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Micro, Small and Medium Enterprises are essential components of India’s industrialized sector. It contributes significantly to 
India’s Gross Domestic Product (GDP) and export earnings besides meeting the social objectives including that of providing 
employment opportunity to millions of people across the country. The MSMEs have played a significant role in the socio 
economic development of the country during the last five decades and it has significantly contributed to the overall growth in 
terms of Gross Domestic Product (GDP) employment generation and exports. The challenge is that product life cycle has 
shortened to a dramatic extent, and as a result, sustainability has become very difficult in almost every business across any 
industry. In this regard, the organizations strive towards structural and process innovations by creation, acquisition, and 
deployment of both tacit and explicit knowledge in order to remain competitive and sustainable, companies put many efforts 
in innovating their products and services. In this regard, Knowledge Management and Innovation in MSMEs (KM & I) plays 
a vital role in capturing the tacit knowledge and innovative strategies for strengthening the MSMEs which enables them to 
be in the competitive field.  The present paper aims at implementation of Knowledge Management and Innovation strategies 
for strengthening of Micro, Small and Medium Enterprises in the competitive trend. 
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I. INTRODUCTION 
 
The organizations which are focusing on knowledge 
management and innovation are having competitive 
edge in the midst of challenging environment. In the 
rise of globalization trend, the Micro, Small and 
Medium Enterprises (MSME)’s survival and growth 
depends on the implementation of knowledge 
management and innovation. They contribute 
significantly to social and economic development 
objectives such as labour absorption, income 
distribution, rural development, poverty eradication, 
and regional balance.  MSMEs play a key role in the 
industrialization of a developing country. This is 
because they provide immediate large-scale 
employment and have a comparatively higher labour-
capital ratio; they need a shorter gestation period and 
relatively smaller markets to be economic; they need 
lower investments, offer a method of ensuring a more 
equitable distribution of national income and 
facilitate an effective mobilization of resources of 
capital and skills which might otherwise remain 
unutilized; and they stimulate the growth of industrial 
entrepreneurship and promote a more diffused pattern 
of ownership location.  

 
Definition of Micro Small and Medium 
Enterprises in India 
Micro Small and Medium enterprises as per MSMED 
Act, 2006 are defined based on their investment in 
plant and machinery (for manufacturing enterprises) 
and on equipment of r enterprises providing or 
rendering services. The present ceiling on investment 

for enterprises to be classified as micro, small and 
medium enterprises are as follows: 
 
Manufacturing Enterprises 
  INDUSTRY TYPE INVESTMENT 

Micro Enterprises Up to Rs. 25 Lakhs 

Small Enterprises Above Rs.25 Lakhs to & 
Upto Rs.5 Crores 

Medium Enterprises Above Rs. 5 Crores & 
Upto Rs. 10 Crores 

 
Service Enterprises 
  INDUSTRY TYPE INVESTMENT 

Micro Enterprises Up to Rs. 10 Lakhs 

Small Enterprises Above Rs.10 Lakhs to & 
Upto Rs.2 Crores 

Medium Enterprises Above Rs. 2 Crores & Upto 
Rs. 5 Crores 

Source: MSME Annual report 2015-16 
 
MSMEs in India, Telangana State and Target area 
of the study – Karimnagar District   
Micro, small and medium Enterprises (MSME) sector 
has emerged as a highly vibrant and dynamic sector 
of the Indian economy over the last five decades. 
MSMEs not only play crucial role in providing large 
employment opportunities at comparatively lower 
capital cost than large industries but also help 
industrialization of rural and backward areas, thereby, 



International Journal of Management and Applied Science, ISSN: 2394-7926                                                    Volume-3, Issue-7, Jul.-2017 
http://iraj.in 

 Role of Knowledge Management and Innovation in Micro, Small and Medium Enterprises for Competitive Advantage 
 

15 

reducing regional imbalances, assuring more 
equitable distribution of national income and wealth. 
MSMEs are complementary to large industries as 
ancillary units and this sector contributes enormously 
to the socioeconomics development of the country. 
MSME sector contributes in a significant way to the 
growth of the Indian economy with a vast network of 
over 46 million units, creating employment of about 
106 million people, manufacturing more than 6000 
products, contributing about 45% to manufacturing 
output and about 40% of exports, directly and 
indirectly. The sector consisting of 36 million units, 
as of today, provides employment to over 80 million 
persons. The Sector through more than 6,000 
products contributes about 8% to GDP besides 45% 
to the total manufacturing output and 40% to the 
exports from the country. The MSME sector has the 
potential to spread industrial growth across the 
country and can be a major partner in the process of 
inclusive growth. 

It has been witnessed globally, that the MSME 
segment constitutes the mainstay for maintaining 
growth rates as well as employment generation rate 
and provides stability during economic downturns. 
India’s GDP is expected to touch 8.5 %, with the 
country likely to be a USD 5 trillion economy by 
2025. To accomplish this, growth of the MSME 
sector will be paramount. Further, the progress of this 
sector is extremely critical to meet the national 
objectives of financial inclusion and employment 
generation across urban and rural areas in the 
country. MSMEs can make significant impact in the 
area of indigenization, with both domestic and 
foreign companies investing in the ‘Make in India’ 
initiative. With the launch of this initiative, MSMEs 
will increasingly focus on securing investment and 
technical expertise from foreign firms, which on the 
other hand, would be willing to leverage existing 
networks / resources of the MSMEs to get higher 
returns on investment. 

Performance of Small scale Industries in India 
Table-1 

Year Number of SSIs               ( 
in lakh) Employment (in lakh) Fixed investment   (in crore) 

2009-10 410.80 921.79 10,38,546.08 

2010-11 428.73 965.15 11,05,934.09 

2011-12 447.64 1011.69 11,82,757.64 
2012-13 467.54 1061.40 12,68,763.67 
2013-14 488.56 1114.29 13,63,700.54 

2014-15 510.57 1171.32 14,71,912.94 
Source: Annual report of ministry of MSME, 2015-16.www.msme.gov.in 

 
Number of SSIs registered in Telangana during the period of 2009-10 to 2015-16 

Table-2 

Year Number of SSIs               ( 
in lakh) Employment (in lakh) Fixed investment   (in crore) 

2009-10 2759 47435 457616 

2010-11 5374 63514 330102 

2011-12 5561 77277 303345 

2012-13 5125 71170 267399 

2013-14 6844 83217 311141 

2014-15 3901 44500 195934 
Source: Socio Economic Outlook, government of Telangana State, Planning Deportment. 

 
Growth of SSIs in Karimnagar District during the period of 2009-10 to 2015-16 

Table-3 

Year Number of SSIs               ( 
in lakh) Employment (in lakh) Fixed investment   (in crore) 

2009-10 2759 47435 457616 

2010-11 5374 63514 330102 

2011-12 5561 77277 303345 

2012-13 5125 71170 267399 
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2013-14 6844 83217 311141 

2014-15 3901 44500 195934 
Source: DIC Karimnagar. 

 

 
 
From the above tables and chart it shows that the growth of MSMEs in India, Telangana State and Karimnagar 
District is in increasing trend which is the indication of high potentiality. The implementation of Knowledge 
Management and Innovation in MSMEs would lead to have competitive edge in the midst of challenging 
environment.  
 
Role of Knowledge Management and Innovation 
in MSMEs 
 
Knowledge Management is the art of transforming 
information and intellectual assets into enduring 
value for an organisation’s clients and its people.  The 
purpose of KM is to foster the reuse of intellectual, 
enable better decision making and create the 
conditions for innovation. The components of 
knowledge management are like people, processes 
and technology would help the knowledge flow to the 
right people, at the right time so they can act more 
effectively. The focus on knowledge management 
(KM) is a critical area also for small and medium 
sized enterprises (SMEs). In particular, the 
management of knowledge assets may provide small 
firms new tools for survival, growth and maintaining 
a sustainable competitive advantage (Omerzel and 
Antoncic, 2008). Two main issues are evident in this 
evolving path: i) knowledge is a critical resource, 
rather than land, machines, or capital (Drucker, 
1993), and ii) organizations generally poorly 
managed it. If more attention were paid to creating, 
providing, sharing, using, and protecting knowledge, 
the promise was that organizational performance 
would improve (Earle, 2001). 
Steps in Knowledge Management 
 Identification of needs. 
 Identification of knowledge resources. 
 Acquisition, creation, or elimination of 

knowledge related 
resources/processes/environments. 

 Retrieval, application and sharing of knowledge 
 Storage of knowledge. 

 
Implementation of Knowledge Management in 
MSMEs for Organisational Effectiveness  

 
 
Innovation Management 
Innovation management is the combination of the 
management of innovation processes, and change 
business process, and change management. It refers 
to both to product, business process and 
organizational innovation.  
 
Innovation Process 

In MSMEs, the implementation of Knowledge 
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Management and Innovation is a challenging task to 
the entrepreneurs. The firms which are focusing on 
the possession of competitive edge need to implement 
innovation process which includes generate the idea 
initially and concretize it, define the concept and 
evaluate till the best concept evolves and finally 
implement the concept which suits to the needs of the 
market. It is critical to ensure that MSMEs in India 
remain competitive both nationally and globally. One 
of the principal determinants of SMEs’ 
competitiveness is innovation. Developing economies 
such as India face a formidable challenge in this 
regard due to limited government capacity to foster 
innovation support mechanisms. Modern concepts 
such as cluster development are often underutilized or 
ignored. Firms undertake implementation of 
knowledge management innovation in pursuit of 
some specific outcomes. These may include increased 
productivity, enhanced competitive position, reduced 
costs, and meeting regulatory compliance in a more 
effective manner, among others. Each type of 
knowledge management and innovation is generally 
linked to specific gains, which serve as the main 
motivation and reason for the MSMEs to have 
competitive edge.  
 
The following are the issued identified  
 
From the sample of 120 units in the target area of the 
study the following issues are found in MSMEs. Most 
of the units are running with traditional methods and 
the entrepreneurs and the workers are not having the 
awareness on usage of knowledge management and 
innovation in MSMEs. The issues are as follows;  

 Limited capital and knowledge, non-
availability of suitable technology for 
implementation of knowledge management 
and innovation 

 Lack of skilled man power for 
manufacturing, services, marketing as 
barrier  

 Lack of availability of adequate and timely 
credit and limited access to equity capital 

 Inadequate infrastructure facilities, including 
power, water, roads, etc  

 Absence of a suitable mechanism which 
enables the quick revival of viable sick 
enterprises and allows unviable entities to 
close down speedily 

 Market factors as a barrier to implement 
knowledge management and innovation 

 
Strategies for implementation of Knowledge 
Management and Innovation 

 Entrepreneurial awareness camps are to be 
established to entrepreneurs and workers and 
help them better understand consumer 
demand and emerging trends 

 Ensure credit flow is maintained through 
government schemes and market 
mechanisms through the banking channels in 
the country.  

 Ensure adequate support mechanisms exist 
for entrepreneurs who are willing to 
establish small enterprises. 

 Move toward demand-driven and market-
driven models of SME innovation rather 
than just R&D-focused innovation models 

 Look at institutions and programs that can 
help promote science, technology, and 
innovation in the existing context 

 
CONCLUSION 
 
The Micro, Small and Medium Enterprise important 
sector and plays a critical role in the Indian economy. 
MSMEs will continue to play a very important and 
vital role in our economy where the twin problems of 
unemployment and poverty constitute a major 
development challenge. This can be addressed by 
strengthening MSMEs in India by implementing 
knowledge management and innovation strategies. 
Modernization and technology upgrading along with 
innovative methods of capacity building and 
marketing of products are necessary. A holistic and 
separate innovation policy for the MSME sector can 
also be made to promote innovation.  
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