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Abstract 

This paper reviews the prevailing literature on Knowledge 

Management in banking industries. The purpose of KM is to value 

to information resides in organizations resulting value addition to 

their tasks and ultimately to approach competitive advantage. 

Most common KM applications identified in the banking industries 

are risk management. Customer Relationship 
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Management/Marketing (CRM), performance evaluation etc, 

Decision Support Systems (DSS), data where houses and data 

mining are rapidly growing techniques in this particular sector. 

However, most banks around the world do not use 

comprehensive knowledge management systems while other 

financial organizations in the same disciplines do. 
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what is Knowledge management? 

Before defining the Knowledge Management, it is vital to define what the 

Knowledge is. The Oxford Advanced learner's Dictionary says (2000:714) 

"knowledge: information, understanding and skills gain through 

education or experience". According to Barclay and Murray, (1997) 

"Knowledge has two basic definitions of interest. The first 

pertains to a defined body of information. Depending on the 

definition, the body of information might consist of facts, 

opinions, ideas, theories, principles, and models (or other 

frameworks). Clearly, other categories are possible, too. Subject 

matter (e.g., chemistry, mathematics, etc.) is just one possibility. 

Knowledge also refers to a person's state of being with respect to 

some body of information. These states include ignorance, 

awareness, familiarity, understanding, facility, and so on." 

There are two types of Knowledge: explicit, which can be written down 

and shared; and tacit which is learnt through experience and is 
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communicated person to person. Knowledge Management (KM) attempts 

to get the best balance between what can and should be written down 

and what should be shared among a community of knowledge workers. 

KM can be defined in many ways since it often depends on the original 

position of the author. Three central themes namely Organizational 

Learning, Document Management and Technology, dominate the field of 

Knowledge Management as discovered through communication with the 

field specialists and surveys of the professional literature (Sri kantaiah, 

2000). However, some theorists have already presented a number of 

working definitions for Knowledge Management. According to Malhothra 

(2001) 

"Knowledge Management caters to the critical issues of 

organizational adaptation, survival and competence in face of 

increasingly discontinuous environmental change.. . .. Essentially, 

it embodies organizational processes that seek synergistic 

combination of data and information processing capacity of 

information technologies and the creative and innovative capacity 

of human beings". 

I n  fact, Knowledge Management is not only about managing knowledge 

assets such as knowledge regarding markets, technologies, products, and 

organizations, which facilitates business processes to make profits, add 

value, etc; but also managing the processes that act upon the assets. 

Developing knowledge; using knowledge, and sharing knowledge; 

preserving knowledge are a few examples of these processes. In  

accordance with these, Macintosh (1999) states 
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"Knowledge management involves the identification and analysis 

of available and required knowledge assets and knowledge asset 

related processes, and the subsequent planning and control of 

actions to develop both the assets and the processes so as to 

fulfi ll organizationa l objectivesv'. 

Organizational context 

In the global knowledge economy, organizations are recognizing the 

importance of knowledge as a means to gain or sustain competitive 

advantage. Researchers have concluded that the only thing that is 

sustainable, for a successful business, in the future world is what it 

knows, how it uses, and how fast it can acquire new knowledge. 

The purpose of knowledge management is to add value to information 

already held by the business organization, resulting in knowledge that 

will be of strategic use to the organization. ~l though specifics vary, 

knowledge management deals with expertise or human capital; general 

and financial management; customers, operations marketing and sales; 

intellectual property, technical processes and products. 

Many business organizations expenditure on KM is due to rise to over 6 

percent of revenues over the next few years (Murray and Myers, 2006) 

because they are recognizing that they are on the threshold of a 

knowledge-based economic revolution (Stewart, 1997) and because 

leveraging knowledge, particularly tacit knowledge, is the major input to 

maintain competitive advantage in the future (Nonaka, 1991). I f  this is so 

then KM. is clearly a fundamental process for managing organizations in 

the twenty-first century (Bailey and Clarke, 2000). 
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The objective of knowledge management is to make appropriate 

knowledge available from providers to receivers when and where they 

needed. Knowledge providers and receivers could be internal or external 

to an organization. The traditional modes of sharing knowledge such as 

face-to-face meetings and printed reports continue to be useful, but in 

today's environment, knowledge must be accessible instantly when and 

where needed. Consequently IT can be used as an effective and efficient 

tool to enable tacit knowledge management, by capturing, sharing and 

applying the knowledge. It also provides tools to support management of 

explicit knowledge and also to support communities of practice. In  other 

words, with knowledge management (KM) widely acknowledged to be of 

significant impact to business activities, it has resulted in a large number 

of KM tools for the corporate sector. Examples include the use of 

expertise access tools, e-learning applications, web portals, discussion 

and chat technologies, electronic message boards synchronous 

interaction tools, and search and data mining tools. 

Since most practical situations involve a combination of explicit and tacit 

knowledge, only an integrated set of I T  tools can provide effective and 

efficient support to Knowledge Management (Sahasrabudhe, 2000). For 

example, specially, the adoption issues adjoining the deployment of 

Customer Relationship Management (CRM) solutions as an effective KM 

tool have attracted a great deal notice form the corporate sector. One 

reason cited was the high expenses involved in CRM implementation. 

CRM solutions have been extensively reported to be the fastest-growing 

category of enterprise applications for KM tools, with world-wide 

revenues projected to grow more than 50% annually to reach sales in 

excess of US967 billion by the end of 2005 (Toh, 2002). 
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I n  the Banking Sector 

I n  modem banks there is no debate about the value of Knowledge 

Management as a business practice. Banks, insurance companies and all 

other players in the competitive financial service sector have recognized 

that knowledge is power (Knowledge Management, 2001; Cross and 

Weller, 2001; Sorrentino, 1999). But the question is, how do they 

leverage that knowledge more effectively? The knowledge, in this sense, 

covers the range from the bank organisation's own internal intellectual 

capital, to the wealth of data heel on any customer's transaction. 

However, the overall aim of the banking sector is to enhance their 

customer satisfaction and increase revenue as a result. One would have 

thought that this form of Knowledge Management was something that 

financial services companies were skilled in because of the service-based 

nature of their business. But this does not appear to be the case. Few 

banks or brokerages take knowledge management seriously, while a 

greater number of industrial companies do. Cross and Weller (2001) say 

that insurers have been more receptive to the benefits of knowledge 

management than the banking sector. The survey, conducted among top 

two hundred banks and one hundred insurance companies across 

Europe, found that while thirty percent of the overall respondents were 

not considering implementing a knowledge management programme, 

their number included only one insurer. Despite this, they warned that 

two thirds of European Banks are failing to exploit their intellectual 

capital effectively by not having a knowledge management strategy in 

place. I n  fact, skill at knowledge management has become a critical 

competency for banking sector survival in the 2lst centaury. Whether or 

not a bank has formally recognized the importance of knowledge 

management by creating their internal environment, such as appointing a 
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chief knowledge officer, the fact is that every organization needs a 

person or persons to watch over and manage the creation, storage and 

dispersion of knowledge (Sorrentino, 1999). These personnel should also 

be responsible for the creation and implementation of strategy that 

generates value from organizational knowledge. 

How can banks achieve good knowledge management 

practices? 

Usually, information builds on data and knowledge, knowledge builds on 

both data and information and Knowledge Management includes all these 

three elements. It does not focus only on databases or information 

technology, although it may use both. Its concern is with managing its 

knowledge assets: creating, storing, protecting, disseminating and using 

mission-critical knowledge. When people need knowledge, is it the right 

knowledge and is it timely and easy to locate and access? Is this precious 

commodity updated as learning occurs and better ways of doing things 

are discovered? 

Sorrentino (1999) has suggested applications of the Knowledge 

management model made by Michael Earl. She argues that the approach 

introduced by Earl can be useful to represent knowledge management 

components such as Knowledge systems, Networks, Knowledge workers 

and Learning organizations in the banking sector. She pointed out that a 

bank as a whole have must of these four key components, but each , , 

institution highlights a different com bination of them. The hard indicators 

such as I T  infrastructure, databases, software applications are usually 

well developed because banks are heavily dependent on I T  and cannot 

survive without it. On the other hand, the soft ones i.e, human resource 
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development, promotion of cross-functional learning culture, cultivation 

of skills are often scattered or lacking. I n  addition she has pointed out 

that in banks there is no debate about the value of Knowledge 

Management as a business practice. Nevertheless, the current situation 

shows the banks are beginning to recognize the relevance of knowledge 

management as a competitive differentiator and professional core 

competencies. 

The most common fields of knowledge management applications in a 

bank are risk management, marketing management, customer 

relationship management and performance measurement especially for 

the benefit of its stakeholders (Marshel, Prusak and Shillberg, 1997). 

Usually, in major banks investments in Knowledge Management systems 

such as Decision Support Systems, Data Warehouses and Data Mining 

are rapidly growing. It is a first attempt to capture and share information 

(even if this knowledge is closer to the explicit kind than the tacit), 

creating an environment, which promotes the transfer of knowledge. Also 

bank's core competencies are beginning to be considered a valuable 

asset. 

I n  the banking &or, it is especially emphasized that Customer 

Relationship Management (CRM), which includes marketing and 

presentation components is essentially about Knowledge Management 

(Gary, 1999). I n  order to sort out and track relationships overtime and 

through transactions, it is necessary to focus on two things. 

Banks have great deal of knowledge about their customers 

But they have a great difficulty in putting that knowledge to 

practical use in all encounters with an individual customer 
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I n  Knowledge Management systems, the large amount of instructed 

information that exists in banks may be useful when put into specific 

contexts. Neural Network Technology can be used to identiw patterns in 

consumer behavior that can help banks to exploit cross-selling to other 

needed services, says the Marketing Director at Autonomy (Young, Kung 

(1999). Additionally, this type of technology in Knowledge Management 

systems will allow for tacit knowledge of employees to become explicit so 

faster decisions can be made, and more innovative products and services 

can reach markets more quickly. 

Although there are many Knowledge Management activities in the 

banking sector, the Knowledge Management Magazine (2001) says "You 

cannot use Knowledge Management techniques to improve customer 

service and boost the bottom line until you can share that knowledge 

effectively and efficiently". 

Current Situation 

Cross and Weller (2001) put forward some findings based on a survey of 

300 European banks and insurers and they highlight poor understanding, 

conservative approach, cultural rather than technological approach, a 

grass roots approach and a focus on paper documents have been 

affected to the delay of development of Knowledge Management in 

banking sector. I n  addition they report it is too early to tell whether KM is 

effective, but it is necessary to improve knowledge sharing, to obtain 

financial and customer-related details, and to retain intellectual capital. 

Furthermore it reveals that communities of interest, followed by Internet, 
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are the best ways of sharing knowledge; and lack of understanding is the 

greatest barrier. 

Some banks have already created structures within firms to facilitate the 

flow of knowledge. For instance NatWest Markets has created 

"knowledge map" showing where knowledge resides within the 

organization, and how 'knowledge coordinators' can locate it and keep it 

moving (Notes:. 1997). The main focus of the initiatives is the newly 

centralized training and development facility, the new learning 

organization (NLO). I n  addition the KM capability is internet based, 

providing a sharing tool for staff employed by NLO in six sites throughout 

the United Kingdom and providing service to five NatWest business units 

(Abell and Oxbtow, 2001). 

Another important component in Knowledge Management is intellectual 

capital, a mysterious value, which lies between book value and market 

value of an organization. Some banks have recognized the importance of 

the hidden value of intellectual capital in knowledge management. For an 

example, Canadian Imperial Bank of Commerce (CIBC) has became one 

of the world's first banks to dedicate a whole lending division to 

businesses whose primary assets are innovation and knowledge (Darling, 

1996; Dzinkowski, 1999). They also have recognized that to become 

learning organization, the rate of learning by individuals, teams and 

corporations must be equivalent or even exceed the rate of change in the 

external environment. 

Silicon Valley Bank has launched eSOURCE which is a web site that 

supplies customised business intelligence and resources to customers, 

helping them to grow their fledgling enterprises (Nelson, 1999) This 

coalesces client profiles with advanced knowledge management 
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capabilities and a user profile to tailor content for each user. Therefore, 

people can access this knowledge base since it covers many industry 

sectors, or just their personal knowledge base including investment 

banking, cash management, funding sources, real estate and facilities, 

relocation, risk management, human resources, employee benefits and 

recruiting. 

I n  addition, there is much evidence for the adoption of intranet 

technology as a vehicle for encouraging organization-wide knowledge 

sharing within banks. The intranet helps to make stronger the existing 

functional and national boundaries with 'electronic fences' (Newell, 

Scarbrough and Swan, 2001). This intranet can be described as an 

interactive and decentred technology, which therefore has the potential 

for multiple interpretations and effects. I n  fact it enables processes of 

communication, social coordination and collaboration. This was evidenced 

by the fact that none of the independent intranet-implementation 

projects considered actually managed to encourage knowledge sharing as 

intended, even within the relatively homogenous group for which it was 

designed. 

Trends 

The adoption of knowledge management among European banks is in its 

infancy. According to an IDC survey (2000), only 20°/i of western 

European banks are currently using knowledge management applications. 

They' expect that this situation will be changed without delay; as a result 

Knowledge Management will become priority in the banking sector. 
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Due to increasing competition, European banks are ramping up efforts to 

implement knowledge-based systems that could link people to people, 

and people to knowledge. 

According to the document synopsis of IDC (2000), I T  spending on 

knowledge management systems in the European banking sector will 

amount to $514.4 million in 2004. Further more, it states that I T  

spending on knowledge management will be high in some European 

countries such as France, Germany, Italy, the Netherlands, Sweden and 

the United Kingdom and will contribute four fifth of the total I T  spending 

in the western European banking sector. The fastest growing countries 

are expected to be France, the Netherlands, and Sweden and the United 

Kingdom and Germany will also record the highest levels of spending on 

Knowledge Management in the future. 

On the other hand "Virtual Banking" is an ongoing effort by the banking 

industry to automate banking services for its internal and external 

customers. The application of technology and knowledge is its main 

method of achieving this transaction. Bank customers are allowed by 

these applications to perform "virtually" every type of transaction 

available at their bank without visiting a physical ban king structure each 

time. 

Banking organizations are also moving towards new organizational 

models, emphasizing radical decentralization, coupled with advanced I T  

that allows them to tap into its intellectual assets. This approach is used 

by some banks in the Netherlands in a Knowledge Management practice 
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initiative that allows measuring at a high level of abstraction the 

intellectual capital of the company (Dekker and De Hoog, 2000). 

Conclusion 

I n  order to start to try and convince the sceptics that knowledge 

management is indeed important to organizationsr continued success it is 

advisable to try and generate discussion and thinking about the basics of 

knowledge itself, the different types, tacit, explicit and how it differs from 

information and data. Once this has been achieved the way in which 

knowledge management can fit into the business units or the 

organization can then be thought out. 

One recurring theme of much of the knowledge management related 

literature referred to in this paper is that there is no debate about the 

value of knowledge management as a business practice in banking 

industries. However, most banks do not take it seriously, except for the 

Information Technology while a greater number of other companies do. 

Banking is an information-centered activity and it is a vital requirement to 

make information and knowledge available at right time in the right place 

without delay. The other notable fact is at Knowledge Management 

experience in banks pinpoints four key elements of management namely 

individual learning, team learning, organizational learning and customer 

learning. In conclusion, with the KM practicing and applications used in 

the Banking sector, it is ostensibly clear that the benefits of KM solutions 

should no longer be limited to larger' global banking institutions, it would 

easily be applied by the smaller banking organisations in developing 

countries such as Sri Lanka with deep pockets for I T  tools and 

applications. The effective KM adoption could lead to better return on 
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investments and finally all sectors of banking industries will gain a lot as 

a new source of competitive advantage. 
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