
 
1 

 

17 
Innovation among Small and Medium Enterprises in Nigeria 

 
 

By 
 
 

ALIYU MOHAMMED  
Department of Business Education, 

College of Education, 
Akwanga,  

Nasarawa State, Nigeria. 
 
 

and 
 
 
 

JULIUS ABIMIKU 
Department of Business Education, 

College of Education, 
Akwanga,  

Nasarawa State, Nigeria. 
 

 
 

 
 

Abstract 
Innovation is paramount to the survival and growth of any business. This 
paper aims at analysing the conceptual framework of innovation among small 
and medium enterprises. The paper defines innovation as generation 
development and adaptation of novel ideas. It discusses meaning of small and 
medium enterprises, theories of innovation, types, roles and problems faced 
by innovators. Finally, the paper recommends among others, that students of 
entrepreneurship education should be exposed to different innovation 
strategies of small and medium enterprises (SMEs).  
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Innovation is paramount to the survival and growth of any business (Martin 
and Namusonge, 2014). It has changed the way companies conduct their businesses 
and the ways of satisfying the needs of customers. Small and Medium Enterprises 
(SMEs) constitute for a massive 99.7% of the enterprises worldwide (Agarwal and 
Ashwani, 2008). Since Small and Medium Enterprises (SMEs) contribute substantially 
to the economic and industrial development in most countries, it becomes crucial to 
study innovation in SMEs. Innovation occurs in several functional areas of an 
organisation. Some key areas are produce, process, service, technological innovation 
(Sundbo, 2003). The Organization for Economic Cooperation and Development 
(OECD) (2009) describes innovation as restoration and widening of products and 
market portfolio, as a new designing, manufacturing and distributing methods, 
implementation of changes in work organisation and labour force skills. This definition 
recognizes product, technological and organisational innovation. Innovation is 
meaningful dynamic, developing process, which result is positive change oriented on 
improving of transformation process in enterprises and better satisfying of customer’s 
needs. (Wade, 2009). 

Small and Medium Enterprises (SMEs) usually have good internal 
communication and many have a dynamic and entrepreneurial management style 
(Jones and Rowley, 2011). Besides, Hisrich and Drnovsek (2002) revealed that 
innovation studies in SMEs covered wide range of issues such as barriers to 
innovation, regional variation in the level of innovation activities, types and typologies 
of innovation. Thicker (2008) argued that innovation is the best way for stimulating 
growth in a firm realise high turnover of products and services introduced within a 
period of time. He further buttressed that in order for firms to grow, they have to adopt 
an innovative approach that will enable them to gain competitive edge in the prevailing 
business environment.  
 
The Concept Innovation  
 Innovation is a complex concept because of its multi-dimensionality. The 
degree of newness (radical or incremental) could involve changes in very different 
aspects of business that can range from externally visible modifications having 
adjustment that affects working standard in the company. (Wade, 2009). 
 Importantly, innovation is generic. It covers a range issues necessary to 
provide value to customers and a good return to the organization. According to 
Chesbrough (2003) and Gassmann (2006) innovation is purposive inflows and 
outflows of knowledge to accelerate internal innovation and to expand markets for 
external use of innovations.  

Essentially, European Commission Green Paper (1995) defines innovation as 
successful production, assimilation and exploitation of novelty in economic and social 
spheres.  
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Cubical (2009) describes innovation as any idea, practice or material artifact, 
perceived to be new by the relevant unit of adoption, while Daman pour proposed in 
1991, the definition “the generation, development and adoption of novel ideas on the 
parts of a firm”. In general, regardless of the definitions adopted, innovation can be 
new products, new method of production, new source of supply, the exploitation of 
new market, new ways of organizing business.  
 

Banbawa, Colacino and Dormio (2011 opine that: 
Innovation is the generalization, acceptance and implementation of new 
ideas, processes, products or services. In the words of innovation is a means 
by which the entrepreneur create wealth producing recourses or endorses 
existing resources with enhance potentials for creating wealth. In order 
words, innovation is a catalyst to change. It is the combination of marketable 
and creative and creative ideas of produce desirable result in an organization 
and the society at large.  

 
The Concept of Small and Medium Enterprises (SMEs) 

Small and Medium Enterprises (SMEs) have been generally accepted as 
vehicle of economic growth and development.  Vibrant SMEs are considered crucial in 
solving multivariate problems in developing nations. The problems facing developing 
nations are poverty, unemployment and inequality. SMEs help in the provision of 
goods and services, job opportunities, wealth creation, poverty alleviation and 
utilization of local resources (Odubanjo, 2000). He further buttressed that SMEs are 
catalyst for technological development, domestic capital formation, source of job 
opportunities, training avenue for local entrepreneurs. Besides, innovation is one of the 
key means by which SMEs can overcome harsh business condition (Subrhmanet’al, 
2010).  

Every country has its parameter of measuring SMEs which lead to different 
definitions. Canada (2014) defines a small business as one with fewer than 100 
empolyees (if the business is produce based) or fewer than 50 employees. While 
medium sized business is one with fewer than 500 employees.  

Moreso, European (2014) definition of SMEs follows the category of small 
and medium sized enterprises (SMEs) which is made up of enterprises that employ not 
fewer than 250 persons and which have an annual turnover of not exceeding 50 million 
euro, and annual balance sheet total of not exceeding 43 million euro 
(http//www//ministry of economic development UK). Also in UK, definition of small 
and medium enterprises refers to those enterprises having at least two of the following 
turnover of not more than 22.8 million, a balance sheet total of not more than 11.4 
million and the average number of employee must be 250 or fewer. Considering the 
above definition, Debbie (2004) refers to SMEs in Nigeria as an umbrella term for 
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firms with less than 250 employees. Besides, Central Bank of Nigeria in its Monetary 
Policy Circular No. 2 (1980) defines SMEs as enterprise whose annual turnover ranges 
between N25, 000 - N50, 000. The Federal Ministry of Industry, prior to her structural 
Adjustment Program and International Foreign Exchange Market defines SMEs as 
enterprises whose investment is not more than N150,000 in plant and machinery.  
Furthermore, CBN defines SMEs in Nigeria based on assets and number of staff 
employed. The criteria are; an asset base between      N5 million – N500 million and 
staff employed between in 11 – 300. 
 
Theories of Innovation in Small and Medium Enterprise 

The theories of innovation in small and medium scale enterprise have stemmed 
mainly from the work of economist, Joseph A Schumpeter. He viewed innovation as 
distinctly different from invention which he held occurred in isolation of innovation 
and which could be coupled with invention. He further visioned innovation as being 
characterized by: construction of new plants and equipment, introduction or new firs 
and the rise of leadership of men.  
 
Prospect Innovation Theory: states that profitable companies are likely to be risk 
averse and therefore are psychologically likely to reject potentially innovation ideas, 
particularly new products, service and ideas that offer an opportunity to increase 
income. However, potentially innovative ideas which are ideas that reduce loss are 
more likely to be implemented. Likewise, loss-making companies such as new start-
ups or companies facing economic difficulties are more likely to embrace new product 
and service ideas, as they offer the opportunity to reduce loss. However, start-ups with 
a young, not-yet-defined corporate culture would seem more likely to innovate 
effectively than established companies that are suddenly losing money and need to 
innovate themselves out of trouble.  
 
Dynamic Capability Innovation Theory: states that the firms are an essential basis 
for innovation. This is how competitive advantage within to. Firms are achieved and 
how that advantage might be sustained over time. Within this perspective, firms are 
conceptualized as bundle of resources, which are heterogeneously distributed across 
the firm and where resource differences persist over time. Indeed, when forms have 
resources that are valuable rare, difficult to imitate and non-substitutable, they can 
implement value-strategies that resist duplication by other firms and hence create a 
competitive advantage of product innovation.  
 
Types of Innovation 

According to several authors, there are different types of innovations: these 
include: 
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Product Innovation: This type of innovation is often made by technology driven 
companies and it helps the companies in the competitive positioning while retaining 
market presence, not only in radically changed products, but also in differentiating the 
offerings (Senge and Caredt 2008). 
 
Process Innovation: This types of innovation embraces re-engineering the business 
process and therefore, implies the implementation of the internal operations and 
capacities. The importance of process innovation is quite well understood especially in 
companies under threat since it may help to improve the company’s  productivity 
(Forman and Anala 2011).  
 
Market Innovation: This is innovation is concerned with the mix of marketing of the 
company and how chosen markets are best served while accurately interpreting buying 
preference. This directly influences the sales as well as the company’s results.  
All these types of innovation can be classified by type, degree, impact, competence and 
ownership (Chesbough and Crowthrew 2006).  
 
Strategies of Innovation  
 An innovation activity requires certain levels of pro-innovative culture in a 
firm where employees are involved in the business of policy formulation and are 
challenged to submit new innovative ideas. The most famous is the system 
“innovativeness action” which was developed by consultation and training centre in 
creativity and innovation. They are as follows. 
 
 The Structure and Program of Voluntary Participation with an aim to 
Develop Support and Assess Initiative and Creativity: it is evident that developing 
the innovative environment is SMEs calls for a distinctive quality of leadership, 
coupled with management knowledge and abilities. Innovative organizations do not 
happen by change. They are the end products of good leadership and management. The 
essence lies in getting the balance right, between freedom and order, between the 
anatomy of the parts and the integrity of the whole. A leadership team that is eager for 
innovation is much more likely to enjoy a successful and profitable suggestion scheme. 
The suggestion scheme should be as simple as possible. The more complicated and 
bureaucratic it becomes, the less effective it will be.  
 
 Develop Organizational Culture and Positive Environment for Creativity 
Development in the Organization: the attitudes, personal qualities and skills of 
leadership in an innovation. Be them supervisors of the first-line managers, middle 
managers, or executive directors, the leaders of an enterprise can go to a great deal to 
encourage creativity. The top leadership team (the chief executive directors) need to 
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show visibly that they are committed to the state of innovation. Their weight and 
influence are necessary to overcome the barriers and resistance to useful change which 
innovators often encountered. The top management team should seek ways of making 
their commitment to positive and useful change visible to all concerned.  

 
 Develop Diagnostic tools would Enable the Assessment of Performance in 
Creativity and Innovation: It requires order without sacrificing freedom and 
creativity. In developing the diagnostic tools to assess the performance in creativity, it 
should be noted that: 
 Creative people tend to be more open and flexible than their less creative 
neighbours. They bring a freshness of mind to problems. They are comparatively more 
self-motivated and often addicted to their work. 
 
Importance of Innovation in SMEs 

Small businesses are really the engine that drives much of the economy. The 
adage “small businesses” are the backbone of our economy” stands true in modern-
economies. The small sized business creates more products and services and also helps 
to circulate money in the economy quickly. They work at micro-economic stage 
through the multiplier effects. They cater not only for the household directly, but also 
aid multinationals with their products and services.  
- It creates business success: Small business should make innovation as 
fundamental part of their organizational development since innovation creates business 
success. Entrepreneurs must not just set one solution to a need; they should come up 
with ideas for multiple solutions.   
- It stimulates employees to come up with something useful. It is imperative for 
small and medium scale enterprises to encourage growth of innovation among their 
employees, by coming up with seminar and trainings to keep their employees 
stimulated created something useful for others that can in turn, result in financial gain 
for the company. 
- It also promotes competition: competition is another factor that elevates the 
importance of innovation in small and medium scale enterprises. It motivates 
entrepreneurs to come up with better-improved products and, services than their 
competitors for a higher share of market. 
- Innovation is vital for the durability of business. Innovation usually begins 
with a need. Small and medium scale enterprises are generally and directly involved in 
their communities needs and strive to come up with solutions to fulfill those needs. 
They seize the opportunity to innovate to ease communal problems and make lives 
more comfortable. These solutions keep a better, easier and more useful as 
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entrepreneurs and their small businesses come up with improved formulas and 
solutions. 
- Keeping abreast with current trends demands another important factor to 
entrepreneurs to fuel their creativity and innovations. Manufacturers are constantly 
innovating to produce more without sacrificing quality. 
- Innovation also helps in fueling the economy: innovation in small and medium 
scale enterprises is without doubt, a significant factor in fueling the economy. By 
embracing innovation to keep with the pace of change in the dynamic world of 
business, entrepreneurs are surging steadily forward with a wealth of creative and 
innovative ideas that can transform into competitive products and services, allowing 
entrepreneurs and their small businesses to gather financial gain that will in turn help 
boost the country’s economy. 
 
Financing Innovation in Small and Medium Enterprise  

According to Aruwa (2006), the failure of past approaches to the financing of 
business ventures has made it imperative that new approaches be adopted. The new 
approaches according to Aruwa (2006) recognized the inherent weakness of small and 
medium scale enterprises and the need to design finance schemes and products that are 
unique to small and medium enterprises.Some of these approaches include: 
 
Venture Capital 

This is a capital provided by non-bank financial institutions or wealthy 
individual investors or cooperation in form of equity and easy-equity to an enterprise 
that is at its start-up stage or in its early stage of development. Venture capital finance 
supplement or takes the place of credit facilities that the conventional banks are 
unwilling to give. The provider of the fund may initially part with the funds as a loan, 
but specifically with the idea of converting the debt capital into equity at a future 
period in the enterprise. The return from such investment should be high to compensate 
for the high risk. 
 
Equipment Leasing  

The high cost of equipment makes it difficult and sometimes impossible for 
outright purchase of equipment. Under the present economic reality, leasing is a 
significant tool for financing enterprise with the immense benefit for the lease and the 
leaser. Leasing becomes a good alternative with the difficult involve to scale through 
collateral or security for loan facilities from banks as the lease equipment is a collateral 
in the leased contract and it provides a flexible payment plan from the onset of the 
contract reducing cash flow pressure on working capital. 
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Small and Medium Scale Industries Equity Investment Scheme     
The small and medium scale industries equity investment scheme (SMEIES) is 

an initiative of the banker’s committee. The commercial and merchant banks have 
agreed to set aside 10% annually of their profits before tax as their contribution to the 
development of SMES as equity investment in such industries. It is intended that this 
type of funding arrangement would relieve industries of the burden of loan servicing as 
well as benefit the management of banks, encourage meaningful employment 
generation and the development of indigenous technology among others.  
 
Clusters 

Clusters can be defined as sectional and geographical concentration of 
enterprises which are faced with common opportunities and threats with a view of 
exploiting external economics from collective efforts and promoting efficiency and 
competitiveness through the acquisition of technological skills and innovation cost 
advantage from commonly shared infrastructural facilities such as electricity, water, 
communication and schools, would improve scale of operation and profitability of the 
industrial enterprise. 
 
Sub-Contracting Linkage with Large Enterprise   

Sub-contracting linkages afford SMEs opportunities of their products being 
absorbed by large enterprises intermediate products, thereby serving as a ready market. 
Such larger enterprises take interest in the performance of the SMEs by offering them 
trade credits, technological assistance, research and development support at minimal 
cost. Trade credits are about the cheapest source of finance especially once the SMEs 
have established a sound creditworthy reputation. The trade creditor could be willing to 
permit the free use of money for a period of 30-180 days or even more depending on 
the terms of agreement.    
 
Problems Faced by Innovators in SMEs in Nigeria  

While the importance of small and medium scale enterprise to a nation’s 
development has been well recognized, these enterprises are equally beset of be deviled 
by a number of structural problems which have affected in their ability to play the 
pivotal role expected of them. Some of these problems as conceived by Jahangir and 
Mohammed (2014), are summarized below:  
- Low Productivity among Small and Medium Enterprises: As a result of poor 
financial base and smallness of the market share, the productivity of these enterprises is 
generally very low and therefore, hardly allowed to compete effectively with both 
factors and products market. 
- Small-size of Business: There is also a problem of its small size, which often 
neither encourages nor attracts attention of outside interest. 
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- High risk-rating: As a direct consequence of some of the above mentioned 
problems, nearly all small and medium scale enterprises are usually classified as high 
risk-ventures by most lending institutions. They are usually accorded very low priority 
in credit institutions. 
- Under-capitalized: Here, the major source of financing small and medium 
enterprises, the world over is the owner’s capital. In many developing countries, the 
problems are accentuated by the unwillingness of sole proprietors to allow the 
participation of outsiders in what is usually considered personal. 
- Dearth of tangible assets: Another factor that hinders the flow of financial 
assistance to SMEs is the fact that individual small scale businesses and their owners 
usually lack adequate and tangible assets which could serve as collateral to secure 
loans from private credit institutions. 
 
Conclusion  

The problems facing developing nations are poverty, unemployment and 
inequality. SMEs help in the provision of goods and services, job opportunities, wealth 
creation, poverty alleviation and utilization of local resources. Furthermore SMEs are 
catalysts for technological development, domestic capital formation, source of job 
opportunities, training avenue for local entrepreneurs. Besides, innovation is one of the 
key means by which new products will be created. It is so impactful to the extent that 
success in every small and medium enterprise depends on it. Therefore, this paper 
addressed major issues on innovation among small and medium enterprises such as 
meaning of innovation and small and medium enterprises, theories of innovation, types 
of innovation, importance of innovation and problems faced by innovation in the 21st 
century and beyond.   
 
Recommendations  

The following recommendations were made based on the above reviewed 
literatures: 
- Entrepreneurs, prospective entrepreneurs and students of entrepreneurship 

education should be exposed to different innovative strategies. 
- Entrepreneursshould be willing to encourage innovation among their 

employees through reinforcement. 
- Government should support small and medium enterprises innovation through 

grants and aids. 
- Entrepreneurs should be enlightened on the significance of innovation which is 

worthwhile or necessary for the survival of their ventures. 
- Entrepreneurs should be willing to learn from successful innovative 

entrepreneurs. 
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