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In the context of innovation and development of SMEs, improving 

innovation performance has become the key to the future breakthrough 

of SMEs. The article describes the definition of innovation 

performance by Chinese scholars, the existing dimensions of 

innovation performance, and the factors affecting it. It has been found, 

however, that there are fewer existing studies on the innovation 

performance of SMEs. This paper concludes that Chinese SMEs' 

innovation behavior can increase their innovation performance, hence 

increasing their competitiveness. Breakthrough innovation focuses on 

revolutionary invention, whereas progressive innovation focuses on 

improvement. As a result, adequate emphasis should be given to the 

study of SMEs' innovative behavior. 
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Introduction:- 
In today's global economy, innovation has become a crucial factor for economic development and a firm’s 

competitive advantage. Traditional drivers, such as labor, natural resources, and financial capital, have become less 

important in creating value for firms' innovation capability (Vivas and Barge-Gil, 2015), Firms are called to respond 

to social and technological changes to maintain competitive advantage.With globalization and the highly 

competitive market environment, innovation has become a subject of reflection, and the firm's openness has become 

indispensable in the search for technological knowledge to improve innovation capabilities. A single Small and 

Medium Enterprise (SME) does not have the resources to cope with the market demand and the complexity of the 

innovation process. This process results in social connections between professionals as a tool for knowledge 

assimilation and creation.In China, innovation performance mainly refers to the results obtained by enterprises 

through innovation activities, and how these results improve the performance and capability of enterprises. It 

emphasizes the central role of innovation in the development and competitiveness of enterprises (Liping, Yunlong, 

and Tianting, 2020).Zhang et al. (2019) defined innovation performance as the innovation results obtained from the 

generation, refinement, and practice of new ideas or new methods that are of use to the company and beneficial to 

the company in gaining a competitive advantage in the industry, which is classified into breakthrough innovation 

performance and incremental innovation performance based on the novelty and practicality of the results. According 

to Sunping Qu (2021), innovation performance is the economic performance of a firm achieved through product 

innovation and process innovation activities. 

 

In unfavorable environments, innovation is key for firms to withstand external shocks and enhance competitiveness 

(Alcalde-Heras et al, 2018). Informalized structures and centralized decision-making within SME organizations 

make it easier for them to carry out innovation activities and have the flexibility to choose the right innovation 
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strategy to respond quickly to external changes (Alcalde-Heras, et al., 2018; Tognazzo, et al., 2016). In March 2021, 

at the opening of the Fourth Session of the Thirteenth National People's Congress. Li Keqiang said that the 

government will raise the VAT threshold, reduce broadband and professional tariffs for SMEs, and encourage 

innovation and development of SMEs. Whether in terms of its status and role, or its actual contribution, promoting 

the healthy development of SMEs is of great significance in promoting China's economy to achieve high-quality 

development (13th National People's Congress, March 11, 2021). 

 

According to data from the Ministry of Industry and Information Technology(2023), China has cultivated a total of 

12,000 specialization, refinement, characterization, novelty "small giants", 103,000 " specialization, refinement, 

characterization, novelty" small and medium-sized enterprises, and 215,000 innovative small and medium-sized 

enterprises. The country has promoted the establishment of more than 1,700 public service institutions (service 

centers) for small and medium-sized enterprises (SMEs) at the national, provincial, municipal, and county levels, 

and the multi-level SME service system has been continuously improved; 31 provincial and 165 municipal SME 

online service platforms have been set up, and the construction of a national SME service "one network" has been 

steadily advanced. Sun W.K. et al. (2024) pointed out that in 2020, China's R&D expenditure by all types of 

enterprises reached 186.738-billion-yuan, accounting for 76.6 percent of the national R&D investment. At the same 

time, small and medium-sized enterprises are playing an increasing role in innovation, with 70 percent of innovation 

patents now coming from small and medium-sized enterprises. Analyzing the innovation performance of SMEs is of 

some relevance due to their relative lack of capital and low-risk tolerance. 

 

Innovation performance 

There are internal and external factors that affect the innovative performance of firms.In terms of external factors 

affecting firms' innovation performance. Zhou Biza et al. (2022) assert that in the VUCA (Volatility, Uncertainty, 

Complexity, Ambiguity) era, there is a generalized distribution of innovation resources and a blurring of 

organizational boundaries. Zhou Biza et al. (2022) also explained that there is a difficulty in obtaining and 

maintaining a competitive advantage through internal innovation, and an unavoidable choice for enterprise 

innovation practice to utilize external organizations and resources across organizational boundaries.Luo Feng et al. 

(2022) found that regional innovation policy can enhance enterprise innovation performance, particularly for non-

state-owned, growth, small, medium-sized, and high-tech enterprises. The regional innovation environment and 

government subsidies further enhance this effect. Luo Feng et al. (2022) found that regional innovation policy can 

enhance enterprise innovation performance, particularly for non-state-owned, growth, small, medium-sized, and 

high-tech enterprises. The regional innovation environment and government subsidies further enhance this effect. In 

addition, some researchers focus on the influence of behavior and strategy on innovation performance in the linkage 

between organizations and external subjects. For example, Deng et al. (2020) studied the impact of multi-market 

contacts on firms' innovation performance based on the data of the Top 30 firms in the global pharmaceutical 

industry and, revealed that multi-market contacts have a positive impact on firms' innovation performance.  Further, 

it has been found that the height of mobile barriers moderates the positive relationship between multi-market 

contacts and innovation performance. 

 

Regarding internal factors that affect corporate innovation performance, Wang Xin et al. (2018) used data from 

modern service-oriented businesses to look into the internal logic of how enterprises' internal and external 

environments affect innovation performance. They found that the soft environment of corporate innovation 

organizations has a positive effect on innovation performance. By analyzing the data of listed companies in China's 

home appliance industry during 2013–2017, Hou Dan et al. (2022) found that competitive decision portfolio 

complexity positively affects corporate innovation performance. Meanwhile, the executive team's heterogeneity 

(heterogeneity of tenure, heterogeneity of educational background, and heterogeneity of functional background) and 

the action's customer orientation both strengthened the positive relationship. Usai, Fiano, Petruzzelli et al. (2021) 

found that the impact of digital technology on innovation performance is very low, and that R&D expenditure is a 

reliable indicator for improving firms' innovation performance. They also emphasized that policymakers should 

avoid considering digital technology as the ultimate element of innovation. Forés et al. (2016) investigated the 

factors influencing incremental and breakthrough innovation, and the study found that these two types of innovation 

are influenced by knowledge accumulation capacity, organizational size, and absorptive capacity, respectively. Dang 

Xinghua et al. (2013) categorize innovation into incremental and radical categories based on its magnitude and 

novelty. They emphasize that incremental innovation involves adjusting, improving, or extending existing 

technologies or activities, with a focus on enhancing the performance of the original product through minor changes. 
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This approach aims to strengthen or maintain the existing market position, and is typically based on the development 

trajectory. 

 

Incremental innovation performance 

Joseph Schumpeter (2019) first proposed the theory of technological innovation in "Economic Development 

Theory", which defines innovation as a new production function that realizes the new combination and application 

of production factors and conditions in a new production system. March (1991) defined "utilization" and 

"exploration" as different organizational learning methods, and based on the degree of innovation, he expressed low-

risk, low-cost, and incremental utilization innovation as "incremental innovation," while high-risk, high-cost, and 

disruptive exploratory innovation as radical innovation, resulting in the dual innovation theory. Due to the different 

connotations of incremental innovation and radical innovation, they have different impact mechanisms (Li et al., 

2022.). At the same time, most enterprises in China tend to choose incremental innovation with short innovation 

cycles, relatively low uncertainty, and easier control of innovation risks (He Lian, Zhi Wei and Yan Yang, 2014). Tu 

et al. (2018) said that incremental innovation performance is about making corporate technology, methods, 

processes, and products better and more excellent. This is because the enterprise uses knowledge resources in new 

and creative ways. They also said that radical innovation is a big step up from incremental innovation and needs a 

bigger ability to find and use external knowledge. According to Wu et al. (2019), incremental technological 

innovation is the ability to gradually improve technological ideas and principles without deviating from existing 

practices, which are relatively continuous and small changes, whereas radical technological innovation is the 

fundamental change of an enterprise's original technological ideas and principles, which are leap changes and 

sporadic breakthroughs. 

 

Radical Innovation Performance 

Radical innovations are new ideas that are fundamentally different from an organization's existing practice or 

approach, emphasizing novelty but not use, whereas breakthroughs are ideas that make minor changes to an existing 

framework system or provide minor modifications to an organization's existing practices and products, emphasizing 

use rather than novelty. Gilson and Madjar (2011) similarly highlight that incremental innovation performance 

prioritizes improvement, emphasizing the importance of devising innovative solutions to alleviate problems or 

enhance the status quo. This approach allows employees to anticipate their inputs and benefits ahead of time, 

ensuring a stable return. In contrast, radical innovation prioritizes change and is typically driven by a specific 

problem, where there is no specific solution to the existing issue. Liu and Liu (2014), domestic scholars, 

distinguished between breakthrough innovation performance and progressive innovation performance. They noted 

that radical innovation performance pertains to the industry, where current technology significantly influences the 

industry, capable of disrupting the current industry structure. Meanwhile, progressive innovation performance 

pertains to the company's products or technologies. 

 

Li Bozhou and Zeng Wei (2019) distinguish and relate progressive and radical innovations, both of which stem from 

an enterprise's existing knowledge and technology. Progressive innovation enhances existing technology and 

knowledge, while radical innovation subverts and reconstructs existing technology and knowledge. Wang Daojin et 

al. (2020) define incremental innovation as the process of making minor improvements to existing services, products, 

organizational structures, and technological platforms using the existing knowledge base. On the other hand, radical 

innovation involves departing from the previous development trajectory, disrupting the original process, technology, 

and organizational pattern, and significantly altering the existing views and processes. The primary distinction 

between the two forms of innovation is the frequency of innovation, the extent of change, and the level of 

uncertainty. 

 

Most of the existing literature focuses on large firms and there is a lack of research on SMEs. There are two areas 

where SMEs may differ from large firms in terms of the effectiveness of innovation support. First, due to their 

relative lack of capital and low risk tolerance, SMEs may be more cautious and focused on innovation. They may 

invest their capital in innovation activities more precisely after receiving innovation subsidies, thereby improving 

the effectiveness of innovation subsidies. Secondly, due to their imperfect management, SMEs are more susceptible 

to various distortions. As a result, analyzing SMEs' innovation effect is critical in practice. The study's relevant ideas 

can assist SMEs in achieving innovation performance. 
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Conclusion and Research Prospects:- 

Conclusion:- 
The innovation performance of Small and Medium Enterprises (SMEs) in China is a pivotal factor for their 

competitiveness and survival in the dynamic global market. The review underscores that innovation performance 

encompasses both breakthrough and incremental innovation, with the former emphasizing transformative changes 

and the latter focusing on improvements within existing frameworks. 

 

Chinese scholars have contributed significantly to the discourse on innovation performance, as evidenced by the 

works of Zhang Huikang (2019) and Sunping Qu (2021), who have delineated the concept and its economic 

implications for firms. The Chinese government's initiatives, as mentioned by Li Keqiang during the Fourth Session 

of the Thirteenth National People's Congress, reflect a supportive policy environment aimed at fostering SME 

innovation and development. 

 

Internal factors such as knowledge accumulation capacity, organizational size, and absorptive capacity significantly 

influence innovation performance. External factors, including the policy environment and regional innovation 

environment, also play a crucial role. The review highlights the heterogeneity in the impact of regional innovation 

policy, particularly on non-state-owned enterprises, growth enterprises, and high-tech firms (Luo Feng et al., 2022). 

 

Research Prospects 

Looking forward, there is a clear need for more research focusing on SMEs, given the existing literature's emphasis 

on large firms. SMEs, with their unique challenges such as limited capital and lower risk tolerance, require tailored 

approaches to innovation. The review suggests that further studies should explore how SMEs can optimize the 

effectiveness of innovation subsidies and manage potential distortions due to imperfect management. 

 

The role of digital technology, as discussed by Usai et al. (2021), warrants more investigation, especially 

considering its low impact on innovation performance compared to R&D expenditure. It is recommended that 

policymakers and practitioners avoid overemphasizing digital technology as the sole driver of innovation. 

 

Moreover, the differentiation between incremental and radical innovation performance should be further examined, 

as it presents different challenges and opportunities for SMEs. The review by Forés and Camisón (2016) on the 

factors influencing these types of innovation provides a foundation for future research. 
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