo and Lusch, 2004). In the Service-Dominant-
Logic, every economic activity is rooted in service provision. While the Service-Dominant-Logic
transcends limitations of the pioneering IHIP approach, it is largely tautological. If everything is
a service, what is the contribution of a service-logic? In the face of the emergence of a service
economy, such a service dominant view is unable to explain the observation the move towards
services in the course of economic growth
The contractual perspective paves a way for a meaningful as well as valid definition of service.
The contractual view roots service as an element of a crucial everyday problem of both,
business-actors as well as consumers: The sharing of entrepreneurial uncertainties and profit
opportunities between service clients and providers. The contractual perspective reveals the force
of the entrepreneur in the rise of the service economy. Entrepreneurs contribute to the rise of the
service economy.
The contractual perspective helps also to root the service phenomenon to the initial observation
that stimulated the emergence of the service-domain, that vital economic activities take place
beyond extracting resources and manufacturing products. The contractual perspective opens the
avenue to elucidate the role of entrepreneurial activity in the rise of the service economy.
Entrepreneurs drive the rise of the service economy in three ways:

1. They identify new services rendered from resources

2. They transform uncertainties of managing assets, relieving clients from burdens of

ownership.
3. They stimulate the re-allocation of resources of an economy towards the highest value-
contribution potential.

The entrepreneurship perspective unveils a systematic force in the rise of the service economy
that has gone unnoticed by service research so far.

IMPLICATIONS FOR PuBLIC PoLICY

The wide-held view of inferior productivity effects of the service sector is ill-founded. The major
share of the rise of the service sector takes place in the domain of business (Woelfl, 2005). The
growing demand for business services results from a re-organization of companies in order to
draw business activity closer to value creation opportunities. In that regard the rise of the service
sector is a feature of entrepreneurial activity (Ehret and Wirtz, 2010). However, another insight
from the contractual view is that manufacturing itself is a vital element of the service system.
The wide-held view to conceive services as intangible forms of value creation is misplaced. In a
contractual perspective the share of tangibles in value creation does not matter. The service
phenomenon is largely driven by the need to allocate entrepreneurial rights and entitlements in
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line with value creation opportunities. So there might be forms of manufacturing revival which
are a consisting feature of the rise of the service economy. However, these could take forms not
predicted by economic policy, potentially disrupting traditional forms of manufacturing and
stimulating new industries and domains of job creation (Anderson, 2012). However, these are
likely to take forms that are not predicted by policymakers. By the same taken, economic policy
has largely under-estimated the role of service sectors for innovation and growth. Service-
domains like banking and video-gaming have become industries that stimulate technological
development and growth as well in the manufacturing sector.

MANAGERIAL IMPLICATIONS

Strategic management is currently moving its focus of attention from product strategy towards
the design of business models (Zott and Amit, 2008; Chesbrough, 2011). The service economy
provides a vital backbone for this move. Based on a service economy, managers have gained an
increased flexibility to navigate their business towards the most promising profit opportunities
(Quinn, 1992). As almost any business function can be hired as an external service, companies
can focus on specific domains in order to excel. The reverse applies as well: In the context of the
service economy, those companies who are relying on mediocre internal service-provision are
likely to be punished (Mises, 2007). While academic research has revealed salient features of
that characteristic, managers will feel short of systematic explanations of business model design.
However, service-entrepreneurship reveals a useful maxim in support of management activity:
Identify uncertainties that your company is better prepared to manage than the competition.
There will be many different factors that impact these uncertainties. But two likely important
ones are the provison of innovative services not established on the market yet and the
consolidation of business operations. The first is apparent in novel service offerings established
by service companies, such as internet search or building global communities. Here
entrepreneurs expand the service-base of an economy. The other direction is the consolidation of
redundant resources and activities under the governance of a business service provider, like in
outsourcing arrangements. Here the entrepreneurial contribution of the service provider to reduce
the entrepreneurial scope of business clients, by taking on activities that have lost direct
relevance for position offerings. This is a direct consequence of standardization and
commoditization of business activities in the economic market place. However, an industry-wide
transfer of ownership of ownership to business service providers hands incentives for
investements into efficiency and quality improvements that would be absent within the domain
of integrated firms.
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