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ABSTRACT
Professional services firms play a vital role in driving innovation and facilitating growth

in various industries. Despite their potential, the professional services industry faces
challenges in maintaining innovation maturity. While the innovation concept is widely
researched, studies on the factors influencing innovation ambidexterity in the
professional services industry are still lacking. This research aims to provide an empirical
study on the factors influencing the innovation ambidexterity in these firms, especially
on the role of customer trust and co-creation. This quantitative research was carried out
through a structured survey instrument and used a convenience sampling technique.
Data collected from 104 Indonesian professional industry employees were analysed
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using a structural equation model (SEM) with SmartPLS4 software version 4.1.0.0. This
study concludes that customer trust is a key resource for conducting co-creation. Both
customer trust and co-creation have direct impacts towards innovation ambidexterity,
which in turn influences business performance. This study advances Dynamic Capabilities
Theory with its insights, while managerial implications for companies, and suggestions
for future research are also described.
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1. Introduction

The professional services industry is known for high client interactions in delivering services and has a
high level of internal knowledge intensity due to its professionalized workforce, which forces them to
innovate (Williams & van Triest, 2021). Characterized by its intangible nature, expertise-driven delivery,
and high levels of customer interaction, the professional services industry is constantly evolving, and
innovation plays a crucial role in staying ahead of competitors (Mason, 1992). Business-to-business pro-
fessional services have witnessed remarkable growth over the years, driven by increasing complexity and
the incorporation of advanced technologies (Brentani & Ragot, 1996). Professional service firms play a
vital role in driving innovation and facilitating growth in various industries (Fischer, 2011). As the busi-
ness landscape becomes more complex and technology-driven, the demand for specialized expertise and
tailored solutions offered by professional service firms has grown significantly (Hertog, 2000).

In addition to offering expertise, professional service firms contribute to innovation through co-creation
with their clients (Hertog, 2000). By working closely with their clients, these firms can gain valuable
insights into industry dynamics, challenges, and opportunities, enabling them to develop innovative and
tailored solutions. This collaborative approach fosters trust and transparency, leading to the creation of
more impactful and sustainable solutions (Schwetschke & Durugbo, 2018).

Innovation ambidexterity is crucial for professional service firms, as it allows them to balance the
exploration of new opportunities and the exploitation of existing capabilities simultaneously so that
firms can effectively adapt to changing market dynamics, identify and capitalize on new opportunities,
and improve existing processes and services to maintain a competitive edge (Kauppila, 2010). This

CONTACT Elvia Afkar @ elvia.afkar@binus.ac.id @ Department of Management, BINUS Business School Doctor of Research in Management,
Bina Nusantara University, Jakarta, Indonesia

© 2024 The Author(s). Published by Informa UK Limited, trading as Taylor & Francis Group

This is an Open Access article distributed under the terms of the Creative Commons Attribution License (http://creativecommons.org/licenses/by/4.0/), which
permits unrestricted use, distribution, and reproduction in any medium, provided the original work is properly cited. The terms on which this article has been
published allow the posting of the Accepted Manuscript in a repository by the author(s) or with their consent.


http://orcid.org/0000-0003-4472-2964
mailto:elvia.afkar@binus.ac.id
https://doi.org/10.1080/23311975.2024.2431186
http://creativecommons.org/licenses/by/4.0/
http://crossmark.crossref.org/dialog/?doi=10.1080/23311975.2024.2431186&domain=pdf&date_stamp=2024-11-27

2 ‘ E. AFKAR AND M. HAMSAL

capability is essential in staying agile and responsive to the evolving needs of clients and the broader
industrial landscape (Dutta-Koehler, 2012). Moreover, innovation ambidexterity fosters a culture of con-
tinuous improvement and adaptability, promoting long-term sustainability and resilience in turbulent
market conditions (Zeng et al., 2017). Therefore, embracing innovation ambidexterity empowers profes-
sional service firms to drive growth, enhance client value, and maintain their positions as industry lead-
ers (Sijabat et al., 2020).

Customer trust is of paramount importance in the professional services industry (Grayson et al., 2008).
Clients rely on service providers to deliver expert advice and tailored solutions that meet their unique
needs. Without trust, clients may be hesitant to share sensitive information or collaborate closely with
service providers, hindering the co-creation process and limiting the potential for innovation (Gliickler &
Armbrister, 2003). Additionally, trust is a key factor in maintaining long-term sustainable relationships
with clients (Coulter & Coulter, 2003). Fostering a culture of transparency, reliability, and integrity strength-
ens the foundation of trust, enabling professional service firms to consistently deliver value and drive
innovation in partnerships with their clients (Nguyen et al.,, 2017).

The topic of innovation ambidexterity has been widely researched, especially on the factors influenc-
ing it, such as internal networking and knowledge management (Cabeza-Pullés et al., 2020), open inno-
vation (Rod, 2019), performance benefits (Suzuki, 2015), network diversity (Zhang et al., 2020), absorptive
capacity (Pangarso et al., 2020), market orientation (Zhao et al., 2021), capabilities (De Silva et al., 2022),
knowledge redundancy (Duan et al., 2022), and intellectual capital and innovation orientation (Farzaneh
et al.,, 2022). However, the factors of customer trust and co-creation have not yet been investigated and
become the novelty of this study. Further, the topic of innovation ambidexterity was studied in industries
such as small and medium enterprises (Chang et al,, 2011; Chang & Hughes, 2012; Kowalik & Plesniak,
2022), family firms (R6d, 2019), pharmaceutical industry (Suzuki, 2015), higher education sector (Pangarso
et al,, 2020), and technology-based firms (Hughes et al., 2021). The study of innovation ambidexterity in
professional services firms is limited and becomes another novelty of this research.

As previously mentioned, research on the factors influencing innovation ambidexterity in the profes-
sional services industry is lacking (Jouny-Rivier et al., 2017). In a recent study conducted by Batt-Rawden
et al. (2019), it was found that there is a significant correlation between team learning capability and
innovation ambidexterity (Batt-Rawden et al., 2019). Other previous research highlights an inconsistency
that the nature of high client interaction in the industry impacts the lack of innovations instead (Williams
& van Triest, 2021). In contrast, the professional services industry is experiencing a decrease in innovative
maturity, with less than 10% achieving the status of Digital Pioneers, which refers to professionals that
effectively combine digitized service delivery with insights (Drane & Kent, 2020). Based on the review
above, there is a gap in understanding what drives the innovation ambidexterity in professional service
firms. To address this gap, this study focuses on exploring the specific factor, in this case, the role of
customer trust and co-creation, which may contribute to successful innovation ambidexterity in the pro-
fessional services industry.

The primary objective of this study is to identify the key factors that influence innovation ambidex-
terity in the professional services industry, with a specific focus on the role of customer trust and
co-creation. Professional service firms can develop strategic interventions and initiatives that promote a
collaborative approach with clients, foster trust, and drive innovation by gaining a deeper understanding
of the underlying drivers and enablers of innovation ambidexterity. Further, this study aims to contribute
to the existing literature by examining the relationship between customer trust, co-creation, and innova-
tion ambidexterity in the professional services industry.

2, Literature review
2.1. Professional services industry

The professional services industry is characterized by knowledge-based services and provides a wide
range of assistance and expertise, including consulting, legal, accounting, and marketing, to cater to the
diverse needs of businesses (Mason, 1992). These services are typically provided by highly skilled profes-
sionals who have expertise in specific domains (Nguyen et al, 2017). In recent years, the professional
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services industry has experienced significant growth and global importance. Amid increasing complexity
and technological advancements across various industries, the demand for specialized expertise and tai-
lored solutions offered by professional service firms has surged. According to a report by Cognitive
Market Research, the global professional services market size was valued at $6103.2 billion in 2022 and
it is projected to grow at a compound annual growth rate of 5.17% from 2023 to 2030 (Dharmadhikari, 2023).

Growth within the industry has been particularly notable in sectors such as consulting, legal services,
accounting, and marketing, where firms play a pivotal role in driving innovation and facilitating growth
across various business domains (Empson et al, 2015). Despite this growth, firms in the professional
services industry have encountered challenges in maintaining consistent performance (Greenwood et al.,
2005). These challenges can be attributed to factors such as market competition, regulatory changes, and
the need to adapt continuously to evolving client demands (Nienaber et al., 2014; Weerawardena &
O’Cass, 2004). The innovation maturity of professional services firms globally also faces challenges, as
shown in Figure 1, where more than 50% of firms become trend-followers and fewer than 10% become
Digital Pioneers (Drane & Kent, 2020).

In the face of these challenges, professional service firms have been striving to achieve innovation
ambidexterity by balancing the exploration of new opportunities with the exploitation of existing capa-
bilities to remain competitive and sustain growth (Bello et al., 2016).

2.2. Customer trust

According to Moorman et al. (2013), customer trust is defined as ‘the willingness to rely on an
exchange partner in whom one has confidence! This definition emphasizes the reliance and confi-
dence aspects of trust, indicating that clients count on their service providers to act in their best
interests and fulfil their obligations effectively (Moorman et al., 2013). Morgan and Hunt (1994) empha-
sized the role of trust in shaping long-term relationships and promoting cooperation between service
providers and clients (Morgan & Hunt, 1994). Similarly, Paparoidamis et al. (2019) argue that trust is
the extent to which a customer is confident in the credibility of their supply partner (Paparoidamis
et al, 2019), while Sirdeshmukh et al. (2002) emphasize the role of customer trust in driving innova-
tion. They define customer trust as ‘a psychological state comprising the intention to accept
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Figure 1. Innovation maturity of professional services firms.

Source: Drane and Kent (2020).
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vulnerability based on positive expectations of the intentions or behavior of the trustor. This definition
highlights the vulnerability and positive expectations associated with trust, indicating that clients are
willing to make themselves vulnerable by sharing sensitive information and insights with their service
providers based on positive expectations of the service provider’s intentions and behavior (Sirdeshmukh
et al., 2002).

Customer trust plays a crucial role in the professional services industry, as it is the cornerstone of the
client-service provider relationship. Trust is essential for fostering collaboration, co-creation, and driving
innovation, ultimately influencing professional service firms' long-term success and sustainability. Research
has shown that customer trust is fundamental in shaping interdependence and partnerships between
clients and service providers (Coulter & Coulter, 2002; Lu, 2009). It also plays a pivotal role in mitigating
the risks and uncertainties inherent in the service industry (Coulter & Coulter, 2003).

However, while customer trust is undoubtedly important in the professional services industry, there
are valid arguments against placing too much emphasis on trust alone (Lu, 2009). Some critics argue that
overreliance on trust can lead to complacency and a lack of critical evaluation of the services being
provided (Grayson et al., 2008). Moreover, excessive trust can create a barrier to seeking alternative per-
spectives and innovative solutions from different service providers. Clients who place complete trust in
a single service provider may miss valuable insights and new approaches that could be offered by other
industry experts (Bidault & Castello, 2010). Furthermore, some argue that an overemphasis on trust may
obscure accountability and deter service providers from being held to high standards of performance
(Gounaris & Venetis, 2002). Without a healthy dose of scrutiny and skepticism, service providers may
become complacent in their delivery and fail to push the boundaries of their expertise, hindering the
potential for true innovation and growth (Kantsperger & Kunz, 2010).

This study shares the definition of customer trust as ‘the willingness to rely on an exchange partner
in whom one has confidence’ (Moorman et al.,, 2013) and examines this in relation to co-creation and
innovation ambidexterity in professional services firms.

2.3. Co-creation

Co-creation in the context of professional services involves leveraging the unique insights, expertise, and
resources of both parties to create value that meets the specific needs and expectations of clients. One
of the key definitions of co-creation is proposed by Prahalad and Ramaswamy (2004), who describe it as
‘the joint creation of value by the company and the customer; allowing the customer to co-construct the
service experience to suit their context. This definition emphasizes the active involvement of customers
in shaping the service experience to align with their individual requirements, highlighting the personal-
ized and customized nature of co-created solutions (Prahalad & Ramaswamy, 2004). Another perspective
on co-creation is provided by Vargo et al. (2004), who define it as ‘the engagement of multiple stake-
holders in the co-creation of unique value, through interconnected relationships, service ecosystems, and
service systems! This definition broadens the scope of co-creation to encompass the involvement of var-
ious stakeholders beyond the direct client-service provider relationship, emphasizing the interconnected
and collaborative nature of value creation (Vargo et al.,, 2004).

Co-creation can also be understood as a process that transcends traditional boundaries, whereby dif-
ferent parties come together to ideate, innovate, and co-create solutions that address complex chal-
lenges and opportunities (Le Meunier-FitzHugh et al., 2016). This collaborative approach fosters a sense
of ownership and buy-in from all parties involved, leading to a more holistic and sustainable outcome
that caters to diverse perspectives and needs (Sharma, 2021).

While co-creation is often portrayed as a collaborative and innovative approach to generating value
in the professional services industry, critics argue that co-creation may lead to inefficiencies and compli-
cations in decision-making processes, especially when multiple stakeholders are involved (Bischhoffshausen
et al, 2015). This can hinder service providers' efficiency and agility in addressing clients’ needs promptly,
particularly in rapidly changing business environments (Hakanen & Jaakkola, 2012). Co-creation can also
potentially lead to diluted expertise and accountability, where multiple parties are involved in shaping
solutions, the distinct expertise and accountability of individual service providers may become less clear
(Moller et al., 2008). Furthermore, co-creation might also lead to over-reliance on client input, potentially
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compromising the service provider’s ability to offer unique and expert-driven solutions (Bettencourt
et al, 2002).

In this study, co-creation is defined as ‘the joint creation of value by the company and the customer,
allowing the customer to co-construct the service experience to suit their context’ (Prahalad & Ramaswamy,
2004) and examines this as a potential positive impact of customer trust and its relationship towards
innovation ambidexterity in professional service firms.

2.4. Innovation ambidexterity

Ambidexterity in firms is described as the ability to exploit the available firm’s resources while at the
same time having the ability to explore new opportunities beyond their limitations (Agikgdz et al., 2021).
The exploitation part is aimed at enabling incremental innovation, whereas the exploration part is
intended to drive radical innovation (Soto-Acosta et al., 2018). Incremental innovation refers to minor
adaptations of existing products or business processes, whereas radical innovation refers to fundamental
changes toward completely new business models. Exploitation in innovation refers to the utilization of
existing skills, competencies, and technologies, while exploration in innovation refers to activities related
to discovery and experimentation (Akram et al, 2021). Innovation ambidexterity (IA) then is defined as
a firm's ability to balance exploitative innovation and exploratory innovation (De Silva et al,, 2022).

Previous studies have confirmed that it is important for firms to possess innovation ambidexterity: a
balance between exploratory and exploitative innovation to achieve firm performance (Farzaneh et al,
2022). Innovation ambidexterity also refers to a firm’s ability to drive incremental innovation through
exploitative activities and achieve radical innovation through exploratory activities (Lin et al., 2013).
Exploratory innovation refers to acquiring new knowledge, comprehension, or skills, while exploitative
innovation refers to reusing existing resources and building upon current knowledge (Farzaneh
et al.,, 2022).

Both exploitative and exploratory activities were noted by March (1991) as conflicting activities, which
resulted in firms favoring one activity over the other. Because both activities have different objectives,
the challenge for companies is to be able to deliver both simultaneously (March, 1991). Further, some
previous studies argue that pursuing both exploratory and exploitative activities simultaneously can lead
to a lack of clear focus and direction within an organization, increase coordination costs, and develop
conflict (Chen et al., 2018). By dividing resources and attention between incremental improvements and
disruptive innovations, companies can result in diluted efforts and suboptimal outcomes in both areas,
requiring a specific leadership type for these organizations (Fu et al., 2018).

This study uses the definition of innovation ambidexterity as the firm’s ability to balance exploitative
innovation and exploratory innovation (De Silva et al., 2022) and examines the relationship between the
impact of customer trust and co-creation and its relationship to firm performance.

2.5. Theoretical framework, hypotheses development, and research model

2.5.1. Theoretical framework

Dynamic capabilities theory is used in this study to understand all the factors and their relationships.
Dynamic Capabilities Theory focuses on an organization’s ability to integrate, build, and reconfigure inter-
nal and external competencies to address rapidly changing environments (Teece, 2007). Dynamic capa-
bilities emphasize an organization’s capacity to adapt and be flexible. Innovation ambidexterity involves
the ability to simultaneously explore new opportunities (in this case, innovation) and exploit existing
capabilities. Organizations with dynamic capabilities are adept at reconfiguring their resources to balance
exploratory and exploitative activities. Resource flexibility is crucial for sustaining innovation ambidexter-
ity over time.

Dynamic capabilities involve sensing and responding to changes in an external environment (Teece,
2007). To build customer trust, organizations must adapt dynamically to meet customers’ needs and
expectations. This includes the ability to respond quickly to feedback, address concerns, and innovate
based on evolving customer preferences (Amin et al, 2019; Jantunen et al, 2018). It supports the
co-creation of value with customers, aligning with the Service-Dominant Logic Theory (Vargo et al.,
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2004). An organization’s ability to dynamically engage with customers in value co-creation processes
contributes to building and maintaining trust.

2.5.2. Hypotheses development and research model
2.5.2.1. Customer trust and co-creation. Previous research has shown that customer trust plays a crucial
role in the successful implementation of co-creation because, without customer trust, customers may not
be motivated to participate in co-creation activities or share valuable insights and ideas (Arica et al,
2023), or there may not be any willingness to contribute (Salampasis et al., 2015). Furthermore, a study
by Shulga et al. (2021) in the hospitality industry argues that the relationship between customer trust
and co-creation is reciprocal in nature, which means that trust is a necessary condition for successful
co-creation (Shulga et al,, 2021). Another study in the e-commerce industry highlights that online sales
and customer value co-creation are influenced by e-trust, and consumers with higher online sales are far
more committed to increasing customer value by enhancing e-trust (Al Daabseh & Aljarah, 2021).
However, the investigation of the relationship between customer trust and co-creation in the profes-
sional services industry is lacking; therefore, the first hypothesis in this study is as follows:

H1: Customer trust significantly influences co-creation.

2.5.2.2. Customer trust and innovation ambidexterity. Salampasis et al. (2015) examine the relationship
between trust and open innovation and argue that trust is part of social-support behavior that expresses
the need for an environment that encourages employees to engage in dynamic interaction and
collaboration; therefore, it can build up innovation ambidexterity in an organization (Salampasis et al.,
2015). In the education industry, Dedering and Pietsch (2023) validated that leaders’ trust in teachers has
a significant direct impact on teachers’ collective innovativeness. In the e-commerce industry, Shao et al.
(2019) investigated the antecedents of trust and its relationship to continuance intention in mobile
payment platforms and concluded that customer trust is positively associated with continuance intention.

However, studies on customer trust and its relationship with innovation ambidexterity in the profes-
sional services industry are lacking; therefore, the second hypothesis in this study is as follows:

H2: Customer trust significantly influences innovation ambidexterity.

2.5.2.3. Customer trust and business performance. Many studies have been conducted on customer
trust and business performance, especially in the financial industry. Al-Dmour et al. (2019) validate that
customer trust positively influences customer retention, which further impacts bank business performance.
In information technology, the investigation of customer trust and business performance is widely
researched, with similar results showing that customer trust directly impacts business performance,
especially in the adoption of technology such as digital applications (Octavius & Antonio, 2021; Panniello
et al., 2016). In the marketing topics, Paparoidamis et al. (2019) examine customer trust in building
supplier performance and conclude that trust enhances customer loyalty which further impacts an
increase in business performance (Paparoidamis et al., 2019).

However, studies on customer trust and its relationship with business performance in the professional
services industry are lacking, leading to the third hypothesis in this study:

H3: Customer trust significantly influences business performance.

2.5.2.4. Co-creation and innovation ambidexterity. Since Prahalad and Ramaswamy (2004) introduced
the co-creation concept, the role of customer collaboration in innovation has been widely studied. In a
small-medium enterprise (SME) industry, value co-creation has a significant impact on marketing
innovation (Widjojo et al,, 2020). In the ICT field, the results are similar, client-provider value creation
contributes to service innovation (Moller et al., 2008). It is argued that customer involvement affects
open innovation in product development (Efstathiades & Papageorgiou, 2019).

However, few studies examine the relationship between co-creation and innovation ambidexterity.
One study in the business-to-business (B2B) enterprise industry found that the knowledge co-creation
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process has a direct impact on information technology teams’ exploration and exploitation innovation
(Sheng & Saide, 2024). This leads to the fifth hypothesis as below:

H5: Co-creation significantly influences innovation ambidexterity.

2.5.2.5. Co-creation and business performance. Much research has been conducted on co-creation and
business performance. In the manufacturing field, it has been confirmed that manufacturing service
value co-creation improves business performance (Chao et al,, 2019). In the SME industry, the results are
similar, where co-creation improves company performance (Hamdani et al.,, 2019; Mulyana et al,, 2022).
Zaborek and Mazur (2019) examine co-creation towards business performance from a dual perspective,
that is, manufacturing and service SMEs, and find that, overall, co-creation has a stronger impact on
service SMEs than manufacturing SMEs in terms of both operational benefits and financial performance.
Since there are still some inconsistencies, this study examines the following hypothesis:

H5: Co-creation significantly influences business performance.

2.5.2.6. Innovation ambidexterity and business performance. Some studies further prove that innovation
ambidexterity positively influences business performance (Dunlap et al., 2016). The results are similar for
the SME (Wiratmadja et al., 2021) and pharmaceutical industries (Suzuki, 2015). However, a study by
Kahn and Candi found inconsistencies, where only exploratory innovation has direct benefits on service
firms, regardless of firm size, compared to exploitation innovation. This leads to the sixth hypothesis as
below:

H6: Innovation ambidexterity significantly influences business performance.

The research model is described in Figure 2.

3. Research methodology

This study used a quantitative method to investigate the influence of customer trust and co-creation on
innovation ambidexterity and business performance. The research was conducted from January to April
2024 and the ethics approval from the Board of Binus Business School was obtained with reference no:
070/HoP.DRM/VI1/2024. Data were collected using an online survey with questions derived from variable
operationalization (Table 1) and utilized the Likert scale with five response items, from 1=strongly dis-
agree and 5=strongly agree. The convenience sampling technique was used to obtain quick information
and to understand the phenomenon. The questionnaire was then distributed to employees of profes-
sional service firms in Indonesia, who were within the author’s network. Informed consent for participa-
tion in this study was obtained in writing from all the participants through the questionnaire.

Data analysis was carried out using structural equation modelling (SEM) to determine the causal rela-
tionship between the latent and dependent variables. Partial least squares (PLS) SEM was used in this
study to explore patterns as defined in the research model and SmartPLS4 v4.1.0.0 software was utilized.
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Table 1. Variable operationalization.

Variable Indicator Source
Customer trust Extent to which customer is confident with ability of the consultants. (Nienaber et al., 2014;
Extent to which customer is confident with credibility of the consultants. Paparoidamis et al., 2019)

Extent to which customer is confident that consultants are genuinely put
interest in them.
Extent to which customer is confident with consultants’ benevolence.
Co-creation Collaboration activities with co-creators, in this case customer, in designing the (Mihardjo et al., 2020)
solution.
The solution design is user centered.
Collaboration activities with co-creators, in this case customer, in implementing
the solution.
Innovation ambidexterity ~ Participation in new concepts or experience. (Farzaneh et al., 2022)
Actively seek for new skills.
Obligated to learn new knowledge.
Leveraging existing skills.
Relying to existing experience.
Relying to existing knowledge base.
Business performance Performance in terms of an increase of new clients. (Al-Dmour et al., 2019; Chiu
Performance in terms of an increase in overall revenue. et al, 2011)
Performance in client’s satisfaction.
Performance in employee engagement.

Two stages of testing were conducted for data analysis: first, reliability and validity testing using the
outer model, and second, structural model testing.

4, Results and discussions
4.1. Respondents profile

From the survey that was distributed online through social media, social communication groups, and the
author’s network, 107 data points were collected. Three data points were invalid and therefore excluded.
A total of 104 valid data points were further analyzed, with the profiles described in Table 2.

4.2. Measurement model testing

The outer model is used as part of reliability and validity testing, which examines the characteristics of
the construct and its manifest indicators.

4.2.1. Outer loadings

The outer loading was conducted to test the validity of a construct, with a value that must be greater
than 0.7 to be considered valid. The results are shown in Figure 3. All indicators of Customer Trust,
Co-Creation, Innovation Ambidexterity, and Business Performance have a loading factor greater than 0.7,
meaning that they meet the requirements for good convergent validity. The T-statistics and P values for
the outer loadings are shown in Table 3.

4.2.2. Construct reliability and validity

The construct reliability test was used to test the reliability of all indicators used in the model. This
includes Cronbach’s alpha, which measures the lower limit of the reliability value of a construct with a
value greater than 0.7; composite reliability, which measures the actual value of the reliability of a con-
struct with a value greater than 0.7; and the Average Variance Extracted (AVE) which determines the
achievement of discriminant validity requirement with a value greater than 0.5. The results shown in
Table 4 indicate that the latent variables have good reliability.

4.2.3. Discriminant validity
Discriminant validity is conducted to test if one latent construct is different from other constructs. In this
study, the Fornell-Larcker methodology is used, with the results shown in Table 5.
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4.3. Structural model testing

4.3.1. Path coefficient

The path coefficient results are shown in Figure 4 and Table 6 indicating that the P values are all less
than 0.05. Therefore, it can be concluded that there are significant relationships between variables, and
the hypotheses can be accepted (Wijanto, 2015).

«  Customer trust and co-creation have T = 6.248 and p=0.000, which means Customer Trust has a
significant influence on Co-Creation; therefore, Hypothesis 1 is accepted.

«  Customer trust and innovation ambidexterity have T = 3.860, and p=0.000, which means Customer
Trust has a significant influence on Innovation Ambidexterity; therefore, Hypothesis 2 is accepted.

Table 2. Respondents profile.

Demographic Attribute Percentage
Gender Male 52%
Female 48%
Age Less than 24 years old 6%
Between 25 - 40 years old 88%
41 years old and above 6%
Area of professional service Management 33%
Information technology 22%
Finance 14%
Human capital 9%
Law 6%
Market research 16%
CT1 1A1 1A4 1A6
e o~ \ \ \ / / /
<+
0.694~ 0 786 0821 0757 675
0.869_
i ‘Fo 734 -
i 0 383
Customer Trust A BP2
CT4
0.581
BP3
0811
cc1 0.382 0.221 Business Performance A
Mon Ambidexterity BP4
Ccc2
& 0872
oes Co-Creation
Figure 3. Outer loadings result.
Table 3. Outer loadings result.
Original sample Sample mean Standard deviation T statistics p values
BP1 <- Business performance 0.748 0.747 0.044 16,931 0.000
BP2 <- Business performance 0.832 0.828 0.038 22,048 0.000
BP3 <- Business performance 0.861 0.858 0.029 30,052 0.000
BP4 <- Business performance 0.811 0.804 0.047 17,224 0.000
CC1 <- Co-creation 0.917 0.915 0.018 49,649 0.000
CC2 <- Co-creation 0.783 0.786 0.049 15,854 0.000
CC3 <- Co-creation 0.872 0.869 0.032 27,465 0.000
CT1 <- Customer trust 0.853 0.850 0.042 20,247 0.000
CT2 <- Customer trust 0.894 0.889 0.033 27,358 0.000
CT3 <- Customer trust 0.869 0.864 0.041 21,406 0.000
CT4 <- Customer Trust 0.734 0.724 0.072 10,163 0.000
IA1 <- Innovation Ambidexterity 0.814 0.813 0.039 20,746 0.000
IA2 <- Innovation Ambidexterity 0.777 0.776 0.082 9467 0.000
IA3 <- Innovation Ambidexterity 0.786 0.785 0.043 18,183 0.000
IA4 <- Innovation Ambidexterity 0.821 0.823 0.031 26,509 0.000
IA5 <- Innovation Ambidexterity 0.757 0.755 0.052 14,502 0.000

IA6 <- Innovation Ambidexterity 0.675 0.670 0.070 9594 0.000
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Table 4. Construct reliability and validity result.

Cronbach’s alpha Composite reliability

Average variance extracted

Business performance 0.830 0.887
Co-creation 0.820 0.894
Customer trust 0.859 0.905
Innovation ambidexterity 0.865 0.899

0.662
0.738
0.706
0.597

Table 5. Discriminant validity result.

Business performance Co-creation Customer trust Innovation ambidexterity
Business performance 0.814
Co-creation 0.635 0.859
Customer trust 0.705 0.581 0.840
Innovation ambidexterity 0.684 0.610 0.614 0.773
cT 1A 1A4 1A5 1A6
A
0.853 (0.000) \ /‘ /
B
CT2 PR 0.814 (0.000) 0.786 (0.000) 0.757 (0.000)
. 0.777 (0. 000) 0.821 (0.000) 0.675 (0.000
0.869 (0.000) / (0.000) BP1
cT3 ~ v
0.734 (0.000) 0.392 (0.000) o 383 (0.000) 0.748 (0.000)
Customer Trust N ~ BP2
cT4 T 0.832 (0.000)
0.581 (0.000) S 0.861 (0.000)
~ BP3
0.811(0.000)
cC1 0.382(0.000) 0.221(0.029) Business Performance
6'917 (0.000) Innovation Ambidexterity BP4
CC2  0.783(0.000)
0.872 (0.000)
ees Co-Creation
Figure 4. Structural model testing result.
Table 6. Path coefficient result.
Relationship Original sample Sample mean Standard deviation T statistics p values
Customer trust > Co-creation 0.581 0.579 0.093 6.248 0.000
Customer trust - Innovation ambidexterity 0.392 0.387 0.101 3.860 0.000
Customer trust - Business performance 0.383 0.369 0.086 4.452 0.000
Co-creation - Innovation ambidexterity 0.382 0.391 0.098 3.903 0.000
Co-creation -> Business performance 0.221 0.222 0.101 2.181 0.029
Innovation ambidexterity - Business 0.314 0.323 0.085 3.703 0.000

performance

«  Customer trust and business performance have T = 4.452, and p=0.000, which means that Customer
Trust has a significant influence on Business Performance; therefore, Hypothesis 3 is accepted.

+  Co-creation and innovation ambidexterity have T = 3.903, and p=0.000, which means Co-Creation
has a significant influence on Innovation Ambidexterity; therefore, Hypothesis 4 is accepted.

«  Co-creation and business performance have T = 2.181, and p=0.029, which means co-creation has a
significant influence on Business Performance; therefore, Hypothesis 5 is accepted.

« Innovation ambidexterity and business performance have T = 3.703 and p=0.009, respectively, which
means that Innovation Ambidexterity has a significant influence on Business Performance; therefore,

Hypothesis 6 is accepted.

4.3.2. R square

The R-squared value indicates the magnitude of a combination of independent variables that affect the
dependent variable. The results presented in Table 7 show that the R Square result for Business
Performance is 0.467, which means that all its independent variables simultaneously have an effect of
46.7% on Business Performance. The same applies to Co-Creation, in which Customer Trust as its inde-
pendent variable has an effect of 34% on Co-Creation, whereas Customer Trust and Co-Creation have an

effect of 47.2% on Innovation Ambidexterity.
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4.3.3. Q square

The calculation of Q Square provides a measure of the predictive significance of endogenous compo-
nents, specifically Business Performance and Innovation Ambidexterity in this context. According to Hair
et al. (2014), Q Square values greater than zero represent well-constructed values and imply that the
model has predictive relevance. A value of 0.02 signifies poor predictive relevance, 0.15 signifies medium
predictive relevance, and 0.35 signifies strong predictive relevance. The findings, as presented in Table 8,
indicate that the Q Square values are above zero, confirming the establishment of predictive relevance.

4.3.4. Model fit

The fitness of the model can be validated using the value of the Standardized Root Mean Square Residual
(SRMR). The result of SRMR is 0.076, as shown in Table 9, which is in the range of 0.05 - 0.08, indicating
that the model is fit (Hair et al., 2014).

4.3.5. Mediating effect

The mediating effects are analyzed based on the Variance Accounted For (VAF), which is calculated
from (Indirect Effect)/(Total Effect) for each mediation relationship, and if the VAFs are between 20%-
80% the relationship is said to be partial mediation (Hair et al., 2021). Table 10 presents the results of
this study.

«  Customer Trust > Co-Creation - Business Performance has Direct Effect of 0.383, Indirect Effect of
0.129, Total Effect of 0.512, and VAF of 25.2%. This implies that Customer Trust influences Business
Performance through Co-Creation (partial mediation).

«  Customer Trust - Co-Creation - Innovation Ambidexterity - Business Performance has Direct Effect
of 0.383, Indirect Effect of 0.070, Total Effect of 0.453, and VAF of 15.5%. Since the VAF is less than
20%, this relationship has no mediation.

«  Customer Trust - Co-creation = Innovation ambidexterity has a direct effect of 0.392, Indirect Effect
of 0.222, Total Effect of 0.614, and VAF of 36.2%. Thus, Customer Trust influences Innovation
Ambidexterity through Co-Creation (partial mediation).

Table 7. R square result.

R square R square adjusted

Business performance 0.467 0.462
Co-creation 0.340 0.333
Innovation ambidexterity 0.472 0.462
Table 8. Q square result.

Q Square
Business performance 0.500
Innovation ambidexterity 0.365
Co-creation 0.323
Table 9. Model fit results.

Saturated model Estimated model

SRMR 0.076 0.076

Table 10. Mediation Result.

Variance accounted

Relationship Direct effect Indirect effect Total effect for (VAF)
Customer trust - Co-creation - Business performance 0.383 0.129 0.512 25.2%
Customer trust - Co-creation - Innovation ambidexterity - 0.383 0.070 0.453 15.5%

Business performance
Customer trust - Co-creation - Innovation ambidexterity 0.392 0.222 0.614 36.2%
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4.4. Discussions

The results demonstrate the relationship between customer trust, co-creation, innovation ambidexterity,
and business performance. The following discussion explores the analysis and findings in detail to con-
tribute to the theory as well as facilitate changes in the implications and operations of professional
service firms.

4.4.1. Theoretical contribution

These results indicate that customer trust has a significant influence on co-creation. This result strength-
ens previous research on these relationships, with the addition of this empirical result for the profes-
sional service industry. Co-creation in the context of professional services involves leveraging the unique
insights, expertise, and resources of both parties, that is, professional services firms and clients, to create
value that meets the specific needs and expectations of the clients (Prahalad & Ramaswamy, 2004). This
study confirms that without trust from clients, co-creation may not occur.

The path coefficient result of the direct relationship between customer trust and co-creation (0.581)
is the highest among other direct relationships, such as customer trust and innovation ambidexterity
(0.392) or customer trust and business performance (0.383), which shows that customer trust is the key
ingredient for conducting co-creation. However, the role of customer trust is less important, but it still
has a direct relationship with the business performance of firms. This aligns with previous research,
which validates that customer trust has a direct influence on a firm’'s performance (Octavius & Antonio,
2021; Panniello et al., 2016).

Interestingly, from the perspective of innovation ambidexterity, the weight of the relationship between
customer trust and innovation ambidexterity (0.392) is slightly higher than the weight of the relationship
between co-creation and innovation ambidexterity (0.382). This shows that customer trust has a slightly
more significant influence on innovation ambidexterity compared to the influence of co-creation towards
innovation ambidexterity. Additionally, customer trust plays a crucial role in facilitating knowledge trans-
fer and learning in professional service firms. By establishing trust with customers, firms can create an
atmosphere in which knowledge-sharing and learning are encouraged. Individuals are more likely to
share their expertise and insights when they trust that their contributions are valued and respected. This
exchange between customers and professionals fosters a reciprocal learning process through which both
parties can expand their knowledge and capabilities.

Lastly, looking at the mediation effects, customer trust influences innovation ambidexterity through
co-creation with a stronger mediation effect than customer trust influences business performance
through co-creation. This validates the previous finding that customer trust has a stronger influence on
innovation ambidexterity than on business performance. This suggests that, while customer trust plays
a crucial role in enabling the co-creation process and driving innovation within professional service
firms, its direct impact on business performance may be more indirect or mediated by other factors.
One possible explanation for this finding is that customer trust acts as a catalyst for effective co-creation.
When customers trust a firm, they are more likely to actively engage in the co-creation process, pro-
vide valuable insights and suggestions, and collaborate closely with the firm to co-create innovative
solutions. This level of customer involvement and collaboration is essential for achieving innovation
ambidexterity because it allows firms to simultaneously explore new ideas and exploit existing
capabilities.

4.4.2. Practical implications

The results show that customer trust significantly influences innovation ambidexterity. Customer trust
enables professional service firms to overcome barriers and challenges associated with innovation ambi-
dexterity. By fostering trust, firms can create a safe and supportive environment for employees to engage
in exploration and exploitation activities without fear of failure or negative consequences. This trust
allows employees to take risks, share ideas, and collaborate effectively, leading to the generation of both
incremental and radical innovation.
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The results also show that co-creation significantly influences innovation ambidexterity. Collaboration
with customers in the co-creation process allows professional service firms to leverage their expertise
and insights, leading to the development of innovative solutions that are better aligned with customer
needs and preferences. By involving customers in the innovation process, firms can tap into their unique
perspectives, experiences, and requirements, leading to the development of solutions that resonate with
the market. Co-creation not only enhances the understanding of customer needs but also fosters a sense
of ownership and engagement among clients, resulting in more impactful and relevant innovations.

While customer trust has a stronger influence on innovation ambidexterity than on direct business
performance, its indirect impact on business success should not be underestimated. Customer trust acts
as a catalyst for effective co-creation, which in turn fosters innovation ambidexterity within professional
service firms. This dynamic relationship implies that customer trust indirectly impacts business perfor-
mance by enabling the creation of innovative solutions and enhancing a firm’s ability to balance explo-
ration and exploitation.

5. Conclusions

This study aims to understand the role of customer trust and co-creation activities in professional service
firms' innovation ambidexterity. To achieve this objective, a structural equation modelling (SEM) model
was constructed to examine the correlations between variables. The dynamic capabilities theory is used
to provide perspective, analysis, and insight.

First, it validates that customer trust has a significant influence on co-creation. Customer trust also has
a significant influence on innovation ambidexterity and business performance but with a lesser effect.
This result indicates that customer trust is a key factor for co-creation.

Second, this study confirms that co-creation significantly influences innovation ambidexterity capabil-
ity. Co-creation also has a significant impact on business performance with a lesser effect.

Third, innovation ambidexterity is confirmed to have a significant impact on the business performance
of professional service firms.

Fourth, customer trust influences innovation ambidexterity through co-creation with a stronger medi-
ation effect than customer trust influences business performance through co-creation, which means that
customer trust has a stronger influence on innovation ambidexterity than on business performance.

These findings enrich the dynamic capabilities theory in the professional services industry by high-
lighting that customer trust is a key resource to be built by professional service firms to conduct
co-creation with clients, which will result in innovation ambidexterity capabilities within the firms and
eventually influence business performance.

As practical implications, professional services firms need to focus on gaining and maintaining trust
from their clients, as this becomes the source of developing co-creation activities, which, together with
customer trust, can develop innovation ambidexterity capabilities in the firm and increase the chances
of achieving high business performance.

6. Limitations and future research

Despite the important insights gained from this study, it has some limitations. The sampling method
used in this study is convenient sampling because the purpose was to obtain quick results to understand
the phenomenon. Future research could extend this study by using larger samples to support general-
ization. Furthermore, a similar study can be performed in multiple countries to understand the variances
in customer trust and co-creation practices and their impacts.

Further studies on customer trust as a key variable are suggested to enhance the understanding of
factors influencing customer trust in the professional services industry, specifically its relationship to
firms' corporate culture or strategic directions. The relationships between customer trust and the leader-
ship style of the professional service firms’' top management are another research suggestion, as leader-
ship style varies among leaders but, at the same time, leaders would potentially dictate the way of
working of the team, which leads to the team'’s capability development.
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The comparison of innovation ambidexterity’s factors in local versus multinational or global profes-
sional service firms would be another dimension to investigate further, including different complexities
and dynamic aspects. Also, comparing small and medium size of professional service firms versus large
ones would offer a more comprehensive perspective on the industry.

7. Research implications

Professional service firms must pay attention to customer trust in driving the success of co-creation activ-
ities as well as innovation ambidexterity capabilities. By maintaining a high level of trust with customers,
firms can foster long-term relationships and establish innovative ambidexterity capability, which is essen-
tial for long-term success in the professional services industry. By fostering a culture of trust, organiza-
tions can empower their employees to engage in both exploratory and exploitative activities, paving the
way for sustained innovation and competitiveness. This balance between exploration and exploitation is
critical for adapting to market changes, staying ahead of competitors, and meeting clients’ evolving needs.

In addition to its impact on internal operations, customer trust also extends to a firm's external rela-
tionships. Trusted professional service firms are more likely to attract and retain clients, as well as estab-
lish partnerships with other organizations and experts in the field. These collaborations can further
enhance a firm's capabilities in both exploration and exploitation, leading to more comprehensive and
effective solutions for clients.

As professional service firms continue to navigate the complexities of a dynamic and competitive
market, customer trust’s role in enabling co-creation and innovation ambidexterity remains a crucial fac-
tor in driving organizational performance and achieving sustainable success.
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