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This indicates that there is sufficient 
room for improvement in multiple 
areas. Therefore we present this report 
which shows that managing your after 
market position pays off, both in 
terms of top line revenue and profit
ability. The following insights will 
give the opportunity to learn from 
excellence in the aftermarket: 
■ What is the level of innovation 

expected in the HT marketplace?
■	 Why is the customer experience 

changing?
■	 What does the leading practices for 

service management look like?
■	 What is the business case for turning 

service management on its head?
■	 What are best practices in terms of 

cost containment?

In the HT industry a separation can 
be made between conventional and 
‘best in class’ brands, The impact of 
these ‘best in class’ brands play out in 
various segments of the HT industry 
with their disruptive leading practices. 
Our analysis is therefore relevant as a 
learning opportunity to inspire any 
player that faces legacy in their service 
management model or for those who 
want to remain ‘best in class’. 

Preface

Current times are much focused on 
innovation. The high tech market has 
a strong driver for innovation as it 
determines the competitive position of 
many companies. In the area of serv
ice management the level of innova
tion shows a different picture. In this 
report we present some of the leading 
practices we have found while work
ing on several assignments in the high 
tech (HT) market (and in its sub seg
ment, Printing & Document Handling 
(PDH)) in the field of service manage
ment. Research shows that these lead
ing practices have come to flourish in 
the industry over the past decade. 
Today they are what gives leading 
brands their competitive edge.

New business models and strategic 
concepts are piloted in the market 
place giving positive financial results. 
Among our studied group of players 
we have measured remarkable differ
ences in important financial parame
ters like revenue levels and cost struc
tures. Additionally we found a high 
level of strategic innovation in the HT 
market. However, implementing this 
drive of innovation seems to remain a 
challenge. 

Joost Bleize
Head of Service Management 

Bernhard Helders
Global Sector Leader 
Manufacturing, Retail & Distribution
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1 Management summary

Several strategic trends in service 
management are generating sizable 
benefits for those companies that have 
moved to accommodate, leaving their 
competitors to fall behind despite the 
general upwards trend in their  mar
ket segment. These disruptive trends 
and leading practices are making 
inroads into service management for 
the Printing & Document Handling 
(PDH) market. Some of these are typi
cal for service in the PDH industry; 
others are also seen in service for the 
wider high tech (HT) arena. 

In this research fifty HT companies 
have been taken into our analysis. 
Although the concept 
of selling 

the product as a service seems to be 
obvious, the HT market still needs to 
make a huge shift towards customer
centric thinking. We were quite sur
prised to notice that still 70% of the 
companies have a costcentric approach 
to the organizational set up of their 
aftermarket business model. This old 
style of thinking is about to change; in 
our research about 50% of the players 
have indicated that they will 
change their service manage
ment business models in 
the next five years.  
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Therefore we foresee a significant 
change in the market within this 
period  of time. On the other hand, 
service management executives do not 
consider their environment as particu
larly innovative; they rather wish to 
learn from excellent peers. This 
research shows that companies struggle 
to implement their need for innovation.

Our financial analysis of the aftermar
ket business for various companies 
shows a great deal of variance within 
the market players. There are players 
with a global aftermarket services 
position with:

■ a global aftermarket revenue level 
between 8% and 70% of total reve
nues;

■ a relative cost level for provisioning 
this service within the range of 55% 
to 69%.

This proves that there are significant 
differences both in the aftermarket 
revenue levels and cost structures 
among the HT companies. From the 
peer analysis we can derive that 
compa nies either have a peer best in 
global IT or in global logistics opera
tions. We can conclude that there is a 
lot of room for improvement for all 
players. Needless to say IT invest
ments generally lead to lower overall 
service operation costs.

PDH generally features two types of 
companies:
■ the conventional pure PDH players 

who have always been active in the 
PDH market. This type has con
quered its share of the market slow
ly, one region at a time. Innovation 
has traditionally been focused on 
product technology. Their sales and 
service focus is regional.

■ the more generalist, globallyoriented 
high tech brands that have moved 
into various segments of the HT 
market; PDH is only one of their 
arenas. Their sales and service focus 
is global. These HT brands have 
applied various new approaches to 
service management that are bring
ing them success throughout their 
business model, and in doing so 
they present a challenge to the con
ventional pure PDH players. 

Since the international companies that 
buy PDH products are increasingly 
moving to globalscale business mod
els, we expect that the regional outlook 
in conventional PDH will no longer 
suffice. An urgent redesigning of these 
regional service models is advised. 

There are innovative players in the 
PDH industry. We wish to discuss 
what the innovations have in com
mon: they are not product innova
tions, but process innovations and 
innovations affecting the corporate 
business model.

We have found the following innova
tive leading practices:
■ transformation of the service depart

ment from a cost center to a P&L 
responsible strategic business unit 
(SBU);

■ selling the product as a service, the 
service as a product; 

■ ‘mashups’ in service management: 
the ‘mashing up’ of first party and 
third party services through com
posite applications to create new 
services;

■ 3PL Outsourcing of increasingly 
critical processes;

■ increased outsourcing of service 
management, as product life cycle 
progresses. This eventually leads to 

We must ask the question 
where this innovative 
behaviour is going to 
come from.
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multibrand insourcing models for 
service supplier companies. At the 
same time, other brands become 
edgetype brands or singleproduct 
brands;

■ industrialization of service by 
emphasizing on online support and 
selfhelp, in order to reduce onsite 
visits.

The above amounts to a rethinking of 
both the process and the business 
model of service management. In our 
view these enhancements make an 
evolutionary model that ranges from 
an imperative stage and culminates in 
what we call ‘excellence’. For those 
companies that have achieved (ele
ments of) that stage of excellence, 
major benefits can be reaped. This 
business case calls for a strategic repo
sitioning of the service department. 
There is not a Chief Service Officer 
(CSO) yet, but it is imaginable. 
Service should take a larger share of 
the ownership of the customer rela
tionship since it is an important 
source of customer intelligence. 
Customers increasingly expect this, 
and they will reward organizations if 
those expectations are met.

The value in the leading practices listed 
in this paper is not merely implicit. 
The relative differences we found 
between best and worst examples in 
the industry amount to (in cases) 
multiple percentage points on various 
financial parameters.
 
Capgemini bases the vision in this 
report on client engagements, several 
benchmark studies, interviews and 
observations in the field that have 
taken place in the last five years.

Management summary 7



2 Market insights and trends in 
service management

2.1 European sales in PDH 
We start by introducing some sales 
projections for the PDH market. As 
figure 1 shows, sales for PDH in 
Eastern and Western Europe are 
expected to grow at a robust CAGR of 
20% for the next five years: Product 
sales in PDH are increasingly dominat
ed by multifunctional printing (MFP) 
units, with demand for conventional 
singlefunction printers and copiers 
declining. Western Europe dominates 
the market for all product segments, 
primarily due to the size of the econo
mies. 

It is safe to say that the service dimen
sion of the customer relationship will 
remain important if not crucial in 
brand perception by the customer, 
because MFPs are known to be service 
intensive products.

2.2 Differences in orientation
The players currently leading in the 
PDH market come from different 
backgrounds. As a general distinction, 
we can say that there are several com
panies that have expanded into the 
international market as specialized 
PDH brands. Then there are a number 
of players who originate from a more 
generalist HT market. These compa
nies may have started out selling com
puters or mobile phones or whatnot, 
but at a certain point they expanded 
their operations into PDH. This trend 
of growing multiproduct superbrands 
is visible throughout the HT market, 
and is not a new phenomenon. It does 
mean that, for the traditional PDH 
specialists, the rules of the game are 
changing. 

Figure 1: PDH product sales projections per category, EMEA1
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It is interesting to see that whereas the 
original PDH companies built their 
market share one region at a time, the 
more generic HT giants have deployed 
globally uniform business models 
from the outset, as can be seen in 
figure 2. This is not a blackandwhite 
distinction; some original PDH com
panies have successfully upgraded 
their business model to span the globe 
uniformly. Our prediction is that the 
companies, that today are still region
ally oriented, will have to find a busi
ness case for maintaining that region
alism, or upgrade to a global model to 
stay in the competition.
 
2.3 Innovator outlook in PDH
Our research shows that most compa
nies in PDH strive to implement inno
vations as soon as they emerge in the 
market. Hardly any of the executives 
we interviewed wish to be a ‘maintain
er’, which is of course understandable. 
However, most players appear to look 
for innovative strategies outside their 
own company. There is only a minori
ty that classifies itself as an innovator. 
However, curiously enough, the vast 
majority of players, of both PDH and 
HT origin, wish to become a source of 
innovation in five years’ time, as 
shown in figure 3. Our immediate 
question upon hearing this response is 
where this innovative spark is going to 
come from. 

Of course, this is exactly why we have 
drafted this report. We wish to suggest 
some innovative strategies that are 
already being applied to the PDH busi
ness model by leading players in HT.

Figure 2: Orientation toward service management: PDH versus HT2

Figure 3: Most players in both PDH and HT strive to be innovators in five years time2
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Figure 4: (Sub-)processes in service management3 
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The logic of the aftermarket 

Service, in its conventional form, is an 
imperative business process, executed 
on a tactical level. It comprises all 
activities necessary to maintain and 
restore the functionality of a product 
during its useful lifetime. These activities 
are also referred to as aftermarket 
services. The domain of aftermarket 
services can be broken to the detailed 
activities mapped in figure 4. Where the 
activities take place in a multichannel 
context; call centers, internet and field 
representatives. 

On the tactical level of service 
management, there are a number of 
‘crucial to master’ as indicated by 
service department executives in the 
Printing & Document Handling (PDH) 
industry. The following issues take the 
lead:
1. inventory management
2. planning and forecasting 
3. order management/administration 
4. procurement 
5. distribution

10
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Figure 5: Strategic levels in service management4
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Holistic view

This report aims to address service 
management in a more holistic manner. 
Figure 5 presents this holistic view, 
placing the service management 
processes  in the strategic context of 
the business model under which service 
is managed. Placed in a top-down 
order, these four levels together make 
up the whole business model of service 
within a brand company. 

If a service management business 
model is altered, this has a profound 
effect on each of the other layers 
(applications, physical distribution 
network, business processes, et cetera). 
It is crucial to begin at the strategic 
level, however, before rearranging the 
tactical configuration.

We would like to stress that the leading 
practices we are advocating in this 
paper involve a rethinking of the service 
business model. This report should 
inspire the reader to rebuild the service 
department into a more profitable item 
on the balance sheet.

 Products the way we see it



2.4 Service management in 
a strategic context

The trends we discuss here take place 
in the wake of several trends currently 
defining, leading the market. These 
trends are not just visible in PDH, but 
also very much in other areas of high 
tech. Some are even occurring through
out the b2b market (and b2c, although 
this is beyond the scope of this report).

2.4.1 The New Experience in 
 practice 

As described in our TechnoVision, 
upcoming technologies could enable 
companies to leap frog to their desired 
situation. New innovative technologies 
are available to unlock IT applications 
(and possible 3rd party services) and 
mash these with other available web
services into a highly personalised 

web 2.0 user experience, centered 
around the information workers’ spe
cific needs. As a leading innovative 
group, we have for instance imple
mented such a mechanism on the 
iGoogle platform for our customers. 
The interface as such looks like a 
modern form of a dashboard, but the 
power is behind it. This platform 
becomes interesting to deliver new 
functionality (available in webservices) 
at significant lower investment levels 
than by changing proprietary legacy 
applications in common ERP or CRM 
environments. Figure 6 is an example 
where a user has live reporting from 
various sources, geographical informa
tion, email inbox, access to specific 
user groups mingled with other rele
vant sources of information in one 
single user interface. 

Figure 6: Source Capgemini Products5

5. iGoogle™, Capgemini Technology, 2008
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2.4.2 Brand experience
Customers, both in b2b and in b2c, 
are demanding higher levels of service. 
The virtual distance between the cus
tomer and the brand is shrinking (fig
ure 7). The difference between a prod
uct and the service provided by that 
product is diminishing. Instead we can 
see customer experience moving 
beyond the traditional division of 
sales, marketing, product and service 
as separate experiences. Instead these 
experiences are merging together to 
become a brand experience that is ide
ally organic and must be unilaterally 
positive, across the board. This calls 
for better repositioning of service into 
Customer Relationship Management 
(CRM) strategies.

2.4.3 Time-to-market
The life cycle for most products has 
been shortening dramatically for the 
past few years. Brands launch innova
tions at shorter timestomarket than 
ever before. A simple contract renewal 
in the mobile phone business is 
enough for customers to request the 
latest model mobile phone: similar 
trends will affect PDH. This amounts 
to a challenge to reposition service 
into Product Development and 
Product Lifecycle Management (PLM) 
strategies.

2.4.4 Hardware becomes 
 commodity

The added value of technological 
superiority is shrinking. No great leaps 
in the basic process of PDH are yet to 
be expected and as a result technology 
is rapidly becoming a commodity. 
Customers no longer primarily decide 
based on technological specifications 
and unit price, but also very much on 
the basis of the brand’s service model 
and after sales reputation. This is a 

threat especially to the more conven
tional PDH players, since these have 
long relied on technological superiori
ty for their success. This too is a chal
lenge in the CRM stream.

2.4.5 To an ecosystem
Commercialofftheshelf (COTS) solu
tions for technological challenges are 
rapidly making inroads throughout the 
high tech market. Companies in PDH 
have long prided themselves in devel
oping everything inhouse: parapher
nalia, operating manuals, firmware, 
software and the like. This attitude is 
changing, and rightfully so, because 
the quality of COTS solutions has 
improved so much that these are now 
applicable to handle even the most 
complex business processes. This 
trend amounts to a challenge at the 
Supply Chain Management level.

Figure 7: The product purchase and aftermarket experience are one6
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3 Leading practices in service 
management

In our research, we found several 
leading practices that are being imple
mented or have been implemented by 
successful players in the PDH indus
try. Some of these are found with 
more than one company, others were 
pioneered by one particular player. 
Some of these take place at the strate
gic level, others are rather more tacti
cal changes to the operational model. 
But all of the trends and practices list
ed below have helped the companies 
achieve their leader status or attain a 
certain payoff.

3.1 Successful transformation
Forerunners of the PDH industry are 
turning their service department into 
a profit & loss responsible strategic 
business unit, making it effectively the 
chief owner of the customer relation
ship after a sale has been concluded. 
This strategic repositioning of the ser
vice department is widely pursued 
by the leading players in PDH, 
as shown in figure 8. Both 
hard  for example IT  

7.  Roy Lenders and others, A new Industrial Service Age, Capgemini 2007
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and soft  for example social  tools 
are employed to migrate to this new 
service paradigm. Aside from the 
empowerment that service staff can 
experience with such a change of sea
sons, it also brings into play a very 
real urgency in designing more effec
tive and more efficient service models.

One such example is what we call the 
‘Value Based Service Model’. When a 
service request comes 

in, the service agent will determine 
the customer’s profile, which is differ
entiated by customer value; the ser
vice level agreement; the skills 
required for the repair; the technician 
with the required skills, and the tech
nician’s availability; the tools, parts, 
and information required to complete 
a task; the correct process (for exam
ple, part return, credit or chargeback); 

and the best time and route to use to 
reach the customer.

3.1.1 Empowering the field
The selling and communication skills 
in field service agents is one key in 
moving forward. Technicians in the 
new concept of service need to be 
taught a minimum of communication 
skills and soft selling techniques. 
Rather than being expected to become 
salespeople, they are made aware of 
opportunities to help the customer, in 
ways both profitable to the company 
and beneficial to the customer. In this 
way, the service department starts 
actively adding to sales revenues, 
without losing track of the overarch
ing goal of providing an excellent ser
vice experience.

3.2 Selling the service as a 
product

Parallel to the customer trend men
tioned earlier in paragraph 2.4.2, the 
product and the service are up for a 
farreaching merger of concepts. 
Customers no longer distinguish 
between durables and consumables, 
and neither should the brand. The 
difference in conceptual scope is siz
able, as figure 9 shows.
 
Below are some of the secondary 
trends that this idea paves the way 
for.

3.2.1  Intelligent ‘add-on’ service 
contracts

Service contracts are getting leaner 
and more flexible. An old adage for 
Black & Decker sales people is that 
‘we don’t sell power drills, we sell 
holes in walls’. Similarly, companies 
like those that built the fighter jet 
Joint Strike Fighter are currently 
pushing sales models that no longer 

7. R. Lenders and others. A New Industrial Service Age, Capgemini Consulting, 2007/Strategic Business Research Group 
Capgemini, India, 2007

Figure 8: Categorize service organization; today and in five years7
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center around buying the actual 
plane, instead, what is bought are fly
ing hours: this of course includes the 
plane for these hours, but also the 
fuel, landing and takeoff slots at 
desired airports, servicing, et cetera. 
In short, all actions related to the 
product are seen in the light of a ser
vice being provided. Similarly, the 
PDH industry’s most innovative play
ers build their sales contracts around 
prints realized, rather than the num
ber of copiers or MFPs (Multi
Functional Products) installed. A uni
versity, for example, will know that 
the recurring ‘exam week’ requires 
peak printing volumes for specific 
MFPs within the already existing gen
eral service contract (SLA). To accom
modate, an elevated service level is 
calculated into the sales contract for 
those days. ’Addon’ contracts or 
‘underonehour’ hour service guaran

tee peak printing capacity at those 
intervals.
This does not mean that every cus
tomer gets a separate, custom made 
contract. Rather, a limited contract 
range is applied across the globe. 
Within these contract models, high 
levels of flexibility give the customer 
the freedom to experience the PDH 
product to their satisfaction.

3.2.2 Infinite consumables
Part of the PDH as a service trend is 
the supply of consumables on an as 
needed basis. This means that, 
because consumables such as paper 
and toner are part of the printing pro
cess, there is no separate billing for 
toner cartridges or reams of paper. 
The brand company also acts as a 
onestop shop for these consumables 
in this setup.

8. Capgemini Consulting, 2007

The desire is growing 
to transform service 
departments into SBUs.

Figure 9: The customer definition of service has broadened significantly8 
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3.2.3 Zero down-time guaranteed
Intelligent firmware, preinstalled at 
the factory, quietly measures environ
mental parameters at the customer 
site, and makes prognoses about 
upcoming service requirements. Using 
this technique, which some brands 
call ‘sixth sense’, it is possible to virtu
ally eliminate downtime. 

3.3 ‘Mash-ups’ in service  
management

The increased use of advanced web
based technology and open standards 
brings with it an extensive standard
ization of and public access to busi
ness processes. The overlay of services 
over and across one another by way of 
online IT, to form metaservices, is 
called a mashup. The term mashup 
originates from the music scene, 
where the overlaying of bits and 
pieces of existing music together cre
ates a new tune. Mashups as a busi
ness concept arose most famously 
when the framework for Google Maps 
was made open to the public. 
Hundreds of thousands of companies 
all over the world have since used that 
framework and mashed it together 
with their own product. Recently, 
such mashups are also benefiting 
vendors in the supply chain as well as 
consumers and brand companies. 

3.3.1 An example
The parts allocator for a high perfor
mance manufacturer of ball bearings 
recently gained an unprecedented 
insight into where in the world certain 
parts in its inventory are at a certain 
time. By way of a mashup, using the 
Google Maps API with track & trace 
warehousing technology, this manu

facturer’s customers can instantly see 
the locations of its own personnel and 
the specific parts that the products 
they purchased need. When an eleva
tor in a hotel in Kuala Lumpur fails, 
the elevator company can log into the 
manufacturer’s own web application 
to track a replacement part nearby, 
and place a request for this part at this 
location. Down time is brought to an 
absolute minimum9. 

3.3.2 Revolutionary service models
A worldwide manufacturer of 
vending machines for hot and cold 
beverages now equips all products 
with remote UMTS casting of internal 
conditions. A Sara Lee beverage vend
ing machine will be equipped with a 
UMTSready component that is capa
ble of contacting a member of the 
repair crew autonomously.  
When alerted, the repair person 
arrives and knows, by scanning the 
building, which vending machine is 
having difficulty, and the exact nature 
of the problem.
The mashing together of applications 
and services also makes revolutionary 
combinations over service models 
possible. Multibrand service models 
occur when service processes for mul
tiple brands are merged into one, the 
result of which is then perhaps 
sourced to a third party. Various 
examples of this business model exist; 
in some cases it has led to a feedback 
loop that results in standardization of 
spare parts design. Multiproduct ser
vice models also emerge: one party 
insources service operations for an 
entire chain of products, based on a 
common product denominator.
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9. This specific mash-up solution was largely envisioned using Capgemini’s own RApid INnovation (RAIN) Facility,  
where state-of-the art technologies help map the possibilities for mash-ups in a given company’s ecosystem. 



3.4 3PL outsourcing of increas-
ingly critical processes

Webbased technology can be used to 
design and optimize internal business 
processes. What is now seen is an 
increasingly firm refusal to invest in 
‘bricksandmortar’ unless such invest
ments support the core corporate 
competence. This drives the design of 
a supply chain that is controlled and 
optimized by means of stateoftheart 
webbased technology, the reins of 
which rest with the company. 
The execution of the supply chain, 
however, is carried out exclusively by 
3PL partners: no company personnel 
touches any product as it travels 
through the supply chain on its way 
to the customer. This socalled Virtual 
Supply Chain (VSC) has so far shown 
a tremendous performance record, 
both in cost efficiency as well as in 
effectiveness. See figure 10 for an 
illustration.

The key is to invest in eyes, while out
sourcing the hands. Using control 

tower technology and track & trace 
capability combined with smart ware
housing, the brand company can 
know exactly where the product is at 
any given time. This makes for such 
levels of control that the actual han
dling of the product itself is up for 
outsourcing.
 
In a virtual supply chain, this real
time information is the key advantage 
provided, not only for the company, 
but also for the 3PL executing the 
supply chain, and last but not least for 
the customer to whom orders are 
shipped. Customers have an increased 
need for real time information. To 
allow for a webenabled solution, this 
player operates with its lead logistics 
provider (LLP) through electronic net
work & interfaces tools.

This virtualization of the supply chain 
is driven for a large part by innova
tions in ‘hard’ technologies such as 
the following:
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Figure 10: The ‘Virtual Supply Chain’10 
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10. The Virtual Supply Chain, Prof. dr. M. van Vliet, Capgemini Consulting, 2006
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■ Activity Based Costing (ABC) 
approach to warehousing;

■ track & trace capability throughout 
the supply and distribution chain;

■ control tower insight capabilities.
Only a deep, detailed and realtime 
insight in one’s distribution network 
and inventory can allow for leaving the 
actual handling of the product in third 
party hands. Another example of this is 
an increasingly wellknown brand in 
up market electron microscopes, which 
uses such deep insight applications to 
outsource its entire production pro
cess. All the brand company really 
keeps to itself are the patents for its 
product, its R&D and its brand mar
keting and sales activities. 

3.5 Increased out- and in sourc-
ing of service management

As both the technologies that bring 
new products, and the products that 
spring from these technologies age, 
we are seeing a trend towards out
sourcing that goes farther and farther 
up the value chain. This is most true 
for service management. For young 

and ‘edge’ products, the brand com
pany has an interest in keeping a close 
eye on service, to eliminate teething 
problems and learn from the daily 
handling of the product. As the prod
uct and its internal technology ages, 
the learning curve flattens out. Service 
management moves from being 
‘eventdriven’ to ‘lump sum driven’, as 
shown in figure 11. Based on installed 
base, failure rate, geographical spread 
and cost of spares, a fixed lump sum 
is paid in return for service delivery 
till endoflife.

This process is given a sizable boost 
when the service department becomes 
profit & loss responsible, because an 
ever calculation in terms of return on 
investment comes into play. Brand 
companies are compelled to start focus
sing on ‘edge’ products, where returns 
on investment in service are maximal. 
The extreme form of this development 
is single product focus, where the ser
vice department will take care only of 
highly specialized service operations for 
one or two edge products.

As the product and its 
internal technology ages, 
the learning curve  
flattens out.

Figure 11: Service becomes lump sum driven as life cycle progresses11
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11. M. Pruijmboom, Service Management Point of View, Capgemini Consulting, 2007

 Products the way we see it



Figure 12: Enhanced on-line portal and manned help desk to reduce site visits 
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3.6 Industrialization of service
A portal for online support is basically 
a large, automated repository of sup
port information made available and 
kept uptodate by the company. 
Customers can download basic soft
ware, drivers and check their warranty 
and service contract status from the 
portal. Only if the customer’s problem 
cannot be resolved through free 
online support, a manned call center 
is deployed, as shown in the process 
diagram figure 12. This call center 
identifies a customer through the 
unique Service Tag number. A well
maintained database builds over time 
with details of product, service con
tract, warranty, et cetera, for each cus
tomer. Call center agents follow and 
run preconfigured remote diagnostic 
tests to identify and eliminate the cus
tomer’s problem. These tests are par
tially made available by way of remote 
diagnostics technology that is factory
installed in the product hardware.

Once the problem is established, any 
remaining software problems are rec
tified over the phone. Hardware prob
lems are addressed either by sending 
the customer a new spare or by send
ing an inhouse technician to the cli
ent. No charge is levied for call center 
support, only the incidental hardware 
spares ordered are charged, and only 
if the product is no longer under war
ranty.  
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4  The business model for service 
management

We researched the financial impact of 
the leading practices in the previous 
chapter and found that indeed there 
are several sizable benefits. The reader 
should be fully aware that the figures 
belong to genuine players and they 
have been rendered anonymous for 
the sake of discretion. 

4.1 Cost components
After researching the profitability of 
the aftermarket revenue of players 
across the industry it is clear that the 
financial performance of industry 
players can be quite different. The 
margins range from 31% to 45% of 

the aftermarket revenue and confirm 
the relevance and need for innovation 
in service management. As an intro
duction towards a more detailed cost 
analysis, we have defined the opera
tional cost components in the after
market operations. Figure 13 presents, 
a visual overview of these cost compo
nents resulting in an indicative margin 
of 33% for this example. Key opera
tional costs components in the 
aftermarket are:
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■ service costs
■ IT costs
■ logistics
■ warehousing
■ procurement
■ salaries

Service costs 
Cost of service can range from 14% to 
20% and an effort should be made 
not to exceed 18%. Research indicates 
that if the cost of service is high, it 
directly affects all the other costs like 
transportation, insurance, field staff, 
overheads et cetera. Hence, the key to 
maintain margins is to minimize cost 
of service, which can be done primari
ly through contracting or outsourcing 
service delivery. If companies depend 
on servicing their clients through in
house sourcing, then cost of recruit
ment for technicians, aftermarket pro
fessionals etc rises. Therefore, leading 
players in the market outsource their 

12. Capgemini Business Research Group, Mumbai India, 2008

Figure 13: Aftermarket cost components in PDH sector12

33%

18%

5%

10%

5%

23%

6%

% of aftermarket revenue

■ Service costs
■ IT costs
■ Logistics spend
■ Warehousing
■ Procurement
■ Salaries
■ Average margin

service to third parties especially in 
countries where they do not have a 
direct presence. Key costs included in 
service costs are:
■ salaries of service engineers
■ transportation by the OEM to ware

house
■ communications
■ furniture & all office equipment
■ insurance
■ other office overheads

IT costs 
Cost of IT can range from 3% to 5% 
and single time investments can range 
from 10% to 15%. Investments in IT 
are primarily done to expedite the ser
vice process. IT helps in coordinating 
field technicians with the clients, pro
curing updates with onsite need for 
spares and customer details. IT invest
ments result in better management of 
aftermarket and administrative activi
ties. 

Cost of logistics and warehousing 
Research shows that these costs range 
from 15% to 20%. This is dependent 
on the location of the vendor and the 
procurement schedules. If the procure
ment schedule is quarterly or half 
yearly, then economies of scale save 
the cost of transportation. Tieups with 
local transportation and warehousing 
service providers also have positive 
cost effects. Warehousing is a major 
contributor towards the cost of logis
tics as warehouses need to be auto
mated and integrated with overall sys
tems. 

Cost of procurement 
Cost of procurement contributes to 
almost 25% to 35% of the aftermarket 
costs. Procurement of the parts is often 
done by one’s own organization’s 
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headquarters or third party compo
nent suppliers. The cost level of this 
component is highly dependent on 
the ability to have an efficient delivery 
of various products which are needed 
for operations. 

All these cost components are highly 
interrelated which makes it challeng
ing to create an overall efficient cost 
structure. Saving costs in one area 
often leads to an immediate cost 
increase in other parts of the opera
tion. However, implementing new 
business models and concepts, lead to 
higher customer satisfaction resulting 
in more revenues and a sustainable 
competitive position in the long run.

4.2 Benchmark analysis
Our general conclusion is that, while 
service management is traditionally 
cost centric, certain companies are 
currently generating vast revenue in 
the service domain through intelligent 
approach to the aftermarket. Figure 
14 presents an overview of peer worst 
and peer leading practices which 
result in differences in the financial 
outcome. There is a great deal of vari
ation, in the absolute revenues gained 
from aftermarket operations as well as 
in the percentages of global revenue. 
In other words, there exists a wide 
variation of business models and these 
bring widely varying results. 

The business model behind service management 2�

From the cost components discussed 
in the previous paragraph, we com
pare service, IT and logistic costs as it 
shows interesting observations in the 
market. For comparison purposes we 
have selected a set of six companies. 
These are randomly chosen global 
brands currently operating in PDH. 
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Figure 15: Peer analysis: six brands and their service cost variables13  

Figure 14: Peer analysis: revenues from service management13
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13. Strategic Business Research Group Mumbai, India, 2008

What we see here is that the cost 
structure for service management is 
significantly different from player to 
player:
1. There is a lot of room for improve

ment for almost every player. Even 
the top performing players (brand 3, 
brand 5) can still improve in logis
tics or in IT expenditure.

2. The brand with the highest relative 
IT spend demonstrates an overall 
leadership in minimizing service 
logistics costs. In other words, 
investing in IT seems to bring down 
the overall service cost.

3. We see that the main scope for 
im provement lies in increasing rev
enues (absolute and relative), rather 
than decreasing cost drivers (IT 
spend, logistics spend). This can be 
derived by comparing the band
widths and average sliders of 
Figure 14 with the bandwidths of 
Figure 15. 

4. We think that this higher revenue 
need not necessarily mean higher 
cost drivers. We believe that it is 
possible to increase revenues from 
service management by implement
ing strategic improvements & 
decisions  in the business model for 
service, as described in Chapter 4.



 Products the way we see it

5 An evolutionary model for service 
management

5.1 Service management: 
a cost center? 

Traditional b2b service management 
exists at the imperative level. It does 
not own the customer relationship 
from the company side; no returns are 
expected from it. Contracts are draft
ed in bulk, or carried out incident
based (break & fix); they revolve 
around paperbased applications and 
standalone PC systems. Sadly, this is 
still the case in many parts of the PDH 
industry. We surmise that the same 
goes for middleofthe road players in 
the rest of the high tech market.

We believe that it is possible and 
profit able to bring about a transfor
mation that liberates service manage
ment  from its cost driver status. We 
also think we can see that the excellent  
players in the PDH industry have 
acted on this belief, while average 
players are only slowly coming to 
realize  its hidden potential.
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Figure 16: Stages of evolution in service management14
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14. M. Pruijmboom, Service Management Point of View, Capgemini Consulting, 2007
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5.2 Service management: 
stages of evolution

We distinguish various stages of evolu
tion, beginning with Recognition and 
passing through Understanding, 
Managing and Mastering to finally 
reach Excellence. Each of these stages 
involves the implementation of differ
ent adaptations in the fields of Strategy, 
Culture, Organization, Sales and SCM, 
et cetera. 

These stages of evolution in service 
management are graphically displayed 
in the figure 16. The previously 
presented leading practices are a carrier 
to mature towards a higher stage of 
evolution, although a next stage encom
passes improvements on various levels. 

5.3 Competitive differentiator 
At the excellent stage, the service 
department is no longer a cost center. 
As we have explained, it is today pos
sible to have the service department 
add value to the brand in both ‘hard’ 
and ‘soft’ currencies. This is what we 
would term ‘excellent service manage
ment’, and herein lays the challenge. 
Both the current owners of the cus
tomer relationship, and the current 
owners of the business model behind 
service, must estimate where in this 
evolutionary model they currently see 
their company, and, if applicable, take 
steps to design their path to excel
lence.

An evolutionary model for service management 27

5.4 New start
Next to market insights and technolo
gy trends we have presented in this 
report various best practices in the 
high tech market. These best practices 
can be placed in various stages of the 
evolutionary model. Feel free to anal
yse your own position in ‘the run for 
excellence’ where you are probably 
further in some areas than in others. 
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