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Abstract: From the complexity theory, it is argued that external factors largely 
determine the effectiveness of firm-level strategies. Hence, firms must seek to 
align their strategies such as market innovation with the prevailing business 
environment to achieve competitive advantage. We investigate the moderating 
effect of three environmental factors, regulatory regime, competitive intensity 
and customer demand on the relationship between innovation and competitive 
advantage creation in financial services firms. Data were collected from the 
Ghana’s financial services sector with a focus on banking and insurance 
institutions. Constructs were validated through confirmatory factor analysis 
while robust regressions estimates were run to test their hypothesised 
relationships. We found that both competitive intensity and regulatory regime 
positively increase the effect of market innovation on competitive advantage.  
It was also found that the interaction between competitive intensity  
and regulatory regime has a positive effect while the interaction between 
customer demand and regulatory regime dampens the positive relationship  
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between market innovation and competitive advantage creation. The concurrent 
occurrences of the three factors were found to have a negative moderating 
effect.  

Keywords: market innovation; competitive advantage; financial services; 
regulatory regime; competitive intensity; customer demand. 
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1 Introduction 

Financial service markets are inundated with the introduction of number of innovations 
in the light of keen competition in these markets (see Nejad and Estelami, 2012; Bobillo 
et al., 2006; Odonkor et al., 2011; Abuzayed et al., 2012; Anning-Dorson et al., 2017). 
Some of these innovations include product, process, pricing, promotional and market 
innovations, all in an attempt to enhance performance. One of the key innovation 
activities that appear to be mostly adopted by financial service firms comprises 
responding to market needs through branch expansion and market development, which 
epitomises market innovation. Market innovations come in the form of the creation and 
identification of new markets and needs; provision for such markets and needs; and 
reaction to changes in the market based on the intelligence. A lot of studies have found 
that physical presence and market development of financial service firms in a particular 
market attract customers (see Hinson et al., 2009; Narteh, 2013; Narteh and Kuada, 
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2014). This, therefore, suggests that a financial service firm’s capacity to release their 
external dynamic capabilities through the implementation of market innovations would 
yield positive returns (Anning-Dorson, 2016a). However, what has not been adequately 
explored in the financial services literature especially in contexts where accessibility and 
proximity are considered crucial (see Hinson et al., 2009; Narteh, 2013) is the extent to 
which these factors influence the bottom-line and improve competitiveness.  

The extent to which moves that are geared towards achieving competitive position 
and improved financial performance is linked to the fitness of the institution’s innovation 
strategy to the changing environment needs further interrogation to understand their 
implications (Anning-Dorson et al., 2015; Caldart and Ricart, 2004). Corporate success 
and failure are products of interactions between an organisation’s strategies and the 
changing business environment (Mason, 2007). The application of the complexity theory 
calls for an adaptation of the firm to its environment to ensure strategic success 
(McArthur and Nystrom, 1991). The complexity theory suggests that the relationship 
between variables is not always linear and that circumstances and events may alter such 
relationships (Urry, 2005). Understanding how the business environment influences the 
effect of the strategic pursuit of financial service firms (i.e. market innovations) on 
competitive advantage creation and enhanced performance should be of critical concern 
to both practitioners and academics. 

Studies on single environmental factors such as the regulatory environment, 
competition or customer demand does not offer adequate strategic insight for the 
development and implementation of strategies (see Park et al., 2014; Lin et al., 2013; 
Horbach et al., 2012). In this regard, managers are challenged with the issue of how best 
to fathom the best form of strategy to adopt (develop and implement), when to adopt  
and the extent of adoption in a challenging business environment. The complicated 
business environment suggests that firms would have to deal with different 
environmental uncertainties concurrently. This has different implications on performance 
and competitiveness of a firm; and therefore suggests that a firm’s choice of a strategy 
must be mapped against different types of environmental uncertainties singularly and in 
combination to assess the viability. The extant literature on strategic management has 
largely dealt with single environment conditional effect on strategy implementation  
(see Palmer et al., 2001; Park et al., 2014; Aghion et al., 2014). The insights provided by 
these singular effects limit our understanding of the interaction effect that multiple 
environmental conditions might have on a particular strategic choice. Sundbo (1997) for 
instance in the strategic innovation paradigm asserts that innovation as a strategy is 
largely driven by the market; and that the success of such a strategy is conditioned on the 
market situation. This market situation can be reflected in the form of customer demand, 
competitive intensity and regulatory regimes that the service firm faces (Sundbo, 1997; 
de Brentani, 2001; Thakur and Hale, 2013). Effectively, a singular or combinatory effect 
of the three conditions for example can be varied in terms of the success levels of a 
strategy in creating the needed competitive advantage. This study considers it important 
to understand how a strategy such as market innovation that is intended to attract 
customers and enhance competitive advantage would fare under different environmental 
circumstances. The next section presents the theoretical background and the hypotheses; 
then a discussion of the methods, results, discussions and implications; and closes out 
with conclusions. 
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2 Theoretical background and hypotheses 

The complexity theory explains that the direct effect of one variable on another may 
change depending on the prevailing circumstances (Urry, 2005). The analogy of liquid 
turning into gas best explains how the direct relationship between variables may be 
altered under different circumstances. Gladwell (2002) states that if a system passes a 
particular threshold with minor changes in the controlling variables, switches occur such 
that a liquid turns into a gas. This emphasises the point that the direct relationship 
between innovation and performance that has largely been found to be positive can 
change depending on certain conditions (see Anning-Dorson, 2016a; Fischer and 
Fröhlich, 2013). In a highly regulated and competitive business such as financial 
services, three key variables may redirect the relationship effect, i.e. customer demand, 
competitive intensity and the regulatory regime. The strategic management literature 
shows that strategic success is dependent on the environmental conditions (Roberts and 
Amit, 2003) and that it is important to understand the effect of these conditions. Danneels 
(2004) asserts that gaining knowledge on the environment is crucial to the successful 
development and implementation of innovation strategies. The current paper posits that 
competitive intensity, regulatory regime and customer demand moderate the relationship 
between strategy and competitive advantage creation in financial services sector.  

2.1 Market innovation and competitive advantage 

Innovation generally is positively related to competitive advantage creation (Dess and 
Picken, 2000; Bobillo et al., 2006; Otero-Neira et al., 2009; Lew and Sinkovics, 2013). In 
services, empirical findings have suggested that innovation is linked with competitiveness 
and also seen as an important strategic option for competitive advantage creation 
(Darroch and McNaughton, 2002; Grawe et al., 2009). Helfat et al. (2009) opine that an 
organisation with capacity to innovate is a type of dynamic capability that contributes 
significantly to competitive advantage development. Chen and Tsou (2012) argue that 
competitive advantage comes about as a result of exploiting internal strengths and 
external opportunities – a dynamic capability. Innovation is an inherent-organisational 
action that seeks to discover superior resource combination – a fundamental principle  
of dynamic capability theory – that aligns with environmental dynamics to create 
competitive advantage. The effective alignment of the internal strength and external 
opportunities helps financial service firms to gain unique insight into the future thereby 
reducing the uncertainty of the future at the expense of competitors – competitive 
advantage. Innovation generates valuable new resource combination, capability 
exploitation to generate new value and explore new markets and customer needs in a way 
that is specific to the financial service firm. One of such potent innovations that generate 
new value and explore new markets is market innovation.  

In Anning-Dorson’s (2016b) conceptualisation of innovation in service, he captured 
market innovation as reacting to market changes, being a game changer, identifying and 
marketing to special needs and identifying unmet needs, which result from service 
intelligence gathering. Market innovation is therefore meant to address the rapidly 
changing industry environment through the integration, building and reconfiguration of 
the internal and external competencies (Teece et al., 1997). Anning-Dorson (2016b) 
emphasises that market innovation is one type of innovation that helps a firm to release  
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its external capabilities to create competitive advantage. Therefore, financial service 
firms seek to create competitive advantage as they seek to expand their operations and 
extend their service touch points.  

Market innovations are therefore expressed through sensing and reacting to market 
opportunities and threats better than the competition. Financial service firms create 
competitive advantage by their actions on the marketplace. Such competitive actions 
include identification and satisfaction of unmet needs in markets, reacting quickly to new 
opportunities on markets, creation and identification of new markets and serving special 
needs profitably. Financial service firms can create competitive advantage by carefully 
timing their service extension into a new market and grasping market trends to inform 
their marketing actions (Grawe et al., 2009; Ko and Lu, 2010). Hence, we hypothesise 
that: 

Hypothesis 1: Market innovation will be positively and significantly related to 
competitive advantage. 

2.2 Moderation effect of competitive intensity, regulatory regime and  
customer demand 

It can be argued that one way that businesses may generate and preserve a competitive 
advantage is through some type of innovation. Top managers have cited innovation as a 
single most critical competitive advantage source (Van de Ven, 1986; Palmer et al., 
2001). Empirical research has shown a positive relationship between innovation and 
performance, with innovation being seen as an important ingredient for firms to survive 
increasing competitiveness (Palmer et al., 2001). Innovation may contribute directly to 
the long-term viability of operations by enabling a firm to gain and maintain a 
competitive advantage in the marketplace. However, innovation can also be a risky 
proposition (Calantone et al., 1994). The uncertainty in a changing business environment 
may complicate the performance benefit that may naturally accrue to the innovating firm. 
D’Este et al. (2012) posit that attempting to be an innovator can be very costly, with no 
assurance of adequate return. Additionally, innovation may not generate the needed 
revenues to offset the cost of it. Innovations may confer a temporary competitive 
advantage, but the competitive advantage may not be sustainable (Palmer et al., 2001).  

The possible negative effect of innovation on competitiveness and performance can 
be explained by the environmental uncertainties that may come up during innovation 
implementation. The strategic management literature asserts that the effectiveness of a 
firm’s strategic orientation is a function of the environment within which it operates 
(Jansen et al., 2006). Zahra et al. (1999) confirm that the environmental conditions under 
which firms operate significantly impact on strategy implementation and the expected 
outcomes. This paper therefore posits that environmental/market conditions such  
as competitive intensity, customer demand and regulatory regime will influence the 
relationship between innovation and firm performance.  

Nations and industries alike set up institutions to regulate and oversee the activities of 
competing firms to protect both customers and industry players. The term regulation 
generally refers to the implementation of rules by public authorities and governmental 
bodies to influence market activity and the behaviour of private actors in the economy 
(Blind, 2012). Such interventions in the market are justified to the extent that they 
maximise collective welfare, including reaching some distributive goals. The financial 
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services sector is considered as one of the most regulated (Zineldin, 2005). Regulators 
attempt to introduce fairness and sanity in the financial service industry. The financial 
crises that hit the world have further heightened the extent of regulations in the sector. 
Activities of players are being streamlined to cut down on the excesses that may threaten 
financial stability of economies. The regulations in the sector may manifest in economic 
or institutional ways (OECD, 1997; Blind, 2012; Bourlès et al., 2013).  

Economic regulations are targeted at avoiding market failures generated by the 
behaviour of single players within the markets. In financial services, they are focused on 
competition policies, price regulation, legal framework and market entry regulations. 
Empirical studies such as Viscusi and Moore (1993) confirm that high level of 
regulations have negative effect on innovation. Regulations in financial services are put 
in place to monitor and regulate competition to safeguard both investors and clients. The 
regulatory environment tends to limit firms ability to innovative as cost of innovating 
becomes higher than the returns (Parente and Prescott, 1994). The empirical literature on 
innovation and regulations has shown negative relation over time. In the study of 
Bassanini and Ernst (2002), a negative correlation was found between the intensity of 
market regulations and the intensity of innovation and development, while Swann (2005) 
shows that the content of regulations is not only an important source for innovation but 
also a severe obstacle for innovation activities. In the service sector, Prieger (2002) 
confirms a negative influence of stricter regulation on service innovations. We therefore 
postulate that the regulatory regime will moderate the positive relationship between 
market innovation and service firm competitive advantage creation. 

This study adapts the definition of competitive intensity by Auh and Menguc (2005) 
that expresses it as situation where competition is fierce due to the presence of numerous 
competitors and the lack of opportunities for further growth. Competitive pressures 
reside in different strategic settings requiring organisations to understand their 
competitive environment and choose processes that are most effective within that context 
(Sanders Jones and Linderman, 2014; Uddin and Suzuki, 2014). It is essential that the 
environment is duly considered in the strategic management processes. This is because 
organisations as open systems would have the environmental factors impacting on their 
strategic effectiveness (Katz and Kahn, 1978). Lawrence and Lorsch (1967) extended 
systems theory and proposed that organisational effectiveness and by extension strategic 
activities are influenced by the degree of fit between an organisation’s activities and its 
environment. The principle behind this contingency theory is that the processes such  
as market innovation of an organisation must match its environmental context  
(i.e. competitive intensity) in order to be effective (Drazin and Van de Ven, 1985; 
Sanders Jones and Linderman, 2014). In a very competitive environment, the existing 
processes and regular activities of market innovation may no longer be effective and 
organisational competitiveness may suffer (Donaldson, 2001). In highly competitive 
periods, an attempt by a financial service firm to take risks in market innovation can be 
expensive and difficult to post positive return on investment thereby reducing 
competitiveness. We, therefore, posit that competitive intensity will dampen the positive 
relationship between market innovation and firm competitiveness. 

Chen and Tsou (2012) assert that consumer research regarding innovation shows a 
consistent result of customers increasingly demanding for innovation and that customer 
demand influences the beneficial effects of an innovation drive (Pantano and Viassone, 
2014). Consumers favourably respond to innovative activities of firms especially if such 
innovations offer convenience and more value. Service firms that understand their 
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customers and are able adjust themselves to the evolving demand of their customers are 
more competitive. Studies by Gungor and Gozlu, (2012) and Saemundsson and Candi 
(2014) indicate that customer expectation is considered one of the most important 
external factors in innovation. We argue in this study that considering the fact that market 
innovations are targeted at creating and identifying new markets and needs, providing for 
such markets and needs, and reacting to changes in the market based on the intelligence, 
increasing customer demand will positively moderate the effect of market innovation. 
Financial service firms that are able to invest and implement market innovation in high 
demand periods will be meeting the needs of consumers, which will in effect enhance the 
competitiveness of such firms. We therefore surmise that customer demand periods will 
have a positive effect on the relationship between market innovation and competitive 
advantage creation. 

Considering the fact that environmental factors may occur concurrently, we expect 
the combinations of the three factors to have a moderating effect on the relationship 
between market innovation and firm competitiveness. We argue that environmental 
factors do not occur singularly and that the concurrent existence of environmental factors 
will influence strategic success. Based on the above arguments, we put forward the 
following moderation hypotheses:  

Hypothesis 2: The concurrent existence of environmental factors ((a) customer demand 
and competitive intensity; (b) customer demand and regulatory regime; (c) competitive 
intensity and regulatory regime; and (d) all the three) will moderate the relationship 
between market innovation and firm competitive.  

3 Methods 

3.1 Sample and data description 

Sample for the empirical analysis of the study was collected from the Ghana financial 
services sector. Coffie and Owusu-Frimpong (2014) have underscored the importance of 
the service sector especially the financial service sub-sector to the Ghanaian economy in 
terms of employment and contribution to GDP. Among other things, Adams et al. (2015) 
assert that financial service firms play an important role in providing the needed finance 
to support private-sector development initiatives in emerging economies such as Ghana. 
The critical role played by the financial service sector gives adequate justification for the 
focus of this study (for details, see Owusu-Frimpong et al., 2011). The sample for this 
study was created out of a large service firm survey on innovation, competition and 
performance in Ghana. Financial services firms within the larger survey constituted of  
27 universal banks and 390 micro-finance institutions that were listed under the registry 
of banking firms under the Bank of Ghana. A total of 106 Insurance Firms were included 
with a breakdown of 18 Life, 26 General and 61 Brokerage firms also from the list 
provided by The Insurance Commission (see Anning-Dorson et al., 2015). The survey 
instruments measured the constructs of interest on a seven-point Likert scale  
(1 = strongly disagree; 7 = strongly agree). Firms that participated were those who had 
been initially visited and/or emailed and had agree to be part. The survey instrument 
specifically requested a management member to fill the questionnaire. Two reminders 
and follow-ups were made within a six-week period. After excluding those who 
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significantly could not complete the questionnaire, a total of 232 were considered eligible 
for the analysis. As done in Anning-Dorson et al. (2013), the study checked for non-
response bias by comparing the responses collected within the first three weeks to that of 
last three weeks. 

3.2 Measures 

The current study was interested in five major constructs: market innovation, competitive 
advantage, customer demand, competitive intensity and regulatory regime. 

Market innovation: It reflects creation and identification of new markets and needs, 
providing for such markets and needs and reaction to changes in the market based on the 
intelligence. This was measured based on the works of Alam (2011), Ko and Lu (2010), 
and Alegre et al. (2006). Market innovation was measured in terms of the firm’s ability to 
identify potential markets faster, secure first-mover advantage in product and market 
development, enter new markets with new products and grasp market trends. A total of 
six items were used to measure market innovation. All items were measured on a seven-
point Likert scale.  

Competitive advantage: Competitive advantage allows the service firm to produce 
and deliver services that meet customer needs and wants (Akimova, 2000). Following the 
approach developed by Hooley et al. (1993), the study measured competitive advantages 
across the marketing mix areas. For the purpose of this study, competitive advantage was 
measured by competitive pricing, service quality, speed of reaction to customer needs, 
company/brand image, personal selling and product range offered. Others include 
distribution coverage, market research, product performance, cost advantage, after sales 
service and marketing communication. Studies such as Akimova (2000) used same 
factors to measure competitive advantage of firms.   

Customer demand: Measures for customer demand were adapted from Calantone  
et al. (2002) and Alegre et al. (2006) to assess the current level of demand from 
customers, their penchant for new product, price sensitivity and customers’ product 
preference due to time change.  

Regulatory regime: Regulatory regime reflects the level of supervision and 
monitoring expressed over the activities of financial service firms. Since there was no 
universal measure for regulatory regime of the Ghanaian financial service sector, the 
current study measured the perception of managers regarding the level of regulatory 
restrictions across the different sub-sectors within the financial sector. This allowed us to 
deal with differences in regulatory differences that may come from different regulatory 
bodies. The study measured the regulatory regime based on the level of price regulations, 
licensing requirements for process and market entry, level of scrutiny for new service 
introduction. It further assessed the restrictions on innovation, approval for product and 
process improvement and market expansion.  

Competitive intensity: Our conceptualisation of competitive intensity is based on the 
works of Jaworski and Kohli (1993) and Deng and Dart (1994) to assess the level of 
competition within the industry, promotional wars, competitive moves and matching of 
competitive offers.  

Beyond the five major constructs, some firm-level characteristics were used as 
control variables. Following Wang (2008), the study controlled for firm size firm age, 
type of service, firm age, number of owners and form of ownership as having potential 
influence on the performance of service firm. 
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Informant evaluation: In line with established tradition (e.g. Morgan et al., 2012), we 
also assessed the competence of the respondents on three key areas: (1) knowledge about 
the questions asked; (2) accuracy of the answers provided; and (3) confidence in the 
answers provided. The informant competence measures were assessed on a seven-point 
Likert scale (1 = strongly disagree; 7 = strongly agree), and the average minimum score 
obtained was 6, which is very high and above Kumar’s (1996) thresholds that advocate 
for retention of cases with individual responses above the mid-scale point of 4 in this 
study as a measure of high informant competency. We are therefore confident that the 
key informants in our research are competent. 

3.3 Validation of measures 

To the extent that all the measures in our model used standard scales, without any new 
items added to them, no pretesting was required with an exploratory factor analysis 
(Hulland et al., 2017; Anning-Dorson, 2017a). For analysis of data for this work, Partial 
Least Squares-based Structural Equation Modelling (PLS-SEM) (Hair et al., 2016) was 
employed. Before examining the structural relationships, the measurement model was 
tested for reliability and validity of items and constructs. This process is in accordance 
with Anderson and Gerbing (1988) who recommended this two-step approach.  

Table 1 shows the factor loadings, Average Variance Extracted (AVE) and constructs 
reliability. In order to test the internal consistency of the items used to measure each 
construct for each country, composite reliability (CR) of the construct has been 
examined. The value of composite reliability was calculated from the formula given by 
Hair et al. (2016). It is evident that for all the constructs, CR is more than the 
recommended value of 0.70 (Nunnally, 1978; Anning-Dorson, 2017a). Convergent 
validity was established by examining average variance extracted for each construct. It 
was found that for all constructs, AVE values were above the recommended cut-off of 
0.5 (Fornell and Larcker, 1981).  

3.4 Common method bias 

The study conducted two tests to show that common method bias was not a problem for 
the current study. A Lindell and Whitney’s (2001) test was first conducted through the 
market variable approach before a Harman one-factor test. Both approaches showed that 
common method bias was not a problem for the current study. 

Table 1 Measurement mode 

Construct/items Loadings 

Market innovation: AVE = 0.86; CR = 0.60  

Our company constantly builds up its capacity to identify potential markets faster 
than competitors 0.761 

Our company is quick in grasping and utilising market trends 0.697 

Our new products/service offerings allow us to enter new markets 0.814 

The firm often creates the opportunity to spread its innovative products/services 
easily across markets 

0.838 
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Table 1 Measurement mode (continued) 

Construct/items Loadings 

Customer demand: AVE = 0.80; CR = 0.51  

Our customers tend to look for new products all the time 0.614 

Sometimes our customers are very price sensitive 0.793 

New customers tend to have product-related needs that are different from those of 
our existing customers 

0.653 

In our kind of business, customers’ product preferences change quite a bit over 
time 

0.782 

Competitive intensity: AVE = 0.85; CR = 0.58  

Competition in our industry is cutthroat 0.657 

There are many promotion wars in our industry 0.744 

Anything that one competitor can offer others can match readily 0.846 

One hears of a new competitive move almost every day 0.810 

Regulatory regime: AVE = 0.83; CR = 0.62  

Prices are highly regulated in our industry 0.692 

There are strict licensing requirements before you enter the market 0.720 

For every new service introduction, the firm must go through scrutiny before you 
launch 0.937 

Competitive advantage: AVE = 0.94; CR = 0.60  

Competitive pricing 0.719 

Cost advantage 0.819 

After sales service 0.757 

Marketing communication 0.744 

Service quality 0.732 

Speed of reaction to customer needs 0.714 

Company/brand image 0.790 

Personal selling 0.763 

Product range offered 0.851 

Distribution coverage 0.838 

Marketing research 0.752 

Product performance 0.817 

4 Results 

After the items and measures were tested rigorously for their reliability and validity, we 
employed the partial least squares (PLS) approach for structural equation modelling 
(SEM), using the statistical package SmartPLS 3 (Ringle et al., 2014; Hair et al., 2017). 
We opted for the use of PLS-SEM over the statistical covariance-based methodologies 
for the two reasons (Barroso et al., 2010; Chin and Newsted, 1999; Hair et al., 2016; 
Kawalla et al., 2018): (a) because the number of observations is relatively small  
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(the sample has 232 cases) and PLS does not require a large data set; and (2) as PLS is a 
non-parametric technique, the data do not necessarily need to have a normal distribution. 
Our methodological procedure, therefore, follows recommendations of Anning-Dorson 
(2017a), Hair et al. (2016), and Marcoulides and Saunders (2006) as we a priori examine 
the measurement model results and then proceeded with the analysis of the structural 
model. 

Having successfully tested our measurement model, we proceeded to evaluate the 
structural model. Table 2 presents the path coefficients along with the t-values. In 
assessing the moderation effects as hypothesised in H2a–H2g, a single indicant approach 
was adopted (Anning-Dorson, 2017b; Little et al., 2006). We initially, mean-centred all 
the variables involved in the moderation to reduce the possibility of multi-collinearity. 
We then created single indicants through the multiplicative approach to create the 
interaction terms. The single indicant interaction terms were then included in the final 
model whose results are displayed in Table 2.  

It was our argument in H1 that financial service firms’ pursuit of market innovations 
will result in positive and significant increase in competitive advantage. This was 
supported. The first set of H2 hypothesised that environmental factors such as 
competitive intensity, customer demand and regulatory environment will moderate the 
relationship between market innovation and competitive advantage. The results show that 
only regulatory regime at 95% significance level positively moderate the relationship 
between market innovation and competitive advantage. However, a 90% significance 
level was found for the positive moderation of competitive intensity while customer 
demand was not found to be a significant moderator.  

On the three-way interaction moderation effects, the concurrent presence of customer 
demand and regulatory regime was found to negatively moderate the relationship 
between market innovation and competitive advantage. This implies that in periods 
where customer demand and regulatory regimes are high, the positive relationship 
between market innovation and competitive advantage is dampened. Conversely, the 
relationship between market innovation and competitive advantage is strengthened in 
periods where competitive intensity and regulatory regimes are high. The interaction 
effect of competitive intensity and customer demand, however, did not show any 
moderation effect between market innovation and competitive advantage. Lastly, in 
periods of high market demand, competitive intensity and regulatory regime, the 
relationship between market innovation and competitive advantage is dampened.  

Table 2 Structural model results 

Paths specified  Standardised 
coefficient 

t-values 
bootstrapa 

Control relationships    

Size → Competitive Advantage 0.251 3.78*** 

Age → Competitive Advantage –0.147 1.76* 

Type of service → Competitive Advantage 0.244 2.69*** 

Foreignness → Competitive Advantage –0.264 2.46** 

No. of owners → Competitive Advantage 0.0202 0.28ns 

Private/Public → Competitive Advantage –0.0140 0.07ns 
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Table 2 Structural model results (continued) 

Paths specified  Standardised 
coefficient 

t-values 
bootstrapa 

Non-hypothesised direct relationships   

Competitive Intensity (CI) → Competitive Advantage –0.179 3.69*** 

Customer Demand (CD) → Competitive Advantage 0.334 5.11*** 

Regulatory Restrictions (RR) → Competitive Advantage 0.0202 0.29ns 

Model relationships    

H1: Market Innovation (MI) → Competitive Advantage 0.463 7.84*** 

Two-way interaction   

H2a: MI  CI → Competitive Advantage 0.0750 1.78* 

H2b: MI  CD → Competitive Advantage 0.0474 1.54ns 

H2c: MI  RR → Competitive Advantage 0.106 2.35** 

Three-way interaction   

H2d: MI  CI  CD → Competitive Advantage –0.0177 0.93ns 

H2e: MI  CI  RR → Competitive Advantage 0.0584 2.15** 

H2f: MI  CD  RR → Competitive Advantage –0.0572 2.27*** 

Four-way interaction   

H2g: MI  CI  CD  RR → Competitive Advantage –0.0366 1.79** 

Note: a The t-value bootstrap is computed using 1000 subsamples (Henseler et al., 
2009) 

  R2 = 0.58, *** p < 0.01, ** p < 0.05, * p < 0.1, ns = not significant. 

5 Discussion and implications 

Financial service firms pursue market innovations with the aim of increasing the 
competitive advantage. Banks and insurance firms alike in Ghana are engaging in market 
innovations such as increasing their branch networks, pursuing market developments, 
quickly reacting to changing market needs, identifying and creating new markets in order 
to increase their competitiveness. The literature on market innovation supports the 
positive influence on competitive advantage creation and therefore might have informed 
the rush for market innovation. However, what has not been deeply thought about is the 
effect that environmental factors such as demand levels, competitive intensity and 
regulatory regimes may have on the positive relationship between market innovation  
and competitiveness. The results from the current study support previous findings that 
market innovation indeed helps create competitive advantage for firms (Darroch and 
McNaughton, 2002; Grawe et al., 2009; Otero-Neira et al., 2009; Lew and Sinkovics, 
2013). The linear effect assessment within the financial service sector of Ghana as 
depicted by H1 shows that firms can create competitive advantage via their market 
innovations.  

In the current study’s assessment of how the effect of market innovation on 
competitive advantage is held sway by the dynamics of the environment, the results show 
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a complex picture. The findings of the study counter the linear relationship between 
market innovation and competitive advantage creation. In that the incidence of 
competitive intensity and regulatory regime will determine how effective market 
innovations will be in creation competitive advantage. The results show that in periods of 
high competitive intensity and regulatory regimes (singularly), there is a higher 
propensity for financial service firms to create competitive advantage out of their market 
innovations. This may be explained by the fact that when competition is high, customers 
look out for differences, which financial service firms can provide through market 
innovations. The implication is that financial service firms may increase their 
competitiveness through increasing branch network, pursuing market developments, 
quick reaction to market needs and creation of new markets. On the other hand, strict 
regulatory framework would mean cutback of freedom, which stifles other innovations 
such as product and process innovations. High regulatory regime provided restrictions on 
the number and kind of product introductions as well as process improvement. The 
implication of the finding is that firms that are able to pursue market innovations such as 
identifying and creating new markets are able to circumvent the restrictions impose by 
the regulatory regime and that create competitive advantage over the competition. The 
above confirms the findings of studies such as Park et al. (2014), Lin et al. (2013), 
Horbach et al. (2012) and Aghion et al. (2014) that environmental factors moderate the 
effect of innovation on competitiveness.  

Our hypothesis that the dynamic nature of the business environment is such that there 
can be concurrent occurrence of environmental factors and that this can influence the 
effect of market innovation on competitiveness found support. The concurrent happening 
of high competitive intensity and regulatory regime positively moderated the effect of 
market innovation on competitive advantage. This implies that financial service firms 
should seek to create competitive advantage from the market innovation is high periods 
of competitive and regulatory system. Increasing market innovation in such periods 
would mean that firms are able to do better than the competition even when restrictions 
are impose on product and process innovation. Such restrictions may create similar 
products and services, as firms are limited on new product introduction. Market 
innovations allow financial service firms to create advantages if they are able to identify 
and create new markets for their existing products and services. Pursuing market 
development and quickly reacting to changing market needs create advantage, which 
increases overall performance.  

Conversely, firms are not able to create advantages from market innovation when 
customer demand and regulatory regimes are high. This may be explained by the fact that 
investing in market development may not yield good returns for the firm, as it may be 
more profitable to expend all energy to service the current market even in high regulatory 
regimes. The negative moderation effect implies that service firms will find their 
competitive advantage eroding in concurrent occurrences of high customer demand and 
regulatory regime. The same explanation can be given in situations where all the three 
environmental factors are witnessing high incidence rate. Financial service firms should 
rather limit their market innovation investments in such periods if they are to maintain 
their competitiveness. 
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6 Conclusion 

Although service firms such as those operating in financial sector may benefit from 
market innovations, there is the need to find a strategic fit for such strategy and the 
prevailing environmental condition. This study concludes that the extent to which firms’ 
activities that are geared towards achieving competitive position is linked to the fitness of 
such activities to the changing environment needs determines the extent of success. This 
conclusion reinforces Mason’s (2007) assertion that corporate success and failure are 
products of interactions between an organisation’s strategies and the changing business 
environment. The current study has provided the needed understanding on how the 
business environment influences the effect of the strategic pursuit of financial service 
firms (i.e. market innovations) on competitive advantage creation.  

The current study has expanded the complexity theory by moving beyond single 
environmental factor effect to multiple and complex interplay of factors and their effect 
on strategic outcome. It further emphasises Urry’s (2005) theory that relationship 
between variables is not always linear and that circumstances and events may alter such 
relationships.  

Every empirical research has limitations and this study is no different. The findings in 
this study may be endogenous to contextual factors and therefore must guide its usage. 
Future research may compare different contexts to ascertain if the effects found in this 
study are generalisable. Others may also look at multiple countries to confirm the 
stability of our model. Future studies may also look at other forms of innovations and 
how they are impacted by environmental factors singularly and in combination. 
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