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Executive Summary

For many organizations, the service supply chain has operated in the shadow of the forward

supply chain. Leaders have invested heavily in production planning, procurement, manufacturing
efficiency, logistics, and sales execution, while the service supply chain has too often been treated as
a necessary support function: important, operationally demanding, but not always understood as a
strategic source of enterprise value.

That view is changing. Service Council research says that 43% of service executives expect the
strategic role of the service supply chain to increase in 2026.

As manufacturers, technology providers, medical device and industrial equipment companies, and
other complex service organizations seek new sources of profitable growth, the economics of the
aftermarket and service business have become impossible to ignore. Service revenue is often more
financially attractive than new product revenue. Service margins are frequently higher than new
equipment or product margins; 2 in 3 respondents to Service Council's State of the Service Supply
Chain survey say that profit margin from parts is higher than 40%. Service performance directly
influences customer retention, brand trust, renewal rates, and future growth. And while customers
increasingly expect uptime, responsiveness, and outcome-based commitments, Service Council
reports that less than 1in 3 service supply chain leaders achieved their annual target for ‘First-Time-
Fix Misses due to Service Parts'. The ability to deliver service reliably has become a powerful source
of differentiation.

Yet the service supply chain remains one of the most misunderstood and under-optimized areas

of the enterprise. Its complexity is hidden beneath service commitments, inventory decisions, field
execution challenges, customer escalations, and daily operational firefighting. The visible symptom
may be a delayed repair, an expedited shipment, a missed service-level agreement, or excess
inventory. But the deeper issue is often structural: service supply chains are being asked to deliver
strategic outcomes using operating models, processes, and technologies that were not designed for
the unique realities of service.

This whitepaper explores four often hidden truths of the service supply chain. Together, they explain
why service supply chain performance matters, why traditional approaches fall short, and why the
future will be defined by intelligent, closed-loop planning and execution.

Service Council research says that 43% of service executives expect the

strategic role of the service supply chain to increase in 2026.
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Tactical Afterthought vs. Strategic Advantage

Core Idea
The service supply chain is a major profit pool, but it is still too often managed like a cost center.

For many manufacturers and service organizations, the aftermarket and service business is not
just a support function. It is often one of the most profitable, resilient, and strategically valuable
parts of the organization. Yet the planning, inventory, and execution processes behind it are often
underinvested in compared with product development, manufacturing, or front-end sales.

Diving Deeper

The service supply chain sits at the intersection of customer retention, recurring revenue, margin
expansion, and brand trust. When a product is sold, the customer relationship does not end. In
many cases, that is when the highest-value economic relationship begins. Installed base service,
spare parts, upgrades, repairs, warranty, and uptime commitments can generate long-term cash
flows that are less cyclical than new product sales.

The hidden truth is that companies often underestimate this value because they see parts
inventory, logistics, planning, and service fulfillment as “costs to manage” rather than “value pools
to optimize." That framing leads to underinvestment, fragmented systems, and reactive decision-

making. The result is excess inventory in some locations, shortages in others, missed service revenue,

unnecessary expedite costs, and avoidable customer dissatisfaction.

The Proof

McKinsey reports that aftermarket service margins are “almost always" at least double new-unit
margins and can reach up to ten times higher for aggressive aftermarket models. [AH2.1]McKinsey
also estimates that industrial companies can increase services revenue by 30% to 60% within three
to five years by improving their aftermarket approach. Deloitte similarly reports that aftermarket
operating margins globally are about 2.5 times those of new equipment sales, and that many
manufacturers generate 40% to 50% of overall profits from services. Service Council reports that
those leaders who expect the service supply chain to play a more strategic role, also identify with
‘Growth’ as their fundamental mandate six times more often than ‘Efficiency’. Moreover, 4 in 5 said
that their targets for ‘Revenue’ and ‘Margin’ were increasing in 2026, which is twice as many as for
‘Cost Reduction’.
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Strategic Takeaway

The first hidden truth is that the service supply chain is one of the most important profit poolsin the
enterprise, but it is still too often treated as a cost center. The companies that win will be those that
recognize service not as an obligation after the sale, but as a strategic engine for margin, growth,

resilience, and customer loyalty.
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Tactical Afterthought vs. Strategic Advantage
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Aftermarket service can drive outsized margin,

growth, and customer loyalty.

McKinsey reports that aftermarket service margins are “almost

always” at least double new-unit margins and can reach up to ten

times higher for aggressive aftermarket models.




Strategic Takeaway

The second hidden truth is that service performance is not just about field service. It is about
orchestrating parts, people, processes, and decisions across the entire service supply chain. The
customer sees the service event. But the customer experience is shaped by every planning and
execution decision that happens before that moment.
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Field Service Focus vs. Orchestration

Parts Availability _ @% . Logistics
Right part, right time, right place ’ Move parts and people efficiently
SERVICE

ORCHESTRATION —
Technician Readiness _ ., Installed Base Data

Right skills, right tools, right information i: Accurate insights drive better decisions
Inventory Positioning . . ) Customer Commitments

Stocked where demand happens Clear SLA's and expectations

The service outcome depend on parts, people,
processes and data working together.
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An MDPI literature review, on spare parts inventory management notes that spare parts
management is difficult because the numlber and variety of parts are usually very large, intermittent
demand patterns are common and difficult to predict, and consumption is tied to product usage,
damage, and maintenance. The same review states that inventory policies designed for final
products are usually suboptimal for spare parts because spare parts demand patterns, obsolescence
risk, and service objectives are fundamentally different.

The same review highlights that spare parts inventory management is important because non-
availability can create significant financial losses for product owners, while good management
improves customer satisfaction by reducing product downtime. It also notes that spare parts
often face obsolescence risk and must achieve product availability at minimum economic and
environmental cost.

Strategic Takeaway

The third hidden truth is that the service supply chain cannot be managed like a manufacturing
supply chain. Service demand is more uncertain, more urgent, more intermittent, and more directly
tied to customer commitments. That is why service supply chains require purpose-built processes,
data models, and technology.
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Static vs. Dynamic System

SERVICE SUPPLY CHAIN

Intermittent Demand
. Unpredictable, lumpy, and time variable
Predictable Demand

Stable, forecastable demand patterns

Critical Parts
. Long-tail, low-volume parts with high impact
Production Flow
Planned production and smooth flow
Installed Base Support
o Support across a diverse, aging installed base
Efficiency
Scale, standardization, and cost efficiency
Urgency

Uptime commitments demand rapid response

Intermittent demand, long-tail parts, and uptime commitments
require a different planning model.




Strategic Takeaway

The fourth hidden truth is that service supply chains are built to operate in uncertainty. Demand will
change. Parts will fail unpredictably. Customer priorities will shift. Supply constraints will emerge.
The answer is not more manual firefighting. The answer is continuous, intelligent decision-making
that helps teams balance service, cost, inventory, and risk in real time.
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Trade-Off vs. Optimization

@ Wk
Variable Demand «-- an @@‘9 - Customer Priorities

UNCERTAINTY
MANAGEMENT

Supply Distribution e--

Changing Lead Times -

Leaders must continuously balance service, inventory,
cost, and risk in a changing environment.
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Strategic Takeaway

The future of service supply chain leadership will be defined by intelligent, closed-loop planning
and execution. Companies will need to move beyond static plans and siloed decisions toward
connected workflows that continuously learn, adapt, and optimize. That is the future Baxter
Planning is built to help lead.

Putting It All Together

The future is intelligent, closed-loop planning and execution

Optimize

Use Al and analytics to
forecast demand, allocate
resources, and plan
proactively.

Sense

Collect real-time data on
equipment, usage, demand,
and inventory.

AI-ENABLED
Service Decisions

Qe
o
o
Learn j Execute
Capture outcomes and o-- -——e Dispatch the right people,
feedback to improve models, ® parts, and tools to deliver
processes, and results. exceptional service.

Sensing, planning, execution, and learning
must work as a continuous loop.
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