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Abstract

The world is moving fast from a production-based economy towards a 
knowledge-based one. As a result, organizations are becoming more knowledge-
intensive and are increasingly dependent on innovative knowledge to create 
value. Therefore, the question of how activities should be organized in order 
to generate and exploit new forms of knowledge is very important. The main 
objective of this research is to explore practice-based innovation (or how this 
is done) in service sector organizations. Building on qualitative data from five 
business service sectors, the analysis identified three work activities through 
which knowledge for innovation is generated, showed how they constitute a 
common ground for knowledge creation and redefined practice as a coherent 
frame for these activities. The three work activities are routine designing 
activities, participating in the whole flow of designing, using and reflecting 
in action. Further, the study explains how conventional organizing destroys 
this knowledge. In addition to the main findings, this research identified the 
key factors that influence knowledge management and innovation in Sri 
Lankan service sector organizations. Of clear importance are strong internal 
linkages, open and less hierarchical structural elements, an open and positive 
organizational culture, strong knowledge dissemination, the availability of 
an expert and skilled work force, carrying out   internal R&D, technological 
exploration, internal systems and processes. The  study   makes   both  an  
empirical  contribution  to  the  emerging work  on  service innovation on  the  
basis   of  knowledge  intensiveness,  and  by  extending a  theory  grounded in  
the  existence  and  role  of  practice-based knowledge.  
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Introduction

Today service organisations offer tremendous potential for growth and profitability in 
the global economy. Service industries have expanded rapidly in the recent decades and 
comprise more than 70% of  the gross domestic product (GDP) of all developed nations 
(OECD 2014).									       

In fact, in advanced economies services account for about two thirds of employment (OECD 
2014). In the Sri Lankan context, in terms of value added, manufacturing has remained 
roughly constant at 31 percent of GDP, while the value addition of agriculture has declined 
to 10.5 percent with  the service sector having  a share of 58.5 of GDP (Central Bank Report 
2014) indicating that the growth of the service sector  is likely to continue. Even economies 
with a strong focus on manufacturing are shifting to service-oriented  societies (Meffet & 
Bruhn 2009). Now services have  become the source of sustainable and strategic competitive 
advantage rather than competition on the basis of physical products.

It is believed that organizations must constantly develop new services to be able to compete 
in changing environments and thus achieve performance which requires innovation. (Teece, 
2007, Popelpub 2011). Further, service organizations require service innovation for  sustained 
growth, for raising the quality and productivity levels of services, responding  to changing 
customer needs and expectations, or standing up to superior competitive service offerings 
(Miles 2005, Das et al. 2006,  Spohers et al. 2008, Consoli 2009, Consoli & Elche-Hortelano 
2010,). They face a  principal challenge: to ‘...offer the marketplace continuously improved, 
if not new, services’ (Bullinger et al. 2003 ). Service innovations are value propositions not 
previously available to the customer and result from changes made to the service concept and 
the delivery process. 

However, the status of innovation in both the service and manufacturing sectors in Sri Lanka 
at the moment is generally considered weak even by the standards of a developing country 
(Vitharana  2011). Making a presentation at the recently held 18th annual general meeting 
of the National Chamber of Exporters of Sri Lanka, Kelegama (2012) mentioned that the 
country’s export performance relating to both the industrial and service sectors since 2000 
has not been ‘satisfactory’ due to lack of innovation and limited markets.  The poor state of 
innovation   is reflected in all the innovation indexes prepared by different world national 
forums. In the Global Innovation Index, in 2014, Sri Lanka ranks 105th , down from 98th 
place in 2013 and 94th  place in 2012; it is continuously  declining. Its drop in the ranking 
is the result of the relatively poor performance of innovation on the input side where it came 
in at 125th place in 2014 among  142 countries. .One of the key findings of this  report 
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(Global Innovation Index – GII, 2014) was that  all the top ranking countries in the GII have 
invested  comparatively higher amounts of resources to develop service sector innovation 
capabilities. Countries such as Singapore, Finland and the Netherlands that have proactively 
built innovative capability for the service sector have prospered.

In contrast, the limited focus on innovative capability constrained the progress of countries 
such as Sri Lanka and Greece (Innovative Input Index, Sri Lanka, 125th). The poor state of 
innovation is reflected in  the very fact that it took sixty years since independence in 1948 
for a national policy on innovation to be adopted  in May 2009. The history of attempting to 
design and adopt a national innovation policy dates back to the 1960s and the final outcome  
related only to science and technology. Service innovation was merely seen as a subset of 
technological innovation or similar to innovation in manufacturing. The role of innovation in 
the service sector has been underappreciated. 

For the above reasons, policy makers and business leaders alike now have a tendency to 
promote growth in the service sector in Sri Lanka. However, insufficient understanding of 
service management, especially in service innovation that is believed to be the new engine of 
economic growth in sectors such as financial, hospitality and Information and Communication 
Technology (ICT), may reduce the enormous benefits that can be gained from the service 
sector. It will hamper the growth of the Sri Lankan economy.  

Research Problem

Successful service innovation requires the integration of the organization’s resources 
and bundles of capabilities to meet customer needs. They involve understanding how the 
complex processes of designing services interact with the complex processes of using 
services (Leonard-Barton 1995). Knowledge of designing new services and using services is 
ambiguous since technologists often cannot say how different  service designs might work 
without trying them out while customers cannot say what they need without trying the service 
either. To help this ambiguous knowledge for designing new services to surface , researchers 
have developed techniques for services  that rely on hands-on interaction between innovators 
and potential customers, such as the early release of new software so that users can discover 
limits (Ianseti 1998) and teams can visit customers (Dougherty 1992). 

Service organizations face two specific challenges when it comes to the ambiguous 
knowledge of designing and using service innovations surfacing. Both challenges arise from 
the intangible, heterogeneous, simultaneous, relational and continuous nature of services 
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(Yakura 2001). The first is determining what should be organized in the first place to generate 
new knowledge for designing new services. This is deeply and continuously intermeshed 
with using services, so one cannot simply organize separate venture teams, and one cannot 
ignore the intermeshing once the service is produced to specifications. Knowledge for new 
services literally exists in ‘daily operations’ (Itami 1987), or in the practice, which implies 
that services must organize everything to capture the necessary knowledge. To overcome 
this challenge, it is necessary to identify the kinds of activities that are most crucial to the 
production and capture of designing and using knowledge.

The second special challenge for service innovation is strategic. While all innovations should 
be framed strategically, innovation in services is more deeply intermeshed with strategy. 
Competitive and market pressures are forcing many service firms to provide a ‘complete 
solution’ or a more complex, end-to-end package of activities (Meyer & DeTore 2001). 
According to Dankbaar (2003), service innovation concerns introducing order from a strategic 
perspective since allowing every client encounter to be unique produces only variation, not 
innovation. Services must be deployed systematically across clients to ensure quality, keep 
costs down and absorb new knowledge from particular applications so that the offerings can 
be continuously enhanced in the face of strong competition (Lowendahl 2000).

Thus, to generate and exploit knowledge for innovation, service firms must organize their 
work to capture the horizontal flow of designing and using, as well as the vertical flow of 
strategic focus and unique deployment. This study was based on the literature which considers 
work as practice because researchers have found that a significant amount of knowledge for 
service innovation is embedded in the actual practice of innovation. The practice perspective 
provides a view of work that fits services, but differs significantly from more established 
views. The traditional view conceptualizes work as a static slice of specialized labour and 
jobs as pre-defined activities to be executed without ambiguity. These views overlook the 
continuous flows of activities that comprise work by focusing on outcomes rather than on 
the activities through which people produce those outcomes. The traditional view of work 
also emphasizes the knowledge that exists in routines or expertise, and do not address the 
kind of knowledge that is continuously generated in practice. The literature on practice is 
also incomplete, which is why more theories are necessary. The current literature is based 
on a limited view of practice, does not connect practice to managerial issues of innovation 
and competitive advantage, and does not address how to organize practice for strategic ends. 
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Thus, the present study   explores how work in service organizations can be organized to 
capture and exploit the knowledge that is necessary to create new services. In addition, 
under the broad area of knowledge management it is expected to explain why conventional 
organizing operates as an anti-practice strategy that eliminates the common ground and de-
legitimates the continued articulation of practice. Finally, the researcher tries to identify other 
internal factors that influence practice-based knowledge management and its influence on 
service innovation in the Sri Lankan context. The result of this study can be tested, elaborated 
and corrected in subsequent research, providing a pathway for advancing the theory of 
practice-based knowledge management for service innovation.

Literature Review

At the outset, the core concepts of services and service innovations are defined and described.  
This is followed by a narration factors affecting service innovation and thereafter aspects of 
capturing practice-based knowledge for innovations in business services.

Services

The literature provides a wide variety of definitions for “services”. One of the earliest 
attempts to codify services was to define what services are not. For example, Quinn and 
Gagnon (1986) defined services as those economic activities in which the primary output is 
neither a product nor a construction. While some definitions highlight services as an activity 
or performance in order to solve a specific issue of the customer (e.g. Kotler 1999 ) others 
describe services as a bundle of competencies that have to be delivered (e.g. Gadrey et al. 
1995). More recent literature emphasizes the interaction of service customers and service 
producers (Gronroos 2007). According to these definitions, the goal of a service is to provide 
a solution to a customer problem while making use of human-centred competencies and 
capabilities. However, this solution only transfers the customers’ perception of reality; 
the outcome does not result in actual ownership. Furthermore, during the service delivery 
process, cooperation between client and provider plays  an essential role and influences the 
customer’s perception. Based on these foundations, and in line with Hertog et al. (2010), 
services  can be defined as an experience or a solution for the  specific issue of a customer. 
This definition includes all the elements of services that innovation can include  and therefore 
is applicable to the whole service industry. This is relevant  in the context of the present study
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Service Innovation

Service innovation is an activity that incorporates ideas and knowledge into new or existing 
services to satisfy customer demands (De Jong & Vermeulen 2003). As defined by Eurostat 
(1995), innovation in the services sector comprises new services as well as significant changes 
in services or their production or delivery. It concerns both the introduction of new services 
(proposed to firms or to individuals) and the reconfiguration or improvement of existing 
services (Miles 2005). Service innovation is different from product innovation because of the 
characteristics of service -intangibility, heterogeneity, perishability, and inseparability (IHIP) 
(Zeithaml, Parasuraman & Berry 1990).

This unique nature of services means that service innovation may be very different from 
product innovation. For instance, interaction with the customer in the service development 
process makes the development of a new service far more complex than the development of 
a new tangible product (Johne & Storey 1998). Due to its intangible nature, the development 
of a new service usually takes significantly less time (Griffin 1997) and requires fewer 
investments in physical assets. But they are less protected from direct imitation by competitors 
(Terrill & Middlebrooks 1996).

They are usually interactive (client-intensive) whereby high levels of contact occur between 
service supplier and client in the service activity (Miles 2005). Innovation occurs as a result 
of such interactivity, which often means that service products are customized to the client’s 
specific needs.

Factors Affecting Service Innovation

Researchers studying what factors determine or influence innovation (Damanpour 
2001, Wolfe, 2004, Tidd et al. 2005) suggested the individual factor, the organizational 
factor, and the contextual factor.  Kwon and Mud (2007) classified variables affecting 
technology adoption into individual, task-related, innovation-related, organizational, and 
environmental characteristics. Tornatzky and Fleischer (2006) suggested that the adoption 
and implementation of technological and administrative innovation would be affected by 
the technological context, organizational context, and the external environmental context.  
Scupola (2003) used technological, organizational, and environmental characteristics to 
explain innovations in the service sector.
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Capturing Practice-based Knowledge for Innovations in Business Services

Practices

Practice is not simply about tacit knowledge, expertise or experience, but is rather about 
the artful, skilled combination of these along with knowledge of routines, procedures and 
equipment in the situation (Dougherty 2004). For example, experience affects people’s 
ability to comprehend insights generated in practice. It would be useful to explore the kinds 
of experience that may enable or disenable practice-based knowledge in the business world 
of services (Carlile 2005). 

The Practice-based Perspective of Knowledge 

The concept of practice as epistemology interconnects multiple perspectives and negotiations, 
addressing the link between knowledge and practice, and practice as the generative source 
of knowledge for innovation. The practice lens is an ‘original and distinctive critique of 
the modernist conceptions of knowledge’ (Gherardi 2009, p. 115). ‘….It has a constructive 
ontology and disagrees with cognitivism and rationalism because it defines knowledge as a 
practical and situated activity, rather than as a “transcendental account of a decontextualized 
reality”’ (Gherardi 2009, p. 124). Knowing is not separated from doing and the practice-
based perspective connects both. According to this perspective, knowledge is the situated 
product of work practices. Based on this, Lave (1988, pp. 180-181) defined knowledge as ‘a 
situated knowing constituted by a person acting in a particular setting and engaging aspects 
of the self, the body, and the physical and social worlds’. Therefore, the work of creating 
knowledge for strategies and innovation is a practice that is situated, the actions within this 
practice are emergent and thus dependent on a variety of inter- dependent factors that occur 
in the moment of knowing and of fulfilling knowing needs. From this perspective, activities 
and knowing always have a ‘where’ and a ‘when’; they are always situated (Nicolini et al. 
2003, p. 27). 

Gherardi (2003, p. 357; 2006, p. 39) summarized the core aspects of a practice-based 
epistemology into knowing and knowledge as being the following: (a) Knowledge is 
constructed by situated practices of knowledge creation and by the use of technologies for 
representing and mobilizing knowledge by human and non-human agents; (b) Knowledge is 
an emergent process rather than a given one. It is a ‘bricolage of material, mental, social and 
cultural resources’; (c) Knowledge is ‘embedded in the world of the sensible and corporeal’, 
meaning that knowing and knowledge are not limited to cognitive and mind aspects and 
(d) Adopting a practice-based approach is to go beyond dualisms (e.g. mind/body, human/



- 28 -

nonhuman) and considering that ‘in practicing a practice all these elements are simply 
present’.

Several reasons lead to the use of a practice-based perspective for this study. It can provide 
unique insights into designing supportive approaches for knowledge creation, communication, 
and use that aim at service innovation. This is because a practice-based approach enables 
understanding how knowledge is created, and how and why knowledge is differently needed 
and used. In addition, this approach enables gaining a deep understanding of how knowledge 
is situationally constructed, activated, transformed, mobilized and how it contributes to 
knowledge creation and finally innovations. Most importantly, a practice epistemology 
incorporates the creative and interpretative actions in which existing knowledge is needed, 
used, and communicated. 

Focusing on the actual activities of work

As explained earlier, one important contribution to knowledge management from the 
practice-based perspective is the identification of a kind of knowledge that is embedded in 
a situated activity. Practice refers to how people actually get work done (Brown & Duguid 
2001). Practice includes the means and the ends of work, the practical wisdom people rely on, 
and the ‘…rich, socially embedded clinical know-how that encompasses perceptual skills, 
transitional understandings across time, and understanding of the particular in relation to the 
general’ (Brown & Duguid, 2001). Practice-based knowledge is produced continuously in 
situated action, as people draw on their physical presence in a social setting, on their cultural 
background and experience, and on sentient and sensory information (Orlikowski 2007). 
Practice-based knowledge does not exist independently of social action, and its content does 
not necessarily mean the same thing to all involved (Dougherty 2004).

To manage practice-based knowledge for service innovation, it is therefore necessary to 
focus on the actual activities of work, to enable the situated activities through which people 
accomplish tasks, to foster skills of knowing and to legitimate engaged participation in the 
practice (Barley, 2006). The skills for knowing comprise the ‘artful competence’ of applying 
the principles of the profession to unique situations, and making do with resources available 
(Orlikowski 2002). According to Brown and Duguid (2001), practice highlights know-how 
defined as the ability to put know-what into practice. 
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Research Design

Methodology

Ethnographic interviews (Fielding & Fielding 1986, Fontana & Frey 1998) were carried out 
with 24 senior executives in ten service firms about how they develop new services and what 
factors influence innovation in their organizations. Questions were considered, rephrased 
and analyzed so that the interviewees could discuss how they experience their work, and 
what kinds of things are meaningful to them. The people who were involved in new service 
development had functional expertise of different kinds and worked at senior levels of 
management. The interviews lasted from between half an hour and one hour, and were done 
at the interviewee’s work site. Respondents were asked to describe what they knew about 
usage and design as they innovated, how they developed new services with specific examples 
and how they incorporated knowledge into their work. Top managers were asked how they 
supported innovation, allocated resources and developed strategies. Further, questions were 
raised to collect information on factors that influence service innovation at organizational and 
contextual levels. This interview data revealed the kinds of interactions people were engaged 
in, the nature of their participation in work situations and activities, what they knew about 
designing and using new services, how they worked across boundaries to create and share 
knowledge, and how their organization of work affected their ability to generate and use 
practice-based knowledge.  

Sampling

The domain of the service sector is large, so the researcher deliberately limited sampling 
to five service sectors with three attributes in common: operating for 10 or more years, 
experiencing market and technological transformations and trying to innovate. Firms that 
were trying to innovate were selected because this is a study of innovation, and is not intended 
to capture knowledge in services that do not innovate. Within these boundaries, five types 
of service were sampled: finance, tourism, management consulting, IT and software, and 
telecommunication. Although these services have different backgrounds, the firms in each 
type had similar competitive and marketplace transformations, and were trying to change 
their services to embody the knowledge of designing and using it more fully. All were 
building more ongoing relationships with customers and more flexible internal innovative 
capabilities. 

The ten firms used in the analysis are listed in Table 1.



- 30 -

Table 1: Organisations in the Sample

Organisations Number of people interviewed

Finance Services
FIN01 03
FIN02 03
Consultancy services
CON01 03
CON 02 02
IT and Software Developing
ITS01 02
ITS02 02
Communication
COM01 02
COM 02 03
Tourism
HOT01 02
HOT 02 02

Source: Author

Data Analysis

Specific analytical steps described by Strauss (1987) as elaborated by Dougherty (2002): 
‘open coding’ (to surface many possible categories), ‘axial coding’ (to hone categories and 
articulate properties) and ‘selective coding’ (to articulate a core category that integrates 
others into a theory) were followed. Relating to the practice-based knowledge the preliminary 
categories included knowledge about customers, kinds of relationships with customers, kinds 
of work boundaries and how they were crossed or not, and connections between designing 
and using. Further relating to influencing factors, preliminary categories included the kind 
of linkage (both internal as well as external), nature of human capital (expertise, skills, and 
experience), nature of service systems and processes, technological exploration, nature of the 
home market and the mentality of workers and customers. Many people said that innovation 
required different mindsets and a more holistic view of the minutiae of everyday work.  
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Discussion and Findings 

The analysis produced three major insights. The first insight was that people generate 
practice-based knowledge for innovation if they collectively enact three kinds of activities 
in their everyday work: routinely doing their particular designing activity, participating in 
the whole flow of designing and using and reflecting in action. These activities constitute a 
common ground for  social action, so people can engage in situated learning and make sense 
of what they learn in similar ways across the organization and use the knowledge for future 
innovation. An example from one of the information technology firms (ICT02) illustrates the 
activities of practice through which people generate knowledge for innovation. When one of 
the senior executives was asked how they designed a successful new service, he explained 
that they looked at improvisations that the operations people had already tried:

Actually it was very easy. We were already doing this on a random basis because 
some customers wanted this kind of service, so from time to time, we were 
doing it for free. We were already providing   this service for a few customers 
…..sort of experiment….With the knowledge coming from operations in most 
of my career, I find it is not hard to envision what to do and where to go…
(ICT02)

When the same question was asked from a top manager of a private commercial bank (FIN01), 
he replied that they let the operational people from different functional areas get together to 
design the service, implement it and discuss the outcome after the implementation process.

Our job was to figure out how to implement new computer technology. Our 
method was to infiltrate the organization, not just single functions. . . We’d 
get people from different departments together . . . and say here is a problem 
that runs across the programmes and functions. . . You figure it out. Solve the 
problem and implement it. That was very successful . . .’ (FIN01)

They used their everyday practice of supplying the service to learn about new services.  They 
drew practice-based knowledge on integrated customer issues integrated with operations 
issues. They also did not set and solve the problem abstractly, based on algorithms of 
modeling. Instead, they were deeply engaged in the firm’s actual practices by working with 
functional managers, project managers, other operational level workers and drawing on their 
own experience in designing software and providing financial services. They traced out the 
ad hoc improvements that were made for particular customers and even experimented by 
adding new services and features to their services.  They reached deep into the realities of 
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their operating system to see the interconnections among activities, and to reflect in action on 
how new interactions could mesh with the system.

Both examples of innovations are general solutions that are adapted to particular problems of 
existing services. Researchers emphasize that services are about solving customers’ problems 
(Morris & Empson 1998). In 2010, Hertog et al. defined service innovations as new solutions 
for the specific problems of customers. However, based on the findings of this study, the 
present researcher suggests that services are more than solutions for specific problems, and 
that practice in services can be defined as ongoing interactions of problem setting and problem 
solving and  providing solutions for problems that the clients actually face. Conceptualizing 
practice in service innovations as an active, situated and coherent flow of problem setting 
and problem solving activities is a simple framework for the three activities, binding them 
sensibly and providing people with an image of what needs to be done.

In relation to the second insight (objective) it was found that the service organizations in 
which their organizing activities are centred on pre-established outcomes rather than ongoing 
current practices eliminates common grounds for knowledge creation, sharing and using the 
shared knowledge for innovation. In these organizations, the activities are separated into 
functional units so employees are involved in their own work without regard for how these are 
connected with the activities of others. These conventional approaches to organizing are ‘anti 
practice’ in two ways. First, they push the activities into the background, which eliminates 
the common ground for knowledge creating, sharing and replicating that the three activities 
provide. Second, conventional organizing de-legitimates practice by focusing attention on 
generic outcomes that do not frame everyday activities coherently and sensibly. People 
cannot articulate new ideas and combine them with old ones, so the organization cannot 
learn. The following three excerpts illustrate the way the traditional approaches eliminate the 
common ground for knowledge creation, sharing and using the knowledge for innovations.

…We recognized that we were not doing a good job . . . Everyone was doing 
it in their own way and there was no synergy. We lost the synergy of a bigger 
company. We would use just a parochial approach . . . due to our cost-centred 
approach..(FIN02)

...This is a very traditional organization and each department has responsibility 
for certain areas. If you need them to do something you have to do the specs for 
them and hand the job over to them.’(FIN02).
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For years we have been an organization with … corporate priorities per year. A 
few years ago I personally was working on 5 or 6 corporate priorities. There are 
no resources for all this work. . . The organization does prioritization without 
meaning.(HOT01)

The innovation-related problems of these organizations could not however be resolved by 
shifting around the current structure, or by adding new links or parts. The more successful 
reorganizations were based on very different principles of organizing. The following three 
examples illustrate new ways of creating knowledge for service innovation:

We no longer have a [build it?] and they will come with an attitude. We are 
more customer- and business problem-oriented. (HOT02)

We are changing, with more emphasis on quality and how we manage, and more 
elements of performance evaluation are on the outside activities (COM02)

We start with a needs assessment, a strategic analysis of the organization. 
We start with their (client’s) strategy and see how this demand for training 
contributes to it. (CON02)

Further, a range of internal factors were found to be related to the knowledge management 
practices and innovative performance of the service firms in   this study. The importance 
of internal linkages, structural elements, and organizational culture, poor knowledge 
dissemination, the availability  of an expert and skilled work force,  carrying out internal 
R&D, technological exploration, internal systems and process stands out. 

The respondents recognized the need to develop practice-based new knowledge and 
encourage it through internal networks:

We need to talk to one another and from that interact and we [then] create new 
knowledge and better ways of doing things (CON01)

However, one of the participants mentioned his experience of the lack of innovation in his 
organization as: 

`We are not used to having discussions and letting knowledge emerge out of 
that. It is usually a one-way [top-down] process.(FIN02)
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Another participant (COM 02) quoted his experience where a complex designing problem 
was solved not by technical experts or senior engineers but by bringing together a group of 
people who had a lot of tacit knowledge of designing. This tacit knowledge, shared through 
discussion and interaction, was embodied into a solution for the designing problem. Thus, 
through internal connections, employees at all levels can contribute to innovation through 
knowledge construction (Demerest 1997).

Some participants considered service innovation resulting from practice-based knowledge 
management as being reflected in the organization’s structure. Agreeing with Handy (1984), 
Peters (1992) and Bessant (1996), they preferred open flat dialogue-based structures.

It’s a mixture of bottom-up and top-down...you can set up depositories of 
knowledge which people can access...faster decision making. (COM01)

Further, the role of a supporting open and participative culture (Brand, 1998) was seen as 
vital for service innovation through knowledge sharing practices:

 We try to limit them [employees] and hence lose a lot of knowledge.

Knowledge is power, there is also  fear...it is a cultural problem.

Fear of giving up knowledge. Will it affect my usefulness?

The frustrations associated with lack of innovation because of poor knowledge dissemination 
were also expressed:

The information is there and available to everyone but it is not being transferred, 
absorbed and accepted. (FIN02)

The availability of staff with expertise and skills and the existence of different sorts of 
routines and norms to share knowledge were also found to make a strong impact on innovative 
performance. 

There is internal 	 training provided by people such as experts and specialists 
to newcomers and people who move to new jobs or internal job rotations. And 
there are innovation days and we have these days on a regular basis for people 
to innovate and prototype and learn new stuff and so on. There are certain 
days for you (employees) that are not related to project jobs. You (employees) 
must be here at work and do something but not project work, something else. 
(COM01)
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The analysis supports the findings of earlier research concerning the importance of the above 
factors as a means of boosting innovation. 

Implications 

Theoretical Implications

Large scale surveys and government-sponsored research projects relating to innovation in 
services   were launched in the UK and other western countries (e.g., Community Innovation 
Survey (CIS) -UK Department of Trade and Industry.). However, further steps to theorize or 
generalize the findings regarding innovation in services is still in its infancy (Flikkema et al. 
2007). Most of the papers titled “Innovation in Services” deal with questions of typology both 
for services per se and innovation in services (Bessant & Davis 2007 as cited by Suphawan 
2009). 

The other line of research regarding innovation in services investigated the drivers of 
service innovation or service development processes. For example, Flikkma et al. (2007) 
emphasized changes in macroeconomics, e.g., social and technological dimensions as drivers 
of innovation; Fujakawa and Kay (2008) pointed out that new services are the exploitation 
of change in consumer life styles; Wilson (2008) as cited by Suphawan (2009) reviewed five 
models of new service development based on a  case study of health care service providers. 
However, the innovation process, especially how innovation in services is created, has 
not been fully addressed in the world context or the Sri Lankan context. According to the 
available resources, the researcher is in the opinion that no research has been done in the 
selected area in the Sri Lankan context.

The empirical finding of this study is that three organizing principles (routinely doing their 
particular designing activity, participating in the whole flow of designing and using and 
reflecting in action) together provide a relational infrastructure through which people generate 
practice-based knowledge organization-wide. The findings suggest that practice-based 
knowledge has strategic value for service organizations because it captures the designing 
and using of knowledge necessary for innovation. The present study confirms that a practice-
based view would add a much richer perspective that is more closely aligned to employees’ 
actual work and it rejects the non-practice based  approaches ( cognitive and structural ) to 
knowledge creation which are based on a rationalistic and objectivistic idea of knowledge 
(Gherardi2006, Patriotta 2003). Thus, this research creates a new category of knowledge in 
the area of study. The knowledge created through this research is an original contribution to 
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the existing body of knowledge. Since there are no past studies done in this area, variables 
that operate in this environment are not identified and documented. 

Implications for practice

The strategic articulation of practice standardizes people’s understanding of what we do, 
how and why, providing common, sensible frames for practice (Fiol 1994). The first strategy 
is defining each practice as a kind of problem that employees set and solve, articulates what 
people should do and how they should make sense of their actions. They can thus approach 
specific projects more systematically because they think about the overall process that 
produces the problem, not just the unique aspects of particular situations. The second strategy 
is to formally include the three activities of practice in everyone’s job. Such organizing keeps 
everyone in the know because they can apply similar knowledge in their everyday work, 
which provides a common ground for knowledge creation and sharing across boundaries. The 
third new principle is to formally address the factors that influence practice-based knowledge 
management and service innovation. For example, creating strong internal networks, building 
open and less hierarchical structural elements and positive and open organizational cultures 
and hiring experts and a skilled work force can be considered as strategies which can be used 
to create a favorable climate for service innovation. The top management should give their 
fullest attention to those factors that influence service innovation at organizational level. 
Together, these organizing principles articulate the practices themselves and the relationships 
among the activities in the practices (Obsfeld 2003).  

Conclusion

The creation of practice based knowledge is one of the most unstructured and difficult 
work practices to be facilitated and supported. It presents a particular nature and dynamics 
that is marked by emergent, unplanned and situational sense-making, demanding different 
approaches to communicate knowledge as inputs to and products of such practice. However, 
as organizations move further into a ‘knowing economy’ where knowledge creation and 
innovation are increasingly central to organizational effectiveness, it is necessary to pay 
more attention to the ways   knowledge creation and use can be facilitated and supported. It 
is necessary to promote interactions and relationships that individuals can rely on to access 
each other’s’ personal and practice based knowledge to accomplish work activities, and 
mainly, to become more strategic and innovative. 
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This research integrates work as practice with knowledge for innovation and strategic 
services management. Even though it was found out that three organizing principles together 
provide a relational infrastructure through which people generate practice-based knowledge 
organization-wide, there are no simple processes.  As indicated by the findings practice based 
knowledge is not simply about tacit knowledge, expertise or experience, but rather it is about 
the artful, skilled combination of these along with knowledge in routines, involvement in 
the whole process and reflection. Thus, research on interactions among knowledge types is 
necessary. For example, experience affects people’s ability to comprehend insights generated 
in practice.  It would be useful to explore the kinds of experience that may enable or disable 
practice-based knowledge in the business services. 

Further, even though this papers has examined organizational level factors that influence 
knowledge management practices and service innovation, it has not examined the influence 
of external factors and other contingency factors have on the concepts of knowledge 
management and service innovation. I acknowledge that these factors are important to future 
research. Further work needs to be undertaken to understand how contingency factors will 
alter the relationships discussed in this paper, by contextualizing any future empirical work 
based on a contingent approach. Finally, findings of this research can be utilized for future 
studies by taking quantitative research method through empirical surveys. 
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