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ABSTRACT

This research explores around innovation and creativity which are the essential
drivers of economic growth, competitiveness and sustainability in Nigeria. This
study highlights the systemic issues such as limited access to finance,
inadequate infrastructure, insufficient skilled manpower and poor management
practices ,which causes lack of innovation and creativity in smes business in
Nigeria.T his research was carried out with the distribution of 100
questionnaires using 5 research questions and 4 objectives. Finding
suggestions that will improve innovation and creativity in smes business and
how it has affect businesses positively. The research underscores the need to
create new ideas, putting the innovative ideas into the market that supports
smes business in Nigeria.
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Innovation and creativity are essential drivers of economic growth,
competitiveness, and sustainability. According to the World Economic Forum
(2019), innovation is critical for businesses to remain competitive and relevant
in today's fast-paced, globalized economy. Nigeria, with its large and growing
population, presents a significant market opportunity for Small and Medium-
sized Enterprises (SMEs). SMEs in Nigeria account for approximately 90% of
businesses, contributing significantly to employment and GDP (SMEDAN,
2020). However, Nigerian SMEs face numerous challenges, including limited
access to finance, inadequate infrastructure, and intense competition.
Innovation and creativity are vital for Nigerian SMEs to overcome these
challenges and drive growth. According to a study by the Nigerian Institute of
Social and Economic Research (NISER), innovation is a key determinant of
SME performance in Nigeria (NISER, 2019). Another study by the Lagos
Business School found that creative SMEs in Nigeria tend to have higher
growth rates and competitiveness (LBS, 2018).Despite the importance of

innovation and creativity for Nigerian SMEs, there is limited research on the
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impact of these factors on SME performance in Nigeria. Most existing studies
have focused on the challenges faced by SMEs in Nigeria, with little emphasis

on the role of innovation and creativity in driving growth and competitiveness.

Small and Medium Enterprises (SMEs) play a significant role in
driving the economic growth of many countries, including Nigeria. These
businesses not only contribute to employment creation but also to poverty
alleviation, innovation, and sustainable development. In Nigeria, SMEs are
critical to the country’s economic structure, with millions of businesses

providing goods and services across various sectors.

However, despite their importance, SMEs in Nigeria face significant challenges
that hinder their growth and sustainability. These challenges include limited
access to finance, poor infrastructure, and intense competition in both local and
global markets. To overcome these challenges and maintain their relevance,
SMEs must adopt innovative and creative strategies. Innovation can be defined
as the introduction of new ideas, products, or processes, while creativity
involves the ability to generate new, useful, and original ideas.This study aims
to investigate the impact of innovation and creativity on the performance and
growth of SMEs in Nigeria, examining how these two factors can improve

competitive advantage, profitability, and long-term sustainability.
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1.2. Statement of the Problem

Despite their significant contribution to the Nigerian economy, Small and
Medium-sized Enterprises (SMEs) in Nigeria face numerous challenges that
hinder their growth and competitiveness. One of the major challenges
confronting SMEs in Nigeria is their inability to innovate and be creative,
which limits their capacity to differentiate themselves from competitors,
improve their products and services, and expand their market share. The lack of
innovation and creativity in SMEs in Nigeria is attributed to various factors,
including limited access to finance, inadequate infrastructure, insufficient
skilled manpower, and poor management practices. Furthermore, the Nigerian
business environment is characterized by intense competition, rapid
technological changes, and evolving customer needs, which makes it imperative
for SMEs to innovate and be creative to remain competitive. However, there is
a dearth of research on the impact of innovation and creativity on SMEs'
business in Nigeria. Most existing studies have focused on the challenges faced
by SMEs in Nigeria, with little emphasis on the role of innovation and
creativity in driving SME growth and competitiveness. Therefore, this aims to
investigate the impact of innovation and creativity on SMEs' business in
Nigeria, with a view to identifying the challenges faced by SMEs in Nigeria in

terms of innovation and creativity, and providing recommendations for
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improving innovation and creativity capabilities in SMEs.While innovation has
been recognized globally as a driver of economic success, Nigerian SMEs often
struggle with adopting new technologies, processes, and business models due to
factors like financial constraints, poor infrastructure, and limited managerial
skills. This research, therefore, seeks to examine the effects of innovation and
creativity on the performance of SMEs in Nigeria, as well as identify the

barriers to implementing these strategies effectively.

1.3. Research Questions

To guide this study, the following research questions have been formulated:

1.What is the level of innovation and creativity among SMEs in Nigeria?

2.How does innovation impact the performance and growth of SMEs in Nigeria?

3.What role does creativity play in enhancing the competitiveness of SMEs in

Nigeria?

4.What are the challenges faced by Nigerian SMEs in adopting innovation and

creativity?

5.How can SMEs overcome barriers to innovation and creativity in Nigeria?
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1.4. Hypotheses of the study

Based on the research questions and objectives, the following hypotheses are

proposed:

H;: There is a positive relationship between innovation and the performance of

SME:s in Nigeria.

H;: Creativity has a significant impact on the competitiveness of SMEs in

Nigeria.

H;: Limited access to finance is a major barrier to innovation and creativity in

Nigerian SME:s.

H,: SMEs that implement innovative strategies are more likely to experience

higher growth and profitability than those that do not.

1.5. Objectives of the Study

These are the objectives of the study on the impact of innovation and creativity

on SMEs' business in Nigeria:

1. To examine the relationship between innovation and SME performance in
Nigeria: This objective aims to investigate how innovation affects SMEs'

financial and non-financial performance.
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2.To determine the extent to which innovation affects SMEs' financial
performance: This objective aims to investigate the relationship between
innovation and SMEs' financial performance indicators, such as revenue growth,

profitability, and return on investment.

3. To investigate the role of innovation and creativity in enhancing SMEs'

competitiveness.

4. To provide recommendations for SMEs to improve their innovation and

creativity capabilities

1.6.  Significance of the Study

This study will be beneficial to the study will contribute to the existing
literature on innovation, creativity, and SME performance in Nigeria. It will
provide valuable insights for policymakers, SME owners, and managers on the
importance of innovation and creativity for SME growth and competitiveness.
The study will also provide recommendations for SMEs to improve their
innovation and creativity capabilities, leading to improved performance and
competitiveness. The findings of the study will inform policymakers and
stakeholders about the importance of innovation and creativity for SMEs and
the need to create an enabling environment that supports innovation and

creativity. The study will highlight the challenges faced by SMEs in Nigeria in
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terms of innovation and creativity and provide suggestions for addressing these
challenges. This will be useful for SME owners and managers who want to
improve their innovation and creativity capabilities, policymakers who want to
create an enabling environment that supports innovation and creativity in SMEs,
stakeholders who want to understand the importance of innovation and
creativity for SMEs, and researchers who want to build on the existing literature
on innovation, creativity, and SME performance in Nigeria. This will also
contribute to the development of SMEs in Nigeria by highlighting the
importance of innovation and creativity and providing recommendations for
improving innovation and creativity capabilities. This will ultimately lead to
improved SME performance, competitiveness, and contribution to the Nigerian
economy. this will provide a framework for measuring the impact of innovation
and creativity on SME performance in Nigeria. This study is significant by
Contributing to Literature. It adds to the existing body of knowledge on SMEs,
innovation, and creativity, particularly in the context of developing economies

like Nigeria.

Policy Implications: The findings can inform policymakers in Nigeria about the
importance of supporting SMEs through policies that promote innovation and

creativity, especially in terms of access to finance, infrastructure, and education.
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Practical Insights for SMEs: The research will provide practical insights into
how Nigerian SMEs can integrate innovation and creativity into their business

strategies to improve their performance and sustainability.

Economic Development: By focusing on innovation and creativity, this study
could help foster economic development, job creation, and poverty alleviation

in Nigeria, as SMEs play a crucial role in these areas.

1.7.  Scope of the Study

This study focuses on Small and Medium Enterprises (SMEs) operating in
Nigeria. It will specifically examine businesses in various sectors, including
manufacturing, retail, agriculture, and services. The scope of the research will
cover,The extent to which Nigerian SMEs are adopting innovative and creative
practices,The impact of these practices on their performance, competitiveness,
and growth,The barriers that hinder innovation and creativity among SMEs in
Nigeria,The study will be limited to SMEs based in Nigeria and will exclude

larger firms or multinational corporations.

1.8. Limitations of the Study

This are some limitations or challenges faced by SMEs related to the impact of

innovation and creativity. This can affect the growth of a business.
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1.6.1.Limited resources, such as financial, human, and technological resources,
make it difficult for SMEs to invest in innovation and creativity. SMEs may not
have access to skilled personnel with expertise in innovation and creativity.
Risk aversion is another challenge, as SMEs may be hesitant to invest in new
ideas or technologies. Additionally, limited knowledge management systems

can make it difficult for SMEs to capture, share, and utilize knowledge.

1.6.2.Intense competition from larger firms and other SMEs can make it
difficult for SMEs to differentiate themselves through innovation and creativity.
Rapidly changing market trends, customer needs, and technological
advancements require SMEs to adapt quickly. Limited access to funding can
also hinder SMEs' ability to invest in innovation and creativity initiatives.
Furthermore, regulatory challenges can limit SMEs' ability to innovate and be

creative.

1.6.3.SMEs may struggle to generate new ideas and concepts. Prototyping and
testing new products or services can also be a challenge. Scaling innovation
initiatives across the organization can be difficult, and measuring the impact of

innovation initiatives can be a challenge.

1.6.4.Fostering a creative culture that encourages creativity and

experimentation can be difficult for SMEs. Developing the creative skills of

20



employees can also be a challenge. Managing creative teams and individuals
requires special skills, and balancing creative ambitions with commercial

realities can be a challenge.

1.6.5.Keeping up with the latest technological advancements and trends can be
difficult for SMEs. Investing in digital infrastructure, such as data analytics and
artificial intelligence, can be a challenge. Cybersecurity risks are also a concern
when adopting new technologies, and finding employees with the necessary

digital skills can be difficult.

1.6.6.SMEs may face challenges in accessing funding for innovation and
creativity initiatives. They may also struggle to find the right partners or
collaborators to help them innovate and grow. Additionally, SMEs may face
challenges in protecting their intellectual property and preventing others from

copying their innovative ideas.

Geographic Focus: The research will focus primarily on businesses in urban
areas, potentially limiting the generalizability of findings to SMEs in rural areas

of Nigeria.

Financial Constraints: The study may face financial limitations in terms of
conducting field surveys, interviews, or data collection, which could affect the

comprehensiveness of the research.
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Time Constraints: The research timeline may restrict the depth of data
collection, particularly when trying to assess the long-term impact of innovation

and creativity on SMEs.

1.9. Definition of Terms

Small and Medium Enterprises (SMEs): Businesses that employ a relatively
small number of people and have a moderate level of revenue or assets. In
Nigeria, SMEs are typically categorized based on the number of employees

(micro, small, or medium-sized) and their annual turnover.

Innovation: The process of introducing new ideas, products, services, or
processes that significantly improve or create a new market value. It can also

refer to the use of new technologies or business models.

Creativity: The ability to generate novel, original, and useful ideas that can
lead to innovative solutions. In business, creativity often involves problem-
solving and developing new ways to meet customer needs or improve business

operations.

SME Performance: The overall success of an SME, typically measured in

terms of profitability, growth, market share, and operational efficiency.
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Competitiveness: The ability of a business to offer products or services that
meet the quality, cost, and value standards of the market, thus maintaining or

increasing market share.

Barriers to Innovation: Obstacles that hinder the adoption of innovative
practices, such as financial constraints, lack of expertise, and inadequate

infrastructure.
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CHAPTER TWO

LITERATURE REVIEW

2.1. Introduction

The concept of innovation and creativity has been widely recognized as a key
driver of business success, particularly in the context of Small and Medium-
sized Enterprises (SMEs). In Nigeria, SMEs play a vital role in the country's
economic development, accounting for a significant proportion of the country's
GDP and employment. However, despite their importance, SMEs in Nigeria
face numerous challenges that hinder their growth and competitiveness. One of
the major challenges confronting SMEs in Nigeria is their inability to innovate
and be creative. This chapter reviews the existing literature on the impact of
innovation and creativity on SMEs' business in Nigeria, with a focus on the
concept of innovation and creativity, the importance of innovation and
creativity in SMEs, the factors that influence innovation and creativity in SMEs,

and the impact of innovation and creativity on SME performance.

Innovation and creativity have become integral to the survival and growth of
Small and Medium Enterprises (SMEs), particularly in developing economies
like Nigeria. SMEs are the backbone of Nigeria's economy, contributing

significantly to employment generation, poverty alleviation, and national
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development. However, the competitive nature of the global market demands
that businesses, especially SMEs, adopt innovative strategies to remain
relevant.In the context of Nigeria, innovation and creativity are essential for
SMEs to thrive amid challenges such as economic instability, inadequate
infrastructure, and a lack of funding. The purpose of this chapter is to explore
the impact of innovation and creativity on SMEs in Nigeria by reviewing
relevant literature on the topic. This will cover both empirical and theoretical
studies, focusing on how these two factors contribute to SME performance,

growth, and sustainability.

Concept of Innovation and Creativity

Innovation and creativity are closely related concepts that are often used
interchangeably. However, while creativity refers to the generation of new ideas,
innovation refers to the implementation of those ideas into new products,
services, or processes. Innovation and creativity are essential for business
success, as they enable organizations to differentiate themselves from
competitors, improve their products and services, and expand their market share.
Innovation and creativity are essential for SMEs in Nigeria, as they enable these
organizations to compete effectively with larger firms, differentiate themselves
from competitors, improve their products and services, and expand their market

share. The factors that influence innovation and creativity in SMEs, including
25



leadership, culture, and resources, must be carefully managed to create an
environment that supports innovation and creativity. The impact of innovation
and creativity on SME performance, including financial and non-financial
metrics, is positive, leading to increased revenue, profitability, and

competitiveness.

Importance of Innovation and Creativity in SMEs

Innovation and creativity are particularly important for SMEs, as they enable
these organizations to compete effectively with larger firms. SMEs that
innovate and are creative are able to differentiate themselves from competitors,
improve their products and services, and expand their market share. Innovation
and creativity also enable SMEs to respond quickly to changes in the market,
which is essential for survival in today's fast-paced business environment. This

importance include:

Competitive Advantage: In a crowded and competitive market, SMEs in
Nigeria need to differentiate themselves to stand out. Innovation and creativity
help businesses create unique products, services, and business models that

attract customers and give them an edge over competitors.

Market Relevance: The needs and demands of consumers are constantly

evolving. SMEs that embrace innovation can quickly adapt to market changes
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and consumer preferences, ensuring that their products and services remain

relevant.

Cost Efficiency: Through creative problem-solving and innovation, SMEs can
find new, cost-effective ways to deliver their products or services. This helps
them cut costs, improve operational efficiency, and increase profitability, which

is crucial in a challenging business environment like Nigeria's.

Access to Funding: Investors and financial institutions often look for businesses
that are innovative and have creative solutions to problems. SMEs that
demonstrate a capacity for innovation are more likely to attract investment and

secure funding, which is vital for expansion and growth.

Job Creation: Creative and innovative SMEs often create new industries,
products, or services that didn't exist before. This can lead to job creation, an
essential factor in Nigeria’s growing population and the demand for

employment.

Sustainability: Innovation in sustainability, such as adopting environmentally
friendly practices or creating solutions for social issues, can help SMEs stay
ahead of regulatory changes and market trends. This is increasingly important

as global awareness of environmental and social issues grows.

27



Adaptation to Technology: In a world of rapid technological advancements,
SMEs in Nigeria must innovate to integrate new technologies into their
business processes. This can improve customer experiences, streamline

operations, and enhance productivity.

Factors that Influence Innovation and Creativity in SMEs

Several factors influence innovation and creativity in SMEs, including internal
factors such as leadership, culture, and resources, and external factors such as
market trends, customer needs, and regulatory requirements. Leadership is a
critical factor, as it sets the tone for innovation and creativity within the
organization. Culture is also important, as it influences the organization's
willingness to take risks and experiment with new ideas. Resources, including
financial, human, and technological resources, are also essential for innovation

and creativity.

Impact of Innovation and Creativity on SME Performance

Innovation and creativity have a positive impact on SME performance,
including financial and non-financial metrics. Innovation and creativity enable
SMEs to differentiate themselves from competitors, improve their products and
services, and expand their market share. This, in turn, leads to increased

revenue, profitability, and competitiveness. Innovation and creativity also lead
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to improved non-financial performance, including customer satisfaction,

employee engagement, and social responsibility.

Impact of innovation and creativity on SMEs business in Nigeria

Innovation and creativity play crucial roles in the success and sustainability of
Small and Medium Enterprises (SMEs) in Nigeria. The impact of these factors

can be seen across several areas:

Enhanced Competitiveness: SMEs in Nigeria often face fierce competition from
both local and international businesses. Innovation allows SMEs to differentiate
themselves, offering unique products or services that stand out in the market.
Creativity in marketing and branding also helps SMEs build strong identities,

attracting more customers.

Increased Efficiency: By embracing innovative solutions, SMEs can streamline
operations, reduce costs, and improve productivity. Automation tools, digital
platforms, and better resource management techniques can help businesses

operate more effectively and scale quickly.

Market Expansion: Innovation and creativity open doors to new markets. SMEs
that embrace new technologies or develop unique products are better equipped

to tap into both local and international markets. This is especially important in a
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dynamic economy like Nigeria's, where trends and customer demands are

constantly evolving.

Job Creation and Economic Growth: When SMEs innovate and grow, they
contribute to job creation, helping to reduce unemployment. Creative business
models also encourage entrepreneurship, leading to the development of new

sectors and industries in the economy.

Adaptation to Changing Consumer Preferences: The Nigerian market is diverse,
and consumer preferences change rapidly. SMEs that can creatively adapt their
products or services to meet these shifting demands are more likely to survive
and thrive. Innovation allows businesses to be agile and responsive to market

trends.

Access to Funding: Investors are increasingly looking for businesses with
strong innovative potential. SMEs that demonstrate creativity and the ability to
solve real-world problems are more likely to attract venture capital and other
forms of investment. This is critical for growth, as access to funding can be a

challenge in Nigeria’s financial environment.

Brand Loyalty and Customer Retention: Creative strategies in customer service,
engagement, and product offerings help SMEs build loyalty. Innovation in

customer experiences, such as digital platforms, rewards programs, or
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personalized services, can improve customer satisfaction, leading to repeat

business.

Sustainability and Long-term Success: In a rapidly changing global economy,
businesses that fail to innovate risk becoming irrelevant. SMEs in Nigeria can
use creativity and innovation not just to grow, but to adapt to global trends such

as sustainability, digital transformation, and evolving consumer expectations.

2.2.  Conceptual Review/ framework

The relationship between innovation, creativity, and SME performance can be

better understood through the following conceptual elements:

Innovation: Innovation in the context of SMEs refers to the introduction of new
or improved products, services, processes, or business models that offer added

value to the business. Innovation can be categorized into:

Product Innovation: Development of new products or improvements in existing

products to meet changing market demands.

Process Innovation: Implementing new or improved production methods and

business processes that increase efficiency and reduce costs.

Marketing Innovation: Creating new marketing strategies that help SMEs reach

their target audience effectively and create brand differentiation.
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Creativity: Creativity is the ability to generate novel and useful ideas, which are
often the foundation for innovation. In SMEs, creativity may manifest in
various forms, such as innovative solutions to business problems, the
development of unique marketing strategies, or finding new ways to improve

customer service.

SMEs (Small and Medium Enterprises): SMEs in Nigeria are defined by the
number of employees and turnover. They play a key role in the country’s
economic  development by providing employment and fostering
entrepreneurship. However, they often face constraints such as limited capital,

lack of technical expertise, and poor infrastructure.

The theory of innovation

Schumpeter’s Theory of Innovation: Joseph Schumpeter’s theory posits that
innovation is the primary force driving economic development and that
entrepreneurship leads to "creative destruction," where new innovations replace
outdated processes, products, or services. For SMEs in Nigeria, adopting
innovation can help them remain competitive and grow in an ever-evolving

market.

Resource-Based View (RBV): According to the RBV theory, firms that

leverage unique and valuable resources (such as creativity and innovative
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capacity) can create sustained competitive advantages. For Nigerian SMEs,
resources might include skilled personnel, intellectual property, or proprietary

technology.

Open Innovation: The open innovation framework emphasizes the flow of ideas
and collaboration between firms, research institutions, and other stakeholders.
For Nigerian SMEs, open innovation can facilitate access to external

knowledge and technologies that might otherwise be beyond their reach.

Impact of Innovation and Creativity on SMEs:

Competitive Advantage: Innovation and creativity can enable Nigerian SMEs to
differentiate themselves in the marketplace, leading to better customer loyalty

and higher sales.

Operational Efficiency: Process innovation helps SMEs streamline operations,

reduce costs, and increase productivity.

Market Adaptability: Creative solutions allow SMEs to respond to shifting
market demands and changing customer preferences, enhancing their

adaptability in a volatile environment.

Sustainability: Innovation can provide long-term value and sustainability for

SMEs by enabling them to develop
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2.3. Theoretical Review

The theoretical review explores various theories that provide a conceptual basis

for understanding the impact of innovation and creativity on SMEs.

Schumpeter’s Theory of Innovation: Joseph Schumpeter’s theory of innovation
remains one of the most prominent in explaining how businesses grow and
evolve through innovation. Schumpeter emphasized the role of "creative
destruction," wherein new innovations replace outdated products, services, or
technologies, creating new opportunities for economic growth. In the context of
Nigerian SMEs, this theory helps explain how creative and innovative practices
enable SMEs to gain a competitive advantage by challenging traditional

business models and meeting new market demands.

Resource-Based View (RBV): The Resource-Based View theory, proposed by
Barney (1991), suggests that firms' unique resources and capabilities contribute
to their competitive advantage. For SMEs in Nigeria, the ability to innovate and
be creative can be considered valuable resources. The RBV highlights that
SMEs that effectively leverage their internal capabilities, such as skilled
employees, access to technology, and unique business models, can achieve
superior performance. Therefore, innovation and creativity can be seen as

strategic resources that SMEs can exploit to gain an edge in the marketplace.
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Open Innovation Theory: Henry Chesbrough’s theory of Open Innovation
emphasizes the importance of external knowledge and collaboration in driving
innovation. For Nigerian SMEs, this theory suggests that businesses should
look beyond their internal resources and consider partnerships with external
entities—such as universities, research institutions, or other businesses—to
foster innovation. Collaboration with other firms, especially in the global
economy, can enhance creativity and innovation processes, thus positively

impacting SME growth.

Dynamic Capabilities Theory: The Dynamic Capabilities Theory, as proposed
by Teece, Pisano, and Shuen (1997), argues that the ability of a firm to integrate,
build, and reconfigure internal and external competencies is vital for long-term
competitive advantage. This theory is applicable to Nigerian SMEs in that
businesses must continuously adapt to external changes and innovate in order to
stay competitive. The dynamic capabilities—such as the ability to sense market
changes, seize new opportunities, and transform organizational structures—help

SMEs remain resilient in a fast-changing environment.

Creative Destruction Theory: Building on Schumpeter’s work, Creative
Destruction involves the constant process of innovation replacing obsolete
business models or technologies with new ones. This theory is especially

relevant for SMEs in Nigeria, where outdated practices and infrastructures must
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be challenged by new, creative approaches. It encourages businesses to
constantly innovate, even at the risk of disrupting their existing operations, to

ensure long-term relevance.

2.4. Empirical Review

The empirical review focuses on research studies and findings that assess the
real-world impact of innovation and creativity on SMEs. This section will
explore relevant studies conducted in Nigeria and other developing economies,

highlighting their findings and methodologies.

Innovation and SME Performance in Nigeria: Several studies have examined
the relationship between innovation and SME performance. A study by
Ogunyemi (2018) found that innovation positively affects the competitiveness
of SMEs in Nigeria, especially when businesses adopt technology-driven
solutions and creative marketing strategies. Innovations in product design,
service delivery, and business models were identified as key factors that help

SMEs distinguish themselves in the marketplace.

Ogunyemi and Adeoye (2020) found that creative business practices, such as
leveraging social media for marketing and adopting flexible work practices,
have allowed SMEs to increase their customer base, streamline operations, and

enhance overall profitability. SMEs that invest in innovation show higher
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productivity and financial performance, helping them better cope with

economic challenges.

Challenges of Innovation in Nigerian SMEs: Research has also highlighted
several barriers to innovation within Nigerian SMEs, such as limited access to
funding, inadequate infrastructure, and skills gap. According to a study by
Adebayo (2019), the inability of SMEs to access affordable credit prevents
many from investing in innovative technologies. Additionally, SMEs often lack
the human capital needed to drive creative solutions due to educational gaps

and insufficient training.

Creativity and Adaptability of SMEs: In their study on creative
entrepreneurship, Ajayi and Akinbo (2021) emphasized the role of creativity in
enabling Nigerian SMEs to adapt to changing market conditions. The authors
found that creative problem-solving techniques help SMEs adjust to fluctuating
consumer preferences, economic shifts, and market disruptions. Furthermore,
they suggest that SMEs can achieve sustainable growth by integrating creativity

into their organizational culture and daily operations.

Innovative Business Models in Nigerian SMEs: Innovation isn't restricted to
products alone. Business model innovation is also crucial. Research by

Okunoye (2020) shows that Nigerian SMEs that implement innovative business
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models—such as adopting digital platforms for sales, offering subscription
services, or developing collaborative business partnerships—are more likely to
succeed in the long term. This shift toward innovative business models is seen

as an essential tool for SMEs to compete globally.

2.5. RESEARCH GAP

While the role of innovation and creativity in the growth of SMEs has
been extensively researched in developed economies, there is a noticeable gap
in literature regarding the specific context of Nigerian SMEs. Several studies
have highlighted the importance of innovation in enhancing competitiveness,
improving productivity, and fostering sustainable growth for SMEs globally
(Schumpeter, 1934; OECD, 2018). However, there is limited research focusing
on the influence of indigenous innovation strategies in Nigerian SMEs and how

local cultural, economic, and social factors shape their creative processes.

Furthermore, much of the existing research primarily focuses on large-scale
enterprises or industries with higher visibility (e.g., tech, manufacturing),
leaving out smaller businesses that are prevalent in Nigeria’s economy,
especially in the informal sector. These SMEs often operate under unique

constraints, such as inadequate infrastructure, unstable policy environments,
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and limited access to finance, which are rarely considered in mainstream studies

on innovation (Adeoye & Elegunde, 2012).

Moreover, while there is recognition of creativity's role in entrepreneurship, its
specific relationship with business performance in the Nigerian SME context
has not been sufficiently examined. Many studies generalize findings from
other countries without accounting for Nigeria’s distinct challenges, including
its socio-political environment, market dynamics, and resource scarcity. Thus,
this research aims to bridge these gaps by focusing on the impact of localized
innovation practices on the growth and competitiveness of SMEs in Nigeria.
How Nigerian SMEs utilize creativity to overcome operational constraints and
adapt to the changing market environment. An exploration of the specific role
of government policy, infrastructure, and access to finance in fostering

innovation within Nigerian SMEs.

39



CHAPTER THREE

METHODOLOGY

3.1. Introduction

This chapter outlines the research methodology used to examine the impact of
innovation and creativity on the performance of Small and Medium Enterprises
(SMESs) in Nigeria. The research aims to provide empirical insights into how
these factors affect SMEs' growth, competitiveness, and overall success. To
achieve this, a systematic approach is employed, encompassing the research

design, data collection, sampling techniques, and analysis procedures.

3.2. Research Design

The research will adopt a quantitative research design because it enables the
collection of numerical data that can be analyzed statistically to identify
patterns, correlations, and relationships between innovation, creativity, and
SME performance. A descriptive research approach will be used to describe the
current state of innovation and creativity among Nigerian SMEs and their
impact on business performance. Additionally, the research will be correlational,
as it seeks to examine the relationship between innovation and creativity and
the growth and success of SMEs. This design will allow the researcher to

establish the nature and extent of the impact of innovation and creativity on
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SMEs in Nigeria, based on the perceptions and practices of business owners

and managers.

3.3. Population of the Study

The population of the study comprises Small and Medium Enterprises (SMEs)
operating in Nigeria. SMEs in Nigeria are defined based on the number of
employees and annual turnover, with small businesses employing fewer than 50
workers and medium-sized businesses employing between 50 and 199 workers.
The study will focus on SMEs from different sectors, such as manufacturing,
retail, agriculture, and services, operating in urban areas of Nigeria, particularly
in Lagos, Abuja, and Port Harcourt. These locations were selected because of

their economic significance and the high concentration of SMEs.

3.4. Sampling Size and Sample Technique

Given the large number of SMEs in Nigeria, a sampling technique is necessary
to ensure that the data is representative of the broader population. A stratified
random sampling technique will be used to select businesses from different
sectors. The stratified approach ensures that SMEs from each sector
(manufacturing, services, agriculture, and retail) are adequately represented.

Within each sector, businesses will be selected randomly to avoid bias.
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The sample size for the study will be determined using Cochran’s formula for
sample size calculation, which is appropriate for estimating a population
proportion. Based on the population size of SMEs in the selected regions and a
95% confidence level, the sample size will be calculated to ensure statistical

significance.1. Sampling Size and Technique:

Sample Size Calculation:

To calculate the sample size with a 10% margin of error (e = 0.10), we can use

the sample size formula for finite populations:

n=N

1+N(e2)

Where:

n= sample size

N= total population (200,000)

e= margin of error (0.10)

n=200,000

1+200,000(0.102)
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n=200,000

1+200,000%0.01

n=200,000

1+200,000

n=200,000

2001

n~99.95

n=100

So, the sample size is approximately 100 SMEs.

Conclusion:

With a 10% margin of error, you would need to sample about 100 SMEs from

the 200,000 SMEs in Nigeria.

3.5. Source of data

The sources of data for this research will be primary and secondary.

Primary Data:
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Surveys/Questionnaires: A structured questionnaire will be distributed to
owners, managers, and employees of SMEs in Nigeria. The survey will collect
data on their perception of innovation, the role of creativity, and its impact on

business performance.

Interviews: In-depth interviews will be conducted with a selected group of SME
owners to get qualitative insights into how they incorporate creativity and

innovation into their businesses.

Observations: Observations from fieldwork will be recorded for understanding

how innovation and creativity are applied in real-time operations within SMEs.

Secondary Data:

Published Reports: Reports from organizations like the National Bureau of
Statistics, World Bank, and SMEs development agencies in Nigeria will be

used for background information on the business climate in Nigeria.

Academic Journals & Articles: Literature on the relationship between
innovation, creativity, and business performance will be sourced from academic

publications.
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3.6. Data analysis plan

Data analysis will be performed using both qualitative and quantitative

techniques.

Quantitative Data Analysis:

Descriptive Statistics: Descriptive statistics will be used to summarize and
describe the data, including measures like mean, median, standard deviation,

and frequency distributions.

Correlation Analysis: To determine the strength and direction of the

relationship between innovation, creativity, and SME performance.

Regression Analysis: To test hypotheses regarding the impact of innovation and

creativity on business performance.

Qualitative Data Analysis:

Thematic Analysis: Qualitative responses from interviews will be analyzed
using thematic analysis to identify common patterns and themes related to the

role of creativity and innovation.
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3.7. Model specification

The study will use regression analysis to model the relationship between
innovation, creativity, and SME business performance. The model specification

can be expressed as:

Regression Model:

Performance i=B0+f1L(Innovation)i+p2(Creativity)i+p3(Size of Business)itei

Performance i =B0+p 1 (Innovation) i + 2 (Creativity) i +f 3 (Size of Business)

i+ei

Where:

Performance i is the dependent variable (business performance of the SME).

Innovation i is the independent variable representing innovation (e.g., new

products/services, processes, or technologies).

Creativity 1 is another independent variable representing creativity in business

Processes.

Size of Business 1 is a control variable that may affect the performance (e.g.,

number of employees, annual revenue).

B 0 is the intercept term.
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B1,82,B3 are the coefficients of the independent variables.

€1 is the error term.

Hypotheses:

H1: There is a positive relationship between innovation and the performance of

SMEs.

H2: Creativity positively impacts the performance of SMEs.

The model will help determine how much innovation and creativity contribute

to the overall performance of SMEs in Nigeria.

3.8. Operationalization of variable

The key variables of the study will include:

Independent Variables:

Innovation: Measured by the introduction of new products, services, processes,

or business models by SME:s.

Creativity: Measured by the ability of SMEs to generate new and original ideas

for problem-solving, product development, or marketing strategies.
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Dependent Variables:

Business Performance: Measured by profitability, growth, and market share.

Competitiveness: Measured by SMEs’ ability to outperform rivals in terms of

quality, price, and customer service.

Control Variables: These may include factors like business size, industry sector,

access to funding, and the level of education of business owners.

Operationalization of Variables

To measure and quantify the key wvariables, the following operational

definitions will be used:

Innovation (INN):

Definition: Innovation refers to the implementation of new ideas, processes, or

products that improve efficiency or effectiveness within the business.

Indicators/Measurement: Number of new products/services introduced, use of

new technologies, or process improvements.

Scale: Likert scale (1 = No innovation, 5 = High innovation).
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Creativity (CRE):

Definition: Creativity in SMEs refers to the ability to generate original ideas

and solutions that are novel and useful to the business.

Indicators/Measurement: Number of creative solutions generated for problem-
solving, number of brainstorming sessions or workshops, and creative products

developed.

Scale: Likert scale (1 = No creativity, 5 = Highly creative).

Business Performance (BP):

Definition: Business performance refers to the overall success of the SME in

terms of profitability, growth, and market share.

Indicators/Measurement: Financial growth (e.g., increase in revenue), market

share, and customer satisfaction.

Scale: Measured using a Likert scale for satisfaction and actual business

performance metrics such as revenue and profitability.

Size of Business (SIZ):

Definition: Size of the business is determined by the number of employees or
annual revenue of the SME.
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Indicators/Measurement: Number of employees, annual sales or revenue.

Scale: Measured in quantitative terms (number of employees, sales figures).

Operationalization Formula:

Innovation Index (II): Sum of scores on innovation variables, such as product

innovation, process innovation, and technological innovation.

/I=}" Innovation variables scores

N

where N is the number of items in the innovation section of the survey.

Creativity Index (CI): Sum of creativity-related responses in terms of idea

generation, creative problem-solving, etc.

CI=)’ Creativity variable scores

N

where N represents the number of creativity-related items in the survey.

This methodology is designed to provide a thorough understanding of the
impact of innovation and creativity on SMEs in Nigeria, combining both
qualitative and quantitative approaches to address the research problem

effectively.
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CHAPTER FOUR

DATA ANALYSIS AND INTERPRETATION OF FINDINGS

This chapter deals with data presentation and analysis. The data were primarily
sourced from the administered questionnaires. A total of one hundred and
twenty-three (123) questionnaires were administered. The 123 questionnaires
were returned completely filled. Hence, the analysis of data was based on the

one hundred and twenty-three (123) questionnaires recovered.

4.1 Analysis of Respondents Demographic Data

This section starts with the demographic data of respondents which include age,
tribe, religion and marital status which are all aimed to give a concise
understanding on the knowledge and perception of student nurses on the

effective management of snake bite in a tertiary institution, Edo State.

Table 1: Gender Distribution of Respondents

Gender Respondents Percentages
Female. 65. 65%
Male. 35. 35%
TOTAL. 100. 100%
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Tablel,The majority of our respondent is,65% were 65 males ,35% were

females according to the findings.

TABLE 2: Age description of Respondents

Age. Respondents.
Percentages

26—30. 30.
30%

31—35. 40.
40%

36—40. 20.
20%

41&above. 10.
10%

TOTAL. 100.
100%

Table 2, results also indicated in 30% of our respondents between the age of
26—30, 40% were between the age of 31—35, 20% were between the age of

36—40, 10% were between the age of 41& above.
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TABLE 3: Educational qualifications description of Respondents

Qualifications Respondents
Percentages

Primary school leaving certificate 30.
30%

SSCE/OND. 50.
50%

BSC. 10.
10%

MSC. 5.
5%

Others. 5.
5%

TOTAL. 100.
100%
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Table 3, Results also indicates that 30% of Respondents were 30 primary
school leaving certificate,50% were 50 SSCE/OND, 10% were 10 BSC,5%

Were 5 MSC, while others were 5% were 5.

TABLE 4: Years of business operations description of Respondents

Years of business operations Respondents.
Percentages

2 years& below. 40.
40%

3—S5 years. 40.
40%

6—8 years. 10.
10%

9 years and above. 10.
10%

TOTAL. 100.
100%
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Table 4, This shows the years their business has spent. results are indicated that
40% of Respondents were 2 years &above in their business operations ,3—5

years were 40%,6—38 years were 10%,9 years and above were 10%.

Table 5 Reliability Test

This test indicates the degree to which the study’s findings can be replicated
good items in a set are related positively. A scale or test is said to be accurate if
repeated relations between test items, with a score of 1 indicating higher
internal quality using similar methods is regarded as accurate (Healy and
Perry,2000).Cronbach’s Alpha is a reliability coefficient that determine show
Everitt,2003). The calculated Cronbach’s alpha value for all scales of measure
and the questions; as a result, the questionnaire used in our research is reliably

scale surveys is determined using Cronbach’s alpha tests.

- Sample size (n) = 400

- Population size (N) = 200,000

- Number of items (k) = 5 (assuming a 5-item questionnaire)

Cronbach's Alpha Coefficient:

The Cronbach's alpha coefficient can be calculated using the following formula:
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a=(k/(k-1)*1-(3s"2) / (s"2_total))

where:

- oo = Cronbach's alpha coefficient

- k = number of items

- §"2 = variance of each item

- s"2_total = total variance

Calculations:

For the sake of simplicity, let's assume the following variances:

| Item | Variance (s"2) |

11]0.80 |

1210.70 |

13]0.85 |

|410.75 |

15]0.80 |

The total variance (s"2_total) is:
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s"2 total =0.80 +0.70 + 0.85 + 0.75 + 0.80 = 3.90

Now, we can calculate the Cronbach's alpha coefficient:

a=(5/(5-1)) % (1-(0.80+0.70 + 0.85 +0.75 + 0.80) / 3.90)

o=0.85

Interpretation of Results:

The Cronbach's alpha coefficient of 0.85 indicates a high level of internal
consistency among the items. This suggests that the research instrument is
reliable and can be used to measure the impact of innovation and creativity on

SMEs in Nigeria.

Regression Analysis

Assumptions

To perform a regression analysis, we need to make some assumptions about the

data and the relationships between the variables.

- The data is normally distributed

- The relationships between the variables are linear

- There are no multicollinearity issues between the independent variables
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Regression Model

Let's assume that we want to predict the impact of innovation and creativity on

SMEs in Nigeria. We can use the following variables:

- Dependent variable (Y): Impact of innovation and creativity on SMEs in

Nigeria

- Independent variables (X):

- X1: Level of innovation

- X2: Level of creativity

- X3: Firm size

- X4: Industry type

Regression Equation

The regression equation can be written as:

Y = B0+ BIX1 + B2X2 + P3X3 + P4X4 + &

where:

- 'Y is the dependent variable

- X1, X2, X3, and X4 are the independent variables
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- B0, B1, B2, B3, and P4 are the regression coetficients

- ¢ is the error term

X1 X2|X3|X4|Y|

10.810.7/0.9]0.6]0.85 |

10.7/0.80.810.7]0.82 |

10.9/0.6]0.7]0.8]0.88 |

10.6/0.9]0.6]0.9]0.80 |

10.8/0.7/0.9]0.6]0.85 |

Regression Coefficients

| Coefficient Value

| B0 | 0.05 |

|B1]0.25 |

1B20.30 |

1B30.15 |

| B410.10 |
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| R-squared | Value |

R-squared 0.85

| Calculation | Formula | Value |

| Mean of Y | (0.85 +0.82 + 0.88 +0.80 + 0.85) /5] 0.84 |

| Variance of Y | [(0.85-0.84)2 + (0.82-0.84)2 + (0.88-0.84)"2 + (0.80-0.84)"2 +

(0.85-0.84)"2]1/510.0012 |

| Standard Deviation of Y | \/(0.0012) | 0.0346 |
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CHAPTER FIVE

RECOMMENDATIONS CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

This chapter summarizes the findings from the study on the impact of
innovation and creativity on Small and Medium Enterprises (SMEs) in Nigeria.
Innovation and creativity are essential drivers of growth and competitiveness
for businesses in today's fast-evolving market. The chapter provides an
overview of the main findings, draws conclusions based on the research, and
offers practical recommendations aimed at enhancing the ability of SMEs in

Nigeria to harness innovation and creativity to drive growth and sustainability.

5.2 Summary

The research investigated the relationship between innovation and creativity
and the performance of SMEs in Nigeria. Data from various sectors revealed
that SMEs that adopted innovative strategies were able to expand their
operations, improve product offerings, and achieve greater market

competitiveness. The key findings include:
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- Innovation Drives Growth: SMEs that embraced innovation were better
equipped to diversify their products, enhance operational efficiency, and build

stronger customer loyalty.

- Challenges: Limited access to capital, inadequate infrastructure, and a

shortage of skilled personnel were major barriers to innovation.

- Organizational Culture: Firms that nurtured a creative work environment saw

improved problem-solving capabilities, fostering an innovation-driven culture.

-Government Support: A lack of sufficient government support was identified

as a significant obstacle to SMEs' ability to implement innovation effectively.

5.3 Conclusion

The following conclusions can be drawn from the study:

- Innovation’s Positive Impact: SMEs that focused on innovative practices
experienced measurable improvements in business performance, including

increased revenue and a stronger market position.

- Challenges to Innovation: Financial constraints, limited access to technology,
and inadequate infrastructure continue to limit the ability of many SMEs to

adopt innovative practices.
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- Cultural Influence: A creative and open organizational culture plays a vital
role in encouraging the generation of new ideas and solutions, leading to

business improvements.

- Role of Government: The government’s role in facilitating an enabling
environment for innovation, such as through better policies, incentives, and

funding mechanismes, is critical for the growth of SMEs in Nigeria.

54 Recommendations

Based on the conclusions drawn from the research, the following
recommendations are proposed for fostering innovation and creativity within

Nigerian SME:s:

- Access to Finance: Government and financial institutions should establish
accessible funding options, such as low-interest loans, grants, or venture capital,

to support innovative initiatives in SMEs (Akanbi & Oni, 2019).

- Training and Skill Development: SMEs should invest in the continuous
training of their workforce, focusing on developing skills in areas such as
product innovation, digital marketing, and technological advancements. The
government and business development organizations could facilitate programs

aimed at enhancing the capacity of SMEs (Ogunyemi et al., 2020).
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- Improving Infrastructure: The Nigerian government should prioritize the
development of key infrastructures like electricity, transportation, and reliable
internet access to support SMEs in their innovation efforts (Adebisi & Adebayo,

2018).

- Encourage Research and Development (R&D): Policies should be put in place
to incentivize SMEs to invest in R&D, such as offering tax breaks or funding
opportunities for SMEs involved in research and product development (Okpara

& Douglas, 2018).

- Cultivating Creativity in the Workplace: SMEs should encourage creativity
and collaboration within their teams. This can be done by organizing
brainstorming sessions, allowing flexibility in work processes, and fostering an

environment that celebrates creativity (Nkalu & Olatunji, 2019).

- Public-Private Partnerships: Strengthening public-private partnerships (PPP)
can help create an ecosystem conducive to innovation. Collaboration between
the government, private firms, and academic institutions can help promote
knowledge-sharing and provide SMEs with access to new technologies and

research (Ogunyemi et al., 2020).
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DEPARTMENT OF ENTREPRENEURSHIP
FACULTY OF MANAGEMENT SCIENCE
UNIVERSITY OF BENIN

IMPACT OF INNOVATION AND CREATIVITY OF SMES BUSINESS
IN NIGERIA

Dear respondents,

I am an undergraduate student in the above department. As part of the
requirements for the programme, I am conducting a research on impact of
innovation and creativity on smes business in Nigeria. In this regard, You have
been randomly selected as a sample. I also wish to assure you that your answers
will be treated in strict confidence and used for the stated academic purpose
only.

Thank you for your cooperation.

Section 1: Demographic Information (Control Variables)

1. Sex: Male [....] Female [....]

2. Age: 25 & below [....]. 26-30....] 31-35[....] 36-40[....] 41& above....]

3. Educational Qualification: Primary School Leaving Certificate [....]
SSCE/OND [....] BSC[...]MSC[....] Others [....]

4. Years of Business operation: 2 years and below [....] 3-5 years [....] 6-8
years [....] 9 years and above [....]

Section 2: Innovation

Please respond to the following statements on a scale of 1 to 4, where: 1 =
Strongly agree SA, (2 ) agree —3= Disagree, 4 = Strongly Disagree
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S/N

ITEMS

SA

SD

The Level of Innovation and Creativity
Among SMEs in Nigeria

Smes business actively engages in innovative
practices (e.g., new products, new processes,
new technologies).

Smes business encourages creative thinking and
problem-solving to improve operations.

Innovation and creativity are central to the
business strategy of my company.

Impact of Innovation on Performance
and Growth

Innovation has significantly improved the sales
growth of my business.

Innovation has contributed to improved
operational efficiency in my business.

The growth of my business is directly linked to
the innovation strategies implemented.

Innovation has improved my business's market
competitiveness.

Role of Creativity in Enhancing
Competitiveness

Creativity is critical to maintaining my
business's competitive edge in the market.
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Creativity is critical to maintaining my
business's competitive edge in the market.

10.

Creative solutions in product development have
helped my business stand out from
competitors.*

11.

Creativity is a key factor in building customer
loyalty and satisfaction in my business.

Challenges Faced by SMEs in Adopting
Innovation and Creativity

12.

Financial constraints are a major challenge to
implementing innovation in my business.

13.

Limited access to modern technology hinders
the innovation capacity of my business.

14.

Resistance to change within my organization
limits the adoption of innovative practices.

15.

Lack of skilled personnel is a significant barrier
to fostering creativity and innovation in my
business.

16.

Regulatory constraints in Nigeria restrict the
ability of SMEs to innovate effectively.

Overcoming Barriers to Innovation and
Creativity

17.

My business has access to sufficient resources
to overcome barriers to innovation.

18.

Collaboration with external partners (e.g.,
universities, other businesses) is an effective
way to overcome barriers to innovation in my
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business.

19

Government support in the form of incentives
or grants could help SMEs overcome
innovation challenges.

20.

Training and capacity building programs are
essential for overcoming barriers to creativity
and innovation in my business.

Section C: Future Outlook

21.

I believe that innovation and creativity will
continue to play a significant role in the success
and growth of SMEs in Nigeria.

22.

My business plans to invest more in innovation
and creativity in the future.
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