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Abstract
Article Details:' The research examines how rapidly the use of digital technologies has transformed the
service sector. It seeks to determine in what manner the application of digital
Received on 19 April, 2026 technology enables businesses to innovate and remain competitive in key sectors such

as banking, healthcare, education, and retail. This study examines available data and
results of recent industry reports and research to determine what motivates companies
to embrace digital technologies. It emphasizes three key factors: technology systems,
evolving customer requirements, and competition. The findings indicate that firms
Corresponding Authors*: utilizing data analysis, artificial intelligence, and adaptive management practices have
improved service innovation, operations, and customer satisfaction. But concerns like
cyber-security issues, employees' ability to be adaptable, and policies and regulations
continue to hinder using digital technology optimally. and being adaptable as an
organization are important for competitiveness and resilience in the modern digital
era.
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1.1 Introduction

Today, digital transformation is transforming the way businesses operate, create value, and
engage with customers (Vaska,S., Massaro, M., Bagarotto, E. M., & Dal Mas, F., 2021). The
sheer growth of technologies like Al, big data, cloud computing, and IoT is transforming
conventional industries and has transformed the service industry, which is extremely
important to the economies of the present times. In business service sectors like banking,
healthcare, education, retail, and hospitality are using digital technology. They do it to
improve their operations, bring joy to the customer, and stand out in the international
market. (Chin, H., Marasini, D. P, & Lee, D, 2022) Digital transformation is much more
than adopting new technology; it is a profound change in how organizations operate and
create value for their customers. (Wen, K. T., & Bajuri, N. H, 2025) In the service industry,
where emotion and interaction of the customer are very important, this transformation has
created innovation opportunities. It allows real-time tailored services, automates mundane
tasks, and enables new types of services. For example, online platforms have made
managing money easier, virtual consultations have improved healthcare access, and online
learning has made many people worldwide able to learn (UNESCO., 2023).The benefits of
digital transformation are visible, organizations also face a lot of adversity. These include
complex technology, resistance to change, cyber security issues, and the demand for
constant employee training (OECD, 2023) . Success in digital innovation is not only a
function of adopting new technologies, but also hinges on effective leadership, the
resilience of speed in adapting, as well as innovative learning culture (PwC, 2024) . This
research is about how digital transformation and fresh thinking work together in the
service sector. It attempts to identify how digital projects contribute towards creating fresh
ideas, make things work better, and assist companies in interacting with customers
differently (Lillevik, 2025). It also considers the challenges that organizations face via their
transformations. This research enlightens us about trends that allow service organizations
to build sustainably in virtual world.

1.2 Background of the Study

In the current world of technological developments, innovation has become a crucial step
in changing people’s life style. Innovation has many effects in organizational operations as
well as in various platforms .Among those include efficiency, incredibility, communication
and innovation in all section. As far as these sections concerned it can be noted that there
is a great shift of technology and integration of modern techniques, Developments of
digital tools. Developments in artificial intelligence, Big data, Cloud computing and
Internet of Things (IOT) have changed the manner. Previously, service delivery involved
human interactions while currently, digital revolution has brought accessibility,
automation, and personalization. (Vaska, S., Massaro, M., Bagarotto, E. M., & Dal Mas, F. ,
2021) . There are many organizations which are adopting digital transformation process to
enhance satisfaction in industries like financial services, healthcare, education retail and
hospitality.

1.3 Significance of the Study

This study is significant as it provides a comprehensive understanding of innovation and
competitiveness within the service sectors and organizations. In the modern digital age
advanced economy and organizations are progressively receiving progressed innovations to
enhance innovations at large extent. Subsequently, digitalization and innovation is
fundamental for both scholarly and viable purposes. therefore his study contributes to
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existing literature by determining concepts of digital change and development, especially
inside the setting of creating economies It will makes a difference between hypothetical
information and viable execution by highlighting advanced technologies and innovations
impact organizational procedures and results.

Furthermore, this study is beneficial for policymakers and stakeholders as it
provides the valuable insights for the need of supportive digital infrastructure to promote
technological adaptation in the service sectors and organizations it highlights the
importance of creating such environment that fosters innovation and provides sustainable
growth.

1.4 Problem Statement

Despite the fact that numerous services such as banking, healthcare, education, and retail
are fast adopting digital technologies, most organizations struggle to capitalize on digital
change. Digital technologies such as artificial intelligence, big data, and cloud computing
has facilitated the new ideas in generations, getting things to work better, and make
customers feel better. But there are some issues still that make it difficult to utilize these
tools effectively. Issues such as cybersecurity attacks, unwillingness of employees to adopt,
lacking sufficient digital skills, and poor regulation make it difficult for businesses to adapt
well. In addition, most service organizations lack clear guidelines on how to link their
digital transformations to their goals for innovation and competitiveness. Therefore, this
study examine how digital transformations assist in enhancing new ideas, efficiency, and
competitiveness in the service sector. We must also determine what issues hinder
companies from going completely digital.

1.5 Aims of the Study

This study aims to examine the impact of digital transformation in promoting innovation
and Competitiveness in service sectors .this study explains in what manner service
organizations adopt digital technologies which leads to innovations and improve
performance.

1.6 Research Objectives

To examine how digital transformation influence innovations in service sectors

To analyze how digital transformation can improve organizational Competitiveness

1.7 Research Questions

How does digital transformation influence innovation in the service sector?

How digital transformation can improve organizational competitiveness?

1.8 Literature Review

Digital transformation is a significant theoretical construct in research on service
industries today. Digital transformation indicates the application and assimilation of
digital technologies into the operations, products, and business models of a company to
develop new value and alter competition in the market. In service contexts, this does not
simply involve taking existing processes online. Rather, it entails fundamental shifts in how
value is produced, provided, and received. It needs a change from conventional means of
delivering services to leveraging digital platforms and information to enhance the services
(Chin, Marasini & Lee, 2022). Service company innovation involves developing new or
significantly improved services, discovering new means of delivering services, creating new
methods of communication with the customers, or even formulating new models for
conducting the business. The digital innovation and new concepts are rapidly increasing.
Digital technologies help create new services, and the need to innovate organizations that
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pushes to leverage and strengthen their digital capabilities. Current data shows that digital
technologies plays a key role in creating new services. For example, Al firms allow to
engage with customers via intelligent automated conversations with the help of chatbots
and voice assistants. It allows businesses to predict what customers require, and services
get more customized with increased digital interactions. Big data allows businesses to
analyze the behavior of customers, how efficiently they work, and customer comments in
real time, and this gives rise to new ideas and better services. Cloud computing offers on-
demand computing resources, and it is easier for businesses to test new digital services.
Internet of Things (IoT) brings together the physical and digital worlds, for example, hotels,
healthcare, and education, to facilitate environment-aware services that are available any
time. In service sectors, this has given rise to new forms of delivering value: banks are
utilizing Al to provide advice, hospitals are utilizing telemedicine and networked devices,
educational services are shifting to online interactive spaces, and hotels are utilizing the
Internet of Things (IoT) to improve the guest experience.

Research has demonstrated that work on digital transformation in service sectors
increased significantly. Chin and others. In 2022, researchers examined 1,831 papers on the
service sector. They revealed shared themes and contrasts between what individuals do in
everyday life and what is contained in scholarly research. They further observed that
digital service systems are evolving rapidly. They cite that although a majority of service
businesses employ digital technologies, there remains a distinction in how they implement
new concepts through those technologies. Pathways to Digital Service Innovation
conducted research on 17 cases of mature companies in 2021. It discovered that various
means of applying digital transformation strategies yielded various degrees of success in
service innovation. Firms which were led well by their senior executives, collaborated with
partners, and emphasized services performed well. Firms which had disjointed digital
initiatives performed less (Chin et al., 2021) This implies that good planning, good
leadership, and collaborating effectively in an organization are as important as the
technology employed. Another set of papers discusses the challenges and conditions for
successful digital transformation and service improvement. For instance, (Wen, Bajuri.
2025) indicate that although increasing numbers of people are keen and investing in digital
transformation, it is still not well comprehended and is being measured differently across
different studies. They identify that firms tend to struggle with outdated technology,
change resistance, insufficient skills, cybersecurity concerns, and not understanding how
benefits are to be measured. The systematic review by Egodawele and others. According to
a study conducted in 2022, studies on digital transformation are on the rise, with 174
articles being reviewed, but the ideas are not well defined and the evidence is dispersed. In
service sectors, the link between becoming digital and innovating depends on how
efficiently the company can do things, what it has to work with, how dedicated the leaders
are, and how prepared the general environment is. Meanwhile, research now centers on
how digital change assists businesses in modifying and enhancing business models. The
(Vaska, Massaro, Bagarotto, and Dal Mas. 2021) review identifies that digital
transformation has shifted the manner in which companies generate, deliver, and capture
value across most industries. It has also brought about new business models, such as
platform services, servitization, and pay-per-use. Yet the authors emphasize that additional
research must be conducted, particularly in developing nations and small service
companies (Vaska et al.,, 2021) and (Adama and Okeke. 2024) clarify that digital
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transformation is not simply the application of new technology. It also demands strategy,
culture, and management changes. When applied to business model innovation, service
businesses must alter the way they structure their processes, alliances, and revenue-making
approaches. Their labor identifies key drivers (such as digital abilities, leadership, and the
environment) and obstacles (such as expenses, complex integration, and change
resistance). In the case of service businesses, it's apparent that developing new digital
services is highly significant. A 2021 study by Chin and others discovered that businesses
that link their digital transformations to their objectives for enhancing services such as
changing services to utilize digital tools, incorporating sensors or platforms, and engaging
customers in value creation are more effective at innovation. Most businesses continue to
view digital technologies as supplementary tools rather than integral components of
enhancing their services, which restricts them from innovating. Current research has
indicated that innovation in services bridges the gap between digital transformation and
enhanced performance Research by (Mudacendekia, 2023). This study indicates that
having digital capabilities isn't necessarily a guarantor of new ideas. What matters is what
we do with these digital competencies to enhance services, such as process, delivery, and
offerings changes. A study of this research reveals some critical points: Digital
transformation is an excellent driver for enhancing services, but it functions best when
accompanied by proper planning, excellent company ability, and an equipped network of
partners. Innovation in services can occur in various manners, such as developing new
services, enhancing the way they are provided, or modifying the business model. Digital
technologies facilitate all these innovations. There are nevertheless significant missing
pieces: there are few studies that track service firms over time to observe how their
innovations fare; there are insufficient real-world studies in emerging markets and smaller
service firms; and we do not yet comprehend fully how digital technologies, firm culture,
and outcomes of service innovation influence one another. More studies are thus advised
to explore how digital shifts influence services. Researchers must employ more lucid
models, integrate alternative research methods, and contrast various nations so that they
are better equipped to comprehend innovation in services in the digital era.

1.9 Conceptual Framework

This research is based on the Innovation Diffusion Theory (IDT) developed by Everett
Rogers in 1962 and revised in 2003. This theory indicates that new concepts and inventions
are diffused and adopted by members of a society over a period of time. IDT states that
diffusion of innovation is the manner in which an innovative idea, product, or practice is
diffused to individuals, groups, or organizations. This is dependent on a number of key
characteristics of the innovation, such as how much of an improvement over what is
currently available it is, how complementarily it suits existing practices, how complex it is,
whether or not individuals can pilot it before adopting it fully, and how easily others can
observe it being used. These all contribute to how rapidly and extensively the innovation is
adopted. In the services sector, digital transformation is a transformation that impacts the
production of services, delivery of services, and consumption of services. According to IDT
(Innovation Diffusion Theory), introducing digital innovations in the service industry is
like a process where initially, individuals become aware of it, then they become interested,
followed by evaluating it, then experimenting with it, and lastly, adopting it. Companies
begin to notice new digital technologies and assess how the new technologies can be
superior or more beneficial compared to their existing systems. They then examine how
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suitable these technologies are to their existing methods of operation, corporate culture,
and how they deliver services. The perception of people about how complex it is to
implement something, as well as the ability to test out digital solutions on a limited scale
before implementing them entirely, influences their decision-making.

Lastly, observing effective outcomes in other similar organizations disseminates
ideas more quickly. Studies by (Chin and others. 2022) and (Kraus and others. 2022)
indicate that service firms experiencing more advantages and being able to conveniently
utilize digital technology are better positioned to initiate and maintain digital
transformation initiatives. To look at it in this light (Rogers, 2003) had described that new
technologies or ideas diffuse more rapidly when companies understand explicit advantages
such as improved efficiency, healthier customers, and competitiveness. These advantages
tend to be associated with adjustments made through digital transformation (Mariani,
2024; Vaska et al.).

1.10 Research Methodology

This research employs a qualitative descriptive research design. The qualitative method is
suitable because the research sets out to gain an in-depth understanding of present
theories, trends, and practices rather than merely checking certain ideas against numbers.
Descriptive research informs us about information in a clear way and provides a whole view
of how digital technology is transforming various services such as banking, healthcare,
education, and hospitality.

Furthermore, this research is primarily based on secondary data collected from
other sources, such as research articles, academic books, industry reports, and case studies
that discuss how digital transformation impacts service innovation. Data was collected by
viewing research papers from reputed websites such as Google Scholar, ScienceDirect,
Emerald Insight, SpringerLink, and Wiley Online Library. The query searched studies
published between 2020 and 2025 in order to incorporate the most recent information and
trends. Each selected source was thoroughly examined to identify common concepts,
relationships between ideas, and significant factors influencing digital change and
innovation. The report brought out how different digital technologies, such as artificial
intelligence, big data, cloud computing, and the Internet of Things, are combined in
service operations to foster new ideas and innovations. We also searched for themes in
common regarding what makes or breaks digital transformation and how organizations
deal with it, in order to gain a better understanding of things.

1.1 Results and Discussion

Looking at existing research and reports shows that that digital transformation is critically
essential in propelling innovation and competitiveness within the service sector. The
findings shows that service organizations are rapidly transforming their cultures and
structures as they embrace emerging digital technologies in their operations. According to
a 2024 McKinsey report, over 70% of service businesses across the globe accelerated their
digital transformation since the COVID-19 pandemic. They made this effort primarily to
enhance innovation and improve the customer experience. Integration has enhanced
service delivery and altered customers' experience and the value they receive. The key
finding indicates that digital transformation assists in increasing new ideas across most
regions of service sectors. Technologies such as artificial intelligence, big data, cloud
computing, and the Internet of Things facilitate innovation by automating, personalizing,
and predicting things more easily. In banking, for instance, a 2023 study by Kraus and
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others. They discovered that Al chatbots responded to questions 40% quicker and reduced
service costs by 25%, while data analysis enabled the development of personalized financial
solutions. Similarly, in the medical sector, Baudier and others. In 2022, telemedicine
application in Europe increased by 300% during the pandemic, leading to significant
improvements in patient handling. Halfway through 2020 to 2023, over half of the globe
achieved online learning access through cloud-based systems such as Google Classroom
and Microsoft Teams (UNESCO, 2023).These findings indicate that digital transformation
facilitates improvement in doing things within an enterprise and also generates new or
improved services. The second finding shows how ready an organization and its corporate
culture are absolutely paramount to successful digital innovation. Studies (e.g., by Chin et
al.,, 2022; Rha et al., 2022; Vaska et al., 2021) confirm that successful digital transformation
is not only driven by technology, but also successful leadership, motivated employee
engagement, and an innovative corporate culture. For example, Deloitte's 2023 survey of
1,200 service companies found that companies with good digital leaders were 2. 5 times
more likely to succeed at innovation than those with no clear leadership. In Innovation
Diffusion Theory (Rogers, 2003), variability in individuals' adoption of novel concepts can
be accounted for based on the characteristics of those new concepts, most importantly how
much superior they are to what is currently in place and how well they align with people's
current methods of operation. Such groups are likely to make good use of digital
technologies who consider them as positive and focused on their agendas.

The third noteworthy outcome is related to the issues and challenges that come
with adopting digital technology in the service industry. While there are advantages, a
variety of studies (Baudier et al., 2022; Merlo, 2025) devote some attention to some
common issues. They are comprised of huge costs to roll out things, issues in terms of data
privacy and security, integration issues with legacy systems, and digital skills among
employees deficiency.

In 2024 PwC Global Digital Trust Insights Report, 48% of service businesses find
cybersecurity threats as the biggest keeping them from developing new digital solutions.
The OECD (2023) has noted that 42% of small and medium-sized enterprises in emerging
economies have inadequate finance and poor digital support, and thus it is challenging for
them to adopt new technology. These are the issues that indicates how complicated new
technology is. While others learn that new technology is too complicated, they adopt it
slowly. We must invest in technology and expand skills and training for our employees in
order to circumvent these issues. The fourth point shows how digital technology
transforms the customer experience with services and how services are being provided.
Organizations these days use internet platforms to extend customized and integrated
services beyond conventional physical horizons. For example, in the hospitality sector, a
Marriott International 2023 report showed that their internet-enabled smart rooms
boosted the happiness of their guests by 15% and optimized their operations by 18%. Huge
internet companies like Alibaba and Amazon show that using Al to personalize buying
keeps customers coming back 35% more (Statista, 2024).

These pictures show how digital shifts have shifted service attention from the
product to everything about the customer. This is in accordance with what Rogers (2003)
referred to as observability. This means that when other companies see others being
successful through digital shifts, they end up making the same changes. The other major
observation from the analysis is that teamwork and forming networks has a tendency of
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launching new services. Most entities are collaborating with technology firms, start-ups,
and research centers in an effort to speed up new ideas. The World Economic Forum's 2024
Digital Collaboration Index states that digitally collaborating businesses are capable of
innovating 60% faster and adapting to market changes 25% better than stand-alone
businesses. These network-based strategies allow service companies to share resources,
engage in co-creation of solutions, and discover technical proficiency that is not in-house.
This corroborates Rogers' idea that new ideas diffuse more readily within environments
where people work together. Also, the results show that digital transformation allows for
prolonged innovation, not just once but as a developing experience over time. When firms
start using new technologies, they gain digital capabilities that allow them to create better
products, improve processes, and find new ways of doing things. Rha and others. In 2022,
firms were seen to create new services more often if they are strongly developed when it
comes to leveraging digital technology day-to-day. This shows that they are always
improving and innovating. The continuous changes demonstrate that the dissemination of
new concepts is dynamic and self-sustaining. As more consumers use online services,
businesses are moving away from incremental changes toward significant changes. They
are redoing how customers interact with their services, how their service systems function,
and what they provide. This continuous change also enables businesses to become more
adept at managing challenges, such as the COVID-19 pandemic or economic fluctuations.
Finally, the conversation underscores that digital innovation goals and alterations need to
work together harmoniously to enjoy a long-term competitive edge. Those companies that
consider digital transformation merely as a technology boost usually do not enjoy all its
value. On the other hand, those companies that place it in their end-to-end innovation
strategy tend to beat their competitors. For example, Accenture's 2024 Global Innovation
Survey stated that companies who combined digital strategies with innovation goals
attained average revenue growth of 17%. However, companies who regarded digitalization
as a simple add-on IT initiative developed only by 6%. This integration enhances the
business's performance, brings innovative suggestions, and generates improved customer
relations. Therefore, successful leadership, managing change well, and having a clear
digital project strategy are essential in translating digital initiatives into successful
innovations.

1.12 Conclusion

Digital transformation is extremely significant to innovation and competitiveness in the
modern service sector. Digital tools such as Artificial Intelligence (AI), Big Data, Cloud
Computing, and the Internet of Things (IoT) have revolutionized the way services are
delivered, businesses engage customers, and organizations are organized. It is a critical
shift in strategy and company culture that enables companies to continue innovating,
working more effectively, and remaining resilient. The study also points out that digital
transformation is not an isolated project; it's a sustained process of constant improvement
and transformation. Teams that marry technology with a clear strategy and a culture of
being innovative are more capable of adapting changes. Theoretically, the research
demonstrates that the Innovation Diffusion Theory is a useful means of explaining the way
in which digital changes are diffused within and across service organizations. The theory's
key concepts—benefits, the degree to which things match together, the degree to which
they are complex, the possibility of their being tested, and their visibility—shed some light
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on the question of why certain companies are more adept at exploiting digital technologies
than others.

1.13 Recommendations

Organizations should develop an explicit advanced approach that modifies innovation
adoption with long-term growth and trade objectives. An explicit guide ensures that
advanced transformation makes a direct contribution to sustainable competitiveness rather
than being utilized as a short-term mechanical renovation. It is essential to contribute
towards computerized skills development and promote an innovation-driven
organizational culture. Continual representative training, mechanized instruction
programs, and change administration exercises can provide help conquer inward resistance
and build a workforce capable of taking advantage of present advancements profitably.

Cybersecurity and information administration should be given top priority because
information defines the backbone of advanced progress.

Establishing safe information administration frameworks and moral Al
arrangements will improve client faith and protect organizations from possible cyber
threats and information ruptures.

Companies should strengthen collaboration and relationships within computerized
biological systems.

Adopting flexible, compatible, and cloud-based advancements is of critical
importance in order to ensure flexibility and sustainability in advanced operations. These
innovations enable organizations to scale and coordinated advanced structures with ease as
their development requirements evolve.

Policymakers and governments should take an active role in facilitating future-
oriented change via supportive arrangements, financial incentives, and made efforts
infrastructure.

Building publications private organizations can provide access little and medium-
sized businesses gain to innovation and bridge the digital capability gap.

Organizations need to maintain a customer-focused strategy to advanced progress.
Through using vast information analytics, personalization tools, and Al-based experiences,
companies can better obtain it client inclinations, offer customized administrations, and
improve overall fulfillment.

Finally, ongoing evaluation and adaptation of advanced change practices are
necessary.
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