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Abstract: Small and Medium Enterprises( SME’s) play significaoles in economic growth in
most developed and developing countries such ag&lggnerating employment and contributing
to poverty alleviation. With the current fast paafeglobalization of most entrepreneurship, the
implementation of innovation strategies in Smalld aMedium Enterprises will help most
entrepreneurs in dealing with current businesslehgés, such as competitiveness within the
global market economy, development of new prodactsd services and access to internal and
external ideas.

However, Small and medium Enterprises in Ghana &l of challenges hampering its growth
in the country. The study of this paper, therefassessed the significant challenges for promoting
innovation strategies in SME's in Ghana. The redeainvolved primary and secondary
guantitative data gathered through self- admirgstesurvey of eighty-nine SME’s in Tema
Metropolitan of Ghana. The major findings of thedst revealed the significant barriers which
have been categorized in four aspects: human asmgeeteral, policy and competition constraints.
The study suggests that, the government of thetogpamd financial institutions should aim at
improving SME conditions to the local and globabeamy, help them in increasing productivity
and transform through innovation. Also, they shoeitourage financial institutions within the
local government and ministry of trade to finangiaupport SME’s sectors in the country. With
these, the implementation of innovation strategieeng SME'’s sector growth will be achieved.
Keywords: Innovation Strategies, SME'’s, Ghana, financialiinsons, economic growth.

INTRODUCTION

The introduction of information technology has ledstrong competition within the local and interpatl
market, making innovation the vital factor of filevel of competiveness and sustainability. In réd¢enes
the significance of innovation has been strengttielmg knowledge transfer, globalization, the flow of
information and rapid development in new technadegiDespite the rapid development in new technetotp
facilitate and promote economic growth, most SMEisGhana find it very challenging implementing thes
strategies, regardless of its availability of apafion, due to human aspect, competition, genemdl @olicy
constraints. According to (Rahman H, and Rama2013)) the productive entities that have been raffstted by
problems specific to transfer of technology areSIME’s.

Small and Medium enterprises play a vital rolehia tontribution of the development in the privatetsr
to the sustainable growth of an economy which caro underestimated. In both developed and devaiopi
economies small and medium enterprises are coesicdes an engine for economic growth. According\iarld
Bank (2010) both the developed and developing c@mmare strongly engaged in and continue to seagnpatic
ways of improving SMEs activities. SME’s do not pobntribute to the growth of national GDP but atsmtribute
to the reduction of unemployment (Mullineux, 19%&or & Quartey, 2010). In developed economies saglhe
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United States and Canada, SME’s comprises of armajmber of registered companies. In a developgupemy
as Ghana despite there is limited data on the ¢ra@amtd development trends of SME’s, data availalbenfthe
registrar general department shows almost 92% mopemies registered are small and medium firms.

In addition, SME’s contribute 85% of manufacturemgployment and also provide 70% of the country’sfGDhis
clearly verifies that SME’s contribute significantio the economic growth, development, employmet iacome
(OECD, 1997; Villars, 2004).

Research in India shows that, there are about 3®mBEME operators and have served as the primary
source of innovative activities in the country iothh manufacturing and services sectors, creati@grillion jobs
yearly.In addition to SME’s being a source for jobeation and employment, it also leads to investmen
opportunities, capacity building to individuals afidns, provision of niche professional servicead gotential
source of revenue for government (Sowa et al, 188hsah, S.and Rolland, 2004). SME’s promote coitiqet
and entrepreneurship, which means that there shoalld support from the government to enhance amiati
economic growth and development. The employmeptaatong SME’s are considered very high comparéatrge
firms due to its labor intense and efficient useesurce, with little amount of financial support.

The capability to motivate the development of sustale SME's is a key significance to achieve ragidwth and
economic development within the country.

In spite of the numerous advantages that smallnaedium enterprises contribute to the developmerat of

nation, it is still faced with several challengesmrpering its growth in the country for the pastatkxwhich has
negatively affected the growth of most SME’s. Thely of this paper, therefore, assessed the sigmifichallenges
for promoting innovation strategies in SME’s in Temetropolitan of Ghana. The research involved primand
secondary quantitative data gathered through selfrinistered survey of eighty-nine SME’s within tlema
Metropolitan of Ghana. The major findings of theidst revealed the significant barriers which havesrbe
categorized in four aspects: human aspects, gepelaly and competition constraints.
The study suggests that the government of the ppamtd financial institutions should aim at impnoygi SME
conditions to the local and global economy, hekrihin increasing productivity and transform throuigihovation.
Also, they should encourage financial institutiavi¢hin the local government and ministry of tradefinancially
support SME’s sectors in the country, and put ecelright measures to deal with the current sitnatif power,
water and utilities outage in the country. Withgdbethe implementation of innovation strategies rgn8ME’s
sector growth will be achieved.

The paper is organized into the following sectiddsction 2 focuses on the definition of SME’s ina@a,
section 3 focuses on the innovation performanc&lvana, section 4 focuses on the challenges orebardf
innovations in SME’s, section 5 also focuses onrdszarch methodology, section 6 also talks albindings and
discussion and section 7, is based on conclusitimea$tudy.

Definition of SME's in Ghana

Over the years there has not been any universalititefi for SME’s, because various scholars define
from different points of view, (Taylor and Adair934).
UNIDO defines SME’s based on the number of emplsyae&n enterprise within developing countries.
From the Ghana statistical service, small and nmediaterprises in rural and urban areas with busieatties less
than 10 employees are considered small scale, Mi#tB0 being medium scale, whiles 20 and above deghaas
large enterprises.

The National Board for Small Scale Industries atifines SME’s as enterprises with less than 10
employees with a fixed asset including plants aaghimery not exceeding 10 million Ghana Cedis.
Most financial institutions define SME’s in differeviews. Ghana Commercial Bank defines SME’s based
annual turnover not more than GHS 100,000 with &iesh Chartered Bank not exceeding USD 25,000.
The Regional Project on Enterprise Development @hlmanufacturing, in its survey paper classifiethéirinto four
main categorizes, that is; less than 5 employeasidered micro, 5-29 small enterprises, with 3Ce@tbloyees as
medium enterprise, and 100 and more employeesges éaterprise .
This study therefore defined SME’s based on définilmade by UNIDO and National Board for Small &cal
Industries (NBSSI).
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Innovation Performance in Ghana

Innovation strategy can be seen as investing in R&divities by an organization to promote the
advancement in technology or services such as/|aawent of high technology, introduction of new guots and
services, and promoting entrepreneurship in theistrchl sector (Mytelka, 2000). In business, inrtmrais an
organization's process for bringing in new ideasrkflows, methodologies, products or improving cfiséng
services. There are quite a few meanings in liteeathat support innovation within organizationsag¢@no &
Amaral, 2011).

Over the years, there are some firms that stibtexith low level of innovation, aiming at just psovide
quality products and directly improve them to aelethat can help maintain their competitivenessinithe market.
In recent times, due to factors such as outsouraiyglobalization, new trends have been develtpettive the
process of innovation. Organizations require intiweaprocesses and qualified management that chnthem
achieve their innovative goals.

Innovation helps firms to differentiate their prati and services from its competitors and leads to
significant enhancement of operating businessodiuction of new products and services can help ovgrthe
standard of living of people. In Ghana there hagerbseveral measures taken in place to promotadiugtation of
technology in SME sectors. The technology Indukt8arvice was set up in 1987 to monitor the transfie
technology and the Technology Transfer Unit. Tatlfer strengthen the private sector and small andiume
enterprises a number of measures were put in fpthe government to achieve the improvement o aictor.
These include the Private sector Advisory Group, dbolishment of the Manufacturing Industries A87 I(Act
356), and this lead to the repeal of the price rabriaw. Also the establishment of Private sectevelopment
ministry in 2001 was to serve as a supervising bmdgromote private sector development. In addjtio help
promote foreign investment and joint ventures theestment code of 1985 under the PNDC law 116 was
introduced.

The President Special Initiative (PSI) was launchgdhe government, to create jobs and also sesve a
poverty alleviation scheme through agribusinesseaubrt.
Since the inception of this program, a large nundfegntrepreneurs in the agribusiness have beentaldchieve
from the capacity building programs and also theiess network available for the export of commiesithrough
the PSI offices and agencies.
Another major reform introduced by the governmemtpromote rural enterprises was The Rural Entexpris
Development Program, which provides assistancdhferdevelopment of SME’s in district level. As paftthe
program, business development projects for devetmprare to be identified by each district in theispective
locality.

Despite all these measures being put in placdgthed of innovative performance among SME'’s in Glan
is difficult to measure which makes it more diffiguin measuring SME’s competitive level, factoteesgthening
and barriers of innovation performance in Ghan&oAntry’s industrial capabilities and economic giiowdepends
mainly on its innovative performance. Thereforestthirows a significant challenge to SME’s in Ghém@&nhance
their level of innovation to be able to catch ughwintroduction of modern technologies and the glaxonomy
growth.

Barriers of Innovation performance among SME’s

Innovation has achieved significant importancehia world of business over the past decades; deslpite
these unique significances, there are some banidiactors that prevent the adaptation of inn@ra{Rahman, H.
and Ramos, I. (2013)). Rectifying these problemd fanding better solutions to them will lead to aoing of
innovative culture within organizations leading liosiness success. Several researches reveal teghriagiow-
how, intellectual property rights, and credits ioahcial support as some of the major barrierswbvation (Tetteh,
E.K. and Essegbey, O.G., 2014). Galio (et al, 2@34pssed constraints of innovation as, knowledggebs, and
cost and market barriers. Time constraints, inadeEgR&D, design and experiment in firms, researemagement
and protection, problem of global distribution akdowledge on new products and services are alsoelmar
(Larsen, Lewis, et al. 2007). (McAdams, McConvekymstrong, 2004) also categorized barriers of iratmn as
lack of innovation plans, organizational structarel employing the ideas of employees. In additiamenbarriers
include market regulation policies by governmensingng easy access to technology providers, palitic
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environment, labor and consumer protection polididadjimaolis, et al 1999). Selecting appropriateman
resources, bureaucracy and trouble finding rightpeoation partners (Tiwari, Buse, et al. 2007) as® major
innovation constraints.

Saatcioglu, Y.O, and Neczan, O. (2010) assesseateizaof innovation in two categories mainly intakn
and external. Looking at the internal barrier theg normally related to financial resources, rasist to change by
employees (Galio, Legros, 2004), organizationauraland leadership, qualified and management @gpelack of
education and training among entrepreneurs fondation strategy achievement (Larsen, Lewis, 2007).

External innovation constraints are mainly lackcotomer responsiveness to hew products and praoEssss to
technology providers, macro-economic conditiong] katk of credit source, government and market letuns

policies. For SME’s to be competitive and achievecgss in both domestic and international marketistnal and
external factors must be considered as a separtity ia the innovation process.

M ETHODOLOGY

This research involved primary and secondary qtetivte data gathered through self- administeredesur
of 89 SME’s in Tema Metropolitan. The study usefbimal interview method through focused group dssion
and semi-structured interviews. A questionnaires wasigned for a number of entrepreneurs, smalness
owners, managers and CEO'’s. A simple random sagpiohnique was used in selecting 89 SME’s heads an
owners within the various categories of SME’s inmEe for the survey and interviews. (See Figure 1)
Since there is scanty data on innovation performandGhana, the most available and recent secoruiggythis
study used was from the second phase of Africaansei, Technology and Innovation Indicators (ASTHIR012.
The aim of ASTII is to strengthen Africa’s compeatento develop the application of Science, Technplagd
Innovation (STI) Indicators to contribute towartie improvement of quality of science, technologgt amovation
policies at national, regional and continental Isve

RESULTS AND DISCUSSIONS

The study reveals that, service sectors, suchtasepairs and garages, photocopying and typingate
services, artisans and X-Ray clinics contribute#36\Imost 34% are in trading which consists ofiding and
construction materials, household commoditiesiastaties, and food and drink vendors. Whiles martufing
sectors contributed 30%, with activities such apeatry, pharmaceuticals, food and drink processtegtrical
appliances and printing press, among SME’s witlema Metropolitan based upon the classificatiorSME'’s.

Categorises of SME's
e
0% —
30% —
20%
10% //
0% =—

Service Sector _
Trading

Manufacturing
Sector

M Percentage

Figure 1: Categories of SME’s used in survey and questioanai
Source: Field Survey, 2013
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From the study, five major barriers to innovationceag Small and Medium Enterprises were discovered.

Financial Constraints

Lack of Financial access is seen as a major constiathe development of innovation among SME’s
worldwide (Radas, S., & Bozic, L. 2009). In Ghawaer the years firm owners personally finance ttoeim
business and sometimes with financial help fromnidis and family relatives. Generally these findrreisources are
not adequate to sustain the lifespan of their lagsin Normally, problems with accessing credit coasa result of
relatively high risk profile that SMEs possess inaBa, which make most financial institutions hesita providing
financial support. Figure 2, further explains tbed| of accessing finance among SME'’s.

Accessing of Credit by SME's
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Figure 2: Accessing of Credit by SME’s.
Source: Field Survey, 2013

Figure 2, further explains that, 60.6% of SME’sTiema rely on personal savings as their major soofrce
finance, with 21.8% coming from financial institutis, 10.5% depending on family relatives and frignahiles
6.2% also depend on government financial schemesddition documentation requirement from credifimancial
institution is seen as a hindrance for credit facdssessment (Davenport, 1967). The high péagenof interest
rates and collateral charged by most credit faediin Ghana turns out to discourage most SME'sesiil the
revenue made is used to repay their loans witk fitt nothing left to develop new innovative prottuand services
(Ayeetey et al, 1994).

A study conducted from the second phase of thecafriScience, Technology and Innovation Indicator
(ASTII) by New Partnership for African DevelopmdMNEPAD) reveals that there was 39% of delay in iratimn
activities among firms, also 31% abandoned theiouation activities after the beginning of a projeand at the
concept stage 30% of firms abandoned their innomadctivities due to lack of funds. (See Figure 3)

The importance of innovation among SME'’s in ecorordevelopment of a nation can never be
underestimated, analyzing its characteristics amribution. The study suggests that, financiatiinons should
make access to credit easy as well as reductiomtefest rate to help encourage SME'’s in achieuingr
innovative performance. The government of Ghanailshtherefore create financial institutions withime local
government and ministry of trade to financially pag SME’s sectors in the country and put into plaasy
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accessibility of government financial schemes dgfigdn Tema Metropolitan. Also SME’s owners skdube
encouraged to come together to form business adBo to help them assist each other financially.

45%
39%

40%

35% —

30% 51%

30% ~
25%
20% ~
15% -
10% -~

5% -

0% -
Project Delayed Abandoned after beginning ~ Abandoned at concept
of project stage

Figure 3: Innovation Barriers.
Source:NEPAD/ STEPRI, 2012.

Lack of skilled or qualified personnel

The study also revealed lack of skilled or quatifipersonnel as a major barrier in innovation among
SME’s in Tema Metropolitan. Lack of skilled persehian be a barrier to the development of innovagimcess,
(Hoffman et al, 1998). In most developing countliee Ghana, the gap in management literacy is driglue to
little or no knowledge about management processdspeocedures by most managers and SME ownerste The
the lack of management talents in this sector aspemed with larger firms and MNC'’s (Kayanula anda@ey,
2000). This comes as a result of high cost assstiatth training and consulting services, lack toidents’ interest
in engineering and natural science (IWD 2007) aexk lof qualified candidates. A study carried out Nigw
Partnership for African Development (NEPAD) showatt77% of employees in the innovative firms haivensity
degree, with non-innovative firms employing 23% urfiversity degree holders. (See Figure 4) This shtvat
strategic management workshops should be desigirethdnagers and owners of SME's by the government t
increase in their innovative processes. In addifioancial institutions should provide addition&rgices such as
training on general business management technige@srd keeping, and effective use of credit forE3d/owners.
Rewarding engineering and natural students by tivergment and other private bodies should be pptdne, to
motivate them in their field of study to be moreative. Also to promote level of innovation in t@untry, science
and technology courses should be introduced frosicbaducational level, to secondary, tertiary anmghér
institutions in the country.

Lack of Information and Technology

Technology is a critical factor for the developmehSME'’s globally. With the rapid change in the
technological development, it has led to obstaicléke development of SME’s in recent times. SMiB’&hana
lack the capability to conduct research developrteithprove upon new and existing innovative pradud
services. Also gaining access to new technologidsi@odern techniques for productions in respectieas of
SME’s poses vital challenges to the growth of gaistor (Aryeetey et al, 1994).
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The accessibility of information on existing innéiea by individuals is more globally aware aboué th
implications of innovative ideas, and able to eltie parts to the whole (Van de Ven, 1986).To aweron the
information and technology process in the counsmall and medium enterprises should support R&D and
collaborate with universities, higher institutioasd large firms to develop new technologies, prtslaod services
for the market.

University degree holders among firms in
Ghana

B Innovative Firms

Non-Innovative
firms

Figure 4: University degree holders among firms.
Source:NEPAD, 2012.
Market regulation policies by government

Notwithstanding the role SME’s plays in the devehgmt of the economy little has been done to pass |
and policies that will protect SME’s from largenfis, both domestic and multinational companies wino out to
enjoy the great amount of resources due to speeatiment by the government.

The study therefore reveals that intellectual priypeghts (IPR), legal cost, high cost of licergirand the
strict processes and procedures involved in dougjniess also hinder the development of SME’s. Theéysshows
low level of intellectual property rights (IPR) suas registered design, copyright, secrecy, patettregistered for
trademark that shield innovations introduced bystm®ME’s. Most of our interviewees saw these factor be
expensive, time consuming and very complicateddé@al with this situation the government must setaigpecial
body under the Ministry of Trade and Industry t@tpct small and medium enterprises to have vastuatnof
resources to be able to compete fairly with largendstic and multinational companies. Also, the gaweent
should make registration of intellectual propeight (IPR) easy for SME’s in the country.

Poor Infrastructure Development

In Ghana and other developing countries the ratecohomic development is very slow which has had a
negative impact on national infrastructure and treent. Most of our interviewees bitterly compkdhof low
level national infrastructures such as poor trartsgion system, outage of electricity, fuel and evagupply. Ghana
for some years now has experienced regular fuglepand water outages which have led to the shuidufwnost
SME'’s and hindrance in innovation growth in the raiow.

CONCLUSION

A firm’s capability in contribution to economic grth of a country and to compete successfully o bot
domestic and international market largely depemdgsoinnovation performance.
The study of this paper emphasized on strengtheénimgvation performance among small and mediumrpriges
in Tema Metropolitan in Ghana. From the perspeatfvenost Ghanaians the definition of SME’s in Ghéergely
talked about the size of employees and firms regeiihe study further highlighted on SME’s developtnand
economic growth in the country. It also analyzembivation performance in Ghana and barriers affgdgtinovation
performance among SME’s.
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Based on primary and secondary quantitative dateeged through self- administered survey of 89 SME’
in Tema Metropolitan, it brought to light that, nhesnall and medium enterprises in Ghana like ahgmotountry
are faced with major innovation constraints, suohrfcial constraints , lack of skilled or qualifipdrsonnel , lack
of information and technology, and market regulatflicies by government. The study recommends fitra
SME'’s to be able to strengthen their innovativefgrenance these issues need to be well addressed.

The study suggests that, government and finantssikitions should make access to credit easy dsawe
reduction of interest rate to help encourage SMit’achieving their innovative performance. Also SEBwners
should be encouraged to come together to form bssiassociations to help them assist each ottearciily.
Furthermore, strategic management workshops shioelldiesigned for managers and owners of SME’s by the
government to increase in their innovative procgss@ancial institutions must also provide additibservices
such as training on general business managemédmtigees, record keeping, and effective use of tfediSME’s
owners. The government and other private bodiesldhmromote innovation through education.

In addition, small and medium enterprises shoujghstt R&D and collaborate with universities andesthigher
institutions to develop new technologies, prodactd services for the market.

The government must also establish a special bodigruthe Ministry of Trade and Industry to protect
small and medium enterprises to have vast amoumstaurces to be able to compete fairly with latgmestic and
multinational companies.

It should make registration of intellectual progetght (IPR) easy for small and medium enterphisthe country.
Finally, the government should address and deatiyely to issues concerning electricity, water atter utilities
outage.
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