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Abstract
E-commerce firms in Kenya operate within a highly dynamic and technology-driven environment characterized by rapid digital transformation, changing consumer preferences, increasing internet penetration, and intense competition. Despite the growth of the digital economy, many e-commerce firms continue to experience challenges related to profitability, sustainability, customer retention, and overall firm performance. This study examines the influence of business model innovation on firm performance among e-commerce firms in Kenya, focusing on three key dimensions: value proposition innovation, revenue model innovation, and process innovation. The study adopts a systematic literature review approach by synthesizing empirical evidence from global, African, and Kenyan studies to establish how different dimensions of business model innovation influence organizational performance. The review is anchored on the Resource-Based View, Dynamic Capabilities Theory, Knowledge-Based View, and Diffusion of Innovation Theory, which collectively explain how firms leverage internal resources, organizational capabilities, knowledge assets, and technological adoption to achieve superior performance in dynamic digital environments. Findings from the reviewed literature indicate that value proposition innovation enhances firm performance through customer-centric offerings, product differentiation, and improved customer experience, enabling firms to strengthen customer loyalty and market competitiveness. Revenue model innovation improves performance through diversification of revenue streams, digital payment systems, integrated service offerings, and efficient value capture mechanisms that enhance financial sustainability. Process innovation enhances operational efficiency, service quality, responsiveness, and cost reduction through improved operational systems and technology adoption. However, the review further reveals that the effectiveness of business model innovation varies across contexts depending on organizational capabilities, technological infrastructure, market conditions, and implementation effectiveness. The study concludes that business model innovation dimensions collectively influence firm performance rather than operating independently, and firms that integrate customer value creation, revenue optimization, and operational efficiency are more likely to achieve sustainable growth and competitiveness in the digital economy. The study recommends that e-commerce firms continuously invest in innovative business models, digital technologies, and customer-focused strategies to strengthen firm performance. Future studies should adopt longitudinal and mixed-method approaches to better capture the evolving nature of business model innovation in e-commerce environments.
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1.0 Introduction
Business model innovation and firm performance have increasingly become critical determinants of organizational success in highly dynamic and digitally competitive business environments (Chen & Shahid, 2024). In the e-commerce industry, firms operate within a market characterized by intense competition, rapid technological advancement, evolving consumer expectations, and increasing pressure to deliver convenience, speed, and personalized digital experiences (Pavan & Samant, 2024). Consequently, e-commerce firms are continuously adopting business model innovation strategies such as value proposition innovation, revenue model innovation, and process innovation to enhance value creation, improve customer experience, and strengthen competitive positioning (Lövstrand & Sätmark, 2024). Strategic management literature argues that business model innovation enables firms to redesign how value is created, delivered, and captured, thereby improving responsiveness to environmental changes and achieving long-term organizational sustainability (Klein, Spieth & Heidenreich, 2021). Empirical evidence further demonstrates that organizations that effectively implement business model innovation are more likely to improve sales growth, market share, customer retention, operational efficiency, and profitability, all of which contribute to enhanced firm performance. In addition, business model innovation strengthens firms’ adaptability and responsiveness within highly competitive digital markets, enabling organizations to survive and grow under rapidly changing technological conditions (Bell, 2024).
This study is anchored on four major theoretical foundations: the Resource-Based View, Dynamic Capabilities Theory, Knowledge-Based View, and Diffusion of Innovation Theory. The Resource-Based View explains that firms achieve superior performance through possession and effective utilization of valuable, rare, inimitable, and non-substitutable resources such as digital platforms, technological infrastructure, data analytics capabilities, and brand reputation (Willie, 2025). The Dynamic Capabilities Theory argues that firms gain competitive advantage through their ability to integrate, reconfigure, and adapt internal and external competencies in response to rapidly changing digital environments (Teece, Pisano & Shuen, 1997). The theory is particularly relevant in explaining how e-commerce firms continuously innovate their business models to respond to shifting consumer behavior, technological disruption, and competitive pressures in the digital economy. The Knowledge-Based View further explains that knowledge is the most strategic resource of the firm, where e-commerce firms rely heavily on customer data, market intelligence, and digital insights to develop innovative value propositions, revenue models, and operational processes (Herden, 2020). In addition, the Diffusion of Innovation Theory explains how new technologies and business practices spread across firms over time, influencing the adoption of innovations such as mobile payments, online marketplaces, and automated logistics systems (Gomes & Osman, 2019). Together, these theories provide a comprehensive foundation for understanding how business model innovation influences firm performance among e-commerce firms.
The e-commerce industry in Kenya plays a significant role in digital economic development, market access expansion, and entrepreneurship growth. Kenya is recognized as one of the fastest-growing digital economies in Africa, with the e-commerce sector benefiting from increased internet penetration, widespread smartphone usage, and the expansion of mobile money ecosystems (Machoka, 2020). These firms compete aggressively through platform-based business models, commission-driven revenue systems, subscription services, and integrated logistics and delivery networks (Li & Lu, 2025). Despite the growth potential within the industry, e-commerce firms continue to face numerous challenges including such as  cybersecurity risks, high operational costs, and regulatory uncertainty (Vadivelu, et al., 2026). Existing studies indicate that although many firms have adopted different forms of business model innovation, substantial differences still exist in their ability to achieve and sustain superior performance within the industry (Pavan & Samant, 2024). These challenges underscore the need for effective business model innovation practices and continuous capability development to enhance competitiveness, scalability, and long-term sustainability in Kenya’s e-commerce sector.
1.1 Background of the Study
Globalization has significantly transformed the competitive landscape within modern business environments, compelling organizations across industries to adopt innovative strategic management practices in order to survive and sustain competitive advantage (Yadav, 2025). Increased global integration, rapid technological advancement, digital transformation, and changing consumer behavior have intensified competition among firms operating in both physical and digital markets. In response to these dynamic conditions, organizations are increasingly adopting business model innovation strategies such as value proposition redesign, revenue model transformation, and process innovation to strengthen competitiveness and improve organizational performance (Torres & López, 2024). Strategic positioning in the digital era has therefore become an essential determinant of organizational success, enabling firms to create superior customer value, enhance operational efficiency, and respond effectively to technological disruptions and market uncertainties (Dzreke & Dzreke, 2025). Business model innovation theory suggests that firms that effectively redesign how value is created, delivered, and captured are more likely to achieve sustainable competitive advantage and superior performance outcomes in highly competitive environments (Dymitrowski & Mielcarek, 2021).
The global e-commerce industry has experienced significant transformation due to advancements in digital technologies, increased internet penetration, and the expansion of platform-based business ecosystems (Subramani, 2026). E-commerce firms across the world are facing increased pressure to improve service delivery speed, enhance customer experience, integrate logistics systems, and diversify revenue streams in order to remain competitive. Large global e-commerce corporations have adopted aggressive business model innovations including platform ecosystems, subscription services, data-driven personalization, and integrated supply chain systems to strengthen market dominance (Emma, 2024). Moreover, the emergence of digitally empowered consumers and the growing preference for online shopping have intensified the need for continuous innovation in business models. As a result, firm performance in the global e-commerce sector is increasingly influenced by the ability of organizations to innovate their value propositions, optimize revenue generation mechanisms, and enhance operational processes in response to rapidly evolving digital market conditions (Hui et al., 2024).
The e-commerce industry in Africa has continued to expand due to increasing internet penetration, mobile money adoption, rising urbanization, and growing demand for convenient online shopping solutions. Several African countries including Kenya, Nigeria, South Africa, and Egypt have experienced substantial growth in digital marketplaces and online retail platforms (Liang, Mundy & Jagwayan, 2024). However, the African e-commerce sector remains highly competitive and is characterized by challenges such as weak logistics infrastructure, limited consumer trust in online transactions, high delivery costs, fragmented payment systems, and regulatory uncertainties (Mthembu, Kunene & Mbhele, 2018). These challenges have forced e-commerce firms across Africa to adopt business model innovations aimed at improving customer experience, strengthening supply chain integration, enhancing payment systems, and expanding market reach. In addition, regional digital integration and cross-border trade initiatives have increased market opportunities while simultaneously intensifying competition among e-commerce firms operating within the continent (Sampson & Annor, 2025). As a result, effective business model innovation has become a critical determinant of firm survival and performance within Africa’s digital commerce ecosystem.
The e-commerce industry in Kenya is one of the fastest-growing digital sectors in Africa, driven by increased internet access, widespread smartphone usage, and the expansion of mobile money ecosystems. The sector plays a significant role in facilitating digital trade, enhancing market accessibility, and supporting entrepreneurship through online platforms and digital marketplaces (Liang, Mundy & Jagwayan, 2024). The industry consists of online retail platforms, marketplace aggregators, logistics-enabled firms, and emerging social commerce enterprises that compete aggressively through platform-based models, diversified revenue systems, and integrated delivery solutions. Major platforms such as Jumia and Kilimall, alongside several local startups, dominate the market through continuous innovation in value propositions, revenue models, and operational processes (Peprah et al., 2024). However, the sector continues to face significant challenges including last-mile delivery inefficiencies, cybersecurity risks, limited consumer trust, high operational costs, and regulatory uncertainty (Vadivelu, et al., 2026). Despite the adoption of various business model innovations, substantial differences still exist among firms in terms of their ability to achieve and sustain superior performance (Sampson & Annor, 2025). This situation underscores the importance of effective business model innovation practices and continuous capability development in enhancing competitiveness and long-term sustainability within Kenya’s e-commerce industry.
1.2 Statement of the Problem
Business model innovation is widely recognized as a critical driver of firm performance in rapidly evolving and competitive business environments, particularly within industries undergoing digital transformation and structural change (Njeru, Kyongo & Wandiga, 2025). In Kenya, firms across sectors such as insurance, manufacturing, and SMEs play an important role in economic development through value creation, employment generation, and market expansion. Despite this importance, these firms operate in highly competitive environments characterized by increasing operational complexity, market uncertainty, and pressure to innovate business models in order to sustain performance (Maina, 2025). As a result, organizations are increasingly adopting business model innovation strategies such as value creation innovation, value proposition innovation, value capture innovation, distribution channel innovation, and strategic partnership innovation to enhance organizational performance and competitiveness.
Despite the growing adoption of business model innovation across industries, many firms continue to experience challenges in achieving consistent and sustainable performance outcomes (Njeru, Kyongo & Wandiga, 2025). In the insurance sector in Kenya, firms face issues related to inefficiencies in customer engagement, underwriting processes, and claims management, which limit the effectiveness of innovation efforts. Similarly, manufacturing firms listed on the Nairobi Securities Exchange continue to experience declining profitability and stagnating market share due to increased competition from imports, despite adopting various business model innovation strategies such as customer value proposition innovation, distribution channel innovation, blue ocean strategies, and strategic partnerships (Maina, 2025). This indicates that the adoption of business model innovation does not automatically translate into improved firm performance.
Empirical evidence from Kenya and other developing economies demonstrates that business model innovation has a significant positive influence on firm performance across different sectors. In the insurance industry, value creation innovation, value proposition innovation, and value capture innovation have been found to significantly enhance organizational performance through improved customer retention, pricing models, and operational efficiency (Njeru, Kyongo & Wandiga, 2025). Similarly, evidence from SMEs in Kenya shows that value creation and value proposition innovation positively and significantly influence firm performance in terms of growth and competitiveness (Kising’u, 2025). In Nigeria, business model innovation has also been found to significantly influence micro and small enterprise performance, with entrepreneurial orientation playing a mediating role in strengthening this relationship (Faloye & Owoeye, 2025). At the international level, studies further confirm that business model innovation combined with knowledge management significantly improves firm performance through enhanced competitive advantage and organizational learning (Bashir, Farooq & Naqshbandi, 2024). However, despite these positive findings, variations in performance outcomes persist across firms and sectors, suggesting that the impact of business model innovation is not uniform.
Despite the increasing body of empirical evidence linking business model innovation to firm performance, several gaps remain. First, most studies focus on specific sectors such as insurance, manufacturing, or SMEs in isolation, rather than synthesizing evidence across industries to develop a unified understanding of the concept. Second, existing studies largely emphasize direct relationships between business model innovation and performance without adequately integrating mediating or explanatory mechanisms such as entrepreneurial orientation or knowledge management. Third, there is limited systematic synthesis of evidence from Kenyan, regional, and international contexts to determine which dimensions of business model innovation consistently drive firm performance across different environments. Furthermore, firms across sectors continue to face varying performance outcomes despite adopting similar innovation strategies, indicating that the effectiveness of business model innovation is context-dependent and not fully understood.
Therefore, the research problem centers on the need to understand how business model innovation influences firm performance across different sectors, and the extent to which different dimensions such as value creation innovation, value proposition innovation, value capture innovation, distribution channel innovation, and strategic partnerships shape this relationship. Specifically, there is a lack of comprehensive and systematic synthesis of empirical evidence from Kenya, Africa, and international contexts that integrates findings across insurance, manufacturing, SMEs, and broader organizational studies. This study seeks to address this gap through a systematic literature review aimed at synthesizing existing evidence and providing a clearer understanding of how business model innovation translates into improved firm performance across different organizational contexts.
1.3 Research Objectives and Hypotheses
1.3.1 General Objective
To examine the influence of business model innovation on firm performance advantage among e-commerce firms in Kenya.
1.3.2 Specific Objectives
The study was guided by the following specific objectives:
i. To determine the effect of value proposition innovation on firm performance among e-commerce firms in Kenya.
ii. To examine the effect of revenue model innovation on firm performance among e-commerce firms in Kenya.
iii. To assess the effect of process innovation on firm performance among e-commerce firms in Kenya.
1.4 Research Hypotheses
H01: Value proposition innovation has no significant effect on firm performance among e-commerce firms in Kenya.
H02: Revenue model innovation has no significant effect on firm performance among e-commerce firms in Kenya.
H03: Process innovation has no significant effect on firm performance among e-commerce firms in Kenya.

2.0 LITERATURE REVIEW
2.1 Introduction
This article reviews literature on business model innovation and firm performance among e-commerce firms in Kenya. It is grounded on four key strategic management theories and examines empirical studies from 2020 to 2026 on business model innovation in the digital and e-commerce sectors. Finally, the chapter presents a conceptual framework showing the relationships among the study variables.
2.2 Theoretical Framework
This study is anchored on the Resource-Based View (RBV), Dynamic Capabilities Theory (DCT), Knowledge-Based View (KBV), and Diffusion of Innovation Theory. Together, these theories provide a comprehensive framework for understanding how business model innovation influences firm performance through the strategic utilization of knowledge resources, development of dynamic capabilities, diffusion and adoption of innovations, and effective configuration of firm-specific resources in e-commerce firms in Kenya.
2.2.1 Resource-Based View
The Resource-Based View (RBV) of the firm, advanced by Edith Penrose in the 1950s and other scholars like Jay Barney in 1991, posits that firm performance and sustained competitive advantage are primarily determined by the possession and effective utilization of internal resources that are valuable, rare, inimitable, and non-substitutable (Barney, 1991). The theory argues that firms achieve superior performance not merely through external positioning, but through the strategic deployment of unique resources and capabilities that competitors cannot easily replicate (Varadarajan, 2023). This study is anchored on the Resource-Based View to explain how business model innovation influences firm performance among e-commerce firms in Kenya.
The theory emphasizes that firms develop competitive advantage by leveraging strategic resources such as technological infrastructure, digital platforms, brand reputation, human capital, and organizational capabilities (Cuthbertson & Furseth, 2022). In the context of e-commerce firms, these resources play a central role in enabling value proposition innovation, revenue model innovation, and process innovation. For instance, advanced digital platforms and data analytics capabilities allow firms to personalize customer experiences, optimize pricing strategies, and improve operational efficiency. Similarly, strong logistics systems and brand trust enhance service delivery and customer retention, which directly contribute to improved firm performance outcomes such as sales growth, profitability, and market share expansion (Ofori & Appiah-Nimo, 2022).
However, a key limitation of the Resource-Based View is that it tends to focus heavily on internal firm resources while underemphasizing external environmental dynamics such as technological disruption, regulatory changes, and competitive pressures that significantly influence firm performance in digital markets (Willie, 2025). In the e-commerce industry, external factors such as rapid technological change, shifting consumer behavior, and platform competition can quickly erode the value of existing resources, making static resource advantages difficult to sustain over time (Ofori & Appiah-Nimo, 2022). Despite this limitation, the Resource-Based View remains highly relevant to this study as it provides a strong foundation for understanding how internal firm resources and capabilities drive business model innovation and performance outcomes. It helps to link resource endowments such as technological capability, data infrastructure, and human expertise to innovation outcomes and competitive performance in Kenya’s e-commerce industry..
2.2.2 Dynamic Capabilities Theory
The Dynamic Capabilities Theory (DCT), developed by Teece, Pisano, and Shuen (1997), posits that a firm’s ability to achieve and sustain competitive advantage depends on its capacity to integrate, build, and reconfigure internal and external competencies in response to rapidly changing environments (Wibisono & Supoyo, 2023). The theory emphasizes that in dynamic and uncertain markets, competitive advantage is not derived solely from existing resources, but from how effectively firms adapt, renew, and transform their resource base over time (Sun, Chen & Mei, 2024). This study is anchored on the Dynamic Capabilities Theory to explain how business model innovation influences firm performance among e-commerce firms in Kenya.
The theory emphasizes that dynamic capabilities enable firms to sense opportunities and threats, seize emerging opportunities, and transform organizational processes to maintain competitiveness. In the context of e-commerce firms, this involves continuously adapting business models through value proposition innovation, revenue model innovation, and process innovation in response to technological advancements, changing consumer behavior, and evolving market conditions (Wibisono & Supoyo, 2023). Firms that effectively develop dynamic capabilities are able to redesign their digital platforms, optimize logistics systems, and adjust pricing and revenue strategies to improve customer satisfaction and enhance firm performance outcomes such as sales growth, market share, and operational efficiency (Bag, Gupta & Luo, 2020).

However, a key limitation of Dynamic Capabilities Theory is that it provides a broad and abstract explanation of how firms adapt, but it offers limited guidance on the specific mechanisms or processes through which capabilities are developed and measured in different organizational contexts (Zollo, M., Bettinazzi, Neumann & Snoeren, 2016). In the e-commerce industry, firms may vary significantly in their ability to operationalize dynamic capabilities due to differences in leadership, technological maturity, and organizational structure, making empirical application complex and context-dependent (Wang et al., 2025). Despite this limitation, Dynamic Capabilities Theory is highly relevant to this study as it provides a strong explanatory lens for understanding how e-commerce firms continuously adapt their business models in response to environmental turbulence. It helps to link organizational agility, strategic renewal, and adaptive capability development to business model innovation and firm performance within Kenya’s e-commerce sector.
2.2.3 Knowledge-Based View Theory
The Knowledge-Based View (KBV) of the firm was developed by Robert Grant in 1996 and posits that knowledge is the most strategically significant resource for achieving and sustaining competitive advantage (Grant, 1996). The theory argues that firms exist primarily to integrate, create, and apply knowledge more effectively than markets or competitors, and that superior performance is derived from how well organizations generate, store, transfer, and utilize knowledge within their operations (Schoenherr, 2022). This study is anchored on the Knowledge-Based View to explain how business model innovation influences firm performance among e-commerce firms in Kenya.
The theory emphasizes that knowledge is embedded within individuals, organizational routines, technologies, and systems, and that firms achieve competitive advantage by effectively combining both explicit and tacit knowledge to improve decision-making and innovation outcomes (Osobajo & Bjeirmi, 2021). In the context of e-commerce firms, knowledge plays a critical role in shaping value proposition innovation, revenue model innovation, and process innovation. Customer data analytics, market intelligence, digital platform insights, and logistics coordination knowledge enable firms to design personalized services, optimize pricing strategies, and improve operational efficiency (Olayinka, 2022. Firms that are able to continuously learn from customer behavior, technological trends, and market dynamics are better positioned to innovate their business models and enhance performance outcomes such as customer retention, sales growth, and market expansion.
However, a key limitation of the Knowledge-Based View is that it tends to assume that firms can effectively identify, integrate, and utilize knowledge in a relatively coordinated manner, while in practice knowledge is often fragmented, tacit, and difficult to transfer across individuals and organizational units (Pereira & Bamel, (2021). In the e-commerce industry, firms often face challenges such as data silos, limited analytical capabilities, cybersecurity constraints, and uneven digital skills, which may hinder the effective conversion of knowledge into actionable innovation. Additionally, rapid technological change may render existing knowledge obsolete, requiring continuous learning and adaptation, which some firms may struggle to achieve (Gunasekara, 2023).
Despite this limitation, the Knowledge-Based View is highly relevant to this study as it provides a strong explanatory framework for understanding how knowledge resources drive business model innovation and firm performance. It helps to link knowledge-related capabilities such as data analytics, market intelligence, and digital learning systems to innovation outcomes such as improved value creation, revenue generation, and operational efficiency within the Kenyan e-commerce industry.
2.2.4 Diffusion of Innovation Theory
The Diffusion of Innovation Theory, developed by Rogers (1961), explains how new ideas, technologies, and innovations spread within a social system over time. The theory posits that innovation adoption is a process influenced by communication channels, time, social systems, and the perceived attributes of the innovation such as relative advantage, compatibility, complexity, trialability, and observability (Overbye-Thompson & Hamilton, 2025). This study is anchored on the Diffusion of Innovation Theory to explain how business model innovation influences firm performance among e-commerce firms in Kenya.
The theory emphasizes that firms adopt innovations at different rates depending on their readiness, access to information, organizational culture, and perceived benefits of the innovation. In the context of e-commerce firms, diffusion of innovation explains how new business model practices such as platform-based commerce, digital payment systems, automated logistics, and data-driven customer engagement spread across firms in the industry (Kwon et al., 2021). Early adopters of innovative business models are often able to gain competitive advantage through improved customer experience, faster service delivery, and more efficient revenue generation models, while late adopters risk losing market share and competitiveness (Saqib & Satar, 2021). The theory therefore helps to explain variations in firm performance arising from differences in the timing and extent of business model innovation adoption.
However, a limitation of the Diffusion of Innovation Theory is that it tends to assume a relatively linear and predictable adoption process, whereas in real business environments, especially in digital markets, innovation adoption is often non-linear, disruptive, and influenced by external shocks such as regulatory changes, technological disruptions, and competitive pressures (Guidolin, 2023). In the e-commerce sector, firms may adopt innovations simultaneously, partially, or abandon them altogether depending on strategic priorities and resource availability, making diffusion patterns less predictable than the theory suggests. Despite this limitation, the Diffusion of Innovation Theory remains highly relevant to this study as it provides a useful framework for understanding how business model innovation spreads across e-commerce firms and how adoption timing and intensity influence firm performance outcomes. It helps to link innovation adoption behavior to competitive positioning, market responsiveness, and performance differences among firms operating within Kenya’s e-commerce industry.
2.3 Empirical Review
This section reviews past studies on competitive strategies and competitive advantage in the dairy processing industry and related sectors. It examines key dimensions of competitive strategies, including cost leadership strategy, differentiation strategy, and innovation strategy, and their influence on competitive advantage among dairy processing firms.
2.3.1 Value Proposition Innovation on Firm Performance
Value proposition innovation has been widely examined in strategic management and business model innovation literature as a key determinant of firm performance, particularly in industries characterized by intense competition and evolving customer expectations such as manufacturing, SMEs, and digital markets. Globally, empirical studies indicate that firms that effectively enhance their customer value propositions through product differentiation, continuous innovation, and customer-centric strategies achieve improved performance outcomes including market share growth, profitability, and customer loyalty. Soomro, Cao and Islam (2023), examining differentiation strategy in FMCG firms in India, found that firms that invest in continuous product innovation and customer-focused value propositions are able to command premium pricing, enhance customer loyalty, and sustain revenue growth and profitability. The study further emphasizes that product differentiation strengthens competitive positioning by enabling firms to create unique market offerings that are difficult for competitors to imitate, thereby improving overall firm performance in highly competitive markets.
Within the African and developing economy context, empirical evidence also supports a positive relationship between customer value proposition innovation and firm performance, although the strength of this relationship varies depending on market conditions and firm capabilities. Abrokwah-Larbi, Tjizumaue and Karita (2024), found that customer value proposition significantly influences multiple dimensions of SME performance, including financial performance, customer performance, internal process performance, and learning and growth outcomes. The study highlights that value proposition innovation driven by internal marketing orientation, value co-creation, and data-driven capabilities enhances both operational and financial performance of SMEs. Similarly, Faloye and Owoeye (2021), demonstrate that business model innovation, which includes value proposition enhancement, has a significant positive effect on micro and small enterprise performance, with entrepreneurial orientation strengthening this relationship. These findings suggest that in developing economies, value proposition innovation is a critical mechanism through which firms enhance competitiveness and adapt to dynamic market environments.
In Kenya, empirical evidence further reinforces the importance of value proposition innovation in influencing firm performance across different sectors including manufacturing and SMEs. Maina, Muchemi and Maina (2025), studying manufacturing firms listed on the Nairobi Securities Exchange, found that customer value proposition innovation strategy has a statistically significant and positive effect on firm performance (β = 0.659, p < 0.001), indicating that firms that invest in improving customer value delivery experience superior performance outcomes. The study emphasizes that firms enhancing customer engagement, product customization, and continuous value refinement are better positioned to achieve profitability and market expansion. Similarly, Kising’u (2025) established that value proposition innovation significantly influences SME performance in Mombasa County, Kenya, with findings showing strong positive relationships between value proposition innovation and firm growth. The study further notes that firms that continuously refine their value offerings through customer feedback and innovation processes are more likely to achieve sustained competitive advantage. Across these Kenyan studies, value proposition innovation consistently emerges as a strong predictor of firm performance, although differences in sectoral context suggest variation in the magnitude of its effect.
The empirical evidence demonstrates broad agreement across global, regional, and Kenyan contexts that value proposition innovation significantly enhances firm performance through improved differentiation, customer satisfaction, and market responsiveness. However, the effectiveness of value proposition innovation varies depending on industry structure, technological capability, and organizational innovation capacity. Global studies emphasize differentiation and premium positioning, while African and Kenyan studies highlight stronger effects on SME growth, operational performance, and market responsiveness. Methodologically, most studies rely on cross-sectional survey designs and regression-based analysis, limiting the ability to capture long-term dynamic effects of value proposition innovation. This indicates a need for more integrated and comparative literature reviews that synthesize how value proposition innovation interacts with other dimensions of business model innovation in influencing firm performance across different contexts.
2.3.2 Revenue Model Innovation on Firm Performance
Revenue model innovation has been widely examined in public finance and strategic management literature as a critical determinant of organizational performance, particularly in contexts where institutions face resource constraints and increasing pressure to improve efficiency in resource mobilization. In the public sector, revenue model innovation focuses on diversifying revenue sources, improving collection systems, strengthening internal controls, digitizing revenue processes, and building institutional capacity to enhance financial sustainability and reduce dependence on external funding. Globally and in developing economies, empirical evidence suggests that institutions that redesign their revenue models tend to achieve improved financial performance, efficiency in resource mobilization, and stronger fiscal autonomy.
In the regional African context, Bako and Tuamyil (2026), examining business model innovation and performance of MSMEs in Plateau State, Nigeria, further reinforce the importance of revenue model innovation. The study found that revenue model innovation significantly enhances MSME performance, alongside value proposition innovation, resource allocation, and strategic partnerships. Using Partial Least Squares Structural Equation Modelling (PLS-SEM), the study established that MSMEs adopting innovative revenue models are better able to improve sustainability, competitiveness, and overall performance in volatile business environments. However, the study also notes that the effectiveness of revenue model innovation depends on strategic alignment and the presence of supportive organizational structures such as employee engagement and partnerships. This indicates that revenue model innovation does not operate in isolation but interacts with other business model components to influence performance outcomes.
In the Kenyan public sector context, Mutua and Gitagia (2025), studying revenue enhancement strategies and growth of own source revenue (OSR) in the County Government of Machakos, found that revenue model-related strategies significantly influence revenue performance. The study established that revenue diversification has a statistically significant positive effect on OSR growth (β = 0.385, p = 0.029), indicating that expanding revenue bases enhances fiscal inflows. Similarly, revenue digitization strategies were found to have a positive and significant effect on OSR performance (β = 0.481, p = 0.011), demonstrating that technology adoption improves efficiency, compliance, and revenue collection outcomes. Capacity building strategies also showed a strong positive effect (β = 0.674, p < 0.001), confirming that human capital development is essential in strengthening revenue management systems. However, internal control strategies exhibited a negative effect on OSR growth (β = –0.532, p < 0.001), suggesting that rigid or inefficient control mechanisms may constrain revenue performance rather than enhance it. The study concludes that effective revenue model innovation in counties requires a combination of diversification, digitization, and capacity strengthening to improve OSR growth, while internal controls must be restructured to support rather than hinder revenue generation processes.
Within the private sector service industry in Kenya, Musyoka (2023), examining business model innovation and firm performance in five-star rated hotels, provides further evidence on the importance of revenue model innovation as a component of business model transformation. The study found that firms that adopt new revenue models through integrated service offerings experience improved long-term financial returns and enhanced firm performance. Additionally, the study revealed that firms actively optimizing cost structures and value capture mechanisms tend to achieve stronger financial health and competitive advantage. These findings suggest that revenue model innovation, particularly through integrated offerings and cost optimization strategies, plays a central role in improving organizational performance in competitive service industries.
The empirical evidence from Kenya and the regional African context consistently demonstrates that revenue model innovation is a significant driver of performance in both public sector revenue systems and private sector firms. In counties such as Machakos, it enhances own source revenue through diversification, digitization, and capacity building. In service industries such as hotels, it improves financial returns through integrated service offerings and value capture strategies. In MSMEs within the Nigerian context, it strengthens sustainability and competitiveness through innovative revenue structures. However, across all contexts, the effectiveness of revenue model innovation is shaped by institutional capacity, technology adoption, and governance structures, suggesting that revenue model innovation is most effective when implemented as part of a broader, integrated system of organizational transformation.
2.3.3 Process Innovation on Firm Performance
Process innovation has been widely examined in strategic management and operations literature as a key determinant of firm performance, particularly in environments characterized by efficiency pressures, technological change, and increasing competition. Process innovation focuses on the introduction and implementation of new or improved production and operational methods aimed at enhancing efficiency, reducing costs, improving quality, and strengthening overall organizational effectiveness. Empirical studies consistently suggest that firms that invest in process innovation are better positioned to achieve higher productivity, improved operational performance, and enhanced competitiveness.
At the global level, Helmi and Widiastuty (2023), examining manufacturing firms listed on the Indonesia Stock Exchange, found that green process innovation has no statistically significant effect on firm performance. This finding suggests that while process improvements may contribute to environmental sustainability and operational restructuring, they do not automatically translate into measurable financial or market performance gains. The study further highlights that the impact of process innovation may depend on contextual factors such as industry structure, regulatory pressure, and the extent to which process changes are aligned with firm strategy and market demand. In contrast, innovation effects in general are not uniform, indicating that process innovation alone may not be sufficient to drive firm performance without complementary strategic innovations.
In a complementary global perspective, Akhtar (2023) examined innovative capability and its influence on process innovation and firm performance in software houses in Pakistan. The study found that innovative capability has a statistically significant and positive relationship with process innovation, which in turn contributes to improved firm performance. The results indicate that firms with strong innovative capability are more effective in redesigning and improving internal processes, which enhances efficiency, responsiveness, and overall organizational performance. The mediation analysis further confirmed that process innovation acts as an important mechanism through which innovative capability influences firm performance, highlighting its role as a critical operational driver of competitiveness and growth.
Within the African and Kenyan context, evidence strongly supports the positive role of process innovation in enhancing firm performance. Kiilu and Kithae (2020), studying SMEs in Nairobi County, found that process innovation has a positive and statistically significant relationship with firm performance. The study established that SMEs that adopt structured and systematic approaches in designing and improving their production and service delivery processes experience improved performance outcomes, including increased efficiency, better service delivery, and enhanced competitiveness. The findings emphasize that process innovation is particularly important for SMEs operating in dynamic and competitive urban markets where operational efficiency directly influences survival and growth.
Similarly, Kimani and Kipkorir (2023) found that process innovation significantly improves firm performance among oil marketing companies in Kenya. The study revealed that firms that adopt creative and improved methods of production and service delivery achieve higher efficiency, quality, and profitability. The study further highlights that process innovation enhances resource optimization and reduces operational inefficiencies, thereby improving overall organizational performance. It also recommends the adoption of quality management systems and modern operational standards to strengthen process innovation outcomes.
In addition, Yego, Sang, and Kibet (2021), examining manufacturing SMEs in Nairobi County, found that process innovation has a significant positive effect on firm performance. The study established that improvements in production processes lead to enhanced efficiency, reduced operational costs, and increased market share. The findings confirm that firms that continuously improve their operational systems are more competitive and perform better than those that do not engage in process innovation. The study is anchored on the Resource-Based View and diffusion innovation theory, reinforcing the idea that process innovation is a strategic internal capability that drives performance outcomes.
The empirical evidence across global and Kenyan studies demonstrates that process innovation plays a significant role in influencing firm performance, although its effect may vary depending on context and implementation. While some global evidence suggests that process innovation alone may not directly improve performance, most African and Kenyan studies consistently show a positive and significant relationship between process innovation and firm performance. This suggests that in developing economy contexts, process innovation is a critical operational lever that enhances efficiency, reduces costs, and strengthens competitiveness, particularly among SMEs and manufacturing firms.
2.4 Conceptual Framework
Kent et al., (2023) posit that a clearly structured conceptual framework aids in illustrating the potential relationships among the study variables. The framework conceptualizes the relationship between Cost Leadership Strategy, Differentiation Strategy, and Innovation Strategy as the independent variables and Competitive Advantage as the dependent variable. Cost Leadership Strategy is measured through economies of scale, operational efficiency, and cost reduction practices, which focus on minimizing production and operational costs to enhance competitiveness. Differentiation Strategy is reflected through product uniqueness, market positioning, and value presentation, which emphasize creating distinct products and strong brand identity in the market. Innovation Strategy is operationalized through product innovation, process innovation, and marketing innovation, which focus on developing new products, improving processes, and adopting innovative market engagement approaches. Competitive Advantage is measured through market share, profitability, and customer loyalty, which reflect the firm’s ability to achieve superior performance and sustain a strong market position.
INDEPENDENT VARIABLE

DEPENDENT VARIABLE

Value Proposition Innovation
· Customer personalization 
· Product differentiation 
· Digital engagement
Revenue Model Innovation 
· Subscription services 
· Payment integration
· Revenue diversification
Firm Performance 
· Sales growth
· Market share growth
· Customer retention
Process Innovation 
· Order automation 
· Supply integration 
· Data analytics
H01
H02
H03

Figure 1: Conceptual Framework
Source: Authors (2026)
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