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Abstract: The aim of this study is to investigate the influence of knowledge management
practices on organizational performance in small and medium enterprises (SMEs) using
structural equation modeling (SEM). A number of 282 senior managers from these
enterprises were chosen using simple random sampling and the data were analyzed with
the structural equation model. The results showed that knowledge acquisition, knowledge
storage, knowledge creation, knowledge sharing, and knowledge implementation have
significant factor loading on knowledge management; and also productivity, financial
performance, staff performance, innovation, work relationships, and customer satisfaction
have significant factor loading on organizational performance. Finally, the results of this
study suggest that knowledge management practices directly influence the organizational
performance of SMEs.
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1

Introduction

Today’s necessity of information and development of knowledge in the
organizations and the acceptance of the human resources managers’ role as
knowledge managers has become the vision of the organizations which are
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interested in keeping their competitive advantage. KM helps the SMEs have a
proper understanding of and insight into their internal experiences and external
resources (customers, suppliers, and competitors). KM activities, including
knowledge acquisition, knowledge storage, knowledge creation, knowledge
sharing and knowledge implementation can help the SMEs achieve necessary
capabilities, such as problem solving, dynamic learning, strategic planning,
decision-making, and improving their organizational performance as a whole[1].
The main goal of KM is the rapid, effective and innovative utilization of the
resources and knowledge assets, infrastructures, processes and technologies in
order to promote organizational performance [2].
Many researchers have attempted to explain why certain firms behave better than
others by linking different organizational elements with performance measures.
These studies include linking performance with strategy, structure, environment,
learning capabilities, market orientation, resources, and employees’ abilities [3]. As
KM involves valuable processes which can influence the productivity, financial
performance, staff performance, innovation, work relationships and customer
satisfaction and finally organizational performance, studying the influence of KM
practices on organizational performance in SMEs is important [4]. However,
studying KM practices in the SMEs has not been sufficiently considered in
literature, and limited studies have been conducted o investigate the effect of KM
practices on their organizational performance. SMEs can achieve a higher degree
of productivity, innovation, efficiency, customer satisfaction and competitive
advantage with the use of KM practices, with the result finally of in improvement
in organizational performance [5].

2

Knowledge Management Practices and
Organizational Performance

KM practices means the process of acquiring, storing, understanding, sharing,
implementing knowledge, and these actions are taken in the organizational
learning process with regard to the culture and strategies of the organizations [6].
On the other hand, Bhatti and Qureshi [7] stated that KM means efforts to explore
the tacit and explicit knowledge of individuals, groups, and organizations and to
convert this treasure into organizational assets so that individuals and managers
can use it in various levels of decision making. KM is a systematic and integrated
management strategy that develops, transfers, transmits, stores, and implements
knowledge so that it can improve efficiency and effectiveness of the
organization’s manpower [8].
The relevant theory that helps significantly towards realizing the important role of
knowledge management is the knowledge-based theory. This theory supposes that
knowledge management practices such as knowledge acquisition, knowledge
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storage, knowledge creation, knowledge sharing and knowledge implementation
play a critical role in achieving high level productivity, financial and human
resource performance and finally improving sustainable competitive advantage [9,
10].
In order for SMEs to be more successful and survive in a competitive market, they
need to consider adaptive and intelligent strategies, including KM processes and best
practices [11, 12].Some scholars have developed conceptual models based on
knowledge-based theory which contain critical KM practices. On the other hand,
KM practices could be defined in various forms and utilized in different
configuration. For example, the life cycle model by Nissen et al. [13] divided a
knowledge flow into six phases. These six phases are creation, organization,
formalization, distribution, application or implementation, and evolution.
Moreover, Wiig et al. [14] described KM as including eight practices: reviewing,
analyzing the KM processes, analyzing the application risks, executing the proposed
plans, developing knowledge, consolidating knowledge, sharing knowledge, and
combining knowledge.
As discussed in the research background, different models are considered to
describe KM practices in various ways. In this research, five main practices are
adapted from the models of Nonaka et al. [15], Dahiya et al. [8] and Bhatti and
Qureshi [7]. These practices encompass knowledge creation, acquisition, sharing,
storage, and implementation, which have been frequently applied in evaluation of
KM practices.
Knowledge creation: Knowledge creation involves the utilization of internal and
external resources of an organization to generate new knowledge for achieving the
organizational goals. Brainstorming methods and conducting research to make the
best use of the knowledge assets of customers, suppliers and staffs are strategies
applied in many prosperous SMEs for creating knowledge [16].
Knowledge Acquisition: This practice encompass the process of acquiring and
learning appropriate knowledge from various internal and external resources, such
as experiences, experts, relevant documents, plans and so forth. Interviewing,
laddering, process mapping, concept mapping, observing, educating and training
are the most familiar techniques for knowledge acquisition.
Knowledge sharing: Knowledge sharing is a process through which personal and
organizational knowledge is exchanged. In the other words, knowledge sharing
refers to the process by which knowledge is conveyed from one person to another,
from persons to groups, or from one organization to other organization [17].
Knowledge storage: Knowledge storage involves both the soft or hard style
recording and retention of both individual and organizational knowledge in a way
so as to be easily retrieved. Knowledge storage utilizes technical systems such as
modern informational hardware and software and human processes to identify the
knowledge in an organization, then to code and index the knowledge for later
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retrieval [18]. In the other words, organizing and retrieving organizational
knowledge means knowledge storage by providing the ability to retrieve and use
the information by the individuals.
Knowledge implementation: This means the application of knowledge and the use
of the existing knowledge for decision-making, improving performance and
achieving goals. Organizational knowledge should be implemented in the services,
processes and products of the organization.
Organizational performance is one of the most important structures discussed in
management research and could be considered as the most important criterion for
testing the success of SMEs. Performance is one of the most critical areas of SME
management, which many management scholars and practitioners have focused on
improving via strategic variables such as KM practices [3]. Past studies have
conceptualized firms’ performance with measures of return on assets, sales growth,
new product success [19], market share and overall performance [20], sales growth,
market share and profitability [21], overall performance, new product success,
change in relative market share [22], profitability, sales growth, and overall
customer satisfaction [23]. In this field, Venkatraman and Ramanujam [24] found
that financial measures (return on equity, return on investment) and operational
measures (market share, sales growth, and, profit growth) were frequently employed
to measure organizational performance. On the other hand, there is no full consensus
among academic researchers on the variables and indices of organizational
performance. In the other words, organizational performance indices are different in
SMEs. Researchers have considered different indices for the assessment of the
performance of SMEs. For example, Johnsen and McMahon [25] considered
return on assets, return on shareholders’ salary, and return on investment and
dividend as the performance indices of SMEs. Koh et al. [26] used three criteria to
measure organizational performance, including organizational effectiveness (the
relative quality of the products, success in the provision of new products, and the
ability of the organization to keep the customers), share and growth of market
(sales levels, sales growth, and relative market share), and profitability (capital
return rate and profit margin). In addition, Huang [27] considered the indices of
effectiveness, efficiency, productivity, life quality, innovation, and profitability for
measuring the organizational performance of SMEs. Since the considered indices
for measuring performance of the SMEs are different, some of the most important
indices applied in previous researches have been selected for this study. The
indices which are considered here for measuring the performance of these
enterprises include productivity, financial performance, staff performance,
innovation, work relationships and customer satisfaction.
Customer satisfaction is an essential component for the survival of the firm, and
firms that are responsive to changes in customer needs, requirements and wants
are expected to achieve a sustainable competitive advantage [28]. Additionally,
innovation can be considered as a critical factor in achieving high performance.
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Innovation is about using technology and knowledge to offer customers a new
product or service via improved features or lower prices [29].
These six indices are of the highest importance in measuring the performance of
SMEs, and few studies have been done on effect of KM activities on
organizational performance [30]. However, a few researchers have been able to
identify KM practices and relate them to the firm’s performance. Some research
indicates that firms which use suitable KM practices might enhance their
capabilities, which may in turn result in better firm performance [1, 31, 32, 33].
Roland [34] in his study indicated that performance depends on a firm’s ability to
integrate knowledge into the value creation process and into core competency
based strategies. Furthermore, his findings revealed that to achieve and maintain a
high level of performance, an organization must develop efficient mechanisms for
creating, transferring, and integrating knowledge. Also, Noruzy et al. [35]
conducted research to study the influence of KM on organizational performance
among 106 companies. Their results showed that KM positively influences the
organizational performance of manufacturing firms. Moreover, Garcia-Morales et
al. [30] suggested that strategic variables of knowledge (knowledge slack,
absorptive capacity, tacitness) play a positive mediating role between
transformational leadership and organizational performance.
Furthermore, Zack et al. [1] revealed that KM practices have a positive and
indirect influence on financial performance. Also, Kiessling et al. [6] suggested
that KM positively affects organizational outcomes, such as the firm’s innovation,
product improvement and employee improvement. Other research has indicated
that KM positively and directly influences the SMEs’ organizational performance
[5, 36, 37] (Fugate et al., 2009; Chen and Liang, 2011; Hussain et al., 2011).
According to the reviewed literature, we propose the following hypothesis:
Hypothesis: Knowledge management practices positively influence organizational
performance.

3
3.1

Methods
Sample and Procedure

The statistical population of this study consists of SMEs in Iran within the food
industries, auto industries, textile industries, pipe and faucet industries, electronic
industries, and clothing industries. Three hundred and eighty questionnaires were
distributed among the sample group. All of the questionnaires were distributed
during one month. A preliminary survey instrument was pre-tested by 30 senior
managers and the reliability of the instrument estimated by using Cronbach's
Alpha. Results with Cronbach's Alpha showed that the instruments had acceptable
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reliability (more than 0.7). Finally, a total of 282 completed questionnaires were
obtained.

3.2

Instruments

Knowledge management practices: The knowledge management practices
instrument was adapted from Cho [3], Chen and Huang [38], Chen and Liang
[36], and Fugate et al. [5]. This questionnaire consists of five components
included: knowledge acquisition, knowledge storage, knowledge creation,
knowledge sharing and knowledge implementation. A five point Likert scale was
used to measure these components (strongly disagree=1, to strongly agree=5).The
validity and reliability was confirmed using a confirmatory factor analysis
(χ2/df=1.26, RMSEA= 0.036, NFI=0.91, NNFI=0.90, CFI=90) and Cronbach’s
Alpha (α=0.81, 0.78, 0.73, 0.84 and 0.85 for each components). Results showed
that our scale has high validity and reliability.
Organizational performance: For measuring the organizational performance we
developed a scale by adapting some items from previous studies, such as Cho et
al. [39]; Chen and Liang [36] and Fugate et al. [5]. This scale consists of five
components included: productivity, financial performance, staff performance,
innovation, work relationships and customer satisfaction. A five point Likert scale
was used to measure these components (strongly disagree=1, to strongly
agree=5).To examine its validity and reliability we performed confirmatory factor
analysis (χ2/df=1.3, RMSEA= 0.069, NFI=0.93, NNFI=0.90, CFI=90) and
Cronbach's Alpha (α=0.71, 0.75, 0.82, 0.80, 0.69 and 0.85 for each components
respectively).The results showed that this scale has high validity and reliability for
measuring organizational performance.

4

Findings

Structural equation modeling (SEM) was conducted to estimate the fitness of the
model, and to perform the SEM analysis the LISREL 8.30 program was used.
The most practical indices were used to estimate the model fitness,
including:2/df, Root Mean Square Error of Approximation (RMSEA), Goodness
of Fit Index (GFI), Comparative Fit Index (CFI) and Adjusted Goodness of Fit
Index (AGFI).Scores lower than 5 for the 2/df index reveals an acceptable rate;
in other words, smaller scores in this index indicate a better fitness of the model
[40, 41]. In this study, the 2/df was 1.051, which attests to the appropriate fitness
of the model. An RMSEA equal to or lower than 0.05 is suitable for tested
models, but scores above 0.05 and up to 0.08 propose an agreeable error of
approximation in the model. Models with their RMSEA at 0.10 and higher are
considered to have low fitness. GFI and AGFI show to what degree the model has
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better fitness when compared to the model’s non-existence. For the model to be
acceptable, GFI, AGFI and CFI should be equal to or higher than 0.90 [40].
Figure 1 shows the factor loading of KM components (knowledge acquisition,
knowledge storage, knowledge creation, and knowledge sharing and knowledge
implementation) and organizational performance components (productivity,
financial performance, staff performance, innovation, work relationships and
customer satisfaction). As this figure shows, KM practices in SMEs significantly
and positively influenced organizational performance (β= 0.41).
KProductivity
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0.68*

K-Storage
0.73**

Financial
performance

**

0.32

0.52**

K-Creation

KnowledgeM
anagement
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0.52**
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K-Sharing
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Innovation

0.38**
0.72**

Work
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KImplementation

Figure 1

Customer
Satisfaction

Results of the structural equation model

The results of Table 1 indicate scores of factor loadings and explain variances for
KM practices and organizational performance. Factor loadings for knowledge
acquisition, knowledge storage, knowledge creation, knowledge sharing and
knowledge implementation are 0.68, 0.32, 0.52, 0.80, and 0.38, respectively.
These factor loadings are statistically significant (p<0.01). Moreover factor
loadings for productivity, financial performance, staff performance, innovation,
work relationships and customer satisfaction are 0.62, 0.73, 0.69, 0.52, 0.58 and
0.72, respectively, while the explained variances for these variables are 0.46, 0.53,
0.47, 0.27, 0.33 and 0.51. These factor loadings are statistically significant at
P<0.01.
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Table1
Factor loadings and estimated common variance of the variables
Variable
Knowledge Acquisition
Knowledge Storage
Knowledge Creation
Knowledge Sharing
Knowledge Implementation
Productivity
Financial performance
Staff Performance
Innovation
Work Relationships
Customer Satisfaction

Knowledge Management
Factor
Explained
Loading
Variance
0.68
0.46
0.32
0.10
0.52
0.27
0.80
0.64
0.38
0.14

Organizational Performance
Factor
Explained
Loading
Variance

0.68
0.73
0.69
0.52
0.58
0.72

0.46
0.53
0.47
0.27
0.33
0.51

Moreover, KM practices in SMEs positively influenced organizational
performance (β= 0.41), the β of which is statistically significant (p<0.01). Table 2
shows the goodness of fit indices for the estimated model. As can be seen, the
2/df score is 2.1, which lies within the acceptable range. Additionally, the
RMSEA score is 0.064, which is lower than 0.08, and is thus within the acceptable
range. The scores for AGFI, GFI and CFI, which are 0.90, 0.91 and 0.91,
respectively, reveal the acceptability of these scores for the model. In total, one
can say the examined model has an appropriate fitness.
Table 2
Goodness of fit indices for the second-rank model
Model
Scores

2/df
2.1

RMSEA
0.064

GFI
0.91

AGFI
0.90

CFI
0.91

Discussion and Conclusion
As discussed in previous sections, KM encompasses knowledge acquisition,
knowledge storage, knowledge creation, knowledge sharing, and knowledge
implementation, and organizational performance includes critical components
such as productivity, financial performance, staff performance, innovation, work
relationships, and customer satisfaction. By considering these components, the
research model has been conceptualized and operationalized among SMEs.
Results showed that knowledge sharing has higher factor loading compared with
other KM practices, and financial performance has higher factor compared with
other organizational performance components. Other results showed that the
SMEs’ KM practices positively and significantly influenced their organizational
performance. Generally, based on our findings, we can say that the improvement
of KM practices can play a significant role in improving productivity, financial
performance, staff performance, innovation, work relationships, and customer
satisfaction, and thus in improving the SMEs’ organizational performance [25,
26]. Moreover, the conclusions of this research suggest that KM practices are the
critical elements for promoting the performance of SMEs.
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When knowledge is recognized, acquired, and stored, SMEs can implement this
knowledge to explore problems and create solutions, producing a structure for
facilitating efficiency and effectiveness. In the modern dynamic and complex
environment, SMEs need to acquire, create, share, save and implement new
knowledge in order to make strategic decisions that can lead to improvements in
productivity, financial and staff performance, innovation, work relationships, and
customer satisfaction. Thus, SME managers should be committed to providing a
supportive climate and culture, one that motivates employees and supervisors to
implement the mentioned KM practices, in order to foster the SMEs results.
Managerial Implications
This research makes a contribution by providing SMEs with better insights into KM
practices, including knowledge acquisition, storage, creation, sharing, and
implementation, in order to improve organizational performance. Further, by linking
these issues to performance, this study demonstrates the importance of KM for
better firm performance. Moreover, SME managers should perceive the benefits of
KM practices that can increase productivity, financial performance, staff
performance, innovation, work relationships, and customer satisfaction. KM
leadership in SMEs should invest in internal and external resources in employing of
an appropriate knowledge. Therefore, improved performance can be one of the longterm and strategic benefits of fulfilling KM best practices. SME managers should
properly change the workplace culture and environmental circumstances so that
employees adopt, support, commit to, and employ KM practices in fulfilling their
activities.
SMEs could easily collect information from their customers, suppliers and other
stakeholders, organize the collected knowledge through modern informational
technologies or even traditional means, share the organized knowledge throughout
all organizational levels, and finally implement the shared knowledge to overcome
challenges and improve performance. Therefore, integrating KM practices as a
strategic element is one of the most important tasks of SME managers.
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