WITH A FOREWORD BY

AUTHOR OF WHAT CUSTOMERS WANT

SERVILE
INNOVATTUN

HOW T0 GO FROM
CUSTOMER NEEDS TO

REAKTHROUGH

SERVICES

LANCE A. BETTENCOURT




SERVILE
INNOVATION



SERVILE
INNOVATILN

HOW TO GO FROM
CUSTOMER NEEDS TO
BREAKTHROUGH SERVICES

LANCE A. BETTENCOURT

G

New York Chicago San Francisco Lisbon London Madrid Mexico City
Milan New Delhi Sanjuan Seoul Singapore Sydney Toronto



The McGraw-Hill Companies

Copyright © 2010 by The McGraw-Hill Companies, Inc. All rights reserved. Except as permitted under the United
States Copyright Act of 1976, no part of this publication may be reproduced or distributed in any form or by any
means, or stored in a database or retrieval system, without the prior written permission of the publisher.

ISBN: 978-0-07-171786-1
MHID: 0-07-171786-2

The material in this eBook also appears in the print version of this title: ISBN: 978-0-07-171300-9,
MHID: 0-07-171300-X.

All trademarks are trademarks of their respective owners. Rather than put a trademark symbol after every
occurrence of a trademarked name, we use names in an editorial fashion only, and to the benefit of the trademark
owner, with no intention of infringement of the trademark. Where such designations appear in this book, they have
been printed with initial caps.

McGraw-Hill eBooks are available at special quantity discounts to use as premiums and sales promotions, or for
use in corporate training programs. To contact a representative please e-mail us at bulksales@mcgraw-hill.com.

TERMS OF USE

This is a copyrighted work and The McGraw-Hill Companies, Inc. (“McGrawHill”) and its licensors reserve all
rights in and to the work. Use of this work is subject to these terms. Except as permitted under the Copyright Act
of 1976 and the right to store and retrieve one copy of the work, you may not decompile, disassemble, reverse
engineer, reproduce, modify, create derivative works based upon, transmit, distribute, disseminate, sell, publish or
sublicense the work or any part of it without McGraw-Hill’s prior consent. You may use the work for your own
noncommercial and personal use; any other use of the work is strictly prohibited. Your right to use the work may
be terminated if you fail to comply with these terms.

THE WORK IS PROVIDED “AS IS.” McGRAW-HILL AND ITS LICENSORS MAKE NO GUARANTEES
OR WARRANTIES AS TO THE ACCURACY, ADEQUACY OR COMPLETENESS OF OR RESULTS
TO BE OBTAINED FROM USING THE WORK, INCLUDING ANY INFORMATION THAT CAN BE
ACCESSEDTHROUGHTHEWORKVIAHYPERLINKOROTHERWISE, AND EXPRESSLY DISCLAIMANY
WARRANTY, EXPRESS OR IMPLIED, INCLUDING BUT NOT LIMITED TO IMPLIED WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE. McGraw-Hill and its licensors do not
warrant or guarantee that the functions contained in the work will meet your requirements or that its operation
will be uninterrupted or error free. Neither McGraw-Hill nor its licensors shall be liable to you or anyone else
for any inaccuracy, error or omission, regardless of cause, in the work or for any damages resulting therefrom.
McGraw-Hill has no responsibility for the content of any information accessed through the work. Under no
circumstances shall McGraw-Hill and/or its licensors be liable for any indirect, incidental, special, punitive,
consequential or similar damages that result from the use of or inability to use the work, even if any of them has
been advised of the possibility of such damages. This limitation of liability shall apply to any claim or cause
whatsoever whether such claim or cause arises in contract, tort or otherwise.



To my loving wife, Jolene,
and my four wonderful children,
Megan, Jake, Kate, and Julia.



CONTENTS

Foreword
Acknowledgments

Introduction

CUSTOMER NEEDS THAT DRIVE
SERVICE INNOVATION

How Do Service Customers Define Value?
How Can Services Create Value?
How Is a Successful Service Strategy Developed?

DISCOVER OPPORTUNITIES FOR NEW
SERVICE INNOVATION

Discover Why Your Service Is Hired
Discover Why Your Service Might Be Hired
Discover Other Jobs of Customers

Discover Experience Jobs of Customers
Discover Emotional Jobs

Discover New and Emerging Jobs

DISCOVER OPPORTUNITIES FOR CORE
SERVICE INNOVATION

Define the Core Job

Map the Core Job

xi
XV

Xvii

15

27

28
31
34
38
42
45

51

52
53

vii



viii

CONTENTS

Uncover Outcomes

Define a Core Job across Complementary Solutions
Define a Core Job across Substitutes

Relate Outcomes to Emotional Jobs

DISCOVER OPPORTUNITIES FOR SERVICE
DELIVERY INNOVATION

The Universal Job Map for Obtaining Service
Discover Service Delivery Innovation Opportunities

Interpersonal Service Encounters

DISCOVER OPPORTUNITIES FOR SUPPLEMENTARY
SERVICE INNOVATION

Discover Supplementary Service Innovation Opportunities
Related to the Core Job

Discover Supplementary Service Innovation Opportunities
Related to Consumption Chain Jobs

Discover Supplementary Service Innovation Opportunities
Related to Product Support

Discover Supplementary Service Innovation Opportunities
of Related Job Executors

DISCOVER OPPORTUNITIES FOR SERVICE DELIVERY
INNOVATION: THE PROVIDER PERSPECTIVE
The Universal Job Map for Providing Service

The Service Provider Perspective

DISCOVER WAYS TO DIFFERENTIATE
SERVICE DELIVERY

The Dimensions of Service Delivery
Discover Points of Service Delivery Differentiation

70
73
74
76

79

80
101
107

109

110

113

124

129

135

136
160

163

164
186



DEFINE INNOVATIVE SERVICE CONCEPTS

Develop a Service Strategy
Define Innovative Service Concepts

Conclusion: Beyond Services Innovation
Notes

Bibliography

Index

CONTENTS

189

190
195

217
223
237
241

ix



INTRODUCTION
SERVICE INNOVATION: FROM
CONFUSION TO CLARITY

Services dominate our economy and everyday life.! Though I
have been studying services for two decades now, I am still a
bit amazed when I look through a list of business sectors and
see just how many are services and how important these indus-
tries are to the overall U.S. and global economy. According to
economic census figures from 2007, more than 80 percent of the
U.S. gross domestic product derives from service industries.?
Well over 80 percent of employees in the United States work in
service industries. And similar statistics can be found in other
developed countries as well.

These service industries include education, construction,
health care, utilities, retail and wholesale trade, finance and
insurance, real estate, hospitality, transportation, entertain-
ment, and a whole host of other personal and professional ser-
vices. In addition, most companies that offer products for sale
also offer services. IBM, for example, offers consulting services,
and Hewlett-Packard offers financial services.

Given the dominance of service industries in the economy,
it makes sense that people are interested in how to manage
them properly. Over the past three decades, many excellent
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INTRODUCTION

books have been written about services strategy, management,
marketing, and operations. Several universities have devel-
oped curricula devoted to services. And research centers such
as the Center for Services Leadership at Arizona State Univer-
sity and professional associations such as the Information
Technology Services Marketing Association have grown in
significance.

Yet, there is still one nagging area of confusion that demands
attention—service innovation. Innovation is a top priority for
service executives, but they lack the guidance required to inno-
vate in a meaningful way. As noted innovation expert Henry
Chesbrough lamented just a few years ago, there is a “problem
of innovation in services.” Chesbrough pondered, “Without
tangible products to prototype and focus on, how can we deter-
mine whether we're designing what customers want?””?

Most service executives ask themselves the same question.
In 2007, IBM and Oracle formed a nonprofit consortium focused
on service research and innovation—the Service Research &
Innovation Institute. One of its key objectives is to bring
together industry, academic, and government partners to
advance understanding of the innovation of services. Describ-
ing the impetus for founding the nonprofit consortium, Jim
Spohrer, a director of service research at IBM, noted, “People
have a good idea of what technological innovation is. But ser-
vice innovation is more hidden.” The absence of guidance on
service innovation means that for more than 80 percent of U.S.
companies, there is a hole in management understanding of
one of the most critical functions of a business.

The dearth of insight into meaningful service innovation is
remarkable when one considers the potential of service innova-
tion to drive revenues and shape entire industries. Consider
the success of MinuteClinic, a minimal-wait, walk-in health
clinic service. Founded in 2000, MinuteClinic now has more
than 500 locations in 25 states. What accounts for its success?
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MinuteClinics treat a limited number of common ailments, are
conveniently located near where their customers live, are open
seven days a week, and never require an appointment. This
makes them ideal for anyone seeking fast and affordable access
to medical diagnoses and care for everyday ailments that might
otherwise go untreated due to lack of insurance, high costs,
need for an appointment, and other related concerns. In other
words, MinuteClinic offers a highly differentiated service that
satisfies some very distinct unmet customer needs.

The absence of a clear model to guide service innovation
success can also be quite costly. More than 4 out of 10 new
services fail, and this statistic must be interpreted in light of
the fact that the development of truly new services is rare.®
Among the many negatives of new service failures are lost
investments, lost customer goodwill, and potential damage to
the corporate brand image. Without exception, studies of new
service success versus failure point to the vital importance of
having a well-differentiated service concept built on a solid
understanding of customer needs. And there’s the rub: how
can you gain that understanding and craft a well-differentiated
concept?

Confusion Reigns

Unfortunately, most attempts to offer guidance only add to the
confusion. For one thing, most management teams fail to dis-
tinguish between service innovation and service development.®
Service innovation is the process of devising a new or improved
service concept that satisfies the customer’s unmet needs. Ser-
vice development, in contrast, occurs once a service concept
has been devised. Service development refers to all the activities
involved in bringing that concept to market.” Innovation
experts may disagree on where innovation—creation of a new
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concept—ends and development begins, but they agree that
innovation entails the generation and detailed description of
valuable concepts based on an understanding of customer
needs. They also agree that companies often lack processes for
these critical front-end activities, and this leads to the high fail-
ure rate for new services.

Because people confuse service innovation with service
development, guidance is offered that fails to provide insight
into the fundamentals of service innovation: uncovering cus-
tomer needs and devising innovative service concepts. It’s only
by knowing what customers need that companies can engage
in meaningful new service creation, but this is where so many
companies falter.

For example, in an article entitled “R&D Comes to Services,”
Stefan Thomke offers some valuable advice pertaining to ser-
vice development and testing.® However, he also offers a five-
step model for service innovation that raises more questions
than it answers. The first step calls for the “evaluation of ideas.”
But where did these ideas come from? How were the customer
needs that presumably led to the development of these ideas
captured? More generally, executives are left wondering: How
could customer needs have been captured that could have led
to service innovations such as MinuteClinic, PayPal, and Face-
book? What types of customer needs should a company cap-
ture to guide the development of next-generation health care
services, consulting services, and financial services? Once cus-
tomer needs are known, how can innovative service concepts
be formulated?

A second problem with much of the advice available on ser-
vice innovation is its undue focus on the service itself and the
unique characteristics of services. This may seem like an odd
statement in a book about service innovation, but it is true
nonetheless. Let me explain.
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Service innovation must begin with the recognition that ser-
vices are solutions to customer needs. They are a means to an
end, not an end in themselves. I don’t need a doctor, a physical
exam, or a prescription. What I need is diagnosis and treat-
ment for an illness. The emergence of WebMD and self-diag-
nostics such as home pregnancy tests is witness to this fact.
And here is a key truth: as long as service innovation remains
fixated on particular services, innovation will be constrained
because the focus will be on the means instead of the end.
What is the point of improving a current service when you are
still not sure what customers are trying to achieve? How likely
are you to come up with entirely new service offerings when
the anchor point is a current service?

A focus on the service itself has led to considerable emphasis
on developing tools such as service experience design—as if
these tools were synonymous with service innovation. These
tools are designed to improve customers’ experiences with a
company’s existing services. I cannot deny the importance of
good service experiences. Personally, I love them. But the focus
is all wrong if one is seeking to create new services. Let’s be
perfectly clear: nobody goes to a bank in order to have a good
experience with the bank. They may select Bank A over Bank
B because Bank A delivers a better experience, but let’s not
confuse that with why a person uses a bank in the first place.
What someone seeking service innovation in the banking sec-
tor should be asking is, why does anyone use the services of a
bank or financial service provider? Why might they? What are
the challenges and struggles that customers encounter while
trying to accomplish these goals?

Ironically, an overemphasis on the unique characteristics of
services has caused service innovation to fall into the trap that
has plagued product innovation for decades: capturing require-
ments on the solution rather than customer needs. Mystery
shoppers, transaction satisfaction surveys, and annual quality
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surveys are all means of uncovering customers’ perceptions of
service quality, which, once obtained, are then used as a key
input into service innovation initiatives. But these tools are
focused on current services, not on customers’ underlying
needs. Thus, they offer limited insight for the innovation of
new services.

It is true that there are important differences between goods
and services: services are more intangible than goods; services
are often produced and consumed at the same time; quality
control is more difficult because many services involve employ-
ees and customers as part of the product; services cannot be
inventoried. But these differences are more relevant when it
comes to the management of services than to the innovation of
services, though they do play an important role in service con-
cept design that will be described in this book. Unfortunately,
undue attention to the unique nature of services has actually
constrained past thinking about how to approach service inno-
vation. With the substantial role that services play in our econ-
omy, it is time to take service innovation to a new level.

From Confusion to Clarity

Services that provide distinctive value to customers have more
than three times the success rate of me-too services. And ser-
vices that clearly align with customer needs achieve more than
five times the success rate of services that have a poor fit with
customer needs.’ In other words, successful service innovation
begins with a proper understanding of customer needs.

Most companies, unfortunately, do not understand what
customer needs they should capture to guide service innova-
tion or how to uncover them. Without proper customer inputs,
companies are likely to end up with incremental me-too ser-
vice improvements, high service failure rates, general confu-
sion about what new services to offer, and poor execution due
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to cross-functional misalignment. But it doesn’t have to be
this way.

For the past seven years, I have helped clients in a variety of
industries to apply an approach to innovation that is as rele-
vant to service innovation as it is to the innovation of tangible
goods. This approach is outcome-driven innovation, an innova-
tion philosophy and process built around the understanding
that people “hire” goods and services to get jobs done."” We
hire a nutrition plan to prepare healthy meals. We hire a search
engine to locate information. We hire a real estate agent to buy
or sell a home. We hire a storage facility to store goods. We hire
a financial planner to develop a financial plan. And I could
give many more examples.

A focus on the customer job offers several benefits to service
innovation. First, and most important, when you focus on the
customer job, your understanding of customer value is no lon-
ger limited by preconceived notions about a solution because
your focus is no longer on the solution. It takes the focus off the
service, and places it squarely on what the customer is trying
to accomplish. This means that value can be defined from a
customer perspective in a manner that can guide not only
improvements to current services but also the creation of
entirely new services (what some refer to as radical service
innovation).

Second, when the focus is on the customer job, you can rely
on customers to inform you of their needs for service innova-
tion. This flies in the face of what you may hear from many
so-called experts, who say that customers do not know what
they need and cannot articulate their needs even if they can
identify them. This is simply not true once the focus is placed
on the customer job rather than on service requirements: cus-
tomers know very well what they are trying to get done and
can explain quite clearly how they measure success in accom-
plishing a job.!
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Third, a focus on the customer job provides a broader and
deeper understanding of customer needs to guide service
innovation. In addition to discovering other jobs that the cus-
tomer is trying to get done, a company can deconstruct a spe-
cific customer job and search for opportunities at each step.
This process may reveal particular steps that have been previ-
ously overlooked. It is also sure to uncover difficulties that cus-
tomers have with particular steps. Those difficulties—those
places where the outcomes customers use to measure success
are poorly satisfied—may present service innovation opportu-
nities that the company would otherwise overlook.

Fourth, by focusing on the customer job, companies gain a
better understanding of substitutes and competitive threats,
and how to innovate against them. Services don’t just compete
with other services; they compete with anything the customer
might use or do to get the job done better. Forewarned is fore-
armed: with a job focus, a company can determine how to
compete with both its close (other services) and far (substi-
tutes) competitors because the customer job transcends solu-
tions. For example, using a single set of customer outcomes
(customers’ metrics of success in getting a job done), a tax prep
service could identify its strengths and weaknesses in com-
parison with those of other retail services, a certified public
accountant, tax prep software, or the combination of paper,
pencil, and calculator.

Finally, a focus on the customer job enables a company to
discover innovation opportunities that appeal to a broader set
of potential customers. A customer job not only transcends
competitive offerings; it also transcends users and nonusers of
market solutions. Currently, we are speaking with a financial
services client about how to discover opportunities to innovate
in a way that appeals to both banking and nonbanking cus-
tomers who are trying to save money. Both banking and non-
banking customers are trying to get the job of saving money
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done, and the outcomes they use to measure success are useful
for innovation regardless of how customers currently get the
job done.

Once a company understands the type of information it
needs from customers in order to innovate and how to capture
that information, it is in a much better position to create ser-
vices that customers really value. It will finally be able to iden-
tify opportunities for meaningful service innovation in a
systematic and repeatable manner. Ultimately, it will be posi-
tioned for market leadership.

Take the case of Kroll Ontrack, a technology services divi-
sion of the risk consultancy firm Kroll. In the late 1990s, it had
started a small business focused on electronic document dis-
covery for the legal industry. However, it lacked a strategy for
growth built on what its clients wanted to achieve. By focusing
on lawyers’ jobs of managing information throughout the liti-
gation process (including steps such as initial disclosure, dis-
covery, trial, and post-trial activities) and discovering electronic
documents related to a case (including steps such as capturing
information, searching information, and modifying the infor-
mation), Kroll Ontrack gained the insight it required. Lawyers
were asked to prioritize the outcomes associated with each
step for these jobs: that is, they were asked how important each
outcome was and how satisfied they were with their ability to
achieve each outcome. Using that information, Kroll Ontrack
developed a product strategy road map that has guided the
innovation of specific services, such as consulting guidance,
and enabling technologies, such as clever search algorithms.

Kroll Ontrack’s strategy and approach to innovation has cer-
tainly paid off. It has grown from $11 million in electronic dis-
covery revenues in 2001 to over $200 million in 2008, and the
company is the industry leader in both market share and rev-
enues. In contrast, a myopic definition of the market ultimately
cost the leading competitors their discovery business. As Ben
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Allen, CEO of Kroll and former Kroll Ontrack president,
explains, “If these big, well-established companies had under-
stood the outcomes that customers really valued, they could
have dominated this business. I think they saw themselves as
paper document processing companies, not discovery solu-
tions providers. The leaders today—none of them were players
in the old paper discovery business.”*?

Where Do We Go from Here?

With the customer job as its starting point, this book offers a
detailed consideration of the types of customer needs that can
guide service innovation, how to uncover them, and how to
create innovative service concepts that provide distinctive
value to customers. At every point, this book offers practical
guidance for the so-called fuzzy front end of service
innovation.

The book starts with discovering service innovation oppor-
tunities, and then it moves through designing unique and
valuable concepts. In the first part of the book, we consider
specific frameworks for discovering service innovation oppor-
tunities, based on a detailed understanding of customer needs.
The first five chapters of the book explain how to discover
opportunities for new service innovation (helping customers
get more jobs done); core service innovation (helping custom-
ers get a core job done better); service delivery innovation
(helping customers to have a better experience obtaining ser-
vice benefits); and supplementary service innovation (helping
customers to get the most value out of owning and using a
product). The remaining chapters explain how to design break-
through service concepts to satisfy customer needs.

Chapter 1, “Customer Needs That Drive Service Innovation,”
discusses several fundamental truths about customer needs.
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These truths lay the foundation for uncovering different types
of service innovation opportunities. Specifically, we focus on
the two types of customer needs that guide service innovation:
the need to get a job done and the need to obtain a satisfactory
outcome for each step in the execution of the job. Finally, a
framework is presented to help companies go from a desire to
innovate to unique and valuable service concepts.

Chapter 2, “Discover Opportunities for New Service Innova-
tion,” explains how a company can uncover more jobs that
might be satisfied by its services. This chapter offers a power-
ful perspective on uncovering new service opportunities, a key
area of struggle for so many companies. Distinct types of jobs
that may provide the foundation for new service innovation
are introduced, along with guidance on how to uncover these
jobs.

Chapter 3, “Discover Opportunities for Core Service Innova-
tion,” introduces a universal job map for uncovering opportu-
nities to help customers get a specific core job done better—often
the primary reason for which current services are hired. This
framework helps companies both to understand the outcomes
that customers use to evaluate current services and to identify
innovation opportunities related to those outcomes. The oppor-
tunities may lead to improvements in a current service, but
they are not limited to this. The job map also reveals natural
adjacencies for new products and services to complement cur-
rent services.

Chapter 4, “Discover Opportunities for Service Delivery
Innovation,” introduces a universal job map of the steps that a
customer goes through when obtaining service from a com-
pany. Unlike the job map presented in Chapter 3, the job map
presented here explicitly acknowledges that the solution the
customer is using is a service. The job map for obtaining ser-
vice provides clear guidance that a company can act on to
improve the design of a current service. Even in this chapter,
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however, a specific form of service is not assumed (for example,
Internet, in person); a company can still gain rich insight into
opportunities to create value through innovative new ways to
deliver a given service.

Chapter 5, “Discover Opportunities for Supplementary Ser-
vice Innovation,” shows companies how to discover opportu-
nities for new and improved services that support core product
offerings. The insights of this chapter are essential not only for
companies wanting to understand the design opportunities
associated with support services but also for companies want-
ing to develop new revenue-generating services to support
current product offerings.

Chapter 6, “Discover Opportunities for Service Delivery
Innovation: The Provider Perspective,” complements the per-
spective offered in Chapter 4 by introducing a universal job
map for providing service. The universal job map introduced
in this chapter charts each of the steps a company must take
for any service to be successful. It can help a company design
innovative services and discover opportunities from the per-
spective of the company’s internal customers (its employees)
by prompting the company to think through all of the elements
necessary for providing a successful service.

Chapter 7, “Discover Ways to Differentiate Service Delivery,”
presents a comprehensive model of strategic design options
available when designing or redesigning a service. The model
introduces the key elements of differentiation in service deliv-
ery innovation, providing a framework for executives who are
seeking to create truly breakthrough service concepts—those
that deliver value to customers and the company. The chapter
also shows how, by superimposing the model onto the job map
for providing service, managers can create a detailed design
for a service concept.

Chapter 8, “Define Innovative Service Concepts,” describes
the structure and elements a company must consider when
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defining a new or improved service concept. Services are dif-
ferent, and this is the point in the innovation process when the
unique characteristics of services come front and center. Spe-
cific guidance is offered in this chapter for how to define inno-
vative service concepts that will deliver the value customers
are seeking.

In addition to the chapters focused on service innovation, I
have included a brief conclusion that considers the relevance
of the approach presented in this book to innovation more
broadly.

Many companies operate under the unfortunate and mis-
guided belief that innovation is inherently disorganized and
cannot be structured. This misconception is especially preva-
lent among service company executives. After all, they reason,
we are dealing with intangibles. But that’s a red herring: ser-
vice innovation, like product innovation, can be organized and
predictable. The chapters that follow outline a systematic and
repeatable approach to service innovation that I hope will dis-
pel that misconception once and for all.

Over the past decade, my colleagues and I have helped
numerous service companies apply outcome-driven innova-
tion to their businesses. We have worked with clients across a
variety of service industries, including insurance (for example,
State Farm, Anthem); financial services (for example, Toronto
Dominion Bank, H&R Block); information services (for exam-
ple, Elsevier, Trend Micro); B2B professional services (for
example, Ceridian, Cintas); and many others. In addition, we
have helped clients best known for the goods they offer to
identify service innovation opportunities (for example, Abbott
Medical Optics, Ingersoll-Rand). The approach we have devel-
oped through those experiences is the one outlined in this
book. I am confident that it can take service innovation in your
business to a new level.
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