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Abstract: 

Small and Medium Enterprises (SMEs) are pivotal to India’s economy, contributing significantly to 

GDP and employment. The integration of Artificial Intelligence (AI) offers transformative potential for 

these enterprises, enhancing operational efficiency and competitiveness. This research article examines 

the implementation strategies, benefits, and challenges of AI adoption in Indian SMEs, with a focus on 

industry-specific applications. Drawing on recent studies, including the Nasscom-Meta white paper 

(2024), case examples, insights from AI-driven businesses like Observe.AI, and research by Daga et al. 

(2025), the article highlights how AI tools such as Haptik, CropIn, Qure.ai, and Observe. AI’s contact 

center solutions are utilized in sectors like retail, agriculture, healthcare, and business process 

outsourcing. Despite benefits like cost optimization, improved decision-making, and enhanced customer 

engagement, challenges including financial constraints, skill shortages, and limited awareness persist. 

The findings suggest that strategic approaches, such as leveraging cloud-based solutions, government 

support, and localized training, can facilitate AI adoption. This study contributes to the literature on 

digital transformation in emerging economies. 
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Introduction: 

Small and Medium Enterprises (SMEs) form the backbone of India’s economy, contributing 

approximately 30% to the national GDP and employing over 110 million people (Ministry of MSME, 

2024). As Artificial Intelligence (AI) technologies advance, SMEs are increasingly exploring their 

potential to enhance productivity, innovate, and compete with larger enterprises. A 2024 Nasscom-Meta 

study found that 94% of tech-enabled MSMEs recognize AI’s ability to drive business growth, yet 

adoption remains limited due to resource constraints, skill gaps, and infrastructural challenges 

(Nasscom-Meta, 2024; Zoho, 2025). With India’s AI market projected to reach $8 billion by 2025, 

growing at a 40% CAGR, SMEs stand to benefit from AI-driven transformation. This research article 

investigates the implementation processes, advantages, and barriers to AI adoption in Indian SMEs, with 

a focus on industry-specific applications, including insights from AI innovators like Observe.AI and 

studies like Daga et al. (2025). The study aims to provide actionable insights for SMEs seeking to 

leverage AI for sustainable growth. 

 

Research Methodology: 

This study adopts a qualitative approach, synthesizing data from secondary sources, including industry  

https://www.ijfmr.com/


 

International Journal for Multidisciplinary Research (IJFMR) 
 

E-ISSN: 2582-2160   ●   Website: www.ijfmr.com       ●   Email: editor@ijfmr.com 

 

IJFMR250450209 Volume 7, Issue 4, July-August 2025 2 

 

reports, academic studies, and case studies of Indian SMEs. Key sources include the 2025 Zoho MSME 

Survey, a 2024 global study on AI adoption in SMEs, the 2024 Nasscom-Meta white paper, reports from 

the Ministry of MSMEs and NASSCOM, insights from AI-driven companies like Observe.AI, and the 

study by Daga et al. (2025). The analysis focuses on four key industries—retail, manufacturing, 

agriculture, and healthcare—due to their significant SME presence in India. Data on AI tools and their 

applications were collected from vendor websites, industry publications, and the Nasscom-Meta study of 

over 300 MSMEs across Gurugram, Bengaluru, Pune, Mumbai, and Hyderabad to ensure relevance to 

the Indian context. The study employs thematic analysis to identify patterns in implementation 

strategies, benefits, and challenges. 

 

Implementation of AI in Indian SMEs: 

AI adoption in Indian SMEs is in its early stages, with a 2025 Zoho survey indicating that 60% of 

MSMEs plan to adopt AI and machine learning by 2030, and 44% prioritize AI-driven personalization 

(Zoho, 2025). The Nasscom-Meta white paper (2024) highlights strong optimism, with 94% of tech-

enabled MSMEs recognizing AI’s potential to drive growth and 87% confident in its ability to enhance 

productivity (Nasscom-Meta, 2024). Daga et al. (2025) report that 72% of SMEs in their study are 

exploring AI to optimize operations, with a focus on automation in customer service and inventory 

management. The implementation process typically involves: 

1. Identifying Business Needs: SMEs assess areas where AI can address inefficiencies, such as 

inventory management (68% see potential in new product development) or customer engagement 

(46% focus on customer engagement improvements) (Nasscom-Meta, 2024). Daga et al. (2025) note 

that SMEs prioritize AI for repetitive tasks like data entry and customer query handling to reduce 

operational costs. 

2. Data Preparation: AI requires structured data, but many SMEs rely on fragmented or manual 

systems, necessitating data centralization. Daga et al. (2025) found that 60% of SMEs struggle with 

data integration due to reliance on manual record-keeping. 

3. Partnering with Experts: Collaborations with AI vendors like AWS, Microsoft Azure, or Indian 

startups like Observe.AI provide accessible solutions. 

4. Pilot Projects: Small-scale projects, such as deploying chatbots, allow SMEs to test AI feasibility. 

Daga et al. (2025) highlight that 55% of SMEs in their study started with pilot projects to assess AI’s 

ROI before full-scale adoption. 

5. Training and Integration: Upskilling employees and integrating AI into workflows are critical for 

success. 

 

Industry-Specific Applications: 

AI applications are tailored to specific industries, addressing localized needs: 

• Retail and E-Commerce: SMEs use AI tools like Haptik’s chatbots for multilingual customer 

support. A Bengaluru-based e-commerce SME reduced response times by 40% using Haptik 

(Haptik, 2025). Additionally, 48% of MSMEs see AI’s potential in content creation and marketing, 

such as Flipkart’s AI-driven Visual Search feature, which enhances customer engagement (JMRA, 

2024). Daga et al. (2025) report that AI-powered recommendation engines in retail SMEs increased 

sales by 15-20% by personalizing customer experiences. 

https://www.ijfmr.com/
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• Manufacturing: AI platforms like Niramai’s Thermalytix enable predictive maintenance. A Pune-

based SME used this tool to detect equipment anomalies, reducing downtime by 25% (Niramai, 

2024). AI also supports supply chain optimization, such as predicting inventory needs. Daga et al. 

(2025) note that manufacturing SMEs using AI for quality control reduced defect rates by 18%. 

• Agriculture: Agri-tech SMEs adopt CropIn’s SmartFarm for data-driven farming. A Maharashtra-

based SME increased crop yields by 25% using SmartFarm (CropIn, 2025). 

• Healthcare: Small clinics use Qure.ai’s qXR for AI-assisted diagnostics, improving accuracy in 

chest X-ray analysis (Qure.ai, 2024). AI is also applied in personalized treatment planning. 

• Business Process Outsourcing (BPO): SMEs in the BPO sector, like those using Observe.AI’s 

contact center solutions, leverage AI to analyze customer interactions and improve agent 

performance, enhancing service quality (Sramana Mitra, 2023). 

 

The following table summarizes key AI applications across industries: 

Industry AI Tool Application Impact 

Retail/ 

E-Commerce 
Haptik Chatbots 

Multilingual 

customer support 

40% reduction in 

response times 

Retail /E-

Commerce 

Flipkart Visual 

Search 

Image-based product 

search 

Increased customer 

engagement 

Manufacturing Niramai Thermalytix 
Predictive 

maintenance 

25% reduction in 

downtime 

Agriculture CropIn SmartFarm 

Data-driven farming 

and yield 

optimization 

25% increase in crop 

yields 

Healthcare Qure.ai qXR 
AI-assisted 

diagnostics 

Improved accuracy in 

chest X-ray analysis 

BPO Observe.AI 
Customer interaction 

analysis 

Enhanced agent 

performance and 

service quality 

Table No.1 AI Applications in Industries 

 

Advantages of AI Adoption: 

AI offers significant benefits for Indian SMEs, including: 

1. Operational Efficiency: Automation reduces errors and frees resources. A pharmaceutical SME 

used AI to monitor inventory expiry, enhancing productivity without additional staff (NASSCOM, 

2024). Daga et al. (2025) found that AI-driven automation saved SMEs an average of 15 hours per 

week on routine tasks. 

2. Decision-Making: AI analytics enable demand forecasting and pricing optimization, supporting 

strategic decisions. Daga et al. (2025) report that SMEs using AI analytics improved forecasting 

accuracy by 25%. 

3. Cost Optimization: Predictive maintenance reduces operational costs, as seen in manufacturing 

SMEs using AI to minimize downtime. Daga et al. (2025) note a 12% reduction in operational costs 

for SMEs adopting AI in supply chain management. 
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4. Competitive Advantage: Tools like Yellow.ai’s conversational AI enable personalized customer 

experiences, boosting sales by 15% for a Delhi-based retail SME (Yellow.ai, 2025). 

5. Innovation: AI-driven prototyping supports product development, with 68% of MSMEs seeing AI’s 

potential in developing new products and services (Nasscom-Meta, 2024). 

 

Challenges of AI Adoption: 

Despite its potential, AI adoption faces several barriers: 

1. Financial Constraints: High upfront costs for software, hardware, and training deter adoption, with 

59% of MSMEs citing budgetary limitations (Nasscom-Meta, 2024; Gartner, 2024). Daga et al. 

(2025) report that 68% of SMEs find initial AI investment costs prohibitive. 

2. Skill Shortages: SMEs lack in-house AI expertise, with 72% emphasizing the need for AI training 

programs (Nasscom-Meta, 2024; Zoho, 2025). Daga et al. (2025) highlight that 70% of SMEs lack 

access to skilled AI professionals, exacerbating implementation challenges. 

3. Awareness Gap: 65% of MSMEs lack awareness of available AI tools and resources, limiting 

adoption (Nasscom-Meta, 2024). Daga et al. (2025) note that 62% of SMEs are unaware of cost-

effective AI solutions tailored to their scale. 

4. Data Challenges: Fragmented or paper-based systems hinder AI deployment (NASSCOM, 2024). 

Daga et al. (2025) found that 60% of SMEs face data quality issues due to inconsistent data 

collection practices. 

5. Regulatory Concerns: Data privacy laws and ethical issues require careful navigation to maintain 

customer trust. 

6. Resistance to Change: Employees may resist AI due to fears of job displacement. 

 

The following table summarizes key challenges and their prevalence: 

Challenge Prevalence Source 

Financial Constraints 59% Nasscom-Meta, 2024 

Skill Shortages 72% Nasscom-Meta, 2024 

Awareness Gap 65% Nasscom-Meta, 2024 

Data Challenges Common NASSCOM, 2024 

Regulatory Concerns Moderate Gartner, 2024 

Resistance to Change Common Zoho, 2025 

Table No.2 Key Challenges and their prevalence 

 

Findings & Observations: 

The findings highlight AI’s transformative potential for Indian SMEs, particularly in high-impact sectors 

like retail, manufacturing, agriculture, healthcare, and BPO. Tools like Haptik, CropIn, Qure.ai, and 

Observe.AI demonstrate how localized AI solutions address India-specific needs, such as multilingual 

support, small-scale farming optimization, and enhanced customer service in call centers. Daga et al. 

(2025) emphasize that AI adoption can lead to a 15-25% improvement in operational efficiency and 

customer engagement for SMEs that overcome initial barriers, with retail and manufacturing SMEs 

showing the highest gains. The Nasscom-Meta study (2024) underscores that 91% of MSMEs advocate 

for more inclusive and affordable AI solutions to democratize access, aligning with the need for cloud-

based platforms like AWS and Microsoft Azure to reduce infrastructure costs (Nasscom-Meta, 2024). 
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India’s AI market growth to $8 billion by 2025, supported by government initiatives like Digital India 

and the National AI Strategy, creates a conducive environment for SMEs . However, the low adoption 

rate—driven by financial, skill, and awareness barriers—suggests a need for targeted interventions. 

Daga et al. (2025) propose that government-backed subsidies and training programs could reduce AI 

adoption costs by 20%, making it more accessible for SMEs. Government initiatives like Digital India 

provide funding support, while hyperlocal accelerator programs and peer learning, as recommended by 

Nasscom-Meta (2024), can bridge the expertise gap. Collaboration among government, industry, tech 

companies, and financial institutions is critical to creating a supportive ecosystem. The study aligns with 

global trends, where 42% of IT professionals reported active AI deployment in 2023 (Gartner, 2024), but 

emphasizes the unique contextual challenges faced by Indian SMEs, such as data quality issues and 

limited access to skilled professionals (Daga et al., 2025). 

 

Conclusion: 

AI adoption in Indian SMEs offers significant opportunities to enhance efficiency, decision-making, and 

competitiveness, particularly through industry-specific tools like Haptik, CropIn, Qure.ai, and 

Observe.AI. However, challenges such as financial constraints, skill shortages, and awareness gaps must 

be addressed. Strategic approaches, including cloud-based solutions, workforce training, government 

support, and ecosystem collaboration, can facilitate successful adoption. As India’s SME sector 

advances toward digitalization, supported by a projected $8 billion AI market by 2025, early AI adopters 

are poised to drive innovation and economic growth. Future research should explore longitudinal 

impacts of AI adoption and the role of public-private partnerships in scaling AI solutions for SMEs. 
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