
Executive Summary 

Introduction: 

SMEs play a vital role in sustaining high GDP growth in India. SMEs’ today operate in a VUCA  

environment where the change is significantly necessary. Innovation Management is one of the 

mechanism through which the SME’s can survive in this volatile and dynamic environment. 

Innovation is for by introducing new products, redesigning product/process, reconfiguring 

organizational practices helps the firms in achieving competitive advantage and also the growth 

of the firms. Therefore, innovation is vital for the SME survival. The present study investigates 

the present level of innovativeness, factors facilitating innovation and the key challenges faced 

by SMEs’ in adapting innovation. 

Objectives: 

This study is conducted to identify the innovative and non-innovative SME’s , present level of 

innovativeness in the firms, antecedents leading to innovation, key challenges faced by SMEs’ in 

adoption of innovative practices and process. 

 

Methodology: 

The present study is descriptive in nature. The study depends on both primary and secondary 

data. Primary data is collected through a structured questionnaire designed specifically for 

innovative and non-innovative firms and secondary data is collected through desk research and 

review of literature. To validate the instrument, reliability test was done and the obtained 

cronbach value is above 0.9 which indicates that the scales are reliable. Totally 409 SMEs’ 

involved in manufacturing of engineering goods typically involves electrical and electronics 

goods in Tamilnadu and the SME’s were identified using proportionate stratified random 

sampling method. Percentage analysis, Cross Tabs, Mean  Score, Correlation, Friedman test, 

Discriminant analysis , PLS SEM were used to analyse the data. 

 

 



Findings: 

Profile of the Entrepreneurs & Firms: 

 Majority (64.1%) of the firms are non-innovative. Most (94.1%) of the entrepreneurs are 

male and belong to the age category (36.9%) of 31-40 years.  

 Most (21.6%) of the firm owners have educational qualification upto matriculation  

 Majority  (60.9%) of the entrepreneurs have work experience  in present firm below 10 

years of work experience and Majority (81.1%) of the entrepreneurs have 10 years of 

work experience in previous firm 

 Majority (99.8%) of the respondents have no prior work experience in MNC and 

Majority (99.3%) of entrepreneurs have no experience in other type of firms  (99.3%) 

 Majority (90.7%) of the SME owners were first generation entrepreneurs.  

 Most(16.46%) of the innovative firms are in Coimbatore district and  most (13.02%).of 

the non innovative firms located in the Trichy district  

 Majority (64.1%) of the firms are small enterprise involved in manufacturing of 

engineering goods which includes electrical and electronics. 

 Majority (50.4%) of the firms are in existence below 10 years and Majority (71.3%) of 

the firm run on sole proprietorship.  

 Majority (82.6%) of the firms are located in urban area. 

 Majority (70.5%) of the firm owners have invested their own funds  and the proportion of 

funds is above 50 %  

 Majority (67.3%)of the firm owners have borrowed funds and the proportion is below 

10%  

 Majority(69.5%) of the entrepreneurs borrowed funds from banks 

 Majority (78.6%) of the firms are involved in operations at regional level  

 Majority (77.4%) of the firms involved in direct distribution. 

 Majority (85%)  of the firms employ full time employees and their proportion is above 

50% 

 Majority (53.3%) of the firms consists of technical employees and their proportion to the 

non-technical employees is above 50%  



     Level of innovativeness in SMEs  

1) Product Innovation: 

Majority (60.3%) of the firms are involved in product innovation at higher level. The 

factors contributing to product innovation are continuous monitoring and improvement of  

the product quality (Mean Rank: 3.86), acceptance of the products by the customers 

introduced by the firm (Mean Rank: 3.45), introduction of products new to the industry or 

market (Mean Rank:2.61), changing existing design/features/performance of the product 

frequently  (Mean Rank: 2.59) and  introduction of products new to the company (Mean 

Rank: 2.50). 

2) Level of Process Innovativeness: 

Majority (51.4%) of the firms are involved in process innovation at higher level. The 

factors contributing to process innovation are ability of the firms to solve 

processing/functional issues with innovative solutions (Mean score: 3.13), introduction of 

new machineries, tools, equipments to facilitate manufacturing (Mean score : 3.13) ,change 

in existing manufacturing process (Mean score: 3.03) and introducing new manufacturing 

process (Mean score:2.91). 

3) Level of Innovativeness in Services and Manpower 

Majority (63.1%) of the firms are involved in  service and manpower innovation at higher 

level. The factors contributing to services and manpower of the firms are capability of the 

staffs to introduce innovative practice (Mean score:3.36), support of owner/manager in 

implementing innovative practices (Mean score: 3.35), organizing discussion with the staff  

members to encourage ideas (Mean score:3.35), change in existing services offered to 

customers (Mean score: 3.23) and introduction of new services to the customers (Mean 

score:3.18) 

4) Level of Marketing Innovation: 

Majority (57.5%) of firms practice marketing innovation at higher level. The factors 

contributing to the marketing innovations are changing existing promotional techniques 

(Mean Rank: 3.64), changing / improving the logistical procedures (Mean Rank:3.61), 



changing the price of the product to meet the customer/market requirement (Mean Rank: 

3.59),introducing new marketing strategies to penetrate existing/new markets (Mean 

Rank:3.53), changing the distribution channel of the firm (Mean Rank:3.33) and changing 

strategies, policies or plans to accommodate innovative practices (Mean Rank: 3.30) 

5) Level of  Innovativeness in Technology and Other factors: 

Majority (58.9%) of the firms are involved in technology innovation at medium level.The 

factors contributing to Level of  Innovativeness in Technology and Other factors are buying 

/ use latest software and hardware to improve technological capabilities (Mean Rank:4.34), 

ability of the firms to raise funds due to new ideas/product/process/strategies or technology 

(Mean Rank:4.15), ability of the firms to enjoy early payback period due to new product, 

process or strategies (Mean Rank:4.00),contribution of the new changed product to increase 

the turnover (Mean Rank:3.96),locating or changing the building or any infrastructure to 

support innovative practices (Mean Rank:3.88),seeking support/assistance from 

consultancies, organizations or any other such agencies (Mean Rank:3.87) and capability of 

the firm to forecast and evaluate the changes in the market and technology (Mean 

Rank:3.80). 

 

 

 

 

 

 

 

 

 

 



 

Antecedents Leading to Innovative Practices and Process in the SMEs 

1. Antecedents related to manpower. 

Antecedents related to manpower contributing to innovative practices at a higher level in 

majority (71.3%) of the firms. The factors contributing towards the antecedents of 

manpower are  staff coordination and proper dissemination of information to the staff 

members (Mean rank: 5.72), accessibility of the staff members irrespective of their position 

(Mean rank : 5.70), consciously managing age diversity to enhance innovation (Mean rank: 

5.65),attributing experience of the staff as a factor facilitating innovative practices(Mean 

rank: 5.64),considering feasible ideas given by the staff (Mean rank:5.53), seeking 

ideas/opinion from the staff (Mean rank:5.53),capabilities of the firms to meet market 

requirements ahead of competitors (Mean rank:5.50),  differences in staffs educational 

qualification helps the firm to be innovative (Mean rank: 5.38), appreciating and rewarding 

the staff for their contribution (Mean rank:5.15), undertaking project with risk and 

uncertainty (Mean rank: 5.14) are the most contributing antecedent leading to Innovative 

Practices and Process in the firm 

2. Antecedents related to Updated Technology and Stakeholders 

Antecedents related to updated technology and stakeholders contributing to innovative 

practices at a higher level in majority (61.6%) of the firms. The factors contributing 

towards the antecedents of updated technology and stakeholders are monitoring the needs 

of the customer (Mean rank: 4.91), customers interaction by the firm (Mean rank: 4.91), 

monitoring the competitors (Mean rank: 4.58), interaction with the supplier need or market 

trends (Mean rank: 4.54), efforts of the firm to update about various schemes, grants / 

subsidies (Mean rank: 4.42),  effort to track changes in the technology, market 

development , industries (Mean rank: 4.39), Accessible towards new market by the firm 

(Mean rank: 4.39),utilization of government schemes  to undertake innovations (Mean 

rank: 3.88) 

 

 



3. Antecedents related to External collaboration in the Firm 

Antecedents related to external collaboration in the firm contributing to innovative 

practices at a higher level in majority (68.4%) of the firms. The factors contributing 

towards the antecedents of external collaboration of the firms are participating in trade 

exhibition /fair conducted within/outside the country( Mean rank: 3.05), attending seminar 

and orientation programmes within the city, national or international (Mean rank: 

3.04),firm has membership with the likeminded firm (Mean rank: 3.00), collaboration 

towards technical/non-technical/science institutes or knowledge centre (Mean rank: 2.98), 

firms association  with training facilities/agencies (Mean rank: 2.93) 

4. Antecedents related to training in the Firm : 

Antecedents related to training in the firm contributing to innovative practices at a medium 

level in majority (56.8%) of the firms. The factors contributing towards the Antecedents 

related to training in the firm are sharing learning with the staff members (Mean rank: 

2.83), in-house training facilities by the firm (Mean rank: 2.40), providing on-the job 

training (Mean rank: 2.39) and the firm seek for external sources for staff training (Mean 

rank: 2.38). 

5. Antecedents related to Infrastructure and Competitors: 

Antecedents related to infrastructure and competitors of the firm contributing to innovative 

practices at a medium level in majority (80.1%) of the firms. The factors contributing 

towards the antecedents related to Infrastructure and Competitors in the firm are adopting 

changes quickly to meet market challenges (Mean score :3.00),acquisition of technical 

know-how to introduce new product/process or service by the firm (Mean score : 

2.92),acquiring of new equipment / machineries to improve/introduce changes in the 

product (Mean score : 2.88), using competitors information which formulating business 

plans (Mean score : 2.82), considering competition as an important factor for introducing 

changes in the firm (Mean score: 2.79), making changes in structure or ownership of the 

firm (Mean score: 2.74), acquiring  new building / infrastructure to facilitate changes 

(Mean score : 2.46), locating the firm to the industrial cluster facilitate innovation (Mean 

score: 2.25). 



 

 

 

The other factors that facilitate innovative activities in the firm are Business improvement 

practices, Advanced Model, Pricing products according to New Technology, Availability 

of Skilled labour, Educated Manpower availability and Technological Changes. 

Measures/schemes that facilitate innovative activities are Venture Capital Fund, Skilled 

Human Resource, Easy material access, Tax Concessions/subsidies, Affordable Credit 

Norms, Increased Industrial Clusters, Training Centres, Consulting Centres/Agencies, 

Information and Technological Support, Infrastructure. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

Challenges encountered by SMEs in deploying innovative practices and process. 

1) Time and Perceptual challenges: 

Time and perceptual challenges during deployment of innovative practices and process are 

faced at medium level by most of the firms (37.5). The factors associated with the time and 

perceptual challenges are lack of commitment towards introducing new projects (Mean 

rank: 2.67), fear of disturbing established routines (Mean rank: 2.63), apprehension to 

undertake risky projects (Mean rank: 2.36) and time constraints (Mean rank: 2.34). 

 

2) Economical challenges: 

Economical challenges during deployment of innovative practices and process are faced at 

higher level by majority of the firms (50.6%). The factors associated with economical 

challenges are longer Payback period(Mean rank: 2.75), inadequate source of finance 

(Mean rank: 2.61), economic certainty (Mean rank: 2.36), concern towards short term 

profits(Mean rank: 2.29). 

 

3)      Manpower related challenges encountered by SMEs in deploying innovative practices  

         and process. 

Economical challenges during deployment of innovative practices and process are faced at 

higher level by most of the firms (39%). The factors associated with manpower related 

challenges are  Inadequate monetary and non-monetary incentives (Mean Rank: 5.72), the 

firm faces the inability to retain qualified staff (Mean Rank :4.50), lack of supportive staff 

(4.46), lack of skill issues related to assess viable ideas (4.35),lack of experience among the 

staff members (4.31), resistance to change (4.14) and lack of coordination among the staff 

members (4.13) 

 

 



 

4) Lack of Awareness in deploying innovative practices and process 

 

Lack of awareness during deployment of innovative practices and process are faced at 

higher level by majority of the firms (47.3%). The factors associated with the lack of 

awareness are schemes that are floated by the government (Mean Rank: 3.00), lack of 

awareness from the supportive agencies (Mean Rank: 2.48), market dynamics (Mean Rank: 

2.32) and technological changes (Mean Rank: 2.21). 

5)     Technology and Market related challenges encountered by SMEs in deploying  

         innovative practices and process. 

Technology and market related challenges during deployment of innovative practices and 

process are faced at higher level by most of the firms (39.7%). The factors associated with 

technology and market related challenges are difficulty to access market (Mean Rank : 

5.22) , access raw materials is difficult (Mean Rank :4.60), external contacts is inadequate 

(Mean rank: 4.59), lack of training facility (Mean rank: 4.45), lack of research facility 

(Mean rank:4.34), fast paced technological changes (Mean rank: 4.28), inadequacy of 

machineries, tools and equipments are inadequate (Mean rank: 4.27),  accessing required 

technology is difficult (Mean rank: 4.26). 

6)     Infrastructure and Government related challenges encountered by SMEs in deploying   

         innovative practices and process. 

Infrastructure and Government related challenges during deployment of innovative 

practices and process are faced at higher level by majority of the firms (52.1%). The factors 

associated with Infrastructure and Government related challenges are receiving the funds 

and subsidies are delayed (Mean Rank :4.36), Government supportive schemes and policies 

are inadequate (Mean Rank : 4.22), financial assistance from the government is adequate 

(Mean rank: 4.21), Government supportive centers and agencies for  schemes and skill 

development is inadequate(Mean rank: 3.36),infrastructure constraint to implement 

changes (Mean rank: 2.51) and location of the firm is inappropriate (Mean rank: 2.34) 



The other challenges faced by the firms  in deploying innovative practices and process are 

Financial Problems, Labour Demand, Poor fund availability, Marketing  and Cost Related 

Problems, Need for technologically updated machines , Transportation problems and Non 

availability of safety machineries. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Relationship between innovative practices and process and the SMEs performance: 

  

Significant difference exists between performance and firm innovativeness: 

The performance of the innovative firms are better than non-innovative firms. The factors 

associated with performance of the firm are financial performance, product oriented 

performance, performance in terms of operations, other performance measures. 

 

Innovative Firms: 

Increase in profit of the firm (Mean rank: 257.20), improvement in return on investment (Mean 

rank: 236.26), ability of the firm to improve quality of the product (Mean rank: 252.52), increase 

in product sales (Mean rank: 232.22), reduction in product complaints (Mean rank: 

250.03),difficulty in imitating the firms product by the competitors(Mean rank: 222.40), 

reducing production cost (Mean rank: 203.47),decrease in wastage of resources/materials (Mean 

rank: 236.06),reducing  turnaround time than the competitors (Mean rank: 233.73),reduction in 

manufacturing time (Mean rank: 241.32), efficient utilization of resources (Mean rank: 241.30), 

increase in number of customers / market share (Mean rank: 250.81), accessibility towards wider 

markets (Mean rank: 249.83), decrease in employee turnover (Mean rank: 206.76) and financial 

position of the firm (Mean rank: 251.21). 

 

Non-Innovative Firms: 

Increase in profit of the firm (Mean rank: 174.24), improvement in return on investment (Mean 

rank: 185.95), ability of the firm to improve quality of the product (Mean rank: 176.86), increase 

in product sales (Mean rank: 188.16), reduction in product complaints (Mean rank: 

178.25),difficulty in imitating the firms product by the competitors(Mean rank: 193.71), 

reducing production cost (Mean rank: 204.30),decrease in wastage of resources/materials (Mean 

rank: 186.07),reducing  turnaround time than the competitors (Mean rank: 187.37),reduction in 

manufacturing time (Mean rank: 183.13), efficient utilization of resources (Mean rank: 183.14), 

increase in number of customers / market share (Mean rank: 177.82), accessibility towards wider 

markets (Mean rank: 178.36), decrease in employee turnover (Mean rank: 202.46) and financial 

position of the firm (Mean rank: 177.59). 

 



 

The level of innovation in product, level of innovation in services and human resources,  Level 

of Innovation in marketing, Level of Innovation in Technology and Finance is positively and 

significantly related to the Performance of the firm except level of innovation in process (not 

significant). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

To understand the reasons for lack of innovative practices and process among the  

Non - Innovative firms: 

 

1) Time related reasons for lack of innovative practices and process among the Non-   

 Innovative Firms 

Most (50.6%) of the firms face time related reasons as the main reason for lack of 

innovative practices and process. The factors are Lack of commitment towards 

introducing new projects(Mean Rank – 2.80)  has the highest priority and Time 

constraints(Mean Rank – 2.06) has the lowest priority among the items in Time 

related reasons for lack of innovative practices and process among the Non- 

Innovative Firms. 

2) Economical constraints for the lack of innovative practices and process among 

the Non- Innovative Firms 

Majority (72.1%) of the firms face Economical constraints as one of the reason for 

lack of innovative practices and process among the Non- Innovative Firms at high 

level. 

3) Manpower related reasons for lack of innovative practices and process among the  

Non- Innovative Firms 

Most (65.5 %) of the firms  face  manpower related reasons  at high level.Inadequate 

monetary and non-monetary incentives (Mean Rank – 5.54) , Lack of Supportive staff 

( 4.93) has the highest priority and Shortage of technically skilled staff (3.77) has the 

lowest priority among the items in Manpower related reasons for lack of innovative 

practices and process among the Non- Innovative Firms. 

4) Lack of Awareness in deploying innovative practices and process among the Non-   

 

     Innovative Firms 

Majority (66.6%)  of the firms have high level of lack of awareness among the firms in 

deploying innovative practices and process among the Non – Innovative Firms. 

5) Technology and Market related reasons for lack of innovative practices and     



 process among the Non - Innovative Firms 

Majority (63.9%) of the firms experience high level of Technology and market related 

reasons. The factors are difficulty in accessing market (Mean rank – 4.89), Lack of 

Research facility (Mean Rank – 4.88) has the highest priority and Fast paced 

technological changes (Mean Rank – 3.73) has the lowest priority among the items in 

Technology and Market related reasons for lack of innovative practices and process 

among the Non - Innovative Firms. 

6) Infrastructure and Government related reasons for lack of innovative practices    

and process among the Non - Innovative Firms. 

Majority (75.8%) of the firms experience high level of Infrastructure and Government 

related reasons, The factors are Inadequate financial assistance from government 

(Mean Rank – 3.88), Inadequate government supportive schemes and policies (Mean 

Rank – 3.85) has the highest priority and Inappropriate location of the firm (Mean 

Rank -2.84) has the lowest priority among the items in Infrastructure and Government 

related reasons for lack of innovative practices and process among the Non - 

Innovative Firms. 

 

 The highest factors contributing to the lack of innovative practices and process in the 

Non-Innovative firms are, Inadequate financial assistance from government,  Inadequate 

government supportive schemes and policies,  Procedural delay in receiving funds and 

subsidies,  Inadequate monetary and non-monetary incentives,  Inadequate government 

supportive centers and agencies for skill development. 

 

Reasons for lack of innovative practices and process among the Non- Innovative Firms: 

 

 30.28 % of respondents consider lack of funds for capital investment as the major reason 

for lack of innovative practices and process among Non-Innovative firms followed by 

labour problems (19.23%), Marketing related problems(12.01%),Electricity 

problems(9.61%), Cost related problems (5.76%),Infrastructure facilities(2.40), Lack of 

funds for investing in new machineries (1.92),Government schemes and support (1.44%), 

Poor credit availability (1.44%), Other reasons (15.86%).   



 

 

 

 

Recommendations: 

 

Innovative firm  

From the mean rank (4.91), it is found that the firms are involved in continuous monitoring and 

improvement of the product quality. Hence, we suggest the non innovative firms to involve in 

such processes for product improvement. 

 

From the mean rank (4.91), it is found that the firm interact and monitor the needs a wants of the 

customer but frequent introduction of new products are not implemented. So the firms may 

analyze the preset needs of the customer and develop the products to meet the current customer 

needs. 

 

Marketing Innovation: 

From the mean score (3.30), it is found that the firms are not involved in changes with regard to 

strategies , policies and plans to accommodate innovative practices. Hence, the firm should 

revamp / review their present strategies / policies and make changes so that they can 

accommodate few innovative practices. 

 

Level of innovation in technology and other factors: 

 

From the mean rank (3.80), it is found that the capability of the firm to forecast and evaluate the 

changes in the market and technology is low. Hence the entrepreneurs may have tie up with the   

consultancies to predict the market changes and frame strategies and policies to compete with the 

current market and also from the mean rank (2.93) it is found that the firms are low in 

establishing collaboration with outside training agencies. 

Antecedents   



From the mean rank (3.88), it is found that the utilization of government schemes to undertake 

the innovation is low and also the lack of awareness is also high among the entrepreneurs 

regarding the various government schemes available. Hence, the government as well the 

entrepreneurs should take necessary steps to keep updated about changes in schemes/policies 

available. 

 

From the mean rank (2.38), it is found that hiring of external sources to train the staff has not 

given priority. hence, if there is a need the firms may hire external source. 

 

From the mean score (2.92), it is found that firm has acquired technical knowhow to introduce 

product / process/ service but due to lack of commitment towards introducing new project (2.67) 

and also the fear of disturbing established routine is high (2.63) , many entrepreneurs are not 

involved in innovation management. 

 

From the mean rank(4.36), it is found that the entrepreneurs perceive that there is a procedural 

delay in receiving funds and subsidies from the government. Hence, the government should take 

necessary steps to make the procedures even more effective. 

 

From the entrepreneur preference, it is found that the venture capital funds is highly preferred 

supportive measure to facilitate innovative activities by both innovative and non-innovative 

entrepreneurs. Hence, we suggest the entrepreneurs to approach the angel investors / venture 

capitalists for fundraising. 


