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Abstract 

This study explores the effect of competitive advantage on sustainability within Ghanaian microfinance institutions 
(MFIs), emphasizing the mediating role of strategic capabilities. We conducted a quantitative analysis using survey 
data from 500 managers representing 150 MFIs in Ghana, analyzed through structural equation modeling. Our find-
ings indicate that competitive advantages and strategic capabilities have a positive significant influence on MFI sus-
tainability. Additionally, strategic capabilities were found to mediate the relationship between competitive advantage 
and sustainability within Ghanaian MFIs. This study expands the theoretical framework by incorporating cost differen-
tiation, pricing strategy, focus strategy, market strategy, efficient operations and risk management, innovation in prod-
uct offerings, target market considerations, and client relationship management. We highlight how MFIs can maintain 
competitiveness through technology, partnerships, training, career development, and knowledge transfer. This medi-
ated relationship underscores the crucial role of strategic capabilities in achieving sustainable operations. The study 
provides a conceptual framework for understanding MFI sustainability and offers a roadmap to enhance competi-
tive advantage. By integrating elements from the competitive advantage theory and extending the resource-based 
view theory, this research contributes to the existing knowledge by clarifying the connections between competitive 
advantage and sustainability in the context of MFIs. Furthermore, the study addresses the dynamics of competitive 
advantage, strategic capabilities, and sustainability in a context with limited research. It offers practical implications 
for policymakers and practitioners, providing insights that can inform targeted interventions to enhance capacities 
and foster sustainability in the microfinance sector.
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Introduction
Microfinance institutions (MFIs) are essential for advanc-
ing financial inclusion, economic empowerment, and 
alleviating poverty in many nations [39]. It is a long-term 
process that enables low-income individuals to improve 
their living standards effectively (Khursheed et  al., 41. 
However, Ghanaian MFIs face increasing pressure to 
maintain sustainability and competitiveness amid shift-
ing client expectations, socioeconomic inequality, and 
regulatory changes. In this dynamic landscape, pursuing 
competitive advantage while ensuring sustainability is 
paramount (Asante, [9], Anaman & Pobbi, [7], [11]).

Competitive advantage, derived from unique skills, 
resources, competencies, business strategies, and infor-
mation technology, is crucial for MFIs to differentiate 
themselves and excel in a competitive market (Lee, 45). 
Strategic capabilities, encompassing an organization’s 
core resources and competencies, are vital for gaining a 
competitive edge in the industry [36]. For MFIs, strategic 
capabilities, including training and development, knowl-
edge transfer, and operational and technological capabili-
ties, are central to sustaining competitive advantage and 
ensuring long-term sustainability [6].

Previous studies have established that competitive 
advantage significantly affects the sustainability of MFIs 
(Bii et  al., [15, 15], Mutamimah et  al., [51]). However, 
Schicks and Rosenberg [67] offer a contrasting perspec-
tive, suggesting that competition can adversely affect 
MFIs’ outreach and loan portfolio performance. Our 
study highlights the necessity of proactive measures to 
balance competitive advantage and protect clients from 
excessive debt and cycles of indebtedness. Hossain et al. 
[39] also argue that competition negatively impacts MFI 
operating expenses and profit margins, threatening prof-
itability. This implies that competitive advantage alone 
does not automatically ensure sustainability and that 
findings may not be universally applicable. Therefore, fur-
ther research is needed in the Ghanaian context to vali-
date or challenge findings observed in other countries.

While competitive advantage is essential, it must be 
complemented by developing and utilizing strategic 
capabilities to ensure sustainability. Previous scholars 
have shown that competitive advantage significantly 
affects MFI sustainability (Bii et  al., [15, 15],Mutami-
mah et  al., [51]). Similarly, research has demonstrated 
that strategic capabilities significantly affect MFI sus-
tainability [6, 30, 50]. However, these studies have yet 
to consider the mediating role of strategic capabilities 
in the relationship between competitive advantage and 
MFI sustainability. Moreover, many studies have yet 
to comprehensively examine competitive advantage, 
MFI sustainability, and strategic capabilities in single 

research, especially in Ghanaian settings. This research 
aims to fill these gaps and provide valuable theoretical 
contributions to the literature on competitive advan-
tage and MFI sustainability.

To explore the dynamics of competitive advantage, 
strategic capabilities, and sustainability in Ghanaian 
MFIs, our study addresses four key research questions:

RQ1: How does competitive advantage influence MFI 
sustainability in Ghana?

RQ2: How does competitive advantage affect strate-
gic capabilities?

RQ3: What is the impact of strategic capabilities on 
MFI sustainability?

RQ4: How do strategic capabilities mediate the rela-
tionship between competitive advantage and sustain-
ability in Ghanaian MFIs?

We employed a quantitative approach, analyzing 
survey data from MFI managers in Ghana using struc-
tural equation modeling (SmartPLS 3.0). This study 
addresses an empirical gap in understanding the role of 
strategic capabilities as a mediator between competi-
tive advantage and MFI sustainability in Ghana. This 
area has yet to be explored comprehensively within the 
context of sub-Saharan Africa. By focusing on Ghana, 
we provide insights that not only contribute to the 
national discourse but also offer potential implications 
for the broader region.

The research makes the following theoretical 
contributions:

This study investigates the mediating effects of strate-
gic capabilities on the relationship between competitive 
advantage and MFI sustainability in Ghana.

Addressing a significant gap in the literature, we focus 
on how competitive advantages—such as cost differen-
tiation, pricing strategy, focus market, market strategy, 
target market, innovation in product offerings, effective 
operations, risk management, and customer relation-
ship building influence MFI sustainability.

Extending the resource-based view (RBV) theory, we 
employ strategic capabilities as a mediator to establish 
an empirical connection between competitive advan-
tage and MFI sustainability.

Our findings provide practical insights for MFIs in 
Ghana, helping them enhance their competitive edge 
and sustainability practices. This study contributes to 
understanding the underexplored link between com-
petitive advantages, strategic capabilities, and the sus-
tainability of MFIs.

This introduction sets the stage for a critical analysis 
of our study, which includes a literature review, discus-
sion on the methodology, results, and discussions. It 
concludes with limitations, implications, and recom-
mendations for future research.
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Literature review
Resource‑based view (RBV) theory in MFI
The RBV theory emphasizes the importance of strate-
gic capabilities and competencies for achieving sustain-
able competitive advantage. In MFIs, RBV concepts 
have led to frameworks focusing on core competen-
cies, risk management, product innovation, and client 
acquisition. Research by Purkayastha et  al. [61] indi-
cates that MFIs with a robust resource base outperform 
their competitors. RBV principles enhance internal 
processes, human resources, and technology, making 
them highly relevant to MFIs, where unique capabili-
ties are essential for success. In Ghana, MFIs often face 
resource constraints. However, their unique assets, 
such as local expertise and access to underserved 
areas, provide a competitive edge. MFIs can develop 
customized financial products tailored to local market 
demands, which are difficult for competitors to repli-
cate. RBV theory highlights the importance of distinc-
tive assets and strategic competencies in giving MFIs a 
competitive advantage.

Competitive advantage theory
Michael Porter’s competitive advantage theory 60 is piv-
otal for understanding how organizations achieve and 
sustain a competitive edge through cost leadership and 
differentiation strategies. These strategies involve inno-
vation, customer service, and brand recognition (Por-
ter, 60). Scholars have extended Porter’s work to include 
elements like lean inventory management and strategic 
supplier partnerships, which are crucial for MFIs to offer 
affordable services [2]. Differentiation, as demonstrated 
by Dzogbenuku [22], involves aspects like brand reputa-
tion and customer experience. Innovation plays a crucial 
role, as seen in case studies by Trombetta et al. [71], high-
lighting the success of tailored services such as microin-
surance and agricultural loans in Ghana. The practical 
applications of these concepts in the Ghanaian context 
are illustrated by Atiase and Dzansi [12]. Porter’s theory 
provides a framework for improving the performance 
of Ghanaian MFIs by managing costs, innovating, and 
building a reputable brand, thereby serving a diverse cli-
entele effectively.

Competitive advantage elements
Competitive advantage elements are key factors that 
give a company an edge over its competitors. This study 
examines cost differentiation, pricing strategy, market 
strategy, focus strategy, efficient operations, target mar-
ket, risk management, innovative product offerings, and 
client relationships.

Cost differentiation
Cost differentiation involves adjusting prices based on 
attributes such as quality and brand to attract various 
customer segments [20]. For instance, MFIs in Ghana, 
like Sinapi Aba Trust, use cost differentiation to offer 
diverse loan products at varying rates, making financial 
services accessible to clients with different affordability 
levels [25]. Bii and Mwasiaji [15] also note that strate-
gies like product diversification and excellent customer 
service contribute significantly to MFI sustainability in 
Kenya.

Pricing strategy
Pricing strategies impact consumer behavior and firm 
profitability (Nagle et  al., 52). Dynamic pricing, which 
adjusts prices in real time, allows firms to respond to 
market dynamics (Chen et  al., 17). In Ghana, MFIs 
employ pricing techniques aligned with promoting 
financial inclusion by offering competitive interest rates 
[3]. Chubaka Mushagalusa et al. [19] highlight that per-
ceived pricing fairness positively impacts the sustaina-
bility of microfinance firms in the Democratic Republic 
of Congo.

Risk management
Risk management involves identifying, assessing, reduc-
ing, and monitoring risks to protect client investments 
(Frempong   et  al.,[29]). The Ghana Microfinance Insti-
tutions Network (GHAMFIN) collaborates with MFIs 
to set industry-wide risk management standards [4]. 
Effective risk management techniques have positively 
impacted MFI sustainability (Mutamimah et al.,[51]).

Innovation in product offerings
Customer feedback in product development helps busi-
nesses maintain a competitive edge [15]. MFIs in Ghana 
actively seek customer input to introduce new and cus-
tomer-focused financial products [55]. Bii and Mwasiaji 
[15] found that employing innovative product offerings 
enhances the sustainability of microfinance banks in 
Kenya.

Market strategy
Effective market strategies are built on comprehensive 
market research, which enhances business performance 
[43]. In Ghana, most MFIs use market research to tailor 
their financial offerings to specific client groups, ensur-
ing they meet the precise needs of their target custom-
ers (Sangwan et  al. [64]). Successful product creation 
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requires understanding customer expectations and mar-
ket trends.

Focus strategy
Focusing on a niche market allows firms to differentiate 
themselves, build customer loyalty, and allocate resources 
efficiently [32]. This specialization caters to unique mar-
ket needs and aims to outperform competitors. Bii et al. 
15 reveal that microfinance banks in Kenya use various 
strategies, such as innovative products and excellent cus-
tomer service, to remain competitive and sustainable. 
MFIs use focus strategies in Ghana to provide custom-
ized financial services to underserved populations [28].

Efficient operations
Streamlining operations and leveraging technology are 
crucial for improving efficiency [35]. Businesses can 
enhance efficiency by reducing waste and optimizing 
resources (Gomes and Romão, 31). Ghanaian MFIs uti-
lize technology to cut operating costs while offering 
effective services [73].

Target market
Identifying and targeting specific customer segments 
allow efficient resource allocation [43]. A thorough 
understanding of the target market enables organizations 
to adjust their marketing strategies to reach their clients 
effectively.

Client relationships
Building and maintaining strong client relationships are 
essential for customer loyalty. Excellent service, apprecia-
tion, and loyalty programs help develop and sustain these 
relationships [57]. MFIs focus on efficient client engage-
ment to retain and reward customers [58].

Sustainability of MFIs
The sustainability of MFIs is a multifaceted concept 
encompassing various dimensions. MFI’s sustainability 
depends on its ability to raise adequate funds to cover 
service requests and operating expenses and sustain 
microfinance programs beyond project completion [62]. 
MFIs must pay all costs and lessen dependency on out-
side financing sources to continue operating and assisting 
people experiencing poverty [49]. Financial, institutional, 
market, legal, and regulatory issues are some of the fac-
tors that influence MFIs sustainability. Lending volume, 
average loan size as a ratio of the poverty line, loan port-
folio, and savings services are common performance 
indicators of MFI sustainability (Maîtrot, 46). The dimen-
sions of MFIs’ sustainability used in this study include 
financial, operational, social, environmental, regulatory, 
expansion, and growth sustainability.

Dimensions of MFIs’ sustainability
Financial sustainability  Financial sustainability is cru-
cial for achieving organizational goals by managing debt, 
maintaining cash flow, and making strategic investments 
[72]. Key indicators include debt-to-equity ratio, profit-
ability, and loan portfolio quality. For example, Advans 
Ghana Savings and Loans has achieved sustainability 
through effective financial management and reduced reli-
ance on external funding.

Operational sustainability  Operational sustainability 
ensures businesses operate efficiently while benefiting 
society and the environment [49]. This includes integrat-
ing social responsibility into strategies to enhance cus-
tomer satisfaction and profitability. Sinapi Aba Trust in 
Ghana demonstrates operational sustainability with prac-
tices that improve community reputation and customer 
satisfaction.

Social sustainability  Social sustainability focuses on 
creating equitable and inclusive societies (Eizenberg & 
Jabareen, 23). For MFIs, this involves improving clients’ 
social welfare and living standards. Opportunity Inter-
national in Ghana supports social sustainability through 
community development and empowerment initiatives.

Environmental and regulatory sustainability
Environmental sustainability encompasses the impact of 
regulations on social and economic advancement, ethi-
cal practices, and environmental protection [13]. Nyanzu 
et al. [54] provide detailed recommendations for achiev-
ing environmental sustainability and meeting regula-
tory standards. Adams and Datt Tewari 1 emphasize the 
importance of public education and stakeholder involve-
ment in implementing sustainability programs. Fidelity 
Bank Ghana exemplifies this approach by adhering to 
legal requirements and adopting eco-friendly practices, 
which enhances its reputation and social responsibility 
while ensuring regulatory compliance.

Expansion and growth sustainability
Expansion sustainability pertains to scaling operations 
without compromising financial and operational per-
formance. Indicators include outreach expansion and 
loan portfolio growth. Effective planning and risk man-
agement are critical for success, as Khan et  al. [40] and 
Robinson [63] highlighted. Ghanaian MFIs balance envi-
ronmental, social, and financial considerations to achieve 
sustainable growth.

Strategic capabilities
Strategic capabilities are essential assets and proficiencies 
that provide a competitive advantage [36]. According to 
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the resource-based view (RBV), competitive advantage 
stems from diverse internal capabilities rather than exter-
nal market factors (Chatterjee et  al., 18). Organizations 
must continuously enhance these capabilities through 
research, development, intellectual property, and strate-
gic partnerships [36]. Key strategic capabilities discussed 
in this study include:

Knowledge–sharing platform
Knowledge–sharing platforms are crucial for disseminat-
ing expertise and enhancing decision-making by provid-
ing centralized access to information (Fauzi et  al., 27). 
Mtawali [50] found that such platforms positively impact 
MFI efficiency in Kenya.

Training and development capabilities
Practical training and development are vital for MFI sus-
tainability. They involve hiring skilled employees, offering 
development opportunities, and fostering a collabora-
tive work environment [56]. Shabani and Chamshama 68 
emphasized that training significantly contributes to MFI 
sustainability in Tanzania.

Technological capabilities advancement
Technological capabilities enhance MFI operations, risk 
management, and service delivery [5]. Technological 
advancements, such as digital tools and mobile banking, 
improve efficiency and service access [8]. Ghani et al. [30] 
highlighted that technology use in MFIs promotes finan-
cial inclusion and reduces transaction costs in Pakistan.

Strategic partnerships
Strategic partnerships involve collaborations that pool 
resources and expertise to achieve mutual goals [16]. 
MFIs benefit from alliances with institutions and agen-
cies, gaining access to capital and support [6]. These part-
nerships are crucial for advancing socioeconomic justice 
and maintaining a competitive edge [36].

Influence of competitive advantage on MFI 
sustainability
Bii and Mwasiaji [15] found that microfinance banks in 
Kenya maintained competitiveness and sustainability 
through strategies such as product diversification, excel-
lent customer service, and cost reduction. Similarly, Bii 
et  al. 15 highlighted that innovative products, excellent 
customer service, and a strong brand presence were cru-
cial for sustaining competitiveness. Mutamimah et  al. 
[51] demonstrated that effective risk management sig-
nificantly enhanced the sustainability of Islamic MFIs in 
Indonesia using a sample of 30 and multiple regression 
analysis. Chubaka Mushagalusa et al. [19] explored how 
perceptions of pricing fairness affected microfinance 

firms in the Democratic Republic of Congo using a sam-
ple of 300 and structural equation modeling. These find-
ings suggest that competitive advantage positively and 
significantly impacts the sustainability of microfinance 
institutions (MFIs). Thus, we hypothesize that:

H1: Competitive advantage positively and significantly 
influences MFIs’ sustainability.

Competitive advantage and strategic capabilities
Ngeche [53] identified that knowledge management, 
organizational innovation, social capital integration, 
and organizational agility are crucial sources of sustain-
able competitive advantage in a dynamic business envi-
ronment. Bari et al. [14] found that developing dynamic 
capabilities is driven by strategic routines, integrated 
value chains, sustainability-oriented transformations, 
and strategic organizational developments. Fabrizio et al. 
[26] conducted a systematic literature review of 70 arti-
cles and concluded that dynamic capabilities positively 
influence competitive advantage in small- and medium-
sized enterprises. Building on these findings, we hypoth-
esize that:

H2: Competitive advantage positively and significantly 
influences strategic capabilities.

Strategic capabilities and MFIs sustainability
Mtawali [50] found that knowledge–sharing platforms 
enhanced the efficiency of Uwezo Microfinance Bank 
in Kenya. Shabani and Chamshama 68 showed that 
employee training and financial regulations positively 
impacted the financial sustainability of Tanzanian MFIs, 
using a sample of 30 and multiple regression analysis. 
Amalia and Rahmatullah [6] highlighted that strategic 
partnerships, especially with financial technology, can 
promote socioeconomic justice by providing services to 
underserved communities. Ghani et  al. [30] discovered 
that technology adoption in Pakistani MFIs improved 
financial inclusion and service access and reduced trans-
action costs based on a descriptive survey of 30 MFIs. 
Building on these findings, we hypothesize that:

H3: Strategic capabilities positively and significantly 
influence MFIs’ sustainability.

Competitive advantage, strategic capabilities, and MFIs 
sustainability
This study constructs a theoretical framework based on 
competitive advantage (CA) theory and resource-based 
view (RBV) theory to understand the sustainability of 
MFIs in Ghana. CA theory posits that sustained com-
petitive advantage arises from possessing and effec-
tively deploying unique resources and capabilities. RBV 
theory (Barney, 1991; Wernerfelt, 1984) extends this by 
emphasizing that these resources must be valuable, rare, 
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inimitable, and non-substitutable. Prior research has 
established that competitive advantage positively impacts 
the sustainability of MFIs (Bii et al., [15, 15],[19]). Addi-
tionally, RBV theory suggests that strategic capabilities 
such as knowledge, training, technological advancement, 
and other organizational competencies enhance competi-
tive advantage and thereby influence sustainability [6, 30, 
50], Shabani & Chamshama, 68.

Despite recognizing these individual impacts, the lit-
erature must thoroughly examine the combined influ-
ence of competitive advantage and strategic capabilities 
on MFIs’ sustainability. These studies have yet to consider 
the mediating role of strategic capabilities in the relation-
ship between competitive advantage and MFI sustainabil-
ity. Our research addresses this gap by hypothesizing that 
strategic capabilities mediate the relationship between 
competitive advantage and sustainability in Ghanaian 
MFIs. Specifically, strategic capabilities are viewed as the 
mechanism through which competitive advantage trans-
lates into long-term sustainable outcomes. Thus, we pro-
pose the following hypothesis:

H4: Strategic capabilities mediate the relationship 
between competitive advantage and sustainability in 
Ghanaian MFIs.

Conceptual framework
The study’s conceptual framework (Fig. 1) centers around 
three elements: competitive advantage (independent 

variable), strategic capabilities (mediating variable), and 
MFI sustainability (dependent variable).

Operationalization of constructs variables
Competitive advantage measurement
Competitive advantage is assessed through cost differ-
entiation, pricing strategy, target market, focus strategy, 
efficient operations, effective risk management, mar-
ket strategy, innovation in product offerings, and cli-
ent relationships. A closed-ended questionnaire with a 
5-point Likert scale was utilized to gather data. Competi-
tive advantage was measured using a 9-item scale with 
anchors ranging from "strongly disagree" (1) to "strongly 
agree" (5), adapted from Bii and Mwasiaji [15].

Strategic capabilities measurement
Strategic capabilities were measured using a 4-item scale 
covering knowledge and sharing platforms, training and 
development programs, alliance partnerships, and tech-
nological advancement. A 5-point Likert scale was used, 
with anchors ranging from "strongly disagree" (1) to 
"strongly agree" (5), as adapted from Maîtrot [46]  and 
Shrivastava & Vidhi [69].

MFIs sustainability measurement
MFI sustainability (dependent variable) was assessed 
across financial, social, environmental, regulatory com-
pliance, expansion, and operational dimensions. A 
5-item scale was used to measure these aspects, with a 

Fig. 1  Conceptual framework. Source Authors own (2023)
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5-point Likert scale ranging from "strongly disagree" (1) 
to "strongly agree" (5), as adapted from Maîtrot 46, , and 
Shrivastava & Vidhi [69].

Confounding variables
This study controlled for variables such as age, regulatory 
compliance, and firm size, following methodologies by 
Kipesha [42], Adams & Tewari [1], Nyanzu et al. [54], and 
Li et al. [44]:

Age: Measured as a continuous variable representing 
operational years, it is categorized as 1—Less than 1 year; 
2—1–3 years; 3—4–6 years; 4—7–10 years.

Regulatory Compliance: A binary variable indicating 
regulatory penalties, categorized as 1—Applied (penalties 
imposed) and 2—Not Applied (no penalties).

Firm Size is quantified by employee numbers and 
categorized as 1—Low (less than 10 employees), 2—
Medium (11–20 employees), or 3—High (more than 20 
employees).

These measurement procedures are detailed in Table 1: 
Measurement of Variable.

Theoretical underpinnings conceptual framework
This study’s conceptual framework is anchored in two 
prominent theoretical perspectives: the resource-based 
view (RBV) and Michael Porter’s competitive advantage 
theory. Integrating these theories offers a comprehen-
sive understanding of the interplay among competitive 
advantage, strategic capabilities, and sustainability within 
microfinance institutions (MFIs).

The RBV is the foundational theory, emphasizing stra-
tegic capabilities as core assets for achieving competi-
tive advantage. In the microfinance sector, RBV concepts 
such as core competencies, innovation, risk management, 
and unique resources are crucial in shaping the strategic 
landscape. The RBV perspective highlights that com-
petitive advantage arises from possessing and effectively 
leveraging distinctive, valuable, and difficult-to-replicate 
resources and capabilities.

Complementing the RBV, Michael Porter’s competitive 
advantage theory enriches the framework by detailing 
how organizations can achieve and sustain a competitive 
edge. Porter’s differentiation strategies, including brand 
reputation, customer experience, and sustainability prac-
tices, contribute to a unique value proposition in the 
microfinance context.

The conceptual framework hypothesizes the relation-
ships among competitive advantage, strategic capabili-
ties, and sustainability in MFIs. These hypotheses guide 
the study in exploring how strategic capabilities impact 
competitive advantage and, in turn, influence the sustain-
ability of MFIs.

Research methodology
Research approach
This study utilized a quantitative research approach, 
chosen for its ability to collect and statistically analyze 
numerical data to identify variables and test hypoth-
eses (Sturmberg & Marcum, [70]). Given the focus on 
assessing the relationship between variables and exam-
ining mediating effects, a quantitative approach is par-
ticularly suitable for this study.

Research design
This investigation employed a cross-sectional and 
explanatory design. Cross-sectional research involves 
collecting data from multiple subjects simultaneously, 
providing a snapshot of the study variables [47]. The 
explanatory design was used to analyze data patterns 
and test research hypotheses [59]. This design is par-
ticularly relevant for understanding how the mediating 
role of strategic capabilities influences the relationship 
between competitive advantage and MFI sustainability.

Population of the study, sampling methods, and sam-
ple size.

This study focuses on microfinance institutions 
(MFIs) employees in Ghana, explicitly targeting 600 
leaders, managers, and owners/CEOs. We employed 
a purposive sampling technique to select 150 licensed 
MFIs from the Greater Accra region. Purposive sam-
pling was used to identify well-performing MFIs with a 
competitive edge, in line with Saunders et al. [66], who 
note that this method helps researchers select respond-
ents with rich information.

After identifying the 150 purposively selected MFIs, 
we conducted on-site visits and used simple random 
sampling to select four managers, leaders, or executives 
from each MFI, resulting in an initial sample size of 600 
individuals. Simple random sampling was employed to 
ensure equal selection chances for all participants.

While we did not use power analysis or compute the 
sample size based on effect size and statistical power 
due to a lack of relevant studies, recent research in 
microfinance has used sample sizes ranging from 50 
to 400 [10], Elsahory et  al., 24. Consequently, a final 
sample size of 500 was deemed appropriate, consider-
ing feasibility, resource availability, and practicality. 
Hair et al. [34] recommend a sample size of 200 to 500 
for structural equation modeling (SEM) studies. Dur-
ing data screening, some responses were excluded due 
to incomplete answers, including multiple managers, 
leaders, and executives aimed to capture diverse per-
spectives within the MFIs.
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Unit of analysis
In this study, the unit of analysis is the MFI at the firm 
level. Instead of treating individual managers, leaders, 
and executives as separate units, these individuals are 
viewed as representatives of their respective MFIs. This 
approach captures diverse perspectives within each MFI 
and provides insights into organizational dynamics and 
relationships. Data from individuals serve as proxies for 
firm-level characteristics, enabling the examination of 
competitive advantage, strategic capabilities, and sustain-
ability at the MFI level.

Research instrumentation
We administered the questionnaire to top leaders, man-
agers, and executives involved in microfinance insti-
tutions’ decision-making processes. A total of 600 
questionnaires were distributed to these participants. 
The survey employed a Likert scale with five response 
options, ranging from "strongly disagree (1)" to "strongly 
agree (5)," to capture respondents’ opinions. Before dis-
tribution, the questionnaires underwent validity testing 
to ensure their appropriateness and relevance. Data col-
lection occurred between May and July 2023 with the 
assistance of research assistants. Table 1 presents meas-
urement of study variables.

Data collection procedure and response rate
Data collection procedure
Primary data for this study was gathered through com-
pleted questionnaires. Ethical approval was obtained, and 
participants gave informed consent after being briefed 
on the study’s objectives. Engagement with key repre-
sentatives of selected MFIs, including CEOs, ensured 
their understanding and willingness to participate. We 
guarantee the confidentiality and anonymity of the data 
collected.

Surveys were systematically distributed to licensed 
MFIs in Ghana. A list of these MFIs was compiled from 
regulatory sources and industry databases. Initial contact 
was made with key representatives to explain the study 
and seek their participation. Surveys were administered 
through face-to-face visits, with assistance from human 
resource officers, and responses were collected directly 
from the human resource departments. This approach 
aimed to ensure accessibility and accommodate the pref-
erences of diverse MFIs. Clear instructions were provided 
to respondents, and potential barriers to participation 
were addressed.

Response rate
The response rate, an indicator of survey completion rel-
ative to distribution, was calculated as follows: Response 
Rate (%) = (Number of Completed Surveys / Number of 

Surveys Distributed) × 100. The response rate for this 
study was 83%. Participation was encouraged through 
follow-up reminders and personalized communication, 
fostering a collaborative environment between research-
ers and MFIs.

Steps for ensuring accuracy and reliability
To ensure accuracy and reliability, the survey instru-
ment underwent a pilot testing phase with 50 MFIs not 
included in the main study. Feedback from this pilot 
phase was used to refine the survey, enhancing its clar-
ity and relevance. Detailed instructions accompanied the 
survey to guide respondents in accurately completing the 
questions. Upon receiving the survey responses, rigorous 
validation checks were conducted to identify and address 
any inconsistencies. Researchers remained accessible 
throughout the data collection period to address queries, 
provide additional context, and offer support, ensuring 
respondents felt confident in their submissions.

Measurement instrument development and validation
We developed our measurement instruments based on 
theoretical frameworks for competitive advantage, stra-
tegic capabilities, and MFI sustainability. Confirmatory 
factor analysis (CFA) validated our measurement model, 
with factor loadings exceeding recommended thresholds, 
as shown in supplementary Tables 2 and supplementary 
4. Cronbach alpha coefficients exceeding 0.70 confirmed 
our scales’ internal consistency and reliability. Expert 
reviews ensured content validity, refining the survey 
design and enhancing validity.

Data statistical analysis
We used structural equation modeling (SEM) with 
SmartPLS to examine the relationships among competi-
tive advantage, strategic capabilities, MFI sustainability, 
and control variables (age, regulatory factors, and firm 
size). The SEM model included reflective and formative 
measurement approaches to capture the complex interac-
tions. The structural model specified direct and indirect 
paths among the constructs, offering a comprehensive 
framework for understanding their interrelationships.

Model fit assessment indices
We assessed model fit using the standardized root mean 
square residual (SRMR), unweighted least-squares dis-
crepancy (d_ULS), and geodesic discrepancy (GD). The 
SRMR value of 0.016 indicates a good fit, with lower val-
ues of 0.08 preferable [38]. For d_ULS and GD, values 
above 0.05 suggest a robust model fit [21]. Our d_ULS is 
1.612, and GD is 0.667, demonstrating adequate fit and 
confirming the model’s accuracy in representing the rela-
tionships among constructs.
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Mediation analysis
We performed a mediation analysis to explore how 
strategic capabilities mediate the relationship between 
competitive advantage and MFI sustainability. Strategic 
capabilities act as a mediator, with competitive advan-
tage as the independent variable and MFI sustainability 
as the dependent variable. Using 5,000 bootstrap resam-
pling procedures, we estimated the distribution of indi-
rect effects, calculated confidence intervals, and assessed 
statistical significance to determine the mediating role of 
strategic capabilities.

Results and discussion
This section presents the results of our analysis using 
structural equation modeling (SEM) with SmartPLS 3.0. 
We employed this method to rigorously test our hypoth-
eses and examine the relationships among competitive 
advantage, strategic capabilities, and MFI sustainability. 
The analysis encompasses measurement and structural 
models, providing a detailed evaluation of how these var-
iables interact.

We first report the results from the measurement 
model, which assesses the validity and reliability of the 
constructs. Following this, we discuss the structural 
model results, highlighting the direct and indirect rela-
tionships between competitive advantage, strategic 
capabilities, and MFI sustainability. Each hypothesis is 
examined in terms of statistical significance and practical 
implications.

The findings are interpreted in the context of the theo-
retical framework, offering insights into how strategic 
capabilities mediate the relationship between competitive 
advantage and sustainability within MFIs. This discussion 
aims to elucidate the pathways through which competi-
tive advantage influences MFI sustainability, addressing 
the theoretical and practical implications of the results.

Measurement model (first‑order construct—reflective)
In evaluating our measurement model, we focused on 
key statistical measures to ensure reliability and valid-
ity, including factor loadings (FL), Cronbach alpha (CA), 
composite reliability (CR), and average variance extracted 
(AVE). Factor loadings (FL) exceeding 0.7 signify a strong 
connection between observed variables and the latent 
construct, indicating reliable representation. CA surpass-
ing 0.7 assures internal consistency among scale items, 
validating their collective measurement. CR exceed-
ing 0.7 reinforces the dependability of all indicators in 
capturing the construct (Sarstedt et al. [65]. AVE values 
above 0.5 indicate substantial variance capture, affirming 
construct validity [33]. Comparing these values to estab-
lished thresholds confirms the robustness and validity of 
our measurement model.

Factor loading
Factor loading represents the correlation between each 
component of the correlation matrix and the selected 
principal component. In supplementary Table 2, the fac-
tor loadings are displayed. According to Marklinder et al. 
[48], a factor loading of 0.5 or higher is considered suf-
ficient for forming the structure of a factor. As a result, 
items such as strategic partnership (SC 4), operational 
efficiency (SUSTI 4), and expansion and growth (SUSTI 
5) were removed from the analysis because their factor 
loadings fell below the threshold of 0.5.

Reliability analysis
Supplementary Table 2 presents reliability analysis results 
for CA and CR. Both CA and CR values surpass the rec-
ommended threshold of 0.7 (Sarstedt et al., [65]), affirm-
ing the validity and reliability of the measurement items.

Convergent validity
Convergent validity and reliability were assessed using 
the average variance extracted (AVE), as recommended 
by Hair 33. According to Hair, AVE values exceeding the 
suggested cutoff point of 0.5 indicate satisfactory conver-
gent validity and reliability of the measurement items. As 
shown in supplementary Table 2, the AVE findings con-
firm the accuracy of the instruments, with values for all 
measurement items surpassing the 0.5 threshold.

Indicator multicollinearity
Indicator multicollinearity
We assessed multicollinearity among the indicators using 
the variance inflation factor (VIF) statistic recommended 
by Fornell (1981). [33] suggest that VIF values below 
5 indicate the absence of significant multicollinearity 
issues. As shown in supplementary Table 3, all VIF values 
are below this threshold, confirming that multicollinear-
ity is not a problem in our analysis.

Discriminant Validity—Fornell–Larcker Criterion
The results indicate satisfactory discriminant validity, as 
the constructs show relationships with other constructs 
lower than their respective square roots of the average 
variance extracted (AVE), as shown in bold italics in sup-
plementary Table  4. This confirms that each construct 
is distinct and correlates more with its indicators than 
other constructs.

Model fit analysis (reflective)
The standardized root mean square (SRMR) method for 
model fit analysis is used in this current study [37, 38]. 
The ideal SRMR value for fitting the data is between 0 
and 1, with a value close to 0. In supplementary Table 5, 
the model fit summary shows that the SRMR is 0.016, 
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more closely associated with 0. According to Dijkstra and 
Henseler [21], if the values of unweighted least-squares 
discrepancy (d_ULS) and geodesic discrepancy (GD) are 
more than 0.05, then d_ULS and GD values are signifi-
cant to show robust model fit.

Lower‑level confidence interval (LLCI) and upper‑level 
confidence interval (ULCI)
The study assessed the precision of estimates using LLCI 
and ULCI, which are crucial for evaluating accuracy. Sup-
plementary Table 6 shows LLCI and ULCI under "5.0%" 
and "95.0%" columns, respectively. For instance, the 90% 
confidence interval for the path coefficient from com-
petitive advantage (CA) to MFI sustainability (SUSTI) is 
between 0.850 and 0.885, with a coefficient estimate of 
0.868. For the strategic capabilities (SC) to SUSTI path, 
the sample mean is 0.072, and the 90% confidence inter-
val ranges from 0.015 to 0.133. These intervals are vital 
for understanding the study’s outcomes and the relation-
ships examined.

MV prediction summary results (reflective)
Supplementary Table 7 presents the PLS-Predict results, 
which assess the model’s predictive accuracy using 
RMSE, MAE, and MAPE metrics. Lower values for these 
metrics indicate better prediction accuracy. For com-
petitive advantage (CA) variables (CA3, CA4, CA2, CA7, 
CA5, CA6, CA1, CA9, CA8), RMSE ranges from 0.424 
to 0.737, MAE ranges from 0.307 to 0.585, and MAPE 
ranges from 8.029 to 15.657%. For strategic capabili-
ties (SC) and MFI sustainability (SUSTI) variables (SC1, 
SC2, SC3, SUSTI1, SUSTI3, SUSTI2), RMSE ranges from 
0.145 to 0.698, MAE ranges from 0.116 to 0.547, and 
MAPE ranges from 3.103 to 14.876%. Additionally, Q2_
predict values, which measure the proportion of variance 
captured by the model, range from 0.023 to 0.650 for CA 
variables and from 0.144 to 0.964 for SC and SUSTI vari-
ables. Lower RMSE, MAE, and MAPE values, alongside 
higher Q2_predict values, reflect the model’s robust pre-
dictive performance.

LM prediction summary results
Supplementary Table  8 outlines the performance met-
rics for the LM model. For RMSE, CA8 achieves the 
lowest value of 0.409, indicating high accuracy. CA8 
also shows the lowest MAE of 0.250, reflecting precise 
predictions. CA8 has the lowest MAPE at 6.566%, dem-
onstrating a minimal percentage difference. Among the 
strategic capabilities (SC) and MFI sustainability (SUSTI) 
variables, SC1 exhibits the lowest RMSE (0.566), MAE 
(0.433), and MAPE (11.057%), indicating superior predic-
tive accuracy. For Q2_predict, CA1 achieves the highest 
value of 0.638, suggesting excellent prediction capability. 

Overall, the LM model performs strongly across various 
variables, with CA8 and CA1 particularly notable for 
their exceptional accuracy and predictive performance.

LV prediction summary
Supplementary Table  9 presents the RMSE, MAE, and 
Q2_predict values for each latent variable (LV), providing 
insights into the model’s predictive performance. Com-
petitive advantage (CA) demonstrates the lowest RMSE 
(0.601) and MAE (0.480), indicating relatively accurate 
predictions. Strategic capabilities (SC) exhibit higher 
RMSE (0.840) and MAE (0.675), suggesting less precision 
in predictions. Conversely, sustainability (SUSTI) shows 
low RMSE (0.430) and MAE (0.311), reflecting effective 
predictive performance. The Q2_predict values support 
these findings, with CA and SUSTI showing higher pre-
dictive relevance than SC.

Measurement model—formative (second‑order construct)
We assessed the multicollinearity of indicators using the 
variance inflation factor (VIF) statistic, as recommended 
by Fornell (1981). According to Hair et al. [33], VIF values 
below 5 indicate the absence of significant multicollinear-
ity issues. The VIF values for all indicators, presented in 
supplementary Table  10, are below this threshold, con-
firming that multicollinearity is not a concern in our 
analysis.

Discriminant validity—Fornell–Larcker criterion 
(formative)
The Fornell–Larcker criterion was utilized to assess dis-
criminant validity among the constructs. This criterion 
indicates that the correlations between constructs are 
lower than the square root of each construct’s average 
variance extracted (AVE), as shown in bold italics in sup-
plementary Table 11. These results confirm that the con-
structs exhibit good discriminant validity, ensuring that 
each construct is distinct.

Table 11 presents the outcomes.

Model fit indices (formative)
We evaluated the model fit for formative constructs 
using several indices. The standardized root mean square 
residual (SRMR) was 0.013, as reported in supplementary 
Table 12. While this value is not ideal, it is relatively close 
to the acceptable range of 0–1, suggesting an adequate 
fit. The unweighted least-squares discrepancy (d_ULS) 
was 1.531, and the geodesic discrepancy (d_G) was 0.647. 
According to Dijkstra and Henseler [21], values exceed-
ing 0.05 for these indices indicate a robust model fit. 
These results confirm that the model competes for the 
formative constructs.
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MV prediction summary
Supplementary Table  13 presents critical metrics for 
evaluating the predictive performance of the partial 
least-squares (PLS) model, including RMSE, MAE, 
MAPE, and Q2_predict. For example, CA3 shows a root 
mean square error (RMSE) of 0.570, reflecting moder-
ate predictive accuracy. CA1 has a mean absolute error 
(MAE) of 0.333, indicating relatively small prediction 
errors. The mean absolute percentage error (MAPE) 
for SUSTI1 is 3.126%, demonstrating a low average 
percentage difference between observed and predicted 
values. Furthermore, SUSTI1’s Q2_predict of 0.964 
highlights a strong predictive fit, indicating that the 
model performs well in forecasting this variable.

LM predict
Supplementary Table 14 details the LM model’s predic-
tive performance. For RMSE, CA8 achieves the low-
est value of 0.408, indicating high prediction accuracy. 
The MAE for CA8 is also the lowest at 0.250, reflecting 
precise predictions. Regarding MAPE, SUSTI1 demon-
strates the lowest value of 3.226%, signifying a minimal 
percentage difference between observed and predicted 
values. Additionally, SUSTI1’s Q2_predict of 0.987 rep-
resents a nearly perfect fit, suggesting exceptional pre-
diction accuracy.

LV prediction summary
Supplementary Table 15 presents the metrics for eval-
uating the predictive performance of the partial least-
squares (PLS) model across latent variables.

RMSE measures the average magnitude of prediction 
errors. For competitive advantage (CA), the RMSE is 
0.599, indicating moderate predictive accuracy.

MAE assesses the average absolute difference 
between observed and predicted values. Strategic capa-
bilities (SC) have an MAE of 0.643, reflecting relatively 
small prediction errors. Q2_predict evaluates the mod-
el’s fit for predictions. Sustainability (SUSTI) shows 
a Q2_predict of 0.816, suggesting a solid fit for this 
variable.

Structural model
The structural model assesses the hypotheses concern-
ing the relationships among predictors and outcomes, 
including both direct and mediating effects. It provides 
insights into how various variables are interconnected, 
evaluates the strength and direction of these relation-
ships, and examines the overall model fit. This model 
helps understand how predictors influence outcomes 
directly and indirectly through mediating variables, 

offering a comprehensive view of the underlying mecha-
nisms in the study.

Direct structural hypothesis testing results

Hypothesis 1  H1: Competitive advantage positively and 
significantly influences MFIs’ sustainability.

The analysis reveals that competitive advantage has a 
positive and statistically significant impact on MFI sus-
tainability (β = 0.822, t = 31.471, p < 0.005), support-
ing hypothesis 1. This finding aligns with the studies by 
Bill & Mwasiaji 15, Mutamimah et al. [51], and [19]. For 
example, [15] reported that microfinance banks in Kenya 
maintained competitiveness and sustainability through 
strategies such as product diversification, excellent cus-
tomer service, and cost reduction. Similarly, Bii et  al. 
15 emphasized the importance of innovative products, 
excellent customer service, and a strong brand pres-
ence for sustaining competitiveness. However, this con-
trasts with Schicks and Rosenberg [67], who found that 
competition adversely affected MFIs’ outreach and loan 
performance.

Hypothesis 2  H2: Competitive advantage has a positive 
and significant influence on strategic capabilities.

The results indicate that competitive advantage posi-
tively and significantly influences strategic capabilities 
(β = 0.635, t = 21.860, p < 0.005), supporting hypothesis 2 
(H2). This finding is consistent with Ngeche [53] and Fab-
rizio et al. [26], who demonstrate that competitive advan-
tage significantly enhances strategic capabilities. Fabrizio 
et al. [26] found that dynamic capabilities positively influ-
ence competitive advantage in small- and medium-sized 
enterprises.

Hypothesis 3  H3: Strategic capabilities positively and 
significantly influence MFIs’ sustainability.

The results indicate that strategic capabilities positively 
and significantly influence MFIs’ sustainability (β = 0.072, 
t = 2.021, p < 0.005), thus supporting hypothesis 3. 
This finding aligns with studies by [6, 30, 50], and Sha-
bani and Chamshama 68. For example, [50] found that 
knowledge–sharing platforms enhanced the efficiency of 
Uwezo Microfinance Bank in Kenya. Similarly, Shabani 
and Chamshama 68 demonstrated that employee training 
and financial regulations positively impacted the finan-
cial sustainability of Tanzanian MFIs. Ghani et  al. [30] 
discovered that technology adoption in Pakistani MFIs 
improved financial inclusion.
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Mediating structural hypothesis testing results
We used SEM (SmartPLS 3.0) to analyze how strategic 
capabilities mediate competitive advantage and MFI sus-
tainability. The results are presented in supplementary 
Table 16.

Hypothesis 4  H4: Strategic capabilities mediate the rela-
tionship between competitive advantage and sustainabil-
ity in Ghanaian microfinance institutions.

The results indicate that strategic capabilities medi-
ate the relationship between competitive advantage and 
sustainability in Ghanaian MFIs (β = 0.046, t = 2.104, 
p < 0.005), thus supporting hypothesis 4. This finding 
contributes new insights into the literature, as no exist-
ing research directly supports or contradicts this result. 
It underscores the unique role of strategic capabilities in 
enhancing the impact of competitive advantage on MFI 
sustainability.

Control variable structural results—age, regulatory, 
and firm size
Control variables such as age, regulatory factors, and 
firm size were included to determine their influence on 

strategic capabilities, competitive advantage, and sus-
tainability in Ghanaian MFIs while holding other factors 
constant.

Hypothesis 5  H5: Control variables influence competi-
tive advantage.

The results show that control variables such as age, reg-
ulatory factors, and firm size positively and significantly 
influence competitive advantage (β = 0.804, t = 35.994, 
p < 0.005). Hence, hypothesis 5 (H5) is supported.

Hypothesis 6  H6: Control variables influence strategic 
capabilities.

The results indicate that control variables such as age, 
regulatory factors, and firm size positively and signifi-
cantly influence strategic capabilities (β = 0.117, t = 2.786, 
p < 0.005). Thus, hypothesis 6 (H6) is supported.

Hypothesis 7  H7: Control variables influence sustain-
ability in Ghanaian MFIs.

The results reveal that control variables such as 
age, regulatory factors, and firm size positively and 

Fig. 2  Measurement model
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significantly influence MFI sustainability (β = 0.573, 
t = 16.733, p < 0.005). Hence, hypothesis 7 (H7) is 
supported.

These findings suggest that age, regulatory factors, 
and firm size significantly influence competitive advan-
tage, strategic capabilities, and sustainability in Ghanaian 
MFIs.

Supplementary Table  19 provides confidence inter-
vals that aid in assessing the precision and reliability of 
the coefficients. The confidence interval suggests the 
following:

For CV on CA: We can be 90% confident that the actual 
effect lies between 0.766 and 0.837. The narrow range 
indicates high precision in this estimate.

For CV on SC: We can be 90% confident that the actual 
effect lies between 0.007 and 0.227, indicating lower pre-
cision and more significant variability.

For CV on SUSTI: We can be 90% confident that the 
actual effect lies between 0.512 and 0.624, with a nar-
row range indicating moderate precision in this estimate 
(Figs. 2, 3, 4, 5, 6).

Conclusions and recommendations
This study examines the relationship between competi-
tive advantage and sustainability within Ghanaian micro-
finance institutions (MFIs), emphasizing the mediating 
role of strategic capabilities.

Competitive advantage significantly impacts MFI sus-
tainability. Achieving sustainability requires effectively 
channeling competitive advantage through strategic 
capabilities.

Strategic capabilities significantly influence MFI sus-
tainability and mediate the relationship between com-
petitive advantage and sustainability. Investing in 
technology, training, information–sharing platforms, and 
strategic alliances is essential for maintaining a competi-
tive edge and achieving long-term success.

Control variables such as age, regulatory compliance, 
and firm size positively influence competitive advantage, 
strategic capabilities, and MFI sustainability, underscor-
ing their importance in MFI operations.

The study enriches the literature by revealing the medi-
ating role of strategic capabilities, providing new insights 
into the interplay between competitive advantage and 
sustainability.

Fig. 3  Measurement model—formative diagram
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It affirms the relevance of competitive advantage the-
ory and the resource-based view (RBV) theory in MFIs, 
highlighting the importance of unique resources and 
capabilities for sustained competitive advantage.

Practitioners should focus on strategic investments and 
proactive capability cultivation. They should invest in 
technology, employee training, and knowledge–sharing 
platforms tailored to MFIs’ needs. Leveraging competi-
tive advantages can enhance sustainability through effec-
tive pricing, operational efficiency, risk management, and 
innovation.

Policymakers should create supportive environments 
through regulations, knowledge–sharing platforms, 
and financial incentives for digital solutions. It is cru-
cial to establish laws that foster responsible business 
practices and facilitate collaboration among MFIs.

The study demonstrates how MFIs can leverage dis-
tinct resources and capabilities, contributing to a 
broader understanding of microfinance, policy manage-
ment, and sustainability. It provides empirical evidence 

that strategic capabilities are critical for sustained com-
petitive advantage within microfinance.

The study has several limitations. The cross-sectional 
design limits causal inferences and long-term observa-
tions. The reliance on survey or quantitative responses 
may introduce bias; combining these with qualitative 
methods could provide deeper insights. Additionally, 
the findings are specific to Ghana and may not be gen-
eralized to other regions or sectors.

Future research should explore the temporal dynam-
ics of competitive advantage, strategic capabilities, and 
sustainability through longitudinal studies.

It should investigate specific strategic capabilities, 
such as technological advancements or human resource 
development, to understand their impact in greater 
detail.

Additionally, future research should conduct com-
parative analyses across different cultural and eco-
nomic contexts and employ qualitative methods like 
in-depth interviews or focus groups for richer insights.

Fig. 4  Structural model diagram
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Fig. 5  Structural model diagram—formative

Fig. 6  Control variables diagram. Source Authors own (2023)
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