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Health care customers are demanding a more active role in the provision and development of health care
services, a position supported by government health care policy in Australia. However, many health care
organisations lack an understanding of the capabilities required to respond to this increased participa-

Keywords: tion from customers. This study applies dynamic capability theory through a lens of co-creation to identify
:*ealtht?afe organisational capabilities that support customer participation in health care service innovations. A qual-
nnovation

itative approach using convergent interviews with health care CEOs and senior managers was undertaken.
As aresult, four categories of organisational capabilities were identified: customer activation, organisational
activation, interaction capabilities, and learning agility. Despite acknowledging the need for these capa-
bilities, most health care organisations perceived they had not developed the required skills and resources.
This study provides an insight into the organisational capabilities managers seek to improve their cus-
tomer participation in health care service innovation.
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1. Introduction to customer involvement (Berry and Bendapudi, 2007;
McColl-Kennedy et al., 2012). However, within health care prac-
tice and academe there is now recognition that customers co-
create health care service experiences, and are no longer passive
recipients of their treatment (Gill et al., 2011; McColl-Kennedy et al.,

2012). Thus, health care organisations are realising the impor-

The health care industry in the Western world faces rising costs,
an ageing population, and customers demanding better care (Berry
and Bendapudi, 2007; Rethmeier, 2010). For instance, in Australia,
total expenditure on health services in 2011-12 was estimated at

$140.2 billion, around 1.7 times higher than in 2001-02 (Australian
Institute of Health and Welfare, 2013). Health care policy makers
face several challenges as a result of the extensive growth of costs
and customers’ lack of access to health care (Akenroye, 2012; Thakur
et al., 2012). Thus, innovation in health care is needed to balance
cost and access to health care (Omachonu and Einspruch, 2010).
Traditionally, health care systems were designed with a focus
on the role of the health care provider, with little consideration given
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tance of a customer-oriented business approach (Thakur et al., 2012).

This perspective reflects a shift in thought aligned with service-
dominant logic that customers are co-creators of value (Vargo and
Lusch, 2004). Several scholars have documented that customer in-
volvement is important for service innovation (Alam, 2011; Ordanini
and Parasuraman, 2011). It has been shown that co-creation with
users is a source of competitive advantage in innovation (Salunke
et al.,, 2011). There is also evidence that customer participation
reduces the cost of innovation, increases service quality (Ramaswamy
and Gouillart, 2010; Tanev et al., 2011), and organisations develop
more innovative solutions and gain superior knowledge (Matthing
et al., 2004). The management of customer participation in co-
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creating the innovation requires the organisation to learn more about
the customer and his or her individual and collective context (Voima
et al., 2011). Customers can derive health care innovation both by
co-creating with clinicians for their own health care management
and by contributing to the improvement of health care services at
an organisational or system level. The customers’ role in improv-
ing their own health care management is recognised in the literature
(McColl-Kennedy et al., 2012); however, the processes and struc-
tures to actively embrace customer participation in the improvement
of health care services at an organisational or system level have not
been previously investigated. As health care organisations
have not traditionally been customer-focussed (IMcColl-Kennedy
et al.,, 2012), they often lack an understanding of how to best co-
ordinate their resources and harness their capabilities to address
this challenge.

The purpose of this paper is to provide an understanding of the
organisational capabilities that support customer participation in
health care service innovation. This reflects one of the key priori-
ties of service science research - to further understand the course
to involve customers in service innovation — and addresses the call
to conduct service innovation studies in complex environments
like health care (Ostrom et al., 2010). Drawing from dynamic
capability theory, we identify various capabilities an organisation
requires to support customer participation in health service inno-
vation. Specifically, we consider the capabilities required to bring
the customer and organisation together to facilitate innovation
outcomes.

Extant literature agrees that customer participation affects service
innovation (Matthing et al., 2004; Ordanini and Parasuraman, 2011;
Prahalad and Ramaswamy, 2004); however, there are several gaps
in the field’s knowledge. First, the current understanding of the role
of customers in service innovations remains underdeveloped (Alam,
2011; Ostrom et al., 2010). Although several studies have focused
on the role of customers (Alam and Perry, 2002; Carbonell et al.,
2012), few studies have examined the capabilities required by an
organisation to facilitate customer participation in innovation.
Further, studies that investigate organisational capabilities to fa-
cilitate co-created innovation predominantly focus on product
providers (Coviello and Joseph, 2012; Lin and Huang, 2013) or a
business-to-business context (Coviello and Joseph, 2012). Despite
the growing importance of customer participation in innovation,
little is known about the capabilities required to enable customer
participation in health care service innovation.

This paper will advance the literature in this area by identify-
ing, and providing a categorisation of, organisational capabilities
that support customer participation in health care service innova-
tion. Dynamic capability theory will be applied in a co-creation
context, to understand the capabilities required in the provider
sphere, customer sphere and joint sphere (Grénroos and Voima,
2013) to bring together customers and organisations to innovate
health care services. The capabilities reflect the activities under-
taken by organisations to identify and mobilise customers, and their
operant resources, to participate in the co-creation of innovation.
In understanding these customer activation capabilities we build
on the work of Coviello and Joseph (2012). Also reflected are the
organisations’ efforts to identify and coordinate their resources
towards the co-created innovation experience. We have termed
these capabilities organisational activation. We then consider the
nature of the interaction between the customer and organisation
as they undertake a dialogue to facilitate the innovation, building
on the interaction dimensions proposed by Karpen et al. (2012) in
their conceptualisation of a service-dominant orientation. Finally,
while the above capabilities may drive value co-creation in any
context, we are specifically concerned with the ability of the
organisation and the customer to facilitate innovation outcomes
(Coviello and Joseph, 2012). Hence, our final category of

organisational capabilities reflects an organisation’s learning
agility to sense changes in the environment and respond to
them (Den Hertog et al., 2010; Wilden, Gudergan, Nielsen and Lings,
2013).

The remainder of this paper is structured as follows. First, we
draw on existing literature to discuss the changing nature of the
role of customers in health care service innovation. Then we put
forth a categorisation of organisational capabilities that provides a
structure for examining the capabilities required for health care
service innovation. We outline the qualitative research design em-
ployed as part of this research. The organisational capabilities to
support customer participation in health care service innovation are
identified and the extant literature that provides a theoretical un-
derpinning for these capabilities is explored. The article concludes
with a discussion of practical implications, limitations, and future
research directions.

2. The role of customers in co-creating health care
service innovation

The understanding of value co-creation has been transforma-
tive in the marketing field (Prahalad and Ramaswamy, 2000; Vargo
and Lusch, 2008). Businesses are reinventing themselves to address
the challenges inherent in customers being more active, having
open access to information, and generally desiring more interac-
tive experiences with organisations (Brodie et al., 2011). It is
widely recognised that customers are co-creators of value and also
resource integrators, with operant resources the fundamental
source of competitive advantage (O’Cass and Ngo, 2012; Vargo and
Lusch, 2008). While some researchers argue that customers
create value for customers (Heinonen et al., 2010; Hibbert et al.,
2012), customers’ operant resources can be utilised to create
value for the organisation. Vargo and Lusch (2004, p. 12) stated
that, in modern marketing, co-creation with customers for
innovation will be essential, and they termed this “shared
inventiveness.”

Customers have often participated in traditional firm activi-
ties, such as providing ideas to improve services (Bettencourt, 1997);
however, a service-dominant perspective recognises the extent to
which the customers are involved in the co-creation of value through
their resource integration (McColl-Kennedy et al., 2012). Custom-
ers’ ideas are not just inputs into the innovation process (Elg et al.,
2012), but rather they are involved in the co-creation of value in
the form of the final output - the service innovation. From this per-
ceptive, we define customer participation in health care service
innovation as the active role customers take in the redesign of health
care services at an organisation or system level. Customers are likely
to be involved in activities such as strategy or policy develop-
ment, providing ideas for improving services (Bettencourt, 1997),
and co-designing the service (McColl-Kennedy et al., 2012).
Organisations need to provide resources that customers can deploy
to co-create this value, and often need to facilitate the develop-
ment of skills and knowledge that lead to more effective resource
integration and co-creation (Hibbert et al., 2012). However, there
is little guidance in the extant literature to explicate the capabili-
ties and resources health care organisations should develop to
facilitate co-creation of innovation.

Health care organisations face several challenges in enabling
customer participation for health service innovation. First, health
care customers, or patients, often have little knowledge of the nature
of their illness and therefore feel stressed, emotional, and not in
control of the situation as they may be in other co-creation situa-
tions (Berry and Bendapudi, 2007). Second, customers often choose
the extent to which they wish to co-create their own health man-
agement experience (McColl-Kennedy et al., 2012) and therefore,
it would follow, they can choose the extent to which they are in-
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