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It is believed in many studies that the servitization of manufactures is driven by internal economy, but the situation in China may be somewhat different. In this study, we consider the influence of external institutional environment on manufacturers’ servitization and the final performance, and discuss the moderating effect of organizational identity orientation on firms’ response to external institutional pressures. We conduct a survey where we collect responses from 312 manufacturers in China. Regression analyses are performed to test whether institutional pressures (normative pressure, mimetic pressure, and coercive pressure) coming from the external institutional environment have a positive effect on the level of manufacturing servitization or not. Moreover, we study if this positive effect is moderated by the individualistic identity orientation and the relational identity orientation. We also examine the impact of servitization strategy on manufacture’s market performance and financial performances. Furthermore, we separate out the influences comes from institutional pressures by using a new estimated method and try to explain the cause of “servitization paradox.” Our study is innovative in that it bridges the servitization and institutional theory, and provides practical guidance for the adoption of manufacturing servitization strategy.
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INTRODUCTION

More and more manufacturing enterprises have achieved success through servitization. For example, IBM has transformed itself from a simple hardware manufacturer to an overall solution provider covering hardware, network and software services, and achieved annual profit growth. Rolls Royce is the world’s largest aero-engine manufacturer. It has increased its revenue from services by transforming its business model, expanding its services such as engine maintenance, leasing, data analysis and management, and binding customers to service contracts. Most of its revenue comes from services, and it sells its aero-engines in the form of “rental service hours,” during which time it undertakes all maintenance, repairs and services (Johnstone et al., 2009). The servitization strategy in manufacturing industry can solve the competitive dilemma, such as serious product homogeneity, lack of competitive advantage of enterprises, product profit margin decline and customer demand heterogeneity, and bring sustainable competitive advantage to traditional manufacturing industry. Therefore, it has attracted more and more attentions from researchers (Iriarte et al., 2018; Zhou et al., 2020; Khanra et al., 2021; Rabetino et al., 2021).

Previous studies have argued that the servitization of manufacturing enterprises is driven by internal economic benefits. For example, enterprises conduct servitization in order to obtain product differentiation, market competitive advantage, and customer loyalty (Gebauer and Fleisch, 2007; Gebauer et al., 2011). Other studies suggest that the servitization of manufacturing enterprises is driven by external environmental pressure, including customer demand diversity, market complexity, market competition intensity and environmental effect (Ren and Gregory, 2007; Roy and Cheruvu, 2009; Turunen and Finne, 2014). However, the influence of external institutional pressure on the servitization of manufacturing enterprises is still to be elucidated from the perspective of institutional environment. In the past, some researches believed that institutional pressure would affect the innovation of enterprises, and the servitization of manufacturing enterprises is also an innovation activity, which is in the aspects of product-service portfolio, interaction interface and value transmission (Heugens and Lander, 2009). The servitization of manufacturing enterprises is exactly to transform the traditional consumption pattern, value creation mode and resource utilization mode through the service system (Kang and Wimmer, 2008; Baines et al., 2009; Martinez et al., 2010). Therefore, this study intends to explore how manufacturing enterprises make servitization strategic decisions when faced with the pressure of external institutional environment.

Servitization in manufacturing refers to the transformation from product-led logic to service-led logic. Servitization is to add value to core products and provide customers with a more complete product-service portfolio, including tangible goods, services, support, self-service and knowledge (Vandermerwe and Rada, 1988). In the past, it was believed that the choice of manufacturing servitization strategy was driven by internal economic benefits. However, we believed that institutional pressure provided a non-economic explanation for manufacturing servitization strategy. Enterprises located in organization field consist of suppliers, customers, competitors and government agencies (DiMaggio and Powell, 1983), and inevitably influenced by the institutional environment such as social rules, norms, rules or culture, this influence is the institutional pressure, which will affect organizational form, structure or behavior to be either reasonable, acceptable and supportable or not, regardless of whether these forms or behaviors contribute to the operational efficiency of the organization (Qian and Burritt, 2008). Due to the change of customer demand and ecological benefits, the servitization strategy of manufacturer may be affected by institutional pressure. Therefore, this study raises the following research questions: will institutional pressure affect manufacturers’ servitization strategy?

In addition, enterprises under institutional pressure will not blindly follow, but strategically respond to such pressure (Heugens and Lander, 2009). Previous studies have found that organizational culture can moderate the relationship between institutional pressure and the adoption of electronic supply chain systems (Liu et al., 2010). It is believe that if a company has strong capabilities, it will reduce its dependence on external environment and have more say in its own business strategy (Li and Ding, 2013). At the same time, they have more confidence in controlling risks and dealing with environmental uncertainties, which will reduce the imitating behavior of peer companies’ strategies. All these studies explore the positive response of organizations to institutional pressure from the internal perspective of enterprises. By introducing the concept of organizational identity orientation, this study explains that enterprises with different organizational identity orientation may have different servitization strategy choices when faced with institutional pressure, that is, what kind of enterprises will be more affected by the “servitization paradox.” We believe that institutional pressure is the influence of external stakeholders on an organization’s behavior through social norms and institutional expectations, and how an organization views itself and the relationship between itself and external stakeholders (i.e., organizational identity orientation) will lead to different responses to institutional pressure. Therefore, this study raises the following research questions: will organizational identity orientation affect the relationship between institutional pressure and manufacturer servitization?

Finally, past studies have different conclusions on the impact of servitization on enterprise performance (Zhou et al., 2020), and a large number of studies believe that servitization will positively affect enterprise performance (Eggert et al., 2011; Kastalli et al., 2013), but there are also quite a few studies confirming that the servitization transformation of manufacturing companies will harm the performance of manufacturing companies (Neely, 2008; Visnjic et al., 2012; Suarez et al., 2013; Marjanovic et al., 2020). Others believe that there is a nonlinear relationship between servitization and enterprise performance (Fang et al., 2008; Kohtamäki et al., 2013; Zhou et al., 2020). This study believes that how an enterprise responds to external institutional pressures, whether it responds actively or passively, will affect its servitization related strategic decisions, and the difference of strategic decisions will affect subsequent performance. Therefore, this research raises the third research question: How does the servitization strategy of a manufacturing company affect enterprise performance? In particular, what is the impact of servitization on enterprise performance when enterprises succumb to institutional pressure?

Through the study of the above three issues, this study specifically analyzes the non-economic factors driving the servitization strategy of manufacturers, namely the impact of institutional pressure, and specifically analyzes the boundary conditions of institutional pressure’s impact on enterprise strategy, making several contributions to the expansion of institutional theory. First, we promote the application of institutional pressure. In the past, the influence of institutional pressure on enterprises mainly focuses on the influence of corporate social responsibility behavior and moral behavior (Martin et al., 2011). Several researches focus on the innovative adoption of enterprises, such as information technology, electronic channel system, electronic supply chain management system and total quality management system (Teo et al., 2003; Liang et al., 2007; Liu et al., 2010). Few researches focus on the institutional drivers of manufacturing servitization strategy, which can help us understand the external institutional environment of manufacturing servitization strategy. Secondly, we study the boundary conditions of the influence of institutional pressure on the servitization strategy of enterprises from a new perspective. In the past, the results of studying the effect of institutional factors on the innovation decision-making of enterprises are chaotic. Some studies have found that the influence of coercive pressure is significant (Teo et al., 2003), while some studies have found that it is not significant (Liang et al., 2007). In view of this, more studies are needed to explore the potential moderating variables in the process of enterprises coping with institutional pressure. To date, it is studied the moderating effect of social identity on the relationship between institutional pressure and audit quality (Wang et al., 2017), and another research studied the moderating effect of organizational culture by combining institutional theory and organizational culture theory (Liu et al., 2010). Therefore, it can be seen that there is lack of research on the boundary conditions of the impact of institutional pressure on the servitization of enterprises. The introduction to the concept of organizational identity orientation in this study is helpful to increase the understanding of the process of enterprises’ response to institutional pressure.



LITERATURE REVIEW AND THEORY HYPOTHESES


Servitization Strategy of Manufacturing Industry

The servitization of manufacturing industry refers to the transformation from product-led logic to service-led logic (Vandermerwe and Rada, 1988). Previous studies have classified manufacturing service delivery types into: service delivery supporting customer products and service delivery supporting customer behavior (Mathieu, 2001; Gebauer and Friedli, 2005). The service delivery supporting customer products refers to the relevant services provided by product supplier enterprises for customers in order to ensure that the products purchased by customers play the appropriate functions or facilitate customers to manipulate all products, including product maintenance, technology upgrade, operation monitoring, commissioning and installation, technical transformation. Service delivery supporting customer behavior refers to relevant services provided to customers by product suppliers aiming at exploring how to support specific customers’ innovation activities and core organizational capabilities to build or promote the realization of customers’ organizational mission or goals, including product research and development support, business process optimization, business consulting services, professional support for production system, new project establishment support (Gebauer and Friedli, 2005).

There are many researches on servitization strategy of manufacturing industry, most of which focus on the driving force of servitization strategy selection of manufacturing industry. For example, customer demand diversity, market complexity, market innovation, competitive intensity and resource availability have important influences on driving manufacturing enterprises to expand service business (Gebauer, 2008; Turunen and Finne, 2014). Some studies also focus on the influence of servitization strategy of manufacturing industry on manufacturers’ performance. Most scholars believe that servitization strategy is helpful to improve the business performance of enterprises (Gebauer and Friedli, 2005; Antioco et al., 2008; Visnjic et al., 2012). Some other scholars do not believe that servitization always have a positive effect on enterprise performance. They put forward the “servitization paradox” and believe that servitization may cause the loss of market value and profits (Mathieu, 2001; Neely, 2008; Kastalli et al., 2013). We pay attention to the influence of institutional environment on the servitization strategy of manufacturers and the research on boundary conditions may help to understand this paradox.



Institutional Pressure and Servitization Strategy of Manufacturing Industry

Institutional pressure refers to the influence of shared norms and values in the external institutional environment on organizational form, structure and behavior, and is considered as a factor that can promote an enterprise to make a certain strategy. Institutional theory holds that institutional environment provides social expectations and norms for appropriate organizational structure, operation, behavior and practice (DiMaggio and Powell, 1983). Compliance with these expectations and norms is very important for enterprises to maintain their legitimacy, which ensures enterprises to obtain important scarce resources (DiMaggio and Powell, 1983; Heugens and Lander, 2009; Huo et al., 2013). Therefore, in order to obtain legitimacy and support from the environment, organizations tend to comply with the pressure from the external institutional environment and comply with various norms and systems recognized by important stakeholders in a particular organizational field.

Some studies have shown that institutional pressure can affect enterprises’ decision-making. It believes that enterprises may adopt electronic supply chain management system in response to institutional pressure from business environment (e.g., customers, suppliers and industry) (Liu et al., 2010). It is confirmed that coercive pressure from manufacturers will affect the implementation and adoption of suppliers’ business management strategies (Rogers et al., 2007). Other studies have also confirmed that the diffusion of total quality management (TQM) principles and practices is also through mimetic mechanism. Early adopters are driven by economic benefits, but late adopters adopt TQM for rationality (Westphal et al., 1996). It is possible that mimetic behavior may not necessarily bring economic benefits, but enterprises will still yield to the pressure of mimetic to reduce risk perception and pursue rationality (Liu et al., 2010). Mostly, institutional theory is used to provide explanations for whether or not to take an innovation or the intention to take an innovation (Teo et al., 2003). In the context of supply chain management (SCM), scholars adopt internet-enabled and IT-enabled SCM by institutional theory testing (Teo et al., 2003; Liu et al., 2010). In many cases, the servitization strategy of manufacturing industry is also a service innovation strategy, such as adopting new technologies to improve and change existing service processes and service products. We believe that institutional pressure provides an institutional explanation for the servitization strategy of manufacturing industry.

The dimension of institutional pressure adopted in this paper, which can be divided into normative pressure, mimetic pressure and coercive pressure (DiMaggio and Powell, 1983). In the context of servitization of manufacturing industry, the mimetic pressure mainly comes from the perception of the success of enterprises’ competitors in adopting servitization strategy. Coercive pressure refers to the degree to which the main target customers demand the service of the manufacturer. Normative pressure comes from partners, competitors, and other companies in the industry adopt service delivery. Next we discuss the impact of three institutional pressures on manufacturers’ servitization strategies.


Normative Pressure

The prevalence of an innovation in the context of an organization exerts normative pressure on companies to adopt the innovation (Liu et al., 2010). But sometimes, normative pressure comes from shared paradigms and values, which has been accepted in this field. Companies are compelled to seek legitimacy by these shared norms and values. Under the current research background, if suppliers and partners increase investment in manufacturers’ services, the interpersonal contact and emotional embedding of service provision will enhance the relationship between each other and promote the establishment of trust to create more marketing opportunities and cooperation opportunities for enterprises (Gebauer and Fleisch, 2007). If competitors and partners widely accept and support service delivery, manufacturers will perceive the normative pressure. If manufacturers do not adopt service delivery, they may be isolated. In order to obtain key resources, companies tend to conform to the normative pressure, increase the investment on the systems and services, transform from only providing products to provide products and services. Also, shared norms and values promote the involvement of manufacturers, upstream suppliers and downstream buyers in response to the normative pressure, manufacturers will upward get into the stakeholder network and will also be involved in the product development, design, production processes of both upstream suppliers the downstream buyers to maintain rationality and obtain scarce resources in the supply chain. Therefore, we propose the following hypothesis (Figure 1):
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FIGURE 1. Theoretical models and hypotheses.



H1: The perceived normative pressure by the manufacturer positively affects the manufacturer to adopt servitization strategy.
 



Mimetic Pressure

In the servitization strategy of manufacturing industry, when manufacturers learn how competitors gain competitive advantages and good corporate performance from the servitization strategy, they will perceive the mimetic pressure and thus mimetic these successful competitors (Mitra and Singhal, 2008). In fact, the servitization strategy of manufacturers is full of uncertainty and risks, and there is a “service paradox” (Kastalli et al., 2013). In order to improve their service level, many manufacturers invest a lot of money, which not only gains the corresponding income, but also causes the loss of market value and profit (Gebauer and Friedli, 2005). Therefore, in the context of uncertainty and risk, it is a rational choice for manufacturers to decide whether or not and to what extent to adopt servitization strategy according to their competitors’ service delivery performance.

In addition, servitization can create customer dependence by building barriers against competitors, third parties and customers (Vandermerwe and Rada, 1988). It shows that personalization of value-added services provided by manufacturers will create customer loyalty, as well as high dependence of customers on product suppliers (Corrêa et al., 2007). Moreover, it is pointed out that service-oriented strategy can improve product differentiation and form certain barriers, so as to obtain sustainable competitiveness (Gebauer and Friedli, 2005). Firms feel that their market position is threatened and even firms’ future existence is threatened when they perceive that their major competitors have adopted servitization strategies and acquired differentiated competitive advantages and customer loyalty (Lieberman and Asaba, 2006). Such threat perception also provides a reasonable explanation for the Assimilation of enterprise systems: the effect of institutional power and the mediating role of top management when making decisions that mimic those of successful competitors (Liang et al., 2007). Therefore, we propose the following hypothesis (Figure 1):


H2: The mimetic pressure perceived by the manufacturer positively affects the servitization strategy of the manufacturer.
 



Coercive Pressure

The coercive pressure is carried out through the relationship channels among members in the network (Teo et al., 2003), which is mainly derived from the demand of enterprise target customers for product and service provision. The servitization strategy of manufacturers itself is a customer-oriented strategy, which emphasizes that enterprises should meet the needs of customers to the maximum extent (Mathieu, 2001). Research shows that customers are increasingly inclined to buy products that provide integrated problem solutions such as installation, training, repair and maintenance, upgrade and transformation (Gebauer and Fleisch, 2007). Therefore, manufacturers should not only provide high-quality tangible products, but also provide more targeted package solutions. Therefore, when a manufacturer perceives a buyer’s need for service delivery, the manufacturer will comply with this requirement in order to avoid losing orders and gain access to scarce resources. Therefore, we propose the following hypothesis (Figure 1):


H3: The coercive pressure perceived by the manufacturer positively affects the servitization strategy of the manufacturer.
 




Moderating Effect of Organizational Identity Orientation

We believe that organizations in making the strategy of service from the external environment of the institutional pressure (normative pressure, mimetic pressure, and coercive pressure), but we also recognize that organizations do not passively submit to all the system pressure and reconcile their interests with pressures (Oliver, 1991). As a result, the response of organizations to the institutional pressure should be different, depending on their own characteristics.

In the past, it was believed that the response of an organization to the pressure of external environment would be restricted by its own resources and capabilities (Heugens and Lander, 2009; Li and Ding, 2013). In fact, how does an organization view its relationship with surrounding organizations determine how it behaves. The theory of organization identity orientation provides a framework for us to explain the relationship between organizations and other organizations especially stakeholders. It views the relationship between itself and stakeholders from three perspectives, namely, it regards itself as an independent individual, a partner of stakeholders, or a member of a larger collective. These three perspectives reflect the three categories of organization identity orientation, namely, individualistic identity orientation, relational identity orientation, and collectivistic identity orientation) (Brickson, 2005). The three types of organizational identity orientation differ in the perspective of self-definition, basic motivation of interaction with stakeholders, and reference frame of self-evaluation. Therefore, this paper proposes a new perspective that organizational identity orientation as the perception of the relationship between organizations and stakeholders will moderate the influence of institutional pressure on organizational behavior.

In this study, we only investigate the moderating effect of individualistic identity orientation and relational identity orientation. Because collectivistic identity orientation is often seen in nonprofit organizations (Brickson, 2007) and in the pre-survey, we cannot find big enough manufactures with collectivistic identity orientation.


Moderating Effect of Individualistic Identity Orientation

Enterprises with the individualistic identity orientation pay more attention to their own interests in the process of interacting with stakeholders. Generally, it pursues its own goals when maintaining a relationship with stakeholders, such as profit maximization (Brickson, 2005). It believes that relationship maintenance is instrumental, and in order to maintain its own uniqueness, the relationship between the organization and stakeholder groups is weak and changeable, that is to say, in order to ensure efficiency, the organization can completely change partners (Brickson, 2007). Therefore, the relationship between organizations with individualistic identity orientation and stakeholders is characterized by “instrumentality” and “weak connection.”

Therefore, when faced with normative pressure from external environment with shared norms and values and the mimetic pressure from competitors and partners, manufacturers with individualistic identity orientation may pay more attentions to their own interests and consider the risks and benefits of servitization. Therefore, individualistic identity orientation can weaken the positive influence of normative pressure and mimetic pressure on servitization strategy. Therefore, we propose the following hypotheses (Figure 1):


H4a: Individualistic identity orientation negatively moderates the impact of normative pressure on manufacturer servitization.

H4b: Individualistic identity orientation negatively moderates the impact of mimetic pressure on manufacturer servitization.
 

In addition, when faced with coercive pressure from customers to demand services, we believe that manufacturers with individualistic identity orientation will succumb to such pressure to provide services. Manufacturers perceive that the needs of customers change with the development of economy, and they need to provide more services other than products to meet their needs. If manufacturers do not provide services, they will face the loss of competitive advantage and market position. Then, for the sake of profit, the manufacturer will satisfy the customer’s service demand. Therefore, we propose the following hypothesis (Figure 1):


H4c: Individualistic identity orientation positively moderates the impact of coercive pressure on manufacturer servitization.
 



Moderating Effect of Relational Identity Orientation

An organization with relational identity orientation defines its social self from the perspective of partnership and considers itself as a partner of the stakeholder group (Brickson, 2005). The relationships between itself and stakeholder groups form based on the attention and trust and the connections between itself and stakeholder groups in pairs make up all the meaning of organization. The organizations deem the relationship maintenance between itself and stakeholder groups as its main goal, rather than as a means to other purposes, sincerely consider the interests of the stakeholder groups. Therefore, the relationship between organizations with relational identity orientation and stakeholder groups is characterized by “mutual concern and trust” and “strong connection.”

Therefore, when faced with normative pressure from professional environments and mimetic pressure from competitors and collaborators, we believe that manufacturers with relational identity orientation will conform to normative pressure and mimetic pressure. Because manufacturers with relational identity orientation tend to build relationships of mutual concern and trust with other organizations in the overall professional environment, and shared values and norms also facilitate the formation of trust relationships and strong connections. This relationship quality causes the manufacturer to comply with the normative pressure and the mimetic pressure and obtain the rationality of the interaction with stakeholders. In addition, due to good relations with other organizations in the professional environment, such as suppliers, competitors and partners, manufacturers have a clearer understanding of the process of their servitization strategies, which will reduce their perceptions of the uncertainty of servitization strategy and enhance their confidence in the success of servitization strategy. Therefore, we propose the following hypothesis (Figure 1):


H5a: Relationship identity orientation positively moderates the impact of normative pressure on manufacturer servitization.

H5b: Relational identity orientation positively moderates the impact of mimetic pressure on manufacturer servitization.
 

In addition, when faced with coercive pressure from customers, we believe that manufacturers with relational identity orientation may not succumb to such pressure. Since manufacturers with relational identity orientation and customers tend to establish a good relationship of trust and sincerely consider the interests of the other side. When the manufacturers find changes in customer needs, they may solve them in other ways. Because manufacturers with relational identity orientation tend to have good relationships with all stakeholders in the external environment, they may not always be able to meet everyone’s needs when dealing with these complex and conflicting stakeholder needs. Therefore, we propose the following hypothesis (Figure 1):


H5c: Relational identity orientation negatively moderates the impact of coercive pressure on manufacturer servitization.
 




Servitization Strategy and Performance of Manufacturers


Servitization Strategy and Marketing Performance

First of all, services are provided to customers by front-line employees of the enterprise, therefore, the servitization strategy can promote the development of the relationship between employees and customers, and help the enterprise and customers to establish a long-term and lasting relationship of mutual trust (Heide and John, 1990). This kind of lasting and good relationship brought by the service is likely to promote the repeated purchase of the service, make the customers depend on the enterprise, and improve customer loyalty (Corrêa et al., 2007). At the same time, services can also strengthen the opportunity for enterprises to contact with customers, thus improving the opportunities for customers to purchase other products or services of enterprises (Mathieu, 2001; Malleret, 2006).

Secondly, it is showed that with the development of economy, customers’ demands changed from product-centered to product-centered service or utility (Oliva and Kallenberg, 2003). Studies show that when customers make purchasing decisions, whether the core products provided by enterprises contain service components or not will become an important factor influencing consumer decisions (Mathieu, 2001; Gebauer and Fleisch, 2007). Therefore, manufacturing enterprises can provide customized problem solutions more in line with customers’ expectations, so as to better meet customers’ personalized needs, improve customer satisfaction, and make customers become more dependent on their own enterprises.

Finally, employees of manufacturing enterprises can gain important knowledge and information about customer preferences and demands through in-depth understanding of customer needs through extensive service contact with customers. Enterprises can use this information to improve products and services, produce and sell products according to customers’ personalized needs, and thus create more value for customers (Berry and Parasuraman, 1997). The increase in customers’ purchase intention and satisfaction degree will improve the marketing performance of enterprises. Therefore, we propose the following hypothesis (Figure 1):


H6: The servitization strategy of manufacturers positively affects the marketing performance of enterprises.
 



Servitization Strategy and Financial Performance

First, the servitization strategy requires manufacturers to invest in special service resources and capabilities to deliver services smoothly. However, the service profit model is quite different from the one-time product sales profit model, and these considerable investments in the service will temporarily reduce the corporate profit margin (Gebauer and Friedli, 2005). Study also confirmed through empirical research that only when the service activities of manufacturers accumulate to realize the scale economy of service they can deliver more cost-effective service, and then the profit margin of manufacturers will increase (Kastalli et al., 2013). However, a large-scale data survey on 10,028 manufacturing enterprises was conducted and found that only 21% of the manufacturing enterprises were successful in servitization, which means that most of the enterprises did not reach the scale economy of service but were in the stage of low profit margin for a long time (Neely, 2008).

Second, services and product manufacturing businesses require different organizational processes, cultures, leadership and structures (Deshpandé et al., 1993; Vargo et al., 2008). Servitization strategy means that the enterprise should integrate a mixture of organizational elements (process, culture, and so on) into the same entity. Therefore, service transformation may cause internal confusion, tension and even outright conflict (Fang et al., 2008). Such conflicts within an organization will reduce the enthusiasm and efforts of employees, destroy resource utilization rate and productivity, lead to second-best resource deployment and allocation decisions, and thus weaken the ability of enterprises to create value. Meanwhile, in order to transform manufacturing enterprises from product-centered to service-oriented organization (Baines et al., 2009; Alghisi and Saccani, 2015), the organizational structure must be reconstructed to be consistent with the business strategy (Gebauer et al., 2010). However, the organizational structure is inertial. Breaking or reformulating the rules of the game is bound to affect the vested interests of some internal people and cause internal political costs (Mathieu, 2001). From a financial perspective, the changing organizational structure will increase the financial needs in the initial stage of servitization, such as the development of new functional groups and the recruitment of new human resources (Neely, 2008; Parida et al., 2014). Therefore, bankruptcy is possible if the expected returns are not achieved within a specified period of time (Benedettini et al., 2015, 2017).

Finally, enterprises usually operate under resource constraints, and adopting service transformation strategy may sacrifice the resource input level of their core products and manufacturing capacity (Bourgeois, 1981). In other words, the combined resource requirements for core product activities (e.g., R&D and manufacturing improvement) and service activities may dilute enterprise resources, so that neither type of activity has sufficient resources to achieve success. Therefore, the deployment of corporate resources between existing businesses and new businesses that require new skills, capabilities and competitiveness should have a negative impact on a company’s performance and ultimately its market valuation, at least in the short term. These negative effects are likely to persist until companies develop the core competencies needed to compete effectively for new businesses and managers learn how to optimize the allocation of resources in different areas. Therefore, we propose the following hypothesis (Figure 1):


H7: The servitization strategy of manufacturers negatively affects the financial performance of enterprises.
 





MATERIALS AND METHODS


Data Collection and Analysis

For this study, we choose a relatively low degree of vertical integration in the industry such as general equipment manufacturing industry, special equipment manufacturing, electrical machinery and equipment manufacturing, transportation equipment manufacturing, automobile manufacturing and so on, because the upstream and downstream of the value chain in the industry are all manufacturing enterprises (Fan et al., 2009). In this study, the main sampling range is Guangdong, Zhejiang, Jiangsu, Shandong, Hunan, Henan provinces, because the manufacturing enterprises in these provinces are relatively concentrated, and the degree of service is relatively high. Such samples are helpful for us to investigate and understand the drivers and performance of servitization strategy in manufacturing industry.

This study mainly adopts the following methods to collect questionnaires: (1) Asking if there are managers of manufacturing enterprises in Executive Master of Business Administration (EMBA) or Master of Business Administration (MBA) courses of Wuhan University, asking them to help fill in the questionnaires, and giving small gifts as a token of appreciation. (2) Sending questionnaires to the personnel of relevant manufacturing enterprises by email and WeChat through various social relations such as university, graduate students, teachers and friends. (3) According to the introduction of various social relations, we contacted the managers of manufacturing parks in various places and personally sent questionnaires to the managers of enterprises in the manufacturing parks. Through these methods, a total of 1,108 questionnaires were distributed in this study, and 312 valid questionnaires were collected at the end, with a recovery rate of 28.2%. Among these subjects, 7 were senior managers, accounting for 2.2%; there are 54 middle managers, accounting for 17.3%; there were 189 grass-roots managers, accounting for 60.6 percent; the remaining 62 employees are ordinary employees, accounting for 19.9%. 32 of these subjects have served in the company for less than 1 year, accounting for 10.3%. In 1–3 years, there were 179, accounting for 57.4%. From 3 to 10 years, there were 88, accounting for 28.2%. Over 10 years, there were 13, accounting for 4.2%. The distribution of the reliable samples are summarized in Table 1.



TABLE 1. Detailed information of subjects collected in this study.
[image: Table1]



Measurement

The four major constructs involved in this study were relatively mature concepts that covered a lot of measurement methods in the previous research (DiMaggio and Powell, 1983; Mathieu, 2001; Gebauer and Friedli, 2005; Lieberman and Asaba, 2006; Corrêa et al., 2007; Liang et al., 2007; Alghisi and Saccani, 2015). In order to use these scales in the Chinese environment and truly reflect the characteristics of Chinese manufacturing enterprises, we consulted relevant scholars and entrepreneurs and made modifications and adjustments according to expert opinions.

We adopted the methods of previous studies to measure the servitization strategy of manufacturers (Gebauer and Friedli, 2005; Antioco et al., 2008; Parida et al., 2014), which was divided into 5 items to promote product service and 5 items to promote customer behavior, forming a total of 10 items. Institutional pressure was measured with reference to previous studies (Liu et al., 2010; Huo et al., 2013). The normative pressure in the context of this study mainly comes from suppliers, partners and other enterprises in the same industry that adopt the servitization strategy. The mimetic pressure mainly comes from manufacturer’s competitors that have adopted servitization strategies. The coercive pressure mainly comes from the customer’s demands for the service from manufacturer. For each pressure measurement, 3 items were used. Organizational identity measurement use items from previous studies (Brickson, 2005, 2007). Corporate performance is divided into financial performance and market performance and 3 items are used for reference to measure financial performance and market performance, respectively (Antioco et al., 2008). All dependent and independent variables were measured using a seven-point Likert scale.

Relevant studies show that age, size, ownership, competition intensity, and environmental dynamics have an impact on the adoption of servitization strategy by manufacturers. Although these factors are not the focus of this study, they may affect the results of data analysis to some extent. Therefore, in this study, we controlled for these variables. The enterprise age is the operation years of the enterprise, divided into three stages (1 = less than 3 years, 2 = 3–10 years, 3 = more than 10 years). The number of employees in the enterprise is also divided into three categories (1 = less than 500 employees, 2 = 500–1,000 employees, 3 = more than 1,000 employees). The enterprise ownership model uses state-owned, joint-stock, private, foreign-funded enterprises and others (Nature of Company 1 = state-owned and state-holding enterprises, Nature of Company 2 = joint-stock enterprises, Nature of Company 3 = private enterprises, Nature of Company 4 = foreign-funded enterprises). Competitive intensity uses the level of competition between the same industry known by the enterprise sense (1 = highly competitive column, 0 = not intensely competitive). Environmental dynamics is an enterprise’s perception of the change in market demand of its major customers (1 = fast change, 0 = slow change).



Descriptive Statistical Analysis

This study first carries out descriptive statistical analysis of all the variables involved in the sample, including servitization, normative pressure, mimetic pressure, coercive pressure, firm age, firm size, environmental dynamics, competitive intensity, enterprise market performance and enterprise financial performance. Specific values include mean value, standard deviation, as shown in Table 2.



TABLE 2. Descriptive statistics and Person correlation matrix.
[image: Table2]

At the same time, we also carried out correlation analysis on all variables to measure the degree of correlation between two variables. According to correlation coefficient shown in Table 2, we can know that correlation coefficients of servitization and normative pressure (β = 0.233, p < 0.001), servitization and mimetic pressure (β = 0.300, p < 0.001), and servitization and coercive pressure (β = 0.248, p < 0.001) are positive and significant, respectively. Meanwhile, the correlation coefficient between servitization and market performance is positive and significant (β = 0.520, p < 0.001), while the correlation coefficient between servitization and financial performance is negative and significant (β = −0.213, p < 0.001).



Measurement Assessment: Reliability, Validity, Sample and Method Variance

To test reliability of the multi-item constructs, we used Cronbach’s Alpha, the most commonly used reliability index developed by Likert scale (Table 3). The reliability analysis is carried out for variables with multiple measurement items, such as normative pressure, mimetic pressure, coercive pressure, servitization, market performance, and financial performance in the research model. The specific reliability coefficients are shown in Table 4. The reliability coefficient Cronbach’s Alpha of all variables is greater than 0.80, indicating that the scale adopted in this study has good internal reliability.



TABLE 3. Construct measurement and confirmatory factor analysis results.
[image: Table3]



TABLE 4. Reliability analysis and Validity analysis on all variables used in this study.
[image: Table4]

We used confirmatory factor analysis and the average extraction variance (AVE) (Paulraj et al., 2008) to estimate the aggregate validity and discriminant validity. It is generally believed that the aggregate validity of this scale is acceptable when all standardized factor loading are greater than 0.50 and AVE is greater than 0.50. If the square root of AVE is greater than the correlation coefficient between latent variables, it proves that our measurement of this latent variable can be distinguished from other scales.

According to Table 4, the standardized factor loading are all greater than 0.674, reliability values are all greater than 0.80, and AVE values of each latent variable are all greater than 0.50, indicating that the scale has a good aggregate validity. Moreover, according to Table 4, the square root of AVE of each latent variable is greater than the maximum correlation coefficient between latent variables (0.520), which proves that the discriminative validity of this scale is good.

We compared the early and late responses to all variables using a T-test to assess the potential non-response bias (Podsakoff and Organ, 1986). No significant differences were found in non-response bias, indicating it is not an issue in this study. Since there was a single respondent per company, we checked the potential for common method bias using Harman’s one-factor test (Armstrong and Overton, 1977). The exploratory factor analysis of the multiple-item scales was conducted and resulted in a five-factor solution that accounted for 77.2% of the total variance. Factor 1 accounted for 22.1% of the variance, revealing that common method bias was not a problem in this study.




RESULTS


Institutional Pressure on Manufacturers’ Servitization Strategy

Multiple linear regression is used to test the relationship between institutional pressure and manufacturer’s servitization strategy, that is, to verify the positive influence of normative pressure, mimetic pressure and coercive pressure on manufacturer’s servitization strategy. To be specific, after controlling the influence of variables such as enterprise age, enterprise scale, nature of enterprise ownership, environmental dynamics and competition intensity, we test whether the three kinds of institutional pressures have significant influence on manufacturers’ servitization strategy. The specific results are shown in Table 5.



TABLE 5. Regression analysis of institutional pressure on servitization strategy of manufacturers.
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Regression analysis shows that the coefficient of normative pressure and manufacturers’ servitization strategy is positive and significant (β = 0.169, p < 0.001), indicating that there is a positive relationship between normative pressure and manufacturers’ servitization strategy. In other words, the stronger the perceived normative pressure is, the higher the probability of enterprises to adopt servitization strategy will be. Therefore, the hypothesis H1 of this study is supported. The coefficient of mimetic pressure and manufacturers’ servitization strategy is positive and significant (β = 0.225, p < 0.001), indicating a positive relationship between mimetic pressure and manufacturers’ servitization strategy. In other words, the stronger the mimetic pressure perceived by enterprises, the higher the probability of enterprises’ adopting servitization strategy will be. Therefore, the hypothesis H2 in this study is supported. The coefficient of coercive pressure and manufacturers’ servitization strategy is positive and significant (β = 0.182, p < 0.001), indicating that there is a positive relationship between coercive pressure and manufacturers’ servitization strategy. In other words, the stronger the perceived forced pressure is, the higher the probability of enterprises’ adopting servitization strategy will be. Therefore, the hypothesis H3 in this paper is supported.



Moderating Effect of Individualistic Identity Orientation and Relational Identity Orientation

According to model 6, the regression coefficients of the interaction term between normative pressure and Individualistic identity orientation and manufacturers’ servitization strategy were negative and significant (β = − 0.087, p < 0.01; Table 6). The results show that individualistic identity orientation weakens the relationship between normative pressure and manufacturers’ servitization strategy, and the hypothesis H4a is supported. According to model 7, the regression coefficient of the interaction term between mimetic pressure and individualistic identity orientation and manufacturers’ servitization strategy was negative and significant (β = −0.066, p < 0.05). The results show that individualistic identity orientation weakens the relationship between mimetic pressure and manufacturer’s servitization strategy, and the hypothesis H4b is supported. According to model 8, the regression coefficient of the interaction term between coercive pressure and individualistic identity oriented was negative but not significant (β = −0.051, p > 0.1). The results show that individualistic identity orientation does not affect the relationship between coercive pressure and manufacturer’s servitization strategy, and the hypothesis H4c is not supported.



TABLE 6. The moderating effect of individualistic identity orientation.
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According to model 10 (Table 7), the regression coefficient of the interaction term between normative pressure and relational identity oriented and manufacturers’ servitization strategy is positive but not significant (β = 0.029, p > 0.1). The results show that relational identity orientation does not affect the relationship between normative pressure and the manufacturers’ servitization strategy, and the hypothesis H5a is not supported. According to model 11, the regression coefficient of the interaction term between mimetic pressure and relational identity orientation and manufacturers’ servitization strategy was positive and significant (β = 0.095, p < 0.01). The results show that relational identity orientation positively moderates the relationship between mimetic pressure and the manufacturers’ servitization strategy, and the hypothesis H5b is supported. According to model 12, he regression coefficient of the interaction term between coercive pressure and relational identity orientation was positive and significant (β = 0.095, p < 0.01). The results show that relational identity orientation positively moderates the relationship between coercive pressure and the manufacturers’ servitization strategy, and the hypothesis H5c has been verified.



TABLE 7. The moderating effect of relational identity orientation.
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Manufacturers’ Servitization Strategy and Performance

The regression analysis of manufacturers’ servitization strategy on financial performance shows that the coefficient of manufacturers’ servitization strategy is negative and significant (β = −0.235, p < 0.001; Table 8). It shows that the manufacturers’ servitization strategy has a negative impact on financial performance, that is, the higher the level of manufacturers’ servitization strategy, the worse the financial performance. The regression analysis of manufacturer’s servitization strategy on market performance shows that the coefficient of the manufacturer’s servitization strategy is positive and significant (β = 0.653, p < 0.001). It shows that the manufacturers’ servitization strategy has a positive impact on market performance, that is, the higher the level of the manufacturers’ servitization strategy, the better the market performance.



TABLE 8. The effect of manufacturer’s servitization strategy on enterprise performance.
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The impact of Manufacturers’ Servitization Strategy On Performance based On Institutional Pressure Prediction

In order to further verify whether institutional pressure is the cause of the phenomenon of “service paradox,” we adopt the method presented in previous study (Castellaneta et al., 2018). First of all, we use normative pressure, mimetic pressure, coercive pressure, enterprise age and number of employees to conduct regression analysis on manufacturers’ servitization strategy. The results are shown in Table 9. Normative pressure, mimetic pressure, coercive pressure, enterprise age and number of employees all have significant influences on manufacturers’ servitization strategy.



TABLE 9. Regression analysis of institutional pressures on servitization strategy of manufacturers.
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Then, we obtain the regression equation of the manufacturer’s servitization strategy according to the regression coefficient in the above model. The servitization strategy level of institutional pressure prediction is calculated, and then the difference absolute value between the predicted servitization strategy level and the actual servitization strategy level is obtained.

MS represents the level of servitization strategy actually adopted by the enterprise, while point MS’ represents the level of servitization strategy predicted by the institutional pressures. ABS (MS–MS’) represents the absolute distance between MS and MS’, that is, the absolute value of the difference between the servitization strategy level actually adopted by the enterprise and the servitization strategy level predicted by the institutional pressure. When the distance between point MS and point MS’ is larger, the ABS (MS–MS’) value will be larger, which means that the servitization strategy level actually adopted by the enterprise will deviate more from the servitization strategy level predicted by the institutional pressure, that is, the enterprise does not adopt servitization in accordance with the institutional pressures. On the contrary, the smaller the distance between point MS and point MS’ is, the smaller the ABS (MS–MS’) value will be, which means that the servitization strategy level actually adopted by enterprises will be more in line with the servitization strategy level predicted by the institutional pressure, that is, enterprises will adopt servitization under institutional pressures.

Absolute residual ABS (MS–MS’) was used to conduct regression analysis on financial performance and market performance, respectively. The specific analysis results are shown in Table 10 below. The regression coefficient of absolute residual ABS (MS–MS’) on financial performance is positive and significant (β = 0.196, p = 0.07), indicating that manufacturer’s servitization strategy in accordance with the prediction of institutional pressure will lead to worse financial performance compared with manufacturer’s servitization strategy not in accordance with the prediction of institutional pressure. As we have previously proved that the manufacturer’s servitization strategy has a negative impact on financial performance, it also indicates that the manufacturer’s servitization strategy under institutional pressure will lead to negative financial performance, which also leads to the emergence of the “service paradox” phenomenon. The regression coefficient of residual ABS (MS–MS’) on market performance is negative but not significant (β = −0.165, p > 0.1), which cannot explain whether the servitization strategy brought by institutional pressure will lead to better or worse market performance.



TABLE 10. Regression analysis of servitization level residuals on enterprise performance.
[image: Table10]




DISCUSSION


Main Conclusions

Based on institutional theory and related theories of organizational identity orientation, this study develops and tests a service-oriented transformation model for manufacturing enterprises under institutional pressure. Using sample data from 312 enterprises in 12 manufacturing sub-sectors in China, this study empirically tests the assumptions and the theoretical model proposed in this study and the following main research conclusions are drawn (Table 11).



TABLE 11. Summary of the hypotheses included in this study.
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First, this study verifies that institutional pressure (normative, mimetic, and coercive pressures) will significantly and positively affect the manufacturer’s servitization strategy. The results show that the institutional pressure perceived by enterprises increase the willingness of manufactures to adopt a servitization strategy. This also shows that the adoption of servitization strategies of enterprises is not only driven by internal economic benefits, but also affected by institutional pressure from stakeholders in the external environment.

Second, this study verifies that manufacturing firms with individualistic identity orientation tend to adopt less servitization strategies when faced with normative and imitative pressures. When faced with coercive pressure, the moderating effect of individualistic identity orientation is not significant, which may be related to the industry in which the company is located. If the customers in the industry in which the company is located are relatively stable and change little, companies with individualistic identity orientation may respond to institutional pressure, as the business will suffer direct economic losses if the customer’s service needs are not met. When faced with mimetic pressure and coercive pressure, manufacturing enterprises with relational identity orientation tend to adopt more servitization strategies. When faced with normative pressure, the moderating effect of relational identity orientation was not significant.

Third, this study divides corporate performance into financial performance and market performance, and examines the impact of manufacturing servitization strategies on these two types of performance. The results show that the manufacturing servitization strategy negatively affects financial performance, that is, servitization cannot bring good financial performance. This is most likely because Chinese manufacturing companies started their service-oriented transformation later than those in developed countries. Therefore, it is very likely that they are still in the stage of massive investment in services and have not yet achieved economies of scale in services (Kastalli et al., 2013). The results also show that the servitization strategy of manufacturing has a positive impact on market performance, that is, servitization can bring good market performance to manufacturing companies. By classifying firm performance, we have a clearer understanding of the relationship between manufacturing servitization strategies and performance, and confirm the phenomenon of the “servitization paradox” (Visnjic et al., 2012). At the same time, we use residual regression to test that the manufacturer’s servitization strategy predicted by institutional pressure will lead to poor financial performance, and also confirm that this “servitization paradox” phenomenon is likely due to the fact that companies succumb to institutional pressure and adopt a servitization strategy.



Theoretical Implications

First, based on institutional theory, the impact of institutional pressure on the servitization strategy of manufacturing industry is tested for the first time and the application of institutional pressure is promoted. Previous research on the impact of institutional pressure on enterprises has mainly focused on corporate social responsibility behavior, ethical behavior, innovation adoption (Teo et al., 2003; Liang et al., 2007; Liu et al., 2010; Martin et al., 2011). This study also expands the research on the driving factors of the existing manufacturers’ servitization strategy. Most of the existing researches focus on the reasons for the manufacturer’s servitization strategy from the perspective of the internal economy of the enterprise. While considering economic benefits, enterprises will inevitably be affected by institutional pressure. In order to obtain rationality and status in the network, enterprises may succumb to institutional pressure to make strategic decisions. Therefore, institutional pressure is also a possible driving factor for enterprises to make servitization strategies.

Second, this study examines the boundary conditions for the impact of institutional pressure on firm strategic behavior from a new perspective. In the past, the research on the effect of institutional pressure on enterprise innovation decision-making was chaotic. Some studies found the effect of coercive pressure to be significant (Teo et al., 2003), while others found it to be insignificant (Liang et al., 2007). In view of this, more research is needed to explore the potential moderating variables in the process of enterprises responding to institutional pressure. Currently, only Li and Ding (2013) have studied that companies with strong capabilities will reduce their dependence on the external environment and reduce the imitation behavior of their peers’ corporate strategies (Li and Ding, 2013). And Liu et al. (2010) combined institutional theory and organizational culture theory to study the moderating effect of organizational culture (Liu et al., 2010). It can be seen that there is a lack of boundary conditions research on the impact of institutional pressure on corporate strategic behavior. The introduction of the concept of organizational identity orientation in this study helps to increase the understanding of the process of corporate response to institutional pressure.

Third, we have more understandings of the relationship between servitization strategy and performance by classifying corporate performance into market performance and financial performance for the empirical research, While studies have demonstrated the benefits of service on the performance of the product itself and in creating customer value, the impact of this innovation on manufacturer performance is unclear, and past studies about the impact of servitization strategy on manufacturers’ performance have yielded conflicting results (Fang et al., 2008; Neely, 2008; Visnjic et al., 2012; Suarez et al., 2013; Marjanovic et al., 2020). Although some of these studies have classified firm performance, few studies have confirmed the different effects of servitization strategies on them. This study confirms that manufacturing servitization strategies have a positive impact on market performance and has a negative effect on financial performance, demonstrating the phenomenon of the “servitization paradox.”

Fourth, this study adopts a new confirmatory method using the servitization strategy predicted by institutional pressure to do regression analysis on the performance of the enterprise (Castellaneta et al., 2018). It is confirmed that if the enterprise succumbs to the institutional pressure and implements the servitization strategy, it will produce poor financial performance, which also shows that the institutional pressure is one of the causes in the phenomenon of “servitization paradox.” Therefore, this study proposes a new explanation for the “servitization paradox” based on institutional theory, expanding the understanding of the phenomenon of “servitization paradox.”



Practical Implications

First, in the process of pursuing internal economic benefits, enterprises should consider the influence from the external institutional environment. The empirical research of this study shows that the institutional pressure from suppliers, partners, competitors, and target customers perceived by enterprises will affect the decision-making of servitization strategies of manufacturing enterprises. Due to the uncertainty of the performance of manufacturers’ servitization strategies and the risks existing in the implementation of new strategies, study on the impact of institutional pressure can help manufacturing enterprises to better understand the strategic choices of enterprises under uncertainty and risks.

Second, we can gain a clearer understanding of how firms strategically respond to institutional pressures by demonstrating the moderating effect of organizational identity orientation between institutional pressures and servitization strategies. This study confirms that firms with individualistic identity orientation will weaken the influence of institutional pressure on servitization strategies, while firms with relational identity orientation will strengthen the influence of institutional pressures on servitization strategies. This provides guidance for companies to respond to external institutional pressures. Excessive submission to institutional pressures may lead to poor performance results, and it is necessary to flexibly combine their own resource endowments to make strategic choices.

Third, this study demonstrates the different effects of manufacturing servitization strategies on market performance and financial performance, and confirms the many benefits that manufacturing servitization strategies mentioned in past research will bring to enterprises, such as customer satisfaction and differentiated competitive advantages, also confirms that the servitization strategy may not bring good financial performance, because services require investment and service benefits are long-term and persistent characteristics, and service investment may not necessarily increase the profit margins and ROI (Return On Investment) of enterprise in a short period of time. This provides a reference for enterprises to choose a servitization strategy and enterprises should choose a servitization strategy according to the goals they want to achieve.

Fourth, this samples in this study come from the Chinese market, and the conclusions obtained are applicable to Chinese manufacturing enterprises. Chinese culture provides fertile ground for the study of institutional pressures because of collectivistic qualities, high power distance, and emphasis on guanxi and face. In collectivist cultures, group interests predominate. Members of a collective culture are likely to subordinate individual goals to the group, putting the collective interests ahead of their own, which sets the stage for institutional pressure. Moreover, the emphasis on guanxi and face makes it easy to observe the effects of institutional pressure on Chinese firms. For example, a company might adopt an innovation to avoid losing face because of good relationships with other members. From this perspective, Chinese culture serves as a lens to more clearly describe the role of institutional pressures in Chinese business practices. According to the research results of this study, we provide useful guidance for Chinese manufacturing enterprises to break the bottleneck of development.



Limitations and Directions for Future Research

There are some unavoidable limitations of this paper. This study mainly starts from the driving factors, and tries to explain the phenomenon of “servitization paradox” through the influence of institutional pressure on the adoption of servitization strategies of manufacturers. However, to provide more theoretical explanations for the “servitization paradox” phenomenon, more empirical research on the moderator variables of the relationship between manufacturers’ servitization strategies and firm performance is needed. Although past studies have proposed many moderating variables, such as corporate resources, organizational capabilities and corporate cultural aspirations, core competencies, delivery capabilities, and service capabilities (Mathieu, 2001; Oliva and Kallenberg, 2003; Baines et al., 2009; Martinez et al., 2010). However, there are still few empirical studies, and future research can consider using empirical studies to confirm whether these moderator variables significantly affect the relationship between servitization strategy and performance. Second, although the author has adopted a scientific way to design and collect data, there are still limitations in research samples and data. In the process of data collection, it is unavoidable to be limited by objective conditions, which leads to a certain degree of defects in the sampling scope and data collection of this paper. Therefore, follow-up research can consider improving these aspects and improve the generality of the research.
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