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Abstract 

In line with addressing current global competitiveness, 

areas such as sustaining a competitive edge, enhancing 

economic performance and development, contribution to 

national economy and innovation are a significant 

component for organisations. In order to be successful in 

global competition, organisations have to develop new 

products and ideas as well as to establish innovative 

strategies and to manage them in a proper manner. The 

aims is to lay out the synopsis for the study of innovation 

and the potential effects on competitive advantage among 

Iranian small and medium sized enterprises. The 

population in this study was Iranian SMEs, in which the 

sample has been drawn from.  This research is based on 

126 Iranian SMEs as participants. Also this study has 

used SPSS for analysis. 

 

Keywords 

Competitive Advantages; 

Innovation; 

Product Technology;  

Small and Medium size Enterprises; 

 

I. INTRODUCTION 

In line with addressing current global competitiveness, 

areas such as sustaining a competitive edge, enhancing 

economic performance and development, contribution to 

national economy and innovation are a significant 

component for organisations. The growth of the economy 

that is achieved through competitive advantage is 

increased with production and employment, which in turn 

causes economic growth and improvements in social 

wellbeing. After achieving sustainable growth, 

organisations are forced to further innovate and improve 

their capabilities in meeting new challenges with new 

processes, products, and services. The public and private 

sectors are constantly being transformed in all areas in the 

current globalised world. Given robust market changes, 

the functions of organisations and economies are also 

constantly changing. New job descriptions, production 

processes, and philosophies have evolved due to the 

diversification of production trends and demands. At 

present, the existing settings are not beneficial and 

organisations have to create new methods and techniques 

to compete in the global arena. It appears that the main 

asset of an organisation is its creativity and innovation and 

becoming successful in these flexible and uncertain 

market conditions is only possible through innovation [1]. 

Main industrial policies do have the ability to achieve the 

intended success and this has forced many countries to 

look for new skills. Organisations and countries’ protected 

areas are reducing because of global competition. 

Moreover, market forces are not enough to push 

organisations and economies towards advantageous 

positions. These are some of the reasons why it is critical 

to develop and implement new ideas [2]. In order to be 

successful in global competition, organisations have to 

develop new products and ideas as well as to establish 

innovative strategies and to manage them in a proper 

manner. Creating, implementing and managing abilities 

that are creative and innovative in a systematic manner 

promotes competition, firstly, among organisations, 

followed by countries.  

 

II. LITERATURE REVIEW 

A. Innovation 

There are various approaches to define the concept of 

innovation in literature. Although there has been a lot of 

research around innovation, there is no single definition 

with a general agreement or consensus [1]. The word 

innovation is derived from the Latin terminology 

‘innovates, ’and is defined as introducing new things or 

doing things in a different and new way. It refers to 

carrying out a new thing or carrying out things in a new 

manner for the purpose of productivity or performance 

enhancement. However, as a whole, [3] “regards 

innovation as a process of creating, adopting and 

implementing of fresh ideas.” According to innovation is 

a particular trait of an entrepreneur through which he or 

she manipulates changes as an opportunity for creating a 

various products, services, or businesses. He further 
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defines it as the behaviour which gives rise to new 

resources and the creation of general welfare. From an 

organisational perspective, innovation aims to enhance 

and improve productivity, quality, efficiency, increase 

market share and to hold a competitive position [4]. He 

further adds that it is the transformation of a new concept 

into a marketable or an enhanced product or service [2]. 

Innovation is defined as the execution of a new or 

enhanced process or product with new marketing or 

methods of organisation at the inter-organisational 

operation, workplace and relations in business in the Oslo 

Manual Innovation is a key driver of economic growth. 

B. Product Technology 

A system for scheduling the manufacturing of products 

and managing stock inventory that aims to “optimise 

costs, minimise inventory and maintain a steady work 

flow.”Modern production technology that might be used 

by a manufacturing business can “identify production 

blockages and sense capacity constraints and it does not 

usually operate at full capacity if sufficient inventory to 

meet demand already exists.” 

Technology: The purposeful application of information 

in the design, “production and utilisation of goods and 

services, and in the organisation of human activities.” 

Technique:  systematic procedure, formula, 

or routine by which a task is accomplished. 

C. Small and Medium-sized Enterprises (SMEs) 

In Iran, industries are divided into two groups: small 

firms which are private and large industries which are 

commonly governmental and hire more than 500 

employees (Economic Development Plan).  It is largely 

confirmed that SMEs have a significant role in economic 

growth and job creation. Member countries can improve 

job growth by enhancing the climate of entrepreneurship, 

which influences launching businesses and the size of 

SMEs and is in line with economic prosperity [5]. In a 

survey [6] attests that small firms have a key role in 

economic growth both as a mediator and as independent 

driver and also these firms are considered as a main 

contributors to innovation and new technology. Small 

firms have certain advantages in comparison to large firms 

in carrying out innovation activities. It helps them to 

better recognise opportunities and take advantage of them 

in a shorter period of time and a less expensive way, 

compared to large companies.  

D. Innovation, Competitive Advantages and SMEs 

SMEs have a key role in market when there is 

recession and slow growth in economy [5]. Innovative 

SMEs recognise, elucidate and implement knowledge 

throughout the organisation efficiently and properly. 

“Innovative potential” is defined as the relationship 

between strategic plan and methods and processes, which 

is implemented in the firm [7]. There are debates which 

attempt to discriminate innovation in organisations [8]. 

Usually large firms have better access to resources as an 

innovative advantage but small firms have advantages in 

terms of behavioural characteristics [9]. [10], believe that 

large and small firms are each better in certain types of 

innovation and as a whole can play complementary roles 

in the process of technical advances. [11] Explain that 

new technologies have been so complicated and 

information and communication technology is spreading, 

that firms regardless of its size have much less tendency to 

have internal innovation activities. Firms nowadays prefer 

to work with other institutions and firms or universities 

through networks of innovation [7]. It is believed that 

traditional models of competitive advantage do not 

completely fit small companies due to economy of scale. 

Small firms are not able to compete with larger 

organisations regarding economy of scale [8]. Innovative 

small firms play a key role in their industries other than 

creating jobs. They should maintain an environment to 

help innovation be quickly exploited and wide spread. 

[12] Assert that operating condition encompassing firms 

usually by chance lead to competitive advantage in small 

firms. [10] Found that small firms that focus on a narrow 

segmentation or adopt niche strategies are more likely to 

be successful. [13] Explain that market share is not a 

suitable indicator to assess productivity of small firms 

because they often serve niche markets. [14] In their study 

illustrated that SMEs usually refer to profit levels, 

customer loyalty, organisational growth, word of mouth 

recommendations and acceptable overlap between 

business and personal lives as an indicators for 

performance outcome. [15] Believe that innovation is 

essential for SMEs to be still standing, process of 

increasing business and becoming bigger and stronger. 

When SMEs acquire greater capability of innovation it 

would help them to reduce their vulnerability in today’s 

knowledge-based economy and global business 

environment. [16] Explain that if manufacturing SMEs 

gradually enhance their production processes, their 

survival is guaranteed in the long run. 

III. COMPETITIVE ADVANTAGE 

A firm is considered to have competitive advantage or 

sustained competitive advantage when its strategy is 

http://www.businessdictionary.com/definition/systematic.html
http://www.businessdictionary.com/definition/procedure.html
http://www.businessdictionary.com/definition/formula.html
http://www.businessdictionary.com/definition/routine.html
http://www.businessdictionary.com/definition/task.html
http://www.businessdictionary.com/definition/accomplished.html
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adopted by none of competitors whether current or 

potential ones [17]. Other characteristics like scarceness, 

uniqueness and non-substitutability of firm traits can be 

sources of competitive advantage in case they enable the 

company to take advantage of opportunities and 

counteract threats in external environment [18]. One of 

the resources essential in managing all strategies is 

managerial talent [19]. In markets with intense 

competition it is harder for companies to offer 

distinguished product and services in terms of quality and 

cost. New product development is one way to being 

different from other competitors [20]. Factors which drive 

fierce competition include new technologies, 

globalisation, deregulation and mergers [19] in such a 

competitive environment, it is vital for companies to have 

the ability to present customers products that have 

advantages in terms of cost and differentiation [21]. When 

competitors do not know our competencies and the base 

of advantage, they are not able to imitate the competitive 

advantage [22]. In order to foster sustainable competitive 

advantage there should be efforts to improve the core 

business competitive advantage. It helps to increase the 

obstacles to imitation which results in sustainable 

competitive advantage [23, 24]. They recommend that 

before launching any diversification, there should be a 

careful consideration whether the new business add value 

to the traditional business or vice versa. Ppoor 

diversification in a company will lead to diminish the 

competitive advantage [25-26]. 

IV. RESEARCH PROBLEM  

The rapid changes in the business arena inevitably 

force organisations to adapt in order to be sustainable. 

However, strong competition compels them to do so 

differently so that others are not able to imitate or take 

over their competitive edge. Due to the apparent gaps in 

prior research, the present research attempts to examine 

whether innovation in product technology has any effect 

on competitive advantage among SMEs in Iran and the 

levels of innovation that contributes more towards 

competitive advantages that lead to holistic performances. 

Therefore the main research problem for this study is that 

the importance of innovation in product technology has 

been known by organizations, the effect of innovation in 

product technology on Competitive Advantage in SME 

companies in Iran is still not well established. 

A. Research Questions 

How does Innovation in Product Technology influence 

the Competitive Advantage? 

B. Research Hypothesis 

Innovation in product technology has a significant 

relationship with competitive advantage. 

V. RESEARCH METHODOLOGY 

In this research the population is Iranian SMEs. All 

identified enterprises had less than 250 employees and 

belong to private sector. This research is based on 126 

Iranian SMEs as participants. The selected sampling 

design in this survey is Simple Random Sampling. The 

sample was collected from Iranian SMEs companies, 

which had less than 250 employees and were owned by 

the private sector and had an office or branch in Tehran. 

In this study has sent the questionnaires to the companies 

via email. A number of questionnaires were e-mailed to 

companies from the Industrial Managers Convention head 

office. 

VI. CONCLUSION 

Iran’s economy is largely relied on natural resources 

but no other type of income like export. This reliance lead 

to the lack of knowledge based economy which deprived 

the country from being involved in global competition. On 

the other hand since domestic market is protected by 

government by tariffs and regulations there is a lack of 

competition among industrial sector. Low quality and 

high cost are the other consequences of this situation. 

Competition motivates technological change and 

innovation. When there is very limited competition the 

Companies are not persuaded to introduce new product or 

technology or adopt any innovation in their organisation. 
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