
 

 

  
Abstract—Indian food processing industry is one of the largest in 

the world in terms of production, consumption, exports and growth 
opportunities. SMEs play a crucial role within this. Large 
manufacturing firms largely dominate innovation studies in India. 
Innovation sources used by SMEs are often different from that of 
large firms. This paper focuses on exploring various sources of 
innovation adopted by food processing SMEs in Kerala, South India. 
Outcome suggests that SMEs use various sources like suppliers, 
competitors, employees, government/research institutions and 
customers to get new ideas. 
 

Keywords—Food processing, innovation, SMEs, sources of 
innovation. 

I. INTRODUCTION 

NNOVATION studies are dominated by studies from large 
firms and how they innovate. As Small and Medium 

Enterprises (SMEs) suffer from resource scarcity, sources of 
innovation may be different from that of their large 
counterparts. The SMEs interviewed by [33] stressed that 
innovation sources are multifaceted, internal and external 
(involving customers, suppliers and consultants), and not just 
driven by new technology. Sources of innovation may vary 
even based on the type of industry. Authors present outcome 
of a study, which is conducted on SMEs of food processing 
industry, which is considered a rather traditional industry in 
India.  

Three main research objectives of the study are: 
1. To investigate details of food processing industry in India 
2. To investigate the nature of innovation activity, its 

associated discourse and resulting sources of innovation 
3. To explore sources of innovation used by selected SMEs 

from Kerala, Indian state located in South India. 
The purpose of this paper is to report on the preliminary 

findings of our study. 
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II. LITERATURE REVIEW 

A. SME Sources of Innovation 
In relation to the nature of SME innovation activity, [13] 

surveyed 107 US Midwestern small business owners to 
explore potential linkages between the strategic orientation of 
the firm and its influence on innovation practice. Analysis of 
the responses suggested: ‘Overall, the empirical results of our 
study demonstrate that a small business owner’s proactive 
personality is linked to a strategic orientation for the small 
firm that permits flexibility and change in response to 
surrounding business conditions. 

By employing a prospector strategy, these proactive owners 
have a direct impact on the goals and direction of their 
organizations. Moreover, this strategic orientation can also 
influence the types of innovations developed and implemented 
within the internal and external frame- work of the small 
business environment’ [13].  

Reference [1] analyzed data collected from about 500 SMEs 
across six European countries to explore the influence of 
external relationships on innovation. The results suggested 
proactive relationships with suppliers, users and customers’ 
facilitated innovation, and that more consistent new product 
development outcomes were observed in those having links 
was associated with laboratories and research institutes. 
Reference [31] analyzed Australian Bureau of Statistics data 
from 1,435 SMEs, considering nine networking, innovation 
and performance related attributes. Positive correlations were 
found between networking, innovation and performance 
measures, with the networking-innovation link having a 
greater impact than the direct networking-performance link, 
supporting the view that innovation is a means of realizing 
benefits from social capital. 

Reference [4] interviewed 30 (non-food) small firm owner-
managers in Ireland to explore how networking influenced 
marketing outcomes, and found that networking could have a 
multitude of facets. Sixteen contributions were identified, 
including access to new knowledge of various kinds, and the 
identification of new cooperation and market access 
arrangements. Reference [32] explored some other networking 
attributes via in-depth interviews with 20 participants in four 
small Dutch manufacturing firms to explore the influences of 
‘strong ties’ on innovation. Strong networkers developed 
multi-faceted relationships with individuals (e.g. common 
interests, technical links) that created more opportunities to 
remain in contact. By comparison it was suggested that a 
multiplicity of ‘weak ties’ could dilute the potential results 
from maintaining such relationships. The clear message from 
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relational characteristics on buyer–supplier relationships 
explain an important part of a supplier's contribution to buyer 
innovation. From the above study it is clearly understood that 
suppliers play a significant role in the flow of innovative 
ideas. This phenomenon was clearly reflected in our study too. 

2. Competitors 
Competitors can be noteworthy contributors to innovative 

ideas for a firm. Interaction outside the supply-chain, mainly 
with competitors [20], tends to be more informal, leading to 
knowledge spillovers that are more an unintended 
consequence of the relationship than its main purpose, as firms 
try to avoid direct transfer to rivals, but cannot control indirect 
transfer [8], [29]. The interviewed SME managers in our study 
also focused on the significance of competitors in developing 
innovative ideas and even stressed for a mutual understanding 
and relationship between competitors in wherever and 
however way possible.  

3. Employees 
Since employees carry a substantial responsibility for the 

actual adoption of new innovation management principles like 
open innovation, understanding the consequences and the 
managerial drivers of their attitudes to knowledge is of crucial 
importance [2]. Empirical evidence about employee attitudes 
to knowledge is not only scarce, but also inconsistent, as it 
suggests contradictory results. While most studies have found 
that employees tend to be unwilling to collaborate, i.e. 
negative attitudes to knowledge sharing predominate [16], 
[21], [28], [34] and others have documented the existence of 
overly positive tendencies to knowledge in sourcing [18], [19]. 
In our study, both the SME’s have elucidated positive 
employee collaboration and has successively contributed to 
the flow of new ideas. Further research with interactions with 
more companies may give contradictory results on this aspect. 

4. Government/Research Institutes 
Reference [22] conducted a study on the novelty of 

innovation in manufacturing firms with the evidence of the 
1999 statistics Canada Innovation study. The policy 
implications deriving from the study results are worth noting. 
That is, novelty of innovation could be increased in 
developing policies promoting stronger linkages between 
firms and government laboratories and universities. Another 
study done by [15] examines the effects of inter-firm 
collaborations as well as the direct and indirect effects of 
government R&D support on innovation outputs, amongst 
Biotechnology SMEs in Korea. The government support 
through project funding directly and indirectly affects firms' 
innovation by stimulating internal R&D and domestic 
upstream and downstream collaborations. The study findings 
imply the importance of governmental R&D funding and 
networking with foreign universities and research institutions 
as well as downstream partners. In our Indian study, results 
seem to be two-sided. One of our samples focused heavily on 
Government Research Institutes like CFTRI and outlined the 
positives gained from them, whereas the other sample did not 

yield much of a positive linkage between sources of 
innovation and government/research institutions.  

5. Customers 
With respect to the customer’s role in sourcing out new 

ideas, quite an extensive literature exists, with one of them 
being done by [17], stating that customer participation may 
account for the effects of service firm innovation capabilities 
(both technical and non-technical) on service quality. 
Customer participation refers to “the degree to which the 
customer is involved in producing and delivering the service” 
[26]. Many firms increasingly focus their business practices 
toward actively encouraging customers to take on more active 
roles in the production of services [30], [37], [39]. The Indian 
perspective is no different too. In our study, both firms 
stressed upon the significant role played by customers in 
generating new ideas. Firms strongly believed that customers 
are strong and reliable source of innovation. 

V. CONCLUSION 
Emergent theme from our study is that food processing is a 

very important industry for India. Sources of innovation in 
food processing SMEs are not limited to technology and 
research and development done in-house. Because of resource 
scarcity and often limited budget for in-house R&D; SMEs 
use various sources like suppliers, competitors, employees, 
government / research institutions and customers to get new 
ideas. They are open to ideas from different sources and 
embed them into their organization. Further research can be 
carried out at larger sample size to verify whether this 
phenomenon is wide spread. Further research may also reveal 
extent to which these innovations are diffused and absorbed by 
SMEs. 
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