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Abstract

The service sector is considered to be one of the most essential and fastest developing sectors of our country. Banking sector 
forming the backbone of our economy is an integral part of our service sector. To keep pace with changing customer needs and to 
achieve growth, one thing is indispensable: Innovation. However, there is a lack of conceptual base for service innovation. This 
paper aims to reduce this gap. The purpose is to investigate the concept of service innovation in banking. To access competitive 
advantage in business, service innovation is the key. This research is aimed to bring together the concepts of technology and 
personal customer contact for the success of service innovation. It is the innovation that provides base for the banking sector to 
survive and grow in such a hostile business environment. Innovation has taken many folds during its journey. An effort has been 
made to identify some of the recent innovative steps taken by some of the banks in India, including public banks as well as private 
banks. For the purpose of this study, Innovation models of Bessant and Tidd (4Ps Model of innovation) and Pim den Hertog (Six 
Dimensional Model) are used. The study reveals that both public as well as private banks are rapidly involving themselves into 
innovative activities to come up with new services and processes. It has also been analyzed that banks are not only focusing on 
service or process innovation but paying attention to the concepts of business model innovation, operations innovation, market 
innovation and paradigm innovation. One way to optimize service innovation is by understanding and enquiring the customer 
expectations and requirements. Technology cannot always make customers happy, but without the use of tech-nology along with 
human touch, service innovation cannot be achieved.
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Introduction

Few years ago if anyone asked a company head about ways to achieve growth, their answer would have 
been investing in China. But now the answer has shifted to innovation. Increasingly volatile business 
environment along with globalization, emerging new technologies and deregulation have led to restructuring 
of nancial service industries. So, companies these days compete to increase and satisfy their customer by 
implementing service innovations in order to win over the customer's heart. Innovation is commonly dened 
as the initiation, adoption and implementation of ideas or activity that are new to the adopting organizations 
and requires identifying and using new opportunities to create innovative products, services or work 
practices. Innovation is considered as the major driver for the growth, prosperity, and protability of the 
companies (Roberts, 1988). Research suggests that the term “innovation” can be dened as a new or 
innovative idea used to initiate or improve a product, process, or service (Gilbert et al., 1996). The service 
sector is one of the most crucial and fastest growing sectors of our country. Banking sector forming the 
backbone of our economy is an integral part of our service sector. To keep pace with changing customer 
needs and to achieve growth, one thing is indispensable: Innovation. The banking sector has been showing 
an unprecedented increasing trend during the past decade in the country. With new regulations, new pro-
cesses and new policies in place, the service sector is growing very fast and is constantly in the process of 
change. The critical role of technology in the past is shaping the way things are today, and it will continue to 
do so even more. Peter Drucker who said, “innovation is work”, has led to change in approach of business 
executives who are focusing less on informal processes that results in only incremental improvements in the 
internal operations and showing more focus on formal innovative approaches that create breakthrough 
innovation. In times of uncertainty, innovation remains the most important strategy to sustain in 
competition. To create something new, it requires all of the functional groups of a company to work 
cohesively. Successful innovation is not only bestowed to the specialists working on their share of the 
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problem. Innovation happens with collaboration throughout disciplines. So, for a successful innovation both 
are required; be it managing and dealing with human resources or developing new technology.

Review of Literature

The signicance of the innovation process in service sector is widely recognized, but the multifariousness of the 
service sector and lack of innovation models makes teaching and analyses difcult. The literature highlights 
growing interest in the study of service innovation. The service sector includes a wide variety of activities with 
different features (Hauknes, 1998; Drejer, 2004; Hipp and Grupp, 2005; Vries, 2006). The characteristics of 
services (intangibility, heterogeneity, perishability and simultaneity of production and consumption) 
distinguish them from physical products, and it brings difculties and limits to the use of same management 
programmes and models used towards innovation in the industrial sector (Sundbo, 1997 and Tether and Hipp, 
2002). Services are different from physical goods and they require certain specic innovation models, 
something which are still thin on the ground (Barras, 1986; Gallouj, 1998, Pires et al., 2008). The concept of 
innovation and its process is still majorly used in manufacturing-based paradigms (Gallouj and Weinstein, 
1997). This can also be seen in the commonly used indicators and models used to measure technological 
innovation which are based on integrated technologies and focus on formal research and development activity. 
When talking about innovation in service sector, direct customer interaction is considered to be the most 
important feature (Oke, 2007). Service sector has never been considered as a very innovative sector but many 
authors and organisations that's service sector process the own forms of innovation (Evangelista, 2006; Brax, 
2007; OECD, 2007). The increase in interest has been investigated in the service sector in the past few years, that 
aims to develop the required knowledge for innovation and increased productivity in service sector (Gronroos, 
2000; Hertog et al., 2003). Innovation in the services appears to come out from the weaknesses / deciencies that 
prevails in the services; thus arising the need for change or improvement that can be benecial to the growth of 
services (Miles, 2008). Some researchers have stated that the study of innovation in service sector is still very 
limited, especially the banking sector. It is limited to the extent of technology only and very less research has 
been undertaken on the personal touch, which is a part of innovation. There are many gaps in implementation of 
service innovations and such innovations are very easy to imitate because they are simple and do not use any 
sophisticated technology (Sundbo, 1997). He also emphasized that the service innovation is non-technical 
which is based on behavior, which is very different from the opinion of Barras (1986) that emphasized on 
technology. Innovation in services is more about the uniqueness and the skills or ability of the people in serving 
customers. This concludes that the role of interpersonal relationship is more important than advancement in 
technology (Gallouj, 2002). Some researchers believe that technology is not just a support function but now it is 
regarded as a strategic function tool aiding banking organizations. Most of the success that has been achieved in 
this industry can be linked to the innovative changes brought by technology. In banking sector, it is very difcult 
to implement extensive innovation because it is something that is really new. In the consumer services it is not 
easy to adopt something that is really new because of the intangible nature of services. Service is intangible, and 
can only be perceived by service users. When the user service providers are competitors, it will be very easy to 
imitate, because the experience of the services is directly perceived and is highly related to its target market 
segments. The goal of service innovation is to provide the benet to customer and companies (Matthing et al., 
2004). Also service innovation as a new service or experience which provide a solution consisting of service 
from multiple dimension (Hertog and Jong, 2011). Use of the new technology not only helps in staying ahead of 
competition but also helps in handling large number of transactions and increasing customer base (Parameswar 
et al., 2017). Technology is just one way of im-plementing service innovation, but mostly innovation is how it 
can bring change in the behavior of its consumers. Especially in the banking industry, the advancements in 
technology like Internet Banking and SMS Banking provides facilities and convenience to customers. The 
personal side is very signicant in service sector because the services cannot be detached from human 
management.
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Objectives of the Study

Ÿ To understand the concept of service innovation in banking sector. 

Ÿ To identify various service innovation initiatives taken by the selected public and private banks. 

Ÿ To test the innovation initiatives of the banks using two innovation models given by Bessant and Pim den 
Hertog.

Research Methodology

This paper sets out the conceptual framework with detailed review of literature. All the related references were 
discovered through electronic base, journals and articles. The time period of the study is three months from 
December, 2018 to February, 2019. For the purpose of the study, 2 models of innovation have been considered. 
These are:

Ÿ 4 Ps of Innovation Model given by Bessant and Tidd (2007). 

Ÿ 6 Dimensional Service Innovation Model given by Pim den Hertog (2007).

These models were applied to identify and compare various innovative strategies adopted by public and private 
sector banks of India. A sample of six banks (three each from public and private sector) was selected on the basis 
of age of the bank (number of years of establishment) and market size (market capitalization). Special care has 
been taken to incorporate atleast one systematically important bank (as classied by RBI) in each category of 
bank. Following banks have been selected for the purpose of the study (Table 1).

Private Sector Banks   Public Sector Banks   

HDFC Bank  State Bank of India    

ICICI Bank  Andhra Bank  

YES Bank  Punjab National Bank   

Table 1: List of Public and Private Banks 

Source: Author's own compilation. 

Service-Era Innovation

According to the Innovation in Retail Banking 2018 study commissioned by Infosys and conducted by Efma, 
74% of institutions increased innovation investment in technology, 73% increased investment in channels and 
69% increased investment for customer experience. Also, while fewer than half the organizations surveyed have 
a chief innovation ofcer, the presence of an innovation strategy increased by 6% since 2017 (Marous, 2018). 
Service rms do not have a tradition of employing designers the way manufacturing rms do, but design skills 
are critical component of the service innovation journey. Service design is similar to product design because it 
uses design methods to develop a new offering. Since services are intangible, service design focuses on bringing 
many intangible elements together into a cohesive customer experience. Service design discipline includes the 
following:

Ÿ  Customer experience design

Ÿ Conceptual prototyping 

Ÿ Service delivery blueprint 

Ÿ IT platforms 

Ÿ Service delivery training 

Ÿ Business models
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Innovation structures in banking

Different banks use different structures for innovation. They may be classied as Formal and Informal structure. 

Informal Structure of Innovation 

Informal structures of innovation (Figure 1) are generally difcult to map. They consist of “Overseeing 
Committee” on top comprising of key stakeholders. This committee screens the projects and allocates the funds. 
The “Change Council” is the main body dealing with real innovation management and it is responsible and 
answerable for a specic project. Usually it is headed by a “Project Sponsor”, the main driver of the project. The 
decision as to which of the ideas are followed or dumped is mostly taken by the “Change Council”. This Council 
decides the “Innovation Team” that includes experts from all business, technology or operations departments. 
The innovation team is involved in performing the main legwork, creating the whole case, rening all the ideas, 
testing them in a pilot, and nally implementing it. 

Formal Structure of Innovation 

Despite excluding the formalized strategies and structured departments, a more disciplined approach is seen 
helpful for successful innovation. Some banks follow internationally accepted practices and usually have 
created an approach based on a number of stages like:

• Idea generation 
• Business case preparation and review 
• Idea screening 
• Conceptualisation

• Decision making process and funding allocation 
• Prototyping, Piloting 
• Implémentation 
• Measurement of success

These stages are widely used in the banking industry, and apart from the minor innovations, like process 
improvements, banks more or less follow the above listed phases, particularly if high cost is involved.

Figure 1: Informal Innovation Structure 

Source: Russel R.D. & Russel C.J. (1992). 
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Innovation process
Earlier, to understand the concept of innovation in service industry the basic model of innovation was used. It 
was seen as research & development, Operations and marketing all com-bined in a complex web, to generate 
innovation (Figure 2). 

 

Figure 2: Basic Relationships in Innovation Processes 

 

 

 

 

 

Source: Malerba (2002). 

 

 

 

 

 

Figure 3: Expanded Relationship of Innovation 

Source: Matthing et al. (2004). 

But the aspect of technology or system integrators in innovation process can't be ignored. The team has to 
pull together operations, marketing and IT functions, also manage the innovations in the organization. The 
coordination of technology, human resources and investments with an appropriate technology appears to be 
the major factor leading to efciency in banking sector. To achieve this level of excellence, banks need to 
put efforts in a group of “organizational architects” that has the capacity to integrate this variety of pieces 
together to create a coherent structure (Figure 3). 

Case Study: ICICI Bank– A strategy to reach the poor 

ICICI Bank is India's second largest banking institution. It has unleashed a large underserved market of the 
potential customers—the 700 million of our population, mostly poor residents of our rural India. It was the rst 
bank in India to launch their website in the year 1996. It is also the rst bank in India to launch Internet banking 
in the year 1997. The rst bank again to launch online bill payments in 1999 and it is the only bank in India with 
more than a million online customer base. ICICI's innovation history shows its technological approach towards 
banking. Working on the same footsteps, the bank also developed feasible commercial models and distribution 
structure with an important social calling that aims to help the poorest of the poor in becoming an active 
participant in socio-economic journey of the country. By the year 2014 the bank had already jumped the 
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Source: http://www.humanitarianinnovation.org/innovation/types 

Figure 4: 4P's of Innovation Model (Bessant and Tidd) 

milestone of supporting 1 million women beneciaries through SHGs. The bank's partnership model has also 
led to the successful partnerships with more than ten major NGOs and Micro Finance Institutions who have 
strong physical presence within the rural areas. In the year 2018, ICICI completed 20 years of digital banking 
journey. The innovation that ICICI is showing towards reaching the poor has multi-fold benets to the bank.

Innovation Models

Two models of innovation given by Bessant and Tidd (Model of 4P's of Innovation) and Pim den Hertog (Six-
Dimensional Service Innovation Model) are used for the purpose of this study. 

4P’s of Innovation (Bessant and Tidd)

Tidd and Bessant (2009) has divided the innovation into four broad segments known as the “4P’s” of innovation: 

1. Product innovation – means changes in the products or services that an organization provides; 

2. Process innovation – means changes in the way in which the products or services are created and delivered; 

3. Position innovation – the context in which the products and services are being introduced; 

4. Paradigm innovation – means the elementary mental framework about what the company does (Figure 4). 

Product Innovation is introducing or improving over products or features as seen in our daily life products such 
as house appliances, etc. It also includes improved or innovative services. 

Process innovations mean new or improved methods that are used for the creation of services. It includes 
changes in the equipment and software that are used in services-oriented rms or in the techniques or procedures 
that are being employed to deliver such services. For example the introduction of GPS tracking devices that are 
for transport services (hiring and tracking). 

Position innovation means shifts with regard to the way the products and the services are introduced in the 
market. It shows that when a product is put into a different context, there is change in its perception. Like the 
description of tness drink that was earlier introduced in the market as a dietary supplement was associated with 
sickness is an example for the development of a “new market” or “market innovation” with different consumers. 

Lastly, paradigm innovation refers to changes in mental models which frame the actions or behaviors of a social 
entity and motivates their interest in performing new routines or engaging in practices that may have previously 
been devalued. It is basically a result of social changes that inuence people’s attitudes towards 
products/services. Examples are low cost airlines, “designer drinks” or certain online services. Thus, a 
paradigm innovation may lead to shifts in perceptions, values, and belief systems that generate new actions and 
behaviours as well as motivate new practices or routines.
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Six Dimensional Service Innovation Model 

Pim den Hertog (2010) has developed a conceptual framework for the service innovation through the 6- 
Dimensional Service Innovation Model. Service Innovation is dened as a new service solution or service 
experience that comprises of few dimensions. The rst dimension is Service Concept. The second dimension is 
the New Customer Interaction and the customer's role in the creation of value. The third dimension is named 
New Value System or new business partners who assist in co-producing service innovation. The fourth 
dimension talks about a new revenue model. The fth dimension is the new delivery system. The sixth 
dimension is technology, which includes a new service delivery system. 

Innovative services

Various innovative services provided by the banks such as:

Ÿ State Bank of India, the largest public sector bank in India offers various innovative services, that 
includes Click2Card to apply for credit card online, SMS Unhappy to lodge a complaint, Crorepati Only 
Branch to cater to High Networth Individuals (HNI) only, One Rupee Bank where an account can be 
opened with just one rupee using the bank's kiosks, Online Filling of Income Tax Return, Digital 
Villages, Digital Video Statements, INTOUCH Digital Branches, Digi Vouchers etc. 

Ÿ ICICI Bank, one of biggest private sector bank in the country has lot of innovative services to offer. Few 
of its recently launched innovative services include-Tab Banking, EFT Cheques, Online Account 
Opening, Gold Online, Money Manager, Mutual Funds Online, Online Life Insurance, Forex Online, 
Shop on iMobile, Mobile Money Transfer (IMPS), Paperless KYC, Investments at ATM, iMobile Smart 
Keys, Positive Pay, Making payments and nd transfers at ATM, TV Banking, tie-up with PayBack for 
loyalty rewards, Personal Financial Management from Intuit etc.

Ÿ Andhra Bank offers various innovative services that are offered by Andhra Bank include SMS Upset, 
AB e-Vyapar for Aadhar-Powered Cashless Transactions, Inter-net Banking, SMS Banking, Mobile 
Banking, AB Lock Box Facility, MPay, AB Bill Pay, AB Speedway, AB Online Shoppe, Credit Flow 
to Minorities, AB Little Stars, AB Teens etc. 

Ÿ Punjab National Bank has started a facility which allows its customers to check their savings account 
balance by giving a missed call to the bank. PNB Krishi Card Scheme, PNB Platinum Debit Card, the 
PNB World Travel Card, PNB Global. Unique Money Transfer Service Schemes that include Money 
Gram, Xpress Money, Xoom.com and Western Union. RIRO, Sleep Easy, Missed call to know Balance 
are among other initiatives taken by the bank towards innovation. 

Ÿ YES Bank, a leading private sector banks in the country has taken various innovative initiatives 
including Knowledge Banking. In which the bank executives also take the role of a consultants 
providing business solutions; Micronance Direct- that offers microloans directly to the poor 
customers; Futuristic Branch: A chip is embedded in the debit cards of premium customers that alerts the 
staff when they walks in; Honey Farming- Bank extends small loans of about Rs 25,000 each to over 
2,000 bee farmers; YES Professional Entrepreneurship Program (YPEP). The bank has connected to the 
B- school alumni network in order to hire top graduates who are unhappy with the current jobs; Double 
Security- apart from the regular password, an additional code is generated just in time, and sent to the 
customer's registered mobile; YES Assist: It is an innovative service operation to provide Concierge 
Services, Home Assistance, Medical Assistance, Automobile Assistance and Travel Assistance; YES 
Bank has also adopted a model  “Bricks & Clicks” to develop a Unique Direct Banking proposition to 
reach out to its customers with internationally benchmarked superior services. 

Ÿ HDFC Bank offers premium banking, private banking, edge investment and merchant banking services 
for the benet of customers. HDFC Bank was the rst bank in India to launch an International Debit 
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Card in association with VISA (VISA Electron) and issues the MasterCard Maestro debit card as well. 
Humanoid Robot IRA as an assistant to augment existing services offered in the branch. The other 
products offered under the Investment Banking Division of the bank include Project appraisal, loan 
syndication, structured nance and debt capital markets; Equity Placement; Merger & Acquisitions and 
Corporate Advisory Services; and Capital Market Advisory Services. The bank also has a wide range of 
different products engineered to suit the needs and requirements of the banking sector which are backed 
up by a dedicated Re-lationship Manager and dedicated servicing department. Bank uses Japanese 
Model- Kaizen, the technique which is being used in the bank for systematic work place and obliterating 
unnecessary things from the work place. The ve S stands for S1 SORT, S2 SYSTEMATIZE, S3 SPIC-
N-SPAN, S4 STANDARDIZE and S5 SUSTAIN. Other Innovative services include HDFC Bank 
Onchat, Easy Key, Missed call Re-charge etc.

Analysis of Service Innovation

The service innovation has been analyzed using six banks and the various services offered by the banks 

were attempted to t into the 4P's Innovation Model and Six Dimensional Service Innovation model. The 

results of the analysis of 4Ps Innovation model are presented in the following Table 2; and Six Dimensional 

Innovation model in Table 3, which are self-explanatory. 

Product Innovation Process Innovation Position Innovation 
Paradigm Innovation

State 
Bank of  

India 

SBI Digital Village/ 
SBI Video Statement 

SMS Unhappy/ 
SBI INTOUCH Digital

 Branch  
International Expansion

 
Digi Voucher  

Andhra 
Bank 

ABLittle Stars/ AB 
Teens 

SMS Upset/ 
AB e-Vyapar 

Technology Up gradation
 Internet Banking 

PNB 
PNB Xpress Money 
Remit Card / RIRO 

Sleep Easy/ Miscall to 
Know balance 

International Expansion
 

Mobile Banking
/Door Step Banking

 services  

Table 2: 4P's of Innovation Model In Indian Banks 
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ICICI 
Fund transfer using 
voice command / 

 iMobile Smart Keys 

Paperless KYC/ 
Investments at 

ATM/Positive Pay 

eftCheques/ 
IMPS 

Money Coach: Au-
tomated and Robotics 

based investment 
advisory tool for

customers 

HDFC 
International Debit 
card / Missed Call 

Recharge 

Online Money Trans-
fer / OnChat 

IMPS / Cash@shop 
Humanoïde Robot 

IRA / 5-S as a part of  
Kaizen 

YES 
Bank 

Honey Farming Futuristic Branch 
Professional Entre-

preneurship Program 
Bricks and Clicks 

Model 

 Source: Author‘s compilation.



Table 3: Six Dimensional Service Innovation Model In Indian Banks  

Service Concept 
 

New Customer 
 Interaction  

New Value 
 System  

New Revenue
Model
  

 
New Delivery 

 System  
New Technology

State 
Bank of 

India 
SMS Unhappy 

Crorepati 
Branch 

Link with 
Kirana 

Shops/Dig
i Voucher  

One Rupee 
Banking / 
Crorepati 
Branch 

Online Ac-
count 

Opening 

Mobile Bank-
ing / SBI 

INTOUCH 
Digital Branch 

Andhra 
Bank 

SMS Upset 
ABLittle 
Stars/ AB 

Teens 

AB Lock 
Box Facil-

ity 

IndiaFirst Life  
Insurance 

Mobile 
Banking 

Internet Bank-
ing 

PNB Sleep Easy 
Financial In-
clusion Initia-

tives 

Online 
Bank-

ing/RIRO 

Merchant 
Banking / In-

surance 

Mobile 
Banking 

Smart Invest 

ICICI eftCheques Positive Pay/ 
Online 

Banking 
Money Coach  

Paperless 
KYC/ iMo-
bile Smart-

Keys 

TV Banking / 
Tab Account 

opening 

HDFC 
Relationship 

Banking 
Business ki 

baten 
Kaizen 
System 

Wealth Man-
agement 

Mobile 
Banking  

Humanoid 
Robot IRA / 
Net Banking 

YES 
Bank 

Knowledge 
Banking 

YES First for 
Women/ 
Bricks & 

Clicks

Money 
Monitor 

Micro-nance  
Direct 

Double 
Security 

Outsourcing  

Source: Author‘s compilation.

Conclusion

This research has tried to contribute to the existing literature as there has been little evidence found in the 
literature relating to innovative practices especially from banking perspective. Innovation has become the 
fundamental ingredient for the growth of any business. Technology and consumer involvement throughout the 
whole innovation process are the core elements of service innovation. Innovation in regard to services becomes 
difcult due to its intangible nature. Services depend upon the personal touch added to it, but the contribution of 
technology cannot be ignored. It is the technology that has made it possible to remove the physical barrier 
between the service provider and the consumer. The focus of the companies has shifted from product to 
customer. The better we try to understand customers, the more chances of success are there in fullling their 
needs. Keeping in view this principle, banks have evolved themselves in such a way that every product and 
service is designed according to the customer needs. This research has showed that banks in India are active in 
innovation process and are continuously supplying innovative services to cater to the needs of the customers. 
Among banks ICICI Bank and HDFC Bank are seen to be more innovative banks in providing high end services 
to all strata of consumers. The study leaves enough scope for further research in this area of service innovation in 
banking industry. An empirical study can be undertaken to study the perception of customers about such 
innovative services provided by the banks. Further, a comparative study can be conducted to analyze the 
innovation in banking at international level.
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