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Abstract: While it is well-known knowledge management is crucial for an organization’s competitive
advantage, relatively little research has explored the process whereby knowledge management
affects firm performance in a collectivistic culture such as China. This study is to explore the
mechanism through which knowledge management helps improve firm performance and then to
examine the mediating role of decision quality in the Chinese context. Using a self-administered
questionnaire to collect data from Chinese entrepreneurs and with structural equation modeling,
this study shows that knowledge accumulation, internal sharing, and external knowledge sharing all
have a positive impact on firm performance, and decision quality partially mediates the impact of
knowledge management on firm performance. This study adds value to the knowledge management
literature by introducing decision quality as a mediating variable to examine the impact of knowledge
sharing on firm performance in China. The findings of this study can help enrich the literature on
knowledge management and firm performance and highlight the important impact of decision quality
on knowledge management and firm performance. Management practitioners can also benefit from
the findings.

Keywords: knowledge management; decision quality; firm performance; entrepreneurs

1. Introduction

With the fast development of the knowledge economy in the globalized world market,
organizations are facing an increasingly complex business environment, and management practitioners
have considered knowledge management as one of the most important factors for organizational
success [1–3]. The ability to generate, transfer, and further share knowledge within an organization
can greatly affect the organization’s long-term growth and strategic resource allocation [4]. It has
been shown that organizational performance is directly associated with the knowledge possessed
and created by organization members [4,5]. It is thus very important that entrepreneurs should
accumulate sufficient relevant knowledge and then apply the knowledge to make appropriate decisions
in order to cope with the ever-changing environment and achieve business success [6]. The current
business environment is more dynamic and complex than it was in the past decade, and a firm’s
strategic decision-making process has to take into consideration the uncertain, vague, and sometimes
conflicting requirements from the market, a new challenge for all entrepreneurs [4,6,7]. Management
practitioners have been searching for better approaches to improve firm performance [8,9], and
many have considered knowledge as a valuable organizational resource to deal with these new
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challenges [10,11]. It is imperative that entrepreneurs gain a better understanding of knowledge and
knowledge management as well as its complex mechanisms through which knowledge management
helps improve firm performance.

Recent empirical studies have suggested that knowledge management is an important antecedent
of firm performance and there exists a positive relationship between knowledge management and
firm performance [4,6,12–14]. However, although an impressive array of research has showed that
knowledge management is positively related to firm performance [2,15], relatively few have explored
the impact of decision-making as an important variable on how knowledge management affects
firm performance in a collectivistic context [4,6]. This study is to explore the process of knowledge
management by integrating knowledge management, decision quality, and firm performance into
an integrated framework. It is expected that effective knowledge management in organizations
can improve entrepreneurs’ decision-making by helping gather and sort relevant information,
providing superior knowledge-based decision-making support, and choosing the best alternative for
an organization’s strategic direction, which then leads to the improvement of firm performance [16].
This study intends to examine the impact of knowledge accumulation, internal knowledge sharing, and
external knowledge sharing as three key components of knowledge management on decision quality,
and then on firm performance. The findings will not only help enrich the literature on knowledge
management and strategy decision-making, but also provide valuable insights for entrepreneurs to
enhance their decision-making quality through organizational learning and knowledge management
in order to improve firm performance.

In addition, the increasingly globalized world economy has made it important to explore
knowledge management and its impact on firm performance in a variety of cultural contexts [4,6,12,17].
However, there is a paucity in current literature of the impact of knowledge management practice
in the international contexts [4,17] and it is less clear how people share their knowledge to improve
decision-making in different cultural contexts [4,17]. This study will explore the relationship between
knowledge management and decision-making in an international context, China, one of the most
important emerging markets [4]. Within a collectivistic culture like China, group interests and collective
good are more important than individual interests [18], quite different from individual-centered Western
countries where personal interests are often more important. As a result, it is reasonable to expect that
people in the collectivistic cultures are more willing to share their knowledge in order to increase firm
performance [4]. At the same time, the collectivistic cultures also pose a challenge to the universality
of knowledge sharing theories wherein many cultural barriers might exist which hinder effective
knowledge management. This study will be able to help bridge the research gap by exploring the impact
of knowledge management on firm performance, and then exploring the mediation effect of decision
quality in China. The findings will help enrich our understanding of knowledge management in
different international contexts and offer insightful suggestions to knowledge management practitioners
and international entrepreneurs.

2. Conceptual Framework and Hypotheses

The new era of knowledge economy presents great challenges to entrepreneurs as decision
makers, and knowledge has become an important resource to create and maintain competitive
advantages [4,6,19]. Organizations must create a balanced intellectual capital portfolio and manage
it efficiently in order to maintain their competitive edge [13,20]. Knowledge management can help
entrepreneurs resolve problems and optimize the decision-making process [21]. Decision-making
is an organization’s response to problems based on information and knowledge processing. It is
also the process of applying shared knowledge to solve a problem as part of the dynamic process
of knowledge creation [17,19]. To achieve better firm performance, entrepreneurs need to employ
knowledge management to improve their decision-making quality [20,21]. Knowledge management is
also dynamic and multidimensional, covering most aspects of firms’ knowledge activities, including
knowledge creation, knowledge accumulation, and knowledge sharing [19]. It is expected that the
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emphasis on knowledge creation, accumulation, and sharing and their impact on decision quality and
firm performance will continue to be the focus of future research on knowledge management and firm
performance, even in the international context [4,22,23].

2.1. Knowledge Management and Firm Performance

Firm performance depends on a firm’s capabilities to process, implement, and innovate
knowledge [1], and the relationship between knowledge management and firm performance is
proved to be significant [24]. Research on knowledge management and firm performance in China
focuses on searching for cultural barriers to knowledge sharing and further on how to remove
cultural barriers within the organization to facilitate knowledge management activities [4], and only
a few have examined the impact of knowledge management on firm performance. It is expected
that excellent knowledge management capabilities enable a firm to stimulate knowledge creation,
sharing, and application in order to achieve the continuity of organization life through organizational
learning [25]. Knowledge sharing behaviors are promoted by organizational learning orientation,
which will help the firm achieve sustainable development by improving knowledge management
ability, allocating resources more efficiently, and meeting customer needs more rapidly [26]. At the
same time, a firm’s strategic orientation, which is often the result of long-term decision-making
processes, is another indispensable element to achieve successful implementation of knowledge
management [23,27–29]. A firm’s strategic orientation affects knowledge management by forming
knowledge hypotheses, regulating the relationship between personal knowledge and organization
knowledge, building social interactions, and creating and applying new knowledge [30]. Firms with
strong knowledge management capabilities often become more innovative and perform better [31,32],
for which decision-making is the application of knowledge to determine the firm’s strategic direction.
Often, entrepreneurs develop high-quality decisions to solve problems through collective knowledge
management activities, a common phenomenon in collectivistic cultures like China [17]. High-quality
decisions can bring better firm performance.

Knowledge management can also maintain and speed up firm growth through absorption,
transformation, and application of knowledge in an organization [5]. Entrepreneurs can deliver
knowledge to organization members at the right time, and organization members can achieve the
best learning results only when they receive knowledge that is related to the knowledge they possess.
This way, organization members can create and apply knowledge to enhance firm performance. To a
certain extent, knowledge management itself is a firm’s strategic decision. In an uncertain environment,
diversified knowledge backgrounds provide a favorable foundation for employees’ learning and
opportunity perceiving, and knowledge management is one important approach to developing
knowledge diversity in order to facilitate knowledge communication. At the same time, effective
knowledge communication within the organization can promote the socialization of knowledge and
further promote individual efficiency and team efficiency, which can enhance firm performance [33].

Knowledge management includes different processes: Knowledge creation, storage or indexing,
transfer, and application [5,19]. It can be further divided into generating internal knowledge, obtaining
external knowledge, storing knowledge in various formats, and updating and sharing internal and
external knowledge [34]. In this study, the creation of internal knowledge, the acquisition of external
knowledge, and the storage of knowledge are important components of knowledge management, and
consequently knowledge management is divided into three key dimensions in this study: Knowledge
accumulation, internal knowledge sharing, and external knowledge sharing.

As a key to organizational resources, knowledge is embedded in various firm practices and
other organizational resources. A firm’s competitive advantage has to be developed through internal
knowledge accumulation [35]. Knowledge accumulation derives from organization members who
preserve and inherit knowledge and experiences related to a particular production, organization, and
management practice. Knowledge accumulation can promote innovation activities and develop new
products. When the organization has sufficient knowledge accumulation, it stimulates knowledge
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commercialization [36]. In other words, knowledge accumulation can serve as a foundation for
knowledge utilization and help entrepreneurs identify and take advantage of potential opportunities
to develop new products to satisfy market demands. Knowledge accumulation can also make
subsequent knowledge accumulation more effective and thus becomes a necessary condition for a
firm’s sustainable growth. Therefore, knowledge accumulation is considered an important step of
knowledge management, which is conducive for organization members to obtain more information
and resources for further knowledge creation, and thus helps promote firm performance [19].

Hypothesis 1a (H1a). Knowledge accumulation has a positive impact on firm performance.

Internal knowledge sharing is a firm’s interactive activities that promote the absorption and
application of knowledge, information, and experience within organizations, such as knowledge
sharing and information exchange between departments and among organization members. Internal
knowledge sharing is a key factor for organization members to learn more knowledge. Through
internal knowledge sharing, individual knowledge and organizational knowledge are exchanged
and developed incessantly. The cohesiveness within the firm and the ability of excavating potential
resources can also be enhanced continuously through internal knowledge sharing. In the process of
deep exchange and wide spreading of knowledge, tacit knowledge can become explicit, and then is
applied to create value and improve firm performance. Internal knowledge sharing not only helps
knowledge and information spread effectively, but also promotes mutual learning and cooperation
among organization members. It plays a key role in high-level knowledge innovation and thus greatly
promotes firm performance. Estrada, Faems, and Faria [37] have found that competitors can cooperate
to improve product innovation performance, but only through internal knowledge sharing. Other
studies also show that internal knowledge sharing has a positive impact on firm performance even in
an international context like in China [38].

Hypothesis 1b (H1b). Internal knowledge sharing has a positive impact on firm performance.

External knowledge sharing refers to a firm’s interactive activities including knowledge sharing
and information exchange with other organizations. External knowledge sharing helps entrepreneurs
and employees to acquire more knowledge or information, understand them more completely, and
better identify strategic opportunities. Meanwhile, it also helps entrepreneurs broaden their scope
of knowledge, understand strategic prospects, and promote their ability of knowledge management.
The ability to absorb and utilize external knowledge is an important source of competitive advantage.
The flow of knowledge inside and outside a firm can effectively stimulate knowledge sharing, optimize
organizational knowledge structures, and provide an impetus to the improvement of firm performance.
The acquisition of strategic information, the formation of a strategic framework, and the learning
from external knowledge sharing can also help a firm attract more potential stakeholders such as
new customers, suppliers, and strategic investors [39]. Therefore, external knowledge sharing is also
an important element of knowledge management and is expected to exert a positive impact on firm
performance [40]. Based on these discussions, it is thus hypothesized in this study that:

Hypothesis 1c (H1c). External knowledge sharing has a positive impact on firm performance.

2.2. Knowledge Management and Decision Quality

Knowledge accumulation represents the quantity of knowledge stock and it is the basis for
knowledge sharing and knowledge application in various organizational practices [41]. Knowledge
accumulation is expected to play a critical role in problem solving and strategy selection. In the
process of decision-making, accumulated knowledge can improve the quality of decision-making
by enhancing entrepreneurs’ ability to identify new opportunities [42]. Entrepreneurs with rich
knowledge accumulation are more sensitive in problem perceiving, more knowledgeable in situation
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assessment and opportunity identification, and more capable in developing viable solutions. It is
well-known that strategic decision-making depends on a large collection of relevant information, and
the quality of a firm’s strategic decision relies not only on knowledge and information flow within
the organization, but also on entrepreneurs’ knowledge accumulation. When facing challenging
situations, entrepreneurs can use the accumulated knowledge to search for problem-solving schemes
and identify the most viable course of action for organizational success. In essence, decision-making
and resource allocation for the chosen course of action are both knowledge-based utilizations [43].
Therefore, knowledge accumulation can help an organization to make high-quality decisions [41], and
knowledge accumulation is expected to exert a positive impact on decision-making, thus:

Hypothesis 2a (H2a). Knowledge accumulation has a positive impact on the quality of decision-making.

Knowledge sharing and intensive communication among organization members, or internal
knowledge sharing, can promote the formation of an “interactive community” [5], facilitate the
emergence of new knowledge in strategic decision-making, and stimulate new perspectives of
information processing, a foundation for high-quality strategic decisions. Internal knowledge sharing
facilitates internal communication among members, and it is beneficial for all members, including
entrepreneurs, to exchange knowledge. Internal knowledge sharing can further foster organizational
learning within the organization [44]. The more members communicate, the more smoothly and
efficiently knowledge is shared among organization members. Internal knowledge sharing thus
provides comprehensive and diversified information for strategic decision-making, which will help
improve decision quality. Good communication will not only inspire entrepreneurs to participate
more within group discussions, but also encourage them to share more knowledge and work more
proactively with other members to optimize decision-making processes in response to the challenge
caused by market uncertainty and technology development. On the contrary, lack of internal knowledge
sharing will lead to misunderstanding and further reduced mutual enlightenment among organization
members. This will reduce their information processing capabilities and ultimately lower the quality
of decisions. Therefore, internal knowledge sharing also exerts a positive impact on decision quality.

Hypothesis 2b (H2b). Internal knowledge sharing has a positive impact on the quality of decision-making.

Under an increasingly turbulent business environment, the quality of strategic decisions also
depends on whether entrepreneurs can effectively match firms’ internal resources with the needs of
the external environment. Entrepreneurs as the decision-makers are the connector between the firm
and the external environment, and they often have extensive connections with the government, service
agencies, customers, suppliers, and competitors. With good understanding of a firm’s internal resources
and capabilities, entrepreneurs as decision makers can match internal resources and capabilities with
the external environment more effectively through external knowledge and information sharing, which
will help improve the quality of decision-making. External agencies such as finance, consulting,
and research organizations can provide external knowledge, information, and support for strategic
decision-making [45] and help firms to get up-to-date information about market development, which
again helps improve the quality of decision-making. The acquisition of strategic information through
external knowledge sharing increases the firm’s ability to make effective strategic decisions in an
uncertain environment [46]. Based on these discussions, it is hypothesized in this study that:

Hypothesis 2c (H2c). External knowledge sharing has a positive impact on the quality of decision-making.

2.3. Decision Quality and Firm Performance

High-quality decision-making is a firm’s source of competitive advantage [21,47,48], and it
helps firms with continuous development and growth. Empirical studies have suggested that a
senior manager’s failure in making fast and high-quality strategic decisions is the main factor that
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constrains the financial performance of any organization and the quality of decision-making plays an
important role in improving firm performance [49]. Most organizational failure is caused by low quality
decision-making, often the result of neglecting or misinterpreting key information or a lack of enough
relevant knowledge [50]. While the outcomes of strategic decision-making are also affected by factors
such as cognitive diversity, conflict, organizational resources, and trust [51], a wrong strategic decision,
as a result of misunderstanding the significance of market events or a lack of sufficient knowledge
in finding the most viable solution in the decision-making process, will lead the organization to
disaster. A knowledge-based high-quality decision, on the contrary, can help the firm match the
strategic decision with internal and external environments and catch the market opportunities to
achieve sustainable growth, especially in a complex environment. Therefore, decision-making quality
will directly affect firm performance [52]. It is thus hypothesized in this study that:

Hypothesis 3 (H3). The quality of decision-making has a positive impact on firm performance.

2.4. The Mediating Effect of Decision Quality

Decision-making is the application process of knowledge management in order to achieve high
firm performance [47], and it is also one of the key steps of the dynamic knowledge creation process.
Nonaka and colleagues [19] consider that choosing the right solution through decision-making is both
the application of shared knowledge and the beginning of generating new knowledge through the
action of problem solving [19]. Knowledge management helps entrepreneurs choose the best alternative
to solve problems. Knowledge, including experiences and expertise, can help decision-makers better
understand economic and managerial environments. In an unstructured world, the right decisions
always come from accurate information and relevant practical knowledge. Knowledge management can
enrich a firm’s knowledge stock and refine new ideas. Knowledge sharing is also a construction process
by which learners actively link new information with previous experiences. The more knowledge is
constructed, the higher the cognitive level of entrepreneurs will reach, and the more likely they will
make high-quality decisions, which can then bring better performance. It is expected that effective
knowledge management, including knowledge accumulation and internal and external knowledge
sharing, helps improve decision quality, and further leads to high firm performance. In other words,
high-quality decision-making mediates the relationship between knowledge management and firm
performance in such a way that decision-making relays the positive impact of effective knowledge
management through more viable courses of action determined by high-quality decision-making to
improve firm performance. Please refer to Figure 1 for the overall research model.

Hypothesis 4 (H4). The quality of decision-making mediates the relationship between knowledge management
and firm performance.
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3. Methods

3.1. Sample and Procedures

The data used in this study were collected from the southern region of China, mainly the Jiangsu
province and the surrounding economically well-developed areas where the knowledge economy has
become increasingly important. Emails and phone calls were first used to contact potential respondents
based on the information from the management training centers in Jiangnan University and other
local training institutes. In order to reduce the common method variances, we collected the data
from both the entrepreneurs/owners of the firms and their senior managers. We sent out a total
of 600 questionnaires to all the entrepreneurs who agreed to participate, and after two rounds of
follow-ups, 256 questionnaires were collected. We removed the incomplete data and the remaining
213 valid questionnaires were used for analysis in this study, a response rate of 35.5%.

All scales in this study were in Chinese Mandarin. The scales developed in previous studies
were adapted and adopted in this study after they were translated into Chinese Mandarin using the
translation and back-translation procedure, whereby they were first translated into Chinese from
English and then back into English to ensure equivalency of meaning, following the commonly
prescribed procedures [53]. All entrepreneurs answered the questions on a series of 5-point Likert-type
scales, with 1 representing “completely disagree” and 5 representing “completely agree.” All these
scales were first tested in a pilot study with a small sample of senior executives and then a group of
researchers from the knowledge management field were invited to review the questionnaire. The final
scales were then revised according to their feedback, and minor revision was also made to ensure the
scales were consistent with the Chinese context.

3.2. Measures

Knowledge Management. Based on the research of Sáenz, Bontis, Rivera, and Aramburu [54,55]
and Sáenz, Aramburu, and Rivera (2009), we designed the knowledge management scale to measure
knowledge accumulation, internal knowledge sharing, and external knowledge sharing, with four
items for each dimension. Sample items for these measures include “our organization is able to collect,
analyze, and store knowledge and relevant information on products and services in our sector,” “we are
willing to share knowledge and information with team members,” and “we are willing to collect
relevant information and knowledge from professionals in various fields.” The Cronbach alphas are
0.83, 0.83, and 0.80, respectively, for these three scales.

Decision Quality. Based on the scale used in previous studies [51], we designed a decision quality
scale that uses three items to measure the quality of entrepreneurs’ decision-making. Sample items
include “our strategic decision is consistent with the company’s relevant decisions” and “our strategic
decision fits in with our internal resources and capabilities,” with the Cronbach alpha at 0.80.

Firm Performance. The measurement of firm performance is based on the scale used by Lee [56]
and Tan and Litsschert [57], with four items included to measure the firm’s profitability, sales growth,
market share, and customer satisfaction. Sample items include “our profitability is higher than industry
average” and “our sales growth is higher than industry average,” with the Cronbach alpha at 0.82.

4. Results

4.1. Reliability and Validity Test

In this study, we first calculated the Cronbach’s alpha coefficients using SPSS 20.0 to test the
reliability of all the variables. Confirmatory factor analysis was also performed using AMOS 20.0, and
the convergence validity was tested by calculating the AVE value of each variable (please see Table 1).
Table 1 shows that the Cronbach’s alpha coefficients of knowledge accumulation, internal knowledge
sharing, external knowledge sharing, decision quality, and firm performance are all greater than or
equal to 0.80, indicating that the scales had good reliability. The AVE of each variable is greater than 0.5,
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showing that the convergent validity is good. Comparing the data in Tables 1 and 2, the square root of
the extracted mean square error of each variable is greater than the correlation coefficient between the
variables, indicating a good discriminant validity of all variables studied in this study.

Table 1. Variable reliability and validity test.

Variables Cronbach Alpha Factor Loading AVE KMO Test Bartlett’s Test

Knowledge Accumulation 0.83 0.72–0.82 0.62

0.754 χ2
(10) = 254.03,
p < 0.001

Internal Knowledge Sharing 0.83 0.69–0.80 0.55
External Knowledge Sharing 0.80 0.69–0.82 0.57

Decision Quality 0.80 0.71–0.78 0.56
Firm Performance 0.82 0.65–0.82 0.51

Table 2. Descriptive statistics and correlation coefficients.

Variables Mean S. d. 1 2 3 4 5 6 7 8

1. Tenure 2.08 0.77
2. Education 2.10 0.88 −0.13

3. Age 2.76 0.74 0.24 ** 0.03
4. Gender 1.22 0.41 −0.21 ** −0.21 ** −0.17 *

5. Knowledge
Accumulation 3.85 1.12 −0.07 0.13 0.11 −0.13

6. Internal
Knowledge

Sharing
3.83 0.86 −0.05 −0.02 0.08 −0.09 0.15 *

7. External
Knowledge

Sharing
4.04 0.85 −0.05 −0.07 0.09 −0.02 0.00 0.17 *

8. Decision
Quality 4.08 0.87 −0.05 −0.08 0.08 −0.03 0.44 *** 0.27 ** 0.27 **

9. Firm
Performance 3.45 0.96 −0.03 0.15 * 0.03 −0.07 0.44 *** 0.49 *** 0.41 *** 0.58 ***

Note: * p < 0.05, ** p < 0.01, *** p < 0.001 (two-tailed).

We used Structural Equation Modeling (SEM) in this study to test the developed hypotheses.
Because the SEM method does not have a single indicator to test the model fit, we used several indexes
to assess the goodness-of-fit of the model, including the Chi-square (χ2), the comparative fit index (CFI),
the root mean-square error of approximation (RMSEA), the goodness-of-fit Index (GFI), the Akaike
information criterion (AIC), and the Bentler–Bonett normed fit index (NFI). Among these indexes, it is
expected that AIC should be as small as possible. The RMSEA should be 0.08 or below, and CFI, GFI,
and NFI should be 0.90 or above to be acceptable.

The SEM approach includes two basic steps: The measurement model assessment and the
structural model assessment. Scholars have argued that SEM analysis should first assess the full
measurement model underlying the structural model, and if the fit of the measurement model is
proven acceptable, then the second step of assessing the structural model should be calculated to
obtain various indexes of the goodness-of-fit [58]. It would make no sense to assess the structural
model before the measurement model is proved valid. Based on this recommendation, we conducted
a two-step analysis to examine the relationship between knowledge management, decision-making
quality, and firm performance.

4.2. Measurement Model

The assessment of the measurement model is essentially a confirmatory factor analysis (CFA) of all
variables examined in this study. We present the descriptive statistics in Table 2, and the outcome of a
robust maximum likelihood analysis on the full measurement model provides a set of model fit indexes
and a robust chi-square statistic. The results clearly showed that a five-factor measurement model
(knowledge accumulation, internal knowledge sharing, external knowledge sharing, decision quality,
and firm performance) has a very good fit with the data (Please refer to Table 3), with χ2 = 126.69;
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GFI = 0.94; NFI = 0.92; CFI = 0.99; RMSEA = 0.028. Therefore, this five-factor model was used in the
assessment of the structure model.

Table 3. Assessment of the measurement model on knowledge sharing and firm performance.

Models χ2 Df χ2/df CFI GFI NFI RMSEA

One-factor model
(KA+IKS+EKS+DQ+FP) 765.25 123 6.22 0.56 0.65 0.53 0.157

Two-factor model
(KA+IKS+EKS; DQ+FP) 730.28 121 6.03 0.59 0.67 0.55 0.154

Three-factor model
(KA+IKS+EKS; DQ; FP) 649.31 118 5.50 0.64 0.70 0.60 0.146

Four-factor model
(KA; IKS+EKS; DQ; FP) 369.59 114 3.24 0.83 0.81 0.77 0.103

Five-factor model
(KA; IKS; EKS; DQ; FP) 126.69 109 1.16 0.99 0.94 0.92 0.028

Note: KA = knowledge accumulation; IKS = internal knowledge sharing; EKS = external knowledge sharing; DQ =
decision quality; FP = firm performance.

4.3. Structural Model

Our hypotheses predicted that the quality of decision-make mediates the positive relationship
between knowledge management and firm performance. Based on the measurement model constructed
above, a structural model was built and then assessed. This structural model included all the paths
as hypothesized in this study. In the test, we controlled for the impact of tenure, education, age, and
gender because participants who have worked in a company for a longer time may be more likely to
make appropriate decisions due to organizational learning and socialization. Similarly, the level of
education of the participants also influences their own professional qualities, which may affect a firm’s
business performance. In addition, age and gender also affect the quality of decision-making and
further firm performance. Therefore, our analysis controlled for the impact of these control variables.

As shown in Table 4, in addition to the proposed model, we also tested eight different alternatives
to examine every possible alternative path for the proposed model. The results showed that the Akaike
Information Criterion (AIC) value of Model 2 was the smallest of all models. When the AIC value was
used for comparing models from the same dataset, the model with a smaller AIC value was preferred.
Among the models built in this study, Model 2 had the smallest AIC value, and the fit indexes of Model
2 were also the best (χ2 = 137.55; RMSEA = 0.033; AIC = 219.55; CFI = 0.98; GFI = 0.93; NFI = 0.92;
TLI = 0.98). Model 2 was therefore selected as the final structure model to test all the hypotheses of
this study. The results of Model 2 clearly indicate a partial mediation relationship among knowledge
management, decision quality, and firm performance. The final structural model and the estimates of
each parameter are reported in Figure 2. The numbers along the paths are the standardized coefficients
for each path.

The SEM analysis indicates that knowledge accumulation, internal knowledge sharing, and
external knowledge sharing are all positively related to decision quality (β = 0.56, p < 0.001; β = 0.20,
p < 0.01; β = 0.33, p < 0.001, respectively), which supports H2a–c, and decision quality further leads to
high firm performance (β= 0.35, p < 0.001), which supports H3. Furthermore, knowledge accumulation,
internal knowledge sharing, and external knowledge sharing are all positively associated with firm
performance (β = 0.27 p < 0.01; β = 0.42, p < 0.001; β = 0.33, p < 0.001, respectively), in support
of H1a–c. In addition, the final structure model also shows decision quality partially mediates the
relationship between knowledge management (including knowledge accumulation and internal and
external knowledge sharing) and firm performance, which supports H4. The overall results thus
suggest another perspective to explore the mechanism on how knowledge management influences
decision quality and furthers firm performance.
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Table 4. Alternative models on knowledge sharing and firm performance.

Models χ2 df χ2/df RMSEA AIC CFI GFI NFI TLI

Model 1: (Full Mediation)
KA→DQ→FP
IKS→DQ→FP
EKS→DQ→FP

189.14 115 1.65 0.055 265.14 0.95 0.90 0.88 0.94

Model 2: (Partial Mediation 1)
KA→FP; IKS→FP; EKS→FP

KA→DQ→FP
IKS→DQ→FP
EKS→DQ→FP

137.55 112 1.23 0.033 219.55 0.98 0.93 0.92 0.98

Model 3: (Partial Mediation 2)
IKS→FP; EKS→FP

KA→DQ→FP
IKS→DQ→FP
EKS→DQ→FP

147.02 113 1.30 0.038 227.02 0.98 0.93 0.91 0.97

Model 4: (Partial Mediation 3)
KA→FP; EKS→FP

KA→DQ→FP
IKS→DQ→FP
EKS→DQ→FP

176.86 113 1.57 0.052 256.86 0.95 0.91 0.89 .95

Model 5: (Partial Mediation 4)
KA→FP; IKS→FP;

KA→DQ→FP
IKS→DQ→FP
EKS→DQ→FP

157.33 113 1.39 0.043 237.33 0.97 0.92 0.90 0.96

Model 6: (Partial mediation 5)
KA→DQ; IKS→DQ; EKS→DQ

KA→FP; IKS→FP; EKS→FP
149.79 113 1.33 0.039 229.79 0.97 0.93 0.91 0.97

Model 7: (Partial Mediation 6)
IKS→DQ; EKS→DQ

KA→FP; IKS→FP; EKS→FP
210.43 114 1.85 0.063 288.43 0.94 0.91 0.87 0.92

Model 8: (Partial Mediation 7)
KA→DQ; EKS→DQ

KA→FP; IKS→FP; EKS→FP
158.86 114 1.39 0.043 236.86 0.97 0.92 0.90 0.96

Model 9: (Partial Mediation 8)
KA→DQ; IKS→DQ;

KA→FP; IKS→FP; EKS→FP
173.64 114 1.52 0.050 251.636 .960 .915 .892 .952

Note: KA = knowledge accumulation; IKS = internal knowledge sharing; EKS = external knowledge sharing; DQ =
decision quality; FP = firm performance.
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5. Discussion and Conclusions

Our study is intended to examine the impact of knowledge management on firm performance in
China from a decision-making perspective. The study surveyed Chinese entrepreneurs in the southern
part of China where the knowledge economy is becoming increasingly important in order to test the
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proposed mediating model on the relationship between knowledge management, decision quality, and
firm performance [59]. The results demonstrated that knowledge management has a positive impact
on firm performance, and the quality of decision-making plays a mediating role between knowledge
management and firm performance. Specifically, knowledge accumulation and internal and external
knowledge sharing all have a significant positive impact on firm performance, and the quality of
decision-making partially mediates their impact on firm performance. The findings are consistent with
previous research on knowledge management and firm performance [60,61], and our study provides
a new and more nuanced explanation on the mechanism by which knowledge management affects
firm performance.

5.1. Theoretical Contributions

This study explores the mechanism through which knowledge management affects firm performance.
The findings of this study have several theoretical implications and can make important contributions to
the research on knowledge management and firm performance. First, this study complements the
existing literature on knowledge management and firm performance. While past studies have found
a positive relationship between firm performance and knowledge management [60,61], few of them
have considered knowledge management as a multi-component concept and further distinguished the
impact of each component in examining the impact of knowledge management on firm performance.
In this study, we systematically analyzed and developed hypotheses on the impact of each of the
components of knowledge management, including knowledge accumulation, internal knowledge
sharing, and external knowledge sharing, on firm performance, and the results support our hypotheses.
The results of this study can help to better understand knowledge management and firm performance
in a more nuanced way, which will have important practical implications for designing effective
intervention programs.

Second, our study explores the mechanisms through which knowledge management affects firm
performance. Past studies have shed light on the need to consider intervening conditions and possible
processes affecting the relationship between knowledge management and firm performance and the
mediating mechanism [4,11,20]. Since knowledge management is an interactive process, this study
focuses on how the shared and enhanced knowledge as a result of such an interaction can help improve
the quality of the decision-making process, through which knowledge management impacts firm
performance. The empirical results support our proposed model. Therefore, this study is an important
addition to the current literature on knowledge management, decision-making, and firm performance.

Finally, we tested this model in an international context—China, a highly collectivistic society [18]
where knowledge sharing is consistent with the dominant values, i.e., sharing the knowledge for
the collective good rather than keeping the knowledge to yourself for individual interests. This way
we extend the existing model of knowledge management and firm performance to the international
context, an important step towards developing a more robust global theory on knowledge management
that can help resolve challenges in the increasingly globalized world market and a valuable addition to
knowledge management theories [17]. This again will enrich the existing literature on the relationships
between knowledge management and firm performance. While a large amount of research has
been published on knowledge management, there is still relatively little literature on the theoretical
connections among knowledge management, decision quality, and firm performance in the international
context. This study moves forward the research on firm performance improvement through enhancing
the impact of knowledge management on the quality of strategic decision-making.

5.2. Managerial Implications

The findings of this study also have important managerial implications, mainly on how
entrepreneurs improve firm performance through high-quality decision-making processes. First,
organizations need to establish a knowledge-based decision support system to improve entrepreneurs’
decision-making quality. This study shows that the quality of decision-making plays a mediating
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role between knowledge management and firm performance, and thus knowledge management can
improve firm performance by improving the quality of decision-making. On the one hand, both
knowledge accumulation and knowledge sharing can help entrepreneurs enhance their cognitive skills
and decision-making abilities. When entrepreneurs’ knowledge stock is insufficient in facing complex
environments, an effective knowledge-based decision support system can assist them in seeking and
acquiring relevant resources to improve the quality of the decision-making process. On the other hand,
it is recommended that firms build their own knowledge management system, which not only helps
create and accumulate knowledge and information, but also helps create and manage knowledge
assets within the organization. Nonaka and colleagues [19] adopt a dynamic view of knowledge
creation and contend that applying the right solution through decision-making is both the application
of shared knowledge and the beginning of generating new knowledge through the action of problem
solving [19]. Therefore, in order to develop high-quality, strategic decisions consistent with internal
and external environments for more competitive advantages, it is essential for entrepreneurs to create
an effective knowledge-based decision support system, for which the findings of this study provide
empirical support.

Second, the findings of this study suggest that it is critical for firms to carry out knowledge
management activities in order to improve overall firm performance. The results show that both
knowledge accumulation and knowledge sharing positively affect firm performance, so entrepreneurs
ought to pay more attention to knowledge management activities and use them as a strategic weapon
to improve overall performance. For example, entrepreneurs can motivate employees to obtain more
information, acquire different experiences and cultivate and improve employees’ ability to quickly
collect information, analyze data, and convert them into organizational knowledge for accumulation
and sharing. Organizations should also establish an efficient knowledge sharing system to strengthen
internal communication and information exchange in order to promote knowledge sharing among
employees. Meanwhile, it would also be beneficial for all organization members to communicate
with various external partners and identify and seize every business opportunity to improve firm
performance through external knowledge sharing.

6. Limitations and Future Research

This study attempts to explore knowledge management and firm performance from a
decision-making perspective, but caution must be used in applying the findings of this study. First,
this study examined only one mediator—decision quality, and the effect of knowledge management is
more than just through improving the quality of decision-making. This study does not consider other
possible mediating or moderating factors such as trust, rewarding policy, and other situational variables.
Future research should explore more factors to investigate their impact on the relationship between
knowledge management and firm performance, and to improve the rigor of the knowledge management
research by measuring and controlling for the effect of other relevant intervention mechanisms.

Second, our research is based on the individual-level data to explore the impact of knowledge
management on firm performance. However, it is well known that many firms encourage employees
to work as teams. Therefore, future research should explore how to stimulate team-level knowledge
management, another important and valuable challenge for organizations. Finally, this study is a
cross-sectional design, and conclusions about the causality in our model cannot be easily drawn. Future
research should obtain data from experimental and longitudinal designs and from different sectors in
order to better identify the underlying causal directions.

To conclude, knowledge management has become more important for a firm’s success along with
the advent of the knowledge economy [23,62,63]. Since knowledge management plays an important
role in improving firm performance, we develop an integrated model to explore the mechanism
through which knowledge management affects firm performance and thus provides a new perspective
to examine this relationship. In this model, we propose that the knowledge accumulation, internal
knowledge sharing, and external knowledge sharing all have a unique influence on firm performance
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and we further identify and empirically test the important role of decision quality as a potential
mediator for the relationships between knowledge management and firm performance. More research
is called upon to validate the model proposed in this study and new findings will be able to provide
more insights on the overall impact of knowledge management on firm performance.
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