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Abstract: Garut is one of the districts in Indonesia that is known to have great
potential in small and creative businesses. Several industries have been
transformed from local industries into national industries, one of which is the
famous traditional snack in Garut, namely Dodol Garut. Unfortunately, the
development of local industry still faces obstacles in market development due
to lack of synergy and collaboration between industries. Co-creation of
superior products from Garut is offered as a method that can be applied. The
DART model consisting of dialogue, access, transparency and technology is
used to evaluate the potentials of the new service system that can be adopted in
the future by value co-creators including Garut District Government. The
results showed that creative industries in Garut Regency have great potential to
co- create new innovative products as the result of the combination of various
industries in a newly invented service system.
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1 Introduction

One of the critical elements of survival in this exceedingly aggressive economy is to
discover the best approach to improve productivity while reducing cost at the same time.
In order to pursue that, the key success factor has turned into the ability to come up with
innovative solutions for customers. Innovation is the best way for companies to achieve
competitive advantage so as to gain a better and stable position in the market (Ramadani
and Gerguri, 2011). There are no other cases as vital as the case of small and medium
enterprises (SMEs) whose contribution to the overall economy has grown in importance,
particularly in turbulent time.

Indonesia is populated by more than 250 million people, of which around
117.68 million are workers. As many as 96.87% of them work in SME sector (Kompas,
2017). Based on the data provided by the Ministry of Cooperatives and SMEs Indonesia,
the contribution of SME to the Gross Domestic Product (GDP) currently reaches 60.34%
(Kompas, 2017). The SME sector in Indonesia is the most sustainable business sector in
facing financial, economic, food and energy crisis that once hit Indonesia in 1997. This
sustainability is achieved because the sector is relatively neutral and independent from
government interference (Anggadwita and Mustafid, 2014). In the present time, there are
new SMEs that are flourishing and actively serve local markets with a wide range of
products with qualities that are able to match imported products.

According to the Director of Pasarukmjabar.com, Dani Umar Fauzi, on Pikiran
Rakyat (2016), SMEs in West Java, Indonesia, are still difficult to develop. There are
several obstacles that impede their growth. One of the main reasons is that the economic
values produced by SMEs are less competitive. Furthermore, the production and
marketing capacities are still lacking. However, the estimated level of GDP that is
contributed by SMEs in West Java shows some positive growth. In 2012, the number of
GDP produced by SMEs in West Java is 146.13 trillion rupiahs (Dyahrini and Rachman,
2015). It shows an improvement from 132.23 trillion and 101.64 trillion rupiahs in 2011
and 2010 subsequently (Dyahrini and Rachman, 2015). Approximately, the annual
growth rate of GDP contribution of SMEs in West Java is around 15% (Dyahrini and
Rachman, 2015). Unfortunately, that is not the likely case of Garut.

Garut is a town located in the centre of West Java province in Indonesia. It is located
about 75 km away from the southeast of Bandung, the capital city of West Java province.
The Head of Research and Development (R&D) Division of Regional Planning Agency
(Bappeda) of Garut, Agus Kurniawan, said that Human Development Index in 2016 has
reached 63.64 point (Sukma, 2017). It shows a slight improvement from the previous
year’s index that reached 63.21 point (Sukma, 2017). Furthermore, he explained that in
2016, Garut experienced several improvements based on several indices compared with
the previous year. Among those indices, the health index increased to 78.09 point from
only 77.98 point in 2015 (Sukma, 2017). Then, for the knowledge index, the index
increased from 55.18 point in 2015 to 55.41 point (Sukma, 2017). Finally, the purchasing
power index, increased from 58.69 point in 2015 to 59.58 point (Sukma, 2017).
However, by looking at the comparison among the GDP of Garut, the GDP of Bandung
and the national GDP, the picture does not seem to be promising (see Table 1).
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The comparison of GDP of Garut and Bandung cities to national GDP

Table 1
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In 2015, as the latest year where data are publicly available, Garut’s GDP has reached
more than 40.681 trillion rupiahs meanwhile Indonesia’s GDP has reached more than
10.57 trillion rupiahs (BPS — Statistics Indonesia, 2018). The pattern also shows a
declining trend of Garut contribution to the national GDP (see Figure 1). A trend that
is not experienced by Bandung as its neighbour city. As can be directly seen, the
contribution of Bandung to national GDP is roughly increasing from 2011 to 2015. It is
suggested that Garut should harness its strength in tourism sector. In general, there are
three sectors of business that provide the largest contribution to Garut’s GDP in 2016,
namely agriculture by 38.85%, trade by 19.80% and processing by 7.72% (Badan Pusat
Statistik Kabupaten Garut, 2018). As for tourism sector in 2016, as represented by
accomodation services, it only accounted for 3.34% despite the availability of many
tourism products (Badan Pusat Statistik Kabupaten Garut, 2018).

Garut has various crafts and culinary skills that are famously known throughout
Indonesia, at least. Chocodot (chocolate mixed with DodolGarut) and Ranginang (sticky
rice) are popular snacks that originated from Garut. As for the handicraft, in addition to
pattern fabric (i.e. Batik Garutan) and souvenirs made of fragrant root (kayuwangi),
Garut is also known for leather craft production centred at Sukaregang Leather Centre.
However, the locations of these SMEs are far apart from each other. It requires
significant time for tourists to travel across Garut and make visit to those SMEs. Most
tourists only have time to buy one or two items of typical products of Garut. In many
centres, only one to three items are available for sale.

The price of these products is also varied. There are some products that are sold
cheaply due to low production cost such as Ranginang (snack made of fried sticky rice).
There are also products that are expensive due to their scarce nature such as crafted
vetiver. Franz Limiart the owner of Zocha — the famous brand of fragrant roots handicraft
— observed that most tourists who come to Garut are brought by travel agencies from
Bandung. In Garut itself, there are only a small number of travel agencies that arranges
and offer special tour packages to Garut. This lack of access limits the growth
of tourism industry in Garut. Fortunately, increasing concern and support from the
government towards the growth of tourism sector provides a good momentum to promote
typical products of Garut.

Figure 1  The comparison of GDP percentage of Garut and Bandung cities to national GDP

0.371% 0.359% 0.352% 0.353% 0.351% 0.353%

2010 2011 2012 2013 2014 2015

Percentage of Bandung's GDP to national GDP (%)

M Percentage of Garut's GDP to national GDP (%)

Sources: Processed data of Badan Pusat Statistik Bandung (2018) and Badan Pusat
Statistik Garut (2018).
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The ever-expanding service economy, including tourism industry, has shifted the
paradigm that once centred on physical goods. The new paradigm of service economy
holds a belief that a physical good is nothing more than a medium to convey service. In
this new paradigm, the value of the service is not solely dependent on the producers nor it
is created before the point of interaction between producers and consumers. Therefore,
the boundaries between producers and consumers seem to be blurred. The notion that
experience as the source of value has been promoted. Moreover, everybody in the service
system can play some part of value creation process. A new term, called value co-
creation, was coined to show that how this new paradigm could provide more incentives
to consumers, producers, partners, communities and investors to cooperate.

This paper contains ideas about how co-creation between actors behind the Garut’s
typical products can be facilitated to invent a variety of new products with high selling
value. These products can be created by combining the existing typical products of Garut.
One example of a new product with high selling value has been created by Zocha
(Alamanda and Ramdhani, 2011; Prihastuti et al., 2015) that combines fragrant roots
(akarwangi) with batik garutan. Chocodot has also introduced many products that
resulted from co-creation process. Chocodot creates unique packaging for their chocolate
products in cooperation with Garut’s craftsmen. The tourism industry of Garut would
benefit more if all of Garut’s potential producers (e.g. culinary and craft) cooperate to
attract more tourists by co-creating products that suit tourists’ unique needs and wants.
This study presents a framework to transform existing business conduct into the one that
can accommodate co-creators’ need in managing and conveying the co-created value to
their new stakeholders. The DART (dialogue, access, risk assessment and transparency)
model is used in this paper to satisfy that purpose.

2 Literature study

As the service sector of the global economy grows, the study of services, especially
service innovation, is moving to centre stage.

2.1 Service science

Service science is a discipline that emerged from the growing domination of service
sectors in the modern economy. The discipline was initiated by IBM as this computer
giant shifted its focus from hardware manufacturing to software and providing services
(Huo and Hong, 2013). It is established from the interdisciplinary investigation of
operations research, business strategy, mathematics, industrial engineering, computer
science, social, decision theory, management sciences and legal science (Huo and Hong,
2013). Due to its complex nature, it is not easy to draw clear boundaries around service
science. However, despite its various ramifications, this emerging discipline has been
growingly adopted by governments around the world, including the USA and the
European Union, in their national development strategy (Huo and Hong, 2013).

In a nutshell, service science focus on managing dynamic web of interactions
between two or more entities, that is service system, to produce mutually beneficial
results. According to Maglio and Spohrer (2008), service science combines knowledge
about people and organisation, business and technology to identify the origin and
development of service system, to solve problems found in service system and to produce
competent professionals and scientist in service. Hence, service science investigates
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service system — even multiple service systems in an ecosystem — as a unit of analysis
that might encompass a wide range of entities including individuals, communities,
business entities, government agency, cities and nations (Maglio and Spohrer, 2008).
Maglio et al. (2010) expounded that service science is the ‘systematic search for
principles and approaches that can help understand and improve all kinds of value co-
creation’.

S-D Logic (service dominant logic) is acknowledged to be one theoretical framework
that provides substantial contribution to the development of service science (e.g Lusch
et al.,, 2008; Maglio and Spohrer, 2008; Vargo and Akaka, 2009). There are several
underlying assumptions of S-D Logic that are essential in supporting the development of
service science according to Vargo and Akaka (2012). First and foremost, S-D Logic
perceives service as the basis of all exchange and thus perceives service system as a
process of value creation rather than merely the output of it. Second, S-D Logic perceives
that value can only be created through mutually beneficial interaction and relationship
with at least one other party, that is value is co-created. Third,value co-creation revolves
around resources integrations between actors. In terms of resources, S-D Logic puts
significant weight on skills and knowledges as resources that can be used to act upon
other resources — such as goods and money — to produce benefits. Fourth, value of any
offerings determined by its beneficiary — that could be assumed by anyone — and the
context under which the value is created (e.g. time, place and social setting).

2.2 Value co-creation

Various studies have discussed the definition and interpretation of co-creation differently.
According to Vargo et al. (2008), value creation is the core purpose and central process
of economic exchange. In details, values are created during interactions between actors —
that represent the process of resources integrations (e.g. knowledge) — and thus being
unfolded over period of time (Vargo and Lusch, 2010). It can be further classified into
three broad types that include monetary, use/experience and social value of co-creation
(Roser et al., 2013). Value creation has several advantages in business processes such as
better product quality (Fuller and Matzler, 2007), greater customer satisfaction
(Nambisan and Baron, 2007) and reduced risk for the company (Roser et al., 2013). In
addition, co-creation provides freedom to consumers in the production of value, although
support from the company in terms of resources is still required (Darmody, 2009).

The role of technology in value co-creation also becomes the centre of discussion as
exemplified by Ramaswamy and Ozcan (2018) and Saunila et al. (2017). According
to Ramaswamy and Ozcan (2018), value co-created during collaborative interactions
across interactive system environments is enabled by digitised platform. In addition,
Ramaswamy and Ozcan (2018) also proposed that the interactions should include
agency involvement and organisational structuring. Moreover, the growing use of
digitised platform in co-creation demands for greater emphasis on mutual openness and
communication (Saunila et al., 2017). This is caused by the absence of physical
interaction during the production of service within digital environment (Saunila et al.,
2017). Indeed, openness is one important building block in DART model that is
explained in the following section.

The co-creation process can also create changes to the service system in the form of
service innovation that can produce shared value between clients and providers (Spohrer
et al., 2007). This shared value also has a direct impact on the evolution of the system
(Spohrer et al., 2007). Chesbrough (2017) argues that service innovation must resolved
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the conflict between standardisation that promotes efficiency and customisation that
improves customer satisfaction. Hence, for a service platform to gain high adoption, it
should be backed by a business model which is able to resolve that conflict (Chesbrough,
2017). Furthermore, the success of service innovation also determined by the risk profile
of each actor involved in the service system. In a way, engaging in a service system
which requires greater degree of cooperation — as in value co-creation — also requires
greater trust or, at least, greater willingness to take up opportunity. This willingness to act
upon the change occurred in service system partly determined by the ability to do
information framing, type of gender and preference towards entrepreneurial occupation
(Emami, 2017). Moreover, Emami and Dimov (2017) also found that opportunity
confidence, mediated by experience and innovation level, affects the entrepreneur’s
intention to engage in new value creation activities.

2.3 Co-creation in product development

The new product development (NPD) is a process of searching for ideas for new
goods and services and turning them into additional commercially successful product
lines (Darymple and Parsons, 2000). According to Sorescu et al. (2007), new product
development is an impor