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Abstract: This paper explores the concept of the
‘co-creation-driven innovation’ as part of the service dominant
(S-D) logic concept in the digital ICT industry. The platform
service becomes critical in order to collaborate and innovate
based on organizational agility and customer experience.
Co-creation-driven innovation is considered as part of the
service dominant development, where a dynamic organization
model and customer experience feedback are required in the
shaping of business model innovations within the digital
ecosystem. The study was performed with a sample size of 175
respondents representing Indonesian telecommunication firms.
Smart PLS was used as the statistical tool for analyses. Findings
demonstrate that customer experience orientation and
organizational agility has a direct impact on digital co-creation
and business model innovation. Simultaneous testing of
hypotheses shows that customer experience orientation has an
indirect influence on business model innovation through
co-creation strategy. However, organizational agility does not
have any indirect impacts. The study has some limitations in
terms of the time period and sample size, therefore suggestions
for future studies are included in the paper

Index  Terms: customer  experience  orientation,
organizational agility, digital co-creation, business model
innovation, service dominant logic

I. INTRODUCTION

Industry 4.0, through digital technology such as the
Internet, mobile, cloud computing, and big data has enabled
firms to perform in new paradigms in terms of design,
interactions, and collaborations of products and services.
This is considered to be vital in order to co-create new values
in the digital environment, especially to maximize the use of
the platforms. These platforms have enabled the
development of information systems as part of the
development of the service ecosystem and competitive
advantage (Ercsey, 2017). The concept of collaboration in
service creation that focuses more on the processes and
mechanisms related to interaction activities, which is
valuable to the generation that seeks for two-way interactions
related to customer and organizational learning (Frow,
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Nenonen, Payne, and Storbacka, 2015). Collaborations
through service platforms also induce innovation in the
business model, thus co-creating new valuable ideas and
practices in combining the resources for knowledge and
capability (Romero and Molina, 2011).

The concept of co-creation driven innovation is
derived from the combination of business model innovation
and co-creation based on the SD logic. Based on this logic,
performance is shaped based on the exchange of tangible
goods between multiple actors with intangible services to
grow mutually in co-creation (Vargo and Lusch, 2004). The
SD logic concept focuses on the customers or partners, which
is where firms should introduce the service ecosystem while
concurrently upgrading their capabilities in the service
platform, including their potential future performances in
relation to customer needs (Vargo and Lusch, 2016).

The customer paradigm have shifted objectives,
from solely customer satisfaction to maximizing a more
positive customer experience (Brochado, Troilo, and Shah,
2017; Meyer and Schwager, 2007; Palmer, 2010). The
combination of co-creation and customer involvement covers
all the ranges of collaboration, starting from the ideas,
co-designs, and co-promotion have led to improved customer
experiences (Romero and Molina, 2011). From a company’s
perspective, organization agility is required to distinguish
parts of the organization based on its strategy (Roser, T.,
DedFillippi, R., Samson, 2013). Organizational agility is a
part of the dynamic capabilities to recognize opportunities,
seize design opportunities, and transform capabilities in the
development of business model innovation (Teece, Peteratd,
and Leih, 2016). Based on observations in a dynamic
environment, firms should enable the capabilities in order to
create a collaborative innovation based on the customer
journey (Chesbrough, 2010).

This paper focuses on the concept of co-creation
driven innovation, which has become a part of organisational
agility. The concept is based on customers’ needs to be able to
act fast along with the market dynamics and turbulences
associated to globalization (Camarinha-Matos, 2007). Past
studies have discussed the fundamental concept of
collaboration and co-creation in relation to organization
agility (Roser, DedFillippi, and Samson, 2013) and the
co-creation of business models (Basceanu, 2014). However,
the use of co-creation and business models in this dynamic
environment, especially in relation to customer experience
orientation and organizational
agility has not been explored
further. This is evident in
empirical studies as co-creation
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driven innovation integrates customer experience orientation
and organizational agility in order to provide fast reactions
and better adaptation to the market dynamics.

Hence, this study aims to result in a framework that
relies on co-creation driven innovation within the context of
the SD logic with a background of customer experience and
organizational agility. This paper starts with a literature
review, followed by the research model, hypotheses,
methodology, research findings, as well as a discussion that
includes implications of the findings. The paper concludes
with a summary of the study, mentioning the limitations and
suggestions for future research.

Il. LITERATURE REVIEW

The SD logic explains the value of co-creation
between organization capabilities and customers in the
context of collaboration (Vargo and Lusch, 2004). SD logic
focuses on services as the platform and ecosystem that is
beneficial to the respective actors and enables the
fundamental components of service exchange (Vargo and
Lusch, 2016). It focuses on customers’ needs to give space
for the agility of the organization to focus on the process in
creating value based on a customer-centric approach
(Romero and Molina, 2011; Xie, Wu, Xiao, and Hu, 2016).
Value creation is defined as the firm’s values as part of the
collaboration between customers and service providers.
Whereas service providers could deliver the values of
customer journey in creating customer experience
(Shrivastava, 2016; Ramaswamy, 2008; Sjodin and
Kristensson, 2012). In the digital era, technology has a
significant influence in collaboration and it is designed based
on customer experience and organization agility, also known
as digital co-creation (Richter, Trier, and Richter, 2017; Xie
et al., 2016) as shown in Figure 1.

assets [ cooperatlve assets ]
O\
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information platform
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Figure 1. co-creation based on customer and firms (Xie et
al., 2016)

Digital co-creation is derived from co-creation strategy that

consists of co-creation vision, capability, and tactics

(Mihardjo, Sasmoko, Alamsjah, and Elidjen, 2018), aiming

to perform business model innovation. Past studies on
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business model innovation could be defined as business
model canvasser as part of diagram block to guide the
processing model in creating a business model (Osterwalder
and Pigneur, 2010). Other studies define business model
innovation as an integrated business model that consists of
strategic components, customers, and value creation (Wirtz,
Pistoia, Ullrich, and Géttel, 2016). Thus, the St. Gallen
business model navigators consists includes four questions
that needs to be answered when creating a business model:
who, what, how, and value (Gassmann, Frankenberger, and
Csik, 2014). Zott and Amit (2017) defined business model
innovation in the digital era as part of content innovation,
structure innovation, and governance innovation.

Co-creation that is based on innovation was
constructed from integration between organizational agility
and customer experience orientation. Organizational agility
is defined as the operational capabilities to adapt to change as
fast as the market or customer requirements in order to
provide flexibility in adjusting its internal structures and
processes (Trinh-Phuong, Molla, and Peszynski, 2010). To
adapt to the changes, organizational agility becomes a
fundamental asset for firms that consist of people, process,
and culture agility (Crocitto and Youssef, 2003; Nold and
Michel, 2013). Meanwhile, customer experience orientation
is defined as the firm’s orientation to focus on the
development of the firm’s capability based on the customer
journey in order to provide customer experience (Lemon and
Verhoef, 2016). Hence, it focuses more on the development
of products and services to align with customer expectations
starting from customer relations, product trust and
personalization, price offer, and brand performance. It is also
related to the service to capture the behaviour, cognition, and
emotions of the customers (Ramaswamy, 2011).

According to past studies, the ability of
organizations to adapt to change by developing people who
are agile, process and culture has a significant impact on the
development of business model innovation (Loss and Crave,
2011). The agile business model brings a new appeal to
companies in the digital era to speed up decision making
processes in a dynamic environment (Teece et al., 2016) in
many areas, including small and medium enterprise
(Arbussa, Bikfalvi, & Marqueés, 2017). This enhances the
process through an enterprise resources plan (ERP)
(Seethamraju and Krishna Sundar, 2013). Hence, the first
hypothesis is formulated as the following:

Hypothesis 1: Organizational Agility has a

significant impact on Business Model Innovation
The development of co-creation can be supported by an
integration of organization agility and customer experience
to support the development of service dominant logic
(Sharma, Conduit, and Hill, 2014). This enables the firm to
have collaboration capability (Kodama, 2018; Romero and
Molina, 2011). Hence, the second hypothesis is formulated as
the following:

Hypothesis 2:
Organizational
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agility and customer experience orientation have
significant impact on digital co creation

Firms that focus on customer experience could leverage its
innovation in business model (Seppanen and Laukkanen,
2015) and co-creation and is strongly correlated to business
model innovation (Basceanu, 2014; Mihardjo, Alamsjah,
Elidjen, and Sasmoko, 2018). Hence, leading to the
formulation of the last two hypotheses:

Hypothesis 3: Customer Experience Orientation

has a significant impact on Business Model

innovation

Hypothesis 4: Digital co-creation has a

significant impact on Business Model innovation
The research model for the current study is demonstrated in
figure 2.

Customer
experience H
orientation

Digital_ H Business Model
Co-creatio 4# Innovation
n
Organizati
onal H
Agility 1

Figure 2. Research model

I11. METHOD
Research design:

The current study investigates the service-dominant logic
concept, through an assessment on co-creation driven
innovation by integrating customer experience orientation
and organizational agility.

Population and sample:

There are 542 ICT firms that are currently operating in
Indonesia according to the Ministry of Information and
Communication (2017), out of which the ones in this study
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consists of network providers, service providers and
supporting ICT companies in tower companies. The five
dimensions determine the appropriate sample size needed for
this (Pallant, 2005). With 35 indicators, the sample is
selected from 175 firms. Smart PLS was used to analyse and
process the collected data.

Sampling technique:

Simple random sampling was used to allow respondents to
have equal chances to be selected for data collection (Hair,
Ringle, Sarstedt, and Vinzi, 2014) with the firms as the units
of analyses. A seven-point Likert scale ranging from 1 (‘Not
at all satisfied”) to 7 (very satisfied”) was used to examine the
response for each construct of the study.

IV. RESULT

Figure 3. Measurement Test Result

Figure 3 demonstrates the result of measurement test to
validate the reliability, consistency and validity of latent
variable, dimensions, and indicators. Indicators and
dimensions generally have loadings of Cronbach’s Alpha
(CA) and composite reliability (CR) above 0.7. The average
variance extracted (AVE) is used to evaluate convergent
validity exceeding the 0.5 level. Results are shown in Table
1, where the all latent variable was valid.

Table 1. Construct Reliability and Validity

Cronbach's Alpha rho_A Composite Reliability AVE Remarks

Organizational agility 0.904 0.910 0.922 0.571 Valid
Customer Experience 0.935 0.942 0.943 0.529 valid
Orientation
Digital Co-creation 0.908 0.916 0.927 0.647 Valid
Business Model 0.942 0.951 0.953 0.720 valid
Innovation

The next step was determining the discriminant validity.

Table 2 demonstrates cross-loading test results where

according to Fornell and Cha (1994), the values are higher

than 0.6, indicating that at least one dimension is unrelated

to others.
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Table 2. Cross Loading Test Result

et | capaony | Coment | s | Diot | Dinte | Dl | Sov | O | price | ST | oo | TS | vison

BP2 0.888 0.129 0.171 0.314 0.303 0.338 0.056 0.440 0.237 0.552 0.164 0.337 0.324 0.324
BP3 0.877 0.100 0.170 0.393 0.329 0.459 0.112 0.429 0.310 0.529 0.269 0.365 0.390 0.392
BP4 0.907 0.269 0.293 0.615 0.586 0.600 0.313 0.646 0.548 0.386 0.442 0.337 0.437 0.547
BP8 0.868 0.227 0.315 0.501 0.430 0.512 0.192 0.532 0.405 0.411 0.396 0.340 0.447 0.491
CC1 0.200 0.907 0.739 0.632 0.517 0.408 0.488 0.595 0.671 0.435 0.703 0.599 0.691 0.636
Ccc2 0.178 0.886 0.627 0.482 0.327 0.328 0.506 0.423 0.487 0.477 0.496 0.599 0.483 0.477
Cl1 0.090 0.701 0.949 0.613 0.499 0.416 0.517 0.607 0.634 0.557 0.750 0.647 0.695 0.615
CI2 0.312 0.733 0.964 0.689 0.542 0.460 0.477 0.778 0.687 0.603 0.856 0.721 0.810 0.706
CI3 0.370 0.762 0.963 0.730 0.622 0.532 0.571 0.785 0.733 0.624 0.856 0.735 0.777 0.804
CRM1 0.381 0.456 0.603 0.827 0.648 0.562 0.611 0.520 0.685 0.356 0.647 0.485 0.489 0.716
CRM2 0.256 0.684 0.681 0.905 0.579 0.467 0.605 0.446 0.690 0.348 0.735 0.478 0.676 0.672
CRM3 0.655 0.438 0.508 0.786 0.436 0.441 0.431 0.608 0.522 0.519 0.563 0.585 0.725 0.509
CT1 0.406 0.449 0.486 0.437 0.223 0.296 0.450 0.515 0.391 0.639 0.429 0.901 0.557 0.464
CT2 0.455 0.564 0.564 0.541 0.331 0.433 0.558 0.648 0.522 0.652 0.504 0.940 0.605 0.554
CT3 0.199 0.743 0.871 0.658 0.458 0.401 0.585 0.670 0.635 0.616 0.692 0.837 0.733 0.713
Cv1i 0.524 0.602 0.708 0.747 0.759 0.669 0.578 0.745 0.779 0.452 0.845 0.598 0.660 0.974
Cv2 0.462 0.616 0.740 0.712 0.758 0.685 0.637 0.768 0.798 0.462 0.882 0.681 0.669 0.977
DAl 0.298 0.295 0.372 0.485 0.854 0.710 0.589 0.470 0.761 0.022 0.557 0.196 0.282 0.546
DA2 0.369 0.595 0.684 0.621 0.890 0.763 0.628 0.682 0.874 0.395 0.739 0.365 0.479 0.730
DA3 0.576 0.331 0.438 0.595 0.867 0.838 0.557 0.590 0.810 0.405 0.633 0.442 0.487 0.743
DC1 0.356 0.380 0.442 0.505 0.757 0.895 0.618 0.428 0.829 0.295 0.529 0.426 0.387 0.545
DC2 0.480 0.198 0.229 0.395 0.705 0.899 0.381 0.336 0.704 0.177 0.397 0.180 0.256 0.449
DC3 0.582 0.466 0.575 0.580 0.759 0.798 0.515 0.739 0.730 0.477 0.674 0.471 0.513 0.781
DV1 0.237 0.455 0.440 0.483 0.466 0.467 0.861 0.453 0.643 0.262 0.433 0.586 0.369 0.424
DVv2 0.129 0.521 0.519 0.652 0.717 0.586 0.910 0.497 0.787 0.140 0.637 0.492 0.346 0.660
Govel 0.703 0.394 0.580 0.532 0.605 0.562 0.356 0.904 0.583 0.596 0.652 0.543 0.577 0.709
Gove2 0.401 0.638 0.796 0.621 0.630 0.520 0.611 0.932 0.723 0.458 0.732 0.714 0.616 0.717
PP1 0.385 0.489 0.619 0.465 0.316 0.393 0.319 0.503 0.435 0.886 0.446 0.690 0.594 0.476
PP3 0.539 0.400 0.469 0.401 0.251 0.257 0.059 0.493 0.273 0.871 0.302 0.559 0.580 0.343
Sli1 0.350 0.639 0.779 0.725 0.759 0.582 0.699 0.777 0.798 0.373 0.921 0.605 0.646 0.901
SI2 0.296 0.689 0.834 0.731 0.627 0.505 0.505 0.695 0.696 0.353 0.935 0.529 0.693 0.836
Sl4 0.313 0.348 0.560 0.487 0.501 0.544 0.326 0.418 0.583 0.392 0.685 0.442 0.509 0.469
TP1 0.352 0.589 0.763 0.721 0.432 0.368 0.385 0.589 0.541 0.641 0.620 0.603 0.867 0.629
TP2 0.309 0.733 0.792 0.723 0.435 0.427 0.369 0.543 0.581 0.576 0.709 0.671 0.928 0.612
TP4 0.537 0.294 0.404 0.441 0.347 0.356 0.243 0.515 0.390 0.458 0.490 0.532 0.721 0.466
H2a: Investigations on the relationship between

The structural test is used to determine the loading factor of
the direct and indirect hypotheses. The direct hypothesis
testing aims to assess the direct, significant relations between
two latent variables.

H1: The first hypothesis examines the relationship between
organizational agility and business model innovation. Tests
show that t-value was observed as 2.352 and p<0.05,
indicating that H1 is accepted.
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organizational agility and digital co-creation demonstrates
the t-values and p-values as 2.038 and p<0.005, therefore,
H2a is accepted.

H2b: Investigations on the relationship between customer
experience orientation and digital co-creation shows that the
t-value as 4.279 and p>0.005; therefore, H2b is accepted.
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H3: The relationship between ‘customer experience indicating the t-value as 2.213 and p>0.005; therefore, H4 is
orientation and business model innovation’, shows results  accepted
indicating the t-value as 2.084 and p>0.005; therefore, H3 is

Table 3 below demonstrates the direct relationships within
accepted.

the study.
H4: H4 investigates the relationship between ‘digital
co-creation and business model innovation’, with results

Table 3. Direct hypothesis testing Result

Standard T P
Hypothesis Deviati Statistic | Value | Remarks

eviation s s
H1 Organizational agility -> Business Model Innovation 0.100 2.352 | 0.019 | Significant
H2a Organizational agility -> digital Co-creation 0.166 2.038 0.042 | Significant
H2b Customer Experience Orientation -> digital Co-creation 0.146 4.279 0.000 | Significant
H3 Customer Experience Orientation -> Business Model Innovation 0.189 2.084 | 0.037 | Significant
H4 digital Co-creation -> Business Model Innovation 0.168 2.213 | 0.027 | Significant

Figure 4. shows the structural result of structural simulation model with 5000-time bootstrapping iteration

Figure 4. Structural Test Result

All indirect effects are shown in Table 4 below. It shows that digital co-creation plays significant role, as an intervening
variable on the relationship between customer experience orientation and business model innovation. It also does not have an
intervening effect between organizational agility and business model innovation.

Table 4. Indirect hypothesis testing Result

T
. Standard - P
Hypothesis Deviation Stat;stlc Values Remarks

Organizational agility -> digital not

Co-creation -> Business Model 0.085 1.477 | 0.140 | Significan

Innovation t

Customer Experience Orientation -> Sianifican

digital Co-creation -> Business 0.108 2.161 | 0.031 i g

Model Innovation
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V.DISCUSSION

Findings of the current study has implications on the
theory of strengthening the concept of SD-logic where the
co-creation based on customer experience plays a significant
role in the development of business model innovation.
Customer relations and trust personalization have significant
impacts in developing customer experience. Implications for
practitioners are related with the model of co-creation
innovation as shown in Figure 5.

The model consists of the following matrixes: (1)
Co-creation innovation is the model where the customer
experience orientation and organizational agility has strong
influence in developing business model. Examples on this
quadrant mostly come from digital companies. (2) Structural
innovation is defined where the agility of organization is low,
but the customer experience orientation plays a significant
role in the company since it has managed the most important
customers. The example of this quadrant in the matrix can
mostly be found in service providers such as Internet service
provider (3). There is potential innovation where firms have
strong organization agility but less focus in developing
customer experience. The best example of this quadrant
matrix is start-ups that are more flexible but less strong on its
customer base. The last (4) matrix quadrant is conventional
innovation that is mostly dominated by the incumbent firm
that has less organizational agility and customer experience
orientation.

CH

U i

S g

T h

o STRUCTURAL CO_CREATION
M INNOVATION INNOVATION
E

R

E

X

P

E

R

I CONVENTIONAL POTENTIAL
E INNOVATION INNOVATION
N L

c O

E w

Low High
ORGANIZATIONAL AGILITY

Figure 5. Co-creation-innovation model

This model provides the implication of the firms in
transforming capability based on SD-logic to strengthen
co-creation, thus putting attention on the implementation of
co-creation to ensure the development of innovation could
lead to a co-creation of values.

VI. CONCLUSIONS

The study found that the development of SD-logic relies
on co-creation-based innovation where the customer
experience orientation plays a vital and positive significant
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role in the development of digital co-creation and business
model innovation. Organization agility enables the firm to
accelerate co-creation. Findings help the ICT sector to focus
on existing customers and create services on top of them to
transform organisations with fast and flexible decision
making. The study contributes towards the initiation of a
valuable model of co-creation innovation by prioritizing
programs on customer experience orientation and
organization agility. This has a more significant contribution
in the development of business model innovation. The study
has limitations in terms of sample and time of study, hence
the further study can be done through expanding sampling
not only in ICT but other industries across different
countries. Longitudinal study can also be done to ensure the
transformation in the digital era could strengthen the
theoretical and practical implications.
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