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DEVELOPING COMPETITIVE
ADVANTAGE THROUGH
KNOWLEDGE MANAGEMENT
AND INTELLECTUAL CAPITAL

Abstract

Organizations practice knowledge management through
people processes and systems. But current performance
measures focus mostly on financial indicators. The study
examines intellectual capital as a competitive advantage
and develops a monitoring framework. Based on a sample
of Middle Eastern companies, it identifies five major
factors that tie company performance to knowledge man-
agement: (1) employee knowledge and growth, (2) mar-
ket intelligence, (3) strategic alliances, (4) decision-
making knowledge flow, and (5) information systems.
These factors prove to be applicable indicators and
should, therefore, be used to drive higher performance in
a learning organization. The statistical analysis shows a
significant positive correlation between the first, third,
and fourth factors and overall company performance.
These three factors could be adopted as senior manage-
ment key success factors.

Introduction and Research Rationale

he move from an industrial era
to a knowledge economy
pushed organizations to experience
the competitive advantage of knowl-
edge. However, companies still have

not defined ways to evaluate and

Submitted January 2005, accepted December 2006.

monitor the role of knowledge in
overall company performance. This
is partially due to the fact that the
know-how embedded within the orga-
nization is a soft asset and that there
are no practical accounting techni-
ques today that give enough structure
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to its measurement. Further, since the
know-how inside an organization de-
pends directly on the stability and
longevity of its human resources, se-
nior managers are continually con-
cerned about knowledge-worker
mobility and flight.

We focus on five factors in which
senior managers have taken or can
take initiatives to put effective me-
chanisms. These mechanisms foster
knowledge creation, validation, and
sharing to ensure sound decision-
making and better company perfor-
mance. The factors that we focused on
are based on (1) company initiatives
for employee knowledge and growth,
(2) gathering and use of market in-
telligence and forecasting techniques,
(3) use of strategic alliances to com-
plement or supplement organizational
know-how, (4) mechanism for knowl-
edge flow that clarifies roles and re-
sponsibilities in managerial decision-
making, and (5) systems and informa-
tion infrastructure that allow knowl-
edge exchange in daily operations.
Below, we briefly introduce each fac-
tor, and then provide our methodol-
ogy and research results in the
following sections.

Company initiatives for employee
knowledge and growth

Knowledge management is con-
cerned with capturing an organiza-

tion’s know-how through its
creation, collection, storage, distribu-
tion and application (Miller, 1998;
Miller 1999). It means identifying
and harnessing the collective knowl-
edge of the organization gained
through experience and competencies
of its individuals. Wiig (1997) identi-
fied two objectives of knowledge man-
agement:

to make the organization act as
intelligently as possible to secure its
viability and overall success, and

to realize the best value of its knowl-
edge assets.

Core competencies in organiza-
tions are based on the skills and
experience of the people who perform
the work on a daily basis. It is im-
portant that organizations establish
methods to develop, nurture, and put
into practice this knowledge base to
preserve and expand the core compe-
tencies. Often, such know-how and
capabilities are not easy to depict in
physical or codified form (Manville
and Foote, 1996). This non-codified
knowledge is termed racit. Grant
(1997) asserts that tacit knowledge is
demonstrated only in its use and ap-
plication. Only when knowledge with-
in the organization is shared and used
towards a business objective, it man-
ifests itself in business results and
becomes embedded within the organi-
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zation’s processes, products, and ser-
vices (Demarest, 1997).

Most of the opportunities of, as well
as the barriers to, effective knowledge
management involve people. Since hu-
mans have diverse psychological needs
and knowledge is constantly changing
both at the individual and organiza-
tional levels, the gap between what
people actually do to perform their jobs
and how it is documented is difficult to
bridge. This is partially due to the
spontaneous actions people take in
response to unexpected challenges and
problems (Brown and Duguid, 2000).
In this regard, senior management has
to play a role in actively and system-
atically managing the knowledge and
growth of the employee.

Barriers to such employee devel-
opment stem from various angles.
From a group perspective, team mem-
bers may be reluctant to share knowl-
edge if they fear criticism from their
peers, or recrimination from manage-
ment. At the individual level, a person
is often reluctant to share information
as it is perceived as a source of power.
Depending on the culture, a person
may tend to have feelings of owner-
ship towards a set of skills and may
hog related knowledge. There can also
be fear that there will be a diminished
personal value after giving up the
know-how. In certain settings, active

knowledge management fostered by
senior managers may be confused
with an attempt to control people,
and if that is the employees’ percep-
tion, the initiative will most likely fail
(Manville and Foote, 1996).

Therefore, there is ample evidence
in the literature about the large upside
of fostering knowledge creation and
sharing. But senior management must
be able to drive it. We hypothesize in
section 5 of this paper that company
senior management initiatives to de-
velop the employee’s knowledge and
remove barriers to employee growth
has an important role in overall com-
pany performance.

Gathering and use of market intelli-
gence and forecasting techniques for
innovation initiatives

Focusing on the mining of internal
know-how and using it systematically
help carry the organization into high-
er levels of performance. However,
this is not effective unless the organi-
zation truly understands and tracks
how long term market needs and
customer demands evolve. Senior
managers are expected to establish a
culture that seeks knowledge from
outside the boundaries of the organi-
zation on a daily basis.

Market research and systematic
intelligence gathering are as valuable
as internal knowledge management
programs. Companies have been in-
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creasingly developing mechanisms for
research and new knowledge genera-
tion. But such mechanisms require
funding and time investment in devel-
oping the external arsenal of knowl-
edge about the market, customers,
and competitors, to make decisions
about potential strategic moves.

As we experience the emergence of
rapid changes in the market, the orga-
nization must be fast, flexible, respon-
sive, innovative, and able to quickly
move in new directions. Therefore,
organizations are under an increasing
pressure to strike a balance between
the accommodation of new trends
through rapid reactions and the
stable, pre-planned actions in the mar-
ket. These two forms of logic need to
be fully understood and utilized si-
multaneously.

Innovation initiatives, albeit ne-
cessary to move fast with market
changes, may cause disturbances and
disorder in unprepared organizations
as they may range from minor varia-
tions in current practices to radical
departures and major re-orientations.
As Kimberly (1981) put it, an innova-
tionis a departure from the state of the
art at the time it appears. That depar-
ture could be broad or narrow as it
may impact the whole organization or
only a small part or “subsystem’ of
the organization. So rather than wait
and face resistance to that change,

senior managers must actively prepare
the culture for those changes. Accord-
ing to Drucker (1998), innovation is
the means by which the entrepreneur
either creates new wealth-producing
resources or endows existing resources
with enhanced potential for creating
wealth, and in both cases, an active
management of change programs is
needed of senior executives.

We hypothesize in section 5 of this
paper that the establishment of market
intelligence gathering processes, the use
of forecasting techniques, and the ap-
plication of such knowledge to innova-
tion is one of the critical factors in
overall company performance.

Importance of strategic alliances to
complement or supplement ovganiza-
tional know-how

There is ample evidence in the
literature that the traditional basis of
competitive advantage has been chan-
ging dramatically in that competition
and cooperation need to co-exist.
Over the last three decades, several
driving forces have emerged including
globalization of business and interna-
tional competition, the increasing so-
phistication of customers,
competitors and suppliers, and the
increased technological capabilities
and the shortening of product life
cycle (Valeria, 1996; Wiig, 2000).

Companies can no longer re-in-
vent the wheel and grow capabilities
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organically at every turn in the mar-
ket. The strategic move to find an ally
capable of sharing the know-how has
become key in the strategic manage-
ment field during the last decades. In
that context, knowledge management
and the use of intellectual capital
through alliances are becoming an
important component in the company
strategy (Grant, 2000). As human
capital represents the knowledge
stock of an organization represented
by its employees, alliances are cer-
tainly the mechanism that enables
large and fast increases in know-how
(Bontis 1998; Bontis et al., 2002;
Skandia, 1994).

Alliances add value in terms of
strategic positioning, market share,
name recognition, and the like
through the acquisition of innova-
tions from other firms. Successful
firms are those which routinely max-
imize the value from their intellectual
capital without necessarily inducing
large costs from creating that capital
from scratch (Harrison and Sullivan,
2000).

Therefore, we believe that one of
the pillars of successful knowledge
management is the acquisition of hu-
man capital through alliances as a part
of company strategy and what it must
excel in to deliver competitive pro-
ducts or service (Danish Agency for
Trade and Industry, 2001). We hy-

pothesize in section 5 of this paper that
the use of strategic alliances to search
for, obtain, develop, and use external
knowledge resources is positively cor-
related with higher company perfor-
mance.

Clarity of roles and responsibilities
that facilitates managerial decision-
making

The distribution of organizational
responsibilities and a clear definition of
managerial roles have a significant im-
pact on the management of organiza-
tional knowledge. But since clarity of
roles and responsibilities in organiza-
tions is often confused with the word
hierarchy among practitioners in man-
agement, we provide further definition
of the concept. Our point of view is that
clarity in roles and responsibilities is
about letting sets of tasks gravitate
around the one who has the most
relevant knowledge about the specific
problem at hand. Knowing where to go
for help, to whom, and how are part of
better decision-making within the or-
ganization. We term this concept
knowledge-based role distribution.

At the outset, this concept seems
quite simple and intuitive. However, we
found that many organizations have
handled roles and responsibilities in
many ways that are not knowledge-
based. Relational factors such as per-
sonal chemistry with the person, prior
social relationship, informal networks,
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or kinship, are but a few examples of
what we found as reasons behind the
appointment of people in many critical
positions within their organizations.
Although we believe that these factors
are almost unavoidable in many Mid-
dle Eastern countries in senior manage-
ment appointments, we propose that
knowledge be the prerequisite and that
these other relational factors be the
checkpoints, if needed at all.

Letting problem-solving gravitate
to those best equipped with relevant
knowledge is an opportunity for the
business owner or senior manager and
not a threat. This approach provides
access to different realms of ideas, dif-
ferent groups of people and offer differ-
ent opportunities for utilizing ideas.

We believe that knowledge-based
definition of roles and responsibilities
and clearly communicating it across
the organization make knowledge
management relevant in focusing in-
dividuals or teams on their priorities.
We hypothesize in section 5 of this
paper that clarity in roles and respon-
sibilities on the basis of know-how is
positively correlated with overall com-
pany performance.

Systems and information infrastructure

If organizational knowledge is a
strategic asset, then the method used
to implement a knowledge manage-
ment system is critical. The intentions
of senior managers and the mere con-

cepts of knowledge management and
the learning organization are certainly
attractive and intellectually stimulat-
ing, but bear no results unless they are
applied and woven into daily opera-
tions through systems and procedures
(Chalhoub, 1999).

Wiig (1997) identified five strate-
gies that are used by organizations to
implement knowledge management
systems. The first makes the pursuit
of knowledge as part of the business
strategy, focusing on processes for
knowledge creation, capture, organi-
zation, renewal, sharing, and use at
each point of interaction within and
outside the organization. The second
focuses on intellectual asset manage-
ment such as patents, technologies,
and structural knowledge assets with-
in daily operations. The third stresses
the personal knowledge asset whereby
each employee is responsible for his
own renewal and sharing of knowl-
edge assets within his or her area of
accountability. The fourth highlights
organizational learning, research and
development, and employee motiva-
tion to innovate and learn. The fifth is
the knowledge transfer strategy where
the emphasis is placed on systematic
approaches to transferring knowl-
edge, such as acquisition, organiza-
tion, restructuring, warchousing, and
repacking for distribution to the point
of use (Wiig, 1997).

The above approaches all materia-
lize through the information technology
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as a tool to help capture and organize
what we know, and enable collabora-
tion among people who may not other-
wise be able to discuss their ideas. The
choice of technology must be commen-
surate with the type of knowledge to be
captured, and the specific situation of
the organization. According to Quintas
et al. (1997), cohesion across the orga-
nizational structure through supporting
technology is a prerequisite.

Unfortunately, most knowledge
management programs implemented
across organizations reviewed in the
literature were reduced to the imple-
mentation of an enterprise resource
planning system (ERP), or the installa-
tion of a company intranet hoping that
the rest will happen naturally and with-
out any process. The mere presence of
information technology infrastructure
is not enough. It has to be built into the
employee’s daily job to ensure that it is
naturally used in most transactions.

We hypothesize in section 5 of this
paper that technology infrastructure,
including the selection, installation,
and utilization of the relevant tools is
positively correlated with overall com-
pany performance.

Research Methodology

Our research methodology com-
prised two phases. The first phase was
exploratory in nature, whereas the
second one used regression analysis

applied to a set of research hypotheses
presented in subsequent sections.

The first phase addressed existing
concepts and their applicability to the
sample of companies that we studied.
The sample comprised 120 Middle East-
ern companies from Lebanon, Jordan,
and Egypt, in which we explored the
attitudes of senior managers towards
knowledge management, its relevance
to their business, and its perceived
results. We processed one questionnaire
per company as it was filled by one of its
senior or middle managers. The repre-
sentative person, i.e. the senior or mid-
dle manager responding on behalf of
his/her company, compiled the data
necessary for the questionnaire from
within his/her organization and sub-
mitted it. This resulted in 120 data sets
showing two major sections: one for the
three performance measures, i.e.
growth, profitability, and customer ser-
vice, and the other for the five dimen-
sions of knowledge management
initiatives. The reason we selected se-
nior or middle management levels as
representatives is to allow for enough
involvement in both the input in the
internal knowledge management initia-
tives, as well as the monitoring of over-
all company performance.

The second phase tests five factors
that we believe could be used as a
framework to translate knowledge
management into tangible and mea-
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surable senior managers’ initiatives
that can be carried out operationally
within the organization.

Phase One Research Methodol-
ogy - Exploring senior manage-
ment attitudes towards knowledge
management

As mentioned earlier in this paper,
the focus here is to evaluate the im-
portance and contribution of knowl-
edge management and intellectual
capital to management decision-mak-
ing and organizational performance.

The aim was to confirm that in
general terms, firms that are engaged
in knowledge management practices
claim to base their investment deci-
sions on the premise of business ben-
efits in the longer term. Such practices
would presumably result in equipping
themselves with better market intelli-
gence, more efficient new product
development processes, more focused
strategy with respect to peer competi-
tion, and internal benefits in terms of
employee satisfaction and culture.

A series of qualitative focus inter-
views were conducted with senior and
line management within 120 compa-
nies in Lebanon, Jordan, and Egypt.
The sample of firms was selected to
represent companies in the Middle
East in countries that are in an inter-
mediate stage of development in terms
of management practice, with opera-

tional history of over seven years and a
size of over twenty employees.

These focus interviews provided a
first hand appreciation about their
attitudes towards knowledge manage-
ment, and was used to develop a
framework to measure the relation-
ship between “‘knowledge manage-
ment practices on the one hand, and
business results on the other.

Our first set of interview results
were used to validate hypotheses re-
lated to managing intellectual capital.
Generally speaking, the level of aware-
ness within management teams in the
Middle East sample was promising but
mainly founded on their readings and
personal efforts in self-improvement
rather than execution within their
firms. A clear majority acknowledged
that the daily applications among man-
agers and across their organizations are
yet to come. We provide below the
validated observations.

Phase One Results

Overall, we observed that man-
agers increasingly realize the impor-
tance of knowledge management.
Although, traditionally, the role of
the manager has been defined in terms
of boundaries of authority and report-
ing structures within job descriptions,
it was observed that establishing net-
works among people, through systems
and processes, is increasing.
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We were able to condense the
following subset of company initia-
tives as future variables to measure the
relationship between knowledge man-

agement and company performance

and business results. These initiatives,
their selection, and their correspond-
ing brief explanation are provided in
Table 1.

Table 1
Selected Company Initiatives and their Rationale that were Identified
and Discussed with Members of Senior and Line Management

Initiative Components of

the initiative*

Selection and discussion rationale**

1. Development of
employee knowledge
and growth

1.1. Effort in Training
programs and their
results in terms of

performance

Developing human resources in terms of
aptitude and skills provide the basic premise
of group performance (the one to contribute
to the whole). Ensuring that the training has
resulted in a net change in individual perfor-
mance.

1.2. Allocation of
R&D resources (hu-
man, financial, other)

Actively managing the planning and resource
allocation to ensure an orderly conduct of
R&D. We contrast this by random reactions
to market needs.

2. Processes in knowl-
edge creation through
market intelligence
and forecasting tech-
niques

2.1. Effort in generat-
ing competitive intel-

ligence

The company’s having a systematic approach
to identify, gather, analyze, and interpret
market intelligence helps guide internal pro-
cesses to meet existing or expected competi-
tive challenges.

2.2. The use of fore-
casting techniques
(and managing their
learning across the or-
ganization and its

partners)

Sound forecasting helps sales and business
development managers use market and cus-
tomer data to make decisions. It also pro-
vides heads-up for production and
purchasing. Such learning can be propagated
throughout the organization.

3. Mechanism in form-
ing and managing
strategic alliances
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Initiative

Components of
the initiative*

Selection and discussion rationale**

3.1. Effort in creating
and managing alli-
ances (to avoid re-in-
venting the wheel)

When a company chooses to collaborate with
an ally, applying the know-how in identify-
ing, pre-screening, selecting, and operating
with an ally instead of incurring high cost in
copying the other party’s competitive advan-
tage.

4. Knowledge-sharing
about internal organi-
zation and manage-
rial decision-making

4.1. Assigning clear
management respon-
sibilities

Clarifying roles and attaching incentives to
pre-requisite targets provides ownership and
helps the team.

5. Information sys-
tems and knowledge-
exchange tools

5.1. Collaborative tech-
niques inside and out-
side the organization

Collaboration (in all its forms) helps the
transfer of tacit knowledge - the know-how
that cannot be codified in documents but
rather requires direct interaction and colla-
boration - and, therefore, pushes the perfor-
mance curve upwards. (Further research is
currently underway by the authors on mod-
ern forms and structures of collaboration).

5.2. Investment in
supporting tools (In-
formation Technol-
ogy, Management
Information Systems)

Equipping the individual performer (knowl-
edge worker) with the proper communication
tools enables collaboration and the exchange
of information and ideas. (IT investments do
not guarantee business results, for it depends
on how they are utilized).

*

included.

Only initiatives undertaken after the planning phase and practiced for over 6 months were

** What makes the initiative worthwhile tracking as seen by managers that were interviewed, by
their management consultants, and by the authors.

The five major dimensions that were

addressed are summarized as follows:

- Initiative 1: development of employ-

ee knowledge and growth

- Initiative 2: processes in knowledge

creation through market intelli-

gence and forecasting techniques
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The majority of the interviewees
expressed their commitment to devel-
oping the intellectual capital in their
companies. However, most of them
acknowledged that there is a gap
between concepts that they read and
trained about, and real life applica-
tion. For example, a senior manager in
a light manufacturing company in
Lebanon faced challenges in gathering
true market intelligence; “you don’t
know if the answers you get from your
own survey, or from your sub-con-
tractor entrusted with data collection
really portray what is really going on
in the market,” he says.

Another executive heading up
three divisions related to the textile
industry in the Levant had to rely on
*“.. correction factors of his own... that

account for overstated or understated
results from employees in various
divisions following a seven-month
training program - those who over-
state their benefits from training may
do it to portray that they are doing
well in the company and that they
appreciate our training initiatives...”

Nevertheless, our point of view re-
mains that the benefits of measuring
knowledge management and intellec-
tual capital initiatives still hold and are
necessary for further advancement in
the field. Further refinements on meth-
odologies and indicators can be pursued
in subsequent phases of the research.
Table 2 summarizes the results.

Table 2 shows the support for each
initiative and the perception from

Table 2
Responses of Senior Managers, Line Managers, and Interviewees
from Medium Size Companies who Initiated Initiatives Related
to Knowledge Management and Innovation.

Effect on Business Results within Three Quarters Time Span

Company Initiative Low High

Don’t know

Comments

1.1. Training programs 20% 45%
and their effect on indivi-
dual performance

35% Positive perception overall, but mea-
suring benefits of training needs major
focus and development.

1.2. R & D resource de- 10% 75%
velopment and allocation

15% Very positive perception overall, but
lack of public policy support.

2.1. Effort in generating 40% 35%
competitive intelligence

25% Lack of internal resources to do it
continuously.

2.2. Effective use of fore- 35% 40%
casting techniques

25% Positive perception overall.

3.1. Effort in creating 15% 55%
and managing strategic
alliances

30% Positive perception overall, but simul-
taneous competition and cooperation
are still not mastered in this market.
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Company Initiative Low High

Don’t know

Comments

4.1. Clarity in managerial  45% 35%
roles and responsibilities

20% Personal objectives often overshadow
organizational objectives, and clarity
in roles is not seen as a priority.

5.1. Collaborative tools 20% 65%
and techniques

15% Positive perception, but further defini-
tion is needed.

5.2. Investment in sup- 20% 60%
porting tools and tech-
nology (IT, MIS)

20% Positive perception of technology
overall.

management as to how effective is
each initiative with respect to business
results within three consecutive quar-
ters. We separated the short and med-
ium term from the long term so that
we make the interview practical and
applicable. When asked about 3- and
S-year strategic objectives, the inter-
viewees often referred to the macro-
economic and political environment
in the region and were unable to go
beyond 12 to 18 months in providing
useful answers.

Phase Two Research Methodology

The research focused on five key
questions drawn directly from the
exploratory research in the previous
section. The first question is whether
internal initiatives supported by se-
nior management and aimed at grow-
ing employees’ knowledge are
positively correlated with overall com-
pany performance. Conger (1995) fo-
cused on employee creativity and how
it is a major processor to the compa-
ny’s competitive advantage. Fostering
creativity and encouraging employees
to grow intellectually are realized

through professional training, conti-
nuing education, on-the-job coaching
and mentoring programs. Our first
hypothesis is:

H1: Senior management initiatives
to develop employee knowledge and
growth are positively correlated with
overall company performance.

The second question is whether
companies that consistently practice
market data collection and employ
forecasting techniques perform better
than the companies that do not. In this
regard, Bernstein (1998) research ex-
pands the notion of knowledge man-
agement to broad and macro
information networks that transcend
company boundaries. Market intelli-
gence collection is a major part of
external market research. Further
market intelligence is an important
input into company strategy. Our
second hypothesis is:

H2: Using market intelligence gath-
ering processes and forecasting techni-
ques is positively correlated with overall
company performance.
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The third question relates to the
use of knowledge transfer across com-
pany boundaries through alliances.
The logic is to use collaboration to
extend the company’s knowledge sys-
tem and benefit from the partner’s
know-how rather than rely on a single
set of resources. This emphasizes the
importance of partner networks pri-
marily to allow for knowledge sharing
and enhanced joint performance.
Hence, our third hypothesis is:

H3: The use of strategic alliances in
knowledge management is positively
correlated with overall company per-
formance.

The fourth question has to do with
the internal organization and ensuring
clarity in managerial decision making.
The relationship between knowledge
management and speed and quality of
management decision making has
been amply documented in recent
research. The fourth research ques-
tion extends the notion above to link
both knowledge management organi-
zation and sound decision making to
overall company performance. Our
fourth hypothesis is:

H4: shared knowledge about the
internal organization and managerial
decision making contributes positively
to company performance.

Our fifth question addresses the
usefulness and effect of tools and
templates on the company perfor-

mance. Results from our exploratory
research showed that employees value
the presence of tools, forms, templates
and electronic communication media
(e.g. such as company intranet). There
is ample literature that describes such
IT tools as a key factor in information
exchange and the employee’s perfor-
mance. Most ERP (enterprise re-
source planning) packages rely
heavily on instantaneous electronic
data exchange across departments.
Tools and templates are simplified
mechanisms that the employee uses
as a vehicle to share knowledge with
peers. This point was confirmed
further over the last five years as most
ERP packages in the market were
repositioned to become smaller, more
manageable and more accessible to
most enterprises. Our fifth hypothesis
is:

H5: The choice and use of informa-
tion technology infrastructure is posi-
tively correlated with overall company
performance.

Since the nature of knowledge
management makes it challenging to
measure the effects of knowledge shar-
ing in hard terms, we adopted a cate-
gory scale questionnaire that attempts
to link our five key questions related to
knowledge management to the overall
company performance. As mentioned
earlier in this paper, the sample of 120
companies was drawn from Lebanon,
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Jordan and Egypt. The questionnaire
used a five-point scale ranging from 1
(Strongly Disagree) to 5 (Strongly
Agree).

The independent variables corre-
spond to the five research questions
that we focused on in the introduction
and research rationale (section 2),
followed by the exploratory research
(section 3.1, and 3.2).

X1 = Employee knowledge and
growth and overall company R&D

X2 = Generation of competitive
intelligence and use of forecasting
techniques to gain advantage

X3 = Strengthening intellectual
capital through strategic alliances

X4 = Internal organization and
managerial decision making

X5 = Supporting tools, work tem-
plates, and information systems

The dependent variable was for-
mulated to represent company busi-
ness performance. Knowing that
company performance can be mea-
sured in many ways, we used three
basic scales representing company
growth, company profitability, and
customer perspectives of company
service as rated by its senior manage-
ment. We developed an overall com-
pany performance index from these
three critical components:

Y = performance index
=ZXi-1.23(YD/3

Where: Y1 = Growth rating, Y2
= Profit rating, Y3 = Customer
Service rating

SPSS was used to analyze the data.
A reliability test for the questionnaire,
a correlation test, and a regression
analysis were conducted.

Phase Two Results

We conducted a regression analy-
sis on the variables developed and
described in section 5.0 and looked
at the reliability, the correlation, and
covariance (for more details, see Ap-
pendix A). The questionnaire
achieved the desired level of reliability
with Cronbach’s alpha ranging be-
tween 0.896 and 0.908. Cronbach’s
Alpha measures the coefficient of re-
liability or consistency. As shown in
Appendix A, Cronbach’s Alpha of the
eight variables ranges between 0.896
and 0.908, while the Cronbach’s Al-
pha for the eight variables combined is
0.914.

The SPSS application calculates
automatically the T-test which be-
comes embedded in the output as a
measure of the significance level. As
can be seen in Appendix A, the sig-
nificance level was calculated for the
company performance index as well as
the five dimensions of knowledge.
Results show that dimensions one,
three and four are significant at 95%.
Nevertheless, as noted in our inter-
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pretation in later sections, we still
recommend that all five dimensions
be used in tracking knowledge man-
agement initiatives.

The five dependent variables X1
through X5 have a positive correla-
tion with the growth rating, profit
rating, and customer satisfaction rat-
ing, as indicated by correlation scores
above 50%. Further, the covariance
values are positive indicating that the
dependent variables change in the
same direction as the independent
variables (Appendix A).

In the linear regression analysis,
we used X1 through X5 as the inde-
pendent variables, and the company
performance index Y as the dependent
variable (section 5.0). The five inde-

pendent variables represent the re-
search questions that we presented in
section 2, and that were further devel-
oped in our exploratory research in
section 4.1 (Tables 1 and 2).

The objective was to test the hy-
potheses H1 through HS5 about the
significance and correlation of the five
dimensions of knowledge manage-
ment with company performance.
The regression equation is:

Y = Composite index rating =
0.513 + 0.361 X1 + 0.088 X2 + 0.135
X3 + 0.171 X4 + 0.062 X5

Table 3 below presents the sum-
mary results of the regression analysis.
At90% confidence level we found that
X1, X3 and X4 are significant and

Table 3
Coefficients and Significance Related to the Regression Analysis of the Company
Performance Index in Relation to the Five Dimensions of Knowledge Management

Beta Sig.

Constant 0.513 0.000

X1 Employee knowledge and growth and overall 0.361 0.000
company R&D

X2 Generation of competitive intelligence and fore- 0.088 0.111
casting techniques to gain advantage

X3 Strengthening intellectual capital through strate- 0.135 0.005
gic alliances

X4 Internal organization and managerial decision 0.171 0.000
making

X5 Supporting tools, work templates, and informa- 0.062 0.221

tion systems

(With R=0.8831the regression is positively correlated. The composite performance index is 78%
explained by the given independent factors. The regression is significant at F= 80.788, Sig = 0.000

significance level of 0.05).
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positively correlated with the overall
company performance index.

The role of knowledge manage-
ment as a key initiative for senior
executives aimed at developing the
company’s human capital, repre-
sented by X1, proved to be significant.
We expected to find that human capi-
tal development is significantly corre-
lated with company performance, but
we further recommend that “‘senior
management initiatives to grow the
know-how of employees through
training and on-the-job knowledge
sharing” be used as a measurement
tool.

The company’s ability to move
strategically in the market through
alliances using knowledge manage-
ment across company boundaries, re-
presented by X3, was significantly
correlated with overall company per-
formance. This finding for X3 con-
firms that the ability to share the
know-how through the formation of
alliances is indeed a strategy for
growth as opposed to using only or-
ganic means and bearing the risk of
reinventing the wheel in the market.

The importance of alliances is
especially true as the markets become
geographically spread and where
goods and service requirements be-
come increasingly sophisticated.
Turning an external business entity
with deep expertise in a given field

into an ally makes much more sense
than opening a competitive front with
that same entity.

The company’s mechanism for
knowledge management that clarifies
areas of individual expertise, and its
senior management initiative to apply
knowledge-based distribution of roles
and responsibilities, allows for sound
and timely managerial decision-mak-
ing. This mechanism, represented by
X4, was significantly and positively
correlated with company perfor-
mance.

The case for clarity in roles and
responsibilities in an organization is
not new. Indeed, it goes back to some
of the earliest management theories.
But we need to highlight here that our
approach is more focused on the
knowledge-based design of the organi-
zational chart using the know-how and
the ability to share it for better manage-
rial decisions. Our results illustrate the
need to use knowledge management as
both a design and measurement tool in
making short term and long term man-
agerial assignments in organizations.
This will certainly require a cultural
effort within organizations to depart
from existing practices in filling man-
agerial positions.

However, the analysis indicates that
X2 and X5 were not significant with
respect to the company performance
index. The use of market intelligence
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gathering and forecasting techniques,
represented by X2, can be explained in
the context of Middle Eastern compa-
nies. The mechanism of regularly gath-
ering market intelligence and using
forecasting techniques was given high
priority by managers from a process
perspective. However, as mentioned in
section 4.0, most managers argued that
their markets suffer from a relative
difficulty in obtaining reliable market
data. At best, some companies find the
process feasible but onerous as they
would need to hire specialized compa-
nies in market data gathering and ana-
lysis rather than have access to reliable
data at large, as we are accustomed to
doing in regions in the Western hemi-
sphere.

As for the use of tools and IT
infrastructure, represented by XS5,
managers responded favorably about
the role of IT infrastructure within an
organization. But its lack of signifi-
cance in our regression analysis may
be attributed to two potential reasons.
The first reason is that IT is merely a
support function whose benefits be-
come embedded in individual and
group performance. The second rea-
son is that, ultimately, the relevance of
IT infrastructure, and not its budget
or expenditures, contributes to the
system performance.

Nevertheless, we recommend
further investigation of these two fac-

tors as they are important support
functions in knowledge management
and in corporate terms to other factors
such as employee know-how, mana-
ging alliances, and improving the
speed and quality of decision-making.
(I can’t understand the phrase in red!
Ask author about it)

Conclusions and
Recommendations

The present study relies on an
exploratory research followed by a
statistical analysis performed on a
sample of Middle Eastern companies
to better understand the relationship
between knowledge management and
overall company performance. Nota-
bly, the research identifies five areas of
intervention that senior executives can
perform to measure and track the
benefits of knowledge management.

First, company initiatives for em-
ployee knowledge and growth were
found to be significantly and posi-
tively correlated with overall com-
pany performance. We recommend
that components of employee devel-
opment initiatives become a key ele-
ment of the executive manager’s
agenda.

Second, the mechanisms of gather-
ing and using market intelligence and
forecasting techniques are already on
the rise in these companies but still
have not shown a significant correla-
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tion with company performance. Sec-
ondary data from other parts of the
world attest to the importance of such
techniques in business results, but
these markets can benefit from reliable
market data. As for the region under
study in this paper, we still recom-
mend that gathering of market intelli-
gence and the use of forecasting
techniques be practiced in preparation
for new development in the regional
markets and the availability of data.

Third, the use of strategic alliances
to increase organizational know-how
is significantly and positively corre-
lated with company performance.
This is certainly an up and coming
trend that we believe will continue.
Further, the executive manager is en-
couraged to seek alliance opportu-
nities rather than have his or her
organization go to market alone
through organic means.

Fourth, the establishment of a
mechanism for knowledge flow that
clarifies roles and responsibilities in
managerial decision-making is signifi-
cantly and positively correlated with
company performance. The senior
executive is encouraged to add such
mechanisms to his or her strategic
agenda, especially in situations where
the company is trying to apply con-
cepts of the learning organization.

Fifth, information systems and
infrastructure allow for reliable and

speedy knowledge exchange in daily
operations but were not found to be
significantly correlated with company
performance. Nevertheless, we recom-
mend that this component be included
in the senior executive’s strategic
agenda. This is supported by our
exploratory research results and by
the fact that there are global trends
confirming that IT investments are
becoming a visible part of yearly
budgets or percentages of annual
turnover.

Most companies are challenged by
similar questions about knowledge
management. Employee growth and
knowledge are major drivers of per-
formance and loyalty. Training and
development programs and their ef-
fect on individual performance are
closely related to the overall organiza-
tional performance.

Establishing knowledge valuation
techniques is still under development
and will require several iterations be-
tween lead and lag indicators. Only
after these suggested indicators are
tested by companies and by the mar-
ket they operate in, would they be-
come valid and useful. Nevertheless,
there is widespread agreement that old
audit techniques, albeit still in use all
over the world, are no longer adequate
in this new knowledge era.

Another subject that requires con-
tinuous work is to better define and
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establish a practical link between
knowledge management and the bal-
ance of strategic strengths and weak-
nesses within a company. The
knowledge base of an organization is
important, including its infrastruc-
ture. Whether knowledge manage-
ment is supported technically
through old style paper document

exchange, or in ultra-modern e-media,
the concepts and incentives for colla-
boration still need to be instilled. In
addition to codifying knowledge in a
form of media for consultation and
decision-support, processes that help
co-workers benefit from each other’s
implicit know-how need to be de-
signed and implemented.
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Appendix A
Appendix to the Phase Two research results presented in section 5.1.

Reliability. Cronbach’s Alpha measures the coefficient of reliability or
consistency. As shown in the Table below, Cronbach’s Alpha of the eight variables
ranges between 0.896 and 0.908, while the Cronbach’s Alpha for the eight variables
combined is 0.914. The results show that the questionnaire achieves a high level of

reliability.
Questionnaire Items Min Max Mean Stdv. Cronbach’s
Alpha

Employee knowledge and growth 1 4 2.48 0.799 0.896

and overall company R&D

Generation of competitive intelli- 1 4 2.58 0.729 0.903

gence and forecasting techniques to

gain advantage

Strengthening intellectual capital 1 4 2.53 0.809 0.904

through strategic alliances

Internal organization and manage- 1 5 2.54 0.839 0.903

rial decision making

Supporting tools, work templates, 1 4 2.52 0.83 0.901

and information systems

Growth 1 4 2.59 0.716 0.904

Profit 1 4 2.55 0.818 0.908

Customer Service 1 4 2.56 0.786 0.905
Cronbach’s Alpha for the eight items: 0.914
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Correlation Analysis. The five dependent variables have a positive correlation
with growth, profit, and customer satisfaction. They all score above 50%

correlation.

Inter-item Correlation Matrix Growth (Y1) Profit (Y2) Customer

Satisfaction (Y3)

X1: Employee knowledge and growth and 0.68 0.613 0.685
overall company R&D
X2: Generation of competitive intelligence 0.573 0.557 0.527
and forecasting techniques to gain advantage
X3: Strengthening intellectual capital 0.591 0.512 0.552
through strategic alliances
X4: Internal organization and managerial 0.525 0.566 0.595
decision making
X5: Supporting tools, work templates, and 0.514 0.556 0.595

information systems

Covariance Analysis. In the Table below, the covariance values have a positive
sign indicating that the dependent variables change in the same direction as the
independent variables.

Inter-item Covariance Matrix Growth (Y1) Profit (Y2) Customer
Satisfaction (Y3)
X1: Employee knowledge and growth and 0.389 0.4 0.43

overall company R&D

X2: Generation of competitive intelligence 0.299 0.332 0.302
and forecasting techniques to gain advantage

X3: Strengthening intellectual capital 0.342 0.339 0.351
through strategic alliances

X4: Internal organization and managerial 0.315 0.389 0.393
decision making

X5: Supporting tools, work templates, and 0.305 0.377 0.381
information systems
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Appendix B
Questions addressed by the respondents
Below are the questions used in our research inquiring about the business
performance and the five internal knowledge management factors of performance.
The respondent was asked to use a scale of 1 (low) to 5 (high) to rate the following:

1- Rate your company’s ability to meet its REVENUE GROWTH 1 2 3 4 5
targets over the last three years, from 1 (low) to 5 (high).

2- Rate your company’s ability to achieve its PROFITABILITY 1 2 3 4 5
targets over the the last three years, from 1 (low) to 5 (high).

3- Rate your company’s ability to meet CUSTOMER SERVICE 1 2 3 4 5
targets over the last three years, from 1 (low) to 5 (high).

Rate on a scale from 1 (strongly disagree) to 5 (strongly agree) the effort
expended in management initiatives related to your company’s overall perfor-
mance:

1- Managing programs that support employee knowledge and 1 2 3 4 5
growth, including R&D initiatives

2- Generating competitive intelligence and using forecasting techni- 1 2 3 4 5
ques

3- Developing intellectual capital through strategic alliances 1 2 3 4 5

4- Sharing knowledge about roles and responsibilities for manage- 1 2 3 4 5

rial decision-making

5- Investing in and using information technology infrastructure 1 2 3 4 5
and support tools
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Appendix C
Elaboration on the choice of company performance measures

The performance measures were chosen using several constraints to balance
the collection of meaningful data while keeping the data collection process
relatively straightforward. Further, the 1 to 5 scale allowed the required
confidentiality of revenue and profitability figures, as expressed by the managers
[respondents] during the exploratory research phase.

The performance measures comprised three major components related to
company GROWTH, PROFITABILITY, and CUSTOMER SERVICE. We did
not restrict the definition of organizational achievement to growth per se. So we
included two other measures, profitability and customer service (see below). The
reason for including other measures is because certain companies may pursue
aggressive growth in terms of volume or geographic expansion at the expense of
their profit margins. Aggressive expansion may also negatively affect the
company’s focus on its customer service quality level.

Growth -

Growth here refers to revenue growth as the company targets in its three-year
strategy. The scale of 1 to 5 allows the respondent to express his/her company’s
level of achievement in terms of growth over the last three years. Although the past
does not predict the future, we preferred to perform a regression analysis based on
actual results against internal knowledge management initiatives instead of
looking for the relationship with an unrealized plan.

Profitability -

Profitability here refers to the company’s ability to meet or exceed its profit
margin targets. Commanding a positive profit margin reflects on the company’s
performance and sustainability. Profitability is also indirectly related to the
company’s ability to control its cost structure, which in turn would allow it to
price at reasonable levels without jeopardizing its margins.

Customer Service -

Customer service here refers to the quality of meeting or exceeding client
expectations. Different companies may measure it in common or different ways;
one may look at the frequency of recalling a sold item, while another may measure
it in terms of rate of decrease or increase in customer complaints. For this reason,
we asked the respondent to use a normalized scale of 1 to 5, with 1 meaning low
customer perception of company service, and 5 high perception.

Performance Index -

We then defined a company performance index that uses the three measures
above to ensure that all three performance indicators are captured on a normalized
scale of 1 to 5.
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