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ABSTRACT

This study examines the impact of artificial intelligence (Al) adoption readiness on the
strategic flexibility of small and medium-sized enterprises (SMEs) in Saudi Arabia and
tests the mediating role of knowledge management capabilities. It argues that acquiring
Al tools is insufficient to generate strategic value unless the firm possesses integrated
technological, data, human, leadership, and governance readiness and can transform Al-
generated insights into usable organizational knowledge.

A quantitative descriptive-analytical design is proposed. The survey instrument
contains 48 items across eleven dimensions: four dimensions of Al adoption readiness,
four dimensions of knowledge management capabilities, and three dimensions of
strategic flexibility. The target respondents are owners and senior managers of micro,
small, and medium-sized enterprises across several Saudi regions and sectors. PLS-SEM is
proposed to assess the measurement model, structural paths, and indirect effects.

Because no field dataset accompanied the initial proposal, this version includes an
explicitly labeled analytical simulation based on 362 cases to demonstrate the expected
reporting structure. The simulated findings indicate relatively high levels of Al readiness,
knowledge management, and strategic flexibility, while data readiness and knowledge
storage remain comparatively weaker. Al adoption readiness positively affects knowledge
management capabilities, knowledge management positively affects strategic flexibility,
and assignificant direct effect remains. The mediation is partial, indicating that knowledge
management is a key conversion mechanism through which readiness becomes strategic
responsiveness.

The study recommends a phased readiness roadmap that prioritizes governance, data
quality, workforce capability, low-risk use cases, knowledge repositories, and value-risk
measurement before scaling. It also provides a diagnostic framework, implementation
indicators, a complete survey instrument, and practical guidance for SME leaders and
support institutions. The simulated results must be replaced with actual field results
before final academic submission.

Keywords: Artificial intelligence, adoption readiness, knowledge management

capabilities, strategic flexibility, SMEs, Saudi Arabia, PLS-SEM.
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