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A b s t r a c t

his study examines how entrepreneurial innovation in�uences the Tcompetitive advantage of SMEs in Lagos State, Nigeria. Although 
SMEs drive employment and economic growth, many face resource 

constraints, weak differentiation, and intense competition that limit 
performance. �e study focuses on marketing, process, product, and business 
model innovation as drivers of competitive advantage in a resource constrained 
urban market. Using a positivist approach and cross-sectional survey design, 
data were collected from 495 SME owner managers drawn from a population of 
42,067 registered �rms, with 413 valid responses analyzed using SPSS and 
SmartPLS. �e model demonstrated strong explanatory and predictive power. 
Results show that entrepreneurial innovation signi�cantly improves 
competitive advantage (R² = 0.842, Q² = 0.433, p < 0.05). All innovation 
dimensions had positive effects, with process innovation (β = 0.275, p < 0.05) 
and business model innovation (β = 0.283, p < 0.05) showing the strongest 
in�uence, followed by marketing (β = 0.215, p < 0.05) and product innovation 
(β = 0.210, p < 0.05). �e �ndings con�rm that integrated innovation strategies 
strengthen SME differentiation, efficiency, and market position in Lagos. �e 
study recommends that SMEs prioritize process and business model 
innovation, adopt digital tools, and build adaptive innovation capability to 
sustain competitive advantage.
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Background to the Study
Small and Medium Enterprises (SME) are central to national economic development. �ey 
account for about 95 to 99 percent of �rms globally and contribute between 30 and 53 percent 
of GDP in many economies (Distanont & Khongmalai, 2020). In Nigeria, SMEs contribute 
about 46.31 percent of GDP and 6.21 percent of exports and provide between 87.9 and 96.9 
percent of employment (Abah et al., 2023; Okoli et al., 2024). Across regions, they generate 
more than 60 to 70 percent of global employment and play a key role in poverty reduction and 
income generation (Distanont & Khongmalai, 2020; Ledi, 2024). SMEs also support 
industrialisation and innovation, as many large �rms originate from small enterprises and 
depend on SME networks for growth and supply chain development (Mutende & Mutua, 
2024; Sulaimon et al., 2024). �eir resilience during economic disruptions further con�rms 
their role in stabilising economies and supporting recovery (Apriliyanto, 2023; Ledi, 2024).

Despite this importance, SMEs face persistent constraints in building and sustaining 
competitive advantage. Limited �nancial resources, weak access to credit, and shortages of 
skilled labour reduce investment in innovation, technology, and strategic capability (Fabrizio 
et al., 2021; Setyaningrum et al., 2023; Utomo et al., 2024;). In some contexts, up to 60 to 70 
percent of SMEs lack access to bank �nancing due to weak �nancial systems and institutional 
barriers ( Jatmiko et al., 2021). Technological adoption remains slow because of high costs, 
limited expertise, and integration challenges (Chabalala et al., 2024). Low research and 
development investment and weak technology transfer constrain productivity and product 
improvement ( Jaaffar et al., 2024). SMEs also face intense competition from larger �rms and 
imported products with stronger capital bases and advanced technology, which reduces 
margins and shortens the duration of competitive advantage (Mutende & Mutua, 2024; 
Sulaimon et al., 2024; Wati et al., 2024). Rapid imitation of products, weak differentiation, 
and low bargaining power within supply chains further weaken market positioning 
(Distanont & Khongmalai, 2020; Nimfa et al., 2021; Saeed et al., 2024). Internal capability 
gaps, weak strategic direction, and resistance to change also limit sustained innovation and 
long-term competitiveness ( Jaaffar et al., 2024; Okoli et al., 2024).

�ese challenges intensify in resource constrained environments such as Lagos. SMEs in 
Lagos operate under high operating costs, infrastructure de�cits, and intense market rivalry. 
Limited access to �nance, unstable power supply, and weak logistics systems increase 
production and distribution costs, which reduces efficiency and competitiveness (Sulaimon 
et al., 2024). Intense competition and price sensitive consumers place pressure on margins 
and shorten product life cycles. Many �rms lack strong differentiation and strategic 
positioning, which weakens their ability to retain customers and grow market share. Resource 
scarcity and environmental turbulence limit long term planning and constrain investment in 
innovation. �ese conditions make it difficult for SMEs to sustain competitive advantage 
despite their economic importance.

Entrepreneurial innovation offers a pathway for addressing these constraints. Innovation 
driven by entrepreneurial orientation improves differentiation, efficiency, and adaptability. 
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Product innovation allows SMEs to respond to changing customer needs and improve market 
positioning (Damanik & Aisyah, 2024; Saeed et al., 2024; Wati et al., 2024). Process and 
technological innovation improve efficiency and cost management, which supports sustained 
competitiveness (Mutende & Mutua, 2024; Sulaimon et al., 2024). Marketing and business 
model innovation strengthen value propositions, customer engagement, and market reach 
(Abah et al., 2023; Okoli et al., 2024). Dynamic capabilities enable �rms to recon�gure 
limited resources and respond to environmental change, strengthening competitive 
outcomes (Fabrizio et al., 2021; Waseel et al., 2024). Digital innovation and frugal innovation 
strategies also allow SMEs to improve service delivery and value creation under resource 
constraints (Chabalala et al., 2024; Ledi, 2024). Empirical evidence shows that innovation 
capabilities and entrepreneurial orientation signi�cantly in�uence competitive advantage 
and �rm performance in SMEs (Apriliyanto, 2023; Kiyabo & Isaga, 2020; Sulistyo & Ayuni, 
2020).

Although existing studies con�rm the importance of entrepreneurial innovation for SME 
competitiveness, several gaps remain. Much of the evidence is drawn from contexts with 
stronger institutional support and less severe resource constraints. �ere is limited empirical 
integration of how multiple dimensions of entrepreneurial innovation jointly in�uence 
competitive advantage in dense and resource constrained urban economies. Research in 
Nigeria has o�en examined innovation or performance variables in isolation, with limited 
focus on their combined effect on competitive advantage within Lagos. �e interaction of 
product, process, marketing, and business model innovation in shaping SME 
competitiveness in Lagos remains insufficiently explored. �is gap necessitates an empirical 
investigation into how entrepreneurial innovation in�uences competitive advantage among 
SMEs operating in the highly competitive and resource constrained environment of Lagos 
State.

Literature Review
Competitive advantage in SMEs refers to the ability to consistently outperform competitors 
through superior value creation, efficiency, or sustained market positioning (Barney, 2020; 
Olawore et al., 2024; Rubio-Andrés et al., 2024; Teece, 2020). It re�ects the effective use of 
unique resources, innovation, and adaptive capabilities that rivals cannot easily imitate, and is 
commonly assessed through pro�tability, market share, and customer satisfaction (Gomez-
Trujillo et al., 2024; Pradnyani et al., 2024). For SMEs operating in volatile markets, 
sustaining competitive advantage remains essential for survival and growth (Mugoni et al., 
2024). �is advantage is dynamic and must be continually renewed through innovation 
across product, process, marketing, and environmental domains, supported by dynamic 
capabilities that allow �rms to sense opportunities, seize them, and recon�gure resources 
(Fabrizio et al., 2021; Ferreira & Coelho, 2020; Lalaeng & Hongsakul, 2024; Teece, 2007;). 
Financial resources, knowledge, and social capital play central roles, while competitive 
intelligence strengthens proactive strategic responses (Ledi, 2024; Mahdi et al., 2019).

Competitive advantage strengthens pro�tability, growth, and sustainability by supporting 
differentiation, customer loyalty, and operational efficiency (Damanik & Aisyah, 2024; 
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Chabalala et al., 2024; Kiyabo & Isaga, 2020; Nimfa et al., 2021). It also improves resilience 
during disruptions and market shocks (Ledi, 2024). However, sustaining advantage remains 
difficult due to persistent resource limitations, high innovation costs, digitalization barriers, 
and intense competition that encourages rapid imitation (Abah et al., 2022; Fabrizio et al., 
2021; Jaaffar et al., 2024; Jatmiko et al., 2021; Waseel et al., 2024). Internal challenges such as 
weak managerial capability, limited strategic direction, and governance gaps further constrain 
long-term gains (Utomo et al., 2024). Competitive advantage in this study is therefore de�ned 
as the capacity of SMEs to create and capture superior value through unique resources, 
innovation, and adaptability within resource-constrained and uncertain environments.

Entrepreneurial Innovation
Entrepreneurial innovation is a multidimensional capability that drives SME 
competitiveness, performance, and survival through the systematic application of new ideas 
across products, processes, services, and business models (Gabriel & Edenkwo, 2024; Okafor 
& Oluka, 2024; �abethe et al., 2024). It is viewed as an organisational capability rather than a 
single outcome, re�ecting the capacity to generate and implement ideas that improve 
productivity and long-term viability (Bhandari, 2023; Taleb et al., 2023; Sawaean et al., 2021). 
Product, process, marketing, and business model innovations reshape value creation, 
improve efficiency, strengthen differentiation, and enhance market performance, while 
innovative outcomes such as improved systems and prototypes support export growth and 
competitiveness (Abiodun, 2022; Aristana et al., 2024; Andreas et al., 2024; Kebede et al., 
2024; Norena-Chavez & �alassinos, 2023; Ramadan et al., 2024;). Entrepreneurial 
innovation is therefore strategic and adaptive, translating ideas into practical solutions that 
improve customer satisfaction, efficiency, and market responsiveness in resource-constrained 
environments (Ehiaguina et al., 2025; Kamran et al., 2023; Qureshi et al., 2024; Rubio-
Andrés et al., 2024).

Despite its bene�ts, entrepreneurial innovation presents both opportunities and risks. It 
enhances pro�tability, market share, and cost efficiency, strengthens differentiation, expands 
digital reach, and supports international market entry (Abdul-Azeez et al., 2024; Christian et 
al., 2025; Nguyen et al., 2023; Olawore et al., 2024). However, SMEs o�en face �nancial 
constraints, skill shortages, and limited technological infrastructure that restrict investment in 
innovation and reduce its impact (Abdul-Azeez et al., 2024; Farida & Setiawan, 2022; Qureshi 
et al., 2024). Poorly managed innovation may create operational strain or fail to yield expected 
returns, while competition from larger �rms and weak absorptive capacity further limit 
outcomes (Mokgadi, 2023; Olawore et al., 2024; �omas et al., 2023). In this study, 
entrepreneurial innovation is de�ned as a multidimensional and adaptive capability that 
integrates product, process, marketing, managerial, and technological innovation to create 
value, strengthen competitive advantage, and sustain SME growth in turbulent environments.

Marketing Innovation
Marketing innovation refers to the implementation of new or signi�cantly improved 
marketing methods involving changes in product design, pricing, promotion, or distribution 
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to strengthen competitiveness and deepen customer relationships (Sipos et al., 2025; Valdez-
Juárez et al., 2025). It is a core dimension of �rm innovation and a key driver of SME 
performance in competitive markets (Waziri et al., 2023). �e concept is multidimensional 
and integrates entrepreneurial leadership, organisational culture, and digital capability to 
generate and execute new marketing strategies (Esubalew & Adebisi, 2024; Oniku & 
Abiodun, 2023). It re�ects a �rm's ability to recon�gure internal resources in response to 
market shi�s and technological change, consistent with the Resource-Based View emphasis 
on competencies such as brand management, responsiveness, and digital agility (Sipos et al., 
2025). Digital platforms, analytics, and online delivery systems have expanded the scope of 
marketing innovation by improving visibility, customer engagement, accessibility, and 
satisfaction, while strengthening differentiation and market reach ( Jung & Shegai, 2023; 
Noer et al., 2025; Xue et al., 2024; Vu�ichat & Patchara, 2023).

Despite its advantages, marketing innovation in SMEs is constrained by limited �nance, weak 
infrastructure, and skill shortages that restrict effective digital adoption (Ullah et al., 2021; 
Vu�ichat & Patchara, 2023). Empirical evidence shows mixed effects across contexts, with 
some studies reporting that marketing innovation plays a complementary role to product and 
process innovation rather than acting as a standalone driver of performance (Esubalew & 
Adebisi, 2024; Ehiaguina et al., 2025; Waziri et al., 2023). Regulatory pressures, intense 
competition, and increased task demands may also create operational strain and reduce 
efficiency (Valdez-Juárez et al., 2025). In this study, marketing innovation is de�ned as the 
capability of SMEs to apply new marketing methods and digital tools that create value through 
differentiation, adaptability, and improved customer interaction, thereby translating 
entrepreneurial intent into measurable performance outcomes.

Process Innovation
Process innovation refers to the implementation of new or signi�cantly improved production 
and delivery methods that improve efficiency, reduce costs, and strengthen competitiveness 
( Jin et al., 2024; Keelson et al., 2024). It involves upgrading production systems, supply 
chains, and administrative procedures, making it central to organisational renewal and 
sustained advantage (Adnan et al., 2024). Such innovation o�en requires adjustments across 
equipment, workforce roles, materials, and information �ows, reshaping how �rms create and 
deliver value (Aliasghar et al., 2020). For SMEs, the primary aim is operational efficiency, 
though outcomes extend to productivity, pro�tability, and long-term competitiveness 
(Adnan et al., 2024; Nedić et al., 2022). Evidence shows that process innovation improves 
output quality, reduces operating costs, and enhances �nancial performance and operational 
management (Kortana et al., 2022; Jin et al., 2024; Ummi et al., 2024). Its scope spans 
production, logistics, sales, and administration, ranging from incremental improvements to 
large scale transformation (Maina et al., 2023; Naila et al., 2024; Varamezov & Panteleeva, 
2021). Emerging forms such as green and digital process innovation extend its impact by 
improving energy efficiency, reducing waste, and integrating advanced technologies that 
support adaptability and competitiveness (Gräubig & Scharfe, 2024; Islam et al., 2024; 
Khalid, 2021; Li et al., 2024).
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Despite its bene�ts, process innovation presents notable risks for SMEs. Implementation 
o�en requires high upfront investment, access to �nance, and specialised skills that many 
�rms lack (Adnan et al., 2024; Qiyamullaily et al., 2024). Returns may be uncertain or 
delayed, particularly for technology intensive or environmentally focused initiatives (Li et al., 
2024). Weak infrastructure, limited absorptive capacity, and skill shortages further 
complicate adoption (Aliasghar et al., 2020; Qiyamullaily et al., 2024). Major transformation 
efforts can fail at high rates, and employee resistance may hinder execution (Adnan et al., 
2024; Varamezov & Panteleeva, 2021). In this study, process innovation is de�ned as a 
dynamic managerial capability involving the implementation of new or signi�cantly 
improved methods for producing, distributing, or supporting goods and services in order to 
improve efficiency, reduce costs, and enhance quality and competitiveness.

Product Innovation
Product innovation refers to the creation or signi�cant improvement of goods and services to 
meet evolving customer needs and strengthen SME performance. Value emerges when ideas 
are converted into tangible offerings perceived by customers as new or improved (Ari�n & 
Roosdani, 2021; Castillo-Vergara & García-Pérez-de-Lema, 2020; Damanik & Aisyah, 2024). 
It includes redesigns, enhancements, and entirely new products aligned with market demand 
and technological change (Adil� & Yuldinawati, 2024; Christian et al., 2025; Kurniawan & 
Silitonga, 2024). Product innovation spans exploratory initiatives that generate radical 
offerings and exploitative efforts that re�ne existing ones (Shi et al., 2024). It is widely 
regarded as central to SME survival, differentiation, and growth because it supports market 
expansion and performance improvement in dynamic environments (Manalu et al., 2023; 
Munawar et al., 2023; Saeed et al., 2024; Setiyono et al., 2022).

Product innovation is multidimensional and involves novelty, improvement, and value 
creation. It ranges from incremental upgrades to new-to-the-world products that reshape 
customer expectations (Christian et al., 2025; Eichin, 2024; Hendayana & Wiludjeng, 2021; 
Sasaki, 2024). �e process o�en combines structured development stages with agile and 
iterative methods that incorporate customer feedback (Castillo-Vergara & García-Pérez-de-
Lema, 2020; Onesi-Ozigagun et al., 2025). Behavioural elements such as risk taking, 
proactiveness, and innovativeness shape successful outcomes (Manalu et al., 2023). Effective 
product innovation improves differentiation, market share, customer satisfaction, and 
�nancial performance (Castillo-Vergara & García-Pérez-de-Lema, 2020; Christian et al., 
2025; Kurniawan & Silitonga, 2024; Saeed et al., 2025). However, it requires substantial 
investment and carries uncertainty, with high failure rates and rapid imitation by competitors 
reducing the duration of advantage (Castillo-Vergara & García-Pérez-de-Lema, 2020; Saeed 
et al., 2025). Resource constraints, skill shortages, and organisational resistance further limit 
implementation (Manalu et al., 2023; Nguyen & Phan, 2025; Onesi-Ozigagun et al., 2025). In 
this study, product innovation is de�ned as a strategic and continuous process of developing 
and implementing new or improved products perceived as novel by customers to enhance 
value, differentiation, and long-term competitiveness.
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Business Model Innovation
Business model innovation refers to the recon�guration of how SMEs create, deliver, and 
capture value to improve competitiveness and long-term performance. It involves signi�cant 
changes to core business elements, revenue logic, and stakeholder relationships, requiring 
�rms to rethink value creation and market interaction (; Alake et al., 2024; Bha�i et al., 2021; 
Dung & Dung, 2024; Klos et al., 2021; Lamperti et al., 2023; Eichler et al., 2024Heidenreich 
et al., 2022). As a continuous and iterative process, it strengthens the link between 
organisational capability, efficiency, and sustainability and supports adaptation in dynamic 
markets (Hartono & Ardini, 2022; Lati� et al., 2021; Liu et al., 2024). Business model 
innovation may involve incremental adjustments or radical transformation of �rm 
architecture, targeting speci�c components or entire systems while increasingly integrating 
environmental and social value with �nancial outcomes (Clauss et al., 2021; Ferlito & Faraci, 
2022; Puruso�ama et al., 2022; Zheng et al., 2024).

Business model innovation strengthens competitive positioning and enables SMEs to 
outperform rivals through distinctive value creation and non-imitable design (Alake et al., 
2024; Maharani & Yamit, 2022; Ramadan et al., 2024; You, 2022). It improves revenue 
growth, pro�tability, and efficiency while enhancing resilience during crises and supporting 
market expansion and alignment with customer needs (AlWadi et al., 2024; ; Burström et al., 
2021; Heidenreich et al., 2022; Liu et al., 2024; Hartono & Ardini, 2022; Lamperti et al., 
2023; Lati� et al., 2021; Mostaghel et al., 2022; Snihur & Bocken, 2022). However, 
implementation carries risks. Failure rates may exceed 60 percent, and outcomes are not 
always directly linked to �nancial gains (Hartono & Ardini, 2022; Lati� et al., 2021; Liu et al., 
2024). Resource requirements, skill shortages, and time demands can exceed SME capacity, 
while customer resistance and supply chain disruption may reduce impact (Bachmann & 
Jodlbauer, 2023; Dung & Dung, 2024 Eichler et al., 2024; Heidenreich et al., 2022; 
Puruso�ama et al., 2022; Schaller & Vatananan-�esenvitz, 2022; Snihur & Bocken, 2022). In 
this` study, business model innovation is de�ned as a deliberate and iterative process through 
which SMEs redesign value architecture to improve performance, resilience, and 
sustainability in constrained and uncertain environments.

�eoretical Framework
�is study adopts an integrated framework combining Effectuation �eory and Upper 
Echelons �eory to explain how entrepreneurial leadership and innovation in�uence SME 
performance in Lagos State. �e framework re�ects conditions of market volatility, resource 
scarcity, and intense competition. Effectuation �eory provides the behavioural foundation 
by explaining how entrepreneurs act under uncertainty using available resources, networks, 
and adaptive decision making to pursue opportunities and manage risk. �is logic aligns with 
Lagos SMEs where leaders operate with limited capital and unstable conditions but must 
remain �exible and innovative to sustain performance (Sarasvathy, 2001; Chohan et al., 2022; 
Madigoe & Pretorius, 2024; Gunawan & Hashim, 2025). Upper Echelons �eory adds a 
cognitive and structural lens by asserting that organisational outcomes re�ect the 
experiences, values, and orientations of top leaders. In SMEs, where decision making is 
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concentrated in the owner manager, leadership traits such as risk tolerance, education, and 
prior experience shape innovation choices, resource allocation, and strategic direction 
(Hambrick & Mason, 1984; Nimfa et al., 2024; Saiyed et al., 2023). Integrating both theories 
provides a multi-level explanation. Effectuation explains how leaders respond to uncertainty, 
while Upper Echelons �eory explains why leaders make strategic choices based on their 
cognitive frames and experiences (Kabous et al., 2022; Nimfa et al., 2024). Other perspectives 
such as the Resource Based View, Dynamic Capabilities �eory, and Diffusion of Innovation 
were not adopted because they assume stable resources, formal routines, or structured 
diffusion processes that are o�en absent in Lagos SMEs. �e integrated Effectuation and 
Upper Echelons framework be�er captures the adaptive reasoning, leadership cognition, and 
contextual constraints shaping innovation and performance in resource constrained and 
uncertain environments.

Methodology
�e study adopted a positivist research philosophy and a deductive approach to test 
hypothesised relationships among entrepreneurial leadership, entrepreneurial innovation, 
organisational culture, and SME performance within the Lagos SME environment. �e 
research context comprised registered SMEs in Lagos State, Nigeria, a dense and competitive 
commercial hub, with owner managers serving as the unit of analysis because they control 
strategy, innovation, and performance outcomes. A cross-sectional survey research design 
was used to collect quantitative data from a population of 42,067 registered SMEs. Using 
Cochran's formula and a non-response adjustment, a sample size of 495 owner managers was 
determined and selected through simple random sampling from SMEDAN records across 
manufacturing, retail, and service sectors. Primary data were collected through a structured 
questionnaire with validated scales measuring entrepreneurial leadership, innovation 
dimensions, organisational culture, entrepreneurial orientation, and SME performance. �e 
instrument used a six-point Likert scale, was pilot tested with 50 SMEs to ensure clarity and 
reliability, and demonstrated acceptable validity and reliability through Cronbach's alpha, 
composite reliability, AVE, and factor analysis tests. Questionnaires were administered 
through face-to-face distribution by trained research assistants, with follow ups to improve 
response rates and ethical procedures to ensure con�dentiality and consent. Data analysis 
combined descriptive statistics and inferential techniques using SPSS and SmartPLS. 
Multiple regression tested direct relationships, hierarchical regression examined moderating 
effects, and PLS SEM assessed the full structural model, including measurement and 
structural validity, enabling robust empirical testing of the study hypotheses.

Operationalisation of Variables
For this study, the independent variable is entrepreneurial Innovation (X), while the 
dependent variable (Y) is Competitive Advantage. 

Y = f (X) 
Y = Dependent Variable
X = Independent Variable
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	 Y = Competitive Advantage (CMA)
	 X1= Entrepreneurial Innovation (EI)
Y = Competitive Advantage
X1 = (x , x , x  x )                                           1 2 3. 4

Where: 
X1 = Entrepreneurial Innovation (EI)	                      
x  = Marketing Innovation (MKI)	                                                 1

x  = Process Innovation (PRI)                            2

x  = Product Innovation (PDI)	    3

x = Business Model Innovation (BMI)                          4 

Regression Model
�e model formulated for each of the hypotheses are wri�en as	
CMA = f(MKI, PRI, PDI, BMI) ………………………………….……. Function 
Equation 1
CMA = a  + β MKI + β PRI + β PDI + β BMI + µ ………….…..…...Regression Equation 10 1 2 3 4 i 

Data Analysis, Results and Interpretation
�e section presents data analysis, results and interpretation using SPSS 27 and SmartPLS 
3.5.2 at a 5 percent signi�cance level. Out of 495 questionnaires administered to SME owner 
managers in Lagos, 413 usable responses were returned, yielding an 83.4 percent response 
rate suitable for analysis. Data screening con�rmed that key regression assumptions were met. 
Normality tests using skewness and kurtosis indicated acceptable distributions across 
variables. Pearson correlation results showed signi�cant positive and linear relationships 
among entrepreneurial leadership, innovation dimensions, organisational culture, and SME 
performance. Sca�erplot analysis con�rmed homoscedasticity, indicating stable residual 
variance, while multicollinearity tests using tolerance and VIF values showed no excessive 
correlation among predictors. Descriptive statistics were computed using means, 
percentages, and standard deviations based on a six-point Likert scale, and the cleaned dataset 
was then used for subsequent hypothesis testing and interpretation of �ndings.
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Figure 1: Path Analysis Showi ng the Measurement and Structural model for Hypothesis 
�ree

Source: Researchers' Result via SmartPLS Version 3.5.2.2 (2026)

Figure 2: T- Statistic for Hypothesis �ree

Source: Researchers' Result via SmartPLS Version 3.5.2.2 (2026)
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Table 1: Summary of the PLS – SEM for the Effect of Entrepreneurial Innovation dimensions 
on Competitive Advantage in SMEs, Nigeria.

Source:  Researchers' Result via SmartPLS Version 3.5.2.2 (2026)

Interpretation of PLS-SEM Results
�e PLS-SEM results show that the four dimensions of entrepreneurial innovation jointly 
have strong explanatory and predictive power for competitive advantage among SMEs. �e 
model explains 84.2 percent of the variance in competitive advantage with R² = 0.842 and 
Adjusted R² = 0.841, con�rming model stability and parsimony. �e Q² value of 0.433 
indicates strong predictive relevance. All innovation dimensions have positive and signi�cant 
effects on competitive advantage. Business model innovation has a signi�cant effect with β = 
0.283, t = 6.114, p = 0.000 and f² = 0.098. Marketing innovation also shows a signi�cant effect 
with β = 0.215, t = 4.950, p = 0.000 and f² = 0.071. Process innovation has a strong effect with β 
= 0.275, t = 6.321, p = 0.000 and f² = 0.117, making it the most in�uential predictor. Product 
innovation remains signi�cant with β = 0.210, t = 4.085, p = 0.000 and f² = 0.059. �ese results 
con�rm that improvements across all innovation dimensions increase SME competitive 
advantage, with process and business model innovations contributing the most.

Path Description  Original Sample (o) 
Unstandardized 

Beta (β)
 

T  Sig.  F2  R  R2  Adj. R2  Q2  

Business Model 
Innovation

 

-> 
Competitive 
Advantage

 

0.283

 

6.114

 

0.000

 

0.098

 

0.918

 
 

0.842

 
 

0.841

 
 

0.433

 
 

Marketing Innovation 
-> Competitive 
Advantage

 

0.215

 

4.95

 

0.000

 

0.071

 

Process Innovation -> 
Competitive 
Advantage

 

0.275

 

6.321

 

0.000

 

0.117

 

Product Innovate -> 
Competitive 
Advantage

 

0.21

 

4.085

 

0.000

 

0.059
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Table 2: Structural Path Results

Model Fit
Table 3: Model Fit Indices

�e SRMR value of 0.064 indicates acceptable �t. �e NFI of 0.785 shows moderate �t but 
remains acceptable for PLS-SEM. �e consistency between saturated and estimated models 
con�rms that the structural model does not reduce measurement model �t.

Structural Model
Predictive model:
CMA = α₀ + 0.283MKI + 0.215PRI + 0.275PDI + 0.210BMI + u
Prescriptive model:
CMA = α₀ + 0.283MKI + 0.215PRI + 0.275PDI + 0.210BMI + u

Where:
CMA = Competitive Advantage
MKI = Marketing Innovation
PRI = Process Innovation
PDI = Product Innovation
BMI = Business Model Innovation

�e coefficients show that a one-unit increase in each innovation dimension leads to increases 
of 0.283, 0.215, 0.275 and 0.210 units in competitive advantage respectively. Process 
innovation has the strongest effect, followed by business model innovation, then marketing 
and product innovation. �e close values of R² and Adjusted R² con�rm that model strength is 

Path  Coefficient 
(β)  

t-
value  

p-
value  

Effect Size 
(f²)  

Business Model Innovation →
 

Competitive 
Advantage

 

0.283
 
6.114

 
0.000

 
0.098

 

Marketing Innovation →
 

Competitive Advantage
 

0.215
 
4.950

 
0.000

 
0.071

 Process Innovation →

 
Competitive Advantage

 
0.275

 
6.321

 
0.000

 
0.117

 Product Innovation →

 

Competitive Advantage

 

0.210

 

4.085

 

0.000

 

0.059

 Model statistics: R² = 0.842; Adjusted R² = 0.841; Q² = 0.433.

 

Fit Index  Saturated Model Estimated Model
SRMR

 
0.064

 
0.064

d_ULS

 

1.327

 

1.327
d_G 0.672 0.672
Chi-Square 1433.087 1433.087
NFI 0.785 0.785
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not in�ated by predictor count. �e strong Q² value con�rms high predictive relevance. �e 
�ndings show that entrepreneurial innovation is a major determinant of competitive 
advantage among SMEs. �e null hypothesis that innovation dimensions have no effect on 
competitive advantage is rejected.

Discussion of Findings
Empirical results show that entrepreneurial innovation has a strong and signi�cant effect on 
SME competitive advantage. �e model explains 84.1 percent of the variation in competitive 
advantage with strong predictive relevance, con�rming that marketing, process, product, and 
business model innovations jointly strengthen competitive performance. Process and 
business model innovations contribute the most, while marketing and product innovation 
provide additional gains. �ese �ndings support effectuation theory by showing that SMEs 
build advantage through resource recombination, experimentation, and adaptive decision 
making rather than predictive planning. Prior studies also con�rm that innovation improves 
differentiation, customer satisfaction, revenue growth, and market share when supported by 
collaboration, digital capability, and dynamic resources (Christian et al., 2025; Gabriel & 
Edenkwo, 2024; Mutende & Mutua, 2024; Sulaimon et al., 2024; Widyani & Suardhika, 
2024).

�e results also align with Upper Echelons �eory, which holds that leadership cognition and 
strategic orientation shape innovation choices and outcomes. Entrepreneurial leaders who 
support experimentation and learning enable innovation to translate into sustained 
competitive performance (Amoa-Gyarteng & Dhliwayo, 2024; Lertpiromsuk et al., 2024). 
Entrepreneurial innovation mediates the link between leadership, knowledge resources, and 
performance by converting vision and intellectual capital into market advantage (Al-Sharif et 
al., 2023; Bhandari, 2023; Norena-Chavez & �alassinos, 2023; Waseel et al., 2024). 
However, innovation carries risks related to cost, uncertainty, and absorptive capacity 
constraints, which can weaken outcomes if poorly managed (Al-Sharif et al., 2023; Boateng 
Dankwah et al., 2024; Jaaffar et al., 2024; Ključnikov et al., 2022). Overall, the evidence shows 
that entrepreneurial innovation is a multidimensional capability that converts effectual 
decision making and leadership cognition into durable competitive advantage for SMEs 
operating in uncertain and resource constrained environments.

Conclusion and Recommendations
�e study examined the effect of entrepreneurial innovation on the competitive advantage of 
SMEs in Lagos State. Results show that entrepreneurial innovation is a strong and signi�cant 
predictor of competitive advantage. �e model explains a large share of variation in 
competitive advantage, with all innovation dimensions showing positive and signi�cant 
effects. Process innovation and business model innovation have the strongest in�uence, 
followed by marketing and product innovation. �is con�rms that SMEs strengthen 
competitive positioning when they improve operational efficiency, redesign value delivery, 
and respond to customer needs through continuous innovation.
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�e �ndings show that innovation is not a single activity but a multidimensional capability 
that combines product, process, marketing, and business model improvements. SMEs that 
integrate these forms of innovation are be�er able to differentiate their offerings, improve 
customer satisfaction, and respond to market pressure. �e results support the view that 
SMEs in resource constrained and uncertain environments rely on adaptive decision making, 
experimentation, and resource recombination to build competitive advantage. Leadership 
orientation and strategic choices also shape innovation outcomes, since owner managers 
control resource allocation and strategic direction in SMEs.

�e study con�rms that entrepreneurial innovation converts limited resources into 
competitive outcomes. Firms that invest in process efficiency, digital tools, market 
positioning, and �exible business models achieve stronger performance and greater resilience 
in competitive urban markets. In Lagos, where SMEs face high operating costs, infrastructure 
challenges, and intense competition, innovation remains a key mechanism for sustaining 
advantage and improving long term survival. SME owner managers should adopt a structured 
and continuous approach to innovation. Priority should be given to process improvement and 
business model redesign because these dimensions show the strongest effect on competitive 
advantage. Firms should invest in cost-saving technologies, digital platforms, and efficient 
delivery systems to improve productivity and service quality. Marketing innovation should 
focus on stronger branding, digital engagement, and customer retention strategies to improve 
market positioning.

SMEs should build internal innovation capability through training, collaboration, and 
knowledge sharing. Partnerships with technology providers, universities, and industry 
associations can improve access to skills, �nance, and innovation support. Owner managers 
should encourage experimentation, learning, and adaptive decision making to sustain 
innovation under uncertainty. Policy makers and support agencies should expand access to 
�nance, digital infrastructure, and innovation training for SMEs. Targeted programmes that 
support technology adoption, process improvement, and business model development will 
strengthen SME competitiveness. Regulatory support and improved infrastructure will also 
reduce operating costs and allow �rms to scale innovation activities. Future research should 
examine the moderating roles of organisational culture, leadership orientation, and 
environmental factors in shaping the innovation–performance relationship. Longitudinal 
studies and sector speci�c analysis will provide deeper insight into how innovation capability 
evolves and in�uences competitive advantage over time.
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