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Abstract: Institutional constraints impede firms” open innovation. They have been a challenge,
obstructing growth and sustainable development. Research on open innovation has shown that
the quality of institutions essentially affects innovation in firms. Hence, prior research has made
efforts to incorporate the quality of institutions into open innovation analysis. We can use a series of
analyses to examine the impact of corruption, the tax system, and other indicators on firm innovation
performance. However, developing economies, such as countries in sub-Saharan Africa, represent a
specific group of countries that have long been perceived as those mostly deficient in the rule of law,
with poor regulatory quality and a great deal of corruption. In these countries, it is also possible to
see a lower number of studies, as the inability to obtain quality data to perform empirical analyses
can often limit researchers. Nevertheless, employing data from the World Bank’s 2019 Enterprise
Survey, this research aimed at exploring the determinants of sustainable open innovation as well
as the effect of institutional quality on firms’ capacity utilization and process innovation through
a PLS structural equation model analysis. Our research showed interesting findings, such as the
fact that the quality of institutions significantly affects firms’ use of OI instruments and capacity
utilization. This research also provides for the novelty of the analysis of capacity utilization in an
open innovation analysis. The results support the hypotheses that low institutional quality negatively
affects firms’ implementation of inbound open innovation instruments, and that there is a strong
and positive effect of low institutional quality on firms’ capacity utilization. In addition, we confirm
the premise that firms’ implementation of inbound open innovation instruments has a positive and
significant influence on firms’ process innovation.

Keywords: institutional quality; open innovations; emerging economy; capacity utilization analysis

1. Introduction

A major significant contribution of the open innovation paradigm is the ability or
opportunity for firms to share knowledge and learn to improve on their innovative activ-
ities through sourcing of external knowledge or the utilization of the abundant pool of
knowledge within the firm. This flow of the most important factor in the open knowledge
economy, however, needs focus and institutional backing. Properly designed institutions
induce innovation as a matter of competitive necessity. However, weak institutions make
transactions within and across firms uncertain and costly, which restricts exchange pos-
sibilities. The implementation of inbound open innovation instruments requires trust in
leadership to explore novel knowledge, which promotes innovation by exploration and
integration of external knowledge for technological development and exploitation [1,2].
Inbound OI may be most suitable for coping with a complex problem related to knowledge
sharing and, therefore, represents a particularly critical aspect of firms’ innovation-related
activities and process innovation [3]. Leadership shaped by quality of institutions promotes
the knowledge search of firms. More so, institutional quality influences firms to open up,
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to absorb external knowledge for innovation. This is shaped by government institutions,
with reasonable pressure through regulation and institutions to influence firm process
innovation [4-6]. When the institutional quality is high, firms can utilize their capacity,
leading to firm innovation performance [7-9].

Both the exogenous and endogenous economic growth theories have argued for the
solitary role of technological change as a key determining factor of economic growth [10-12].
Of general concern however is the impact of institutions, which has seen less attention
most importantly in the advent of the open innovation concept. Baumel [13] has argued
that differences in institutions play major roles in the economic performance of countries.
Bekana [14] also alluded to this postulation that institutional quality influences innovation
(see also [15]). The open innovation concept requires a structured framework to thrive,
which makes it congruent with the views of the institutional economists. For the insti-
tutional economists, institutions serve as a catalyst for growth and sustainability. They
influence the values as well as the behavior of economic actors [16]. To this end, quality
institutions supposedly lead to capacity utilization as well as create an enabling atmo-
sphere for the adoption of open innovation instruments, which result in the improvement
of process innovation of the firm.

Despite the fact that the lack of quality institutions poses a momentous barrier to
firm-level innovation, especially for developing countries with emerging economies, to
the best of our knowledge, there is a lack of studies analyzing developing economies such
as sub-Saharan African countries. This may also be due to the unavailability of relevant
current data, whereas these countries have long been perceived as those mostly deficient
in the rule of law, with poor regulatory quality and a great deal of corruption. Therefore,
there are only a few examples of such studies. For example, Barasa et al. [17] used clustered
robust standard errors logistic regression to model firm-level resources’ interface with
regional institutional quality in East Africa and showed that the institutional environment
dictates the effect on firms’ resources, observing a positive moderate effect of institutional
quality on firm-level resources. Their findings support those of [18], who found that
national governance quality moderates the link between firms’ internal capabilities and
performance in Africa, championing the need to strengthen institutions. It was [19] that
made an interesting observation of how firm characteristics such as size and age influence
the effect of the institutional environment on firm exportation in emerging economies.
Whereas small firms enhance their innovation activities and performance within a very
robust and working institution, large companies may be less hit by their deficiencies due to
their influence and network allowing them to circumvent the system to their benefit. The
analysis looked at input variables of firm innovation alone while completely overlooking
the output or outcome variables of innovation. Furthermore, the paper focused on firm
export performance while ignoring the very important element of firms’ ability to export
efficiently, such as utilizing their capacity, and the crucial role of inbound open innovation.

Therefore, the main motivation of this study is to contribute to the current research on
the relationship between institutional quality and firm innovation by using unique data
on firms’ innovation performance in Morocco, which was ranked the most competitive
economy in North Africa in 2014-2015. However, this country faces the challenge of
the development of appropriate public policies for the development of innovation [20];
moreover, R and D is mainly concentrated in the public sector. This is because Morocco
is characterized by the low contribution of the private sector to R and D activities [21]. It
results in a double negative effect (limits the increase in the production of internally gener-
ated knowledge and reduces the absorptive capacity of externally acquired knowledge).
To this end, we used data from the World Bank’s 2019 Enterprise Survey (WBES) for the
econometric analysis.

The main contributions of this study are that we contribute to the literature on OI
instruments and their influence on firms’ process innovation as well as introduce an
institutional-level unit of analysis to the OI literature. We also provide, for novelty, a
capacity utilization in OI analysis and, most importantly, this research is one of the few
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studies dedicated to the examination of the institutional structure of sub-Saharan African
countries such as Morocco in terms of OI adoption using the newest data.

The remainder of this paper is structured as follows. Section 2 presents the theoretical
background and hypothesis development. Research methodology and data are discussed
in Section 3. Experimental results are shown in Section 4. Section 5 contains a discussion of
the results, and finally Section 6 includes conclusions, limitations, and future directions.

2. Theoretical Background and Hypothesis Development
2.1. Inbound Open Innovation Instruments as Predictors of Firms’ Innovation

Innovation is an important part of organizational development and strategic retention,
enhancing competitive advantage and ensuring sustainability and economic success [22,23].
Collaborating with external partners is crucial in the context of open innovation [24,25]
when it comes to social, organizational, and ethical challenges [26,27]. A high level of exter-
nal collaboration with partners (customers, suppliers, and research institutions) is one of
the most important skills that enables firms to engage in sustainable (eco-) innovations [28]
that are crucial for sustainable development. According to Nagshbandi et al. [2], leadership
trust is important for O], as is the autonomy of employees to take the initiative in exploring
and evaluating novel knowledge. These factors create a recipe for the implementation of
inbound Ol instruments, which involves the acquisition and leveraging of external inputs
(e.g., Rand D, knowledge, and other intangible assets such as trademarks, copyrights, and
patents) for new product development [29]. It refers to the practice of exploring and inte-
grating external knowledge for technological development and technology exploitation [1].
These practices enable firms’ quick responses to market demands in the final use stage and
supports their absorptive capacity [30,31].

Inbound OI may be most suitable for coping with a complex problem related to knowl-
edge sharing and, therefore, represents a particularly critical aspect of firms’ innovation-
related activities and process innovation [3]. For example, ref. [32] research on Nigerian
SMEs in the oil and gas industry found that inbound OI positively and significantly in-
fluences the financial performance of SMEs. Similarly, ref. [33] showed that inbound OI
strategies, such as collaborative partnerships with suppliers and customers, are mainly
preferred in the case of low-tech SMEs in Ghana.

In reference to [3,34,35], we focus on process innovations, which may be more effective
than product innovations in terms of developing competitive advantages, in contrast with
the findings in [36], because process innovation intangibility and embeddedness make it
more difficult for competitors to imitate firm processes. Moreover, consistent with [3,37],
little attention is paid to firms’ search for external knowledge aimed at developing process
innovations. For these reasons, the first research hypothesis is defined as follows:

Hypothesis 1 (H1). The implementation of inbound Ol instruments in manufacturing firms in
Morocco has a positive and significant influence on firms’ process innovation.

2.2. Institutional Quality Indicators and Their Role in Enhancing Firms’ Innovation

Nowadays, institutions such as governments are progressively putting pressure on
businesses to reconsider their business processes in terms of sustainability [38,39]. As
a result, businesses are being driven to look for innovative ways to integrate associated
aspects of sustainability in terms of organizational performance and environmental re-
silience [40]. On the one hand, efficient and properly designed institutions can encourage
the introduction of variance to the market in the form of innovation as a matter of com-
petitive necessity, while simultaneously stimulating productive behaviors [17,41]. On
the other hand, weak institutions often lead to unproductive behaviors. For example, in
developing economies, weak institutions make transactions within and across firms even
more uncertain and costly, further restricting the range of exchange possibilities [42]. This
is in addition to the fact that developing countries are faced with development challenges
and must build capacity to achieve sustainable growth, combat corruption, and attract
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foreign direct investment [43]. The current literature examines the relationship between
institutional quality and firm innovation [7,8]. For example, ref. [6] demonstrated the
importance of institutions and national economic systems in explaining Ol in different
contexts. However, with the growing importance of this issue, the question of how to
use indicators to measure institutional quality is also growing. Therefore, the number of
institutional quality indicators has been expanded.

According to [44-46], the tax system indicator and tax administration were used
to express institutional quality. On the one hand, a tax system not only provides the
necessary resources to build high-quality institutions, but also enables the consolidation of
a social contract that gives rise to a more demanding relationship between the state and its
citizens [47,48]. Therefore, taxes represent a crucial variable that affects the institution’s
capacity to promote efficient equilibria that achieve the maximum social returns permitted
by the technological frontier and the legitimacy of institutions. In [49,50], the importance
of the rule of law and compliance with regulatory architecture was stressed. It includes an
operational, corruption-free, and autonomous judiciary that is able to enforce the law as
well as a court system to adjudicate matters concerning certain practices of entrepreneurs
and government authorities impairing the operation of SMEs. The author of [16] used
the World Bank’s Worldwide Governance Indicators as a proxy for institutional quality
in the case of OECD countries. He showed that innovation is positively related to voice
and accountability, political stability, the absence of violence, and the rule of law, while
it is negatively related to the control of corruption; these factors were used to analyze
institutional quality in several previous studies.

Corruption differs across countries and may have significantly different effects [51-53].
The authors of [54], for example, focused on firms operating in emerging economies (includ-
ing Morocco) and showed that greater corruption relates to greater capital expenditures.
However, they did not find significant results on innovation for emerging economies.
Meanwhile, ref. [55] argued that corruption is a key determinant of regulation quality. In
the case of African countries, ref. [17] stated that regional institutional quality plays an
important role for firm-level innovation and showed great variation in regional institu-
tional quality in Africa. Study [56] demonstrated that government policy and management
strategy barriers are (i) designed to make innovation impossible and (ii) considered to be
the most stringent by domestic firms in Morocco.

The main limitation of previous research is the fact that the authors used selected
indicators expressing institutional quality, but to the best of our knowledge, their combined
influence has not yet been comprehensively examined, which we have included in the
current research.

We assume low institutional quality leads to the creation of negative effects. Thus, we
propose the following hypothesis:

Hypothesis 2 (H2). Low institutional quality negatively affects the process innovation of manu-
facturing firms in Morocco.

2.3. Influence of Institutional Quality on Firm Openness

Moreover, a number of studies [4-6] have found that institutional pressures also shape
the extent of the external knowledge search (firms’ openness) that firms can undertake
and how this knowledge can be captured for innovation; government usually is the
entity wielding the pressure. Study [57] posited that normative pressure associated with
regulation and institutions positively influences the likelihood that firms will engage in
innovation activities, specifically in environmental innovation. Such pressures, which
include political pressures and legal coercion or strict regulations and enforcement, are
viewed as determining the openness of firms to external knowledge for innovation [6].

These findings suggest that when governmental institutions work with positive intent
and put reasonable pressure on firms, they largely influence firms’ innovation behavior [58].
Specifically, for manufacturing firms, a series of compliance regulations and standards
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in products, including environmental protection regulations, is mostly imposed and thus
prevalent. However, firms may respond differently to a given institutional pressure when
subjected to the same regulations [59] due to their location, affiliation, and so on.

Study [60] conducted a cross-sectional analysis of firms in nine European Union
countries and found that institutional pressure emanating from regulatory pressures serves
as an incentive for product and process energy efficiency innovation of firms. We expect
a negative significant influence of low institutional quality on firms’ implementation of
inbound OI instruments. We hypothesize that:

Hypothesis 3 (H3). Morocco’s low institutional quality negatively affects manufacturing firms’
implementation of inbound Ol instruments.

The authors of [17] found that regional institutional quality moderates the effect of firm
resources on innovation. They examined the moderating role of institutions with regard
to the transformation of firm-level resources, including internal R and D, human capital,
and managerial experience, into innovative outputs using firm-level data from the WBES
and the Innovation Follow-up Survey for three countries in East Africa: Kenya, Tanzania,
and Uganda. In an earlier similar study, the authors of [61] examined how cooperation
with universities and research institutes impacts the ability of Chinese emerging market
enterprises to develop innovations. The results of their analysis of the evolution of institu-
tions across sub-national Chinese regions revealed that sub-national institutional variations
have a profound impact on the relationship between academic collaborations and firms’
innovation performance. However, their analysis failed to touch on institutional quality.

Nevertheless, we follow up on the approach of [6] that introduced an institutional
factor to the relationship between openness and innovation outcomes by using the external
components of the diversity of the economic systems framework as moderators. Thus, we
hypothesize that:

Hypothesis 4 (H4). The relationship between the implementation of inbound Ol instruments and
firms” innovation performance in Morocco is negatively moderated by low institutional quality.

2.4. Institutional Quality, Capacity Utilization, and Firm Innovation Performance

As we have already demonstrated, the quality of institutions affects the utilization of
firms’ resources, which enables firms to use their internal capabilities and resource base
for the efficient creation of innovation. However, as the authors of [9] showed, in their
assessment of more than one hundred countries across the globe, the quality of institutions
(expressed by corruption and informal competition) influences capacity utilization. They
concluded that institutional quality weakens firm capacity maximization; in particular, cor-
ruption shows the weakness of external institutions (government institutions). In the case
of Zambia, a study [62] involving microenterprises sought to ascertain whether corruption
was a more or less serious problem for registered firms, but concluded that unregistered
firms are as susceptible as registered firms to pay bribes. However, government officials’
corruption activities may discourage the registration of a firm [63,64] even to the extent
of delays when managers refuse to grease the palms of corrupt bureaucrats, leading to a
reduction in firm capacity utilization. To a great extent, officials” strong, fair, and profes-
sional attitudes, which signal the quality of the institutions they represent, have enormous
influence on not just the firm’s capacity utilization, but also—and most importantly—its
process innovation. Thus, we hypothesize as follows:

Hypothesis 5 (H5). There is a strong and positive significant effect of low institutional quality on
manufacturing firms’ capacity utilization in Morocco.

In addition, firms’ effective and efficient use of capacity affects their process innovation.
Inefficiencies associated with government institutions may create higher transaction costs,
which in turn hinders firms’ utilization capacities, as [7] argued that they reduce the firms’
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ability to use productive resources optimally. Thus, firm input allocations suffer, thereby
plunging firm capacity utilization [9]. This means that a firm’s capacity utilization has a
direct effect on its innovation performance. The availability of quality institutions improves
firm capacity utilization, which also positively influences a firm’s process innovation,
which leads to the following formulated hypothesis:

Hypothesis 6 (H6). There is a positive and significant relationship between a firm'’s capacity
utilization and its process innovation in Morocco.

Figure 1 illustrates the conceptual model and indicates the stated hypotheses based
on the strand literature reviewed herein.

Inbound Ol
Instruments

Ha H1

Low Institutional
Quality

Capacity Process
Utilization Innovation

Figure 1. Conceptual Framework. Solid lines indicate positive effects; dashed lines indicate nega-
tive effects.

3. Research Methodology and Data

Data used in this research came from the latest available edition of the 2019 Enterprise
Survey, which is organized by the World Bank. In total, we analyzed 1096 Moroccan
manufacturing firms using data from 2019. The Enterprise Survey includes several different
topics focused on the business environment and uses a global methodology, including
standardized survey instruments and a uniform sampling methodology.

The partial least square structural equation model (PLS-SEM) was used for the em-
pirical analysis [65]. PLS-SEM leans on multi-regression analysis to provide scores for the
latent variable measured by one or more indicators. It can produce estimates with small
sample size issues while measuring very complex models with many latent and manifest
variables. PLS-SEM is given by the following equation [66,67]:

EV = B0% + Y g0z + o, 1)

where EV depicts the explained variable (process innovation), 50} denotes the constant
term, Y Bi(K) represents the regression coefficient, and vy connotes the residual term.

The current WBES data is based on the questionnaire regarding the binary response
to the questions as described in Table 1. Based on the research of [30,68], three variables
were constructed for inbound Ol regarding external knowledge acquisition, expenditures
on R and D, and acquisition of patents and trademarks. Additionally, to demonstrate
the capacity utilization of manufacturing firms in Morocco, firm operating hours and the
efficient utilization of firm capacity were employed based on similar usage by [9]. In similar
studies [6,7,19,50,69], institutional quality variables based on the WBES questionnaire were
used in terms of the extent to which the tax rate and its administration, business licensing
and permit, political instability, corruption, and the court system are obstacles to firm
operation in Morocco. We represented firm innovation by process innovation, which seeks
to demonstrate the introduction of a new or improved process as used in the work of [3].
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Table 1. Data Description and Variable Explanation.
Latent Manifest Variable Description Reference
Variable/Construct p
Over the last three years, did this establishment spend on the acquisition of
LOT 1 external knowledge? This includes the purchase or licensing of patents and
- non-patented inventions, know-how, and other types of knowledge from
INBOUND-OI other businesses or organizations.
(Inbound Open Over the last three years, did this establishment spend on research and [30,68]
. 1-OI_2 o . .
Innovation) development activities contracted with other companies?
In fiscal year, did this establishment purchase or acquire any trademarks,
1-O01_3 copyrights, patents, licenses, service contracts, franchise agreements, or
other intangible assets?
CAP-UTIL CAP_UTIL-1 Capacity utilization. 9]
(Capacity Utilization) CAP_UTIL-2 Firm operating hours.
INST.QUAL 1 The degree to which the tax rate is obstacle to firm operation. [50]
INST.QUAL 2 The degree to which the tax administration is obstacle to firm operation. [19]
LOW INST.QUAL INST.QUAL 3 The degree to which busipess licens%ng and permit is obstacle to 7]
(Low Institutional firm operation.
Quality) INST.QUAL 4 The degree to which political instability is obstacle to firm operation.
INST.QUAL 5 The degree to which corruption is obstacle to firm operation. [69]
INST.QUAL 6 The degree to which the court system is obstacle to firm operation. [6]
FIRM-INNOY ProcINN Introduction of new or improved process. [3]
(Process Innovation)
CONTROLS C1 Number of permanent full-time workers. [9]
4. Results

4.1. Model Evaluation

The variance inflation factor (VIF) was used as the measurement of collinearity. We
observed that the model showed no multicollinearity because the variables’” values were
less than five (<5) as proposed by [66]. The outer model (Table 2) proved that the variables
used in their entirety were appropriate and did not affect the result whatsoever regarding
collinearity issues.

Table 2. Collinearity Statistics.

Variable VIF
I-0I_1 1.496
I-O0I_2 1.423
I-OL_3 1.409
CAP_UTIL-1 1.918
CAP_UTIL-2 1.987
LOW INST.QUAL 1 1.000
LOW INST.QUAL 2 2.122
LOW INST.QUAL 3 1.888
LOW INST.QUAL 4 1.000
LOW INST.QUAL 5 2.106
LOW INST.QUAL 6 1.818
I-OL_1 1.174
I-OI_2 1.174
C1 1.000




Sustainability 2021, 13, 9088

8 of 16

To ensure the internal consistency of variables operationalized to measure constructs
used in the model, an analysis of construct reliability and validity was carried out in
order to test the trustworthiness of the result obtained from the model. The research
used Cronbach'’s alpha, rho_Alpha, composite reliability analysis, and average variance
extracted (AVE). As Table 3 indicates, only capacity utilization proved problematic in
regard to the variables operationalized for the analysis with a coefficient less than 0.7,
which is the generally acceptable value for consistency analyses [70]. However, this was
true only when using Cronbach’s alpha and rho_Alpha measures.

Table 3. Construct Reliability and Validity.

Cronbach’s Alpha Rho_Alpha CR AVE
CAP-UTIL 0.556 0.601 0.814 0.687
INBOUND-OI 1.000 1.000 1.000 1.000
FIRM-INNOV 1.000 1.000 1.000 1.000
LOW INST.QUAL 0.881 0.896 0.909 0.625
CONTROLS 0.730 0.735 0.847 0.648
MODERATING EFFECT 1.000 1.000 1.000 1.000

Following the test for construct reliability and validity, the goodness-of-fit test was
conducted to measure overall model fitness [71]. This provided us with a better estimation
to ascertain whether the model fits well with the data used, which goes a long way in
affecting the conclusions drawn from the results.

Five goodness-of-fit estimations are generally used for this test (Table 4). After boot-
strapping, the research used unweighted least-squared Euclidean distance (dULS) as well
as geodesic discrepancy (dG), which helped assess the general goodness of fit [72]. In
addition, the standardized root mean squared residual (SRMR) was also used to prove
the approximate model fit. This test helped us estimate how important the discrepancy
between the implied model and the empirical correlation matrix is. According to [73], the
model fit recorded between zero (0) and 0.6 signaled perfect and acceptable fit, respectively.
Coupled with the chi-square test and normed fit index (NFI), these tests prove that the data
used in the analysis fit the model constructed.

Table 4. Model Fit.

Saturated Model Unsaturated Model
SRMR 0.058 0.059
dULS 0.311 0.314
dG 0.114 0.115
Chi-Square 785.542 789.487
NFI 0.806 0.805

4.2. Analysis of Results

This section presents the results of the econometric analysis and a summary of the
effect analysis, as shown in Table 5, and the path model with the coefficients of the PLS-SEM
algorithm (Figure A1). The aim of this research was to explore the determinants of sustain-
able open innovation and the effect of institutional quality on firms’ capacity utilization
and process innovation. The total effects of inbound OI activities of the manufacturing
firms on the process innovation of firms in Morocco yielded a path coefficient of 0.17 but
were positive and highly significant at a 99% confidence interval. Therefore, Hypothesis
H1 is accepted as summarized in Table 6.
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Table 5. PLS-SEM Path Coefficients.

Construct Path Loading T Stats. p Values
INBOUND-OI => FIRM—-INNOV (H1I) 0.172 3.177 0.002 ***
INST.QUAL => FIRM—-INNOV (H2) —0.016 0.489 0.625
LOW INST.QUAL => INBOUND-OI (H3) —0.056 1.955 0.051*
LOW INST.QUALME => FIRM—INNOV (H4) —0.084 1.252 0.211
LOW INST.QUAL => CAP—UTIL (H5) 0.184 6.631 0.000 ***
CAP—UTIL => FIRM—-INNOV (H6) —0.013 0.466 0.641
CONTROLS => FIRM—-INNOV —0.029 2.634 0.009 ***

***, Significant at p < 0.01; ¥, significant at p < 0.10; and ME, moderating effect.

Table 6. Summary of Hypotheses Tests.

Hypotheses Decision
H1: Implementation of inbound Ol instruments of manufacturing firms in
o S . — : . Accepted
Morocco has a positive and significant influence on firms’ process innovation.
H2: Low Institutional quality negatively affect process innovation of .
T Rejected
manufacturing firms in Morocco.
H3: Low Institutional quality of Morocco negatively affects manufacturing Accepted

firms” implementation of inbound OI instruments.

H4: The relationship between the implementation of inbound OI instruments
and firm’s innovation performance in Morocco is negatively moderated by low Rejected
institutional quality.

Hb5: There is a strong and positive significant effect of low institutional quality

Lo, . G A ted
on manufacturing firms’ capacity utilization in Morocco. ceepte

He6: There is a positive and significant relationship between firm'’s capacity

utilization and its process innovation. ejected

In addition, institutional quality proved to have a negative minimal direct effect
on firm process innovation in Morocco, with a low negative coefficient of —0.016. This
minimal effect implies that the second Hypothesis H2 is rejected. As shown in Table 5, the
moderating role of the effect of inbound Ol implementation on manufacturing firms in
Morocco showed a low negative path coefficient of —0.08; however, it was not statistically
significant. Therefore, H4 is also rejected.

Institutional quality highly affects firm capacity utilization, as indicated by the highest
positive path coefficient of 0.18, signifying that low institutional quality serves as a growing
obstacle to firm capacity utilization (i.e., manufacturing firms’ ability to employ their
resources for effective and efficient production). As such, when significant, the coefficient
always carries a positive sign. Therefore, Hypothesis H5 is accepted. Moreover, the
results showed a negative effect of institutional quality on firms” inbound OI activities
with a negative path coefficient of —0.056, and was statistically significant with a 95%
confidence interval. Low institutional quality signifies a growing obstacle to firm OI The
selected quality of institutions variable is that of a growing obstacle to the operations of
manufacturing firms in Morocco. This suggests that the associated result, if significant,
carries a negative sign. Therefore, Hypothesis H3 is accepted.

Finally, the effect of capacity utilization on the firm process innovation was negative
and not statistically significant. The research envisaged a positive and significant rela-
tionship between Moroccan manufacturing firms’ capacity utilization and their process
innovation due to the growing obstacles of institutions on firms’ ability to employ resources
efficiently and effectively. This result contradicts the initial assumption, which leads to the
rejection of Hypothesis H6.
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All these results were plotted on the conceptual framework to provide a concise
illustration, shown in Figure 2.

Inbound Ol
Instruments

%k %k %k
Low Institutional 1.252 3.177

Quality

6.631%***

Process
Innovation

Capacity
Utilization

Figure 2. Results of PLS-SEM Model. Solid lines indicate positive effects, dashed lines indicate
negative effects; the values on the arrows represent t-statistics; ***, signifies the highest correlation
between the constructs with significance at p < 0.01, and *, shows significant at p < 0.10 signaling a
minimal correlation. The control variable is not shown in this figure (see Table 5).

Table 6 summarizes the hypotheses and the decisions on their acceptance or not. From
the table, we observe that three of the six hypotheses were accepted, namely H1, H3, and
H5, leaving H2, H4, and H6 rejected.

5. Discussion
5.1. Discussion of Obtained Results

The results of our analyses showed that manufacturing firms” inbound OI activities
yielded a positive and significant path coefficient on the process innovation of firms in
Morocco. However, this finding contradicts the analysis of [74] of Taiwanese-based firms.
The authors showed that inbound OI activities boost firms’ radical innovation performance,
but thwart incremental innovation performance. This presupposes that process innovation,
which is of incremental nature to firm innovation activities, is not highly influenced by the
solicitation of external knowledge, acquisition of patents, and R and D expenditures for
innovation. According to [75], open innovation (OI) activities inside enterprises have a
positive effect on both sustainability and innovation due to the supplement of knowledge
and resources. Low institutional quality proved to have a negative minimal (coefficient)
direct effect on firm process innovation in Morocco, which makes the result consistent with
the findings of the authors of [76], whose research revealed various forms of inbound OI
practices (technology scouting and horizontal technology collaboration) to have a positive
and significant effect on SMEs’ incremental innovation performance.

The moderating role of the effect of low institutional quality on inbound Ol activities
of manufacturing firms in Morocco also proved to be not statistically significant. This
finding corroborates that of the authors of [6], whose research showed that pressures
externally exerted on firms, such as institutional pressures, go a long way to affect firms’
innovation performance. Although the firm may be engaged in Ol instruments, as shown
by the negative effect in the case of our result, a true reflection can be associated with the
findings in Morocco. For example, government policy was deemed a great obstacle to
local firms’ innovation in the Moroccan region of Tanger-Tétouan [55]. Low institutional
quality highly affects firm capacity utilization, which proved to have the highest positive
path coefficient and at a significant level. This finding is congruent with the results of [17],
that institutions underpin the effect of firm-level resources (capacity utilization) on the
probability of firm to innovate.
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Thus, the level of the quality of institutions at various government levels instigates a
good use of resources employed for innovation performance. Moreover, the result showed
a negative effect of institutional quality on firms’ inbound OI activities, although it was
inconsistent with the findings of [57] but corroborates [58].

Finally, the effect of capacity utilization on firm process innovation was negative
and not statistically significant. As expected, our finding shows that institutions go a
long way in influencing firm productivity. This result contradicts the findings of [77],
that firms in industries possessing greater productivity growth (capacity utilization) have
a stronger positive relationship between their inbound OI activities (search depth) and
process innovation. Nevertheless, the findings corroborate those of [62,64].

5.2. Theoretical and Practical Contributions

This paper has contributed in a number of ways, both practically and theoretically,
to the enlightenment of institutions and their role in firms” inbound OI and capacity
utilization, as shown in the case of Morocco. First, we contributed to the literature on
Ol instruments and their influence on firms’ process innovation. Our basic assumption
is that the OI paradigm [78] need not be viewed as a “lone ranger” for firm innovation
performance. Based on our analysis, the current research has contributed immensely to the
scant research, which seeks to shape the frontiers of the OI concept in the context of Africa.

Second, in accordance with [6], this study’s comprehensive analysis has certainly
enabled us to contribute to the growing insights of the OI paradigm and the role institutions
play in strengthening firms” application of Ol instruments to enhance process innovation.
Specifically, this paper contributes to the current research by including six indicators (i.e.,
tax rate, tax administration, business licensing and permit, political instability, corruption,
and court system) to express low institutional quality. This allowed us to expand the current
state of knowledge on the relationship between firms’ process innovation performance
and institutional quality level. Thus, this research has helped extend the theory on this
topic, specifically within the African context, where research on this issue has not been so
developed and researchers often face a lack of data.

Third, in addition to introducing the quality of institution variable into the firms’
process innovation, the research significantly looked at firms’ utilization of their capacity,
which many studies have focused on in terms of environmental regulations [79]. Firms
can effectively and efficiently utilize their capacity, in which institutions play a major
role. This study has demonstrated that the low institutional quality framework poses
serious repercussions for firms’ process innovation, which may inadvertently increase
firms’ costs as a result of the concern for low-capacity utilization due to the weaknesses
of institutions [80]. Therefore, this study has added to the existing OI literature and
consequently argued that inbound OI success requires firms to use resources to their
optimum capacity. However, due to the low quality of institutions in manufacturing firms
in Morocco, the firms’ corporate capacity rates are low.

Finally, our findings have some practical implications for Morocco. Policymakers and
government officials in Morocco should ensure the sustainable high quality of institutions,
because institutions, as shown by the analysis, pose existential impacts for firms’ innovation
activities—specifically their OI activities. Thus, if low-quality institutional structures
negatively affect manufacturing firms” inbound OI process, then stronger and working
institutions must be available to Morocco in particular, as it is an emerging economy with
fledgling institutions. In addition, an implication for the management of firms is to enact
a strategic approach in engaging in OI activities, which takes account of the level of the
institutional quality through a dynamic business innovation approach that considers any
uncertainty arising from poor institutional structures.

6. Conclusions

This research has sought to explicate the importance of building quality institutions
for the new Ol paradigm shift. The research provides an interesting result—namely, that
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the quality of institutions significantly affects firms” use of Ol instruments and capacity
utilization. Thus, a firm’s external environment really influences innovation [81]. According
to [82,83], the collaborative networks from external partners in open innovation will
guide firms to improve sustainability and achieve positive results when dealing with
sustainability issues.

On one hand, high-quality institutions serve as a stimulus for firm openness to external
knowledge acquisition and the purchase of R and D for innovation activities. On the other
hand, low institutional quality hampers firms’ ability to use OI instruments. Thus, with
improved governing and regulatory quality, the orderly adherence of the rule of law as
well as the effective control of corruption will serve as fundamental incentives for firm
innovation. The research also revealed that Moroccan manufacturing firms’ inbound
Ol activities positively affect firm process innovation; however, concerning institutional
consequences on the firm implementation of inbound Ol instruments and firms” innovation
performance in Morocco, the results showed the negative moderating effect of Moroccan
institutional structures.

Despite the robust findings, the current paper has a few limitations. Primarily, there is
scant data—and even no data—for the analysis of OI adoption in Africa. This presents a
major hindrance to scholars seeking to obtain data and consequently analyze cases in Africa,
which is fundamental to the limited number of enquiries of firm-level analysis of African
firms in the confines of the Ol literature. Furthermore, the WBES data were collected via a
survey seeking opinions on firms’ management about the extent to which the institutional
fabric of Moroccan society provides obstacles to their everyday operations, including
innovation activities. Thus, data are collected based on the perception of management,
which makes the findings of this research not entirely objective. More objective data that
include experts” opinions and inputs on the government structure should be combined in a
future analysis to provide a true overview and a more objective account of the influence of
institutions on firms” inbound OI activities and performance as well as capacity utilization
in Morocco. Thus, we accordingly propose searching for more suitable data that will
incorporate more cases of the influence of institutional quality of African countries on firms’
innovation performance. Such data will allow for a comprehensive comparative analysis
that will provide the gateway for further Ol research in Africa.
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