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Abstract- The contribution of the Indonesian tourism 
industry in gross-domestic product (GDP) is below than 
other developing countries. According to the statistics, 
hospitality and tourism industry of Indonesia has low 
contribution in GDP. Therefore, this study investigated 
various factors which may lead to increase in contribution of 
this industry by increasing tourism supply chain activities. 
Therefore, the current study is one of the attempts to 
examine the role of internal and external knowledge to 
expediate service innovation and tourism supply chain 
management in Indonesia. Population of the study is based 
on the hospitality companies which facilitates tourists. 
Respondents of the study was the employees of these 
hospitality companies. Total 400 questionnaires were used 
through area cluster sampling. Partial Least Square (PLS) 
was used to attain final results. It is found that internal 
knowledge and external knowledge are the major 
determinants of service quality in tourism and hospitality 
industry. Increase in service innovation, increases the 
tourism supply chain. Both the internal knowledge and 
external knowledge has positive effect on service innovation 
which has positive contribution to tourism supply chain. 
 
Keywords; Tourism supply chain, internal knowledge, external 
knowledge, service innovation. 

1. Introduction  
Tourism supply chain management is one of the most 

important area in the current decade [1]. As the tourism is 
one of the most important industry which has an important 
contribution in gross-domestic-product (GDP) of every 
country. Because industry performance has a significant 
association with gross-domestic-product (GDP) [2]. It is 
an important industry which provides the livelihood 
opportunities to the general public. Tourism industry is 
linked with hospitality industry. Both industries work in 
the same time and contribute to each other’s economic 
activities.  

Hospitality and tourism industry is a key contributor 
towards economic growth and GDP [3]. It makes a 
significant direct contribution to economic growth, which 

is primarily related to services quality supplied to the 
customers [4]. However, the contribution of the 
Indonesian tourism industry in GDP is below than 
average. According to the statistics, hospitality and 
tourism industry of Indonesia has low contribution in 
GDP. On the other hand, in the case of other developing 
countries such as India, the contribution of the tourism 
industry in GDP is 6.2% and 7.1 million visitors visit. In 
the case of China, contribution in GDP is 9.2% and 124.7 
million visitors visit. Moreover, the tourism industry 
contributes to the GDP of Saudi Arabia is 4.3%, and 15.7 
million visitors visit in each year. The contribution of 
Thailand is also higher than Indonesia. No doubt 
Indonesian hospitality and tourism industry are more 
attractive to the visitors due to the natural beauty. 
However, based on various service issues, this industry 
lost its contribution to economic growth.  

According to the latest statistics of Asian countries, the 
Chinese hospitality and tourism industry is leading with 
402.3 billion U.S. dollars contribution in GDP, following 
by India having 91.3 billion U.S. dollars contribution. 
Moreover, the contribution of Thailand is 42.2, billion 
U.S. dollars. However, Indonesia only has 19.4 billion 
U.S. dollars contribution in GDP, as it is shown in Figure 
1 [5]. Low performance of Indonesian hospitality and 
tourism industry can be well managed through better 
innovative services. Service innovation requires 
incorporation of knowledge from external sources and 
expansion of internal innovation. “Innovation is the use of 
purposive inflows and outflows of knowledge to 
accelerate internal innovation and expand the markets for 
external use of innovation, respectively” [6].  
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Figure 1. Travel and tourism's contribution to GDP 

Source: Statista [5] 
 
Hospitality and tourism industry has remained the 

intention of various researchers [7-13], however, it is rare 
that any study comprehensively documented the role of 
internal as well as external knowledge to expediate service 
innovation and tourism supply chain, particularly in 
Iodeosin. Hence, this study is one of the attempts to 
examine the role of internal and external knowledge to 
expediate service innovation and tourism supply chain 
hospitality. Innovation is most important because opening 
up the ideas has the ability to boost service innovation [6].  

Further, service innovation has a significant 
contribution to business performance [14, 15]. Therefore, 
this study is one of the attempts to examine the role of 
internal and external knowledge to expediate service 
innovation and tourism supply chain management in 
Indonesia. However, the sub-objectives are listed below;  

1. To investigate the role of external 
knowledge and internal knowledge to expedite 
service innovation.  

2. To investigate the role of service 
innovation to expedite tourism supply chain.  

3. To investigate the mediating role of 
service innovation.  

 
2. Literature Review  
Tourism supply chain is an emerging area among the 

academic scholars [16]. This area is appealing the 
practitioners and academician for latest research. It is also 
important because tourism is high potential area of interest 
for most of the countries because of its significant 
contribution to various economic sectors. Especially, it is 
most important for the developing countries, as the 
tourism is most important for the economy and to increase 
GDP.  Indonesia is also one of the developing countries 
where the tourism has great potential, however, tourism 
supply chain improvement is not considered with 
significant intention. Therefore, significant research 
contribution is required in the tourism industry of 
Indonesia. Thus, this study is an attempt to highlight this 
potential area. There are various studies available in 

Indonesian context of tourism and hospitality industry 
[17-19], however, these studies did not consider the role 
of tourism supply chain. Thus, this study filled this 
literature gap by incorporating supply chain in tourism.  

Particularly, this study focused to increase service 
innovation in tourism companies. According to the current 
study, service innovation has the ability to increase 
tourism supply chain activities in Indonesia which can 
increase the contribution of this industry to GDP. As the 
service innovation can foster service performance [20] and 
tourism industry is completely based on service delivery 
which requires higher quality of service. Therefore, good 
service quality may lead to promote tourism supply chain. 
However, promotion of service innovation is one of the 
challenges. As most of the service-related companies 
always try to enhance the service for customer attraction. 
According to this study, there are two major factors which 
may lead to better service innovation. These factors are; 
internal knowledge and external knowledge sharing 
activities. Both internal as well as external knowledge are 
vital for every organization [21, 22] which has significant 
association with supply chain activities of any 
organization. Therefore, this study is one of the efforts to 
inspect the role of internal as well as external knowledge 
to expediate service innovation and tourism supply chain 
hospitality. The relationship between internal knowledge, 
external knowledge, service innovation and tourism 
supply chain are highlighted in Figure 2.  

 

 
Figure 2. Framework of the Current Study 

 
2.1. Internal Knowledge  
Internal knowledge can is based on the knowledge 

sharing between the employees of the organization. It is 
most crucial to bring innovations in services, as the 
communication between the employees is the great source 
of innovation by generating new ideas. As various studies 
highlighted that internal knowledge is key to the 
innovation [23]. Generally, it requires good culture of the 
organization in which employees believe on internal 
collaboration to generate new ideas. Culture is the system 
of norms and values which is common among 
organization’s employees and it determines the attitudes 
and approaches of organizational members towards 
confronting different problems in an organization. All the 
factors related to the culture of organization have 
significant influence on supply chain of tourism. As it is 
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revealed that supply chain and organisation culture have 
direct relationship [24]. Therefore, to enhance service 
innovation among the tourism companies, it is needed to 
promote effective culture among the organizations in 
which employees communicate with each other’s and 
bring new ideas. Employees of the organization should 
believe on collaboration to generate innovative service. It 
also increase the satisfaction level among the employees 
which is important for better performance [25]. The 
hospitality companies should arrange various seminars 
and functions in which employees should be invited to 
share their ideas for service innovations. Because a 
platform should be provided to the employees of the 
organization for collaboration. Therefore, employee 
collaboration is key to the internal knowledge among the 
employees. Without collaboration, it is quite tough to 
bring new ideas with the help of internal knowledge 
sharing [26]. It is also evident from previous studies that 
most of the service industries are heavily based on the 
knowledge sharing between the employees of the 
companies. It indicates that to bring service innovating, 
employees must be collaborative, and management should 
provide the opportunities of collaboration, otherwise it is 
tough to bring innovations in service. Figure 3 shows the 
internal knowledge sharing which is majorly focused on 
communication between the employees of the 
organization. Thus, the communication is vital to bring 
innovation in services.  

 
Figure 3. Internal Knowledge Sharing 

 
Knowledge sharing between the employees of the 

company is an integral element of innovation performance 
[26]. Especially it is most important in-service related 
organizations such as hospitality and tourism companies. 
It is the way to bring something new in the existing 
services. It is also important to create innovative services 
which can attract the tourists by promoting tourism supply 
chain. It is important because increase in tourism supply 
chain increases the overall performance of the companies. 
It has significant effect GDP which lead to the nation’s 
economic development. As it is evident that internal 
knowledge increases the business performance [22, 27] by 

increasing the innovations in services. Therefore, internal 
knowledge sharing is vital to generate innovations in 
services.  

H1: Internal knowledge has positive effect on service 
innovation.  

 
2.2. External Knowledge 
External knowledge heavily based on the information 

from external stakeholders. External stakeholders include; 
suppliers, customers and external partners. It also includes 
the information from market. Therefore, external 
knowledge is described as the information collection from 
the suppliers, customers and external partners [28]. It is 
the knowledge which is extracted from the external 
sources and bring in to the boundaries of the firm where 
the employees of the organization utilize this knowledge 
for new idea development. Bring the information from 
outside the company to inside the boundaries is also 
important, however, the extraction of valuable information 
from huge amount of information is most important. 
Because, suppliers, customers and external partners 
always have lot of information, but all the information 
cannot be valuable, therefore, extraction of important 
knowledge is most important for the organization.  

Particularly, external knowledge is most important for 
better services. As external knowledge is most important 
sources which brings innovation in services. It also has the 
ability to bring new innovation instead of refining the 
already prevailing services. Therefore, it is key to the 
service innovation, especially among service-related 
industries such as tourism and hospitality. Knowledge 
from the customers and suppliers provide the information 
about the weakness of the services. It also provides the 
information about the demands of the customers. 
Therefore, with the help of these information, customized 
services can be generated which can increases the 
satisfaction level among the customers. It will ultimately 
lead to the better business performance of tourism 
industry. It is proved by the literature that external 
knowledge is one of the most important sources of 
innovations [29, 30]. Therefore, it is vital for the 
hospitality and tourism industry to maximize the external 
knowledge equalisation to generate better service 
innovations. Previous studies also proved that the 
companies who do not collaborate with various external 
partners like suppliers and customers, cannot bring 
significant innovative contribution in services. Because, 
without the collaboration with supplier and customers, it is 
very tough to bring customize services. Collaboration with 
customers provide the idea that what customer like and 
what dislike. It provides the information about the 
standard of services which helps to bring some thing new 
and unique for customers. Particularly, in hospitality and 
tourism companies, collaboration with suppliers and 
customers cannot be neglected. It is one of the most 
essential element of service innovation which lead to the 
higher business performance among the tourism 
companies.  That is the reason previous studies mentioned 
that external knowledge is the key to get success in 
service innovation for the customers [31, 32].  

H2: External knowledge has positive effect on service 
innovation.  
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2.3. Service Innovation  
How to provide excellent services? It is one of the most 

crucial question which always remained under 
investigation among all the organizations. Definitely, a 
huge innovation can bring excellent services or a process 
of continuous improvement involving innovation. 
Therefore, service innovation is key to provide excellent 
services. It is most important within service-related 
industries. Particularly, in tourism as well as hospitality 
industry, it is most imperative. Because these industries 
are only based on services. Service innovation is used to 
refer to numerous things. These comprise but not limited 
to: activities of innovation among services, in various 
services – new or amended service products. Frequently 
this is compared with “technological innovation”, with the 
help of service products having technological elements. 
However, the current study is only discussed the 
innovation in services related to the tourism as well as 
hospitality industry. As literature shows that service 
innovation is quite vital in tourism and hospitality 
businesses [33].  

Service innovation is most important in tourism supply 
chain. Increase or decrease in tourism supply chain has 
significant role by service innovation. The tourism 
companies having better services always get success in 
competitive environment. However, those companies 
having not get success in services, generally, face the 
failure in such as competitive environment. Therefore, 
better services are the ultimate need of tourism companies 
to improve tourism supply chain. It is also proved by the 
literature that services have key role in organizations 
success [34, 35]. Therefore, tourism companies should 
adopt higher level of services to capture customer 
intention. Practically, it is proved that various companies 
suffering with low performance due to the low success 
rate. Thus, service innovation is key to enhance tourism 
performance. Literature also highlights that service 
innovation has important role in the performance of 
tourism and hospitality companies [36] which promote 
supply chain in tourism. It is imperative to promote supply 
chain related to tourism because supply chain is important 
for every organization which requires significant level of 
quality [37]. In the current study, service innovation is 
playing a mediating role between internal knowledge and 
tourism supply chain. It is also playing a mediating role 
between external knowledge and tourism supply chain. 
Thus, following hypotheses are proposed;  

H3: Service innovation has positive effect on tourism 
supply chain.   

H4: Service innovation mediates the relationship 
between internal knowledge and tourism supply chain.  

H5: Service innovation mediates the relationship 
between external knowledge and tourism supply chain.  

 
3. Research Methodology  
There are various research designs available in the 

research field. However, suitable research design should 
be selected. As it has significant effect on the results. This 
study used cross-sectional research design. This study 
employs a quantitative method of data collection. The 
quantitative method of data collection involves the use of 
survey questionnaire, which will enable the interpretation 

of the results based on the views expressed by the 
respondents.  

The sources of data to employ for a research work 
depend on the kind of data to be collected. Sources of data 
can be in the form of primary or secondary data. The 
primary source of data is the data acquired in the field 
using various types of tool, such as questionnaire, 
structured or unstructured, and interview. This study used 
questionnaire to collect the data. Questionnaire is one of 
the instruments is best to collect the opinion and views of 
people. Therefore, by following the nature of study, this 
study used a survey questionnaire in which close ended 
questions were used to collect the data.  

Population of the study is based on hospitality 
companies which facilitates tourists. Respondents of the 
study was the employees of these hospitality companies. 
Sample size of the study was based on 400 questionnaires. 
Area cluster sampling was preferred in this study as it has 
the ability to cover large area [38]. Therefore, 400 
questionnaires were distributed among the employees of 
hospitality companies. From these questionnaires, 203 
were returned and used in data analysis. Moreover, Table 
1 highlights the preliminary data analysis.  

 
Table 1. Preliminary Data Analysis  

 
4. Data Analysis  
Data analysis of this study is based on the “structural 

equation modeling (SEM)”. SEM was carried out through 
“Partial Least Square (PLS)”. It has two major steps 
according to [39]; 1) measurement model, and 2) 
structural model. Measurement model is based on to 
examine the factor loadings, composite reliability (CR), 
convergent validity, average variance extracted (AVE) 
and discriminant validity. Figure 4 shows the 
measurement model.  
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Figure 4. Measurement Model 

 
Table 2. Alpha, AVE and CR 

 Alpha rho_A CR AVE 
External 
Knowledge  0.973 0.973 0.978 0.881 
Internal 
Knowledge  0.964 0.964 0.971 0.846 
Service 
Innovation  0.949 0.949 0.963 0.867 
Tourism 
Supply Chain  0.966 0.968 0.972 0.855 

 
From Figure 4, it is clear that all the constructs; internal 

knowledge, eternal knowledge, service innovation and 
tourism supply chain have factor loadings above 0.7 for 
all items [40]. Moreover, internal knowledge, eternal 
knowledge, service innovation and tourism supply chain 
have CR and AVE above 0.7 and 0.5 respectively [40]. 
These results are highlighted in Table 2. Moreover, AVE 
above 0.5 justifies the convergent validity which is shown 
in Table 2. Finally, Table 3 shows the discriminant 
validity by using [41] instructions 
.  

Table 3. Discriminant Validity 

 
External 

Knowledge 
Internal 

Knowledge 
Service 

Innovation 

Tourism 
Supply 
Chain 

External 
Knowledge  0.939    
Internal 
Knowledge  0.919 0.92   
Service 
Innovation  0.846 0.843 0.931  
Tourism 
Supply 
Chain  0.594 0.623 0.635 0.924 

 
After measurement model evaluation, structural model 

was used for hypotheses testing. In this study, three 
hypotheses were developed to examine the direct effect of 

internal knowledge and external knowledge. Two 
hypotheses were developed to analyse the indirect effect 
of service innovation. Structural model is highlighted in 
Figure 5.  

 
Figure 5. Structural Model 

 
Table 4. Direct Effect Results 

  (O)  (M)  (STDEV) T Statistics  
P 

Values 
External 
Knowledge 
-> Service 
Innovation  0.514 0.508 0.089 5.755 0 
Internal 
Knowledge 
-> Service 
Innovation  0.471 0.475 0.089 5.315 0 
Service 
Innovation -
> Tourism 
Supply 
Chain  0.635 0.642 0.098 6.513 0 

 
According to the results of structural model, it is found 

that all three direct hypotheses (H1, H2, H3) are 
supported. It shows that internal knowledge and external 
knowledge has positive effect on service innovation. 
Increase in internal knowledge and external knowledge 
increases the service innovation. Moreover, it is found that 
all the indirect effect hypotheses (H4, H5) are also 
supported. It indicates that service innovation is a 
mediating variable between internal knowledge and 
tourism supply chain. It is also a mediating variable 
between external knowledge and tourism supply chain. 
Results of direct effect are shown in Table 4. Moreover, 
the results of indirect effect are shown in Table 5. Finally, 
r-square value is 0.403 which is highlighted in Figure 4. It 
shows that internal knowledge, external knowledge and 
service innovation are expected to bring 40.3% change in 
tourism supply chain which is weak [42].  
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Table 5. Indirect Effect of Service Innovation 

  (O)  (M) 
 

(STDEV) T Statistics  P Values 
External 
Knowledge -> 
Service 
Innovation -> 
Tourism 
Supply Chain  0.326 0.326 0.075 4.349 0 
Internal 
Knowledge -> 
Service 
Innovation -> 
Tourism 
Supply Chain  0.299 0.306 0.074 4.03 0 
 
5. Conclusion  

Statistics shows that hospitality and tourism industry of 
Indonesia has low contribution in GDP. In this direction, 
this study investigated various factors which may lead to 
increase in contribution of this industry by increasing 
tourism supply chain activities. Consequently, the current 
study is one of the attempts to examine the role of internal 
as well as external knowledge to expediate service 
innovation and tourism supply chain in Indonesia. 
Population of the study is grounded on the hospitality 
companies which facilitates tourists. Outcomes of the 
study shows that service innovation is one of the key 
factors which may lead to higher supply chain 
performance in tourism. It can foster the tourism supply 
chain by increasing the service quality level. However, it 
is needed to promote service innovation, which is possible 
with the help of internal knowledge as well as external 
knowledge sharing. It is found that internal knowledge 
and external knowledge are the major elements of service 
quality in tourism and hospitality industry. Increase in 
service innovation, increases the tourism supply chain. 
Both the internal knowledge and external knowledge has 
positive influence on service innovation which has 
positive contribution to tourism supply chain. Therefore, it 
is recommended to the Indonesian tourism companies to 
promote the internal knowledge as well as external 
knowledge to promote service innovation and tourism 
supply chain.  
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