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Service-Logic Rather than Product-Logic

Companies conduct services for their customers, whether they do so by means
of physical products or not. Sustainable business can be furthered by
companies embracing a service-logic across all types of products. This implies
thinking in terms of access over ownership, whether we are talking about
sharing services, streaming services or leasing-like payment models. By
building business models based on service-logic, companies can contribute to
improved capacity utilization and less resource waste.
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Fig. 7.1 Service-logic Rather than Product-logic
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7.1 At Your Service

Every time Apple releases a new iPhone, people tend to drop their old
smartphones on the ground or into the sea. The explosion of insurance
claims from iPhone owners therefore surge exactly in the days ahead of a
new model release (Fig. 7.1).

In this way, of course, people give themselves a reason to buy the
latest iPhone model. Apple is obviously pleased at selling new phones.
At the same time, however, the company finds it increasingly difficult
to obtain raw materials for its new devices, and it has understood that
old devices contain a number of resources that can be reused. It is obvi-
ously unfortunate for the environment that the resources inside old
devices go astray, and we know that, for example, in Norway, only
three of ten mobile phones are returned for recycling when the owners
replace them.

A few years ago, Apple therefore introduced the “iPhone Upgrade
Program”—a service that has since been copied by many other opera-
tors. It is a service that gives customers access to a new iPhone when-
ever they want, and they pay a monthly subscription fee. Apple thus
goes from a business model in which the phone is sold to the cus-
tomer (based on ownership) to a business model that provides cus-
tomers access to the newest phones at any time (based on access and
functionality). In addition, this business model gives the company
access to old, used devices (so-called urban mining), which allows
them the option of either renting them out again as-is or in refur-
bished versions or reusing components in the production of new
devices. Not at least, the new business model has the advantageous
characteristic that it largely provides a “lock-in” of customers to
Apple’s iPhones, which is also beneficial from a profitability stand-
point (see, e.g., Dhebar 2016).

Apple achieves these benefits by introducing a service-logic in its busi-
ness model, in place of a more traditional product-logic (cf. Lusch and
Vargo 2012). Thus, Apple is changing the way it creates, delivers and
captures value. The idea is that customer satisfaction will increase because
of easy access to the latest models without the need to buy a new device.
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In doing so, Apple has turned the product iPhone into a service: paying
for access to the latest iPhone model at any time. Apple may in turn capi-
talize on its “harvested” old devices by leasing them again to new custom-
ers, refurbishing them or reusing their components.

The new iPhone models are, unlike previous generations of iPhones,
designed in such a way that they can be dismantled for reuse relatively
easily. Apple has even developed robots that can dismantle used devices
easily and effectively. Such devices contain several valuable resources like
gold, lead and platinum. In 2014, Apple harvested a total of 40,000 tons
of electronic waste, and the scope of its harvesting is on the increase.
Apple’s new business model is obviously inspired by the so-called circular
economy, which is the topic of the next chapter, and it builds such a cir-
cular model in part by moving from a product-logic to a service-logic
(see, e.g., Bocken et al. 2014, 2016).

What Do We Mean by Service-Logic?

In recent years, academics and business managers alike have opened their
eyes to the service economy. Services largely dominate economic value
creation in industrialized countries, to such an extent, in fact, that these
countries should perhaps rather be called service economies than indus-
trialized economies (cf. World Bank 2015). In addition, there is an
increasing recognition that knowledge is scarce on how to build profit-
able, service-based business models (e.g., Kastalli and Van Looy 2013;
Baines et al. 2009). We use the concept to denote not only services as
service providers, in the traditional sense, offer them. It also comprises
how products like smartphones, cars and clothes can be understood as
services. This implies emphasizing that whatever is delivered to the
customer acts as a service that solves a problem for the customer, even
when it is done by means of a physical product to which the customer
gets access (Lusch and Vargo 2012; Bocken et al. 2014).

There are many examples of products made into services, such as the
iPhone Upgrade Program and Filippa K’s sharing-economic model for
the rental of fashion wear that customers would otherwise have had to
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purchase. Companies that sell products can also apply service-logic to
enhance their value creation by offering additional services. Many firms
now aim to sell more robust and durable products that can be repaired,
but this runs the risk of reducing profitability because they end up sell-
ing fewer products to each customer. To remain profitable, the compa-
nies must recoup this revenue by selling additional services to their
customers (see, e.g., Mont 2002; Tukker 2004). Apple is thus far from
alone in developing a business model in which services are an important
component.

Rolls Royce, for instance, offers its products such as aircraft engines
as a service rather than a product (see, e.g., Ng et al. 2012). Hence, the
company retains ownership of the product while its customers use it,
and at any given time offers maintenance on the engines. Rolls Royce
commits to keeping the aircraft engines in operation at all times, and
the payment model is such that the customer pays for the time the
engine is running, for the duration of the contract. Such a change in
the company’s offering usually requires a new business model. With
regard to the profitability, the challenge with such a service-based busi-
ness model is that it may be more expensive than a business model in
which the company “waves goodbye” to the product when the customer
buys it. Instead, this business model requires that Rolls Royce has staff
who can provide the necessary service that follows from such a value
proposition, even after the customer has started using the product. This
requires an entirely different set of resources and competences than did
the traditional business model, and it implies that the company must
capture value in a different way than through conventional sales
transactions.

The Sharing Economy as Service-Logic

In the next chapter, we will explore the circular economy, wherein a
basic idea is that waste is simply resources gone astray (e.g., Stahel
2016). However, resources can go astray long before they end up in the
scrap heap. For example, a drill is used on average only 13 minutes of
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its lifetime; our cars stand still on average 23 hours a day and when they
are used, they are less than half full; and many people have houses,
apartments and rooms available all or part of the time. These drills, cars
and rooms, and similar excess resources, are often referred to as “struc-
tural waste”. This is of course not waste in the traditional sense, but it
constitutes a form of waste in the sense that these are idle, yet valuable,
resources. Therefore, the energy, resources and waste resulting from the
production of even more similar objects could have been avoided
if we had utilized the objects that already exist more efficiently
(cf. McDonough and Braungart 2002).

This is the point of departure for the sharing economy, which has
taken the world by storm in recent years (Belk 2014; Botsman and Rogers
2010). There is of course nothing new in people sharing their resources,
or in people renting out items they do not use—whether houses, cars or
smaller products. Especially in the United States, car sharing has long
been commonplace. In recent years, however, the supply of such services
has exploded in line with new technological solutions making them pos-
sible (e.g., Sundararajan 2013). Numerous technological platforms, or
apps, have emerged and challenged the established players in the indus-
try. The most famous services are perhaps Uber, which competes with
taxis; Airbnb, which competes with hotels; and eBay, which sells all con-
ceivable new and used products in an online marketplace.

The defining characteristic of these sharing-economic services is that
they effectively bring together people who have excess resources and
those who have a need for using those resources and a willingness to pay
for it (Gansky 2010; Stephany 2015). An important prerequisite for an
efficient sharing economy is trust between the parties in the transaction
(Walter 2017). This is most often solved by the functionality of giving
transaction partners a score or assessment after the transaction. Such
assessment allows users to know whom they can trust and whom they
should avoid. The transaction costs of using such services are decreasing,
and as more people use the services, their peers are more likely to adopt
the services as well. Sharing services thus serve as third-party entities
linking together those who have resources to spare and those who would
like to access them. Thereby, such services create a marketplace where



94 S. Jergensen and L. J. T. Pedersen

consumption takes place through access to resources, without all con-
sumers needing ownership of the resources.

An app seems to appear for any business opportunity related to share-
able resources. The new app Tise facilitates the reuse of fashion clothing;
TimeRepublik allows people to share their time with others, and Shyp
connects customers who have items they want transported with those
who have available vehicles. All these online platforms make it possible
for people to make resources they do not use accessible such as their time,
space in their cars, houses, ski equipment or drills they might have to
spare.

The sharing economy is booming, but it is no stranger to controversy.
This particularly applies to the question of workers’ rights and taxation
related to such services (Sundararajan 2016). Uber has, for example, been
in the spotlight regarding labor law, and Airbnb has been criticized for
the effects of its service on housing prices in densely populated urban
areas. Thus, the social footprint of the sharing economy is ambiguous,
but there can obviously be environmentally beneficial aspects of consum-
ing in a way that allows more people to use the same resources. For shar-
ing to take place under proper conditions, such markets need regulation
in line with other markets. Currently, developments are happening so fast
that legislative efforts are lagging behind, which implies that companies
aiming to create sharing platforms must be aware of such possible nega-
tive aspects.

However, there are not just negative social side effects of the sharing
economy. Not at least in a global perspective, these business models have
great potential. Although sharing services are most prevalent in Europe
and the United States, they have also started to gain a foothold in poorer
parts of the world (see, e.g., Karnani 2007). In these markets, there is
precisely a great need for products that people cannot afford to buy on
their own. An example of a service remedying this is Hello Tractor, which
gives farmers in developing countries access to tractors. Through a simple
SMS-based system, farmers are given access to rent equipment that can
increase their productivity considerably, without having to invest in
expensive tractors that obviously stand idle for much of the time. In this
way, such sharing services can also have a positive social footprint, not at
least in those markets known as the “bottom of the pyramid”.
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7.2 Access to Everything

Did you know that nearly 1.2 billion people lack access to electricity? In
addition, globally, more people have access to mobile phones than to
toilets. In 2011, this inspired the founders Kristian Bye and Marius
Andresen to start the company Bright Products. The aim was to bring the
solar lamp SunBell, which K8 Industrial Design had already designed, to
market. The lamp does not only provide light, it can also be used to
charge mobile phones, and it can be installed and adjusted to many dif-
ferent types of use. Sveinung met the founders in 2013, right after the
company had developed the first prototype of SunBell. It did not take
long before a foundation headed by Sveinung invested in Bright, and he
joined its board of directors.

Bright attracted early interest from the United Nations, which today is
the company’s largest customer and SunBell is still its main product.
However, the company has developed more products and services that
can solve even more problems in the markets where it operates. People at
the bottom of the pyramid have great need for several important prod-
ucts and services that they often cannot afford or access (e.g., Prahalad
2012). This includes financial services, healthcare, electricity and educa-
tion. However, the spread of mobile phones has given poor people access
to services they could previously only dream of, precisely because services
in banking and finance, electricity, health, entertainment and education
are increasingly offered through more accessible digital platforms
(Karamchandani et al. 2011). This also provides new opportunities for
companies aiming to establish themselves in markets at the bottom of the
pyramid. Led by CEO Ingun Berget, Bright therefore entered into a col-
laboration with Angaza Design in Silicon Valley to use its design of a
mobile-based technology that enables customers to pay in installments—
a so-called pay-as-you-go (PAYG) payment model, which is increasingly
prevalent in African and Asian markets (Guajardo 2016).

Such a payment model can thus give Bright access to markets wherein
potential customers cannot initially afford to buy the product at its full
price. These customers have money to spend on kerosene, coal and charg-
ing their mobile phones in expensive charging stations. However, even
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though they spend two to three dollars each day on such products and
services, they still do not have enough money to buy quality products that
can cost anywhere from 50 to up to 200 dollars. This is despite the fact
that the products would have paid off for them in a relatively short time.

Bright Products, then, is in the midst of a redesign of its business
model, and it experiments with various services and payment models in
these markets. The company is also making improvements in environ-
mental performance, for instance, by making changes to product design,
production processes and waste management, and it might also be pos-
sible to develop business models based on leasing rather than selling.
Bright cannot succeed with such changes on its own, and there are a
number of alliance partners in these efforts, such as microfinance institu-
tions, distributors, suppliers of technological solutions and designers. A
key driver behind this is the service-logic that involves moving from
thinking about the company through the lens of the products it offers,
and instead emphasize how its offering increases the experienced value
for the customer. This implies that Bright goes from being a company
that sells solar-powered lamps and mobile chargers to become a company
offering services related to energy and beyond.

Profit from Services

We increasingly take for granted the services we have available through
our smartphones. However, a lot has happened in a very short time. For
instance, how did a typical office desk look 15 years ago versus today? At
the time, most offices had fax machines, books, calculators, pictures, sta-
tionery and various types of calendars. Some of these products are still
there, but they increasingly face competition from software and smart-
phone apps. When digital (and analog) services replace physical prod-
ucts, it is often referred to as servitization (e.g., Kastalli and Van Looy
2013). This happens at all levels—from the physical calendars we used to
have on our desks now being an app on your phone, to companies that
previously bought trucks and other vehicles for their own use now using
app-based platforms to pay for access to such vehicles from companies
that own fleets of vehicles.
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When applying service-logic to products in this way, it may lead us to
end up owning fewer things overall. From a sustainability point of view,
this is clearly advantageous. The need for transportation can be reduced
when meetings are held via Skype or when 3D printers enable printing
components or products where and when they are needed, rather than
producing them in low-cost countries and transporting them across the
planet. Similarly, there will be less waste when physical products are
replaced by digital services, although we should not underestimate the
ecological footprint of the server farms that support all business online
(see, e.g., Le et al. 2010). We conduct more and more shopping online
rather than in physical stores that need large inventories. In addition, an
increasing number of business models that contribute to better exploita-
tion of corporate resources are appearing such as the app Too Good to
Go. In the Scandinavian markets, this app facilitates transactions between
residential customers who can buy food that would otherwise be thrown
away from restaurants and cafés that have surplus food from their
operations.

Many services that used to imply that we met people are now automa-
tized or digital. This is because in many cases we have gone from being
consumers to being prosumers—we take part in producing (or co-creat-
ing) the products and services companies offer us (cf. Toffler 1981). We
buy our airline tickets online, we check in our own luggage and we scan
our electronic tickets before we board the plane. In this way, the airlines
reduce their costs by leaving a lot of work to the customers, many of
whom prefer the efliciency of “prosuming” the airline travel experience.
When we assemble IKEA furniture, we also act as prosumers—we do
part of the job that the furniture companies used to do for us. Many of
the apps we use, for instance, the maps on our mobile phones and the
online services we use to communicate with others, are free. Companies
that have offered physical versions of such services must therefore rethink
their value propositions, while the companies that offer free services must
develop business models that enable them to capture value in other ways
(Anderson 2009). Examples of value capture strategies are integration of
advertisements into the service or selling data about customers to compa-
nies that have use for such data.



98 S. Jorgensen and L. J. T. Pedersen
When the Internet Enters Our Things

Technology in general and Internet technology in particular are impor-
tant common denominators for the emergence of business models based
on service-logic. The development of Bright Products from a product-
based to a service-based company is intimately tied to this technological
development. Elon Musk has said that he wants to send 4000 satellites
into the skies, which in turn can provide worldwide access to WiFi. In
that case, the so-called Internet of Things (IoT) will become even more
widespread and important than it already is. [oT is the network of physi-
cal objects that have built-in electronics, software, sensors and network
connections, which render these objects able to collect and exchange
data. In the context of big data, machine learning and artificial intelli-
gence, such applications can even be able to learn what your needs are
and thereby customize the services they offer. This means that your refrig-
erator can tell you when the milk has gone sour or that the lights in your
house learn your habits and thereby adjust themselves accordingly. Such
a system can also be remote-controlled by means of various applications
and can thus be enriched with information from the increasingly large
amounts of data collected in real time. Ultimately, such systems support
smarter decisions that are constantly self-enhancing because they learn
while being in use.

For instance, when Tesla had a problem with a low rear axle on its cars
that were driving around on American roads, its engineers solved it by
pushing a button on a computer in Tesla headquarters. The next time
Tesla owners started their cars, the cars were raised the necessary number
of centimeters automatically. This was done without the cars being
called back to the Tesla shops, which many other carmakers had to do
when encountering similar problems. Tesla can remotely control such
changes since all its cars are connected to Tesla’s servers. It is estimated
that in the near future, IoT will be built into several billion objects, such
as the solar lamps and house systems offered by Bright Products. This
technology is already affecting the way we live, work and organize our
cities, and the impact will become considerably stronger. For example,
companies like Cisco and IBM are collaborating with governments
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around the world to develop so-called smart cities. The concept refers to
cities that are designed in such a way that essential services are intercon-
nected and can be coordinated automatically and in real time by means
of sensors, big data and digital decision support systems. Such systems
can allow public transportation to be planned in real time based on
information about who is where and their movements at any given time.
Similarly, it can allow for full control over water and energy consump-
tion, waste disposal systems and so on. In this way, the various services
in the city are becoming increasingly connected and will be able to auto-
matically adapt to each other. Such planning has an obvious potential
for successfully managing resources in smarter ways, thereby reducing
overall resource consumption.

An important aspect of IoT is that it takes us from a world wherein
products are static to a world wherein they serve as dynamic services that
can be changed, upgraded and improved on as they are used. It also
enables automatic customization of services through the application’s
learning of the user’s preferences. Previously, when we bought products,
we had to bring them to the manufacturer or other companies if we
wanted to modify them. IoT provides infrastructure that enables the
improvement of products in real time, as in the Tesla example. Thus,
products and services can do a better and better job of solving our prob-
lems over time. An “intelligent refrigerator” that tells us when milk turns
sour, and which maybe even orders new milk from the online store with-
out asking us first, resembles a service more than a product.

Both Apple’s iPhone Upgrade Program and Bright Products’ new busi-
ness model are stories of companies that move from being providers of
products to become service providers aiming to solve the problems of its
customers. As we have seen, the value propositions of these companies
typically look different from those of their previous business models, and
usually it necessitates other types of payment models for making their
business models profitable. One important characteristic of such business
models, however, is that they enable smarter use of resources. In this way,
they play an important role in changing business from being linear to
being more circular.
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licensed material. You do not have permission under this license to share adapted
material derived from this book or parts of it.
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