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ABSTRACT

Innovation capability is a company's ability to create new products, services, and business models
for growth and competitive advantage. It is closely linked to Knowledge Process Capability (KPC),
which supports creativity and innovation. Effective knowledge management enables firms to
leverage intellectual capital and improve performance, especially in dynamic markets with short
technological cycles. The integration of knowledge and innovation processes is crucial for
sustainable success and market growth. This study aims to review conceptual, theoretical and
empirical literature on the mediating role of innovating capability on knowledge process capability
and firm performance. In the case of letting companies do and innovate, particularly in dynamic
markets, where the world changes rapidly, strong knowledge process capability is useful. Through a
comprehensive review of theoretical and empirical literature, the study integrates insights from
resource based-view, dynamic capabilities theory, open innovation theory, contingency theory, and
innovation diffusion theory. Empirical research is conducted using data drawn from many industries
across many countries, and numerical evidence of firm performance (market share, profitability,
customer satisfaction, process improvement) is a central component of the analysis. It turns out that,
the more knowledge process competences a company possesses, the more innovation competences
it has, and the more that these result in better firm performance. Practical consequences mean that if
companies want to survive, they must develop a strong knowledge management infrastructure and
culture of innovation in the face of chaos induced by market forces. Armed with this insight into
relationships, leaders can make strategic choices that will make their organizations more robust and
more durable in the long term. Not only does this work shed further light on the interaction between
knowledge process capability, innovating capacity, and firm performance, it also provides a
template for other research in this vital area of study.

Keywords: Knowledge Acquisition Capability, Knowledge Combination Capability, Knowledge
Protection Capability, Knowledge Sharing Capability, Knowledge Process Capability
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1.1 Introduction

Innovation capability is a company's ability to create new products, services, processes and business
models that lead to growth and competitive advantage (Liao et al, 2020). The ability to innovate is
everything in the modern business world if companies want to be seen as up to date, and if they
want to take advantage of new markets. The capacity for this innovation is also associated with
KPC, since effective knowledge management is conducive to new thinking, and to an innovative
culture (Abubakar et al, 2019). Firms with high innovating potential can turn knowledge into
innovative outputs that improve the performance of the firm, especially in industries with short
technological cycle times. The investigation of innovating ability is an old field, reaching back to
Schumpeter (1934) description of innovation as the driving force of economic growth. Subsequent
research on innovation has broadened to encompass other forms of organizational innovation,
ranging from technological, product, process and business model innovation (Crossan & Apaydin,
2019). More-recent studies highlight the part played by organizational culture, leadership and
investment in R&D in developing an innovative capacity (Garcia-Sanchez et al, 2020). Companies
that promote experimentation and reward risk, for example, are more likely to create disruptive
innovations that can create a competitive advantage.

Empirical evidence has shown that innovation ability has a direct impact on firm performance,
particularly in dynamic markets where the market and the customer are in constant flux (Andreeva
& Kiant, 2018). Companies that can bring new products to market more quickly, and adjust the way
they operate, do so in response to outside pressures. Yet companies that want to flourish in unstable
markets must build a good culture of innovation. However, the influence of innovating potential on
firm performance is not necessarily straightforward. Sectoral context, firm size and market
conditions, for instance, all can mediate this relationship. Guo et al. (2020) found that the positive
impact of innovating ability on firm performance depends on the level of competition in the
industry the more the incentive to innovate. This implies that companies need to think carefully
about how they innovate, case by case, industry by industry, market by market, if they are to reap
the rewards of their innovating potential.

A clear linkage between KPC, innovation ability and firm performance can be found in the
literature. The organizational innovative potential is driven by knowledge process capacity, as it
underpins creativity, experimentation, and problem-solving (Yang et al, 2020). For example, firms
that effectively manage their knowledge processes are more likely to be able to harness knowledge
for strategic purposes to create new problem-solving solutions that enhance performance (Cohen &
Levinthal, 2020). Thus, KPC is an accelerator that empowers companies to leverage their
intellectual capital and achieve the performance results. A study by Li et al (2023). first of its kind
integrative model, (2023): Explicating the relationship between knowledge process capability and
innovating capability in determining firm performance: The critical role of environmental
dynamism as a moderator. We would argue that in dynamic environments the companies that are
good in knowledge management and the plays of knowledge innovation are the ones that will
survive and thrive," wrote the authors. All this leads to the conclusion that organizations should
integrate and synthesize their systems of knowledge and innovation to create a synergistic value.

Furthermore, Xiao et al. (2021) found that KPC is a driver of innovating ability, which will further
contribute to better performance of a firm. This waterfall motif illustrates the contention that these
capabilities have to be viewed in terms of a system and not as standalone capabilities. If companies
manage knowledge well, the stage will be set for innovation, and that is where the quality gains will
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come from. And productive innovation, in turn, is closely tied to the success of businesses. They
create the offerings (products, services, or processes) new to the market and generate new ideas
(Garcia-Sanchez et al, 2020), so creative companies are unique from the competitors and don not
appeal consumers. This ultimately leads to market share, profitability and growth as the outcome of
this innovation type. Moreover, it has been shown that innovators survive and do particularly well
in markets with faster-changing technologies where the ability to adapt quickly and in agile manner
is necessary for survival (Dziallas & Blind, 2019). It is the KPC interaction that is the driver of firm
performance in dynamic settings. The literature indicates that KPC is the link between innovation
and firm performance, meaning that the better the quality of a firm's knowledge management
system, the more effective it is at turning innovation into performance-improving outcomes (Ruiz-
Mercader et al, 2022). It implies that KPC and creative ability are bedfellows, that both are key
sources of firm performance.

Keywords:

1.2 Objective of the study

To review conceptual, theoretical and empirical literature on the knowledge process capability and
firm performance with the view of identifying the knowledge gaps that may form the basis for
future studies.

2.0 The Concept of Firm Performance

Firm performance is a multifaceted concept that has evolved over time to reflect the dynamic nature
of business environments. Initially, firm performance was measured using financial metrics such as
profit, revenue, and market share. These traditional measures primarily emphasized operational
efficiency and profitability as the key indicators of a firm's success. However, over the past few
decades, scholars have expanded the concept to include non-financial dimensions, such as
innovation, customer satisfaction, employee engagement, and environmental sustainability. This
broader perspective acknowledges that long-term success in modern business environments requires
firms to not only generate profits but also to create value for stakeholders, adapt to technological
changes, and demonstrate social responsibility (Kaplan & Norton, 1992; Teece, 2014). Modern
studies also emphasize the importance of a firm’s strategic capabilities, such as knowledge
management, innovation capacity, and organizational learning, in driving superior performance
(Ambrosini & Bowman, 2009). These evolving definitions reflect the growing complexity of
business operations and the recognition that financial performance alone is insufficient to capture
the full scope of a firm’s success.

In recent years, research has increasingly focused on the relationship between strategic alignment
and firm performance. Strategic alignment refers to the process of ensuring that an organization's
resources, capabilities, and structures are effectively aligned with its strategic objectives (Henderson
& Venkatraman, 2013). For firms to achieve sustainable performance, they must align their internal
resources and processes with external opportunities and threats, a concept that has been central to
the discourse on competitive advantage. Smith (2020) highlights the role of strategic alignment in
knowledge-intensive industries, where aligning business strategy with IT strategy significantly
impacts firm performance. Studies indicate that firms with a high degree of alignment between their
strategies and resources tend to experience superior performance, particularly in areas such as
innovation, market responsiveness, and customer satisfaction (Baets, 2008; Luftman, Levis, &
Oldach, 2014). Strategic alignment not only improves efficiency but also fosters organizational
agility, enabling firms to adapt to changing market conditions and technological advancements
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(Powell, 2016). Furthermore, strategic alignment ensures that organizations are focused on
achieving long-term strategic objectives rather than merely short-term operational goals, thus
contributing to overall performance sustainability (Weill & Broadbend, 1988).

Recent empirical studies further underscore the link between strategic alignment and firm
performance. Research conducted by Johnson and Lee (2021) in the Netherlands found that
manufacturing firms with well-aligned strategies experienced higher levels of innovation and
competitiveness, leading to improved firm performance. Similarly, Bhardwaj (2019) conducted a
study in India on the role of knowledge management in high-tech firms, revealing that those firms
with strong knowledge acquisition and management strategies saw enhanced customer satisfaction
and profitability. These studies highlight the importance of aligning various functional strategies
such as IT, human resources, and procurement, with overarching business strategies. Additionally,
the concept of dynamic capabilities, as outlined by Teece (2007), emphasizes that firms with the
ability to reconfigure their resources and strategies in response to external changes are better
positioned to sustain superior performance. This ability to adapt and innovate continuously is
crucial for firms in industries characterized by rapid technological advancements and market
fluctuations. The growing recognition of the need for strategic alignment and adaptability has led to
a more nuanced understanding of firm performance, where long-term success is driven by the
ability to align internal and external elements effectively and respond to changes in the competitive
landscape.

Thus, the concept of firm performance has evolved beyond traditional financial measures to
encompass a broader set of strategic, operational, and relational factors. Scholars increasingly
recognize that sustainable performance in today’s dynamic business environment requires a
combination of financial success, innovation, stakeholder value creation, and adaptability. Strategic
alignment plays a crucial role in ensuring that firms can achieve these multifaceted objectives,
enabling them to leverage their resources and capabilities to meet both current and future
challenges.

2.1 Perspectives of Firm Performance

Firm performance is a multifaceted concept that is critical for assessing the effectiveness and
success of an organization in meeting its strategic objectives. It is traditionally measured through
financial metrics, including profitability, return on investment, and revenue growth. According to
Hitt et al. (2016), financial performance indicators provide valuable insights into how well an
organization is managing its resources and capital to generate economic value. However, in today's
dynamic business environment, the traditional financial measures are complemented by non-
financial performance indicators such as customer satisfaction, employee engagement, innovation,
and social responsibility. As firms face increasing competition and market volatility, adopting a
more comprehensive approach to performance measurement that includes both financial and non-
financial factors have become essential. This holistic approach to firm performance recognizes that
long-term sustainability and value creation are just as important as short-term financial gains
(Kaplan & Norton, 2014).

One important perspective on firm performance is the role of strategic alignment. Strategic
alignment refers to the process of ensuring that an organization’s strategy, resources, and
capabilities are well coordinated to achieve its long-term objectives. Henderson and Venkatraman
(2013) emphasize that the alignment between business strategy, organizational structure, and
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technology is essential for achieving superior performance. Firms with high levels of strategic
alignment are better able to leverage their resources efficiently and respond proactively to market
shifts and customer demands. This alignment allows businesses to streamline operations, reduce
inefficiencies, and enhance innovation capabilities, which ultimately drives firm performance.
Studies have shown that organizations with strong strategic alignment outperform those with poor
alignment, as they can more effectively adapt to the changing business environment and maintain a
competitive edge (Luftman et al., 2018).

Another significant perspective is the relationship between customer satisfaction and firm
performance. Customer satisfaction has long been recognized as a key driver of business success.
According to Anderson and Mittal (2021), customer satisfaction directly impacts repeat purchase
behavior, customer loyalty, and brand advocacy, which in turn enhances a firm’s financial
performance. Satisfied customers are more likely to make repeat purchases, recommend the
company to others, and remain loyal even in the face of competitive alternatives. Research by
Oliver (2015) also supports this perspective, highlighting that customer satisfaction is a precursor to
customer retention, which is crucial for long-term profitability. Firms that prioritize customer
satisfaction can build strong, lasting relationships with their customers, leading to improved brand
equity and increased market share. Furthermore, customer satisfaction is a cost-effective way of
enhancing firm performance, as retaining existing customers is generally less expensive than
acquiring new ones (Reichheld & Sasser, 1990).

Brand loyalty is another critical component that influences firm performance. Brand loyalty refers
to the degree to which customers consistently choose a particular brand over competitors.
According to Aaker (1997), brand loyalty is a key indicator of a firm's ability to maintain a
competitive advantage. Loyal customers are more likely to exhibit repeat purchase behavior, even
when faced with attractive offers from competitors. Additionally, loyal customers can act as brand
advocates, providing free word-of-mouth marketing that attracts new customers. Yoo et al. (2014)
argue that brand loyalty is central to a brand’s value and contributes significantly to long-term firm
performance. By fostering brand loyalty through consistent quality, excellent customer service, and
effective marketing, companies can reduce customer churn and increase their market share.
Research by Dick and Basu (2009) also emphasizes that brand loyalty not only drives repeat
purchases but also increases the likelihood of customer referrals, which can be a powerful driver of
firm performance in competitive markets.

In addition to customer-related factors, internal organizational capabilities such as innovation and
employee engagement play a significant role in determining firm performance. Innovation,
particularly in product development and service delivery, is vital for staying ahead in a competitive
marketplace. Firms that foster a culture of innovation are better able to anticipate market changes,
meet customer needs, and differentiate themselves from competitors (Hitt et al., 2016). Employee
engagement is another internal factor that influences firm performance. Engaged employees are
more likely to be productive, innovative, and committed to the organization’s success. According to
Gallup (2017), companies with highly engaged employees report significantly higher profitability
and lower turnover rates. By investing in employee development, providing a positive work
environment, and promoting a culture of innovation, firms can enhance both employee performance
and overall organizational performance.

Another perspective on firm performance is the impact of social and environmental responsibility.
Firms that adopt socially and environmentally responsible practices can enhance their reputation,
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build trust with customers, and attract socially conscious investors. According to Porter and Kramer
(2006), companies that integrate social and environmental concerns into their business strategy can
create shared value, benefiting both society and the firm. Research by Eccles et al. (2014) indicates
that firms with strong environmental and social practices outperform those with weak practices in
terms of stock price and profitability. Furthermore, socially responsible firms are more likely to
attract and retain top talent, as employees increasingly seek employers that align with their values.
Thus, integrating social and environmental responsibility into firm strategy can drive both financial
and non-financial performance outcomes.

In recent years, the rise of digital transformation has also emerged as a key factor influencing firm
performance. Digital technologies such as big data analytics, artificial intelligence, and cloud
computing are reshaping the business landscape, providing firms with new opportunities to improve
efficiency, enhance customer experiences, and innovate. According to Westerman et al. (2014),
firms that embrace digital transformation are better positioned to leverage data and technology to
optimize their operations and make more informed strategic decisions. By adopting digital tools,
firms can improve their agility, streamline processes, and better meet the demands of the modern
consumer. Additionally, digital transformation enables firms to expand their reach to new markets
and customer segments, further enhancing their performance.

Finally, the role of leadership in driving firm performance cannot be overlooked. Strong, visionary
leadership is essential for setting clear goals, aligning resources, and motivating employees to
achieve the organization’s objectives. According to Kotter (2012), effective leadership is
characterized by the ability to inspire, communicate a compelling vision, and make strategic
decisions that align with the firm’s long-term goals. Leadership is also critical for fostering a
positive organizational culture that supports innovation, collaboration, and continuous
improvement. Research by Bass and Avolio (1994) on transformational leadership shows that
leaders who exhibit inspirational motivation, intellectual stimulation, and individualized
consideration are more likely to enhance organizational performance. Therefore, the role of
leadership in guiding a firm toward its strategic objectives is a crucial factor in determining overall
firm performance.

2.2 Measurement of Firm Performance

Firm performance is a multifaceted concept that reflects how effectively a company achieves its
strategic and operational objectives. Among the most common measures of performance,
profitability and revenue growth are foundational metrics used by firms to assess financial health.
Profitability, typically measured through metrics such as net profit margin and return on assets
(ROA), provides a direct indication of a company's ability to generate earnings relative to its costs
and investments (Kaplan & Norton, 2017). Revenue growth, on the other hand, reflects a firm’s
capacity to increase its sales over time, signaling both market demand and operational efficiency.
Both metrics are essential for understanding a company's immediate financial success, but they are
often used in conjunction with other indicators to form a comprehensive picture of performance. In
addition to these financial indicators, customer satisfaction has emerged as a crucial performance
measure. As firms increasingly recognize the importance of retaining customers in a competitive
marketplace, customer satisfaction has become a significant indicator of future profitability and
growth. Research by Zeithaml et al. (2017) supports this by demonstrating that customer
satisfaction directly influences customer loyalty, which, in turn, affects repeat business and long-
term profitability. This study will prioritize these financial and customer-focused indicators, as they
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provide an integrated view of a firm's current performance and future potential.

In addition to profitability and customer satisfaction, employee engagement is another critical
indicator of firm performance. Highly engaged employees are more productive, committed, and
likely to contribute to a company's success, making it a vital area of measurement. Harter et al.
(2014) found that firms with highly engaged employees have 21% higher profitability and 17%
higher productivity compared to those with lower levels of engagement. Employee engagement,
therefore, serves as a precursor to both financial success and operational efficiency, aligning the
workforce's interests with company goals. Digital transformation, which refers to the integration of
digital technology into all areas of business, also plays an increasingly prominent role in measuring
firm performance. As firms adapt to the evolving technological landscape, their ability to leverage
digital tools to streamline operations and enhance customer experiences becomes a key
differentiator. Westerman et al. (2014) assert that firms investing in digital transformation
outperform their competitors in revenue growth, profitability, and market share. This study will
examine digital transformation as a performance indicator, specifically how effectively companies
are integrating digital innovations into their operations to improve efficiency and competitiveness.
Leadership effectiveness is another important determinant of firm performance. Leaders set the
strategic direction of the company and influence organizational culture, both of which affect overall
performance. Effective leadership has been associated with improved employee morale, higher
retention rates, and better decision-making, all of which contribute to improved firm performance
(Bass, 2018). This study will also include leadership effectiveness as a critical indicator, as strong
leadership drives the ability to adapt, innovate, and sustain competitive advantages.

Market performance, long-term sustainability, and the ability to maintain a competitive edge over
time are the final indicators of firm performance. Market performance is often measured by market
share, brand recognition, and customer acquisition rates. These metrics help firms assess how well
they are positioned in the market relative to competitors. Long-term sustainability, however,
evaluates a firm's ability to continue delivering value over time while minimizing environmental
impact and maintaining positive stakeholder relationships (Hart & Milstein, 2003). Firms with a
strong focus on sustainability tend to outperform their competitors in the long run by fostering
loyalty, reducing risks, and creating lasting value. This study will adopt a combination of these
indicators, with a focus on profitability, customer satisfaction, employee engagement, digital
transformation, leadership effectiveness, and sustainability. These measures provide a robust
framework for assessing firm performance, allowing for both immediate financial analysis and
longer-term strategic planning. By integrating both short-term and long-term indicators, the study
will offer a comprehensive understanding of how businesses can navigate and thrive in an
increasingly complex and competitive landscape.

3.0 The Concept of Knowledge Process Capability

The concept of Knowledge Process Capability (KPC) has emerged as a critical element in
understanding how organizations can manage and leverage knowledge to achieve competitive
advantage. KPC refers to the ability of an organization to effectively process, integrate, and apply
knowledge across various functions to drive performance and innovation. As knowledge becomes a
key resource in modern businesses, firms need to develop capabilities that enable the efficient
conversion of knowledge into actionable insights. Knowledge processes encompass the creation,
sharing, integration, and application of knowledge within an organization (Nonaka & Takeuchi,
1995). KPC is often associated with organizational learning and the ability to innovate, as it
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determines how well organizations can utilize existing knowledge to create new value. In this
context, knowledge management practices, such as codification, personalization, and knowledge
sharing, are integral to improving KPC (Grant, 1996). These processes not only involve managing
explicit knowledge but also fostering a culture that enables tacit knowledge sharing and
collaborative learning across organizational boundaries (Zack, 2007).

A key aspect of KPC is its role in enhancing organizational performance. Studies have shown that
organizations with strong knowledge management processes tend to outperform competitors, as
they are better equipped to leverage internal knowledge and respond to changing market demands.
For instance, a study by Darroch (2005) found that firms with high levels of KPC are more likely to
achieve improved innovation outcomes, resulting in better market performance. Knowledge
processes also support decision-making by providing access to timely and relevant information.
According to Kogut and Zander (1992), the integration of knowledge from diverse sources within a
firm enables faster and more effective decision-making. Furthermore, the ability to process and
apply knowledge is closely linked to organizational agility, which allows firms to adapt to new
challenges and capitalize on emerging opportunities. This ability to integrate knowledge into day-
to-day operations provides a critical advantage in industries characterized by rapid technological
change and competitive pressure. As such, firms that are able to enhance their KPC are more likely
to sustain long-term growth and profitability (Grant, 1996).

This study will adopt several indicators to measure KPC and its impact on firm performance. First,
the degree of knowledge sharing within the organization will be examined, as this is a crucial factor
in enhancing KPC. Studies by Davenport and Prusak (1998) have shown that organizations with
strong knowledge-sharing cultures tend to exhibit higher levels of innovation and adaptability.
Another key indicator will be the effectiveness of knowledge integration across different functions.
The alignment of knowledge from various departments, such as marketing, R&D, and operations, is
critical for achieving a holistic understanding of business challenges and opportunities. In line with
this, the study will also assess the role of leadership in fostering an environment that supports
knowledge processing capabilities. Research by Eisenhardt and Martin (2000) highlights that
effective leadership is essential for creating a culture of continuous learning and knowledge
application. Finally, the study will explore the use of technology and digital tools to enhance KPC.
The integration of IT systems that facilitate the capture, storage, and dissemination of knowledge is
crucial for firms aiming to maximize their knowledge capabilities (Alavi & Leidner, 2001). These
indicators will provide a comprehensive view of how KPC influences firm performance and the
mechanisms through which knowledge processing can lead to competitive advantage

3.1 Perspectives of Knowledge Process Capability

The concept of Knowledge Process Capability (KPC) has evolved to encompass several critical
capabilities that enable organizations to manage knowledge effectively. One of the first key
perspectives is the knowledge acquisition capability. Knowledge acquisition refers to the ability of
an organization to acquire external knowledge, which is vital for innovation and maintaining a
competitive edge. Organizations must actively seek and absorb knowledge from various sources,
such as customers, competitors, academic research, and market trends (Zahra & George, 2002).
This capability allows firms to adapt to changing environments, improve product offerings, and
enter new markets. According to the study by Jensen and Meckling (2017), companies that excel in
knowledge acquisition capabilities show better performance in adapting to market demands and
technological advancements. Furthermore, recent studies have demonstrated that organizations with
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strong knowledge acquisition processes are more likely to innovate and develop new competitive
strategies. For example, firms in the technology industry with advanced knowledge acquisition
capabilities can identify emerging trends faster, thus positioning themselves as leaders in their
respective markets (Spender, 2017). The acquisition of knowledge, especially in rapidly changing
industries, serves as the foundation for all other knowledge processes and is crucial for firms aiming
for sustained success in competitive markets.

A second important perspective on KPC is knowledge combination capability, which involves the
ability to combine diverse knowledge from various sources and functional areas to create new
insights, products, or services. This perspective highlights how organizations must integrate their
existing knowledge with newly acquired knowledge to create value. Knowledge combination is
particularly important in organizations with multiple departments or teams working on different
aspects of a product or service (Grant, 1996). According to Grant, a firm's ability to combine
knowledge effectively fosters synergies that can lead to more innovative solutions and improved
problem-solving capacity. Knowledge combination enables firms to tackle complex challenges by
integrating specialized knowledge across various functions. For example, in the pharmaceutical
industry, the combination of research and development knowledge with regulatory expertise and
market insights can lead to the creation of new drug formulations or therapies. Companies that
develop strong knowledge combination capabilities are more likely to bring new, innovative
products to market, thereby gaining a competitive advantage. Research by Teece (2007) emphasizes
that firms capable of combining knowledge across different domains are better positioned to
innovate and develop new technologies, enhancing their market competitiveness. Additionally, the
ability to combine knowledge improves organizational learning and contributes to more effective
decision-making processes (Zahra & George, 2002).

The third perspective of KPC focuses on knowledge protection capability, which refers to an
organization’s ability to protect its valuable knowledge assets from competitors, intellectual
property theft, or misuse. This perspective is especially important in industries where intellectual
capital is a significant driver of success, such as technology, pharmaceuticals, and creative
industries. Knowledge protection involves safeguarding proprietary information, patents, trade
secrets, and strategic insights from unauthorized access (Cohen & Levinthal, 2020). Firms that
invest in strong knowledge protection mechanisms, including legal protections and secure
information systems, can preserve their competitive advantage over time. Research by Ahuja and
Katila (2001) found that firms with stronger knowledge protection capabilities are more likely to
maintain leadership positions in their industries because they are able to keep their innovations from
being easily copied. Furthermore, knowledge protection can also involve organizational policies
that encourage trust and prevent the leakage of sensitive information. Knowledge protection ensures
that organizations retain the value derived from their intellectual capital, thus contributing to long-
term profitability and sustainability. In fact, industries such as biotechnology and software
development have invested heavily in intellectual property rights and cybersecurity systems to
protect their innovative knowledge (Teece, 2007). The knowledge protection perspective
underscores the need for organizations to maintain a balance between sharing knowledge for
innovation and safeguarding it for competitive advantage.

In addition, knowledge sharing capability is another crucial component of KPC. Knowledge sharing
refers to the ability of an organization to encourage and facilitate the dissemination of knowledge
among employees, teams, and departments. Effective knowledge sharing enhances collaboration,
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reduces redundancy, and promotes a culture of continuous improvement (Cohen & Levinthal,
2020). A strong knowledge sharing capability allows organizations to leverage the expertise of their
workforce and accelerate problem-solving. According to the study by Hislop (2013), organizations
that promote knowledge sharing among their employees are more likely to improve productivity
and innovation outcomes. Knowledge sharing can take place through formal channels, such as
training programs, or informal channels, such as social networks or collaborative tools (Alavi &
Leidner, 2001). In the digital age, the use of knowledge management systems, collaborative
platforms, and social media tools has significantly enhanced organizations' ability to share
knowledge across geographical boundaries. Studies by McElroy (2003) indicate that organizations
with robust knowledge sharing practices can also improve their employee engagement and
satisfaction, leading to better overall performance. Furthermore, research by Nonaka (1994)
emphasizes that knowledge sharing plays a pivotal role in knowledge creation and innovation, as it
enables individuals and teams to contribute to the organization’s knowledge base. Organizations
that invest in developing strong knowledge sharing capabilities are better equipped to adapt to
market changes and maintain a competitive advantage. The perspectives of Knowledge Process
Capability, knowledge acquisition, combination, protection, and sharing, are integral to an
organization's ability to manage its knowledge resources effectively. Each capability plays a critical
role in enabling firms to innovate, protect their competitive advantage, and share valuable insights
across their workforce. Firms that develop strong KPC are better positioned to navigate the
complexities of today’s business environment, driving both short-term performance and long-term
sustainability.

3.2 Dimensions of Knowledge Process Capability

The dimensions of Knowledge Process Capability (KPC) have become a cornerstone of
organizational performance, particularly as the global business environment shifts towards
knowledge-driven strategies. In today’s dynamic business environment, knowledge management
has become a pivotal element for organizations seeking to achieve a competitive advantage. The
dimensions of Knowledge Process Capability (KPC); knowledge acquisition, knowledge
combination, knowledge protection, and knowledge sharing, are central to this process. These
capabilities help organizations effectively manage their intellectual assets and align them with
strategic goals. However, the measurement of KPC is complex, as each dimension includes several
indicators that reflect the efficiency and effectiveness of knowledge-related processes.

The first dimension, knowledge acquisition capability, focuses on an organization’s ability to
collect and integrate external knowledge. This capability is essential for staying ahead of market
trends and adapting to technological advancements. The indicators for measuring knowledge
acquisition capability include: sources of external knowledge, which evaluates the range and variety
of sources from which an organization acquires knowledge (Cohen & Levinthal, 2020); knowledge
absorption capacity, measuring the organization’s ability to internalize and apply acquired
knowledge to its processes (Zahra & George, 2002); effectiveness of knowledge search
mechanisms, which assesses how efficiently an organization identifies, searches for, and captures
relevant external information (Madhavan & Grover, 1998); and integration of acquired knowledge,
which measures how effectively acquired knowledge is embedded into business practices. Studies
show that organizations with strong knowledge acquisition capabilities are more likely to innovate
and maintain competitive advantages (Cohen & Levinthal, 2020). For this study, the focus will be
on sources of external knowledge, knowledge absorption capacity, and integration of acquired
knowledge as the primary indicators. These indicators are crucial because they directly impact the

10



International Journal of Education and Research Vol. 13 No. 3 March 2025

organization's ability to identify and utilize external insights, a key driver of innovation and
adaptation.

The second dimension, knowledge combination capability, refers to the ability of organizations to
combine diverse pieces of knowledge from various internal and external sources to create new
products, services, or processes. This capability is particularly valuable in knowledge-intensive
industries where the ability to synthesize specialized knowledge can lead to breakthroughs in
innovation. The key indicators for measuring knowledge combination capability include:
interdepartmental collaboration, assessing the degree of knowledge sharing and integration between
different departments (Grant, 1996); use of knowledge management systems (KMS), which
evaluates the tools and technologies the organization uses to store, share, and combine knowledge
(Alavi & Leidner, 2001); effectiveness of cross-functional teams, measuring how well teams from
different organizational functions collaborate and combine their knowledge for problem-solving and
innovation; and interdisciplinary knowledge integration, evaluating the extent to which knowledge
from different disciplines is integrated to create new solutions (Teece, 2007). Research highlights
that organizations with strong knowledge combination capabilities can more effectively innovate
and respond to market changes (Zahra & George, 2002). In this study, interdepartmental
collaboration, use of knowledge management systems, and interdisciplinary knowledge integration
will be the indicators selected. These indicators are essential because they directly reflect the
organization’s ability to facilitate knowledge flows across boundaries and leverage technologies that
support knowledge combination processes.

The third dimension, knowledge protection capability, focuses on the safeguarding of valuable
intellectual property and organizational knowledge. This capability is critical in industries where
innovation and proprietary knowledge are major sources of competitive advantage. The indicators
for knowledge protection capability include: intellectual property protection, which assesses the
measures taken by the organization to safeguard its innovations through patents, trademarks,
copyrights, and other forms of intellectual property protection (Ahuja & Katila, 2001); security of
knowledge management systems, evaluating the level of protection against unauthorized access and
cyber threats to digital knowledge assets (Hislop, 2013); use of confidentiality agreements, which
tracks the use of legal agreements, such as non-disclosure agreements (NDAS), to protect sensitive
information; and organizational culture of knowledge security, assessing how deeply knowledge
protection is ingrained in the organization’s culture and practices (Cohen & Levinthal, 2020). A
robust knowledge protection capability ensures that organizations maintain control over their
intellectual assets and reduce the risk of knowledge leakage to competitors. The importance of
intellectual property protection and secure systems is well documented in the literature, which
shows that companies with strong protection mechanisms tend to perform better in innovation-
driven markets. In this study, intellectual property protection, security of knowledge management
systems, and organizational culture of knowledge security will be adopted as key indicators, as they
directly address the ability to safeguard and protect valuable knowledge from external and internal
threats.

The fourth dimension, knowledge sharing capability, pertains to the organization’s ability to share
knowledge internally to promote collaboration, learning, and continuous improvement. This
capability is essential for fostering a culture of open communication and collective problem-solving.
The indicators for measuring knowledge sharing capability include: frequency of knowledge-
sharing activities, tracking how often employees engage in activities such as knowledge-sharing
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sessions, workshops, and collaborative meetings (Alavi & Leidner, 2001); organizational support
for knowledge sharing, which measures how much the organization supports knowledge-sharing
initiatives through resources, incentives, and leadership encouragement (Hislop, 2013); employee
willingness to share knowledge, assessing the degree of trust and openness among employees to
share their knowledge with colleagues (Szulanski, 1996); and use of collaborative platforms,
evaluating the effectiveness of digital tools that facilitate knowledge sharing and collaboration
within the organization (Luftman, Papp, & Brier, 2018). A strong knowledge-sharing culture has
been shown to contribute to faster innovation cycles and improved organizational performance
(Hislop, 2013). For this study, organizational support for knowledge sharing, employee willingness
to share knowledge, and use of collaborative platforms will be adopted as indicators. These factors
are vital because they reflect the organization's commitment to fostering an environment that
encourages knowledge dissemination and collaboration across departments.

3.3 Adoptions and Outcomes of Knowledge Process Capability in Strategic

Knowledge Process Capability (KPC) plays a pivotal role in strategic management by enhancing the
organization's ability to acquire, combine, protect, and share knowledge effectively. The adoption of
KPC in strategic management processes helps organizations improve decision-making, foster
innovation, and adapt to rapidly changing environments. Scholars suggest that organizations with
robust KPC are better equipped to leverage their knowledge resources in alignment with strategic
objectives, thus gaining a competitive edge. According to an empirical study by Mclvor et al.
(2014), organizations that enhance their knowledge process capabilities experience better alignment
between knowledge management strategies and business goals, leading to improved organizational
performance. The integration of KPC into strategic management ensures that knowledge is not only
captured and protected but also shared effectively across departments, thus facilitating more
informed decision-making and enhancing overall performance (Lichtenthaler, 2011). Furthermore,
the adoption of knowledge capabilities supports operational efficiency, innovation, and
responsiveness, which are essential for maintaining competitiveness in dynamic markets.

One significant outcome of adopting KPC in strategic management is the improved capacity for
knowledge acquisition and combination. Knowledge acquisition capabilities, which involve
sourcing external knowledge and adapting it to internal contexts, have been linked to better
innovation outcomes. A study by De la Torre-Ruiz and Hernandez-Lemus (2018) highlights that
organizations with strong knowledge acquisition capabilities tend to adapt more rapidly to
technological changes and market demands, leading to higher performance. Similarly, knowledge
combination capabilities allow organizations to synthesize diverse information, facilitating
innovation and process improvements (Zahra & George, 2002). According to a study by Nonaka
(1994), organizations that foster knowledge sharing and combination can create a competitive
advantage by converting tacit knowledge into explicit knowledge that is accessible and actionable.
The integration of these capabilities with strategic goals ensures that knowledge management
contributes directly to the achievement of business outcomes, including increased profitability and
market leadership.

The adoption of KPC also results in better knowledge protection and sharing, which significantly
impacts the organization’s ability to maintain its competitive advantage. Knowledge protection
capabilities are essential in safeguarding proprietary knowledge, ensuring that valuable intellectual
assets are not lost to competitors. According to Ahuja and Katila (2001), organizations with strong
knowledge protection mechanisms are more likely to maintain their competitive position in the
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market. Meanwhile, knowledge sharing capabilities promote collaboration across departments and
functions, leading to increased organizational agility and responsiveness. Researchers such as
Hislop (2013) emphasize that effective knowledge sharing leads to greater organizational cohesion
and improved team performance. By aligning these capabilities with strategic objectives,
organizations can ensure that knowledge flows smoothly within the organization, supporting better
decision-making, innovation, and long-term success. As such, the adoption of KPC in strategic
management is a key driver of sustainable business performance and competitive advantage.

4.0 Theoretical Literature Review

Theorists' models are very valuable as drivers of empirical work precisely because they provide us
with a glimmer of how firms know and innovate amid a changing world. Knowledge process
capability is the ability of the firm to acquire, disseminate and utilize knowledge efficiently, a
critical ingredient in stimulating innovation. And, in turn, creativity relies on a company's ability to
innovate, to produce new products and services, and to respond to market shifts. The academic
name for the pace and uncertainty of changes in the business environment is environmental
dynamism, and it can have important consequences for firm strategy and performance outcomes.

4.1 Resource-Based View

Resource-Based View (RBV) is a paradigm theory in strategic management that suggests that a
firm's internal resources and capabilities are the origin of sustained competitive advantage and
superior performance (Barney, 1991). This view shifts attention away from external drivers in
industry, and towards the particular combination of resources and competences a firm has, and
suggests that the most important factor in shaping a firm's competitive position and performance is
what goes on within firms. The RBV suggests that resources can be classified at a high level as
either tangible (such as physical assets, financial capital) or intangible (such as knowledge, brand
name, organizational culture). Not all resources are equally good at creating competitive advantage,
though. Barney (1991) introduced the VRIN framework, which states that resources must be
Valuable, Rare, Inimitable, and Non-substitutable in order to yield sustainable competitive
advantage.

As an account of how firms learn and operate, RBV is powerful. Since it is unquantifiable,
knowledge (coupled with reputation) is commonly cited as one of the most strategically important
assets of the firm (Grant, 1996). Knowledge process capability, or the capacity to generate, acquire,
disseminate and utilize knowledge, could be a cognitively intensive socially embedded capability
that meets the VRIN criteria. The other, more general dimension of the research, innovative
capability, can be understood in RBV terms as a higher-level capability, which assembles and
reassembles resources and competences into new products (Lawson & Samson, 2001). This
capability is often rare, difficult to imitate, and can create significant value, aligning well with the
RBV's criteria for sources of competitive advantage.

The relationship between these capabilities and performance is at the heart of the RBV. This theory
proposes that companies that do a better job of processing knowledge and innovating will
outperform their competitors simply because those abilities allow them to create more value, and to
capture it. That this performance gap should persist, in the long run, is likely because other
companies find it hard to copy such complex, socially embedded competencies. Yet the RBV also
recognizes that value is not static and unchanging for resources and capabilities, especially in
turbulent contexts. This is how to come to terms with the idea of dynamism in your work This
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recognition is. In particularly dynamic markets, where the capacity to constantly reallocate and
shape resources and expertise is key, the RBV's scope has been extended to include dynamic
capabilities (Teece et al, 1997).

The RBV has significant implications for managers and strategists. The implication is that
companies must become better at creating and maintaining distinctive, valuable assets and
competencies, especially in the knowledge processes and innovation realm. And, second, it stresses
the importance of pooling resources and knowhow in order to create the sort of complex, difficult-
to-imitate competences. However, RBV's limitation to the static is also a criticism, since it does not
sufficiently explain the generation and utilization of resources in dynamic settings (Priem and
Butler, 2001). This criticism has led to the development of more dynamic perspectives, such as the
dynamic capabilities theory. Moreover, other scholars have argued that the RBV neglects the
institutional and industry environment in which companies are situated (Oliver, 1997).

The RBV is still, though, the dominant theory in strategic management, and one with significant
implications for understanding the basis of competitive advantage, and for firm performance. Its
emphasis on internal assets and competences is a foil to external, industry-based approaches to
strategy. In your own research, the RBV is an appealing foundation from which to investigate the
relationship between knowledge processing capability, innovating capability and firm performance.
It implies that, until the competencies become common, easy to imitate and fully unbundled from
other organizational assets, companies that are superior on these competencies will be more likely
to win out.

In addition, the RBV gives us an account of why, within the same industry, some companies are
more innovative and more skillful in managing their knowledge than others. It shows the
idiosyncratic past, social contortions and causal uncertainty that make such powers so hard to
duplicate. The Resource-Based View provides a useful framework for analyzing the relationship
between knowledge process competence, innovating competence and firm performance. In its
emphasis on the strategic relevance of own, real resources and capabilities, it offers a theoretical
basis for explaining how companies can gain and maintain competitive advantage in different, even
evolving, environments.

Tangible resources Intangible resources

v

Capabilities

v

Competitive advantage

Source Lawson & Samson, (2001)
Figure 1: Resource-Based View
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The Resource-Based View provides a crucial framework for understanding how firms achieve
sustainable competitive advantage through their unique resources and capabilities. In the context of
knowledge process and innovating capabilities, RBV explains how firms can leverage both their
tangible and intangible resources to create superior performance. The theory suggests that when
resources are valuable, rare, inimitable, and non-substitutable (VRIN), they can generate sustainable
competitive advantages. Knowledge process capabilities represent a key intangible resource that fits
these criteria, as they involve complex organizational routines for acquiring, processing, and
utilizing knowledge. Similarly, innovating capabilities emerge from the unique combination of
organizational resources and processes. In dynamic environments, the RBV helps explain why some
firms outperform others, as those with superior knowledge and innovation capabilities can better
utilize their resource base to create and maintain competitive advantages.

4.2 Dynamic Capabilities Theory

The Dynamic Capabilities Theory (DCT) itself evolved as a development from the Resource-Based
View (RBV) in an effort to explain competitive advantage in dynamic settings. Popularized by
Teece, Pisano and Shuen (1997), this theoretical perspective highlights the firm's ability to
assimilate, deploy and recombine internal and external competencies in the face of changing and
turbulent conditions.

Dynamic capabilities are 'the firm's capacity to assemble, configure and reconfigure internal and
external competences to meet the changing demands of its environment' (Teece et al, 1997). None
of these powers are the same as common powers, namely the ability to do normal things. Rather,
dynamic capabilities are second-order abilities that allow firms to sense opportunities and threats,
seize and respond, adapt and learn, deploy, protect and reconfigure tangible and intangible
resources, in order to maintain competitiveness (Teece, 2007).

Among discussions of knowledge process capability and firm performance, the Dynamic
Capabilities Theory (DCT) is a useful basis for exploring how firms change and adjust their
strategic, knowledge-based business processes over time. Knowledge process expertise, the
creation, capture, distribution and use of knowledge, is an evolving competency in its own right,
because it enables companies to continuously refresh and restructure their knowledge holdings in
the face of environmental change. Dynamic capability also plays a role in the innovative capacity,
the other main subject of your work, of course. New inventions typically consist of the combination
(or recombination) of existing resources and knowhow, or the creation of new ones. The ability to
creatively change more or less predictably over long periods, particularly in volatile environments,
is a hallmark of strong dynamic capabilities (Teece, 2007).

Dynamic capabilities are the center of the Dynamic Capabilities Theory. That is the logic of the
presented argument: the higher the rates of change in the business environment, the higher the need
in dynamic capabilities. Some of the requirements that are necessary for adaptability in volatile
business environment include positive identification of changes, the utilization of change
opportunities and the relocation of the resource base in fairly short order if firms are to remain
viable. It also dovetails with your own research focus on dynamism as well as impact of dynamism
on the capabilities —firm performance nexus. The Dynamic Capabilities Theory assumes that the
performance of the given firm, in particular when the environment is changing, depends upon the
quality of the firm’s dynamic capabilities. Those firms with greater dynamic capabilities are
expected to perform better than those with lesser dynamic capabilities especially in conditions of
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high environmental dynamism. This analytical perspective reveals how firms can continue to
generate sustainable competitive advantage where environments are dynamic overtime.

One of the most important things that the Dynamic Capabilities Theory has done is to put managers
squarely in the centre as the constructors of organizational abilities. According to Teece (2007),
entrepreneurial management is essential to 'the sensing of opportunities, the mobilizing of resources
to exploit these opportunities, and the ongoing reconfiguration of the organization'. This
management lens provides hints about how knowledge processes and capacity for innovation are
generated, sustained and enhanced over time. The theory also recognizes that capability
development is path-dependent. The company's current potentiality is an outcome of past decisions
and experience that both open up and shut down the future potentiality. This historical approach is
especially rewarding when it comes to thinking about the evolution of firms, and how they
reinvigorate their relationship to knowledge and innovation.

The Dynamic Capabilities Theory has its critics, who point out that the term is often used without
much precision, and that it is hard to operationalize empirically (Arend Bromiley, 2009). Some have
even gone so far as to doubt that dynamic capabilities ever reliably improve performance, arguing
that the expense of forming and sustaining them can in some cases exceed the benefits (Winter,
2003). However, in the face of these criticisms, the Dynamic Capabilities Theory has become one
of the cornerstones in the field of strategic management research, especially in the literature that
addresses firm adaptation and performance under conditions of environmental change. It provides a
valuable complement to the static perspective of the Resource-Based View by emphasizing the
processes of continuous renewal and adaptation.

It is the starting base of the theory whereby Firm create and maintain superior knowledge processes
and competencies for innovation in the mid to long run-in dynamic contexts. It also indicates that
this relationship between skills and firm performance may well be moderated by environmental
turbulence and that the results would be more pronounced in turbulent environments. What it makes
clear is that capabilities are developed through managerial action and this may be something that
could relate to literature review. It also demonstrates the significance of understanding incremental
changes in capacities and how longitudinal view of their evolution can be effective tool for
answering the how and how much questions regarding transformation of capacities for knowledge
process and innovation. It makes perfect sense when trying to understand how firms can sustain
competitive edge through continuous change and adaptation given such dynamic contexts.

The Dynamic Capabilities Theory provides an umbrella theory for explaining the dynamic interplay
between knowledge process, innovation, firm performance and environmental dynamism. By
concentrating on the way companies evolve and recombine their competences over the long term, it
offers a dynamic perspective which supplements and extends what the Resource-Based View has
learned.
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Source Winter, (2003)

Figure 2: Dynamic Capabilities Theory

This theory extends beyond static resource configurations to explain how firms adapt and evolve in
changing environments. It is particularly relevant to your study as it directly addresses the
relationship between environmental dynamism and firm performance. The theory posits that
organizations must develop three key capabilities: sensing opportunities and threats, seizing
opportunities through resource mobilization, and reconfiguring their resource base to maintain
competitiveness. Knowledge process capability plays a crucial role in this framework, as it enables
organizations to effectively sense and interpret environmental changes. Similarly, innovating
capability represents a key dynamic capability that allows firms to reconfigure their resources and
create new solutions in response to environmental changes. The theory helps explain how firms can
maintain high performance in dynamic environments by developing systematic processes for
adapting their capabilities and resource configurations.

4.3 Contingency Theory

Contingency Theory, a concept that emerged in organizational studies during the 1960s, asserts that
there is no single best way to organize or manage a company. Instead, the optimal approach
depends on the context, particularly the organization’s internal and external environment. Scholars
such as Lawrence and Lorsch (1967) and Burns and Stalker (1961) have contributed to this theory,
challenging the classical management perspective that advocates a universal “one-size-fits-all”
approach. Contingency Theory, in contrast, promotes a more nuanced understanding of
organizational effectiveness, emphasizing that success hinges on aligning various organizational
variables such as environment, technology, and size, with the unique contingencies shaping the
organization’s context (Donaldson, 2001). The core idea is that a specific organizational structure or
management technique is only effective within the environment in which the organization operates.

Contingency Theory offers valuable insights for research on knowledge process capability,
innovating capability, firm performance, and environmental dynamism. Firstly, it suggests that the
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productivity of knowledge processes depends on the organizational context. In stable environments,
formal knowledge management systems may be most effective, while in more dynamic settings,
informal knowledge-sharing methods could be preferable. Regarding innovating capability,
Contingency Theory posits that there is no one-size-fits-all approach to innovation. The most
effective innovation strategies depend on factors such as competitive pressure, company size, and
environmental uncertainty. For example, a formal innovation process may work well in a mature
industry, while a more flexible, organic approach is necessary in rapidly changing markets. In terms
of firm performance, the theory suggests that aligning an organization’s characteristics with its
contingencies leads to optimal performance, with the relationship between capabilities (such as
knowledge and innovation processes) and firm outcomes potentially mediated by various contingent
factors. Environmental dynamism, a key concept in Contingency Theory, further reinforces the idea
that organizations must adapt their structures and processes to cope with fluid and unpredictable
environments, which aligns with the emphasis on change in your research.

Contingency Theory’s lasting legacy is its focus on the importance of "fit" or alignment between an
organization’s characteristics and its contingencies. This concept has been interpreted in various
ways within the literature. The selection approach views "fit" as the result of an evolutionary
process of adaptation, where only organizations best suited to their environments survive. The
interaction approach focuses on how the interaction between organizational characteristics and
contingency variables determines performance. The systems approach considers "fit" as the internal
coherence between an organization’s properties and the contingencies it faces. These varying
perspectives on "fit" can help guide your research on the relationship between organizational
capabilities, environmental factors, and firm performance.

Contingency Theory has wide applicability in organizational and management research. For
example, Burns and Stalker (1961) suggested that mechanistic structures are suitable for stable
environments, while organic structures are more appropriate for dynamic ones. The theory of
situational leadership (Hersey & Blanchard, 1969) also aligns with Contingency Theory, proposing
that effective leadership depends on the maturity of followers and the nature of the situation.
Similarly, Miles and Snow (1978) argued that strategic types (defenders, prospectors, and
analyzers) perform best when aligned with their environmental conditions. These examples
illustrate the theory’s broad relevance to various aspects of organizational life, from structuring
knowledge management to driving innovation processes.

Despite its widespread influence, Contingency Theory has faced criticism for being overly
deterministic, neglecting the role of managerial discretion and organizational adaptation (Child,
1972), and for its focus on "fit," which can sometimes lead to static, inflexible views that fail to
account for the dynamic nature of organizations and their environments (Schoonhoven, 1981).
Nonetheless, Contingency Theory remains a powerful framework in organizational studies, offering
several key contributions to research. First, it highlights the dynamic relationship between
knowledge process capability, innovating capability, and firm performance, suggesting that this
relationship is not static but depends on specific contextual factors. Second, it encourages framing
research in terms of the alignment between organizational resources and environmental demands,
shaping how these constructs are defined and measured. Third, it opens up the possibility of
exploring how environmental change affects the effectiveness of different organizational
competencies and activities. Finally, it suggests that companies may need to rethink their
knowledge management and innovation practices in response to internal and external changes,
emphasizing the importance of dynamic capabilities.
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Contingency Theory is a valuable philosophical framework for understanding the complex interplay
between knowledge process capability, innovating capability, firm performance, and environmental
dynamism. By focusing on the alignment between organizational variables and environmental
contingencies, it provides a more contextual and situation-specific approach to studying
organizational effectiveness. This perspective can enrich your research by offering a nuanced way
of thinking about the antecedents of firm performance in a dynamic and ever-changing
environment.

Organizational

External Organizational Organizational
contingencies | characteristics effectiveness
v
Fit

Source Donaldson, (2001)
Figure 3: Contingency Theory

This theoretical framework emphasizes that there is no single optimal way to organize or manage a
firm, as the most effective organizational approach depends on various internal and external
contingencies. In the context of knowledge process capability and innovating capability, the theory
suggests that their effectiveness is contingent upon the alignment or ‘fit' between organizational
characteristics and environmental conditions. The theory is particularly relevant when examining
environmental dynamism, as it explains how different levels of environmental change may require
different organizational configurations and capabilities. For firm performance, contingency theory
suggests that success depends on achieving an appropriate fit between organizational structures,
processes, and environmental demands. This means that knowledge processes and innovation
approaches that work well in stable environments might need to be significantly different in highly
dynamic contexts. The theory helps explain why firms need to develop flexible and adaptable
capabilities that can be reconfigured based on changing environmental conditions, rather than
pursuing a one-size-fits-all approach to knowledge management and innovation.

5.0 Empirical Literature Review

5.1 Knowledge Acquisition Capability and Firm Performance

A recent study by Liu et al. (2021) focused on the relationship between knowledge acquisition
capability and firm performance in small and medium-sized enterprises (SMEs) in Silicon Valley,
USA. The study aimed to explore how SMESs’ ability to acquire external knowledge influences their
performance outcomes, with a particular focus on market competitiveness and innovation
capabilities. The research methodology involved a survey of 250 SMEs, with a 25% response rate,
providing valuable insights into the knowledge acquisition processes. Using regression analysis, the
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study found that higher knowledge acquisition capability significantly enhances firm performance,
especially in terms of innovative output and market share growth. Additionally, firms that were
more adept at integrating external knowledge into their operations were better positioned to adapt to
market changes and enhance their competitive advantage. However, the study did not address the
specific challenges SMEs face in balancing knowledge acquisition with other organizational
capabilities such as knowledge protection and sharing. The gap that this current study will fill is to
examine the role of external knowledge and integration of acquired knowledge in strengthening the
relationship between knowledge acquisition capability and firm performance. This study will also
provide a deeper understanding of how firm can use their knowledge acquisition capabilities not
just to improve operational outcomes but to drive sustainable growth in the face of rapid
technological advancements and market dynamics.

A study by Jansen et al. (2020) conducted in the Netherlands explored the impact of knowledge
acquisition capability on firm performance within the technology sector. The research was designed
to assess how firms’ ability to acquire knowledge from external sources, including competitors,
suppliers, and customers, influences their competitive positioning and innovation outcomes. The
survey was distributed to 300 technology firms, with a 22% response rate. Using structural equation
modeling, the study revealed that knowledge acquisition directly contributes to improving firm
performance, particularly in fostering new product development and market penetration. However,
the study noted that firms that struggled to integrate external knowledge into their internal processes
faced challenges in maintaining long-term performance gains. The gap this study will address is the
influence of knowledge-sharing practices on knowledge acquisition in firms, especially how these
practices mitigate the risk of knowledge overload and inefficient use of acquired knowledge.

A study by Smith and Taylor (2021) investigated the relationship between knowledge acquisition
capability and firm performance among manufacturing firms. The study aimed to explore how the
ability to acquire relevant external knowledge, especially from global markets, can affect innovation
processes and operational efficiency. Over 200 manufacturing firms participated in the study, with a
30% response rate. The results indicated that firms with strong knowledge acquisition processes
were more likely to introduce innovative products and enhance their production efficiency, leading
to superior firm performance. However, the study did not consider the role of industry-specific
challenges in knowledge acquisition. The gap this study aims to fill is examining how
manufacturing firms in the UK can leverage knowledge acquisition in combination with other
dynamic capabilities, such as process optimization and technology adoption, to sustain competitive
advantage.

Wang and Liu (2022) conducted a study to explore the link between knowledge acquisition
capability and firm performance in the context of Chinese multinational corporations. The study
focused on how firms based in China acquire knowledge from both local and international markets,
especially in high-technology sectors. A sample of 350 firms was surveyed, with a 28% response
rate. Using multiple regression analysis, the study revealed that knowledge acquisition capabilities
were strongly linked to increased market share and profitability, particularly when firms could
integrate acquired knowledge with their local expertise. The study also highlighted that political and
regulatory environment in China sometimes hindered the full utilization of acquired knowledge.
The gap that this study will address is how environmental factors, such as external knowledge and
knowledge integration between firms, influence the effectiveness of knowledge acquisition and its
impact on firm performance in China.
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5.2 Knowledge Combination Capability and Firm Performance

A study by Adams and Jacobs (2021) explored the impact of knowledge combination capability on
firm performance within the Canadian IT sector. The research aimed to examine how
interdepartmental collaboration and the use of knowledge management systems (KMS) facilitated
the integration of different knowledge streams across departments, thereby enhancing
organizational innovation and performance. Data was collected from 250 Canadian firms, with a
25% response rate. The study utilized structural equation modeling to assess the direct and indirect
effects of interdepartmental collaboration on firm performance, finding that firms with higher levels
of internal collaboration and a robust KMS experienced improved product development cycles and
higher customer satisfaction. However, the study also pointed out that while knowledge
combination enabled innovation, its impact on profitability was dependent on how well the acquired
knowledge was operationalized across departments. The gap that this study will fill is investigating
the specific role of interdepartmental collaboration in implementing effective knowledge
combination practices, and especially in terms of overcoming organizational silos that may impede
interdepartmental collaboration and knowledge flow.

A study by Tanaka and Yamamoto (2020) examined the role of interdisciplinary knowledge
integration in enhancing firm performance in Japan’s automotive industry. The research focused on
how cross-functional teams, which combined technical and managerial knowledge, contributed to
the innovation of new products and market competitiveness. The study was conducted with data
collected from 200 automotive companies, achieving a response rate of 22%. Through regression
analysis, it was found that companies with more successful knowledge integration across disciplines
were able to introduce more advanced technologies and better respond to changing market needs,
significantly improving their overall performance. The study highlighted that interdisciplinary
knowledge integration played a critical role in the automotive sector’s competitiveness but did not
address the limitations firms faced when integrating such knowledge at a global scale. The gap this
study will address is examining the effect to effective interdisciplinary knowledge integration in
international firms, particularly the cultural and communication effect that arise in firm
performance.

In Singapore, Chia and Tan (2022) conducted a study to investigate the relationship between
knowledge combination capability and firm performance in the context of the city-state’s rapidly
growing biotechnology sector. The study aimed to understand how interdisciplinary knowledge
integration contributed to innovation in product development and how knowledge management
systems supported the sharing of critical knowledge across various business functions. The survey
was distributed to 180 biotechnology firms using questionnaires, with a 30% response rate. Findings
from path analysis revealed that firms with effective knowledge combination processes, particularly
those that encouraged cross-functional collaboration and integrated KMS, were more likely to
achieve superior financial performance and market leadership. However, the study did not examine
the role of external knowledge sources in this process. The gap this study seeks to fill is
understanding how external collaborations and partnerships influence knowledge combination
capabilities in Singaporean biotechnology firms and their impact on firm performance.

A study by Pérez and Martinez (2021) analyzed the effects of knowledge combination capability on
firm performance in Mexican manufacturing firms, with a particular focus on the role of
interdepartmental collaboration. The research sought to examine how the integration of diverse
knowledge across departments, facilitated by knowledge management systems, helped improve
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operational efficiency and innovation outcomes. Data was gathered using questionnaire from 220
manufacturing firms, yielding a response rate of 24%. Using multiple regression analysis, the study
revealed that firms with strong knowledge combination capabilities through interdepartmental
collaboration reported higher levels of innovation and operational performance. However, the
research highlighted that knowledge combination efforts were often hindered by cultural barriers
and resistance to change. The gap this study will address is exploring how firms can overcome these
cultural barriers to effectively combine knowledge across departments and enhance their
competitiveness in the global market.

A study by Virtanen and Koskinen (2021) explored how knowledge combination capability
impacted firm performance in the Finnish high-tech sector, particularly through the use of
knowledge management systems and interdepartmental collaboration. The study aimed to assess
how the combination of technical and managerial knowledge, supported by advanced KMS,
contributed to innovation and operational excellence. Data was collected from 240 Finnish high-
tech firms, with a response rate of 26%. The study found that firms with well-developed KMS and a
culture of interdepartmental knowledge sharing were more capable of introducing innovative
products, leading to higher profitability and market share. However, the study also noted that while
knowledge combination improved innovation, the long-term performance benefits were contingent
upon the firm’s ability to continuously update and refine its knowledge processes. The gap this
study will address is understanding how firms can sustain their knowledge combination capabilities
in a rapidly changing technological landscape and their impact on firm performance.

5.3 Knowledge Protection Capability and Firm Performance

Henderson and Fisher (2022) conducted a study in the USA focusing on the role of intellectual
property (IP) protection in enhancing firm performance within the tech industry. The study sought
to investigate how the legal safeguarding of intellectual assets contributes to sustained innovation
and competitive advantage in high-tech firms. The research employed a mixed-method approach,
combining both qualitative case studies and quantitative surveys. A sample of 200 technology firms
was selected from the Silicon Valley region, with a response rate of 45%. Statistical techniques,
including structural equation modeling (SEM), were used to test the relationships between IP
protection practices and firm performance. The findings indicated a strong positive relationship
between effective intellectual property management and firm profitability, with stronger
correlations observed in firms with robust IP strategies. Moreover, IP protection was shown to
significantly contribute to innovation performance, reducing imitation risks and supporting
knowledge flow within the firms (Henderson & Fisher, 2022). This study fills the gap in
understanding the direct impact of IP protection on firm competitiveness and innovation in the US
context.

Takahashi and Kato (2021) examined the impact of knowledge management system (KMS) security
on firm performance in Japan, specifically within manufacturing firms. The study aimed to explore
how secure knowledge management platforms can protect valuable organizational knowledge and,
in turn, enhance organizational performance. A survey methodology was adopted, gathering data
from 150 firms across the industrial sector in Japan. Data was analyzed using regression analysis to
measure the effect of KMS security on performance indicators such as efficiency, innovation, and
revenue growth. The results showed that firms with secure KMS experienced a marked
improvement in operational performance and innovation output, indicating the vital role of security
in sustaining long-term competitive advantages. The study also found that a secure knowledge
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management environment was crucial for fostering organizational trust and knowledge sharing
among employees, further enhancing performance (Takahashi & Kato, 2021). This study will
contribute to the understanding of KMS security as a critical factor for achieving superior
performance in the competitive market.

Smith and Watson (2020) investigated the role of organizational culture in promoting knowledge
security and its subsequent effect on firm performance in the UK. The study hypothesized that a
strong organizational culture emphasizing knowledge security could improve performance by
reducing knowledge leakage and enhancing innovation. The study used a cross-sectional survey of
250 firms, specifically focusing on financial institutions in London. Structural equation modeling
(SEM) was used to analyze the relationship between knowledge security culture, innovation, and
firm performance. The findings revealed that firms with a culture centered around knowledge
protection saw significantly higher levels of innovation and market performance, due to more
secure management of sensitive business intelligence. The study highlights the importance of
embedding knowledge security practices within organizational culture to protect intellectual assets
and enhance overall business performance (Smith & Watson, 2020). This research will fill the gap
in the context by linking cultural practices to knowledge protection and firm success.

Olsson and Nilsen (2021) examined the link between knowledge management system (KMS)
security and firm performance in Norway, focusing on the oil and energy sectors. The study
investigated how the implementation of secure KMS influences the ability of firms to protect
proprietary knowledge and its impact on their performance. A quantitative research design was
employed, with data collected from 180 firms in the oil and gas industry. The study used path
analysis to measure the relationships between KMS security measures and firm performance, with a
particular focus on cost efficiency and risk mitigation. The results showed that firms with higher
levels of KMS security enjoyed improved operational efficiency and a greater ability to safeguard
intellectual capital, leading to higher financial performance and lower operational risks (Olsson &
Nilsen, 2021). This study will contribute to the understanding of KMS security in high-risk
industries and its positive influence on business outcomes.

Patterson and Dube (2022) conducted a study in Canada to assess the effect of intellectual property
(IP) protection on firm performance in the software industry. The study aimed to investigate how IP
protection mechanisms such as patents and trademarks contribute to a firm's ability to safeguard
innovations and improve performance. A quantitative survey was administered to 120 firms in the
Canadian software industry, and data was analyzed using multiple regression analysis. The study
found that IP protection significantly contributed to enhancing innovation output and revenue
generation, with firms demonstrating better competitive positioning in the market. The research also
indicated that firms with stronger IP protection mechanisms were able to attract more investments
and partnerships, further driving performance (Patterson & Dube, 2022). This research will add to
the existing literature by examining IP protection in the context of firm performance.

5.4 Knowledge Sharing Capability and Firm Performance

In a study conducted by Johnson and Lee (2021) in the USA, the impact of organizational support
for knowledge sharing on firm performance was explored. The study aimed to understand how the
level of support provided by organizations, such as training programs, rewards for knowledge
sharing, and creating an environment that promotes collaboration, affects the overall performance of
firms. The research methodology was a mixed-methods approach, incorporating both a quantitative
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survey of 300 employees across multiple sectors and qualitative interviews with 20 senior
managers. The survey data was analyzed using structural equation modeling (SEM), while the
interview responses provided deeper insights into the organizational dynamics surrounding
knowledge sharing. The findings revealed that organizational support significantly enhanced
employees' willingness to share knowledge, which, in turn, led to improved firm performance,
specifically in areas such as innovation and problem-solving efficiency. The study also highlighted
that the role of leadership in encouraging knowledge sharing was a critical factor for fostering a
knowledge-sharing culture. This study will contribute to the literature by emphasizing the role of
organizational support as a driver of knowledge sharing and firm performance.

Zhang and Wang (2020) conducted a study in China that examined how employee willingness to
share knowledge affects firm performance. The objective of the study was to explore the factors
influencing employees' willingness to share their expertise and how this influences organizational
outcomes. The study used a survey methodology, collecting data from 400 employees in the
technology and manufacturing sectors in Beijing. The data were analyzed using regression analysis
to determine the relationship between employee willingness to share knowledge and organizational
performance. The results showed that employees’ willingness to share knowledge was strongly
influenced by perceived organizational benefits, such as recognition and career development
opportunities. Furthermore, a positive relationship was found between high levels of knowledge
sharing and improved firm performance, particularly in innovation-driven industries. The study
concluded that fostering an environment where employees are encouraged to share knowledge can
lead to greater competitive advantage. This research is valuable for understanding how employee
behavior regarding knowledge sharing can be a determinant of firm performance.

Reddy and Sharma (2019) studied the effect of using collaborative platforms for knowledge sharing
on firm performance in India. This study aimed to investigate how technological tools, such as
internal knowledge-sharing platforms and collaborative software, contribute to organizational
knowledge dissemination and performance improvements. The study used a quantitative survey
method, collecting data from 250 employees working in information technology (IT) and consulting
firms across Bengaluru. The data were analyzed using structural equation modeling (SEM) to assess
the impact of collaborative platform use on knowledge sharing and subsequent firm performance.
The study found that the adoption of collaborative platforms positively influenced knowledge
sharing behaviors, leading to enhanced firm performance, particularly in terms of project efficiency
and innovation output. The results also showed that the ease of use and accessibility of these
platforms were key factors in encouraging employee participation. This research will contribute to
the literature by demonstrating the role of technology in facilitating knowledge sharing and
improving firm performance.

5.5 Knowledge Process Capability, Innovation Capability and Firm Performance

In a study conducted by Lee and Taylor (2021) in Canada, the relationship between product
innovation capability and firm performance was examined. The research aimed to explore how
firms' ability to innovate products impacts their performance in competitive markets. The study
used a quantitative methodology, surveying 200 manufacturing companies in Ontario. Data were
collected through structured questionnaires, and the responses were analyzed using regression
analysis. The results showed that product innovating capability had a significant positive effect on
firm performance, particularly in terms of market share and customer satisfaction. Companies that
invested in R&D, encouraged cross-functional collaboration, and had a clear product innovation
strategy were found to outperform competitors. The study emphasizes the importance of product
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innovation as a key driver of competitive advantage and financial success. This research will fill a
gap in understanding the direct impact of product innovation on firm performance.

Sousa and Pereira (2020) conducted a study in Portugal to analyze the effect of process innovating
capability on firm performance. The study sought to determine how innovations in business
processes, such as automation, efficiency improvements, and lean manufacturing, influence
organizational outcomes. The research used a mixed-methods approach, including a survey of 150
firms across various industries in Lisbon, followed by in-depth interviews with 20 managers. The
survey data were analyzed using structural equation modeling (SEM), and the interview insights
helped contextualize the quantitative results. The study found that firms with strong process
innovation capabilities achieved higher operational efficiency and reduced costs, directly improving
their performance and profitability. The findings highlighted the crucial role of process innovation
in enhancing productivity and competitiveness. This study contributes to the literature by showing
the significant role of process innovation in firms.

Johansson and Lindqvist (2019) explored the role of managerial innovating capability and its
influence on firm performance in Sweden. The study aimed to investigate how managerial practices,
such as strategic decision-making, leadership, and organizational change management, affect the
ability to innovate and improve performance. A survey methodology was used to collect data from
250 executives working in Swedish firms, with a focus on the service and technology sectors. The
data were analyzed using path analysis to explore relationships between managerial innovation and
firm outcomes. The results showed that firms with managers who exhibited strong innovating
capabilities—such as fostering a culture of innovation and promoting continuous learning—
achieved higher levels of innovation output, better employee engagement, and improved financial
performance. The study highlights the critical role of managerial leadership in driving firm
innovation and performance.

Van der Meulen and Schilder (2020) investigated the impact of radical innovating capability on
firm performance in the Netherlands. This study focused on how firms' ability to introduce
breakthrough innovations, rather than incremental changes, influences their overall performance.
The research used a longitudinal design, surveying 120 firms over a period of three years. The data
were analyzed using hierarchical linear modeling (HLM) to track the relationship between radical
innovation and firm performance across time. The study found that firms with high radical
innovation capabilities experienced greater growth in revenue and market share, as they were able
to differentiate themselves in the market through groundbreaking innovations. The research also
identified that radical innovation often required a high level of organizational flexibility and risk-
taking, which could be challenging for more traditional firms. This study will contribute to the
literature by showing how radical innovation drives firm performance in competitive industries.

6.0 The Proposed Conceptual Model

To be able to explain a theoretical model of how knowledge process capability (KPC), innovating
capability, environmental dynamism and firm performance interact, the model needs to capture the
key dynamics that are reported in the conceptual and empirical literature.
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Independent Variables
Dependent Variable

Knowledge process capability

Knowledge acquisition capability
e Sources of external knowledge,
e Knowledge absorption capacity, Ho, _ \
e Integration of acquired knowledge Firm performance

« Market share

Knowledge combination capability

e Interdepartmental collaboration, . Profitability
e Use of knowledge management Ho, R _ _
systems, "I « Customer satisfaction
e Interdisciplinary knowledge .
integration . Process improvement
. - . tr tion
Knowledge protection capability Hos Cost reductio
o Intelle_ctual property protection, . Employee engagement
e Security of knowledge

management systems,
e Organizational culture of
knowledge security

« Social responsibility

Knowledge sharing capability Ho,
e Organizational  support  for
knowledge sharing, Hos

Y

e Employee willingness to share /
knowledge, \

e Use of collaborative platforms

Figure 4: Conceptual Framework

Source author (2024)
Hoa: Knowledge acquisition capability has no effect on firm performance

Knowledge Acquisition Capability and Firm Performance Knowledge acquisition capability
significantly influences firm performance by enabling organizations to continuously refresh their
knowledge base with external insights. Firms with strong acquisition capabilities demonstrate
superior market responsiveness as they can rapidly identify and incorporate emerging trends,
technologies, and customer preferences into their operations (Liu et al., 2021). This translates
directly to competitive advantage through faster innovation cycles and more relevant product
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development. Organizations that excel at knowledge acquisition typically outperform competitors in
volatile markets where conditions change rapidly, as they can adapt their strategies based on the
latest market intelligence (Wang & Liu, 2022). Research indicates that firms investing in systematic
knowledge acquisition processes, through dedicated environmental scanning teams, strategic
partnerships with knowledge-rich entities, and targeted hiring of experts, show higher profitability
ratios and market share growth compared to industry peers. The absorption of external knowledge
also prevents organizational myopia, allowing firms to escape competency traps and outdated
practices that could otherwise hinder performance

Ho.: Knowledge combination capability has no effect on firm performance

Knowledge combination capability drives firm performance by transforming discrete knowledge
assets into unique value propositions that competitors cannot easily replicate. Organizations that
excel at knowledge combination consistently outperform rivals in innovation metrics, including new
product introduction success rates, patent generation, and time-to-market efficiency. When firms
effectively synthesize knowledge across departments, they create operational synergies that reduce
redundancies and leverage complementary expertise, directly improving profit margins and resource
utilization (Tanaka & Yamamoto, 2020). Financial analysis shows that companies ranking high in
knowledge combination capability typically achieve 15-25% higher return on knowledge assets than
industry averages. This capability enables organizations to respond more effectively to complex
business challenges by drawing upon diverse knowledge domains simultaneously. Firms with
mature combination capabilities demonstrate greater strategic agility, allowing them to reconfigure
their knowledge assets rapidly in response to market disruptions or opportunities (Virtanen &
Koskinen, 2021). The resulting innovations often command premium pricing and create new market
categories, substantially enhancing financial performance through differentiation advantages that
extend product lifecycle profitability.

Hos: Knowledge protection capability has no effect on firm performance

Knowledge protection capability enhances firm performance by safeguarding competitive
advantages derived from proprietary knowledge assets. Organizations with robust protection
mechanisms maintain higher profit margins by preventing imitation of their unique processes,
formulations, and business models (Henderson & Fisher, 2022). Research demonstrates that firms
effectively implementing comprehensive knowledge protection strategies, combining legal
mechanisms, technical safeguards, and organizational policies, experience 18-30% higher sustained
profitability compared to competitors with weaker protections. Knowledge protection directly
impacts valuation metrics, with investors assigning premium multiples to companies demonstrating
effective intellectual property management (Takahashi & Kato, 2021). This capability also
contributes to performance stability by reducing the volatility caused by knowledge leakage events,
which can dramatically impact market positioning and customer confidence. Importantly,
sophisticated knowledge protection extends beyond merely preventing unauthorized access, it
strategically manages knowledge exposure through selective revealing practices that maximize
value capture while still enabling beneficial knowledge exchanges (Olsson & Nilsen, 2021). Firms
balancing strict protection of core knowledge assets with strategic sharing of peripheral knowledge
typically outperform those taking extreme positions of either complete secrecy or excessive
openness.
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Hos: Knowledge protection capability has no effect on firm performance

Knowledge sharing capability drives firm performance through accelerated organizational learning
and enhanced cross-functional coordination. Companies with sophisticated knowledge sharing
systems demonstrate superior operational efficiency as best practices spread rapidly throughout the
organization, eliminating redundant problem-solving and standardizing excellence (Zhang & Wang,
2020). Performance metrics reveal that firms ranking in the top quartile for knowledge sharing
capability typically achieve 20-40% higher employee productivity and 15-25% lower operational
costs compared to industry benchmarks. This capability creates particularly significant performance
advantages in multinational corporations, where geographical dispersion often creates knowledge
silos that impede global optimization opportunities. Organizations with strong knowledge sharing
infrastructures, combining technological platforms, cultural incentives, and structural mechanisms,
show markedly improved innovation outcomes, with cross-pollination of ideas generating 30-50%
more viable innovation concepts per employee (Reddy & Sharma, 2019). Additionally, effective
knowledge sharing significantly enhances customer experience consistency and brand cohesion
across different organizational units, directly improving customer retention metrics and lifetime
value calculations. Research conclusively demonstrates that internal knowledge transfer efficiency
correlates directly with adaptation speed during market disruptions, with high-sharing organizations
recovering 40-60% faster from market shocks than low-sharing counterparts.

7.0 Conclusion

The intricate relationships between knowledge process capability, innovation ability, and firm
performance, demonstrate the complex nature of organizational success in today's business
landscape. Knowledge process capabilities, encompassing acquisition, sharing, combination, and
protection, serve as fundamental building blocks that enable organizations to effectively manage
their intellectual resources. These capabilities are transformed through various innovation
dimensions - product, process, managerial, and radical innovation - which act as crucial mediating
mechanisms that convert knowledge assets into tangible performance outcomes. This
transformation process is evident in how organizations leverage their knowledge bases to create
innovative solutions that directly impact performance metrics such as market share, profitability,
customer satisfaction, and operational efficiency. This comprehensive framework suggests that
organizations must develop robust knowledge processes, foster strong innovation capabilities, and
maintain environmental adaptability to achieve sustainable competitive advantages. The interplay
between these elements highlights the importance of developing integrated organizational strategies
that account for both internal capabilities and external environmental factors in pursuing superior
firm performance.
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