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Abstract 
The notion of service ought to be embedded in the psyche of those responsi-
ble for the design and delivery of service provision. Within an ever changing 
landscape, meeting customer expectations is a major priority for firms en-
gaged in service provision. Enhancing the service experience lies in the con-
text of innovation and entrepreneurship. The focus of innovation within 
business should take into consideration the unexpected, the nature of incon-
gruities, process need and changes to structure. Innovation within service 
industries is widely recognised among researchers and practitioners as a key 
to gaining and sustaining competitive advantage. Increasingly, firms within 
service industries are placing new knowledge at the core of their strategies, 
especially knowledge about co-creation processes, knowledge of innovation 
and service design. In this context, the purpose of this paper is to explore the 
linkages between service development and co-creation processes to better 
understand the complexity of service innovation. The paper will first outline 
the notion of service and the context of service innovation. It will present a 
summarised view for management of service innovation. The paper will then 
move to illustrating how the creation and use of co-creation processes can be 
used to provide a shared understanding of what constitutes best practice. 
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1. Introduction 

This paper presents both a theoretical outlook of the challenges faced by service 
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organisations in particular those sectors which rely on innovation as a source of 
new knowledge and technological advantage. The significance and practical 
value of this paper is to provide a research narrative which defines the linkages 
between service development and co-creation processes to derive a better under-
standing of the complexity of service innovation and its application and implica-
tions for managers and academics in the future development and implementa-
tion of co-creation. 

Some researchers believe in “integrated innovation” that is an approach which 
incorporates advances in technology, marketing, and behavioural sciences. A 
number of academic papers and books emphasize on the multifunctional nature 
of services and service process [1] [2] [3] [4]. The work by Botten and McManus 
[5], and Howitt and McManus [6], highlights the complexity and competitive 
nature of services in different service sectors. Other authors [7] highlight com-
plexity in services based on differential dimensions which incorporates service 
practice and performance. Whilst other authors [8] [9] [10] [11] highlight the 
importance of innovation as a means to increasing performance and productiv-
ity. However, innovation in the service sector is not fully represented in the lit-
erature. The predominance of traditional manufacturing and technological in-
novation has been partially responsible for the lack of published papers which 
argue the case of services sector innovation. Despite this recognition and interest 
in the topic, how innovation occurs and how it affects growth is poorly under-
stood. Furthermore, much of the literature on innovation concentrates on mar-
ket-based innovation [12], leaving service innovation relatively unexplored. 

Various studies have discussed the research priorities in the realm of service. 
Furrer and Sollberg [13] argue that internationalization, technology transfer, and 
innovation are new emerging service topics. Djellal and Gallouj [14] suggest a 
number of research areas for providing a deeper understanding of the link be-
tween service innovation and growth. One of these areas concerns innovation in 
services and its impact on growth and employment. Innovation in services 
should indeed be a high priority for service researchers. Researchers have de-
vised the service imperative to promote service research [8] [9]. Key issues in-
clude new and innovative services, and service culture, and technology enabled 
services. In this context, service research efforts need to focus on providing an 
understanding of the benefits and limitations of service innovation and co-creation 
processes. Research into different aspects of service innovation and co-creation 
processes could provide new ideas for practitioners interested in learning about 
new markets, strategies, and entrepreneurial initiatives. Academics and practic-
ing managers should learn to facilitate broad innovation activities in the market 
and to build service systems supporting innovative business ideas and activities. 

2. Research Methodology 

This paper is based on a review of the existing literature available in academic 
libraries, and institutional databases which contain material on service manage-
ment and service innovation, by which service innovation and co-creation could 
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be examined to provide insight into the broader concepts of what constitutes 
innovation in service and what constitutes shared value within the process of 
co-creation. In this context contextualized papers and their findings were de-
rived from three sources ABI Inform (Proquest), Business Source Primer 
(EBSCO) and Scopus. These databases contain many of the top academic jour-
nals (see Table 1). 

Literature on the relationship between innovation and co-creation process is 
explored from the resource perspective to inform our understanding of the ser-
vice innovation process, through a review, involving works exploring the DART 
model as well as titles pertaining to more general co-creation topics. In terms of 
contribution to knowledge the objective is therefore to provide further under-
standing of service innovation and the co-creation process. Some new compo-
nents and processes are explored in order to make the framework more com-
prehensive. The scale employed in the research was developed through a 
four-stage question process. Namely: 

1) Describes the notion of service and the context of service innovation, by 
examining both explicit and implicit expectations. 

2) Examine how management of these expectations increases the likelihood of 
achieving customer satisfaction. 

3) Examine the context of service innovation and recommend a means which 
combines the different types of approaches for managing the innovation process. 

4) Explain how co-creation processes and best practice is contributing to the 
concept of service innovation and management, discussing the implications for 
further research. 

Throughout the review, the field of service innovation emerges as a reasonable 
contributor to service research on co-creation. This paper concludes with pro-
viding productive grounds for future research, such as: Which parts of the ser-
vice innovation process are most fertile for co-creation? Which outcomes influ-
ence and lead to enhanced performance of co-creation innovation and why?  

The paper is organised as follows the outline and notion of service and the 
context of service innovation is discussed. The paper will present a summarised 
view of ideas and theories for the management of service innovation. The dis-
cussion will then move to illustrating how the creation and use of co-creation 
processes can help provide a shared understanding of what constitutes best prac-
tice in this emerging field of study.  
 
Table 1. Journal search results (JEL classifications M11, 031 & 033). 

Database 
Number 
Journals 
Reviewed 

Papers 
1990-2017 

(see references) 

ABI Inform 8 20 (19%) 

Business Source Primer 11 36 (35%) 

Scopus 14 48 (46%) 

Totals 33 104 (100%) 
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3. The Notion of Service and Service Innovation 

Commenting retrospectively there is only one valid definition of business pur-
pose which is to create a customer [15]. This statement is true today as it was 
sixty years ago and applies to both product and service industries. Service indus-
tries are made up of firms that primarily earn revenue through providing intan-
gible products and consumer services, and encompass businesses such as hotels 
and banks to business services such as IT and legal and large-scale public sector 
services such as health and education [5]. The notion of what constitutes a ser-
vice is documented in the literature [5] [16] [17] [18]. Services are often seen as 
intangible processes and dynamic interactions comprising of moments of truth 
[19], which are deeply ingrained in the customer’s psyche where implicit prom-
ise awakens an explicit expectation. The point to emphasise here is intangibility 
which implies that a service is experienced; it is rendered; physical ownership 
cannot occur. Therefore, the conceptual boundaries or linkages of innovation 
and marketing must be expanded to accommodate the property of service. 

The work by [20], distinguishes explicit and implicit elements of relationship 
within product or service offering. Liljander and Strandvik’s views on service 
quality as a cognitive evaluation of service compared to some explicit or implicit 
comparison of behavioural benchmarks [20]. In this context, the service pro-
vider must always satisfy implicit expectations and understand the indistinct ex-
pectations so that they can be made to emerge as explicit expectations which 
empower service users [6]. Our knowledge of the association between antici-
pated and experienced service encounters is to some degree limited by the way 
the service is created and offered to the customer. The conceptual model of ser-
vice is often characterised as a static entity. Grönross, [21], highlighted the need 
to construct dynamic service models to be able to come to a real understanding 
of what is meant by service. The work of Gummesson [22], highlights the im-
portance of collaboration in which the service provider sets out to create value 
for the customer by collaborating with the customer himself. Furthermore, the 
crucial role of the customer in service innovation and service production makes 
it necessary to recognize that customers are also part of the service function [23]. 
This is also emphasised by Drucker [24], who highlights that partnerships with 
responsible customers and service providers is the way forward for most organi-
sations looking to add value. 

The initial test of what customers’ value and whether value can be delivered 
requires imagination and empathy for the emotions that actually drive people’s 
behaviour. Again, adding value is often reported as collaboration within service 
provision. Value in service-based organizations is created through the integra-
tion of intangible resources and capabilities such as knowledge, competences, 
cognitive-centric workforce, and customer collaboration [25]. 

Services are often the product of diversification and value chains, where in 
some aspects the diversity of the different sectors can make it difficult to make 
useful generalisations concerning the means by which value is added within 
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service organizations [5]. Therefore, a considerable amount of research has been 
focused on developing service classification schemes. The work by Judd classi-
fied services according to three categories: rented goods, owned goods and 
non-goods services [26]. Similarly, Rathmell categorized services according to 
type of buyer, buyer motives, buying practices, type of seller, and degree of 
regulation [27]. Even though these classifications show how some services are 
different from the others, they do not provide much useful insight into the in-
novation, design and management of service processes from an operational per-
spective. Research that is more topical is related to managerial practices and 
performance which identifies some useful findings into service design and inno-
vation practices [6] [28]. The underlying logic of these authors research is that 
the adoption of best practice has a direct link to the attainment of high service 
performance which, in turn, leads to superior business performance and com-
petitiveness [29]. Innovation is recognized as one of the five key drivers of 
firm-level productivity along with investment, skills, enterprise, and competition 
[30]. 

4. Context of Service Innovation  

Service innovation has become a term referring to innovation taking place in the 
various contexts of services, including the introduction of new services or in-
cremental improvements of existing services. There are as many definitions of 
“innovation” as there are experts. The term covers a broad spectrum of business 
activity and can be applied to new or improved products (as at Microsoft and 
Nintendo), processes (as at Toyota, Walmart, Procter & Gamble), experience (as 
at Disney, or Google), or business models (as at Hewlett Packard, Reliance, or 
Goldman Sachs). 

Various attempts have been made to define innovation. For example, the 
economist Joseph Schumpeter suggests Innovation is “the commercial or indus-
trial application of something new—a new product, process or method of pro-
duction; a new market or sources of supply; a new form of commercial business 
or financial organization.” (OECD-Eurostat, 2005: p. 46). A more comprehen-
sive definition of service innovation was proposed by Ark, p. 16 [31]: 

“A new or considerably changed service concept, client interaction channel, 
service delivery system or technological concept that individually, but most 
likely in combination, leads to one or more (re)new(ed) service functions that 
are new to the firm and do change the service or good offered on the market and 
do require structurally new technological, human or organizational capabilities 
of the service organization.”   

A distinctive aspect of service is the way the service is designed and promoted 
within the organisation. Service design is highly dependent on innovation which 
is dependent on the way creativity is nurtured within the organisation. Innova-
tion is not like most other business functions and activities. There are no reliable 
process inputs, templates, rules, or even measures of success, in a sense; each act 
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of innovation is a unique achievement underpinned by process. Inputs to the 
innovation process are considered assets (e.g. capital) because they are used re-
peatedly in a single innovation channel or are used in a pipeline resulting in a 
different product. Innovation is driven by a firm’s investment in tangible capital 
(such as infrastructure) or intangible capital (such as organizational structure, 
human capital). These innovative activities could lead to tangible outputs (e.g., 
new or improved products or processes) and intangible ones (e.g., more experi-
enced employers likely to engage in future innovations), as suggested in Caruso 
[32]. 

Peter Drucker suggests that innovation is also about entrepreneurial and crea-
tive functions in business [33]. If the purpose of business is creating a customer, 
the purpose of innovation is to some extent about keeping them. The economist 
Joseph Schumpeter points out the discovery and realization of creative responses 
are the characteristic functions of the entrepreneur: “the doing of new things or 
the doing of things already being done in a new and innovation way” ([34], p. 
223).  

Schumpeter’s [35], idea that more innovative firms will tend to grow bigger 
and more profitable, with profitability being due to superior innovative capabil-
ity tends to support Hayek’s theory on competition [36]. For example, when 
there is uncertainty about the best production methods and organisational forms 
then price-cutting, price discrimination, marketing campaigns and other strate-
gic activities that create advantages for some organisations over others are the 
competitive means by which innovations are gradually discovered and diffused. 

Service industries are challenged on many dimensions trying to service cus-
tomers better in order to sustain their custom requires commitment and en-
gagement from the organisation and its staff. In short, management should pro-
vide and demonstrate abilities in planning, and leadership skills, in which rele-
vant experience and talent often complement each other. Service organisations 
must learn to think of themselves not so much as service entities, but as creative 
and learning organisations which exist to serve their customers. If the focus is 
directed towards creative and innovative behaviour, then positive responses or 
actions tend to follow. Schumpeter, for example, differentiates between two 
kinds of behavioural reactions: the “adaptive response” and the “creative re-
sponse” ([34], p. 222). While the adaptive response follows the well-known paths 
within existing practice, the creative response opens up fundamentally new ways 
of economic and social development and alternative ways of assessing value. 

Drucker [33] defines innovation as the act that endows resources with a new 
capacity to create wealth (and value). The term value as many different mean-
ings Lepak et al., for example, suggest that value creation depends on the relative 
amount of value that is subjectively realised by a target user (or buyer) who is 
the focus of value creation [37]. However, within services the process of value 
creation and the mechanisms that allow the creator of value to capture value is 
dependent on many variables such as the type of industry, markets, revenue, 
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number employees, investment in R & D etc. However, in the context of service 
innovation, value creation may be viewed as a persuasive avenue for organiza-
tions to create competitive advantage.   

In the literature on strategy, competitive advantage is often linked to the 
process of innovation and the opportunity to exploit a given market. The 
achievement of competitive advantage through services is largely derived from 
the firm’s ability to create internal alignment among critical organizational ele-
ments in order to fit market needs [38]. The function of the service strategy for 
any service provider is to market consider opportunities, decide the service of-
fering, build the service value chain and to design the service. The stronger each 
of these elements is the better and more robust the service will be. Innovation 
plays a significant part in exploiting service opportunity [5], for example, firms 
which are more innovative can capture higher profits than their competitors 
within a given market or service sector. The size of a potential opportunity pro-
duced by a particular market is clearly an important consideration, as is the like-
lihood of a sustained overall all growth of market revenue. Service providers of-
ten seek out those markets which offer the greatest opportunity, knowing that if 
they can become established in such markets, significant revenues will follow. 
Like products, successful services pass through a development phase. During this 
phase, value creation becomes critical only to the extent it is necessary for a firm 
to sustain its return on customer investment. 

The last decade has been characterized by far-reaching, or even radical, 
change in value creation practices, largely driven by developments in communi-
cations and information technologies (IT) together with the emergence of the 
digital economy which has become for many service providers a central source 
of economic productivity and collective influence. As a result of these develop-
ments, we have seen a proliferation of service diversity, especially in the areas of 
retail banking, mobile communications and applications development. As a re-
sult of this diversity, innovation in services has involved transformation in a va-
riety of aspects ranging from how the service is designed and developed to how 
it is delivered and managed [6]. 

Historically, the service sector has been slow to adopt IT and other technology 
as compared to manufacturing. This may be attributed to the greater heteroge-
neity and dynamism in services as a result of which service innovation cannot be 
organized as a standardized R & D model as in manufacturing [39]. The hetero-
geneity in services means that innovative activities need to be tailored to differ-
ent service contexts calling for a more dynamic approach to organizing innova-
tion in services as compared to manufacturing. Homogeneity in services can 
create difficulties during the process of service development (and may cause 
concern when measuring quality, output, and value).  

The market segment indicates the type of customer for whom the services and 
the value proposition is designed. Arguably, some of the biggest opportunities 
for the cultivation of innovation and service design, and therefore for the practice 
of service differentiation, exist in new market segments such as digital markets 
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which include social media, on-line media and applications, multimedia, and 
mobile services. Products and services in these sectors have proven to be adapt-
able and can be redesigned and less expensively customised to individual re-
quirements. Think how on-line services have progressed in the last five years 
where retail insurance and banking products can be tailored to individual re-
quirements within 24 hours (and in some cases within minutes of a transaction 
taking place). 

5. Management of Service Innovation  

It is important to note here the words management and innovation. We can 
highlight some of the issues in this section by looking at the meaning of these 
words in the context of service management. Management researchers often 
discuss the need for an integrated approach to innovation management. Suc-
cessful innovation practice is based on organized and efficient management [3] 
[5] [33]. During his life-time Peter Drucker long argued about the importance of 
management, and the challenges management faces both day-to-day and in the 
longer term. Drucker a social scientist was among the first of his peers to see the 
limits of large organizations and their authoritarian hierarchies. He also foresaw 
the emergence of the service economy and the arrival of knowledge workers mo-
tivated by the challenges of a post industrial society. Harnessing their talents, he 
argued, required a new approach to management. 

In defining this management approach Drucker [33] took the ideas set forth 
by Schumpeter [35] a step further. Schumpeter’s type of innovation could be 
systematically undertaken by managers to revitalize any type of business organi-
zation. By combining managerial practices with the acts of innovation, Drucker 
argued, business can create a method of free enterprise that would result in the 
institutionalization of entrepreneurial values and practice, which can be strate-
gically employed by any organization at any point in their life, whether they are 
a business start-up or a firm with a long corporate history. 

In many service organizations, the great majority of people work with others 
who have different skills, tasks and responsibilities. In essence, management is 
about understanding “what people do and how they do what they do”. Manage-
ment is about taking responsibility for these interrelationships and as such a ne-
cessity to growth. Those organizations which form part of the service and 
knowledge economy are no longer built on force but on trust, and this is a cru-
cial aspect to their survival and competitive position in the market place. In this 
context, the challenges within management for many may seem self-evident. 
However, management requires new and unprecedented things from the indi-
vidual manager, and especially from the individual knowledge worker. In es-
sence providing a working environment in which each individual thinks and 
behaves like a manager.  

In a global economy in which success has become so important, having op-
tions becomes increasingly vital. At the strategic level, management is concerned 
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with investment options. Investment options involve the future and in part, 
management is about shaping the future [40]. Shaping the future is about creat-
ing both products and services that focuses on high quality, personalised user 
experiences, creating a service culture that focuses on service excellence. Excel-
lence in services is delivered through an interaction between service design and 
service outcomes. Service satisfaction is generally the difference between the 
perceived service and the expected service and is determined at the time of the 
service encounter [41] [42]. 

There is scope to innovate across a variety of service interactions ranging from 
those that involve the exchange of intangibles like information as in education 
services, to tangible elements as in transportation services [5]. Sampson and 
Froehle argue that customer inputs into the creation of services, makes service 
innovation complex and multidimensional in nature [43]. The extent of cus-
tomer interface in the service innovation process results in a high degree of cus-
tomization in services that in turn increase their heterogeneity. The intangible 
nature of services, relative to products, makes these open and collaborative cus-
tomer and provider exchanges even more challenging to manage. In this context, 
it is only common sense to involve customers, and in particular key users, in the 
innovation process. It is also important to engage other key stakeholders across 
all stages of service innovation rather than just at the end of the process.  

Input to service innovation and excellence suggests how organisations could 
view service innovation to satisfy and engage the customer. The services industry 
is now so complex that this requires strong and well-designed processes as well 
as managers who can engage with employees and customers with the right skills 
and competencies. This is a combination of hard and soft approaches towards 
service innovation and management. Innovation in services is mainly reliant on 
uniqueness created through intangible resources and processes such as knowl-
edge, abilities, talent, attitude and the propensity towards continued learning. 
These attributes are sometimes akin to human capital which is the overall value 
of intangible assets that employees bring to the organization.  

Innovation activities draw upon a variety of inputs. Inputs can be both tangi-
ble and intangible. Tangible inputs have a physical embodiment and cost. Intan-
gible inputs do not have a physical embodiment are commonly referred to as 
knowledge assets [44]. Approaches for evaluating and measuring business re-
lated activities in services, incorporate both financial and non-finance related 
measures of assessment. In the context of “service drivers”, these assessments in-
clude elements of quantitative and qualitative performance (time, cost and qual-
ity). Often managers perceive business performance as complex a phenomenon 
which is sometimes difficult to quantify [45].   

Empirical research and surveys suggests that drivers of service management 
(or forms of interactions between customers and the organisation) are relevant to 
the initial success of new services [5] [45]. For many firms there is a key impera-
tive to success that is “time to market”, which is driven by market conditions 
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whether local, regional or global. There is however, a substantial difference in 
scale and investment needed to launch a service in each of the markets. The area 
of reference for many services is the local or regional market, despite tendencies 
of internationalisation that become increasingly relevant for others. The crucial 
factor of innovation decisions is still the intensity of competition in the market 
for a new service [46]. In measuring success in the market, we often refer to 
market share, return-on-investment or net profit. As regards the measurement 
of service innovation, a “one-size-fits-all” approach will not be appropriate to 
innovation in services, as services embrace a wide variety of providers, which 
will differ according to the degree of knowledge that they require to operate. In 
considering which measurements to use there is a need to consider alternative 
metrics; traditional metrics for product innovation such as percentage of sales 
from new products cannot always be directly transferred to service innovation 
[47]. In the development of service, metrics both financial and non-finical 
measures should comply with realistic expectations of both the organisation 
(provider) and the customer [48]. 

6. Co-Creation Processes 

In the current networked world, service innovation is highly interactive and sys-
tematic in nature, since both public and private service organisations are em-
bedded in wide value networks that include suppliers, intermediaries, customers 
and partners, and that combine their capabilities in co-creation processes [49]. 
In this context, the notion of consumer participation has a rich history in the lit-
erature on innovation, where customers are involved in the value creation proc-
ess. For example, there is the case of the expert lead user customer [50]. Lead 
users closely advise the company on new product and service initiatives as they 
have a vested interest in the outcome. However, the very central role of custom-
ers in the value chain was first highlighted in a significant way by Vargo and 
Lusch [51]. They indicate that considerable business activity has shifted much of 
its dominant logic away from the exchange of product-centred tangible goods 
toward the exchange of intangibles, being specialised skills and knowledge. 
These can be brought to bear on products of all types, including services. The 
firm needs to recognise the fact that customers possess these intangible skills and 
are there to be used in the innovation process [52]. It means more than simply 
being consumer oriented though. It involves collaborating with and learning 
from customers and being adaptive to their individual and dynamic needs. This 
service-centred dominant logic implies that value is defined by and co-created 
with the consumer rather than embedded in physical offerings. The latter is rep-
resented by the notion of a goods dominant logic [51]. This traditional perspec-
tive sees the customer as a passive receiver of value, based on their role as payer 
and end user in the value chain. Here we examine the alternative possibility of 
changing the role of customers in services, such that they become part of 
co-creation process, either as individuals or as part of a firm organised commu-
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nity [53]. 
In this perspective, the skills knowledge and interactions of customers with 

the firm, facilitates and creates innovation. The consumer of today recognizes 
that they are a customizer and a producer of value [54] [55]. There are numer-
ous examples of this, from the NIKE ID customisation process through to the 
LEGO customer communities that enable new products to be developed and on 
to current and future VR experiences that can only be created by the consumer 
in an experiential way [56]. In this context, Vargo and Lusch [57] distinguish 
between operand and operant resources. The former involves the use of physical 
resources which come together to produce tangible products, for example, this 
might be the level of technology in use in the firm, in the production process. In 
this context, resources are the skills and knowledge brought to bear on outputs. 
This distinction is very important, in that the notion and prominence of operand 
resources suggests that the service entity needs to adopt a strategic perspective, 
where the service entity as a supplier of skills and competencies, enjoys a closer 
and more positive relationship with the wider organisation, representing an es-
sential element to innovation. This calls for collaboration between the organiza-
tion and the service development entity. Because many services are increasingly 
information based the technology being used must support processes, systems 
and applications used for service provision and vice versa [58]. 

The traditional, goods-centred view regards producers and consumer as sepa-
rate entities, whereas Vargo and Lusch [57] theorise service-centred view of 
marketing as having a heavy focus on continuous processes, involving the con-
sumer in co-creation work. In addition, they recognise the role of other network 
partners in the co-creation project, a form of cross boundary collaboration that 
can also lead to innovation. These sorts of dynamics apply equally to a service 
setting, where consumers can become involved in creating the service experience. 
One way to look at this is to suggest that the key is not to create value for cus-
tomers, but to mobilize customers to create their own value from the company’s 
various offerings. Consequently, a key strategic task is the reconfiguration of 
roles and relationships among the constellation of actors in the network, in or-
der to mobilize the creation of value in new forms. In health markets, for exam-
ple, consumers could be co-opted to suggest improvements in the physical ser-
vicescape and suppliers could be involved in co-creation processes that lead to 
new types of treatment, potentially through collaborative based software systems 
[59] [60]. 

Co-creation can offer clear advantages to companies, compared to conven-
tional systems of meeting market demands. In business, the value creation sys-
tem has been traditionally hierarchical, including lean systems. Manufacturers, 
who produce goods, will have them distributed by various intermediaries, such 
as distributors, wholesalers, and retailers. In other situations, service providers 
largely construct the offering. In all cases, the firm keeps the customer at a dis-
tance and updates its systems of intelligence with customer preferences by fre-
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quent contact through market research. The firm will then be able to react to the 
new preferences of customers. By using tools such as segmentation, the tradi-
tional business produces resources for action, by reducing the differences be-
tween customers, subsequently providing offerings to the segments which con-
tain convergent customers [52]. Alternatively, customers with a co-creation role 
can potentially create systems which enable co production to occur, based on 
differences. Consequently, the focus of the company moves to one where it helps 
create motivations and mechanisms for self-organised activities, incorporating 
rich and varied interactions, where high quality, co-created innovative output is 
produced. Arguably, customers are no longer satisfied with a “one size fits all” 
product and instead, demand increased levels of variety and personalisation, an 
aim that co-creation can help to fulfil [61].  

7. What Constitutes Best Practice 

In terms of empirical evidence the issues of co-creation and the DART frame-
work (Table 2) are an underdeveloped area. The only facet of co-creation that is 
currently supported by a substantive body of research is the involvement of cus-
tomers in innovation [62]. The co-creation viewpoint highlights the importance 
of interactions between the firm and its customers, which are related to the 
DART model [63]. Arguing for co-opting customer involvement in the value 
creation process, they emphasise the importance of understanding and imple-
menting the processes of co-creation through its key building blocks of dialogue, 
access, risk assessment, and transparency. Prahalad and Ramaswamy suggest 
companies can create new and important capabilities by combining these 
 
Table 2. DART logic and relevance. 

 Process overview Value within co-creation 

D 
Dialogue: tools and policies to promote  
customer, market, sales and profitability. 

The aim is to provide customers sufficient 
opportunities to share with organisations 
their ideas for increasing satisfaction within 
the product and service experience. 

A 
Access: physical infrastructure and processes 
to support customers and information access. 

The aim is to provide customers with the 
freedom to choose their preferred delivery 
method for product and service. Giving  
customers the autonomy to choose their  
preferred time of receiving products or  
services. 

R 
Risk assessment: tools and processes to  
support business processes to assess customer 
viability of customer engagement. 

The aim is to provide customers with relevant 
information about products and services, so 
they can assess the benefits of such products 
and services on their own merit. 

T 
Transparency: freedom of information to 
promote logical and physical design of  
business processes to reduce risk. 

The aim is to make available to customers all 
relevant information in order to smooth the 
advancement and use of products and  
services in order to inspire customers with 
new ideas for consumption and application. 
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four DART building blocks in different ways. Service sector firms could usefully 
adopt this model in their own strategic explorations of co-creation activity 
(Table 2). Another way to approach co-creation activity is through the use of the 
internet. Initially, the internet fostered a one-way communication stream from 
firm to consumer. Like all communication networks, the internet is about estab-
lishing and reinforcing connections between people, which in turn leads to ef-
fective co-creation activity [64]. 

In relation to Table 2, Berthon [65] makes the point that web technologies 
such as web 2.0; have caused a shift in locus of activity from the desktop to the 
web, and a shift in locus of value production from the firm to the consumer, and 
finally, a shift in the locus of power away from the firm to the consumer. In web 
2.0, new forms of communication, such as discussion forums have appeared, fa-
cilitating an environment which has great potential for interactivity and inter-
personal use, leading in turn to value generating activity. Over time, this multi 
way communication process has enabled the internet to emerge as a truly global 
means of connecting individuals and organisations for the purpose of co-creating 
products and services. As evidenced by research, product development can be 
strongly influenced by interactions with online communities, ones that are fo-
cused on the same product or service type [66]. A physical offline community 
may have a large population within a particular geographical boundary, with a 
few people interested in the same subject. However, online communities allow 
people—who share an interest in a product, industry, market or brand—to in-
teract and produce value without the constraint of the prior, traditional and lim-
iting boundary. In line with this, numerous examples exist of co-creation taking 
place not only in physical products, but also through service based online com-
munities [67]. This collective process puts the lay user, rather than the firm, 
centre stage in terms of design, collaboration, co-creation initiatives and com-
munity activity. 

8. Conclusions and Implications for Future Research 

Co-creation raises some overarching strategic questions for the service organisa-
tion that need addressing [58] [68]. For instance, at management level, is the 
company, directed towards developing a specific solution to a problem or at-
tempting to develop a specific product? In the first case, this might be customer 
generated ideas on how to reduce queues, and in the second, a product that re-
places a queue, that might be for example, a mobile phone app generated 
through co-creation activity. Additionally, co-creation could be linked to the 
strategic process of opportunity identification where the intention is to produce 
ideas that can open up the possibility of a new product initiative [55]. Here, the 
resulting objective can be related to continuous improvement in service products, 
or to the creation of radically new service products. In summary, co-creation 
forces the firm to affirm in a proactive way, an intensive involvement with its 
customers in the innovation process. The central feature of co-creation is that 
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customers can be a leveraged as compliant and interested resources, as repre-
sentative of the best in human capital and as knowledge based asset and compe-
tency for the firm. The logic inherent in co-creation is a compelling one for the 
service provider, as it is centred on the importance of co-created customer ex-
periences in delivering value. In this sense, co-creation and the service dominant 
logic perspective can be seen as being very much an entrepreneurial, forward 
thinking initiative, worthy of take up by the service organisation, for all the out-
standing potential that it involves. 

By taking a conceptual view of the linkages between services, service innova-
tion and co-creation processes this paper contributes to both service manage-
ment and innovation theory by highlighting the complexity of innovation in the 
context service integration. It is evident that different features become important, 
depending both on current service offerings, systems, and processes and on 
structure, and market characteristics. Empirical research suggests that drivers of 
innovation and service management are relevant to the initial success of new 
services [5] [25] [45]. To date, most studies in this research stream have focused 
independently on innovation, service orientation or service design, but few em-
pirical studies have investigated the linkages between innovation, service orien-
tation, and co-creation processes. The use of a holistic approach to guide re-
search to investigating the effect of service innovation, and best practice to in-
form future service development is paramount to competitive success. In order 
to have a competitive service offering, the firm must think in terms of wholes 
and in terms of integration of structure and processes. Neu and Brown suggest 
the need for increased integration between service functions is supported by the 
need to engineer co-creation value chains rather than autonomous structural 
forms which do not support the intent to satisfy highly complex customer needs 
[69]. 

The main contribution of this paper is that it has taken a stride to enhance the 
link between service innovation and co-creation processes. However, further re-
search is required to build on the thought processes and material in this paper. 
Specifically in the area of service innovation and the wider field of co-creation 
processes which impact both customer value and performance. The limitations 
of this study derive mainly from the available literature on service innovation, 
research priorities and source material such as published papers. Future research 
should be conducted to examine the shifting focus of service orientation and 
how the creation and use of co-creation processes can be used to provide a 
shared understanding of what constitutes best practice in service innovation. 
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