They also
serve

Many companies are heading away
from their manufacturing businesses
to seek higher margins in services.
But is this the right move?
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t is commonly accepted economic wisdom that
wealth in the developed world increasingly
stems from services. For example, it is estimated
that in the US the service sector accounts for
almost three-quarters of economic activity and
employs almost 80% of the workforce. This ech-
oes the trend in other Western economies, such
as the UK, where the Office of National Statistics found that,
as of 2003, financial services from the City of London account-
ed for almost a third of the UK economy, twice that of the
manufacturing sector.

So it is hardly surprising that over the last 30 years many
product companies from a number of different sectors are
trumpeting their entry to ‘services’ in a hunt for a healthier
bottom line.

The opportunities appear irresistible. For example, GMAC,
the financial business of ailing US carmaker General Motors,
was the only consistently profitable part of the business for
many years. In 2006, GM sold a majority stake in GMAC to a
hedge fund for $7.4 billion.

But look behind the headlines and it’s not quite so straight-
forward, argues Laurie Young. His new book, From Products to
Services: Insight and experience from companies which have
embraced the service economy (to be published by Wiley in
April 2008), will serve as a cautionary tale for companies pil-
ing into services with little strategic understanding.

His starting point has been to investigate the underlying
forces that have created such a pronounced shift in the eco-
nomic landscape. He identifies six:

First, increasing and widespread prosperity has created
lucrative opportunities for new services to meet the needs and
desires of the burgeoning middle classes, from improved hous-
ing and education to entertainment to some of the more eso-
teric services on offer to treat both mind and body.

The next major force has been privatisation, pioneered by
the Thatcher government in the UK in the 1980s, which intro-
duced competition into a number of once publicly-owned
service organisations, including airlines and utilities, and
shifted them into the private sector.

Outsourcing of support operations such as catering, clean-
ing and security has been another driving force behind the
growing proportion of services in GDP: as Young points out, in
the early 1980s the in-house catering arm of UK telecoms pro-
vider British Telecom was one of the largest in the country.

A growing number of companies are facing market matu-
rity and the damaging prospect of commoditisation, which
encourages them to develop new services around their tradi-
tional products as a source of differentiation.

Huge, developing international service markets have
tempted many firms to set up a service business.

More buyers, both in business-to-business and consumer
industries, are demanding more tailored and customised
offers from industry.

The problem is that too many myths have arisen about this
economic metamorphosis, Young argues. So he wants to
debunk some of them, including the main argument that shift-
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