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Abstract:

Objectives: This study examines the impact of artificial intelligence (AI) adoption readiness on the
strategic flexibility of small and medium-sized enterprises and tests the mediating role of
knowledge management capabilities. Study setting: The study is situated in the Kingdom of Saudi
Arabia and focuses on micro, small, and medium-sized enterprises. Methodology: A quantitative
descriptive-analytical design was developed using a 48-item questionnaire covering four Al-
readiness dimensions, four knowledge-management dimensions, and three strategic-flexibility
dimensions. To demonstrate the intended statistical reporting structure before field data collection,
an explicitly labelled analytical simulation of 362 cases was assessed using partial least squares
structural equation modelling. Results: The simulation indicated relatively high levels of the three
constructs, while data readiness and knowledge storage were comparatively weaker. Al readiness
positively affected knowledge management capabilities (B = 0.539), knowledge management
positively affected strategic flexibility (f = 0.407), and the direct effect of readiness on flexibility
remained significant ( = 0.228). The indirect effect was 0.219, indicating complementary partial
mediation that represented approximately 49.1% of the total effect. Recommendations: SMEs
should adopt a phased roadmap that prioritises use-case governance, data quality, workforce
capabilities, knowledge repositories, and value-risk measurement before scaling. The simulated
results must be replaced with actual field results before the manuscript is submitted as an empirical
article.

Keywords: Artificial intelligence adoption readiness; knowledge management capabilities;
strategic flexibility; SMEs; Saudi Arabia.
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