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1. Introduction 

Knowledge creation and its expansion are essential and inherent characteristics of the knowledge management 
process (Dul et. al., 2011). It is important for an organization to develop competency in creating knowledge in order for 
surviving in the competition (Hislop, 2013). Knowledge creation is the outcome of our day to day activities in our work or in 
social setting. Knowledge creation takes place through various vibrant ways. Some of these emerge through some human 
actions or through some technical means. New knowledge that emerges from knowledge creation process helps organizations 
to develop its ability to generate new knowledge, innovate, and add value. This new knowledge fosters developing new and 
innovative product, improving internal processes, or enhancing organizations’ decision making ability (Omotayo, 2015). 
Ramirez et. al. (2011) contended that knowledge creation influences specifically and in a roundabout way organizational 
learning indicating larger existence of the knowledge creation process in the organization, i.e. organizational learning 
promotes attempts to enhance organizational performance.  

Knowledge creation is also considered to be a crucial factor for innovation and competitive advantage. Hsiaoping 
(2008) noted that inter organizational interactions among partners promotes codifying the knowledge hence it strengthens 
organization’s innovative capacity. As Nonaka and Takecuhi (1995) mentioned, organizations’ innovative capacity is 
contingent upon their ability to create new knowledge. Thus, creative organizations consider knowledge creation as one of the 
most valuable asset for them (Merx-Chermin and Nijhof, 2005). New knowledge created in the organization promotes 
enhancement in internal management aspects as well as enhance inventive manufacturing aspects which rightfully focuses on 
customers’ needs and preferences. Therefore, knowledge creation is considered to be one of the chief assets for an innovative 
(Pei, 2008).Knowledge creation also has influence on knowledge application (Andreeva and Kianto, 2011). Therefore, Jonas 
(2003) advocated that organization that is efficient in creating knowledge has more diversified knowledge base to kindle the 
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Abstract 
This study is conducted to identify the relationship between knowledge creation process and organizational 
performance with mediating role of organizational creativity. A Self-administered questionnaire survey among 270 
the top and mid-level managers of selected service organizations in Bangladesh was used to collect data. Multiple 
regression method was employed to determine the relationship among knowledge creation process, organizational 
creativity, and organizational performance. Also, Baron and Kenny (1986) and Sobel (1982) approach were used to 
test the mediating role of organizational creativity. It is found from the result that knowledge creation process has 
significant positive association with organizational performance. Also, knowledge creation process is found to have 
significant positive association with organizational creativity. Furthermore, it is confirmed that organizational 
creativity has significant positive association with organizational performance. Lastly, organizational creativity is 
found to mediate the relationship between knowledge creation process and organizational performance. Based on 
the findings, conclusions, implications, limitations of the research were drawn and future research scope is 
suggested.  
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knowledge use. Furthermore, Yli-Renko et. al. (2001) also suggested that knowledge creation enhances possible exploitation 
of knowledge. 

From the above discussions it is evident that knowledge creation is a critical activity for an organization for survival, 
growth, and sustainability in the market place. In light of that the objective of this paper is to identify the effect of knoweldge 
creation on organizational performance with the mediating role of organizational creativity in selected service organiations of 
Bangladesh. The knoweldge creation has been explored in terms of SECI process and organizational performance has been analyzed 
in terms of balanced score card approach. 
 
2. Literature Review 
 
2.1. Knowledge Creation Process (KCP) and Organizational Performance (OP) 

Empirical studies have found relationship between knowledge creation and organizational performance (Shahbakhsh, 
2013; Derakhshan, 2016; Abtahi, 2012, Berraies and Chaher, 2014). Mills and Smith (2011) mentioned that organizations not 
only need to plan their tangible assets effectively but also require to operationalize information in proper way in order to 
become successful.  An organization’s capability to generate new knowledge is contingent upon ability to create new 
knowledge (Nonaka and Takecuhi, 1995). Superior application of knowledge creation process enables an organization to link 
new knowledge in innovative ways that enhance customer value through augmenting market offerings of the organizations 
(Huang et. al., 2009).According to Yong et. al. (2009), firms that are better in creating knowledge through SECI process are 
more successful in attaining capability, growth, and yield. Hence, knowledge creation is key to improve organizational 
performance (Huang et. al., 2009). 

Gholami et. al. (2013) in a study on SMEs found that organizations need to create and implement new technology to 
facilitate strategic decision making that leads to improvement in productivity, financial and staff performance, innovation, 
work relationships, and customer satisfaction. Nawab et. al. (2015) found that knowledge creation generates innovation in 
banking industry which ultimately improves organizational performance.Berraies and Chaher (2014) ascertains that 
knowledge creation process is a catalyst for firms’ innovation.The authors concluded that socialization has the strongest 
influence on innovation performance. Laeeque and Babar (2017) also confirm that knowledge creation leads to improvement 
in firm performance due to the development in innovation capability. Nguyen et. al. (2016) argued that inculcating knowledge 
creation does not lead to organizational performance unless it transforms into product innovation.Chung et. al. (2009) draws 
conclusion that knowledge creation based on agility improve organizational creativity which subsequently results in superior 
organizational performance. 

Liao and Wu (2010) empirically justified that knowledge creation activities positively influences organizational 
performance.Knowledge-creation systems and practices create new process knowledge and thus, are influential in achieving 
superior, competitive firm performance (Alegre et. al., 2013). Knowledge creation facilitates knowledge exchange and 
knowledge use which decidedly influences knowledge use, exchange and utilization of knowledge. Knowledge utilization, 
exchange and use of knowledge decidedly influence organizational learning. Knowledge segments and organizational learning 
has strong relationship with business development and organizational performance (Sarand et. Al., 2015; Ramirez and 
Kumpikaite, 2012). Yang (2010) also deliver his opinion in favour of knowledge creation process in improving organizational 
performance since this kind of activities aid in extracting and utilizing knowledge of different members of the organizational 
supply chain which ultimately provides firms with an opportunity to achieve profit, growth, efficiency, and sustainable 
competitive advantages. This leads to formulation of following hypothesis: 

 H1: Knowledge creation process (KCP) has positive association with organizational performance (OP). 
 
2.2. Knowledge Creation Process and Organizational Creativity 

Creativity requires the support of knowledge—creativity itself is the result of knowledge creation (Wang and Noe, 
2010). An employee’s engagement in innovative work behavior requires the employee to be both able and willing to be 
innovative. Employees may exhibit creativity by developing new knowledge, advanced technologies, or by making process 
improvements that will lead to innovations (Parjanen, 2012).  Auernhammer and Hall (2013) mentioned that individuals need 
to be supported so that they both engage in the routine to develop their expertise and experience, and periodically step out of 
it in order to explore new ideas. Exposure to heterogeneous knowledge is found to improve both the creative potential of focal 
actors as well as work team’s innovation in general (Wu et. al., 2011). By interacting with others, employees can accumulate 
pooled informational resources relevant to their task or problem identified in the workplace, be exposed to a variety of ideas 
and ways of thinking, and have higher chance of synthesizing the shared resources into a new body of domain of knowledge, 
which facilitates creativity (Gong et. al., 2012). 

Lee and Choi (2003) found that socio-technical enablers such as collaboration, trust, learning, and formalization are 
significant predictors of knowledge creation process which affects organizational creativity significantly. Migdadi (2005) also 
found positive relationship between knowledge creation and organizational creativity. The author concluded that existing 
knowledge has an imperative role in organizational creativity. Therefore, access to information, ideas, and experience enables 
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individuals and teams to build on good ideas and incorporate them into innovative products and process. Soon and Zainol 
(2011) showed that the knowledge creation process is positively related to organizational creativity. According to the authors, 
the knowledge creation process and indeed the whole organizational knowledge creation process is important because this 
relates to the capability of a company as a whole to create new knowledge, disseminate it throughout the organization, and 
embody it in products, services, and systems. This enables the “knowledge creating” company to achieve continuous 
innovation.  

Chung et. al. (2009) found that knowledge creation processes improve organizational creativity. The authors 
concluded that in order for the organization to be creative, it may be just as important, if not more so, to maintain an 
environment that fosters knowledge creation among employees. When knowledge creation processes afford the organization 
the freedom to experiment with new ideas and take risks, the enriched knowledge environment can significantly facilitate the 
organization to be more creative. Rahimi et. al. (2011) emphasized that employee cooperation, networking, objectivity, 
information sharing, and peer mentoring promotes knowledge creation which ultimately fosters creativity.This leads to 
formulation of following hypothesis: 

 H2: Knowledge creation process (KCP) has positive association with organizational creativity (OC). 
 
2.3. Organizational Creativity and Organizational Performance  

The role of creativity for firms’ performance and growth cannot be ignored in a competitive dynamic environment. 
Several Authors have found positive relationship between creativity and organizational performance (Hassan et. al., 2013; 
Soon and Zainol, 2011; Heffernan et. al., 2009; Chung et. al., 2009; Swann and Birke, 2005; Migdadi, 2005; Lee and Choi, 2003). 
Rahnama et. al. (2011) established positive relationship between creativity and organizational effectiveness. Chung et. al. 
(2009) draws conclusion that knowledge creation based on agility improve organizational creativity which subsequently 
results in superior organizational performance. AlMulhim (207) found positive relation between organizational creativity and 
performance in the banks of Saudi Arabia. 

The generalized creative climate or culture as well as specific or focused creative efforts such as R&D and design help 
enhance innovation and performance (DTI, 2005). Swann and Birke (2005) emphasized on the role of a creative workplace or 
climate as an important driver of creativity and firm performance. Organizational climate supporting the generation of new 
ideas, risk taking, empowering the employees, and emphasizing participative decision making increases firm’s performance 
(Cekmecelioǧlu and Güncel, 2013). Hassan et. al. (2013) found that motivated and creative employees have positive impact on 
organizational performance. Kocoglu et. al. (2011) mentioned that shared vision for learning among employee fosters 
creativity which ultimately affects organizational performance. Soon and Zainol (2011) found that knowledge creation 
embedded with learning and T-shaped skills enhance organizational creativity which improves organizational performance. 

Organizations which emphasized on learning through seminars and training programs, journal articles and books, 
self-learning techniques, peer learning, and formal and informal workplace training are creative and demonstrates high level 
of performance (Bai and Fallah, 2012). Auernhammer and Hall (2013) found organizational culture, including leadership and 
social conditions, influence organizational performance in terms of knowledge creation process related to creativity. 
Heffernan et. al. (2009) found that reward, open communication, and involvement fosters creative organizational climate that 
improves organizational performance.This leads to formulation of following hypothesis: 

 H3: Organizational creativity (OC) has positive association with organizational performance (OP). 
 
2.4. Mediating Effect of OC between KCP and OP 

Several researchers have identified the role of OC as mediator in the relationship between KCP and OP. Lee and Choi 
(2003), Migadadi (2005), AlMulhim (2017). All of the above researchers found OC to act as a mediator variable in the 
relationship between KCP and OP.  Knowledge creation processes improve organizational creativity because they allow the 
organization to be more agile (Chung et. al., 2009) which ultimately improves organizational performance. Therefore, this 
study supposes that OC has a mediating role in  the relationship between KCP and OP.  Hence, this study formulates following 
hypothesis:  

 H4: OC mediates the relationship between KCP and organizational performance. 
 
2.5. Theoretical Model 

Based on the theoretical considerations this study developed a research model shown in Figure 1. This model 
highlights that KCP, including socialization, externalization, combination and internalization have a positive direct impact on 
OC which in turn affects OP. The research model was tested empirically in the selected service sectors in Bangladesh. 
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Figure 1: The Research Model 

 
3. Research Methodology 

The survey was a single cross-sectional and field survey. The unit of analysis was organization. The respondents were 
selected from top and middle level management ofselected service organizations namely bank, insurance, hospital, unviersity, IT, 
telecommunication, and real estate.  

The simple random sampling method was used to collect data from the respondents.The data was collected through 
self-administered questionnaire survey. The questionnaire was divided into two sections. The first section asked general 
characteristics of respondents such as gender, position, highest education level, number of years working in the organization. 
Also, organizational information regarding industry sector, ownership structure, number of years operating, and 
organizational size in terms of number of employees. The second part asked questions related to the knowledge creation 
process, organizational creativity, and organizational performance.The knowledge creation process was measured in 19-item 
scale based on the study of Nonaka et. al. (2000). While, organizational creativity was measured in 5-item scale based on the 
study of Migdadi (2005). Organizational performance was measured from balanced score card perspectivein 10-item scale 
based on the study of Huo and Zhu (2014). All the constructs were developed using multiple item method and were measured 
using five point Likert scale with ‘1’ represents ‘strongly disagree’ and ‘5’ represents ‘strongly agree’ to provide the 
advantage of standardizing and quantifying relative effects.  

In total 650 questionnaire were distributed out of which 288 were returned. Out of the returned questionnaires 270 
was considered for analysis with response rate 41.5%. Data was tested for reliability by using Cronbach Alpha method.All the 
four validity face validity, content validity, construct validity, and criterion validity was tested to confirm the validity of the 
data obtained. Linear regression method was adopted to test the hypothesis. Moreover, mediating effect of organizational 
creativity was tested through Baron and Kenny (1986) method. According to the authors, we must verify the significant links 
between the independent variable (KCP) and the mediating variable (OC) and also between the mediating variable (OC) and 
the dependent variable (OP). Then, mediation is established if the effect of the independent variable on the dependent variable 
is reduced by the mediating variable. If the direct effect becomes insignificant, mediating effect is therefore complete. In 
addition, Sobel test has been employed. Sobel test, in statistics, is a method to test the significance of a mediation effect. Causal 
approach suggested by Baron and Kenny (1986) is the most basic approach. But, this approach suffers from the limitation that 
it is not able to test the statistical significance of the strength of the indirect effect. In order to supplement this problem Sobel 
test has been used. The data was then analyzed in SPSS version 22. 
 
4. Reliability and Validity of the Variables  

Table 1 presents reliability of all research variables. From Table 1 it is found that Cronbach’s alpha value of all the 
research variables is above the cut-off level of 0.7. This indicates a high level of internal consistency in the reliability of the 
variables. 
 

Variable Cronbach's Alpha 
Socialization 0.753 

Externalization 0.878 
Combination 0.763 

Internalization 0.718 
Knowledge Creation Process 0.795 

Organizational Creativity 0.906 
Organizational Performance 0.897 

Table 1: Reliability of All Factors 
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Table 2 presents convergent validity and discriminant validity of the research variables. Convergent validity was 
measured by using item-to-total correlation. Items with item-to-total correlation above cut-off level (0.4) were 
considered for further analysis. Factor analysis with varimox was used to check the discriminant validity of the items. Items 
with loading factors below 0.5 were not considered. Factor analysis was used not only to measure the validity of the items but 
also it serves as a tool for authenticating the uni-dimensionality of the items of the research variables. There are several 
approaches to select the number of factors. In this research, factors were determined based on eigen value. Those factors 
which had eigen values more than 1 were retained for further analysis.  
 

Variable Factor Loading Item-to-total Correlation % of Variance Explained 

KCS1 .715 .521 Socialization: One factor is generated 
out of five with 50.636% variance 

explained. 
KCS2 .686 .481 
KCS3 .807 .638 
KCS4 .727 .546 
KCS5 .608 .414 
KCE1 .795 .676 Externalization: One factor is 

generated out of five with 67.783% 
variance explained. 

KCE2 .852 .751 
KCE3 .766 .643 
KCE4 .859 .761 
KCE5 .840 .738 
KCC1 .741 .585 Combination: One factor is generated 

out of five with 52.231% variance 
explained. 

KCC2 .736 .580 
KCC3 .791 .598 
KCC4 .729 .525 
KCC5 .603 .412 
KCI1 .717 .470 Internalization: One factor is 

generated out of four with 54.450% 
variance explained. 

KCI2 .784 .568 
KCI3 .697 .462 
KCI4 .750 .529 

KCP_Socialization .845 .743 Grouping Items of Knowledge 
Creation Process (KCP): One factor is 
generated out of four with 66.179% 

variance explained. 

KCP_Externalizati
on 

.779 .629 
KCP_Combination .827 .712 
KCP_Internalizati

on 
.694 .536 

OC1 .865 .782 Organizational Creativity: One factor 
is generated out of five with 73.280% 

variance explained. 
OC2 .906 .846 
OC2 .813 .709 
OC4 .841 .750 
OC5 .853 .755 
OP1 .646 .625 Organizational Performance: Two 

factors are generated out of ten with 
63.139% variance explained. 

OP2 .738 .727 
OP3 .712 .581 
OP4 .733 .642 
OP5 .716 .599 
OP6 .664 .558 
OP7 .740 .710 
OP8 .708 .599 
OP9 .725 .634 

OP10 .831 .795 
Table 2: Validity of All Variables 
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5. Regression Result 
Table 3 presents the regression results of knowledge creation process (KCP) as independent variables with 

organizational performance (OP) as dependent variable. The  overall regression model is significant with R2value 0.46 and 
Fvalue21.802. It is also evident from the table that knowledge creation process has significant positive association with 
organizational performance (β= .215, t=4.669). Hence, hypothesis 1 is proved. 

Table 3also presents the regression results of knowledge creation process (KCP) as independent variables with 
organizational creativity (OC) as dependent variable. The  overall regression model is significant with R2value 0.513 and 
Fvalue472.547. It is also evident from the table that knowledge creation process has significant positive association with 
organizational creativity (β= .716, t=21.738). Thereby, hypothesis 2 is proved. 

Table 3further presents the regression results of organizational creativity (OC) as independent variables with 
organizational performance (OP) as dependent variable. The  overall regression model is significant with R2value 0.35and Fvalue 
16.038. It is also evident from the table that organizational creativity has significant positive association with organizational 
performance (β= .186, t=4.005). Therefore, hypothesis 3 is proved. 
 

Independent Variable Dependent Variable 
Organizational Creativity 

(OC) 
Organizational 

Performance (OP) 
β t β t 

Knowledge Creation Process (KCP) 0.716*** 21.738 0.215*** 4.669 

Organizational Creativity (OC)  0.186*** 4.005 

Table 3: Regression Results 
***significant at p<.01 

 
6. Mediation Analysis 

In this study, mediation effect of OC was tested by the conditions suggested by Baron and Kenny (1986). This research 
assumed organizational creativity as a mediating variable in the relationship between knowledge creation process and 
organizational performance. Figure 2 presents the mediation graph which depicts the role of OC as mediator between KCP and 
OP. Research findings reveal that strength of the relationship between KCP and OP is reduced  (β=0.169) but still remain 
significant (p<.05).  Hence, OC as a mediator reduced the total effect of independent variable (KCP) on the dependent variable 
(organizational performance) by the total of the indirect effect. Also, according to Baron and Kenny (1986), the full mediation 
would take place if the reduction in total effect becomes insignificant. But the In this case, the mediating effect operated by OC 
in the model tested remains significant thereby indicating partial mediation. Therefore, we can conclude that the mediation is 
partial. Finally, Sobel test was used and confirmed the significance of the mediating effects (Z=2.483, p=0.013). Hypothesis 4 is 
hence partially supported. 
 

Type of Mediation Significant 
Sobel z-value 2.483568 p = 0.013007 
95% Symmetrical Confidence interval       
  Lower 0.0249     
  Higher 0.21138     
Unstandardized indirect effect       
  a*b 0.11814     
  se 0.04757     
Effective Size measures       
Standardized Coefficients        
  Total: 0.215    
  Direct: 0.169    
  Indirect: 0.118    
  Indirect to Total ratio 0.549    

Table 4 
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Figure 2: Mediation Graph 

 
7. Conclusion and Implication 

This study aimed at identifying the mediating role of OC in the relationship between KCP and OC. In order to achieve 
the research objective four hypotheses were formulated specifying the relationship among the variables. The study adopted 
SECI model to explore KCP including socialization, externalization, combination, and internalization. The research has found 
significant positive relationship between knowledge creation process and organizational performance. The finding is in 
accordance with previous researches (Shahbakhsh, 2013; Derakhshan, 2016; Abtahi, et. al., 2012, Bihamta et. al, 2012; 
AlMulhim, 2017). Hence, first hypothesis is supported. Knowledge creation takes place through exchange of tacit and explicit 
knowledge among employees. In this regard, AlMulhim (2017) emphasized on face to face interaction and discussion, 
cooperation among employees,  learning by doing are essential for knowledge creation to improve organizational 
performance. To this end, Derakhshan (2016) emphasized on formulating knowledge teams with people involved in 
knowledge creation and information sharing. Also, creation of atmosphere and idea generation approach organizations can create 
knowledge to improve performance (Abadi et. al., 2013) The study also found significant positive relationship between 
knowledge creation process and organizational creativity. This finding is in accordance with previous researches (Lee and 
Choi, 2003; Migdadi, 2005; Chung et. al., 2009; Soon and Zainol, 2011; AlMulhim, 2017). Therefore, second hypothesis is 
supported. Organizational creativity stems from organizational culture and environment. Abtahi et. al. (2012) highlighted the 
role of creating organizational culture and creating the culture in the organization as the driver of knoweldge creation to improve 
creativity. in this connection, learning culture and T-shaped skills are important to drive creativity. Also according to Chung et. al. 
(2009) organizational agility is vital to drive creativity in the organization.  

Furthermore, significant positive relationship has been found between organizational creativity and organizational 
performance. The finding confirms result of previous researches (Hassan et. al., 2013; Soon and Zainol, 2011; Heffernan et. al., 
2009; Chung et. al., 2009; Swann and Birke, 2005; Migdadi, 2005; Lee and Choi, 2003; AlMulhim, 2017). Thus, third hypothesis 
is supported. 

Lastly, this study revealed that organizational creativity significantly mediates the relationship between knowledge 
creation process and organizational performance. This finding is in line with the study of Lee and Choi (2003), Migadadi 
(2005), AlMulhim (2017). Accordingly, fourth hypothesis is supported. 

This study has theoretical as well as practical contribution. This research attempted to build an integrated framework 
by linking KCP, OC, and OP. The significant role of OC in mediating the relationship is highlighted in the research. Also, the 
study incorporated balanced score card approach to measure organizational performance which is noticeable that 
differentiates the study from other similar kind of studies. Moreover, this research highlighted the most crucial dimensions of 
the SECI model in contributing to performance and creativity of the organization. Lastly, adoption of SECI model from different 
cultural perspective is also a remarkable contribution of this research. 

The practical contribution of this research is far reaching. From a practitioner standpoint, this paper provides an 
opportunity for managers to better recognize KCP and OC as the key factors for performance. Indeed, on the basis of this 
research, managers have to devote efforts in order to improve KCP through reinforcing the socialization, externalization, 
combination and internalization processes and to boost effective organizational creativity within companies. Thus, we suggest 
that in order to satisfy customers’ needs and attain competitive advantage; managers have to create a better atmosphere in 
their organizations and encourage their employees to express new ideas. They also should apply effective ways to manage 
knowledge workers better. In this way managers can generate new knowledge and offer better services to their customers and 
consequently improve the overall performance of the firm. 
 
8. Limitations and Future Research Scope 

In spite of multifarious contributions, this research is not without limitations which need to be addressed in for 
offering viewpoint for future research. This study was a cross sectional survey that was conducted only on time. In order for 
having greater understanding longitudinal study can be conducted in future. This study concentrated only on selected service 
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organizations in Bangladesh. It is thus necessary to include other sectors specially manufacturing sectors to have larger 
sample to get more probability in generalizing the conclusions. Moreover, comparative study between service and 
manufacturing sectors with regard to the practices of knowledge creation process can also be initiated which was not 
addressed in this research. Also, this study found OC to partially mediate the relationship between KCP and OP indicating that 
OC is not the only variable that in the model. There might be other variables such as agility, learning process, KM capabilities 
which can mediate or moderate the relationship. Also, a study on cross cultural comparison with respect to adoption of SECI 
model can be commendable in future. Lastly, this study adopted quantitative approach in explaining the relationship. It will be 
more useful if mix of quantitative and qualitative study is conducted to get more in depth understanding regarding the 
relationship among KCP, OC and OP. 
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