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Abstract

Service innovation is a new or improved service product or service process that is based on technology. In Malaysia, service
innovation is recognized as the main drivers who contribute to economic growth of the country. The discussion has not explicitly
provided a structural connection between communication and service innovation. Many considered communication underpinned
the organizational values and culture that lead for the innovation, yet it still unclear and more exploration required. Therefore, this
paper attempts to provide a detailed discussion on the influence of communication on service innovation and the constraint in the
implementation of service innovation in SMEs.
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1. Introduction

Over the past decade, service economy has been growing rapidly and may lead to an increase in employment,
competitiveness, innovation and economic growth (Hauknes, 1998; Tether, 2005). Services are provided in all types
of business, ranging from SMEs, joint ventures, consulting firms, internet services, transport, tourism, social welfare,
telecommunication services and others.
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In Malaysia, service innovation is recognized as the main drivers that contribute to value creation, economic growth

and social welfare of the country and are mainly focused on SMEs because of the critical influence of these industries
on GDPs.
This influence creates tremendous potential for growth and profitability (Lin & Hsieh, 2011; Rust & Miu, 2006). SMEs
participation in services innovation indirectly positive impact in improving innovation, productivity and promotes
healthy competition within the organization and enables the company to attract new customers, retain existing
customers and increase shareholder value (Gustafsson & Johnson, 2003). In addition, in order to provide better service
and gain a competitive edge, the company needs to decide how to use the resources of their business.

Basically service innovation is divided into two types such as product innovation and process innovation (Dosi,
1988; Teece, 1989; Utterback & Abernathy, 1975). Service products are something that customers have to pay to
receive although it may be intangible. This service can also be applied to tangible product. Meanwhile service process
act as a new solution to consumers, introduce new ways to organize and manage service and use of new distribution
methods. Service innovation is beneficial to both producers and consumers of services. First, service companies can
produce unique innovations (Ashurst, Freer, Ekdahl & Gibbons, 2012) Second, service companies play an important
role in developing the creative workers (Martinez & Orfila, 2009).

This paper is conducted in the context of the Malaysia service sector which has been receiving a great deal of
attention from the government. Although there are many studies in this field, the research gap in the services sector is
still unclear, especially in service innovation (Chen, Tsou & Ching, 2011). Furthermore, this paper aims to discuss in
detail the influence of communication on service innovation. Besides, this paper also focused on some of constraint in
the implementation of service innovation in SMEs.

2. Service innovation

Innovation has contributed to the main source of competitive advantage for business organizations (Schumpeter,
1934), including in the service sectors. In fact, service innovation leads to the highest economic growth in recent years.

The study of service innovation was introduced by Richard Barras (1986). Service innovation has introduced
something new to the ways of life, organization, time and place; it is through a process between individuals and groups
with customers (Barcet, 2010). For example, new customer interaction channels, through new distribution system or
a combination of them. Moreover, this service is a fundamental source of value creation and a key enabler of
competitive advantage (Cinite, 2010).

In addition, service innovation is commonly based on using the latest technology, labor and the ability of an
organization to manage the resources available. This development may be related to customer communications where
service innovation has created obstacles for firms in providing services to customers (Den Hertog, Van der Aa, & De
Jong,2010). Communication is important in providing new information such as the knowledge on technology to enable
service innovation to be applied in SMEs.

3. Communication

Communication is the words of people understand through interaction with others in order to exchange information.
It can also be defined as the exchange of ideas among people (Cartier & Harwood, 1953). Communication is divided
into two types such as internal communication and external communication. Internal communication focuses on the
organization's management and internal stakeholders (Welch & Jackson, 2007). Meanwhile, the external
communications involve audience outside the organization (Saunders, 1999). Both of these have been identified as a
corporate communication.

As described by Gruner and Homburg (2000); Lundkvist and Yakhlef (2004), the process of communication and
social interaction with customers is important in ensuring the success of products and services. As stated by Turkel
(2004), the more you communicate the more issues you open up to address. Furthermore, according to Payne,
Storbacka and Frow (2006) communication can indicate a company's ability to manage value co-creation. Therefore,
this paper aims to emphasize the communication between companies and customers, and this relationship can ensure
the success of the product and service innovation in the market.
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3.1. Internal communication

As mentioned by Welch and Jackson, (2007) internal communication is defined as communication between
individuals or groups of different levels and areas of specialization. It aims to design and redesign the organization
to coordinate daily activities. The exchange and sharing of information between individuals from different functional
departments to ensure the success of the new service innovation.

Internal communications exist within a company and among employees. For examples, emails, face to face
conversations, memorandums and formal meetings. Conduit and Mavado (2001) identified the main benefits of
internal communication are to increase productivity, improve product and service quality, enhance levels of innovation
and reduced costs. The effectiveness of communication is influenced by the overall quality of internal communication
during the process of service innovation. The communication quality is measured based on the information that can
be understood by the receiver (ie project teams) in a timely manner.

3.2. External communication

External communication is very important to create a brand image and identity. Therefore, the perception among
existing customers and potential customers to a corporate brand is based on brands from outside the organization. It
is through communication between customers and employees in the services sector (Foster, Punjasiri & Cheng, 2010).

Furthermore, the focus of external communication is based on the audience outside the organization whose role as
consumers, investors and regulatory bodies. Examples of external communications including factsheets, pamphlets,
magazines and annual reports. Saunders (1999) states that companies that have good external communication indicates
the characteristics of a visionary company as an innovator. They can show a consistent increase in profitability, market
share and stakeholder concern (Bonn, 2001).

3.3 Interrelation between internal and external communication

The difference between internal and external communication is important to ensure successful communication
within the organization. According to Horrigan and Juskiw (2010) the relationship between employees and customers
is influenced by the attitudes, perceptions and behaviors. Furthermore, when employees face a bad experience with a
customer, this will affect his attitude toward customers.

4. Small and medium enterprises (SMEs)

According to OECD (2005) SMEs are firms with subsidiaries, independent and has only a small number of
employees. Most SMEs are characterized as dynamic, flexibility and having innovative power that can adapt quickly
to changes in the economy (Pislaru, Modreanu & CITU, 2012).

SME:s is one of the 'driving forces' of the modern economy for their contribution in improving the technological
innovation, increase employment opportunities and encourage the export promotion. The ability of SMEs in
innovation is important because it can increase the competitive edge to companies, industry and the economy.

In addition, SMEs have been considered to be the backbone of industrial development in the country. The objective
of innovation in SMEs is innovate and create value in the market into society and therefore can support the Vision
2020 to achieve smart growth, inclusive and sustainable. However, in order to achieve this vision, there are several
barriers to innovation that have to be taken by the SMEs, as shown in Table 1.

4.1 Table

This study has found several obstacles innovation in SMEs and also became the object of investigation in the body
of the national and international studies. The most dominant constraints are shown in Table 1.
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Table 1. Innovation Barriers in SMEs

Barriers to innovation in SMEs

Financial difficulties- prevent access to external financing,
1. high innovation costs
2. high economic risks
Limited internal person
. to manage the innovation process effectively and efficiently
Missing market
. to meet customer’s needs and to enter foreign markets
Bureaucratic
1. long administrative procedures
2. restrictive laws and regulations
Lack of intellectual property rights
Sources: Tiwari and Buse (2007)

Generally, service innovation has been regarded as critical concern implemented by various industries. Thus, SMEs
seeking to seize new opportunities in order to maintain a competitive advantage, improve the ability to develop new
products and improve innovation in the core of value creation (Raymond & St-Pierre, 2010).

Although the study of innovation tend to focus on large companies, innovation is equally important for small
companies. The ability of small companies is seen from the company’s ability to offer quality products and services
in line with market requirements. Innovations in small companies are actually very different from the innovation in
large companies (Rothwell & Dodgson, 1994; Hadjimanolis, 2000). This is because small companies to respond more
quickly to changes in the market compared to large companies. Furthermore, the size of small companies makes it
even more flexible and free of red tape that hit large companies. For large companies, the companies generally enjoy
advantages of resources (Rothwell & Dodgson, 1994), but a bit slow to react to the changing environment. One study
determined in the context of manufacturing, small companies are generally more innovative but exhibit less extreme
research and development (R&D) and patenting activities than do large companies (Fuller & Matzler, 2007).

5. Conclusion

In conclusion, Malaysia, like many other countries, the economy is dominated by the vast majority of SMEs. As a
major contribution of this sector to the economy, Singh, Garg and Deshmukh (2010) states that the development and
competitiveness of SMEs should be maintained from time to time to ensure that the position of SMEs can be
comparable with local and foreign organizations.

Communication also is important in providing new information such as the knowledge on technology to enable
service innovation to be applied in SMEs. Besides, communication and social interaction with customers also is the
key to a successful product and service. As a result, SMEs in Malaysia are doing their best in service innovation to
ensure that to achieve a high income economy by 2020 become a reality.
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