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Abstract  Despite the fierce competition in the
business environment, firms accept relatively low
innovative solutions in their daily activities and
consequently lose competitive advantage, experience
creeping growth at a snail’s pace directly associated with
the firm’s inadequate finance and eventual collapse. This
study examined the interrelationship between access to
finance, innovation, and competitive advantage. Premised
on the study findings, results revealed that innovation is
an all-important strategy that differentiates the products
and services of business firms and consequently
sustaining competitive advantage. The results suggest that
adequate financing can be a mechanism by which
innovation and competitive advantage positively relate to
increased performance. The strength between these
variables would be heightened as access to finance
increased. It was further established that firms with
encouraging innovative culture would gain rare core
competencies and maintain the position of the market
leader while sustaining competitive advantage. Based on
these findings, the study recommends that business firms
conduct market surveys to determine the need of current
and prospective customers. Management should prioritize,
invest heavily in research and development, and the
government should strive to provide adequate financial

support, infrastructural facilities, and incentives for
business operations.
Keywords Innovation, Business Competitive

Advantage, Business Firms, Access to Finance

1. Introduction

Innovation is an all-important influence of growth,
competitiveness, profitability, and sustainable delivery of
value-added products and services [1]. The urgent need
for innovation springs from the increasing competition in
the business environment; amid the increasing
competition and technological growth noticed in the
business environment, innovative products and services
grow rapidly, making them highly distinguishable [2].
Innovation refers to the series of mental activities
involved in causing creative development or
implementing ideas targeted at increasing the features of
certain products or services towards delivering optimal
products or services to customers [3]. For business firms
desiring to excel, one most significant pathway is to
innovate; the integration and sustenance of innovation will
attract a noticeable competitive advantage for the firm and
shoot up its position in the market [2]. The business
environment has been characterized by intense
competition, which undoubtedly affects the firm’s
environment and the decision-making process adopted by
the management. Conto et al. [4] suggested that over the
years and most especially in this current century, the
increased market globalization experienced has noticeably
enhanced a firm’s approach to competition; this is in their
bid to ensure that their survival or going concerned is
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sustainable. The common need to introduce new things
that appear distinct or improved to consumers
demonstrates the height of competition adopted by
business firms which consequently improves customers’
loyalty and ultimately sustains the firm’s existence in
business [4]. However, this lack of a high level of
innovation among firms might be due to the lack of
understanding of the benefit that can be brought to firms
from innovation, which can increase organizational
productivity, profitability, and sustainability.

Moreover, access to adequate financing is one of the
major concerns responsible for Nigeria's low gross output.
Access to finance is critical for business success, viewed
as a backbone to every business [5, 6]. Generally speaking,
the term financing is vast, and all over the world, there is no
agreement and universal agreement to what constitutes it
because of its scope, which is very broad. Financing is
described from the context and the perspective of every
scholar defining and explaining the word; hence, there is
generally no agreed meaning. Nevertheless, finance
manages funds that involve savings, investing, leasing,
budgeting, planning, and forecasting. It can also be
internal or external. The firm’s primary internal funding
source is retained earnings, or revenue accrued over time
but not distributed to shareholders. Internal funding is
usually preferred over external financing since the latter
can be incredibly expensive [7].

In consequence, there are ventures that firms would
prefer to pursue if they had adequate internal capital, but
that will not be pursued if they need external funding to
grow. In several instances, businesses are unable to obtain
external funding. On the other hand, debt and equity (or
certain hybrid forms), private investors (such as business
angels), investment firms, banks, and financial markets
(among others), comprises external sources of funding.
Debt is usually preferred to equity if external funds are
required since debt is traditionally a less costly funding
source (even though still more costly than internal funds).
Lee & Chew-Ging [8], show that the bulk of funds for
research and development in the private sector appear to
come from internal or own resources. The result indicates
that innovating firms lack appropriate financing sources as
an important factor in hampering innovation activities.
Financing can be used to describe projects related to
banking [9], financial debt or credit, financial markets,
cash, and acquisitions. It can also mean the method of
obtaining funds for commercial purposes, acquisitions, or
investments. It comprises funds, banking, credit, savings,
liabilities, and assets. It can also mean the process of
providing funds for business activities, making purchases,
or investing. Financing is based on the principles of
raising the initial capital needed for a business venture, the
nature of the securities to issue, how and to whom they
should be sold, how best to utilize the funds that are
secured together with their proper appointment for a plant,
equipment and working capital [10]. Finance or financing
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can be considered one of the main factors deciding the
growth, continuity, or failure of any business enterprise.
Kelley et al. [59] thought that funding is one of the main
essential tools that promote economic activity in many
nations.

Therefore, the availability of finance can be recognized
as one of the most important conditions in the innovation
process. Having financial capital will ensure innovative
start-ups and turn innovative ideas into practice [11].
Therefore, having financial capital will boost business
performance. In the same view, Aziz & Samad [48] assert
that innovative businesses that are financially independent
are said to have more capacity to develop and stay
competitive in the market. Okundaye [60] believes that
the lack of adequate finances faced by small enterprises
relative to large corporations has more significant effects
for small firms than for large firms, thereby limiting the
potential of business owners to build or sustain
competitive advantages [12]. Relevant access to valuable
market capital, such as financial resources, is, therefore,
one of the essential and crucial factors that have taken
entrepreneurial activity to the fore in any economy [13,
14].

Based on the preceding, it can be concluded that the
availability of funds facilitates further investment
opportunities, making it easier for firms to invest in
innovation to gain a competitive edge; the more
innovativeness, the greater the competitive advantage over
other competitors. Acharya et.al [49] argued that high
leverage could contribute to under-performance of the
commodity market. However, access to funding
interventions can be viewed from two perspectives:
financial institutions or fund users. Likewise, Honig et al.
[50] concluded that start-ups with access to social and
financial resources are more likely to innovate and
compete in the same way as their contemporaries in
business operations. According to several reports, a firm’s
optimum performance is linked to its ability to access the
requisite financial capital [15, 16]. Globally, the finance
industry has expanded in recent years, with various
implications for innovation and development. Financial
development will promote innovation practices by
removing liquidity constraints on capital inflows to the
most productive ventures by fostering improved
competitive advantages leading to growth [17, 18, 19].

Moreover, despite the fierce competition in the business
environment, business firms accept relatively low
innovative solutions in their daily activities, lose
competitive advantage, and experience creeping growth at
a snail’s pace, directly associated with the firm’s
consistent drop in revenue eventual collapse. Several
works [4, 21, 25] have focused on the association between
innovation and competitive advantage in developing
countries; however, none of these studies have
documented the interrelationship between finance,
innovation, and competitive advantage. Hence, this study
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explored the moderating effect of access to financing on
the relationship between innovation and a firm’s
competitive advantage, using secondary data obtained
from previous studies by the authors and selectively using
empirical evidence to support the researcher's arguments.
The study found that adequate financing can be a
mechanism by which innovation and competitive

advantage are positively related to improving performance.

The strength of the interaction between these variables
would be heightened as access to finance increased [6].

Notwithstanding the significance of this issue,
especially in recent times, most researches in literature
emphasizing the noticeable role of innovation in driving
competitive advantage have not tracked the moderating
effect of financing on the relationship between innovation
and competitive advantage [20, 21, 22, 23, 24, 25, 26, 1].
Hence, this study contributes to the existing works of
literature on financing, innovation, and competitive
advantage, by analyzing the importance of adequate
financial access in enhancing firms’ performance as well
as encourage investment in innovation, motivate firms to
perform research, implement appropriate technology for
development projects to increase competitive advantage
and the need for firms to understand the benefits that can
be brought to them from innovation, as this would
guarantee organizational productivity, profitability in a
bid to achieve a sustainable going concern. Kerr & Nanda
[27] provide evidence that young, high-tech,
publicly-traded firms finance their R&D investment
almost entirely through internal cash flow and external
equity markets. Hence, a proper-functioning financial
market plays a central role in driving economic growth
through its ability to spur technological innovation [28].
The research robustly demonstrates the moderating effect
of financing on the relationship between innovation and
competitive advantage as a fulcrum for the entrepreneurial
firm’s growth and sustainability in a competitive business
environment [29].

2. Innovation

Innovation refers to the series of actions involved in
causing creative development or implementing new ideas
to increase the elements and usefulness of certain products
and services towards delivering additional benefits to
target customers Fichman [51]. Innovation is the extent to
which new knowledge and technology are converted into
valuable goods and services for domestic and global
markets, resulting in increased value for consumers [8]. It
encompasses a broad range of activities to improve
business performance, such as introducing a new or
substantially improved good or service, delivery process,
production process, business model, or management
structure [30].

Innovation has been described as the most significant
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part of globalization, firm value, and competitiveness [31].
The increasing pace of globalization and international
competition occasioned the urgency of innovation,
especially technological innovation. It has become the
most effective method required by every business firm to
compete in the local and international markets. Both
internal and external forces can influence a firm's ability
to innovate. Internal factors concern the firm’s intangible
assets, including patents, skills, vast experience,
workforce  strength, research and development,
organizational structure, intellectual properties, and
employees' capacity. However, external factors refer to a
firm’s relationship with its external environment,
including customers, suppliers, and competitors [26].

The reward that occasions motivate business firms is
numerous; they include increasing market share,
value-added product, the domination of a new market, and
customer loyalty. Innovation involves a systematic
process as it affects practically every activity of the firm,
starting from the initial research-development to the
activities that create the product or services; this suggests
that innovation impacts significantly on every function of
business firms [1]. The outcome of consistent innovative
activity is demonstrated in products or services with
distinctive quality and optimality; most importantly,
production  processes guaranteeing an improved
environment also reveals the height of innovation
integrated by a firm and protect the corporate image
despite contributing to the sustainable growth of the firm.

The significance of innovation and its association with
competitive advantage have been severally emphasized
over time. Hitt et al. [52] maintained that innovations are
important due to their distinctive and strategic
differentiation of a firm’s products and services from
competitors, thereby occasioning an additional value for
customers. Paiva et al. [53] averred that innovation
describes any process that guarantees change; it involves
managing an organizational activity to reach a potential
competitive advantage for firms. The potency of
innovation and the significant impact on productivity
growth has been observed in some developed countries to
have wrongly affected the expansion of economic and
social space of numerous regions, cities, and countries,
thereby driving massive development as the success of
business firms beget a developed society [23]. Similarly,
OECD [61] affirms that firms strive to innovate to
increase profit and acquire core competence over their
competitors sustainably. Hence, innovation is a financial
and economic outcome of adopting certain technology or
introducing an idea into the process of an organization to
achieve business growth.

3. Competitive Advantage

Over time, the markets of practically all businesses
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have been increasingly complex and volatile, requiring
management of business firms to observe and follow the
developments in the market with constant innovation
towards gaining competitive advantage. Competitive
advantage has been described as all-important in the
competitive business [32]. Tarus et al. [25] perceived
competitive advantage to reduce costs, differentiating
products, services, or effective implantation of focus
strategy in a business firm. It was further affirmed that
competitive advantage increases following the firm's
value to its customer's satisfaction while improving
business performance. Porter [24] advanced that the
common approach firms can employ to attain a
competitive advantage would be to develop a market
strategy aligned with market growth and consistent with
the firm’s capital and competence that can be achieved by
sustainable innovation.

Competitive ~ advantage indicates the constant
production of value-added products or services for
customers by a business firm relative to products offered
by competitors; it also describes the production of a
product or service by a firm at a relatively reduced cost
[33]. According to Saloner, et.al [54] firms striving for
survival and sustainability must frequently review the
value it dishes out and maintain a competitive advantage.
Therefore, it has become urgent for firms to use existing
core competencies while exploring new ideas to tackle the
intensifying competition among firms and the pace of
development in the industry [34]. This can be attained
with adequate differentiation, which can be reached with
the provision of optimal service and valued products,
creating reputable brands that guarantee a long-term
relationship with customers [35].

The ability of a firm to maintain its increasing
performance in a manner that competitors find hard to
co-opt is a competitive advantage [36]. A competitive
advantage is a strategic approach that has been mentioned
in recent management literature. Its success stems from
the rapid growth that firms experience today, the
hyper-competitive nature of the business environment, the
effect of unstructured markets and globalization, the
increasing needs of consumers, and the increasing pace of
development  in  information  technology  and
communication [37]. Managers of business firms tend to
assess and select strategies that ensure improved
performance for their business with a relatively rare
advantage. Such advantages are often found in the cost
structure of the business and the ability of a firm to make
a significant difference between its business and that of its
competitors [38].

4. Finance-Innovation Nexus

The increasing pace of globalization and international
competition occasioned the urgency of innovation,
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especially technological innovation. It has become the
most effective method required by every business firm to
compete in the local and international markets [26]. A
well-established capital markets promote industrial
development via incentive to start-ups [39]. A variety of
studies led credence to Schumpeter [71] assertion that
banks promote innovative activities [40, 41]. According to
these reports, banks facilitate technical growth by
allocating capital to entrepreneurs with the most innovative
career prospects, including technological advances and
manufacturing processes, thus, confirms that by providing
the resource distribution process, the country's financial
sector has a major impact on development activities and
provides valuable banking services (along with knowledge
transfer and financial reporting) that contribute to the
efficiency, minimize costs, and promote long-term growth
in creative entrepreneurial development [14].

According to Zang & Kim [32], a stable financial
structure reduces organization expenses, resulting in a
greater cash inflow to the innovation market, accelerating
innovation. These scholars argue that a well-established
financial structure is a key factor in increasing the number
of patent applications filed in those countries, and thus a
driving force for development. According to Rajan &
Zingales [55] in more economically developing countries,
industries that are more reliant on external funding
develop much faster. Financial development plays an
important part in developing and maintaining
innovation-based economies, as confirmed by Aghion et
al. [63] innovation-based growth model. Financial
development lowers the cost of monitoring and reporting
operations, minimizing agency costs and encouraging
organizations to participate in innovative activities.

In a similar vein, Hyytinen & Toivanen [62] shows that
imperfections in the financial sector stifle growth and
innovation in Finland, suggesting that government policy
is critical in addressing financial market imperfections. On
the other hand, according to Morck & Nakamura [64],
credit markets deter industries from investing in creative
ventures due to their natural preference for risk-free
investments. Hsu et al. [14] demonstrated that the growth
of credit markets stifles innovation in industries that are
highly dependent upon external sources of finance and are
technologically intensive. Financial growth, according to
Ang [65], is essential for reducing market resistance and
promoting technology-based practices. Barbosa & Faria
[66], affirmed that financial market policy is an important
indicator of innovation growth, and financial development
facilitates technological innovations by increasing
knowledge flow and thus promoting access to credit
facilities for industries, particularly technology start-ups.
Maskus et al. [67] revealed that lending rate from banking
sector, capital stock, including bond market all have a
major effect on the rate of innovation. More recently, Hsu
et al. [14] discovered that financial market growth deters
innovation in sectors that depend mostly on external
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financing and are technologically intensive. According to
Pradhan, et.al [68], the development of the financial sector
and improved creative potential in European nations
results in long-term economic growth. The financially
activated economy, according to [15, 69], will encourage
innovative activities by removing credit constraints on the
flow of capital to the most successful projects and
encouraging greater competitive advantage leading to
growth. Rysin et.al, [28] in their works, established that
the main factor underlining the strengthening of the role
of finance in recent decades is the rapid growth of
commodity-money and credit-money relations, which
suggest there is a trend towards a constant increase in
commodity flows both within countries and in the field of
international trade, for the service of which it is necessary
to increase financial flows similarly. Thus, an increase in
financial flows and an increasing volume of use of
financial instruments lead to an increase and
intensification of competition, both between individual
entities and between entire sectors of the financial market.

Undoubtedly, from the preceding, having a high degree
of access to finance will assist a business in obtaining
required financing, and, as a result, businesses are more
likely to expand. Increased access to finance would result
in higher innovative projects, expertise, knowledge, and
improved performance.

5. Finance- Competitive Advantage

Businesses can make profits by offering products and
services on the market at prices greater than the cost of
producing such goods and services. In an industry, firms
never exist alone; competition is typically a core
component of any marketplace. A firm must strive to gain
an advantage over its rivals and make a profit to survive.
By delivering valuable services to the customer, the firm
gains a competitive advantage by being better off than its
rivals [42]. It may also refer to a business's low costs, a
competitive advantage, and a well-defined strategy. The
value a firm can produce for its customers must outweigh
the cost of producing it for the firm to have a competitive
advantage. The only way for businesses to achieve a
competitive edge is to develop a strategy that is aligned
with the business's market dynamics and relevant to the
firm's resources and capacity, which can be accomplished
through the product innovation process [33]. Various
scholars have described competitive advantage in several
ways. For example, Porter [70] showed that competitive
advantage refers to the marketplace's comparative
positional leadership that enables a firm to outperform its
competitors. Iriyanto et al. [43] described competitive
advantage as improved efficiency, improved quality,
increased productivity, or cost reductions. Concurrently,
Rothaermel [56] described competitive advantage as a
firm's formulation and execution of a policy that leads to
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superior performance when compared to its competitors in
the market. Therefore, competitive advantage is described
as a firm's capacity to provide more value to its customers
than any of its competitors, thereby gaining a relative
advantage position [44]. Based on the preceding discussion,
a competitive advantage is the outcome of a strategy design
mechanism implemented by a business to provide
consumers with additional benefit (differentiation and low
cost), leading in a competitive advantage for the business
over time.

Besides, scholars and policy-makers approve that
businesses are a major driver of economic development.
They were also thought to be especially vulnerable in the
external world to uncertainty and instability. Most
policymakers recognize that business requires adequate
support for sustainability and success. Historically, such
assistance has been provided in a bid to promote the
external environment. Such facilitation would be beneficial
only if the firm has the internal capacity to benefit from
external facilitation [45]. Entrepreneurs and government
agencies are important players in capital expenditure
projects and regulatory enhancements to sustain business
growth [46]. Business support encompasses a broad range,
beginning with the implementing and extending financial
support, training and marketing, and advisory services.
Research and innovation, education, financial support,
industrial equipment, sales, and advisory support are the
six categories in which these support services can be
classified [47].

Sentsho et al. [57] identified that the tax rate is typically
perceived as prohibitive for business competitiveness. It
entails special rates, as is the case in many developed
countries, to minimize tax burdens on businesses. Since
administrative processes and their expenses do not differ
between small and large businesses, some legislation is
also not encouraging. Support services aimed at providing
and promoting sustainable growth for small enterprises
have been thoroughly addressed in previous studies.
Among the initiatives funded by the support programmes
are budgetary and investment, technology and skills
development, training and consultancy, public investment,
and marketing and product development [48]. Therefore,
the need for government intervention by providing
businesses with financial support as access to finance is
considered a major challenge confronting most businesses
worldwide [49, 50].

According to Stevenson & Lundstrém [58], the major
reason government provides support for firms are to
reinforce the existing structure of start-ups by working to
ensure that they are able to compete in the market place and
not constrained by their small scale [51]. Such financial
provision comprises the provision of funds directly and
indirectly aimed at improving the performance of firms in
the competitive market, providing guidance and soft advice
to firms on a wide range of subjects, promoting start-ups
via initiatives ranging from loans, government grants, and
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education [50]. Based on the preceding, this study
advocates that adequate financial access would facilitate
and strengthen the existing business base by working to
ensure they are able to compete in the marketplace without
being constrained by their smaller position [52].

6. Nexus between Innovation and
Business Competitive Advantage

It has become necessary to track adequate financing and
its potential in facilitating innovative firms in creating a
competitive advantage for business firms. It is usual and
the responsibility of managers to explore every option to
ensure the organization's survival in the present and,
looking forward, the sustainable growth of business
activities with numerous strategic ideas employed towards
occasioning differentiation and increased competitiveness
[4]. In the series of activities involved towards achieving
these goals, it is expected that challenges surface and that
firms make an all-out effort towards adapting to the
situation, if possible, in a distinct way that demonstrates
core competence over competitors. Following this idea, to
attain lasting competitive advantages, important methods
and features utterly new in the market, either internal or
external, must be implemented by the firm. Based on this
premise, financing is necessary as a factor that guarantees
the attainment of competitive advantage. Business firms
function in a hyper-competitive environment, and one
effective approach to tackling the competition is the usage
of strategies targeted towards bolstering the system in the
market [4].

[54, 55] maintained that the sample of strategies that
firms will adopt to tackle the challenges and the approach
used should harness the prevailing opportunities, resulting
in the attainment of competitive advantages. Although
Beheshti [46] posited that firms must consider the
available resources (funds), this can pose a difference in
the creation and sustainability of competitive advantages.
Given this constraint, firms achieve a competitive
advantage when it introduces strategies and innovations
that can create unusual value for the market. A firm with a
competitive advantage over its competitors is one that
receives superior financial returns in its business over time
[53]. As a result of this, innovation may be the primary
system for a business firm to sustain a competitive
advantage over other competitors. With a significant
reduction in costs, the introduction of promotional
methods, and consistent innovation to provide
value-added products to the market, highly distinctive
competitive advantage can be achieved. In connection
with this aim, the difference between the product or
service and its competitors must be reviewed and
maintained over time. When business competitors are
incapable of copying a firm’s strategy, the competitive
advantage becomes sustainable [54]. In this way, the
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existing nexus of financing, innovation, and competitive
advantage exists in the expectation that firms must
efficiently use their resources in an approach that
demonstrates adequate innovations aimed at reaching
competitive advantage [55].

FINANCE

COMPETITIVE

INNOVATION
——————— ADVANTAGE

Source: Prepared by the authors.

Figure 1. The Interrelationship between Finance, Innovation, and
Competitive Advantage

The framework in Figure 1 illustrates the
interrelationship between access to finance, innovation,
and competitive advantage. As discussed in the preceding
sections 2 to 6, the framework was derived from
understanding the whole study comprehensively. The
research framework shows that access to financing can
directly impact innovation and competitive advantage,
respectively. Finance is essential to innovation because it
enables organizations to perform research, implement
appropriate technology for inventions, and create and
commercialize innovations (among others). Firms face a
significant challenge in obtaining external funds for
innovation. Firms can use a range of financing instruments
offered by various financial intermediaries and investors to
finance their investment projects. Access to external
sources of finance is often particularly difficult at the seed
and beginning stages of a company's growth since
businesses at this stage face high barriers to financing,
particularly because they lack a proven record. Hence, the
need to establish a transparent, broad, and effective
enabling policy environment for investment and build the
human and institutional capacities to implement them.
Also, access to finance can help the existing relationship
between innovation and competitive advantage, in the
sense that it shows the effect of financing on innovation
towards improvement, formation, and enhancement of
businesses to increase firm’s competitive advantage, as
this would yield expansion and, also contributes to
achieving a sustainable development generally. It is
indisputable to argue that access to finance encourages
innovation; the growth and sustainability of any business
organization depend on their access to finance. The
contribution of this study will be of importance to
managers of a business, as this would pinpoint the
importance of the different sources of finance available to
them.
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7. Conclusion and Recommendations

This study examined the interrelationship between
access to finance, innovation, and competitive advantage.
Most studies in literature discussing the prominent role of
innovation in achieving competitive advantage have not
documented the existing relationship between finance,
innovation, and competitive advantage. The study
contributes that access to finance can be a mechanism
through which innovation and competitive advantage
positively relate to increasing performance. Also, the
strength of the relationship between these variables would
be heightened as access to finance increased. With
appropriate finance, firms will be motivated to invest in
innovation, conduct research, implement appropriate
technology for development projects needed to boost their
competitive position in the marketplace. Thus, it becomes
one of the important contributions of this study because it
explains how finance access affects firm performance.

The research also found that innovation is an
all-important strategy that differentiates the products and
services of business firms and, consequently, sustains
business competitive advantage. Hence, firms with an
encouraging innovative culture would gain rare core
competencies, thereby shooting up their position in the
market. The fact that most firms encounter problems in
financing innovation implies that there might be a role for
government support. Based on this premise, it becomes
urgent for business firms to consistently carry out market
surveys towards ascertaining the need of current and
prospective customers; management should prioritize and
invest heavily in research and development as it
encourages innovation and improves competitive
advantage, the government should strive to provide
adequate financial support, infrastructural facilities as well
as incentives for business firms, this will create an
enabling business environment and also save businesses
from collapsing amid intense competition. This study will
be useful because it will encourage various financial
intermediaries to give support to business enterprises,
knowing that their contribution towards economic
development cannot be undermined. It will assist the
policy maker when making strategic deliberations
regarding economic growth to give consideration to
businesses, as this would heighten their knowledge about
the existing challenges and factors that encourage
innovation and competitive advantage to improve
Nigeria's economic prosperity. Given that no empirical
investigation was included in this research, we encourage
future research to empirically investigate the
interrelationship between access to finance, innovation,
and competitive advantage.
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