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ABSTRACT

SMEs contribute to economic growth, employment and thereby reduce poverty. Hence, they
areconsideredasanengineofgrowth,especially in thedevelopingcountries likeNamibia.The
otherreasonistheyaidpromotionofentrepreneurship,innovativeactivitiesenhancecompetition,
productivity and economic growth. Adopting a qualitative approach, this study investigated the
influenceofinnovationonSMEperformanceandhowenhancinginnovationadoptionwillboost
SMEs performance in the Khomas Region, Namibia. Primary data was collected through open
andclosed-endedquestionnaire,distributed to20SMEownersbymeansofpurposivesampling
methodandcontentanalysisdone.Findingsreflectthatinnovationisanimportantelementofevery
organizationasithadmajorinfluenceonperformance.Besides,innovativeenterprisesshowedbetter
growth.TherecommendationsincludethattheGovernmentofNamibiaconsiderstrongfinancial
andmentor-shipsupportthroughstrategicmeasures,likebusinessincubatorssoastoaugmentand
sustainSMEspositiveperformance.
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INTRoDUCTIoN

Inthismodernworld,thereisrapidchangewhichisaffectingalmostallbusinessesandmanagers.
Firmsaredemandingtobemoreefficientandproductivebystrategicallydifferentiatingthemselves
inordertosurviveinthemarketandachievesetgoals.Morespecifically,manySmallandMedium
Enterprises (SMEs) are embracing innovationdevelopment inorder to improve their position.
Innovationisoneofthevitaltoolsofgrowthtacticsthatenablebusinessestoenternewmarkets,
increaseexistingmarketshare,aswellasachievecompetitiveadvantage.Duetostrongcompetition
inglobalmarkets,manyenterprisesaredemandingtounderstandtheimportanceofinnovation
inordertoimprovethequalityoftheirofferings,enhancetheirperformanceandsurviveinthe
market(Rosli&Sidek,2013).Nowadays,enterprisesareintroducinginnovationstoapplymore
productive processes, to perform well in the market, and to safeguard a positive reputation in
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customer’sperception.Allofthesefactorscontributetoovercomedifficultieswhilestrivingto
achieveacompetitivepositioninthemarket(Gunday,Ulusoy,Kilic&Alpkan,2011).Thisisfor
thereasonthat,nowadays,innovationisoneofthepowerfultoolsthatinfluencetheperformance
ofanyenterprise,anditisnotconsideredaluxury,ratheranecessityforsurvival(Rosli&Sidek,
2013).Thus,encouraginginnovationinsmallandmediumsizedenterprises(SMEs)remainsa
keyinitiativeinordertoencouragefirmgrowth(Hanetal.,1998).

SMEsplayamajor role inanycountry,whichcontribute toeconomicgrowth,employment
andreductionofpovertyespeciallyintransitioncountries(Ayyagarietal.,2007).Thesearesome
reasonswhySMEsareconsideredasanengineofgrowth,especiallyinthedevelopingcountries.One
ofthereasonsincludesthepromotionofentrepreneurshipandinnovationactivitieswhichenhance
competitionandproductivitygrowth.SMEsaremoreproductiveastheyaremoreflexibleandcan
adapttothechangesinthemarket.Furthermore,theycontributemostlytoemploymentgrowth,even
thoughboth,therateofestablishmentandbankruptcyofSMEsarehigh(Tambunan,2007).Therole
ofSMEsintheeconomicandsocialdevelopmentofcountriesiswellestablishedwhenapplyingthe
conceptofinnovationontheseSMEfirms.However,SMEsintheKhomasRegionlackinnovation
activities with 60% of SME owners not considering innovation as an important element (April,
2005).Moreover,thereremainsambiguityastowhatexactlyconstitutestheentrepreneurialsector
inNamibia(Baporikar,Nambira&Gomxos,2016).Thisnotwithstandingthattherearefewernew
productsinthemarket,lessadoptionofinnovationstrategiesandhardlyanyinnovationactivities
thatstagnatesalesandrestrictgrowth.

SMEs are considered as the engine of economic growth that drive and promote equitable
developmentofnationswhichisachievedbyadoptinginnovationprinciples(Mahmutaj&Roceska,
2017).TheroleofSMEsintheeconomicandsocialdevelopmentofcountriesiswellestablished
when applying the concept of innovation on these SME firms, performance will improve and
increase.Innovationactivitiesareaboutintroducingnewwaysforproducts,services,marketingand
administration,whicharedifficulttoimitate,inordertogaincompetitiveadvantageinthisdynamic
environment (Konsti-Laakso,Pihkala&Kraus,2012).Porter (1990,p. 45)define innovationas
anattempt“tocreatecompetitiveadvantagebyperceivingordiscoveringnewandbetterwaysof
competinginanindustry,andbringingthemtomarket”.However,SMEsintheKhomasRegion
face many challenges that restrict their performance. Lack of innovation activities is one of the
majorproblemsfacingSMEswithintheKhomasregion.Approximately60%ofSMEsinKhomas
regionlackinnovationideas;theydonotconsiderinnovationasanimportantelementwhichslows
theirgrowth.Mostofthemaremoreintohouseholdproductswithnorealvalueadditionactivities
ascomparedtoSMEsintomanufacturing(April,2005).Therefore,therearefewernewproductsin
themarket,lessadoptionofinnovationstrategies,hardlyanyinnovationactivities,whichstagnates
salesvolumeandrestrictsgrowthofSMEsintheKhomasregion(April,2005).About40%ofthe
successfulSMEownersbelieve that innovation is themost importantelementand theirprimary
motivationtostartenterpriseswastohaveautonomythatcouldresultingreaterinnovation(April,
2005). Globalisation of the markets and increasing international competitiveness force SMEs to
search fornew, innovative, flexibleand imaginativeways to improve theirperformance inorder
tosurvive.SMEscontributesignificantlytotheGDP,howeverSMEsinNamibiaonlycontribute
12%totheGDP(Hilary,2016)ascomparedtoSouthAfricanSMEswithhighinnovationratethat
contributeapproximately57%toGDP(Abor&Quartey,2010).Thoughthereisgrowingawareness
oftheimportanceofinnovationactivitiesthatmakeSMEsflourish(Mahmutaj&Roceska,2017),the
issueofhowadoptionofinnovationcouldimproveoperationaleffectiveness,strengthenthefinancial
position,andimprovegrowthandcontributiontoGDPofSMEsinNamibianeedstobestudied.
Hence,adoptingaqualitativeapproach,thisstudyinvestigatedtheinfluenceofinnovationonSMEs’
performanceandhowenhancinginnovationadoptionwillboostSMEsperformanceintheKhomas
Region,Namibia.ThestudyfindingsmighthelptheSMEownerstorecogniseareasforfocusand
contributetotheimportanceofSMEsgrowthinordertoimprovetheirorganisationalperformance,
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