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Abstract—In the 21st century the boundaries of business are 

expanding everyday and the management of different portfolios 

is not an easy task. Organizations are striving for innovation 

and to gain a competitive edge. Knowledge Management put 

emphasis on particularly this issue. This study has focused on 

the role of middle management in the implementation of 

knowledge management with the help of KM processes and 

strategies which eventually leads to innovation. Also the critical 

success factors of knowledge management on innovation are 

discussed in the study. The study concludes  that the Knowledge 

Management processes which are Knowledge Creation, 

Knowledge organizing, Knowledge Storage , Knowledge 

Sharing & Knowledge Utilization have significant but indirect 

impact on  banking industry, and the results showed that these 

processes are contributing in the enhancement of innovation in 

banking industry  

 

Index Terms—Knowledge management, organizational 

innovation, organizational performance.  

 

I. INTRODUCTION 

These days the use of information and knowledge has been 

increasing everyday in all types of organizations in order to 

simplify all the activities and enhance the process decisions 

making. The importance of managing the organizations 

information and knowledge becomes very vital. If a company 

does not have knowledge, it cannot manage itself to be a 

strong company. Knowledge management systems have 

become one of the fastest growing areas of corporate sector. 

We live in information economy in which the major source of 

wealth and prosperity is the production and distribution of 

information and knowledge.  

Knowledge management (KM) has become an important 

theme at many large business firms as managers realize that 

much of their firm’s value depends on the firm’s ability to 

create and manage knowledge. Managers must play their role 

for effective knowledge management practices for gaining a 

sustainable competitive advantage which is the direction for 

innovation and better organizational performance. The 

competitive scenario of the domestic and global market heads 

up with the emergent need for smart management of 

knowledge in all aspects either within or outside the 

organization 

Every day, organizations and their knowledge workers are 

facing problems in efficient knowledge management. The 

ability to create and distribute knowledge across the entire 

 

organization is therefore compelling drivers for knowledge 

management. It is imperative to study the effects of 

knowledge management practices on the organizational 

performance. 

KM processes includes the creation of knowledge, 

organizing, storage, sharing and utilization of knowledge 

while the KM Strategies are codification and personalization. 

The modern society is moving towards knowledge society 

with a very fast pace; therefore knowledge is one of the 

ultimate source of competitive edge for most of the 

companies [1]. Every firm has its own competitive advantage 

in one way or the other. Knowledge can also be the 

competitive advantage for the firms. Knowledge 

management is acquiring, organizing, storing and 

disseminating the information within the organization. In a 

broad sense, when we define the term knowledge 

management than it means the course and process of 

frequently managing all kinds of knowledge in order to fulfill 

the needs, and to exploit existing and acquired knowledge for 

the new opportunities.  

Advantages of Knowledge Management are not only 

facilitating the collaboration in the innovation process but 

also include identifying the gaps between knowledge base 

and remedies to fill the gaps. Above all knowledge 

management helps to flourish a knowledge-driven culture 

which fosters innovations [2]. Innovation is simply define as 

―the introduction of something new.‖ Ref. [3] defined 

innovation in a simple way as ―the generation, acceptance 

and implementation of new ideas, processes, products or 

services‖.  

The middle managers are known as ―Knowledge 

Engineers‖ in literature which actually starts the creation of 

new knowledge and is also responsible for the conversion of 

tacit knowledge from top managers (Knowledge Officers) 

and front line managers (Knowledge practitioners) into 

explicit knowledge. So middle managers play a key role in 

KM implementation. The knowledge engineers have to 

create knowledge and utilize knowledge for innovative work 

rather than just creating a bridge between top and front line 

managers [4]. There is a lack of empirical studies which 

examined the middle management role in knowledge 

management and innovation as well [5]. [6] elaborated 

leadership as the support of top management for the 

achievement of KM related activities.  It is indicated that 

leadership is an important critical success factor (CSF) of 

KM and is also helpful in successful KM implementation. As 

the KM is a complex activity so it needs management 

leadership and support to achieve the highest level of 

organizational performance. 

Ref. [7], [8] revealed that most researchers suggested that 
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HRM is very much vital and crucial for the KM 

implementation in order to achieve organizational success. 

Ref. [9], [10], noted that HRM practices can improve the 

organizational knowledge. They also identified in their 

research that there are few studies regarding the use of HRM 

in managing knowledge. Ref. [11] showed that the 

knowledge accumulation capabilities are a source to enhance 

Organizational Innovation. In this regard [12] also found a 

direct effect of Knowledge Management processes on 

organizational innovation. Ref. [13] reported in their research 

that knowledge sharing and knowledge creation is very vital 

to improve innovation performance. Ref. [14] investigated 

the Critical Success Factors of knowledge creation which are 

organizational climate, organizational structure, strategy, 

system and procedures, leadership and personal 

characteristics. They further argued that these factors are 

major source of innovation processes in the organization. Ref. 

[15] investigated the relationship between critical success 

factors of knowledge sharing and innovation. Ref. [16] 

contend that Knowledge Management processes are 

significant to improve overall Organizational Performance. 

In the same way [17] elaborated that knowledge utilization is 

considered as a critical and important part of the Knowledge 

Management processes. It has an ability to improve and 

achieve higher Organizational Performance. Ref. [18] noted 

that Knowledge Management processes which are 

knowledge acquisition, knowledge conversion, knowledge 

sharing and knowledge applications improves the 

Organizational Performance measured in terms of financial, 

market and partnership aspects. In the end the results indicate 

that Knowledge Management processes positively effects 

Organizational Performance.  

Moreover, considering the Organizational Performance, 

[16] suggested that the Critical Success Factors of 

Knowledge Management are an appropriate tool for the 

improvement of Organizational Performance. They analyzed 

four Critical Success Factors of Knowledge Management 

which are Information Technology, Culture, Structure and 

people. The results of their study revealed positive effect of 

these critical success factors on Organizational Performance. 

They used the attributes which are growth rate, market share, 

general success and innovativeness. They also suggested the 

future researchers to conduct more research studies in this 

area. In the same way, [19] described self directed learning 

and organizational learning as Critical Success Factors of 

Knowledge Management and reported that the existence of 

an organization depends on increased Knowledge 

Management capabilities which can lead the organization 

towards the achievement of high Organizational Performance 

The results of the study revealed that self-directed learning 

and organizational learning have indirect positive effects on 

Organizational Performance. Ref. [20] proposed certain 

significant success factors of Knowledge Management which 

are culture, structure, and strategy. And these factors are 

useful for achieving high Organizational Performance  

Ref. [20] considered the Critical Success Factors of 

Knowledge Management as the center and affection of 

Organizational Performance improvement. Ref. [21] stated 

that innovation has the potential and capability to improve 

organizational performance. Most of the organizations 

needed some support for innovation [15] also learning is an 

important driver of innovation which in turn improves 

organizational performance. 

 

II. CRITICAL SUCCESS FACTORS OF KM 

CSF’s Of KM are those organizational factors that should 

be effectively addressed for the objective of successful 

implementation of knowledge management [22]. 

Ref. [23] identified and prioritized the twelve critical 

success factors of knowledge management. These factors are 

Management leadership and support, Organizational culture, 

KM strategy, Removal of resource constraints, Processes and 

activities, Human resource management, Organizational 

infrastructure, Performance measurement, Training and 

education, Information technology, Rewarding and 

motivation, Benchmarking. Considering this study 

management leadership and support, human resource 

management, training & education and information 

technology were included because the banking sector of 

Pakistan has these prevailing common factors in their 

systems. 

A. Management Leadership and Support 

Leadership is considered as the support of top management 

for the achievement of KM related activities. Leadership is an 

important critical success factor of KM and is also helpful in 

successful KM implementation. As the KM is a complex 

activity so it needs management leadership and support to 

achieve the highest level of organizational performance. [23] 

identified and prioritized the twelve critical success factors of 

knowledge management. And the results of comparative 

study acknowledged that management leadership and support 

is the most important factor. 

B. Human Resource Management 

Ref. [7] revealed that most researchers suggested that 

HRM is very much vital and crucial for the KM 

implementation in order to achieve organizational success. 

Ref. [8] identified in his study that HRM practices 

influencing significantly in improving the organizational 

performance. The HRM practices he considered were HR 

planning, performance appraisals, staff training and 

development, compensation and security. Ref. [9] concluded 

in their research that HRM practices are one of the major 

factors for successful KM implementation. The HRM 

practices they considered were performance appraisal, 

compensation and staffing. Ref. [10] noted that HRM 

practices can improve the organizational knowledge. They 

also identified in their research that there are few studies 

regarding the use of HRM in managing knowledge. 

C. Training and Education 

Ref. [9] concluded in their research that HRM practices are 

one of the major factors for successful KM Implementation. 

The HRM practices they considered were training, 

performance appraisal, compensation and staffing. 

D. Information Technology 

Ref. [24] described that IT is an important factor in the 

organization and it can help employees to reduce time of 
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knowledge transfer. And at the same time IT is also useful in 

achieving higher efficiency. IT is a useful organizational 

factor for maintaining new knowledge, knowledge transfer 

and knowledge storage. Ref. [22] noted that IT is useful 

factor in KM implementation and it can provide various tools 

such as databases, competitors information, clients 

information and easy access to specialized knowledge. 

 

III. KNOWLEDGE MANAGEMENT PROCESSES 

KM Processes includes knowledge creation, organizing, 

storage, sharing and utilization, and these processes are the 

systematic stages which provide the knowledge for the 

organization in order to succeed. 

A. Knowledge Creation 

Ref. [25] described organizational knowledge creation 

involves adding new components of knowledge and updating 

replacing the existing components. Ref. [26] described in 

their study that HRM is responsible for the employees who 

are the main source of knowledge creation. Ref. [27] 

recommended five ways of knowledge creation which are 

acquisition, dedicated resources, fusion, adaptation and 

knowledge networking. 

1) Acquisition 

The most effective way to get knowledge is to buy it. A 

company can buy from another company or hire individuals 

that have knowledge. 

2) Dedicated resources 

Some companies generate knowledge by establish units 

for specific purpose. 

3) Fusion 

 Fusion is a method to create new synergy by bringing 

people from different departments to work together on a 

project. 

4) Adaptation 

Due to new products, new technologies, and social and 

economic changes drive company to change and adapt to 

survive in business. 

 

Informal networking among people can create knowledge. 

B. Knowledge Organizing 

Ref. [28] indicated and referred the results of many 

empirical studies that many organizations can create 

knowledge but fail to properly organize and store that 

knowledge. They further define organizing knowledge are 

the mean by which knowledge from past experience and 

events influence present organization activities. 

C. Knowledge Storage 

Ref. [29] indicated that many empirical studied showed 

that organizations can create knowledge but fail to properly 

organize and store that knowledge. Ref. [30] intimated that 

organizational knowledge should be stored in a proper way. 

It includes knowledge in various forms like written 

documentation, codified human knowledge stored in an 

expert system, structured information stored in electronic 

databases, documented organizational procedures and 

processes and tacit knowledge acquired by individuals or 

network of individuals. While explicit knowledge should 

also be stored properly and it resides in unstructured 

documents in the form of memos, notes, meeting minutes etc. 

[31]. 

D. Knowledge Sharing 

Ref. [32] elaborated that Sharing knowledge is not just 

sharing information. The purpose of knowledge sharing is to 

help a whole organization to reach its business goals. Ref. [27] 

\ identified some barriers of knowledge sharing which are 

Lack of trust, Different cultures & languages, Lack of time 

and meeting places, Narrow idea of productive work, Status 

and rewards go to knowledge owners , Lack of absorptive 

capacity in recipients, Belief that knowledge relates to 

specific groups and Intolerance for mistakes and lack of help. 

E. Knowledge Utilization 

Ref. [33] identified that knowledge utilization can be 

measured by a process containing several events depending 

on the individual or organization. It includes information 

transmission, information pickup, information processing 

and information application. These generic steps are essential 

to understand knowledge utilization. Ref. [34] made some 

important conceptual advances at that time and distinguished 

various purposes of utilization. 

1) Raising an issue 

2) Formulating new policies or programs 

3) Evaluating alternatives 

4) Improving existing programs 

5) Mobilizing support 

6) Changing ways of thinking 

7) Planning new research 

 

IV. KM PROCESSES AND INNOVATION 

This section of research explores the relationship between 

knowledge management processes and innovation with the 

help of past studies. The most commonly used Knowledge 

Management processes have been identified in the literature 

which are knowledge creation, knowledge organization, 

knowledge storage, knowledge sharing, and knowledge 

utilization.  

The results of the research undertaken by [11] showed that 

the knowledge accumulation capabilities are a source to 

enhance Organizational Innovation. However the 

Knowledge Accumulation capabilities include storage, 

obtainment, selection, expansion and establishment of 

knowledge.  

Ref. [35] studied knowledge acquisition, dissemination 

and responsiveness as Knowledge Management processes 

and the researchers found that knowledge dissemination does 

not have any effect on incremental innovation opposite to 

what they hypothesized. They further pointed out that there is 

a lack of empirical studies that examined the relationship 

between Knowledge Management and innovation. They 

further recommended more research studies in this regard 

should be conducted to confirm the contrary results obtained 

as what they hypothesized.  

Ref. [36] investigated the relationship between knowledge 

accumulation capability and innovation. The knowledge 
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accumulation capability includes storage, obtainment, 

selection, expansion and establishment of knowledge while 

innovation measured in terms of administrative and technical 

innovation. They further stated that knowledge accumulation 

capability is the major key in enhancing innovation. The 

results indicate that knowledge obtainment capability has a 

positive effect on administrative innovation as well as 

technical innovation while knowledge expansion capability 

also has a positive effect only on administrative innovation.  

Ref. [37] studied the relationship between Knowledge 

Management Processes and innovation activities and the 

results of the research revealed the positive relationship 

between these factors. The Knowledge processes studied 

were acquisition of knowledge, dissemination of knowledge 

and utilization of knowledge.  They further described that 

organization can be more innovative when it has the ability to 

create new knowledge. 

Ref. [12] in this regard also investigated the relationship 

between Knowledge Management processes and innovation 

and found a direct effect of Knowledge Management 

processes on organizational innovation. The knowledge 

management processes include acquisition of knowledge, 

conversion of knowledge and application of knowledge 

while innovation measured in terms of product innovation 

and processes innovation. The researchers suggested more 

studies due to lack of empirical evidence that look into the 

relationship between knowledge management processes and 

innovation.  

Ref. [38] investigated the relationship between tacit 

knowledge and innovation capability. The results of their 

research revealed that enhancing innovation capability 

depends on the degree of exploiting tacit knowledge in the 

organizations. They further elaborated that the organizations 

must know about the effect of internal factors on tacit 

knowledge. 

Ref. [13] reported in their research that knowledge sharing 

and knowledge creation is very vital to improve innovation 

performance. The researchers hypothesized the relationship 

between knowledge sharing and knowledge creation and 

innovation performance and found the direct relationship 

among these factors.  

Ref. [39] described in their research that persistent and 

consistency of Knowledge management processes is the best 

way to improve technological innovation. The results of the 

study showed the positive relationship between Knowledge 

Management Processes with product and service innovation. 

The knowledge management processes studied was 

acquisition, sharing and application of knowledge. 

 

V. SIGNIFICANCE 

The competitive scenario of the local and global market 

heads up with the emergent need for smart management of 

knowledge in all aspects either within or outside the 

organization. Every day, organizations and their knowledge 

workers are facing problems in efficient knowledge 

management. The ability to create and distribute knowledge 

across the entire organization is therefore compelling drivers 

for knowledge management. It is imperative to study the 

effects of knowledge management practices on the 

organizational performance.  

Understanding the knowledge management in terms of 

banking sector will highlight how it influences organizational 

performance. In response to this need, this research focuses 

on exploring the knowledge management processes and 

CSF’s of knowledge management being used in the private 

commercial banks of Pakistan. The problem statement 

signifies the research questions which are to be answered 

through this research.  

 What are the CSF’s of knowledge management and their 

impact on the performance in private commercial banks 

of Pakistan?  

 What are the knowledge management processes and their 

role in banking innovations?  

 Do the banking innovations contribute to upscale the 

organizational performance? 

 Are knowledge management processes being used to 

enhance the organizational performance through 

innovative products and services? 

 

VI. DEVELOPMENT AND REFINEMENT OF RESEARCH MODEL 

The dependent variables are Innovation in the first phase 

and organizational Performance in the second phase. The 

present study while measuring innovation adopts the 

dimension of product and process innovation. On the other 

hand while measuring Organizational performance it adopts 

the dimensions of financial, process and internal performance. 

In the second phase the CSF’s of KM, KM processes and 

Innovation were taken as Independent variables and 

Organizational performance as a dependant variable to test 

the significance. 

A. Phase 1 

In the first phase the CSF’s of KM and KM processes were 

taken as Independent variables and innovation as a dependant 

variable to test the significance. 
 

TABLE I: REGRESSION OF CSF AND KM PROCESSES 

IV DV Beta R R Sq t val P Val 

CSF's of KM Innov. 0.02 0.63 0.40 0.23 0.81 

KM Process.  - 0.61  -  - 7.44 0.00 

 

B. Phase 2 

In the second phase the CSF’s of KM, KM processes and 

Innovation were taken as Independent variables and 

organizational performance as a dependant variable to test 

the significance. 
 

TABLE II: REGRESSION FOR CSF OF KM, KM PROCESSES, INNOVATION & 

ORGANIZATIONAL PERFORMANCE 

IV DV Beta R R Sq t P 

CSF's of KM OP 0.30 0.75 0.56 4.35 0.00 

KM Process.   0.38     4.89 0.00 

Innovation   0.14     2.69 0.00 

 

C. Portraying the Full Path Model 

The model shown below in Fig. 1 is the merger of phase 1 

and phase 2. 
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Fig. 1. Full path model. 

 

D. Portraying the Reduced Path Model 

 

 
Fig. 2. Reduced path model. 

 

TABLE III: REGRESSION FOR KM PROCESSES & INNOVATION 

IV DV Beta R R Sq t P 

KM Processes Innov. 0.63 0.63 0.40 13.41 0.00 

 

TABLE IV: REGRESSION FOR CSF OF KM, INNOVATION & 

ORGANIZATIONAL PERFORMANCE 

IV DV Beta R R Sq t P 

CSF's of KM OP 0.56 0.72 0.52 4.98 0.00 

Innovation   0.24     7.44 0.00 

 

The test of the initial model indicates that the relationship 

between CSF of KM and innovation is less significant and 

further innovation and OP is not significant, that means CSF 

of KM has no direct impact on innovation in this scenario. 

We therefore exclude these relationships. For the reduced 

path model, represented as Fig. 2 results showed that the 

relationship between CSF of KM and OP is significant and 

the CSF of KM directly impacts OP. While the reduced 

model supports the intervening impact of innovation between 

KM Processes and OP significantly. 

E. Path Analysis 

―First Layer‖ multiple regression for the full model 

Innovation  

 

e = √ (1 – r2) = √ (1 – 0.402) = 0.773                 (1) 

 

―Second Layer‖ multiple regression for the full model 

OP   

 

e = √ (1 – r2) = √ (1 – 0.566) = 0.659                 (2) 

 

―First Layer‖ multiple regression for the Reduce Model 

Innovation   

e = √ (1 – r2) = √ (1 – 0.402) = 0.773                 (3) 

  

 

e = √ (1 – r2) = √ (1 – 0.527) = 0.688              (4) 

F. Testing the Reduced Model 

Fit of the full model 

 

1 – (e2) = 1 -0.773 × 0.659 = 0.491                  (5) 

 

Fit for the Reduced Model 

 

1 – (e2) = 1 – 0.773 × 0.688 = 0.482                 (6) 

 

The significance test to compare the fit of the two models. 

 

W = -(N-d) × loge 0.983 = -(270-2) × loge 0.983=4.595 (7) 

 

W is distributed as χ2 with df = d. For this analysis  

χ2 (df = 2, p = 0.05) = 5.991                          (8) 

 

The results of model fit are quite acceptable because the 

probability is highly significant. 

 

VII. CONCLUSION 

Banking sector can use this study to better understand the 

practices of knowledge management in banks and also the 

skills acquired or existing in the individuals working in the 

organization and is also helpful to cultivate a knowledge 

oriented environment. The level of organizational 

performance in the banking sector as a consequence of KM 

may capable of performing better compared with traditional 

tools to conduct the knowledge activities in the banks. Thus, 

the current system should be monitored, maintained, and 

evaluated continuously from time to time. 
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