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ABSTRACT

The study examines the intervening role of competitive strategy on the relationship
between knowledge management and firm performance in the SME sector. Data was collected
from a sample of SMEs operators operating in Southwest of Nigeria through a cross-sectional
survey. Out of 1428 data instruments circulated to firms that were sampled, 1158 questionnaires
were returned out of which 978 provided useful responses. The results of the study revealed that
direct effect of knowledge management is significant with a reducing effect on performance. The
results showed further that the addition of competitive strategy contributes a significant
mediating effect on the relationship between knowledge management and performance of SMEs.
It is concluded that managers of business must search for the development of business model that
will enable them identify and provide customer value in a unique form and at low price for
improve performance relative to competitors.

Keywords: Knowledge Management, Competitive Strategy, Balanced Sore Card, Performance,
Structural Equation Modeling.

INTRODUCTION

A competitive small and medium enterprises (SMES) sector operating in a dynamic and
unpredictable market environment will no doubt exert a strong influence on economies of many
nations (Ladzani & Vuuren, 2002). The sector has not only played major role in generating job
opportunity and reducing poverty, but also has provided nation’s economy with sustained growth
and development (Arinaitwe, 2006; Karides, 2005). While SMEs account for most businesses in
Nigeria (Smedan & Nbs, 2017), they are faced with challenges characterised by market
dynamism in the form of changing customer and investor’s demand, ever increasing competition
which posed pressure on them to generate an equally fast responses in order to survive and
achieve sustained competitive advantage.

Achieving superior performance through sustained competitive advantage has been the
concern of strategic management Barney (2001) since its inception. Factors that are internal and
external to firms’ operations and the way they are leveraged have been singled out as causing
why some are poor performers and why others are good in performance. For instance, the
internal systems and processes of firms have been responsible for their performance differential
(Peteraf, 1993). This perhaps include knowledge management as a resource which is strategic for
creating sustained competitive advantage Lado and Wilson (1994); competitive strategy(s) that is
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or are adopted (Johannessen & Olsen, 2003) for maintaining efficiency and differentiating their
products to create customer values, culture, structure among others.

Knowledge management has received increased attention towards explaining
performance differential in firms. The awareness of knowledge as leading to survival and
prosperity of organisations has increased the need for its proper management. Thus, it is the best
practice that business can use to improve competitive level (Audretsch & Thurik, 2004). It has
been identified as an important resource and basic source of competitive advantage (Gold et al.,
2001, Conner & Prahalad, 1996). Therefore, effective management of knowledge enables firms
to fully recognise stakeholders’ and customers’ needs (Bigzadeh & Ameli, 2015). Since
knowledge is considered an organisation’s most strategic resource Zack (1999), business that
strives to remain competitive according to Byukusenge et al. (2016) thought to put more efforts
on the management of its knowledge resources which are necessary to improve the level of
profits, sales growth and market share.

Competitive strategy and performance perspective recognises the rationale of firm being
in an attractive strategic position to gain competitive advantage which is derived from its
strategic activities (Porter, 1985). It has for long been proven to be a critical tool for any business
to do better than rivals and obtain enhanced performance (Gbolagade et al., 2013). It means
choosing to carry out firm’s different activities in a unique way than rivals so that values can be
created for customers (Porter, 1985). This means that competitive strategy explores how firms
operate their businesses for performance improvement.

The recognition of knowledge management as a critical construct, and in particular,
strategic resource in the strategic management domain has been long. As a result, extensive
research interests have been generated on both direct and indirect linkage between knowledge
management and performance influence Alkhazali et al. (2017); Martinson et al. (2017); Al-
Qarioti (2015); Meihami and Meihami (2014); Merono-Cerdan et al. (2007) with mixed
outcomes in many corporate contexts and large organisations, as well as various aspects of firm’s
performance indicators and organizational practices. The mixed outcomes are making the
concept of knowledge management complex in theory development. To resolve the conflicting
results on whether knowledge management has effect, various organisational practices have been
used as mediators (Munyanyi & Pooe, 2019; Byukusenge & Munene, 2017; Chuan-Peng et al.,
2017; Uhlaner et al., 2007).

However, there has been less attention on competitive strategy despite the claim of
scholars that there is need to align knowledge management with competitive strategy for
synergistic effect Bagnoli and Giachetti (2014) particularly in the SME sector of emerging
economies. For instance, note that improving SMEs knowledge management will have its
positive effect on the economy since their entrepreneurial owners are seen as the pioneers of
innovation. Besides, large organisations’ decision making processes and information systems
capabilities differ thereby leading to its inappropriateness in applying such research outcomes
and management theories to SMEs. To fill this gap, this study seeks to investigate the role of
competitive strategy in mediating knowledge management and performance relationships. It is
hoped that the outcome will provide a better understanding on appropriate mechanism that
connect knowledge management strategy to performance in the SME sector.

MATERIALS AND METHODS

The study design was based on the use of quantitative research. The study includes all
small and medium-sized enterprise (SME) operators in the six states of Lagos, Ogun, Ondo, Oyo,
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Osun and EKiti, which together form the Southwest geopolitical zone in Nigeria and are covered
by the findings. The zone is made up of people who share a common cultural characteristic that
is homogeneous and dominant.

The operators were chosen because they are believed to have a comprehensive
understanding of how their business processes operate and are thus in a position to provide
accurate responses. This figure represents one-third of all SMEs, or 31.86 percent, out of a total
of 73,081 (71, 288 SEs and 1,793 SMESs) in the 36 states of the federation (Smedan & Nbs,
2017). In order to select a total of 1428 owners/managers, a multi-stage sampling technique was
employed. The categorical data for the latent constructs was obtained through the use of a 7-
point Likert scale, which was included in the design of the research instrument. An adaptation of
Porter (1985)'s cost leadership strategy has been developed, and it consists of fourteen items. In
the dependent variable, the questionnaire items incorporate various dimensions of firm
performance that are compared to major competitors in the industry of operation (Choi & Lee,
2003; Lopez-Nicholas & Merono-Cerdan, 2011).

Each of the three dimensions includes financial performance, which is measured in terms
of profitability growth, customer satisfaction, sales growth, and market growth; process
performance, which is measured in terms of quality and efficiency; and internal performance
measured in terms of individual capabilities such as employee qualification, satisfaction, and
innovation. The collected data was analyzed using descriptive statistics, the maximum likelihood
approach, and structural equation modeling statistical techniques, among other techniques.

RESULTS

Mediating role of competitive strategy on knowledge management and performance
relationships

The results in Figure 1 show the evaluation of the mediating role of competitive strategy
on the relationship between knowledge management and SMEs performance. The evaluation was
carried out through the pathways of SEM. The indices of the model presented in Table 1 show
the fit of the specification. The value of the indices conforms to the varying level of reference
values (Wheaton et al., 1997). The root mean square error of approximation (RMSEA) value is
less (0.06) than the specified benchmark 0.08. The comparative fit index (0.98), Normed Fit
Index (0.94), Relative Fit Index (0.92), and Incremental Fit Index (0.95) are all less than in
agreement with the required fit of the specification.

Table 1
GOODNESS OF FIT INDICES
Goodness of fit indices Construct Reference value

y* Idegree of freedom 4.80 1<y’ldf <5
CFIl(Comparative Fit Index) 0.984 0.95< CFI<1
NFI (Normed Fit Index) 0.941 0.90<NFI<1

RFI (Relative Fit Index) 0.921 0.90<RFI<1

IF1 (Incremental Fit Index) 0.953 0.95<IFI<1
TLI(Tucker-Lewis Fit Index) 0.962 0.95<TLI<1
RMSEA (Root Mean Square Error) 0.06 RMSEA<0.08

Source: Data Analysis, 2022
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The first approach to evaluation of the mediating role of the competitive strategies of the
SMEs is to examine the direct of the two variables being examined (Knowledge management
and performance). This will make it easier to determine whether the inclusion of competitive
strategies have actually mediated the two variables.

The results of the direct effect of knowledge management on SME performance is
presented in Table 2. The direct effect of knowledge management on performance is negative but
significant (P < 0.05). The implication of the result is that poor knowledge management has
reducing effect on performance by 37.4%.

Table 2
DIRECT EFFECT OF KNOWLEDGE MANAGEMENT ON PERFORMANCE OF SMES

Variable Path Variable Stand_ardlzed CR P-value Remark
estimate
performance <--- Knowledge -0.374 -2.748 0.006 significant
management

CR= critical ratio
Source: Data Analysis, 2022

Following the establishment of the direction and magnitude of effect of knowledge
management on performance, the analysis proceeds to evaluate the mediating role of competitive
strategy on the two variables (Figure 1). The mediation analysis is presented in Table 3. In the
mediation results, the addition of competitive strategy shows a significant mediating effect on the
relationship between knowledge management and performance of SMEs.

In the previous Table 2, the effect of knowledge management is high with a reducing
effect of 37.4% on performance of SMEs. However, the inclusion of competitive strategy to
mediate the relationship results in a reduction of the negative consequences exerted by
knowledge management. Consequently, competitive strategy helps to reduce the 37.4% negative
effect to negative 11%. This indicates that the possible loss of performance value by 37.4% due
to poor knowledge management application could be reduced by 26.4%, if competitive strategy
is applied to the SMEs process and business activities. This indicates the critical role of
competitive strategy in reducing the consequence of poor management in the SMEs sector.

Table 3
OUTPUT OF COMPETITIVE STRATEGY AS A MEDIATING VARIABLE
Variable Path Variable Standardized Sig
estimate
Performance <--- Knowledge -0.106 P <0.05
management
Performance <--- Competitive strategy | 0.812 P <0.05
Source: Data Analysis, 2022
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FIGURE 1
PATH ANALYSIS OF MEDIATING ROLE OF COMPETITIVE STRATEGY ON
RELATIONSHIP BETWEEN KM AND PERFORMANCE

DISCUSSION

This study investigates the influence of knowledge management strategies on
performance through the role of competitive strategy as a mediator variable. The overall
implication is that competitive strategy provides a foundation for performance enhancement in
the context which the study is carried out. To the best of researcher knowledge after a thorough
and careful review of the literature, this is the first study that demonstrates the mediating role of
competitive strategy on knowledge management and performance nexus in small firms.

The results of the study revealed that knowledge management effect is high with a
reducing effect of 37.7% on performance. This indicates that when knowledge is poorly
managed, it will have a reducing effect on firm performance. However, when competitive
strategy was included in order to mediate, it reduced the negative results posed by poor
knowledge management strategies by 11% on SMEs performance to 20%. This means that the
inclusion of competitive strategy to play a mediating role helps to understand or explain how
performance can be affected by knowledge management factors or strategies.

The study findings lend support to the argument for a complementarity theory on link that
exists between knowledge management and performance (Milgrom & Robert, 1995). These
findings are congruent with Song et al. (2019) that a complementary effect has greater influence
on the third variable. So also Choi and Lee (2003) study revealed that complimentary effect of
knowledge management strategies will produce synergistic effects on firm performance.
Additionally, the competitive strategy and knowledge management adoption makes a related
support of the resource based theory.

CONCLUSION AND RECOMMENDATIONS

In the business environment today business enterprises’ major challenge is how to device
means of achieving competitive advantage over rivals so that it can meet bottom line results.
However, this is possible through the ability to gain customers’ knowledge in order to provide
unique products that meet their needs and preferences. In spite, the incoherence among past
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researchers on how knowledge is managed and effects on firm outcomes leads to the search of an
organizational practice that may act as mechanism through which value can be created to satisfy
customers for improved firm performance. To this end, the study aims at investigating the
intervening effect of competitive strategy on the nexus between knowledge management and
SMEs performance.

The study found that the direct influence of knowledge management strategies were
significant but negatively impact SMEs performance. However, the inclusion of competitive
strategy in the model reduced the negative outcomes significantly indicating the effects of
competitive strategy in mediating the knowledge management and performance relationships.

Based on the findings of the study, SMEs operators need to deploy methods of managing
knowledge than ever before particularly on how they apply knowledge because the negative but
significant coefficient of knowledge management strategies imply the existence of reduced level
of value creation through knowledge application. Managers of business must also find practices
that align together in order to produce synergistic effect on the outcomes of their operations. The
search for the development of business model must continue in order to identify, provide
customer value in a unique form and at low price for improve performance relative to
competitors.

One of the limitations of the study is that it used a cross-sectional survey to obtain data
on firm performance. A longitudinal survey would better be used in further research so that in-
depth analysis of the problem would be provided. Besides, the study collected data on
performance using perceptual scale, covering SMEs operators from a sectional part of the
country with a homogeneous culture. Since Nigeria is a nation state with three dominant cultures,
further research can extend to other geopolitical zones for the purpose of generalisation of
results.
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