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Introduction 

 

One of the biggest challenges facing the 

organisations nowadays is the turbulent 

environment in which they operate. Due to 

this, a new view of strategic management has 

arisen emphasizing the significance of 

managing dynamic capabilities (Teece and 

Pisano, 1994; Teece and Pisano, 1997). The 

dynamic capabilities can be defined as “the 

firm’s ability to alter the resource base by 

creating, integrating, recombining and 

releasing resources in turbulence and quick 

changing environment” (Arifin, 2015). 

Knowledge is the most significant resource 

that can assist the organisations in such 

response and changes. As mentioned by 

Argyris (1997), the rationale of the firm’s 

growth depends on knowledge and how it 

can be managed more than other resources, 

Abstract 

 

This research aims to investigate the influence of managing internal and external knowledge on 

the enhancement of the dynamic capabilities in small and medium-sized enterprises (SMEs), in 
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moderating this influence. Based on a conceptual framework, derived from the literature, a 
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confirmed that managing internal and external knowledge positively affects SMEs dynamic 
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effectively manage knowledge assets. The IT applications were found to be controlling the 

relationship between internal and external knowledge management and dynamic capability. 

The study reveals that the lack of IT support in businesses of SMEs lead to high cost of 

production, waste, delay and other challenges to organizational renewal and adaptation. Hence, 

the use of IT applications will reduce lead time, reduce operating cost and enhance product 

differentiation.  
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and he argued that knowledge is the most 

crucial factor for organizations’ 

competitiveness. This can be reflected in the 

increase in interest on knowledge 

management (KM) conferences and journals, 

which have seen an unprecedented 

ascendance since the 90’s (Sher and Lee, 

2004). 

 

Knowledge management can be defined as 

the processes of creating, capturing, sharing, 

storing and exploiting structure and 

unstructured knowledge (Bajaria, 2000). The 

ability of organisations to exploit their 

internal knowledge and explore the external 

is claimed to be of value in improving the 

organisations dynamic capabilities (Helfat, 

1997). The notion of KM importance is 

associated with the massive advance in 

information technology (IT), which 

introduced more methods and application to 

explore and exploit organisation knowledge. 

These methods and applications have 

participated in delivering better products 

and services and assisted organisations to 

achieve competitive advantages (Hendriks 

and Vriens, 1999; Holsapple and Joshi, 2002). 

 

There has been an increased attention to 

both theoretical and empirical research as 

regards the contribution of KM in strategic 

management of dynamic capabilities. 

Furthermore, the influence of IT in this 

contribution was examined (McDermott, 

1999). This research is concerned with 

investigating the influence of managing 

internal and external knowledge on 

enhancing the dynamic capabilities of small 

and medium-sized enterprises (SMEs). 

Moreover, it examines the role of IT 

applications in moderating this influence. 

Thus, the research question is:  

 

- To what extend managing internal 

and external knowledge can enhance 

the SMEs’ dynamic capabilities, as 

moderated by IT applications?  

This research is aiming to contribute 

theoretically to the literature of KM in the 

context of SMEs and practically to the context 

of Saudi Arabia, in which there is an obvious 

lack of research on both SMEs and KM issues. 

 

The research started by reviewing the 

relevant literature on the research 

constructs, i. e., KM, dynamic capability and 

IT; followed by discussing the research 

method applied including the development 

and administration of the survey; and then 

presenting and discussing the research 

findings.  

 

Literature Review 

 

Dynamic Capabilities  

 

Sustainable competitive advantage and 

success in the 21st century can be achieved 

through a considerable and sustained 

investment in the upbringing of dynamic 

capabilities in any organization. It does not 

necessarily ensure the increased 

performance of organizations; however, it is 

being considered an essential part of 

strategic management as well as 

performance enhancement practices. With 

the continuously changing external 

environment, it has become vital for firms 

and enterprises to quickly adapt to changes 

and show response to the fast moving outer 

environment (Fujimoto, 2001). According to 

Schulz, (2001), the strategic application of 

this concept highlights two terms, i. e., 

capabilities and dynamic. “Dynamic” implies 

the concurrency of a firm or company’s 

renewal according to the changing external 

environment. On the other hand, 

“capabilities” is the reconfiguration, adoption 

and integration of internal and external 

organizational resources, skills and functions 

in order to meet the changes in the external 

and volatile world (Griffith, 2001).  

 

The dynamic capabilities of an organisation 

lie in its managerial and organisational 

processes (Sher and Lee, 2004), the nature of 

dynamic capabilities though being distinctive 

both in terms of their path dependence and 

details of emergence. These capabilities have 

common grounds, links and best practices 

across firms and organizations. Such 
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organizational knowledge is typically related 

to the business functions and management 

process. These process repositories and 

business functions consist of the knowledge 

of involved products, lessons learned during 

projects, knowledge of sales, customers, 

markets and knowledge of product 

development efforts. Furthermore, it 

includes knowledge of information system 

implementation, planning functions, records 

of experience with new approaches or 

corporate directions, learning histories and 

competitive intelligence (Grover, 2001). 

Hence, it can be stated that all these factors 

are needed to establish a foundation for the 

implementation of knowledge management 

in the strategic direction of organizations as 

well as dynamic capabilities (Helfat, 1997).  

 

Many studies have linked the dynamic 

capability of organisations to their 

innovation capability such as Lawson and 

Samson (2001), Ellonen, Wikström and 

Jantunen (2009) and Liao, Kickul and Ma 

(2009). Lawson and Samson (2001) 

proposed that the organisations to be more 

innovative need to invest in seven aspects of 

capability: vision and strategy, organisational 

intelligence, harnessing the competence base, 

creativity, organisational structure, culture, 

and technology management. 

 

Dynamic capabilities can be studied and 

categorized according to the business 

situations and a variety of dimensions where 

they could be applied. Research done on a 

Japanese automobile company found that 

dynamic capabilities were the primary and 

most effective source of competitive 

advantage. Moreover, it was said in the study 

that dynamic capabilities were likely to 

enhance competitive forces among a small 

number of suppliers in the same industry. On 

the other hand, it has been realized by the 

researcher that strategic alignment and quick 

response to the market forces and demands 

is more difficult than it can be predicted 

because of the fluctuations in more than one 

market forces at the same time (Grover, 

2001). The process of business resources 

which is a form of dynamic capabilities tends 

to enhance competition. It has been found 

that deployment of process of business 

resources intensively demands the adapting 

and learning of the procedures of strategic 

planning and execution. Dynamic capabilities 

also helps organizations in the decision 

making process about the new processes and 

new products according to the market needs. 

In international business environment, 

power structures are greatly defined by the 

market knowledge gaps, predictability and 

asset specificity (Hendriks, 1999).  

 

To sum up, due to the dynamic capability 

identified and influenced by the 

organisational processes, it should be laid in 

the core of strategic management planning 

and implementation. It is also known that 

well-articulated and well-managed 

procedures of enhancing, accumulating and 

breeding dynamic capabilities are proved to 

bring significant improvement in KM to 

ensure competitive advantage and business 

excellence. It is very often SMEs lack of 

resources that allows them to respond 

quickly and effectively; however their small 

size can be considered as an advantage to 

have better dynamic capability.  

 

Internal Knowledge Management  

 

KM aims to build competitive advantage 

through shortening lead-time, reducing 

operating cost and enabling product 

differentiation. Firstly, KM helps the firms in 

shortening lead time by quickly sensing and 

responding to the changing market by 

analysing current condition and integrating 

them with the previous knowledge to 

identify the solutions for the current problem 

(Duffy, 2000). Secondly, it tries to reduce cost 

for the firms by enhancing the product 

quality which ultimately benefits the 

customers (Ofek and Sarvary, (2001). 

Thirdly, KM can be regarded as the main 

enabler for organisational innovation, better 

decision making, and product improvement 

(Earl, 2001). Efficiency and affectivity of 

knowledge uprooted within the organization 

are critical to the establishment and 



                                                                                                               Journal of Organizational Knowledge Management                                                                                          

_____________________________________________________________________________ 

 

 

______________ 

 

Naief G Azyabi (2017) Journal of Organizational Knowledge Management, DOI: 10.5171/2017. 855330 

 

maintenance of dynamic capabilities (Grant, 

2001).  

 

Based on this, KM systems are developed and 

implemented to fulfil the above three 

mentioned goals. According to Sher and Lee, 

(2004), previous research on KM systems has 

been concerned with three issues: the extent 

to which IT construction is comprehensive, 

the extent to which the organisational 

knowledge is constructed and maintained 

and the extent to which knowledge search, 

creation and diffusion is facilitated. In SMEs 

context, IT construction and formal KM 

initiatives could not be the usual case, as they 

suffer from limited resources. 

 

One of the basic functions of KM is the 

knowledge creation. The spiral framework 

focuses on knowledge creation by converting 

knowledge from one form (tacit or explicit) 

to another form through four processes: 

combination, articulation, socialization and 

internationalization (Nonaka and Takeuchi, 

1995). In this framework of KM, the creation 

of knowledge incorporates the managerial 

and organization routines. These routines are 

related to innovation mostly. For instance, 

KM can be taken as central to the process 

innovation, product improvement, 

organizational renewal and adaptation and 

the execution of strategic management as 

well as decision making. In a situation of 

continuous and rapid change, KM acts to 

reduce the response time significantly to 

experiment and implement the newly 

acquired information while this process is 

being aided by information technology 

applications. Hence, knowledge innovation or 

creation can be attributed to the 

enhancement of dynamic capabilities, making 

firms more responsive and flexible in an 

unsure and unpredictable environment 

(Duffy, 2000).  

 

The second function of KM relates to the 

accumulation of large amounts of knowledge 

and information. Three patterns are known 

for the flow of knowledge within firms 

including: collection of new information and 

knowledge, codification of information with 

both vertical and horizontal flows and 

combination of old and new knowledge 

which mainly affects the horizontal flow of 

knowledge. In addition to this, uncertainties 

are resolved through the vertical flows of 

knowledge where vertical flow attributes to 

the exposition of newly acquired knowledge 

to the wider, diverse and remote knowledge 

which facilitates the comprehensive and 

faster discovery of its reliance and results 

(Sher and Lee, 2004).  

 

The third function of KM is sharing, 

acquisition and diffusion of internal 

experiences, skills and knowledge across the 

firms, provides the employees with solutions 

and enhance their learning about the firms’ 

processes. Thus, it tends to make employees 

capable of responding to the external 

changes with speed as well as with reduced 

cost. It can be said that dynamic capabilities 

greatly contribute in the enhancement of a 

firms’ performance and in its response to the 

changing world (Bajaria, 2005).   

 

External Knowledge Management  

 

IT plays a crucial role in the accumulation 

and acquisition of core knowledge regardless 

of whether a firm selects the personal KM 

strategy or a systematic KM strategy. KM 

tends to emphasize the integration of 

organizational core knowledge and its 

pertinence within the firm, both explicit and 

tacit. KM takes the external dimension into 

account besides the management and 

accounting of internal knowledge as a critical 

factor of KM system (Drucker, 1999). 

Internal management function must be 

incorporated with the external knowledge by 

KM system to ensure the integration of 

supply chain function and knowledge 

advantages. The following information 

technology attributes have been identified 

through a study of KM: facilitation of supply 

chain knowledge, processing and acquisition 

of supply chain knowledge, processing of 

marketing knowledge, acquisition of 

marketing knowledge and congruence with 

the company strategy (McDermott, 2000).  
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Literature is evident on the importance of 

external knowledge management as a 

particular issue in order to get sustainable 

competitive advantage over others in 

grasping market knowledge more quickly 

and accurately than others (Valkokari and 

Helander, 2007). Firstly, it can be argued that 

information technology is indispensable in 

the management of external knowledge. 

Secondly, management of external 

knowledge plays a crucial role in getting 

business excellence and formulation of 

strategic direction for the company. It 

involves in collecting all pieces of 

information and covering all underlying 

issues, which are needed to be considered to 

devise the activities congruent with the 

corporate strategy of companies. Thirdly, the 

management of external knowledge must be 

integrated, absorbed and internalized in the 

databases for internal use and strategy 

formulation.  

 

The management of external knowledge 

ultimately impacts the enhancement of 

dynamic capabilities through the effective 

and efficient utilization of information 

acquired from external sources and IT 

applications. This information includes the 

knowledge of consumer behaviour, 

information of customers, competitors and 

suppliers. First of all, surveillance of markets 

is an essential part of business excellence 

with respect to the information collection 

about customers. It leads to the competitive 

advantage which is a powerful tool for 

companies to increase their market share, 

capabilities and profit margins in the end. 

The importance of managing external 

knowledge becomes more significant when 

the organisation is working closely and 

collaboratively with innovative 

organisations. It tends to increase the 

responsiveness and evolutionary 

characteristics of an organization which 

finally serve as a rich source of knowledge to 

stay ahead of the customers. 

Research Method and Hypotheses 

This research has adapted Sher and Lee’s 

(2004) conceptual framework to investigate 

the relationship between the research 

constructs. As illustrated in Figure 1, the 

framework suggests that the enhancement of 

dynamic capabilities is a dependent variable 

that is directly influenced by the 

management of external and internal 

knowledge (as independent variables). 

Moreover, the framework also considers IT 

applications to play a moderate role in 

influencing both external and internal 

knowledge. 

 

 

 

 

 

 

 

Figure 1: Research Model 
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 The hypotheses of this research are listed 

below: 

 

• H1: Management of internal 

knowledge positively affects SMEs’ 

dynamic capabilities. 

• H2: Management of external 

knowledge positively affects SMEs’ 

dynamic capabilities. 

• H3: IT applications moderate the 

effect of the management of internal 

knowledge on dynamic capabilities. 

• H4: IT applications moderate the 

effect of the management of external 

knowledge on dynamic capabilities. 

The research follows a quantitative research 

method where the research has adopted 

designing a questionnaire as an instrument 

for data collection. The elements of each 

construct are adopted from Sher and Lee 

(2004), who conducted a wide review of the 

literature to develop their research survey 

questionnaire. The questionnaire items were 

translated into simple Arabic by the 

researcher to allow the target participants to 

fully understand and respond to the survey. 

Before distributing the survey questionnaire, 

it was sent to three academicians in business 

colleges at Jazan University, who spoke both 

English and Arabic. They were requested to 

check out the translation’s accuracy and 

provide feedback on the questionnaire. Their 

feedback was collected and reflected upon. 

The target SMEs were asked to show their 

agreements with statements on: internal 

knowledge management, external knowledge 

management, construction of IT applications 

and dynamic capabilities on a five-point 

Likert scale, where 1 represents ‘strongly 

disagree’ and 5 represents ‘strongly agree’.  

The target participants were SMEs managers 

and decision makers. Due to the absence of 

official directory for SMEs, and a poor postal 

service, the distribution of the survey has 

been carried out hand-by-hand, and the filled 

questionnaires were collected lately. 350 

SMEs were contacted, and only 126 

responded, representing a response rate of 

36%. 

Participants’ Industry Sector 

As shown in Table 1, the respondents were 

from different sectors. Wholesale/ retail was 

the most responsive sector, representing 

25% of the total respondents, followed by 

consulting and business service (20%) and 

real estate (17%). Petrochemicals/ Oil and 

Gas represent the lowest sector in terms of 

collected responses (2.5%). 

 

Table 1: SMEs Industry Sectors 

 

Industry Sector Frequency Percentage 

Petrochemicals/ Oil and Gas 3 2.4 

Banking and Insurance 9 7.1 

Information and Communication 12 9.5 

Consulting and Business Service 25 19.8 

Construction and Engineering 9 7.1 

Real Estate 21 16.7 

Wholesale/Retail 32 25.4 

Service Industry 15 11.9 

Total 126 100.0 
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The above table shows that a good mix of 

respondents participated in this study as 

they belong to different sectors, which will 

help in coherent and accurate results. Study 

participants belonged to different 

departments, as shown in Table 2.  

 

Table 2: Respondent’s departments 

 

Department in the company Observations Percentage 

CEO 3 2 % 

Accounting and Finance 3 2 % 

Production 3 2 % 

Marketing 0 0 % 

System 12 10 % 

Personal Management/ Training 12 10 % 

Research and Development 24 19 % 

General Affairs 9 7 % 

Planning 18 14 % 

Management Information 29 23 % 

Others  16 13 % 

 

Information technology infrastructure has 

been studied for this purpose, some of the IT 

typologies are used to get responses from the 

company employees. Descriptive statistics is 

used to analyse the responses of IT 

applications. The following table summarizes 

the responses about the implementation of 

IT applications which are being used in the 

companies.

 

 

Table 3: IT applications construction in SMEs 

 

Information Technology Applications  Constructed Not Constructed 

Customer Relationship Management Systems (CRMS) 60 48 % 66 52 % 

HR Management Systems (HRMS) 72 57 % 54 43 % 

E-Mail 123 98 % 3 2 % 

Documents Management Systems  (DMS) 63 50 % 63 50 % 

Search Engine 49 39 % 77 61 % 

Information Portal 33 26 % 93 74 % 

ERP 40 32 % 86 68 % 

Decision Support Systems (DSS) 28 22 % 98 78 % 

Workflow Systems 37 29 % 89 71 % 

E-Learning Systems 43 34 % 83 66 % 

Groupware Systems 42 33 % 84 67 % 

Tele-Conference  9 7 % 117 93 % 

 

Reliability Analysis 

 

According to Zikmund et al. (2009), the most 

common method to measure the internal 

consistency is by Cronbach’s alpha. It is 

between 0 and 1, where between 0.8 and 

0.95 refers to very good reliability, between 

0.7 and 0.8 refers to good reliability, between 
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0.6 and 0.7 refers to fair reliability and below 

0.6 refers to poor reliability of the scale. 

Table 4 summarises the results of Cronbach’s 

alpha, and shows that the internal reliability 

for the variables/ dimensions is acceptable 

as they are greater than 0.65. Based on these 

scores, all the internal reliability of all scales 

was acceptable and the internal consistency 

of homogeneity of the measures was 

confirmed

 

Table 4: Reliability Analysis 

 

Variable # of Items Cronbach's Alpha  

Internal Knowledge  7 0.814 

External Knowledge 5 0.697 

IT Applications 11 0.713 

Dynamic Capabilities  10 0.664 

 

Factor Analysis 

 

Factor analysis was used to reduce and 

extract two variables (management of 

internal knowledge (KMin) and management 

of external knowledge (KMex)) from 12 

measurements of knowledge management 

constructed for the questionnaire 

instrument. The factor loadings are 

represented in the table below.

 

Table 5: Knowledge Management Factor Analysis 

 

Measurements of knowledge management KMin KMex 

KMin1 IT reduces uncertainties of knowledge loss 0.718 0.352 

KMin2 IT reduces dependence on specific personnel 0.405 0.588 

KMin3 IT is comprehensively utilized by members in organization 0.876 0.064 

KMin4 IT is comprehensively constructed in organization 0.839 0.121 

KMin5 Top management is capable of applying IT 0.631 -0.101 

KMin6 Members in organization apply IT to search and use current 

organizational knowledge 

0.641 0.079 

KMin7 Members in organization apply IT to create new knowledge 0.392 0.514 

KMex1 IT facilitates acquisition of supply chain knowledge -0.063 0.802 

KMex2 IT facilitates acquisition of marketing knowledge 0.017 0.669 

KMex3 IT facilitates processing of supply chain knowledge 0.219 0.438 

KMex4 IT facilitates processing of marketing knowledge -0.113 0.614 

KMex5 IT infrastructure is congruent with corporate strategy 0.162 0.719 

 Eigen value 4.027 2.125 

 Variance 33.56% 17.70% 

 Cumulative variance 33.56% 51.26% 
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A factor analysis with principal components 

was also applied to extract a factor of 

dynamic capabilities. Its 10 measurements 

were reduced to one factor (dynamic 

capabilities) accounting for 26% of 

cumulative variance (see Table below).

  

 

Table 6:  Dynamic Capabilities Factor Analysis 

 

Factor analysis of dynamic capabilities Factor loadings 

Measurements of dynamic capabilities 

Enhanced learning effectiveness of new knowledge 0.607 

Enhanced quality of decisions 0.321 

Enhanced capabilities of communication and coordination 0.609 

Enhanced responsiveness 0.641 

Enhanced integration in new product development 0.599 

Enhanced accumulation of knowledge 0.417 

Enhanced capabilities of resource deployment 0.387 

Enhanced customer relationships 0.423 

Enhanced trust with vendors 0.348 

Enhanced inimitability of strategic assets 0.586 

Eigen value 2.581 

Variance 25.8% 

Cumulative variance 25.8% 

 

Regression Analysis 

 

Linear regression was then applied to test the research hypotheses. Dynamic capabilities were 

analysed with both management of internal knowledge (KMin) and management of external 

knowledge (KMex), controlled by typology of IT applications. 

 

Table 7: Linear regression models for KMin and KMex 

 

Model Constant R value R2 value F value Degrees of Freedom KMin KMex 

1 -0.017 0.613 0.376 37.07 125 0.486 0.374 

        

Sign. at p<0.05  

 

Table 7 above shows R = 0.613 indicating a 

strong and positive relationship between 

management of knowledge (external and 

internal) and dynamic capabilities of SMEs. 

Management of internal knowledge 

positively affects SMEs dynamic capabilities 

by accounting for almost 50% of variance in 

the model. Thus both H1 and H2 hypotheses 

remain valid. This is also confirmed by 

previous literature reviewed on the 

importance of KM in ensuring greater and 

sustained advantage in business. 

 

The relationship between KMin or KMex and 

dynamic capabilities was further controlled 

by IT applications resulting in 12 models, as 
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shown in the table. In all the models, results 

indicated strong and positive relationship 

between management of knowledge and 

dynamic capabilities of SMEs when 

controlled by IT applications as indicated in 

the table below. Thus, both H3 and H4 

hypotheses remain valid and accepted. This 

further confirms Demarest's literature on 

effective IT infrastructure and knowledge 

management (Demarest, 2000). 

 

Table 8: Linear regression models for KMin and KMex and IT applications 

 

 

Research Findings 

 

Knowledge management has become crucial 

to the survival, growth and maintenance of 

small and medium sized enterprises (SMEs) 

particularly in the management of knowledge 

assets (Omerzel and Antoncic, 2008). The 

objective of this study was to investigate the 

influence of managing internal and external 

knowledge on the enhancement of the 

dynamic capabilities of small and medium-

sized enterprises (SMEs). A further intention 

was to assess these influences (if any) when 

controlled by a third variable in terms of IT 

applications. Results in all regression 

analysis indicated a significant influence of 

managing internal and external knowledge 

on the enhancement of the dynamic 

capabilities of SMEs. These results led to the 

acceptance of all four hypotheses formulated 

by the researcher. This state is true in 

previous literature and lends support to the 

view of dynamic capabilities theorists who 

maintain that a firm’s current position can be 

determined by paths and processes of 

knowledge acquisition, storage and 

dissemination. The change in this position 

shall be significantly influenced by the 

management of both internal and external 

knowledge. The results obtained are also in 

alignment with the perspective on the 

evolution of the firm. The evolution 

Model R value R2 value F value Degrees of Freedom KMin KMex 

CRMS 0.647 0.418 29.230 125 0.391 0.422 

HRMS 0.630 0.397 26.816 125 0.400 0.460 

Email 0.613 0.376 24.524 125 0.373 0.485 

DMS 0.613 0.376 24.517 125 0.375 0.485 

Search Engine 0.623 0.388 25.830 125 0.425 0.436 

Information portal 0.646 0.417 29.082 125 0.375 0.525 

ERP 0.617 0.380 24.949 125 0.378 0.454 

DDS 0.615 0.378 24.688 125 0.371 0.476 

Workflow systems 0.627 0.394 24.408 125 0.389 0.486 

E-learning systems 0.625 0.391 26.069 125 0.364 0.492 

Groupware systems 0.617 0.381 25.038 125 0.367 0.476 

Tele Conference 0.625 0.390 26.019 125 0.387 0.474 
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perspective maintains that the nature of 

knowledge management remains the central 

issue in tracking a firm’s knowledge assets. 

 

Unlike Sher and Lee’s work on information 

technology and dynamic capabilities through 

KM (Sher and Lee, 2003), all control 

variables (IT applications) did not 

significantly affect the explanatory power of 

the independent variables (KMin and KMex) 

on the dependent variable (dynamic 

capabilities). However, the results obtained 

confirm the study by Pillania (2006 and 

2008) on the potential of KM which seems 

not fully exploited by small firms reflecting a 

(the) great lapse and inability of SMEs to fully 

utilize IT for knowledge management 

(Pillania, 2006 and 2008). 

 

IT infrastructure of SMEs as indicated in the 

results of this study remains a challenge and 

hence its usage in knowledge management is 

very insignificant. Referring to Table 8 above, 

more than 50% of IT applications 

investigated were not constructed with E-

mail systems being the most constructed and 

used application at 98%.  

 

Although E-mail remains the most used 

application; its effect on the explanatory 

power of KMin and KMex was negative (-

0.010) and insignificant. The next most used 

IT application was HR Management Systems 

with over 55% constructed and this 

accounted for 15% of the explanatory power 

of the independent variables. The use of 

HRMS involves a complex and reliable 

network infrastructure where users could 

collaborate efficiently, however the 

expenditure to setup these makes the usage 

of HRMS in managing knowledge assets of 

the firm elusive. Our findings suggest that 

more attention is given to building IT 

infrastructure and funding for SMEs to fully 

access knowledge management tools to 

facilitate KM in businesses. 

 

Conclusion 

 

The study confirmed that KM (internal and 

external) positively affects SMEs dynamic 

capabilities; however SMEs lack the IT 

infrastructure and applications to effectively 

manage knowledge assets. The former is also 

consistent with previous literature. Currently 

SMEs continue to trail behind large 

companies and international conglomerates 

in the practice and benefits of KM. The 

reasons for this state of affairs lie on a 

number of factors that influence the KM 

adoption by SMEs (Finkl and Ploder, 2009). 

The implications are: 

 

SMEs must expand their IT infrastructure 

and expertise to take advantage of business 

applications such as office automation 

systems, CRM, ERP HRMS, etc. This will 

greatly affect the management of knowledge 

resources and the dynamic capability of the 

firm. 

 

SMEs must develop and realize the need to 

use KMin and KMex to ensure dynamic 

strategic planning and overall competitive 

advantage. A flexible firm has the capability 

to dynamically respond to competition and 

ensure strategic flexibility. In short, it can be 

said that dynamic capabilities must be laid in 

the core of strategic management planning 

and implementation because it provides a set 

of identifiable and specific processes such as 

strategic alliance, decision making and 

product development. 

 

The study reveals the lack of IT support in 

businesses of SMEs which leads to high cost 

of production, waste, and delay presenting 

challenges for organizational renewal and 

adaptation. Hence, the use of IT applications 

will reduce lead time, reduce operating cost 

and enhance product differentiation. Other 

studies have revealed an increasing call for 

further investigating the influence exerted by 

KM practices on the dynamic capabilities of 

networked SMEs (Valkokari, 2007) 

 

The study however is limited by its scope and 

sampling methodology and may not be 

generalized. It must also be noted that IT 

applications were not delineated in 

accordance to the level of application and 

usage; this was not the focus of this work. 
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However, IT infrastructures that had the 

ability of influencing KM were considered. 
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