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v

For organisations looking at Knowledge Management (KM), it is no 
longer a question of ‘should we?’ It is now a question of ‘how should 
we?’ KM has been accepted as an integral practice for most organisations 
– however many are still, understandably, cautious of the investments 
they make in the current financial environment following the economic 
downturn.

The intangible nature of knowledge resources has proven to be a 
difficult issue for organisations to tackle. It is no easy process to ascer-
tain the value of an unquantifiable resource, which makes it difficult to 
justify investment in KM. As David Griffiths remarks in chapter one: 
‘The measurement of knowledge value is difficult. It is specific to time, 
context, and the perception of what it is that constitutes a knowledge 
asset.’ So, what is the best course of action for an organisation looking to 
prove the value of their KM efforts?

Measuring the ROI of Knowledge Management 2nd edition aims to explore 
how leading industry experts prove the value of their KM initiatives and 
justify investing in them. From outlining the best methods of quantifying 
the return from KM, to discussing the limitations of an ROI-focused 
approach, this book looks to present an all-encompassing view of how to 
best tackle this this matter that is rife with guesswork and uncertainty.

David Griffiths, founder of K3-Cubed, starts the book off with an 
introduction to the ‘knowledge economy’; outlining what the key 
economic drivers of KM are, how KM can create a competitive advan-
tage, and why it is so difficult to measure it’s value. 

Moving into part one, the book focuses on the quantifying of knowl-
edge assets, and the returns they bring. In chapter two James Gunn, 
charted engineer and knowledge management consultant, explores 
the varying business case arguments that can be made to justify a KM 
programme, and identifies their strengths and weaknesses. Examples 
of these include; the creation of new markets, capitalising on a strategic 
advantage, and maintaining legal obligations. In chapter three, Tim 
Hawley, associate director of Arup, explains the process of designing 

Executive summary

ROI of KM_Royal_Octavo.indd   5 08/12/2016   13:28



vi

Executive summary

and utilising a ‘knowledge audit’ to not only determine exactly what 
knowledge exists in an organisation, but also determine how best to 
drive a positive ROI from the defined assets. 

The next biggest step in technological improvement for many organ-
isations is the successful integration of Artificial Intelligence (AI) into 
their business practices. Chapter four moves to address the incoming 
issue of AI as a knowledge asset, with James Loft, chief executive officer 
at Matter AI, discussing how AI can affect the KM space by adding value, 
and how it can ultimately support in delivering a good return on KM 
investments. 

Chapter five features Hélène Russell, founder of TheKnowledge 
Business, giving an overview of the best practical methods for meas-
uring KM projects to better understand their positive impacts and their 
‘value for money’; showing how to use the ‘balanced scorecard’ to ensure 
a balanced view of all measurement systems, and the 10 key ‘design 
tests’ that a measurement system should aim to fulfil.

Part two of the book then moves into outlining the limitations of a 
solely ROI-focused approach to understanding the value of KM projects, 
giving light to other approaches that allow room for the intangible 
nature of knowledge resources. Chapter six features John Hovell, head 
of organisational development at BAE systems. explaining how looking 
at the ROI is only useful to a certain point, and is more effective when 
used in conjunction with other measurement efforts; such as the use of 
anecdotal evidence of organisational wins.

In chapter seven, Stan Garfield, knowledge manager, author, and 
speaker, proposes arguments against the measurement of the ROI 
of KM – outlining that focusing on the benefits and progress of KM 
project is a more helpful approach. This leads into a literature review 
of more leading industry experts outlining the issues and limitations of 
ROI-based measurements.

In chapter eight Andrew Gent, lead information architect at VoltDB, 
gives an overview of how supporting and nurturing the on-going invest-
ment in KM is a more effective and healthy method of approaching and 
tackling value, as justifying the ROI in a one-off case often works against 
the project that is trying to be implemented. Tips for keeping the project 
safe from being axed by budget reviews are outlined; including embed-
ding KM into an organisations daily operations and designing the KM 
initiative to cost as little as possible by repurposing existing resources.
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Measuring the ROI of Knowledge Management 

Finally, in chapter nine, Professor Dave Snowden, chief scientific 
officer of Cognitive Edge, offers an explanation of the differences between 
outcome, output, and vector measurements – and how holding explicit 
goals that are tracked can destroy the intrinsic motivation behind the 
project. He then moves to outline newer approaches that are emerging to 
deal with systems and resources that are both intangible and uncertain.
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By David Griffiths, founder of K3-Cubed

This report will often refer to the knowledge economy, which is a general 
term with multiple definitions aimed at describing modern economic 
challenges. It is an economy driven by the use, diffusion, and creation 
of knowledge.

This leads towards the application of knowledge as an economic 
resource. The deputy secretary general of the OECD1 stated that compet-
itive advantage is grounded in the ability of an organisation to be more 
efficient and effective than its competitors, with knowledge being 
something that needs to be harnessed to exploit the uniqueness of the 
organisation. It is this uniqueness that is of interest to organisations 
seeking competitive advantage, but it is the management of knowl-
edge resources that is the biggest challenge facing organisations today. 
Organisations are operating in a global economy, characterised by the 
emergence of intellectual capital as a core value driver as the following 
statistics infer: 

●● The value of intangible resources has dramatically increased 
over the past 80 years, rising from a 30 per cent representation 
of company valuation in 1929 to recent times where companies 
such as Google and Microsoft have declared intangible assets to be 
worth as much as 90 per cent;2

●● Intellectual capital has been found to account for 78 per cent of the 
value on the Standard & Poor’s 500;3 and

●● In a 2010 analysis of the US stock market performance of 79 
companies across service, manufacturing and financial sectors 
between 1998-2003, it was found that the mere announcement of 
a strategy to manage knowledge resources could have a significant 
positive impact on an organisation’s market value.4

Chapter 1: 
Understanding the  

knowledge economy

ROI of KM_Royal_Octavo.indd   1 08/12/2016   13:28



2

Chapter 1: Understanding the  knowledge economy

The message is clear: knowledge is valuable, but the strategic value 
drivers embedded in the knowledge economy are hard to define. This 
has to be understood if an organisation is to justify investment in KM 
projects. What is the point in investing in KM processes unless they 
address strategic and operational needs? How can an organisation 
address KM unless it understands the drivers that impact the concept?

Economic value drivers
Without doubt, strategic value exists in developing a unique position for 
the organisation as it transacts in the knowledge economy – an economy 
that the OECD5 describes as having four pillars (refer to Figure 1):

●● Innovation (or knowledge-creation) – As a critical factor of 
competitive advantage;

●● New technologies – Linking technology progress to growth in 
productivity;

●● Human capital – Seen as essential to harness the benefits of the 
first two pillars; and

●● Enterprise dynamics – Also known as adaptive capacity, the ability 
to flex according to evolving consumer needs.

Fundamentally, the basis of the knowledge economy is human capital: 
the socialisation of human resources being a key to innovation and the 
development of organisational adaptive capacity. When was the last time 
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technology spontaneously created knowledge? Take away people and 
gauge how effective technology is at creating dynamic capability in the 
organisation. 

In the view of this report, while technology is a founding aspect of 
the pyramid, it cannot be enabled without the intervention of people, 
which is why human capital (people) is seen as the pivotal aspect of 
the knowledge economy and an organisation’s competitive advantage. To 
enable this and produce value-driven adaptive capacity, a constant state 
of development is required – the only constant for a knowledge-cen-
tric organisation is change, as Thomas Clarke infers in The Knowledge 
Economy: ‘In dynamic environments highly developed learning 
is necessary in order to keep knowledge current; an organisation’s 
learning capability must keep pace with the changes in the competitive 
environment.6’

This idea of an organisation’s ‘learning capability informing adaptive 
capacity’ links knowledge to the learning capacity of an organisation, a 
concept that will be discussed later in this report.

Develop a competitive advantage
The theoretical arguments surrounding the views in the proceeding 
paragraphs are contentious. It is not the intention of this report to 
bring resolution to these arguments, only to report on the concepts and 
use their currency to develop potential benefits for organisational KM 
process. 

The management of resources requires a strategy to underpin the 
value associated with them. Two approaches dominate the KM field: 
the resource based view (RBV) and the more recent knowledge based 
view (KBV). The two are often interchangeable during discussions on 
the management of knowledge for competitive advantage, but the reality 
is that they are different. The strategy the organisation chooses is critical 
as the RBV leans more towards a view of knowledge as an object, while 
the KBV leans more towards the view of knowledge as a process.

‘I feel strongly that you can’t “manage” knowledge, you can only 
manage people, environment and information. Management 

needs to come to a pretty serious understanding that it only has 
three things going for it at any organisation; people, money and 

information.’ 
(KM, Australian Government)
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