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ABSTRACT

Purpose: This research investigates the impact of innovation strategies on competitive advantage within
Microfinance Institutions (MFIs) in Kenya. The study examined four primary innovation strategies:
product, process, market, and technology innovations, along with their effects on financial performance,
market positioning, and operational efficiency.

Methodology: The study utilized a descriptive research design and focused on 45 microfinance institutions,
including microfinance banks, credit-only MFIs, and wholesale funders. Data was gathered from 45
participants via questionnaires.

Findings: The findings indicated that innovation strategies substantially affect competitive advantage,
which makes up 65.4% of its variance. 60 percent of respondents regarded innovation strategies as
generating a significant impact on competitive advantage. Market innovation was identified as the
predominant determinant (f=0.295, mean=4.20), with tailored financial solutions for underserved segments
demonstrating the most significant effect on market penetration. Technological innovation was ranked
second (B=0.268, mean=4.16), with mobile banking systems achieving the best score for improving
customer experience. Process innovation (=0.253, mean=4.15) shown a substantial effect via digital loan
applications and automated approvals. Product innovation (f=0.229, mean=4.02) was the least impactful
among the four strategies, albeit still significant, with customized financial products proving most beneficial
for customer acquisition and retention.

Unique Contribution to Theory, Practice and Policy: The study recommended that MFIs focus on
market innovation by creating tailored solutions for disadvantaged demographics (women, youth, MSMES)
and extending their reach into rural areas via agent banking. Microfinance institutions should invest in
technical advancements such as Al-driven credit risk assessment, block chain for improved transparency,
and mobile banking systems. Process innovation must be enhanced by digital loan applications, automated
credit approvals, and real-time loan monitoring to reduce turnaround times. Product innovation must
priorities the development of tailored financial solutions and cohesive services to enhance client
engagement. Moreover, regulatory entities like CBK and AMFI ought to foster an environment that
promotes innovation by easing stringent restrictions and offering incentives for technological integration.

Key Words: Product Innovation, Process Innovation, Market Innovation, Technology Innovation,
Competitive Advantage
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Background of the Study

Microfinance has emerged as a vital mechanism for providing accessible financial services to
disadvantaged populations in Kenya and globally. It involves offering financial products and
services to impoverished and low-income households, as well as micro and small enterprises that
typically lack access to conventional banking services (Kori &Muathe, 2022). These services
primarily include microcredit schemes and savings facilities that help fulfill the demand for loans
among underserved populations (Central Bank of Kenya 2023. The microfinance landscape in
Kenya encompasses a diverse range of institutions. According to the Association of Microfinance
Institutions in Kenya (AMFIK), as of 2024, there are 45 Microfinance Institutions (MFISs)
operating in the country. These include 12 Microfinance Banks (MFBs), 30 Credit-Only
Microfinance Institutions (COMFIs), and 3 Wholesale funders serving over 6 million Kenyans.
These institutions operate under various organizational structures, including companies,
cooperative societies, trusts, non-governmental organizations (NGOs), state corporations, and
informal operators such as money lenders. Microfinance services have been instrumental in
supporting Small and Medium Enterprises (SMEs), providing the essential capital required for
these businesses to build productive capacity, compete effectively, create employment
opportunities, and contribute to poverty reduction (Mutuma, 2020). As the competitive landscape
intensifies, innovation strategies have become crucial for MFIs seeking to retain existing
customers, develop new products and services, and attain sustainable competitive advantage.

In today's dynamic business environment, organizations across various industries worldwide are
leveraging innovation to strengthen their competitive position. Innovation strategies entail the
development of ideas, practices, or products that are perceived as novel by intended users
(Karlsson & Tavassoli, 2016). These strategies encompass the implementation of new products or
services, or the enhancement of existing business practices, including marketing methods,
organizational culture, workplace organization, and customer relations. Muradi (2011)
conceptualized innovation as thinking beyond conventional boundaries, involving the discovery
of new concepts, developments, improvements, and ideas to secure strategic advantages. Bwaley
(2015) highlighted the importance of new product and service development as a manifestation of
innovation, distinguished by its dynamic capability performance. Innovation strategies direct
organizational resources over a specific period to develop capabilities that enhance innovation
performance. This includes both organizational behavior and economic perspectives concerned
with internal operations. Organizations also form associations with other entities to trade,
cooperate, and compete, with individual actions within these organizations significantly
influencing the innovation process. Arslan (2011) noted that innovation strategies improve team
proficiency, enhance customer satisfaction, ensure effective resource allocation and utilization,
and promote sustainable growth. According to Ogutu (2018), innovation strategies manifest in
various forms, including process innovation, product/service innovation, organizational
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innovation, and market innovation. Each form contributes uniquely to an organization's
competitive positioning and long-term sustainability.

Competitive advantage refers to the distinctive qualities or capabilities that enable an organization
to outperform its competitors and achieve superior market performance. It exists when a firm offers
products or services perceived by target customers as superior to those of competitors. Porter
(1991) identified five forces that shape competition within an industry: buyer bargaining power,
supplier bargaining power, threat of substitute products/services, threat of new entrants, and
competitive rivalry. Porter (1996) further noted that factors such as unique product/service
features, low cost, and market concentration significantly influence an organization's competitive
advantage. For Microfinance Institutions operating with constrained resources and serving low-
income borrowers, operational efficiency is paramount for gaining competitive edge. This can be
achieved through tailored financial products, personalized customer service, innovative delivery
channels, and strategic market segment targeting. Differentiation enhances customer value and
helps businesses increase market share. Additionally, MFIs secure competitive advantage by
demonstrating financial capability alongside positive social impact (Mutuma, 2020). This is
achieved through responsible lending practices, financial literacy programs, capacity building
initiatives, and addressing the specific needs of marginalized communities.

Global Perspective on Innovation in Microfinance

In the contemporary globalized economy, embracing innovative strategies has become imperative
for organizational survival. MFIs worldwide are rapidly expanding and adopting innovative
technologies to secure competitive positions in the financial sector (Lutzenkirchen, Weistoffoffer
& Speyer, 2012). Sun & Liang (2021) observed that MFIs emerged globally as critical sources of
credit for economically disadvantaged populations. Zainuddin & Yasin (2020) noted a trend where
numerous private commercial banks in Asia are either converting to MFIs or specializing in
financing microfinance operations. The World Economic Forum's report on global competition
(2018) emphasized that factors such as innovation, elasticity, and dynamic adaptability are
increasingly crucial for organizations seeking growth and competitiveness. These factors are
particularly relevant as they enable organizations to navigate the ever-changing business landscape
and adopt new approaches to product development, process innovation, market expansion, and
administrative efficiency.

Mia (2023) investigated technological innovations in Bangladesh's MFIs, revealing that numerous
institutions have incorporated technological advancements to enhance financial service delivery.
Nugroho and Miles (2009) highlighted the distinct advantage of adopting process and product
innovations to meet customer needs that remain unaddressed in rural areas. Achilla & Kemp (2018)
documented how Asian countries, particularly China, employ strategic innovation to strengthen
financial institutions through a four-equation model that links innovation decisions by generating
new ideas, eliminating ineffective approaches, and focusing exclusively on effective strategies.
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Pulgarin and Natalie (2017) demonstrated that innovative business models and organizational
cultures enable companies to develop competitive advantages through the creation and
implementation of innovations within their operational frameworks.

Regional Perspective on Innovation in Microfinance

Microfinance institutions have a long-standing presence in Africa, serving a significant population
that lacks access to credit from formal commercial banks. To strengthen their capacity, MFIs have
increasingly adopted innovations that enhance competitive advantage and growth through cost
reduction and expanded outreach. Many MFIs in developing nations are embracing technological
advancements as key catalysts for institutional growth and profitability (Dary & Isahaku, 2013).

Visconti and Quirici (2014) found that MFIs in Nigeria employ innovation strategies to improve
governance, thereby reducing conflict and increasing operational efficiency. Chijoke (2018)
demonstrated that adopting various innovation strategies—including product, service, market, and
process innovations—significantly improves customer satisfaction in Nigerian MFIs.

In northern Ghana, MFIs have implemented a wide range of innovations at varying degrees,
including product innovations (in savings and loans), marketing innovations, micro-insurance
offerings, location innovations, and R&D initiatives. These innovative activities extend beyond
facilitating financial transactions to significantly reducing operational costs and expanding
microfinance activities to enhance customer satisfaction and retention.

Local Perspective on Innovation in Microfinance

The evolving business environment within Kenya's financial system has fostered greater
innovation in product design, process improvement, and market development. Information
technology has catalyzed new approaches to product design and delivery across the finance
industry. According to the Banking Sector Innovation Survey conducted by the Central Bank of
Kenya (CBK) (2022), 64% of Microfinance Banks have adopted product innovations, leading to
improved financial inclusion, reduced operational and transaction costs, and enhanced service
quality. The CBK report also indicates that MFBs prioritize innovation in credit, deposit, and
capital-raising services within their short to medium-term strategies. Key factors considered by
Kenyan financial institutions before introducing innovative products include customer-centricity,
resource and technology availability, scalability, deposit mobilization potential, alignment with
business strategy, product risk assessment, competitive positioning, regulatory compliance,
operational efficiency, and profitability (CBK, 2022). Mburu (2023) determined that market
innovation exerts the most significant influence on competitive advantage among Kenyan MFlIs,
followed by service innovation and process innovation. Kariuki (2014) emphasized that innovation
strategy constitutes a fundamental component of long-term organizational success, with innovative
products proving more effective in establishing competitive advantage and facilitating growth.
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Microfinance Industry in Kenya

Microfinance institutions in Kenya were established through collaborative efforts between non-
governmental organizations (NGOs) and the government. The Kenyan government contributed to
MFI development by formulating supportive policies and facilitating partnerships with
international organizations such as USAID and WHO, which provided financial support.
According to AMFIK, the 45 MFIs in Kenya collectively serve over 6 million people through
various operational models. The emergence of MFIs in Kenya responded to the limited financial
access experienced by individuals and SMEs unable to secure services from formal commercial
banks. These institutions provide both secured and unsecured lending services to individuals and
small businesses throughout the country (Republic of Kenya, 2004). Microfinance institutions play
a vital role in Kenya's economic development by serving populations overlooked by traditional
banking institutions. By providing essential micro-savings and credit services to individuals and
small enterprises that conventional banks have neglected, these institutions address critical gaps in
financial access and meet the needs of low-income customers historically excluded from
mainstream banking services.

Statement of the Problem

Microfinance Institutions in Kenya, which traditionally operated in a relatively stable environment,
now face escalating challenges stemming from regulatory changes and technological
advancements. The implementation of the Banking (Amendment) Act of 2016 in September of
that year introduced interest rate caps for financial institutions, standardizing lending and deposit
rates across MFIs and effectively eliminating their pricing-based competitive advantage. This
regulatory shift has intensified competition between MFIs and commercial banks, as MFIs struggle
to offer loans below the mandated 14% interest rate, prompting customers to seek financing from
conventional banks instead. The World Economic Forum (2018) reported that businesses are
transforming economic dynamics by shifting the drivers of growth and competitiveness.
Traditional success metrics like productivity improvements and cost reduction are no longer
sufficient; rather, innovation, adaptability, and receptiveness to change have become crucial
factors. In an environment characterized by constant change, businesses that rapidly embrace new
ideas across markets, products, processes, and institutions gain significant competitive advantages.
According to the Central Bank of Kenya (2014), Kenya's business landscape is evolving with
advancements in financial innovation systems that promote competitive markets across products,
processes, markets, and institutions.

MFIs have substantially expanded SMES' access to credit, increasing from 7.5% in 2016 to 18.9%
by 2020. However, the high failure rate of SMEs—with over 50% failing and three in five closing
within their first months of operation—poses a significant threat to MFI stability. Technological
advancements have been instrumental in fostering innovations across Kenya's markets, locations,
products, services, and organizational practices. Innovation remains crucial for entrepreneurial

77


http://www.carijournals/

Journal of Business and Strategic Management
ISSN 2520-0402 (Online)
Vol. 10, Issue No. 7, pp. 73 - 89, 2025 www.carijournals

success and business sustainability, particularly strategic innovation, which involves developing
growth strategies, new products, services, or business models that transform markets and deliver
substantial value to stakeholders. Previous research has examined various aspects of the
microfinance sector in Kenya. Wambugu and Ngugi (2012) investigated factors influencing the
sustainability of Kenya Women's Finance Trust (KWFT), identifying service quality, branch
network, trained personnel, and cost of capital as critical factors. Tomno (2014) studied the impact
of competitive strategies on MFI performance, finding that differentiation, cost leadership, and
focus strategies significantly influence outcomes. Mburu (2023) examined how innovation
strategies influence competitive advantage at KWFT, highlighting market innovation as the most
impactful factor, followed by service innovation and process innovation. Despite these
contributions, empirical research specifically addressing the extent to which strategic innovations
are employed by MFIs and their contribution to competitive advantage remains limited. This study
aims to address this knowledge gap by comprehensively examining the relationship between
innovation strategies and competitive advantage in Kenya's microfinance sector.

Objectives of the Study

i. To determine the effect of product/service innovation and competitive advantage of
Microfinance institutions in Kenya.

ii.  To examine the effect of process innovation and competitive advantage of Microfinance
institutions in Kenya.

iii.  To analyze the effect of market innovation and competitive advantage of Microfinance
institutions in Kenya.

iv. To examine the effect of technological innovation and competitive advantage of
Microfinance institutions in Kenya.

Literature Review
Theoretical Review
Merton’s Market Efficiency Theory of Innovation

Merton's market efficiency theory of innovation, proposed in 1990, provides a fundamental
rationale for financial innovation (Vassalou, 2012). According to this theory, financial institutions
innovate primarily to enhance market efficiency and improve societal welfare. Merton argued that
financial innovations emerge as responses to market imperfections, enabling institutions to
improve efficiency, reduce transaction costs, and optimize financial services. The theory has
particular relevance for Microfinance Institutions in Kenya, as it highlights the necessity of
financial innovations in addressing market inefficiencies such as high transaction costs, limited
access to financial services, and regulatory constraints. By implementing financial innovations,
MFIs can enhance service delivery, optimize credit risk assessment procedures, and improve
operational efficiency, ultimately strengthening their competitive position in the market. Market
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reactions to these innovations serve as critical determinants of their success, underscoring the
importance for MFIs to align their innovation strategies with customer needs and expectations.
The theory provides a conceptual basis for understanding how innovations in the microfinance
sector emerge as solutions to specific market challenges and inefficiencies.

Resource-Based Theory

The resource-based theory proposed by Barney (1991) states that a firm achieves competitive
advantage when it implements a value-creating strategy that is not simultaneously being employed
by current or potential competitors. The theory emphasizes that to compete effectively,
organizations should first examine how to leverage their internal resources (Kamasak, 2015).
According to this theoretical perspective, resources both tangible (such as capital, technology, and
infrastructure) and intangible, such as brand reputation, human expertise, and intellectual property,
must possess specific attributes to provide competitive advantage. Specifically, these resources
must be valuable, rare, inimitable, and non-substitutable (VRIN). In the context of MFIs in Kenya,
the resource-based theory underscores the importance of leveraging internal resources to drive
innovation strategies. Product innovation, for instance, can be achieved through leveraging
technological expertise, while process innovation can be enhanced by improving internal
operational efficiencies. MFIs that effectively harness their unique resources, such as customer
data, digital platforms, and financial expertise, can develop innovation strategies that differentiate
them from competitors and ensure sustainable market leadership.

Porter's Five Forces Model

Porter's Five Forces Model, developed in 1979 by Harvard professor Michael Porter, demonstrates
that successful strategy implementation involves creating connections between an organization
and its environment (Porter, 1991; Min, Liangwen, & Yue, 2018). Industry structure
fundamentally determines how strategies will be executed within that sector. Market rivalry within
an industry depends on factors such as new market entries and barriers to entry, supplier strength,
customer purchasing power, price-setting efforts, new product introductions, and overall
competitive intensity (Bruijil, 2018). For MFIs in Kenya, this model provides a critical framework
for understanding the competitive landscape. The increasing competition from commercial banks
and Savings and Credit Cooperative Organizations (SACCOs), combined with evolving customer
expectations, necessitates continuous innovation. Process and technological innovations—such as
Al-driven credit scoring and digital lending platforms—can help MFIs counteract competitive
pressures. Market innovations, including tailored financial products and strategic partnerships, can
facilitate market penetration and customer retention. By leveraging Porter's framework, MFIs can
develop targeted innovation strategies to strengthen their competitive positioning within Kenya's
dynamic financial services sector.
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The Diffusion Theory of Innovation

The diffusion theory of innovation, proposed by Rogers in 1995, seeks to explain the methods
through which innovation spreads over time. The theory classifies users of innovations into
different groups, suggesting that different individuals adopt innovations at varying rates over time.
Rogers (1995) identified five key features of innovations that affect their diffusion: relative
advantage, compatibility, complexity, visibility, and training capability. This theoretical
framework provides valuable insights into how financial innovations can be effectively introduced
and adopted by MFIs in Kenya. Ensuring that new financial products, digital platforms, or service
delivery methods demonstrate clear relative advantages—such as cost savings, convenience, or
enhanced accessibility—will increase adoption rates. Compatibility with existing customer needs,
ease of use, and visibility of success stories further facilitate innovation diffusion. Prior interaction
with an innovation increases the likelihood of its adoption by target users. This theory supports the
need for MFIs to implement well-structured market and technological innovation strategies to
maximize competitive advantage in Kenya's microfinance sector.

Conceptual Framework

Independent variables Dependent Variables

Product Innovation

. Tailored financial products -
. Improved credit scoring models
. Bundled financial services

Process Innovation

- Digital loan processing
+«  Biometric verification Process Innovation
- Real-time loan monitoring

- Digital loan processing
- - - Biometric verification
- Real-time loan monitoring

Process Innovation

- Digital loan processing >
- Biometric verification

- Real-time loan monitoring

Process Innovation

- Digital loan processing
- Biometric verification
- Real-time loan monitoring

\

Figure 1: Conceptual Framework

Product Innovation

Product innovation as a strategic approach involves developing and introducing new products or
services to the market that are superior to existing offerings. The increasingly dynamic nature of
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customer preferences, driven by technological advancements, makes product innovation essential
for organizational growth and sustainability (Trott, 2021). Three key aspects characterize product
innovation: new product development, product quality improvement, and product diversification.
New product development entails introducing entirely new market segments that disrupt existing
patterns (Mburu, 2023)In the context of MFIs in Kenya, new product innovations may include
novel service delivery methods, innovative loan products, facilities with alternative security
mechanisms (such as cryptocurrency-backed loans), or multicurrency facilities. These innovations
significantly disrupt the market, enhancing competitive advantage through increased market share,
expanded geographical coverage, and improved return on investment. Product quality
improvement involves enhancing existing products by adding new features or customizing current
features to better address evolving customer needs. Product diversification entails developing
products that target different market segments or fulfill diverse customer needs. Through effective
product innovation, an organization can achieve sustainable competitive advantage by satisfying
customer needs more comprehensively, capturing broader market share, and ensuring sustainable
growth trajectories (Mburu, 2023).

Process Innovation

Process innovation involves improving the resources, skills, and technologies utilized in the
production and delivery of products or services. MFIs in Kenya can enhance their competitive
advantage through various process innovation approaches. Implementing new service delivery
techniques represents a significant form of process innovation. MFIs can adopt remote data
processing for services such as account opening, customer information updates, savings,
borrowing, investment, and transaction processing. This approach reduces operational costs and
increases organizational efficiency (Dawood & Ibrahim, 2023). Office and service automation
constitutes another important process innovation, involving the automation of procedural aspects
of office operations and service delivery to improve performance. Extensive reliance on manual
office operations and service delivery is expensive, slow, and susceptible to human error.
Automating these processes enhances efficiency, reduces customer service time, and lowers
operational costs, ultimately leading to increased profitability and customer satisfaction
(Chemutai, Okumu & Kimutai, 2024). Loan tracking innovation, particularly relevant for MFIs
whose core operations center on savings and credit, enables systematic monitoring of loan issuance
from application to disbursement. This improves turnaround time, identifies areas for
improvement, and enhances efficiency and accountability among staff members. Additionally,
loan tracking facilitates monitoring of individual loan performance, helping maintain a low
Portfolio at Risk rate and a healthy loan book (Mburu, 2023).
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Market Innovation

According to Menon and Varadarajan (2017), market innovation involves identifying and
addressing superior opportunities and risks in the marketplace. Organizations achieve competitive
advantage through market innovations by optimizing price, product, promotion, and distribution—
the fundamental elements of the marketing mix. MFIs can leverage various market innovation
approaches, including superior products and services, new market penetration strategies, and
enhanced promotion and marketing techniques. By offering superior products and services, MFIs
ensure customer satisfaction through high returns on investments, affordable interest rates, and
flexible loan repayment periods. New market penetration strategies enable MFIs to capture greater
market share through approaches such as reduced loan and service costs, competitive interest rates,
and providing targeted financial solutions that address specific market needs (Asisi & Egessa,
2023). Research and development initiatives help MFIs identify market opportunities and
determine optimal promotion and marketing strategies. By customizing promotional campaigns
for different seasons and customer segments, MFIs can penetrate markets more effectively and
expand their customer base.

Technological Innovation

Technological innovation entails integrating new ideas into tools, devices, or procedures that
provide practical value to society (Chaarani & Abiad, 2018). In contemporary business
environments, organizational operations are significantly influenced by technological innovations
such as artificial intelligence (Al), machine learning, enhanced internal control techniques, and
advanced service delivery technologies. Organizations utilize Al for research and analysis,
deriving insights that inform decision-making, identify innovation gaps, and highlight service
delivery shortcomings. These Al-generated insights can help MFIs in Kenya gain competitive
advantage through the development of high-demand products and services, identification of
market trends and patterns, more informed decision-making processes, and early detection of
opportunities, risks, and threats before competitors. Machine learning technology enables MFIs to
automate services such as customer support through chatbots, ensuring efficient and cost-effective
24/7 customer service. Technological innovations also enhance service delivery through e-banking
and internet banking platforms. MFIs can develop service applications that integrate remittances,
transactions, savings, investments, and borrowing functionalities, improving efficiency and
reducing operating costs. Additionally, technology strengthens internal controls, leading to
improved governance, enhanced system security, and operational efficiency.

Competitive Advantage

Competitive advantage encompasses the distinctive aspects of an organization that differentiate it
from industry competitors. To achieve competitive advantage, a firm must possess capabilities that
enable it to outperform rivals in terms of customer preferences and market share (Farida &
Setiawan, 2022). The concept extends to the relative appeal of a company's products and services
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compared to those offered by competitors. It also includes the unique factors and assets that enable
an organization to deliver superior services and products. Achieving competitive advantage
requires organizations to assess both internal and external environments to identify new
opportunities (Wondirad, 2020). Competitiveness is a multifaceted concept referring to a
company's ability to thrive in competitive environments by offering superior products and services
at competitive prices. A company's competitive performance is significantly influenced by internal
factors such as strategy, organizational structure, talent, innovation capabilities, and other tangible
and intangible resources. Sustaining competitiveness requires continuous innovation, effective
utilization of internal resources, and capitalizing on external opportunities to provide enhanced
customer value and secure unmatched financial returns.

Research Methodology

This study employed a descriptive research design. The target population for this study consisted
of the CEOs and executive departmental managers of MFIs in Kenya. The unit of analysis was the
Microfinance Institutions in Kenya, which included 12 Microfinance Banks, 30 Credit-Only
Microfinance Institutions, and 3 Wholesale funders to microfinance Institutions, totaling 45
ordinary membership MFIs. The study targeted 135 CEOs and departmental managers from
different departments of the selected MFIs in Kenya, representing three executives from each of
the 45 MFIs. Krejcie & Morgan (1970) sampling formula was utilized to derive a sample size of
49 respondents. The study comprised both primary and secondary data collecting methods.
Primary data was gathered by administering questionnaires to the study sample. The Statistical
Package for Social Sciences (SPSS) was used to analyze the data using descriptive and inferential
statistics. Percentages, frequencies, means, and standard deviation were all examples of descriptive
statistics. The study employed the below model for the study:

Y = Bo + P1X1 + B2X2 + B3Xz + PaXa +&

Where:, Y = Competitive Advantage (measured through Financial Performance, Market
Positioning, and Operational Efficiency), fo = Intercept, P, B2, B3, s = Regression coefficients
representing the effect of each innovation strategy, X: = Product Innovation, X> = Process
Innovation, X3 = Market Innovation, X4 = Technological Innovation and € = Error term

Results

The study targeted a sample of 49 respondents from a population of 135 CEOs and departmental
managers across 45 MFIs in Kenya. Out of the 49 questionnaires distributed, 45 were fully
completed and returned, resulting in a response rate of 91.84%. This high response rate exceeds
the 70% threshold recommended for survey-based studies, ensuring sufficient data for reliable
statistical analysis (Mujere, 2016).
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Descriptive statistics were computed to summarize responses on a 5-point Likert scale (1 = Very
Low, 5 = Very High) for each variable. Means and standard deviations provide insights into the
perceived impact of innovation strategies on competitive advantage. The overall mean of 4.02
indicated strong agreement that product innovation enhances competitive advantage, with low
variability (SD = 0.81). For process innovation, a mean of 4.15 suggested process innovation
significantly improves efficiency, with consistent responses (SD = 0.77). Market innovation had
the highest mean (4.20), indicating its strong perceived impact on competitive advantage, with low
variability (SD = 0.74). The mean of 4.16 in technological innovation reflected a strong agreement
on technological innovation’s role, with moderate consistency (SD = 0.76). Lastly, statements on
competitive advantage portrayed a mean of 4.14 which indicated that innovation strategies strongly
enhance competitive advantage, with consistent responses (SD = 0.78).

Inferential Statistics

Correlation Analysis
Table 1: Pearson Correlation Matrix

Variable Product Process Market Technological Competitive
Innovation Innovation Innovation Innovation Advantage

Product 1.000

Innovation

Process 0.618 1.000

Innovation

Market 0.595 0.642 1.000

Innovation

Technological 0.601 0.669 0.685 1.000

Innovation

Competitive 0.729 0.755 0.778 0.763 1.000

Advantage

The correlation analysis shows strong positive relationships between all innovation strategies and
competitive advantage, with market innovation having the highest correlation (r =0.778, p < 0.01),
followed by technological innovation (r = 0.763, p < 0.01), process innovation (r = 0.755, p <
0.01), and product innovation (r = 0.729, p < 0.01). Moderate correlations among independent
variables (0.595-0.685) suggest no severe multicollinearity.

Regression Analysis
Model Summary

Table 2: Regression analysis Model Summary
Model R R Square  Adjusted R Square Std. Error of the Estimate
1 0.809 0.654 0.627 0.456
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The R-square of 0.654 indicates that 65.4% of the variance in competitive advantage is explained
by the innovation strategies, with a robust adjusted R-square of 0.627.

ANOVA Analysis

Table 3: ANOVA Results
Model Sum of Squares df  Mean Square F Sig.
Regression 18.542 4 4.636 22.623 0.000
Residual 9.086 44 0.206
Total 27.628 48

An Analysis of Variance (ANOVA) was performed to evaluate the overall significance of the
regression model and ascertain if the innovation techniques together exhibit a statistically
significant impact on competitive advantage. The ANOVA results indicate that the computed F-
statistic is 22.623, with 4 degrees of freedom for the numerator (regression) and 44 degrees of
freedom for the denominator (residual), which much exceeds the required F-value of
approximately 2.58 for a = 0.05 for F(4,44). The p-value of 0.000 (p < 0.001) is significantly lower
than the standard significance threshold of 0.05, suggesting a likelihood of less than 0.1% that the
observed relationship arose by chance, hence rendering the data statistically significant at the
99.9% confidence level. The substantial F-statistic validates the regression model statistically,
indicating that at least one of the innovation strategy variables, product innovation, process
innovation, market innovation, or technological innovation, exhibits a significant linear
relationship with competitive advantage. The regression sum of squares (18.542) indicates the
variation in competitive advantage explained by innovation strategies, whereas the residual sum
of squares (9.086) signifies the unexplained variation. The ratio of explained to total variation
confirms the model's explanatory efficacy (R? = 18.542/27.628 = 0.671). The ANOVA results
indicate that innovation strategies significantly influence the competitive advantage of
Microfinance Institutions in Kenya, confirming that the four strategies are substantial predictors
of competitive advantage and reinforcing the study's theoretical framework and research questions.

Regression Coefficients
Table 4: Regression Coefficients

Variable B Std. Error Beta t Sig.

(Constant) 0.432 0.315 1.371 0.177
Product Innovation 0.242 0.093 0.229 2.602 0.013
Process Innovation 0.275 0.088 0.253 3.125 0.003
Market Innovation 0.308 0.086 0.295 3.581 0.001
Technological Innovation 0.284 0.090 0.268 3.156 0.003

Market innovation (f = 0.295, p = 0.001) has the strongest effect, followed by technological
innovation (p = 0.268, p = 0.003), process innovation (f = 0.253, p = 0.003), and product
innovation (B =0.229, p =0.013).
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Discussion

The findings align with the literature review. Market innovation’s strong impact supports Mburu
(2023), who found it significantly enhances competitive advantage through market reach.
Technological innovation’s effect corroborates Mia (2023), emphasizing its role in service
delivery. Process innovation’s contribution aligns with Dawood and Ibrahim (2023), noting
efficiency gains. Product innovation’s significant but lesser impact contrasts with Chemitai (2013)
but supports Nadupoi et al. (2022), suggesting context-specific effects.

Innovation strategies on Competitive advantage of MFIs in Kenya

Market innovation's dominance as the primary competitive driver reflects Kenya's microfinance
sector characteristics, where significant market gaps and underserved populations exist. Unlike
developed financial markets where product differentiation might dominate, competitive advantage
here stems from identifying and accessing new customer bases rather than incremental product
improvements. Technological innovation's significant impact shows how technology has changed
from being useful for operations to being essential for all market participants. The focus on mobile
banking platforms reflects Kenya's unique mobile money ecosystem, where technological
adoption has become a key aspect of financial inclusion. This shows how external technological
infrastructure shapes competitive dynamics within the industry. Process innovation's strong
correlations with other strategies suggest it functions as an enabling capability that amplifies other
innovation approaches. The focus on digital applications, biometric verification, and real-time
monitoring indicates that process improvements create operational foundations necessary for
successful market expansion and technological implementation. This suggests process innovation
has indirect competitive effects beyond its direct statistical impact. Product innovation's relatively
lower impact, despite statistical significance, provides insight into Kenya's microfinance sector
growth. While tailored products and enhanced credit scoring remain important, their reduced
competitive impact suggests that product-based differentiation has become difficult to sustain.
This indicates that as markets grow, competitive focus shifts from what institutions offer to how
they deliver services and whom they serve. Strong inter-correlations among innovation strategies
without multi-collinearity suggest successful MFIs implement integrated innovation portfolios
rather than isolated initiatives. This integration pattern indicates competitive advantage emerges
from synergistic combinations where each strategy reinforces others. This reflects financial
services' complex nature which requires coordinated improvements across multiple organizational
dimensions.

Theoretical and strategic implications

The results support the resource-based perspective theory by illustrating that competitive
advantage arises from distinctive combinations of innovative strategies rather than from single
innovation strategy. The differing levels of influence indicate that resources must be
allocated carefully, prioritizing market innovation advances while conserving technological and
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process innovations. These conclusions indicate that MFIs ought to implement hierarchical
innovation investment strategies, prioritizing market innovation while still retaining strong
technological and process competencies. The context-dependent nature of findings suggests that
innovation strategies should be tailored to unique circumstances rather than employing universal
strategies.

Conclusion

The study shows that among Kenyan MFIs, innovative strategies greatly improve competitive
edge. Enabling MFIs to reach underserved areas and efficiently serve them, market innovation
stands out as the most influential strategy with followed by technological innovation which
enhances service delivery via mobile banking, artificial intelligence-powered evaluations, and
block chain controls. Digital applications and automated systems help process innovation to
increase operational efficiency. Though still important, product innovation has relatively less
influence. Together, these four inventive ideas account for 65.4% of the diversity in competitive
advantage. The results support MFIs' competitiveness in Kenya's dynamic financial environment
by showing that all forms of innovation positively affect operational efficiency, market
positioning, and financial performance.

Recommendations

Based on the research findings, MFIs should enhance market innovation by prioritizing market
innovation by developing customized financial products for underserved segments such as women,
youth, and MSMEs and expanding into rural markets through agent banking to increase market
share and financial inclusion. Microfinance Institutions should invest in technological innovation
by implementing Al-driven credit risk evaluation, block chain for enhanced transparency, and
mobile banking platforms to augment client experience, diminish non-performing loans, and
increase operational efficiency. MFIs need to optimize process innovation by introducing digital
loan applications, automated credit approvals, and real-time loan monitoring to decrease
turnaround times and operating expenses, thus enhancing efficiency and customer satisfaction.
Organizations should enhance product innovation by creating customized financial products, such
as adaptable savings plans and integrated services, to improve client engagement and retention,
while maintaining a balanced emphasis due to its relatively minor influence. Policy support is
essential as regulatory bodies such as CBK and AMFI need to foster an environment conducive to
innovation by relaxing restrictive restrictions such as interest rate ceilings and provide incentives
for technological adoption to enhance the competitiveness of MFIs.
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