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Abstract

Knowledge Management has become an important gitateeapon for sustaining competitive advantage in
firms. Banking statistics in Kenya indicate only @ércent of customers believe their banks’ actleir tbest
interests with 5 percent employee turnover annualllis had hampered Banks’ competitiveness and
performance. Effective Knowledge Management promé&t@wledge creation, knowledge sharing, knowledge
acquisition and knowledge retention to maintaint@uner satisfaction and organizational performartmvever
little is known about Knowledge Management Prastige Kenyan Banks. The overall objective of thigdst
was to analyze the effects of knowledge managemettices on commercial banks’ performance in Kigum
city in Kenya. Specifically the study sought toaddish the extent of knowledge creation; knowledbaring;
knowledge acquisition, level of organizational penfiance and determine the relationship between
organizational performance and knowledge creatibnpwledge sharing and knowledge acquisition in
commercial banks in Kisumu city. The target pogafatvas 20 commercial banks operating within KisuGity

with a sampling frame of branch managers and opeat managers. Data was collected by use of
guestionnaires and analyzed by descriptive stedistind correlation analysis. The study found tisesignificant
relationship between knowledge creation and orgaioizal performance (r=0.614, p<0.001). A significa
positive relationship as also found to exist betwerganizational performance and knowledge shgrn@.501,
p<0.005).

Keywords: Knowledge Management, Knowledge Creation, Orgaiaiaat Performance, Employees, Learning.

1. Introduction

Companies have been trying to differentiate themesebased on unique production processes, raréistiakct
skills, creativity, and now on management initiaivsuch as Supply Chain Management, Customer &edatp
Management, Knowledge Management (KM) and Totalli@uislanagement. KM is increasingly becoming an
important strategic weapon for sustaining competitadvantage of organizations. In Africa, and Keitya
particular, there is no clear indicator (s) on howch KM Practice has been implemented in orgaminatior
better performance. Hafizi and Hayati (2006) statg even in Europe, KM is at infancy. In Europely 20%

of banks currently apply a KM practices due to ‘hand see” attitude of what will be the true betsefind
pitfalls from early adopters. Banking statistickienya indicates that only 25 percent of custorbeti&ve their
banks’ are acting in their best interests, 42 pdrsay they had switched banks because of pooicesrand
handling of bank’s employees, and some banks repdnpercent employee turnover annually. Effeciité has
been suggested as a way of promoting knowledgeti@aneaknowledge acquisition, knowledge sharing,
knowledge retention as well as customer satisfadiod therefore organizational performance. Howesame
organizations have articulated it as unsustainaflg due to relatively little empirical support fibre impact of
KM on the organizational performance. This is htited to lack of deliberate conscious step on #reqf banks

to interrogate the relationship between KM and firenformance. This paper presents the effect ofpgtattices

on firm performance with a case of banks’ perforogaim Kisumu City in Kenya.

This paper looks at the concept of KM, improvingiamizational performance through KM in financialdan
commercial banking Sector. Findings focus on théertxof knowledge creation, knowledge sharing and
knowledge acquisition practices, establish thellef/erganizational performance and determine #iationship
between organizational performance and KM in contiaébanks in Kisumu city.

2. The Concept of KM

Knowledge can be termed as tacit knowledge thtitedknowledge in people’s heads and it is hardkfbaén or
communicate with other people, and on the othed hexplicit knowledge is that knowledge which can be
expressed in text form or by speaking (Smith, 20B%) deals with the acquisition, handling, and o§explicit
knowledge as well as the management of tacit kmdgdein terms of improving people’s capacity to
communicate and collaborate with one another (Alvtdadeh, 2002). According to Davenport and Prusak,
(1998), KM is focused on processes and mechanismgo€ating and sharing what an organization or its
external stakeholders know. The ability to sharterital best practices is important to overall orgational
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performance (Szulanski, 1996), and exploiting exdeknowledge is crucial in driving new product dvation
(von Hippel, 1994) and to organization performamcgeneral, Sher and Lee, (2004). To this end, stevare
included to measure the extent to which the orgdiaia is able to identify internal sources of exiser, transfer
best practice throughout the organization, andaixpkternal knowledge of stakeholders such asoousts. The
importance of knowledge lies in the creativity @alhat it adds to the organization’s assets, ants iability to
improve the effectiveness of an organization’sliettual capital which defined as the sum of a oiggtion's
ideas, inventions, technologies, general knowledgmputer programs, designs, data skills, processestivity,
and publications (Sullivan, 1999). In general KMncentrates on processes such as creating, shaualg,
acquiring knowledge, and the cultural and techridesles that support them. An understanding of tlosviedge
concept is crucial since it is what organizatioresattempting to manage.

3. Improving Organizational Performance through KM

For Van de Ven (2005), the success of KM in an miggdion depends on effective knowledge sharing
practices, and classifying knowledge on the basistsostrategic benefits. To transform knowledge-
incentive structure to knowledge-based structutds necessary to make knowledge more visible and
easily accessible to the employees. Sharing kn@elezbntributes to a more individual awareness of
specific situations and contributions. A social stonctionist considers that all individuals are stantly
interacting with other individuals within the orgaation irrespective of the nature of its businesshe
economic sector. Thus, there is a constant two-esghange of knowledge and experience between
individuals and collective knowledge with an intethee social process of creating and sharing kndgde
Nonaka (2004) argues that new knowledge creatidrbemefit both employees and their organizatiafis,
which they are an integral part. The disseminatibiknowledge is dominated by the system used in the
organization. In other words, the information tedlogy uses the local network or the Internet. The
organization then has to select the best informaiiouse so as to achieve an effective respitdudag
and avoiding as much as possible inefficiency endecision making process (Barney, 2002). KM effort
have a long history, to include on-the-job disomssj formal apprenticeship, discussion forums, aae
libraries, professional training and monitoring gnams. More recently, with increased use of complite
the second half of the ?Ocentury, specific adoptions of technologies sustkr@owledge bases, expert
systems, intranets, and computer supported codperadrk have been introduced to further enhancé su
efforts. In 1999, the term personal KM was introglligvhich refers to the management of knowledgkeat t
individual level (Wright, 2005).

3.1 Contribution of KM

KM efforts typically focus on organizational objaets such as improved performance, competitive iatzge,
innovation, the sharing of lessons learned, intémraand continuous improvement of the organizatikMm
efforts overlap with organizational learning, anéyrbe distinguished from that by a greater focusthan
management of knowledge as a strategic asset fowlis on encouraging the sharing of knowledge. Kidres

can help individuals and groups to share valuabdgrozational insights, to reduce redundant wookavoid
reinventing the wheel per se, to reduce trainimgetifor new employees, to retain intellectual capita
employee’s turnover in an organization, and to adapchanging environments and markets (McAdam &
McCreedy, 2000), (Thompson & Walsham, 2004). Theesss of KM will not take place without the coliget
work of many enablers. These include the exterttttiea management believes in KM effects, the infation
technology used, human resource management, araiithee of the organization. In fact, any KM systavill
include these variables to make knowledge-relatgdrizational functions workable (Bieber, et.alp2p On

the employees’ or even the management side, shianiogledge or information may not be encourageddiih
sides until or unless they recognize its benefiteffects in solving problems or its use within tthecision
making process. The problem may be exacerbatedndeme upon the organizational structure and the
willingness of departments to cooperate and cautigilin knowledge sharing, either individually oflectively.
Employees’ skills or experience represents theradhie of the coin in exploiting creating and béneg from

the new knowledge developed within the organizatiden both sides (such as employees and management
underestimate knowledge effects, knowledge becasezond priority, and such situation is a bairesharing
(King and Lekse, 2006).

3.2 Skills for Managing KM

Management or leadership is essential to stimuatployees’ motivation to access the various souofes
knowledge and encourage them of knowledge shafiggin information technology is a vital factor topport

the process of storing and distributing knowledge $haring. An organizational structure reflecte th
organization’s policy in discussing with its empé®g and in absorbing new ideas and experiencenwimd
outside its capacity. Within the organization afioyees need to develop related KM skills and egpee; for
example, retrieving knowledge for a situation sot@msmake a decision. Part of these skills is infation
technology skills and issues related to managisales such as time management (Gold et al, 2B8ahks are
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investing large amounts of money in the developrméntM systems of which intranets; document managem
systems and data warehouses are the most popualarotegies (McCune, 1999). When these systems are
applied correctly by following a knowledge-cent@pproach with the necessary emphasis on information
technology, as well as creating an environment goiveé to knowledge creation and sharing, compaof&n
experience a large increase in performance in tefmpsofit growth. The existence of trust betweeanties is
believed to play a key role in facilitating learginTrust among partners that develops from comnrerigus
experience, common socialization routines, or sirtil in technology profiles appear to create teeassary
familiarity among partners, which in turn faciliést KM, knowledge exchange and learning. If growgméss
could be identified as coaches while the memberth@fgroup were brought to see themselves as ianort
members of the team, barriers to knowledge dissinim might be overcome. Top management commitmsent
a determinant factor of KM. According to Salomanna¢ (2006), some managers would encourage an
organization culture whereby employees are willamgl are motivated to create knowledge, share krigsle
with others and make use of knowledge provided thers as well. Based on case studies, some authaord

that while some managers pay attention to inforomagiathering and sharing, there is a tendency artmey
managers to overemphasize information acquisitiweh @ under-emphasize information interpretatioat tis
conducive to knowledge creation (Chao Ton Su 2086). Such attitude is not congruent with prodigckM.

4. KM in the Financial and Commercial Banking Secta

In twenty-first century, competition in the bankimgdustry is intense because of advantages techydk
bringing along. However, high cost is an implicat@nd therefore banks need to optmize availablauress to
gain profitability. KM is one of interesting alteatives as it can deliver competitive advantage aalgreater
competencies and synergy, more balanced decisiothdess error, more creativity and innovation, blieya
collaboration and knowledge sharing, and easiéslio expertise and deeper understanding. KM has beed

in most product-based companies and it has alsndet to service sector (Nonaka et. al, 2002). 8amk
investing large amounts of money in the developméiM Systems of which intranets; document managam
systems and data warehouses are the most popularotegies (McCune, 1999). When these systems are
applied correctly by following a knowledge-cent@pproach with the necessary emphasis on information
technology, as well as creating an environment goiveé to knowledge creation and sharing, compaofen
experience a large increase in performance in t&@fhofit growth. Banking management is trying lwthe
utmost capacity to capture, manage and construtdbsel information into its organizational knowleddo
improve the quality of its operations. Eventuathis will enhance the rules of modern banking tngitins in the
economy (Kogut, 2000). The practices of KM in ttenking industry will enable these institutions ielent
appropriate strategies within the financial syst&mxpertise in the first level of management wildeage the
available optimum capacity of their organizationgd @nhance and reshape their policy in the long-t&anking
statistics in Kenya indicates that only 25 percehitustomers believe their banks’ are acting inirtiest
interests, 42 percent say they had switched baméause of poor services and handling of bank’s eyegls and
some banks report a 5 percent employee turnoveradlgr{KCB, 2010).

According to an International Data Corporation'®@) survey conducted across more than 600 banks in
Western Europe, only 20% of banks currently appkMa Principle (Blesio & Molignani, 2000). Knowledge
important to the success of Organizations in rgisie quality of service and competitiveness. Catitipe edge

is abundance of company’s suggestion attractiveinessthe costumer’s point of view in comparisorihwdther
rivals (Lismen et al., 2004: 17-35). Knowledge éeded by Bank in making decisions and policies phatide
guidance to frontline employees in servicing banistemers and guidance to managers in assessing the
performance of frontline employees. KM implies atilap actions by quickly detecting complaint and
establishing customer satisfaction. With regardldarning from failure, KM uses complaints as leagi
instances and improving opportunities. KM is inteddo promote and support the creation of new kadge,
thus contributing to innovation, an essential igeat in banking success. Thus the purpose ofésisarch is to
analyze the effect of KM integration in the Bankiggctor performance.

5. Methodology

The research used an exploratory design with tea af study being Kisumu City. Kisumu is the thiadgest

city in Kenya founded in 1901, with an estimateguiation of 500,000. The city is located in Westkenya on

the shores of Lake Victoria and covers a total afe#l7 Knf of which is 297 Kris land and 120kfris water
mass. The city was founded in 1901 and curreetlyes as the capital of Nyanza Province and KisDistrict.

The population of the study was 20 commercial bankthin Kisumu city with a total population of 417
employees. Two respondents were picked by randompbng from each bank i.e. one bank manager aerd on
operations manager bringing the total to 40 respotsd Structured and semi structured self admneidte
guestionnaire were used capturing both qualitaive quantities data. Secondary sources of dataded|books,
press releases, journals, and periodicals amorgrotMultiple Regression and Pearson’s correlaginalysis
were used to analyze data. Contingency tables andigal component were used to test the relatipnamong
variables.
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6. Findings

To analyze the effects of KM practice on commerbihks’ performance the research aimed at evagi#tia

extent of knowledge creation, knowledge sharing lamavledge acquisition practices, establishinglével of

organizational performance and determining theticalahip between organizational performance and KM
commercial banks in Kisumu city.

6.1 Extent of knowledge creation, knowledge shaaind knowledge acquisition practices in commerbehks

in Kisumu city

Knowledge creation among commercial banks was mmedsin two dimensions i.e. respondents ranking
effectiveness of their banks on improvement ofgdol support KM practices and ranking the extentiich
banks promote creativity and promotion of new idaas effective conversion of those ideas into newises
respectively.

Table 1 and Table 2 show the responses of resptsidating of effectiveness of banks on improvemerdaié

to support KM practicegnd the extent to which banks promote creativitd aromotion of new ideas and
effective conversion of those ideas into new seiespectively.

Table 1. Effectiveness of bank in improving staffelopment tools

Response N percentage
Very ineffective 0 0.0%
Ineffective 3 13.0%
Somewhat effective 7 30.4%
Effective 10 43.5%

Very effective 3 13.0%
Total 23 100.0%

Majority of the respondents’ banks (43.5%) had afie staff development tools to support management
practices. Only 13% of the respondents were ofofhigion that their banks were not effectiveinmproving its
staff development tools to support knowledge peastivhile 30.4% were not sure of the effectivenesshay
took the neutral position. When asked about thétipasof the banks ipromoting the creativity and expression
of new ideas and the conversion of such ideasriato services52% of the respondents agreed that their banks
were good at doing so. This implies that generaliyks were above average in promotion of cregtasihong
their employees. Table 2 summarizes the resporfshe sespondents regarding promotion of creatigityong

its employees.

Table 2 Level of promotion of creativity and expies of new ideas and its conversion into new sesvi

Response N percentage

Poor 0 0.0%
Fair 0 0.0%
Good 12 52.2%

Verygood 9 39.1%
Excellent 2  8.7%

Total 23 100.0%
6.2 Extent of knowledge sharing in the bank branch
In response to the extent of knowledge sharingpénibiank branch, majority of respondents (65.22%gexjthat
their banks had mechanisms for knowledge sharimgth® other hand 57.0%, agreed employees participat
project teams. It is also clear that most banksl(B) are neutral on the use of internets, intisaaatl extranets
to support knowledge access and exchange. Talglpr8sents this information.
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Table 3 Knowledge sharing mechanism among diffefiemttional level, employees participation in pidje
teams with external experts and use of Internetkrfowledge access
Mechanisms for knowledge Participation in project Use  of Internet  for

Responses sharing teams knowledge access
N % N % N %

Strongly disagree 0 0 1 4.35 0 0.0
Disagree 1 4.35 2 8.7 3 13.03
Neutral 4 17.39 6 25.6 12 52.17
Agree 15 65.22 13 57.00 5 21.76
Strongly agree 3 13.04 1 4.35 3 13.04
Total 23 100 23 100 23 100.0

6.3 Extent of knowledge acquisition in the bank branch

In terms of knowledge acquisition, 73% of the resfents agreed that the bank has formal processes fo
acquiring knowledge about their customers and caitopevithin and outside their domain, employeesrave
neutral (65%) that banks acquires information frexternal sources and bank always encourages engsldage
attend fairs and exhibitions regularly (56%). Tisisummarized on Table 4.

Table 4 Formal processes for acquiring Knowledgewbcustomers and competitors, acquiring informatio
from external sources, and Employees attending faind exhibitions

Formal process of Acquisition of knowledge Employee attendance of

Responses acquiring knowledge from external sources fairs and exhibitions
N % N % N %
Strongly disagree 0 0.0% 0 0.0% 1 4.3%
Disagree 2 8.7% 0 0.0% 4 17.4%
Neutral 2 8.7% 15 65.2% 13 56.5%
Agree 17 73.9% 7 30.4% 3 13.0%
Strongly agree 2 8.7% 1 4.3% 2 8.7%
Missing 0 0.00% 0 0.00% 0 0.0%
Total 23 100.0% 23 100.0% 23 100.0%

6.4 Level of organizational performance

The second objective of the study was to estalttisHevel of organizational performance in comnadrbanks
in Kisumu city. The organizational performance wasasured by five questions in the research instname
These questions looked at performance from theppetive of employee turnover, increase in custobaee,
branch profit, ATM transactions and customer coimtéa Respondents indicated growth of three thesunes
of organization performance over the last 2 yeaggevbelow 20% i.e. the employee turnover rate eig®e in
customers and branch profit. Increase in numbémdds however was between 21 and 40%. Table 5 shbevs
responses.

Table 5 level of Employee turnover rate, Increaseustomers, Increase in branch profit, Increaseumber of
ATMs

Increase in Increase in branch Increase in no. of
Responses Employee turnover rate  customers profit ATMs
N % N % N % N %

0%- 20% 15 65.2% 10 43.5% 11 47.8% 8 38.1%
21%-40% 5 21.7% 7 30.4% 7 30.4% 10 47.6%
41%-60% 2 8.7% 3 13.0% 0 0.0% 2 9.5%
61%-80% 0 0.0% 3 13.0% 3 13.0% 1 4.8%
81%-100% 0 0.0% 0 0.0% 1 4.3% 0 0.0%
Missing 1 4.35% 0 0.0% 1 4.3% 0 0.0%

Total 23 100.0% 23 100.0% 23 100.0% 21 100.0%
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6.5 Extent of customer complaints in the bank binanc
Respondents also indicated the extent to which lcastomers complain and 14 indicated sometimesir€id
below shows the response on the extent of custoaraplaints among the respondent banks.
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5.6 Relationship between organizational performaraoed knowledge creation, knowledge sharing and
knowledge acquisition

Finally the study determined the relationship betverganizational performance and knowledge creatio
knowledge sharing and knowledge acquisition in camuial banks in Kisumu city. This objective was
actualized by running a correlation analysis ofttiree variables. Table 6 shows the results oketation.

Table 6 Relationship between organizational perforoe and knowledge creation, knowledge sharing and
knowledge acquisition

Variables

1 2 3 4
Knowledge sharing (1) 1.00**
Knowledge creation 2) 660" 1.00%*
Knowledge acquisition (3) 550 .380* 1.00%*
Organizational 4) .501* .614** -.082 1.00**
performance

**correlation is significant at 0.01 (2-tailed)
*correlation is significant at 0.05 levels (2-tailg

The results indicate that there is a positive m@fship between organizational performance and kedge
sharing (r=0.501, p<0.05). There was also a pasitiationship between organizational performance a
knowledge creation (r=0.614). This relationshigsiignificant at 99% confidence level (p< 0.01). Hoe® the
results revealed no significant relationship betwerganizational performance and knowledge acdisit

7. Discussion

7.1 Extent of knowledge creation, knowledge shaaimg) knowledge acquisition practices

The first objective sought to determine the exteihknowledge creation, knowledge sharing and kndgde
acquisition practices in commercial banks in Kisuaily. Over 43.5% of the respondents’ had effectteff
development tools to support management practi@ely. 13% of the respondents were of the opinion their
banks were not effective in improving the staff elepment tools to support knowledge practic&mowledge
sharing practice variable had 3 questions that viaged on a Likert Scale of five options. Most ahks’
respondents (65%) agreed that their banks had famaehanism that guaranteed the sharing of bestipea
among different level activity, while 4.3% disaglee57% respondents agreed that their banks ena®urag
employees to participate in project teams with ek experts contrary to 4.4% respondents who gtyon
disagreed. Sharing knowledge contributes to a nmofigidual awareness of specific situations andticbutions.
KM efforts can help individuals and groups to sheatuable organizational insights, to reduce redumavork,

to avoid reinventing the wheel per se, to reduamitng time for new employees, to retain intellettcapital as
employee’s turnover in an organization, and to adapchanging environments and markets (McAdam &
McCreedy, 2000), (Thompson & Walsham, 2004).Thditghtio share internal best practices is importamt
overall organizational performance (Szulanski, 9%8d exploiting external knowledge is crucialdriving
new product innovation (von Hippel, 1994) and tgamiization performance in general, Sher and L&€)4p

To measure the extent of knowledge acquisition9%3of the respondents agreed that their banks'ftwadal
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processes for acquiring knowledge about their enste and competitor within and outside their domain
Knowledge is important to the success of Orgaromatiin raising its quality of service and compedtiess.
Competitive edge is abundance of company’s suggestitractiveness from the costumer’s point of view
comparison with other rivals” (Lismen et al., 2004M implies adaptive actions by quickly detecticgmplaint
and establishing customer satisfaction. With regardearning from failure, KM uses complaints aarféng
instances and improving opportunities. 65.2% redpats were not sure whether their banks acquicgrmdtion
from external sources. The dissemination of knogdeis dominated by the system used in the orgaoizan
other words, the information technology uses tlmllmetwork or the Internet. In collecting inforraat not all

of it is useful. This represents a setback of dorimation system due to the overload of informatsimce they
may need just part of it, not all of it. The orgaation then has to select the best informations® so as to
achieve an effective respite, capturing and avgidis much as possible inefficiency in the decisitaking
process (Barney, 2002). It was apparent that mask$ did not encourage employees to attend faids an
exhibitions regularly. This is whereby 56.5% regpemts chose neutral option. According to Salomanal.e
(2006), some managers would encourage an orgamzatilture whereby employees are willing and are
motivated to create knowledge, share knowledge aiitlers and make use of knowledge provided by stasr
well. Based on case studies, some authors foundwhde some managers pay attention to information
gathering and sharing, there is a tendency amdmgr sbanagers to overemphasize information acquisdind

to under-emphasize information interpretation thatonducive to knowledge creation (Chao Ton Sal 2006).
Such attitude is not congruent with productive KM.

7.2 Level of organizational performance in commadrbanks in Kisumu city.

The second objective was to establish the levalrgénizational performance in commercial banks isuku
city. The organizational performance was based dnpwint Likert scale. There were five questionsthie
research instrument. These questions looked abnpeshce from the perspective of employee turndmergase

in customer base, branch profit, increase in nurob&TMs and customer complaints. From Table 5éhisran
indication of low employee turnover, customers @ased by 43.5% between the range of 0-20% tham othe
options given, bank branches’ increase their mdif 47.8% between the ranges of 0-20% than otages
given, also the number of ATMs increased by 47.68twvben the range of 21-40%, and lastly customer
complaints were average. Creating new knowledgemits upon the organization’s culture and managemen
order to promote creativity, staff development ardression of new ideas, thus contributing to Iatimn. KM
provides employee’s opportunities to enhance skijlsvorking together, sharing other people’s knalgke and
also use information technology thereby increagiragluctivity, innovation and employee retention.oubedge
acquisition involves search for recognition andraation of potentially valuable knowledge oftenof outside
the banking industry such as employees attendiirg fand exhibitions. Anticipated improvements ahne t
primary basis that banks use to judge the valuéMfinitiatives. After new knowledge is created, sdd and
acquired, utilization will take place through elsdtion and thoroughness, in order to be helpfulmilitating
innovations, customer satisfaction, and increasprdafitability and employee retention. KM effortarc help
individuals and groups to share valuable orgaromati insights, to reduce redundant work, to aveidwenting

the wheel per se, to reduce training time for newleyees, to retain intellectual capital as empddg/éurnover

in an organization, and to adapt to changing enwrents and markets (Thompson & Walsham, 2004),
(McAdam & McCreedy, 2000).

7. Conclusion

As much as knowledge acquisition is seen to haveefaionship with organizational performance, tedy
recommends that organizations should always engeuteeir employees to attend fairs and exhibiti@gularly,
have a mechanism of acquiring information from maé sources and have formal processes of acquiring
knowledge about their customers and competitoriwigimd outside their domain because competitiveeddg
abundance of company’s suggestion attractiveness fhe costumer’s point of view in comparison wather
rivals. For organizations to gain competitive adege, they should improve their ability to shar@wledge,
that is, in order to acquire this, organizationeudti pay abundant attention to knowledge sharingpmnents
such as encouraging employees to participate ijegrteams, encouraging employees to use interingtanets
and extranets to support knowledge access anchghafrbest practices among the different functideat!.
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