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ABSTRACT
Innovation, traditionally a key focus for economists and sociologists, 
remains underexplored in the service industry despite growing research. 
The gap between conceptual frameworks and empirical findings on 
service innovation is a major reason. Many studies emphasize 
technological innovation in manufacturing, often sidelining services. 
However, services are increasingly recognized for driving economic 
growth and competitiveness, especially as China shifts to a service-
oriented economy. The service sector is now a major engine for China's 
economic development, and ongoing innovation is crucial for future 
growth.
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Measuring service innovation is challenging, highlighting its importance. Howells and Tether 
(2004) note that service innovation is often implicit, intangible, and hard to quantify. The lack of 
clear definitions and unique characteristics—such as customer experience focus, personalization, 
and new technology integration—make traditional metrics difficult to apply. Consequently, the full 
extent of service innovation in China may be underrecognized, leading to missed policy and 
business strategy opportunities. Given China's rapid digital transformation, the rising importance of 
services, and the government's innovation-driven focus, addressing this gap is crucial.

In China, the service sector's rapid expansion and role in economic transformation make service 
innovation a dynamic research area. The challenges of defining and measuring service innovation in 
a fast-evolving market, combined with the recognition of services as key economic contributors, 
underscore the need for robust frameworks to understand and promote innovation. By focusing on 
service innovation, China can leverage its service industries' full potential, enhance productivity, and 
compete globally. This article explores potential innovation paths for China's service industry.

1　Literature Review

Johan Hauknes (1996) identifies both internal and external drivers of innovation. Understanding 
a company's internal motivations is essential, as innovation responds to market opportunities. Key 
internal factors include management and strategy, employees, and institutionalized innovation 
efforts like R&D units. These factors are crucial for China's service industry, especially in the digital 
economy, where companies must optimize management and strategy to meet market demands.

Ian Miles (2005) suggests that service companies provide alternative knowledge sources, 
particularly in IT services. Companies work with customers to procure and configure technology, 
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such as software development or web design, and manage customer equipment. In China, service 
companies, especially in IT and environmental technologies, innovate driven by customer needs. 
Innovation in the service industry includes technological advances and innovations in service 
delivery and management models, addressing environmental challenges and personalized 
customer demands.

Scholars suggest innovation through sustainability, inclusive design, and solution design. 
Howells and Tether (2004) emphasize sustainability as critical for design companies. Environmental 
factors raise awareness and compel sustainable practices. As China shifts to green and low-carbon 
models, service companies integrate sustainable design into innovation strategies, driving green 
innovation.

Inclusive Design: Howells and Tether (2004) note that population aging and diverse product 
demand impact new product and service development. Socially inclusive design ensures products 
and services meet diverse customer needs. In China, with an aging population, the service industry 
needs innovative solutions, particularly inclusive service products.

Solution Design: Ian Miles (2005) argues that innovation extends through delivery and practice. 
Innovation in service design, delivery, remote management, and coordination can be realized 
through new applications. In China, digital transformation accelerates, and service companies focus 
on optimizing processes and improving efficiency and quality through technologies like cloud 
computing, big data, and AI. Innovation is reflected in products, services, delivery models, and 
management systems.

2　Potential Innovation Paths for Chinese Service Industry

Innovation flow, a tool for studying innovation, consists of stages like discovering opportunities, 
generating ideas, delivering, and changing systems. This article reconstructs the innovation flow 
framework to analyze service innovation, focusing on these stages.

The pyramid-shaped diagram represents the relationship between different steps in service 
industry innovation. The bottom typically represents the discovery of market opportunities, while 
the top represents higher-level steps like changing systems. This structure visualizes the process of 
narrowing down from broad innovation opportunities to focused, impactful changes.

2.1　Exploring Opportunities and Challenges

Discovering market opportunities and challenges relies on insights into changes in the market 
environment, influenced by consumer demand, technological development, and competitive 
landscape.

Changes in Consumer Demand: Consumers today expect more personalized, convenient, and 

Figure 1　Steps And Innovation Pathway for Service-Oriented Enterprises
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high-quality service experiences, driven by digital technologies that enable businesses to tailor 
offerings to individual needs. Personalized services, such as customized recommendations and 
quicker response times, have become essential for competitiveness (Gracias & Potter, 2024).

Technological Drivers: Ian Miles (2005) believes the main impetus for innovation growth comes 
from rapid technological expansion. Advances in computer and information technologies (big data, 
the internet, cloud computing, blockchain) necessitate organizations to keep pace with new 
knowledge, driving innovation. Cloud computing enables flexible resource management, 
optimizing service processes and improving efficiency. Blockchain ensures transparency and data 
security, driving intelligent service platforms. These advancements enhance operational efficiency 
and transform traditional service models, enabling more efficient and personalized services.

Competitive Landscape: Lowering market entry barriers has increased competitive pressure on 
established enterprises (Porter, 1985). Cross-industry collaboration has become crucial for 
innovation, allowing companies to expand business scope, explore new market opportunities, and 
create innovative business models. Companies increasingly rely on innovation for competitive 
advantage, a significant trend in the service industry's development (Teece, 2017).

Service companies must remain agile, leveraging technological innovations and data insights to 
meet changing consumer needs and maintain a competitive edge in a rapidly transforming industry.

2.2　Generating Ideas for Innovation in China's Service Industry

The Innobarometer survey shows that many service companies engage in innovation activities. 
Between 1994 and 1996, over a third of service companies in Western Europe introduced new 
services or methods (Howells & Tether, 2004). This trend is also evident in China, where innovation 
often focuses on improving service processes and customer experience rather than purely 
technological advancements. Soft innovations like digital customer interaction and personalized 
service models are key drivers of growth in China's service industry.

As China's economy undergoes digital transformation, the service industry faces new 
opportunities and challenges. To remain competitive, Chinese service companies must continuously 
innovate. Traditional business models need to adapt to emerging consumer demands and 
technological advances. Key innovation paths include digital transformation, service process 
optimization, personalized services, and innovative service models.

Digital Transformation and Intelligent Service Platforms: Digital transformation is crucial for 
modern service industries. Technologies like big data, cloud computing, and AI enable companies to 
achieve digital, automated, and intelligent services. For example, big data analytics helps businesses 
understand consumer demands, predict market trends, and optimize services (Gracias & Potter, 
2024). Companies like Alibaba and JD. comuse these technologies to enhance e-commerce 
experiences.

Customization and Personalized Services: With diverse consumer demands, customized services 
enhance customer experience. Big data and customer behavior analysis allow service companies to 
provide tailored products and services. Companies like Meituan and Taobao use consumer data to 
offer personalized services, aligning with global trends.

Innovative Service Models: The sharing economy, on-demand services, and subscription services 
drive transformation in the service industry. Platforms like Airbnb and Uber connect consumers with 
service providers, promoting efficient resource utilization (Botsman & Rogers, 2010). In China, 
platforms like Didi Chuxing and Tujia reflect this trend, reshaping industries like transportation and 
hospitality.

Platform-Based Operations and Resource Integration: Platform-based operations improve service 
efficiency and scale business operations. Companies like Alibaba and Amazon optimize logistics and 
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payment systems, providing operational platforms for millions of businesses (Eisenmann, Parker & 
Van Alstyne, 2006). In China, companies like Alibaba and Tencent facilitate resource integration, 
enhancing service efficiency and creating thriving ecosystems.

These innovation paths help Chinese service companies remain agile, leveraging technological 
innovations and data insights to meet changing consumer needs and maintain a competitive edge.

2.3　Changing Systems

As competition and consumer demands evolve, companies must adopt strategies to improve 
internal processes and drive systemic changes. Key changes supporting innovation in China ’ s 
service industry include:

Talent Development and Culture Building:Data-Driven Culture: Promote a data-driven corporate 
culture, enhancing employees' data sensitivity and analytical skills.

Innovative Talent: Strengthen recruitment and development of innovative talents, establish 
adaptable innovation mechanisms, and encourage internal innovation activities.

Policy Design: China's service industry faces intense competition and changing consumer 
demands, making innovation crucial for economic growth and competitiveness. Despite the sector's 
growth, innovation policies and research lag behind. Similar to European economies, where service 
industries employ two-thirds of the labor force, insufficient innovation research and policy attention 
limit potential (Hauknes, 1996).

In China, industrial policies focus mainly on manufacturing competitiveness and technological 
innovation, neglecting the service sector. This policy bias challenges service sector innovation, 
which requires technical support, new service models, and improved customer experience. 
Innovation policies should stimulate service enterprise innovation. While service comapnise require  
favorable policies to mitigate risks and promote innovation (Miles, 2005), Chinese service 
enterprises may face policy restrictions in international markets.

Innovation policy design should go beyond funding and data collection. Howells and Tether 
(2004) argue that due to services' intangible nature, policies should develop new indicators, 
especially for organizational innovation. These indicators clarify and measure service innovation. 
China should invest in new evaluation systems and innovation metrics to promote service sector 
innovation.

Cross-Industry Cooperation and Ecosystem Building: As industry boundaries blur, cross-industry 
cooperation and ecosystem building drive innovation and growth. Companies form strategic 
partnerships with other industries to develop new products and services, breaking barriers and 
creating a collaborative ecosystem. For example, collaborations between Huawei and Baidu in AI, 
and Tencent and JD. comin e-commerce, promote technological exchange, broaden market 
boundaries, and create growth opportunities.

3　Conclusion and Outlook

Innovation in China's service industry drives economic transformation and industrial upgrading. 
With advancing technology and a changing market, service-oriented enterprises must maintain 
market insights, adjust innovation strategies, and explore new growth opportunities. Through 
digital transformation, customized services, innovative models, and cross-industry collaborations, 
companies can stand out in competition and achieve sustainable development. Innovation is 
essential for companies and fosters China's economic growth and transformation.

The future service industry will be more innovative, open, and opportunity-filled. Strategic 
positioning in technology, talent, and culture will secure a leading position in global competition 
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and contribute to China's economic rise.
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