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Abstract:

Small and medium scale enterprises (SMEs) are seen as the engine of most economies of the world. Hence, alarming rate
of SMEs’ failure in Nigeria, has prompted banks, in response to both regulation and changing market dynamics, to resort
to innovating around their structures, systems and processes to design products and processes that could help in
alleviating the SMEs failure rate. Therefore, this study investigated the effect of bank innovation capability on the
competitive advantage of small and medium enterprises in Nigeria. Cross-sectional survey research design was adopted,
5,292 and 27,000 staff of banks with dedicated SMEs’ desks and SMEs’ owner managers respectivelywere sampled and
data collated. Multiple regression analysis was adopted and the result shows that bank innovation capability had
positive significant effect on competitive advantage (Adj R? = 0.127, (F (5493) = 15.483, p<0.05). It was concluded that
bank innovation capability affect the competitive advantage of small and medium enterprisesand it was recommended
thatCentral Bank of Nigeria should encourage deposit money banks in Nigeria to embrace innovation capability
dimensions which is tailored to customers’ needs in dealing with SMEs’ industry so as to drive their competitive
advantage.
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1. Introduction

Competitive advantage is the heart of a company’s performance. It reflects a company’s ability to offer consumers
greater value either by employing lowering prices or by providing greater benefits and services that justify higher prices.
Porter (1985) argues that competitive advantage stems from the many discrete activities a firm performs in designing,
producing, marketing, delivering, and supporting its product. Each of these activities can contribute to a firm’s relative cost
position and create a basis for differentiation. The advantage of the company is grown from the value or benefits that can
be created by companies for the buyers. When companies can create excellence through one of the three generic
strategies, it will get a competitive advantage (Aaker, 1989). Competitive advantage allows a firm to create superior value
for its customers and profits for itself. A firm position itself in the industry through its choice of low cost or differentiation.
This decision is a central component of the firm’s competitive strategy (Mathenge, 2013).

Bank innovations are important vehicles through which banking institutions can turn around performance of
small and medium sized enterprises (SMEs) and lead to an incredible change in business performance. Bank/financial
innovation is the act of creating and popularizing fresh monetary instruments as well as fresh monetary technologies,
institutions, and markets (Cherotich, Sang, Shisia, &Mutung’u, 2015). It involves the design, the development, and the
implementation of innovative financial instruments and processes, and the formulation of creative solutions to problems
of finance. Bank innovation encompasses institutional, product and process innovations (Alvarez, 2009). Innovation
capabilities are the combination of firm abilities to integrate and build resources to develop new products and processes,
improve existing products and processes, and new product to market to provide an advantage towards achieving superior
performance (Zhang, 2004).Agyei-Mensah (2016) argued that innovationcapability is undoubtedly one primary means by
which businesses can adapt to the demands of today’s complex and ever-changing business environment.

Small and medium sized enterprises around the world encounter constraints and limitations such as limited
number of employees, insufficient financial resources, inconsistency in policies, a lack of educational background of the
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promoters, lack of transparency and corruption, inadequate finance, difficulty in accessing credit, lack of innovation and
experience and a lack of managerial expertise, among other limiting factors (Annual Report of EU SMEs, 2015; 2016). In
Nigeria, most SMEs, in terms of performance, prove to produce a competitive advantage through differentiation while
some are producing it through cost. The truth is that the SMEs did not pay proper attention to the foundation of
competitive advantage. Some of the SMEs succeeded, while some failed because of a set of problems, such as the financing
factor, management experience factor, marketing factor, innovation factor, and many others, within which, in the frame of
world-wide economic practices, SMEs cannot compete (Eniola&Entebang, 2014). Hence the need to evaluate the effect of
bank innovation dimensions on competitive advantage of small and medium scale enterprises in Nigeria.

2. Literature Review/Theoretical Underpinning

2.1. Conceptual Review

2.1.1. Bank Innovation Capability

Innovation capabilities are the combination of firm abilities to integrate and build resources to develop new
products and processes, improve existing products and processes, and new product to market to provide an advantage
towards achieving superior performance (Zhang, 2004). In the financial services industry, innovation is viewed as the act
of creating and popularizing new financial instruments, technologies, institutions, and markets, which facilitate access to
information, trading and means of payment (Solans, 2003). Ignazio (2007) defines bank innovation capability as the
development of financial products, new ways of delivering already financial services or new financial services with the
new process. Therefore, bank innovation capability can take different ways.

There are different types of innovation in business (Rosabeth, 2013). These types are based on two conventional
ways of categorizing innovations; the object of change and the newness or extent of the change. This first categorization
based on the object of change was proposed by Schumpeter (1934). Accordingly, innovation is categorized into product,
process, market, and organizational innovations. The second categorization concerns the “newness” or “radicalness” the
degree of change, innovation is categorized as being radical or incremental. OECD Innovation Manual identifies four main
types of innovation based on the object of change and these are product, process, marketing and organizational
innovations (OECD, 2005). Schumpeter (1939) on the other hand classified innovations into five types: new products; new
processes (technological process innovation and organizational innovation); new sources of supply/raw materials; new
markets and new ways organization. This research work adopts the five-dimensional model of innovation related to the
deposit’'s money banks. These five dimensions of bank innovation are product innovation, process innovation,
organizational innovation, open innovation, and marketing innovation.

2.1.2.Product Innovation

Product innovation as first dimension refers to the introduction of goods and services that is new or significantly
improved for its intended usage that may include the technical specification, components and materials, incorporated
software, or other characteristics their-in. it utilizes new knowledge or technologies, or a combination of both existing
knowledge and technologies (Ogbonna, 2013). Product innovations can utilize new knowledge or technologies or can be
based on new uses or combinations of existing knowledge or technologies.

2.1.3.Process Innovation

Process innovation as a second dimension of bank innovation capability entails the implementation of a new or
enhanced manufacturing or distribution process, or a new course of social service. Product and Process innovations are
interconnected and interwoven to meet certain production targets. Process innovation is the implementation of a new or
significantly improved method of production or delivery. This includes significant changes introduced in techniques,
equipment or software that are employed during the innovation phase (Oslo, 2005). It is coupled with the implementation
of a new or significantly improved production or delivery method. This includes significant changes in techniques,
equipment and/or software.

2.1.4.Marketing Innovation
Marketing innovation as another dimension is the implementation of a new marketing method involving

significant changes in product design or packaging, product placement, product promotion or pricing (OECD, 2005). The
objective of marketing innovation is to bring about major changes in product design and or packaging, placement, and
promotion. Marketing innovations target at addressing customer needs better, opening up new markets, or newly
positioning a firm’s product on the market to increase a firm’s sales. Marketing innovations are strongly related to pricing
strategies, product package design properties, product placement and promotion activities along the lines of four Ps of
marketing (Kotler, 2016).

2.1.5.0rganizational Innovation
Organizational innovation dimension is a new organizational method in a firm’s business practices, workplace

organization or external relations that has not been previously used by the firm. It is the result of strategic decisions taken
by the management, and exclude mergers or acquisitions, for the first time (Olughor, 2015). Organizational innovation
results in new ways of categorizing internal associations, directing, and empowering employees, mouldingcareers and
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rewarding work with pay and benefits (Chieze, 2016). This leads to more effective use of human resources that are of
importance to the successful utilization of ideas.

2.1.6.0pen Innovation
Open innovation dimension is the purposive inflow and outflow of knowledge to accelerate internal innovation,

and expand the market for external use of innovation, respectively (Chesbrough, Vanhaverbeke& West 2006). This implies
that with open innovation, both internal and external knowledge can find their way to commercialization for existing or
new markets by crossing a firm’s boundary. The basis for the idea of openness is that a single organization cannot innovate
in isolation. It has to engage with different types of partners to acquire ideas and resources from the external environment
to stay abreast of competition and to become more profitable (Chesbrough2003b; Laursen& Salter 2006).

2.1.7.Competitive Advantage
Smith and Flanagan (2006) defined competitive advantage as something, what separates the enterprise from

others and keeps it alive and growing. Competitive advantage is the extent to which an organization can create a
defensible position over its competitors (Tracey, 2009). According to Ogundele (2005), competitive advantage occurs
when an organization can implement a significant strategy that is established in its unique resources, capabilities, and core
competencies which other organizations either are unable to duplicate or too costly for them to duplicate. Competitive
advantage consists of three characteristics (Meutia& Ismail, 2012) namely; long survival, difficult to imitate, and difficult to
identify. Creating and sustaining competitive advantage hence requires firms to always stay ahead of competition
(Sachitra, 2017).

Ticha and Hron (2003) observed that the basic purpose of the innovation adoption is to create competitive
advantage as the most important condition for business success. All of the company’s potential is geared to achieve this
goal by daily operational decisions based on the innovations that they have adopted. Competitive advantage is important
for an organization because if they want to lead the market, then it has to compete with competitors and competitive
advantage is the key point through which they can get the market-leading position. On the other hand, SMEs have to
continuously carry out external analysis to identify the opportunities and threats and internal analysis to identify their
distinctive competencies (Eniola&Ektebang, 2014).

2.1.8.Theoretical Review

Theoretically, this study is anchored on two theories namely: Diffusion of Innovation Theory and Technology
Acceptance Model. Innovation diffusion theory opines that relative advantage, complexity, compatibility, trialability and
observability are the factors influencing the adoption of innovation. The study considers that SMEs can gain and sustain its
competitiveness to compete effectively in its industry through innovation. Innovation diffusion theory opines that relative
advantage, complexity, compatibility, trialability and observability are the factors influencing the adoption of innovation.
The study considers that SMEs can gain and sustain its competitiveness to compete effectively in its industry through
innovation. The main limitations of Rogers’s theory of adoption of innovation were that he built a set of stages which
described the diffusion process and he explained the factors, which could influence the adoption process, in general terms.
However, he did not specify which factors could affect each stage of the adoption process since many studies showed that
every stage of the adoption of technological innovation had its factors which, in the end, were affected by the degree of the
adoption. For example, in studying small businesses’ adoption of information systems, Thong (1999) found that the factors
which influenced the extent of the companies’ adoption were rather different from the factors which influenced their
likelihood of adoption.

Technology Acceptance Model developed by Davis (1986) is based on the belief that the use and acceptance of an
innovation are determined by the behavioural intention, but on the other hand, that the behavioural intention is
determined by the individual’s attitude towards the use of the innovation and also by his perception of its utility. It
suggests that the acceptance of an innovation is determined by perceived usefulness and perceived ease of use. The
technology of Acceptance Model is a theory that relates to this study as the study looks at the relationship between bank
innovation and performance of SMEs and tries to also determine the organizational factors that promote the adoption of
innovation. The Technology Acceptance Model is not without its critics. It had some limitations which reduced its
efficiency to investigate the adoption of IT (innovation), the most common being its very simple and stingy characteristics
(Chau & Hu, 2001). Benbasat and Barki (2007) indicated that TAM diverted researchers’ attention away from other
important research issues and created an illusion of progress in the accumulation of knowledge.

2.2. Empirical Review

There are several diverse empirical findings among scholars based on the link between bank innovation capability
components and competitive advantage. Studies such as Ionescu and Dumitru (2015) and Petrariu, Bumbac and Ciobanu
(2013) empirically found that innovation positively enhances SMEs competitive advantage. lonescu and Dumitru (2015)
further revealed that innovation is the leading force of competitiveness of SMEs growth and profitability, as well as of the
creation of durable values since it is well known that the competitive advantage, so much wished-for by any organization
which operates in a highly competitive environment, is volatile and hard to obtain.
The studies of Hazzan, Shaukat, Nawaz and Naz (2013) and Muchemiand Moronge (2017) examined the effects of
innovation types strategies on firm performance. They found that product innovation, marketing innovation and
organizational innovation have a positive effect on firm competitive advantage. Also, their study revealed that market
innovation strategies and Product innovation strategies collectively explain variations in firm performance. Consistently,
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Damanpour and Evan (1984) empirically supported other studies finding that organizational innovation strategies
significantly enhance firm competitive advantage. But these past empirical findings are unable to establish an empirical
link between innovation strategies and SMEs’ competitive advantage.
Reguia (2014) found that there is a positive and significant relationship between product innovation and firm competitive
advantage. He also stated that a new idea which will be implemented for realizing the competitiveadvantage to the
companies, at a time when they have had similar opportunities to present their products at low costs. Similarly, Abou-
Moghli, Al Abdallah and Al Muala (2017) found that innovation has a direct positive impact on competitive advantage
through its dimensions (time, quality, cost, and flexibility) and that banks should support innovation in all aspects of
business and operations. Njuguna (2016) empirically revealed that collaborative networks, innovation, product
diversification and business development services have a positive significant relationship with the competitive advantage
of SMEs youth enterprises. Furthermore, Eniola and Ektebang (2014) examined the link between SMEs performance and
competitive advantage in Nigeria. Their study revealed that organizational competitive advantage from the RBV is indeed
consequential as it can be used as a conceptual measure for SMEs performance in particular through application and
manipulation of identifying internal and external organizational resources to raise their competitive advantageous
position.
Contrary to the results of previous studies, Siyanbola, Egbetokun, Olamade, Adeniyi and Irefin (2008) found no significant
difference in the focus on product and process innovations and competitive advantage of firms. Based on these mixed
findings, this study hypothesizes that:

e Ho: Bank innovation capability dimensions have no significant effect on competitive advantage of small and medium

scale enterprises in Nigeria.

2.3. Literature Gap

Several studies have been carried out on bank innovation and performance of SMEs in different areas,
organisations, countries and contexts (Bisseker, 2014; Wagner, 2015; Rungani&Potgieter, 2018; Kathuku, 2017).
Nevertheless, the linkage between bank innovation capability and performance of SMEs in terms competitive advantage in
Nigeria has not been properly established (Akinwale, Adepoju&Olomu, 2017; Ehinomen&Adeleke, 2012). Furthermore,
previous studies have mainly focused on one type of innovation at the expense of other types (Azar&Ciabuschi, 2016;
Walobwa et al., 2013). However, Damapour and Aravind (2011) argue that the adoption of a single type or even a set of
innovations of “only one type” may not enable firms to fully realize the positive effects of innovation on performance. This,
therefore, leaves a gap that needs to be attended to in the case of bank innovation and SMEs’ performance in Nigeria.

3. Methodology

The study adopted cross sectional survey research design. The adoption of this design is consistent with the
studies of various scholars (Akimehmeti, &Prifti, 2017; Chepkulei, Ngugi, &Walobwa, 2013; Ciabuschi, &Azar, 2016; Ihi,
Piller, & Wagner, 2012). Population of this study covers 5,292 and 27,000 staff of banks with dedicated SMEs’ desks and
SMEs’ owner managers, respectively. However, the sample size consists of the 701 and 763 banks’ advisors and owner
managers respectively determined using Cochran formula. The study adopted stratified sampling technique. The main goal
of using stratified sampling in this research was to divide the population into two groups. Then a probability sample
(usually a random sample) is drawn from each group. The research instrument that was used in this study is adapted
questionnaires. In the questionnaire, bank innovation capability is the independent variable, and its sub-variables are
product innovation, process innovation, marketing innovation, open innovation, and organizational innovation. The
dependent variable is competitive advantage. The questionnaires were validated, and properly tested for reliability using
internal consistency method. The Cronbach’s Alpha ranged between 0.71 and 0.93. The items in the questionnaire were
measured on a 6-point-type Likert scale of Very High (VH) = 6, High (H) =5, Moderately High (MH) = 4, Moderately Low
(ML) = 3, Low (L) = 2 and Very Low = 1. The model specified is represented below.
CA= f(PI, PrI MI, OI OpI) Regression equation 1
Transforming equation 1 to econometric form, we have:
CA= Qo+ B1PI+ BzPI‘I+ B3MI+ B4OI+ BSOpI + W
Where:
ap = Constant term
CA = Competitive Advantage
PI = Product Innovation
Prl= Process Innovation
MI = Market Innovation
Ol = Open Innovation
Opl= Organizational Innovation
B1, B2, B3, B+ & Bs = Coefficients of Explanatory Variables
pwi=Error term

3.1. Apriori Expectation of the Result
The study proposes that an increase in the independent variables bank innovation capability will increase SMEs
competitive advantage. This can be mathematically stated as follows: -B1, B2, B3, B2+ & B5>0
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4. Results and Discussion

A total of 1,304 copies of questionnaire were administered to 701 bank employees and 763 owners/managers of
SMEs in Nigeria, respectively. Out of 1,304 copies of questionnaire that were distributed, 1,039 (i.e., 499 copies from bank
employees and 540 copies from owners/managers of SMEs) were correctly filled and returned. This represented 70.97%
percent. Multiple regression analysis was used to analyse and test the hypothesis. The results of the analysis and
parameter estimates obtained are presented in Table 1.

Variables B T Sig. R? Adj. R? F(df) | ANOVA (Sig)
(Constant) 10.103 | 2.977 .003 0.136 0.127 15.483 0.001
(5,493)

Product Innovation .200 2.010 .045
Process Innovation .068 914 361
Organizational Innovation 240 2.625 .009
Marketing Innovation 117 1.343 .180
Open Innovation 127 1.757 .080

Table 1: Regression of Bank Innovation Capability Dimensions on Competitive Advantage
a. Dependent Variable: Competitive Advantage
a. Predictors: (Constant), Open Innovation, Organizational Innovation, Process
Innovation, Marketing Innovation, Product Innovation
Source: Researcher’s Field Results (2021)

Table 1 shows the multiple regression analysis for the effect of bank innovation capability dimensions effect on
competitive advantage of small and medium scale enterprises (SMEs) in Nigeria. The results revealed that product
innovation (B = 0.200, t = 2.010, p<0.05) and organizational innovation ( = 0.240, t = 2.625, p<0.05) have significant
positive effect on competitive advantage while process innovation (§ = 0.068, t =.914, p>0.05), marketing innovation (f =
0.117, t = 1.343, p>0.05), and open innovation (§ = 0.127, t = 1.757, p>0.05) have positive effect but not significant. The
result showed that out of all the bank innovation capability dimensions, product innovation and organizational innovation
are significant predictors of competitive advantage of small and medium scale enterprises in Nigeria Furthermore, the
results indicated that bank innovation capability dimensions (product innovation, process innovation, marketing
innovation, organizational innovation, and open innovation) explained 12.7% of the variances in competitive advantage as
indicated by adjusted coefficient of determination (Adj. R?) of 0.127. The results indicated that the overall model was
statistically significant (F (5,493) = 15.483, p<0.05). The established regression model for the study was:

CA=10.103 + 0.200PI + 0.2400gl

The regression equation above has established that taking all factors into account (product innovation, process
innovation, marketing innovation, organizational innovation, and open innovation) constant at zero, competitive
advantage of SMEs was 10.103. The findings presented also show that taking all other independent variables at zero, unit
change in product innovation would leads to 0.200 change or increase in competitive advantage of small and medium scale
enterprises, and unit change in organizational innovation would cause 0.240 increase in competitive advantage of small
and medium scale enterprises in Nigeria. Overall, organizational innovation had the greatest effect on the competitive
advantage of small and medium scale enterprises in Nigeria followed by product Innovation. These variables were
significant (p<0.05). On the strength of these findings, the null hypothesis (Ho) which states that bank innovation
capability dimensions have no significant effect on competitive advantage of small and medium scale enterprises in
Nigeria was hereby rejected.

5. Discussion

The findings of this study indicated that bank innovation capability dimensions have significant effect on
competitive advantage of small and medium scale enterprises in Nigeria through organizational and product Innovations.
This implies that an increase in organizational and product Innovations will improve the competitiveness of SMEs. These
results are consistent with previous studies investigating the influence of bank innovation on SMEs performance and
competitive advantage. The finding of a study conducted by lonescu and Dumitru (2015) revealed that innovation is the
leading force of competitiveness of SMEs growth and profitability, as well as of the creation of durable values since it is
well known that the competitive advantage, so much wished-for by any organization which operates in a highly
competitive environment, is volatile and hard to obtain. Consistently, Eris and Ozmen (2012), in their study, assessed the
effect of market orientation, organization learning and innovation on corporate performance which shows results of the
positive effect of market orientation, organizational learning and innovation on the corporate performance. Another
research conducted by Singh and Garg (2008) found that SMEs have not received quite an attention yet to develop their
effective strategies.

The study findings also support the work of Hazzan, Shaukat, Nawaz and Naz (2013) and Muchemi and Moronge
(2017) and Zainurossalamia, Setyadi and Hudayah (2016) and Martim de Conto, Antunes-Junior and Roehe Vaccaro
(2016) that examined the effects of innovation type strategies on firm performance, they found that product innovation,
marketing innovation and organizational innovation have a positive effect on firm competitive advantage. This is in
support with the present findings. The support of the results of this study could be attributed to the fact that various banks
implement innovation strategies and packages for SMEs which have improved the competitive advantage of the firms due
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to their level of utilizations by these SMEs. This was enhanced by a number of factors such as high level of awareness of the
available innovations by the SMEs/good marketing communication by the banks, tenure of the availability of the disparate
innovations and the timing of this study as well as disclosure of the benefits of the various innovations being enjoyed by
the SMEs. Also, Nuryakin (2018) studied the effect of marketing innovation capability on marketing performance. The
finding showed that marketing capability had a significant effect on marketing performance.

6. Conclusion and Recommendation

The study concludes that bank innovation capability enhances competitive advantage of SMEs in Nigeria. The
study also concludes that organizational innovation had the greatest effect on the competitive advantage of small and
medium scale enterprises in Nigeria followed by product Innovation. Based on the findings of the study, the researchers
recommend that Central Bank of Nigeria should encourage deposit money banks in Nigeria to embrace innovation
capability dimensions such as process innovation, product innovation, open innovation, marketing innovation and
organizational innovation which is tailored to customers’ needs in dealing with SMEs industry so as to drive competitive
advantage of small and medium scale enterprises in Nigeria towards boosting their contribution to national economy.
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