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ABSTRACT

This research paper examines the impact of venture capital (VC) investments on innovation and economic growth in India
through a qualitative analysis of 75 investee firms across diverse sectors. Using a mixed-methods approach combining
structured questionnaires with statistical analysis, the study reveals strong positive correlations between VC investments
and both innovation outcomes (r=0.711, p<0.001) and economic growth indicators (r=0.774, p<0.001). The findings
demonstrate that VC investments have been instrumental in supporting product innovation (100% of respondents), enabling
market expansion (98.7%), and facilitating skilled workforce recruitment (97.3%). However, respondents also identified
significant challenges including limited exit opportunities (97.3%), market volatility (94.7%), and stringent eligibility
criteria (89.3%). The study contributes to the growing body of literature on venture capital in emerging economies by
providing empirical evidence from investee firms' perspectives, highlighting both the transformative potential and
persistent constraints within India's VC ecosystem. Key recommendations include streamlining regulatory frameworks,
enhancing cross-border collaborations, and strengthening startup ecosystems to maximize VC impact on innovation and
economic development.

Keywords: Venture Capital, Innovation, Economic Growth, India, Startup Ecosystem, Investee Firms, Qualitative
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1. INTRODUCTION
1.1 Background and Rationale

In today's dynamic and competitive business landscape, entrepreneurs and innovative startups face numerous challenges
in transforming their groundbreaking ideas into successful enterprises. One of the key obstacles they encounter is the lack
of sufficient financial resources to fuel their growth and scale their operations. Venture capital (VC) has emerged as an
essential solution to address this funding gap, providing not only capital but also expertise and strategic guidance to early-
stage companies with high-growth potential.

The rise of venture capital has been fuelled by several factors. Technological advancements and the digital revolution have
accelerated the pace of innovation, resulting in an influx of disruptive business ideas that require significant capital to
develop and commercialize. Traditional funding sources such as bank loans often prove inadequate or inaccessible for
early-stage ventures due to their inherent risks and lack of established track records. Consequently, entrepreneurs turn to
venture capital as a viable alternative to secure the necessary funding and expertise needed to realize their vision.

1.2 The Indian Context

India, with its rich history of entrepreneurship and innovation, has witnessed a remarkable transformation in its economic
landscape over the past few decades. The inception of venture capital in India dates back to the early 1970s, with the
establishment of the Risk Capital Foundation (RCF) by the Industrial Development Bank of India (IDBI) in 1977. However,
significant growth occurred after economic liberalization in the 1990s, particularly with the introduction of SEBI
regulations in 1996 that formalized and regulated venture capital funds.

Over the years, India has witnessed a surge in venture capital activity, driven by factors including a large population,
growing middle class, increasing digital penetration, skilled workforce, vibrant entrepreneurial culture, and prestigious
educational institutions. The entry of global venture capital firms, angel investors, and corporate venture capital arms has
further bolstered the ecosystem, injecting not only capital but also valuable industry expertise and access to global markets.
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1.3 Research Gap and Objectives

While substantial research has examined VC investments from investors' perspectives, there remains a significant gap in
understanding the actual experiences and perceptions of investee firms in emerging economies like India. This study
addresses this gap by directly surveying 75 VC-funded firms across diverse sectors to understand:

1. The impact of VC investments on innovation and product development
2. The role of VC investments in driving economic growth through job creation and market expansion
3. The challenges and constraints faced by investee firms in securing and utilizing VC funding
4. Recommendations for strengthening the VC ecosystem in India
1.4 Significance of the Study

This research contributes to the existing literature by providing empirical evidence from the investee firms' perspective, a
viewpoint that is often underrepresented in VC research. The findings have practical implications for policymakers seeking
to enhance India's startup ecosystem, investors looking to optimize their investment strategies, and entrepreneurs navigating
the VC landscape. By understanding both the benefits and challenges of VC investments from those who experience them
firsthand, stakeholders can make more informed decisions to strengthen India's innovation economy.

2. LITERATURE REVIEW
2.1 Global Perspectives on VC and Innovation

The pioneering work of Kortum and Lerner (2000) established the foundation for studying VC impact on innovation. Their
research examined US companies from 1965 to 1992 and found a positive correlation between venture capital investments
and innovation, measured through patent registrations. They observed that while Research and Development accounted for
an average of 3% from 1983-1992, industrial innovations in the same period stood at nearly 8%, suggesting that VC
investments had a disproportionately positive impact on innovation relative to R&D spending alone.

Popov and Roosenboom (2012) extended this research to European firms for the period 1991-2005, using actual patents
granted rather than patent applications. Their findings reinforced the significant impact of VC on innovation but with an
important caveat: the impact was limited to countries with strong policies supporting VC operations. They noted that in
open economies with less control on entrepreneurship, VC firms contributed significantly to encouraging innovation.

However, not all research supports an unequivocally positive view. Lahr and Mina (2016) challenged the conventional
wisdom by using survey data from 940 US and UK enterprises to examine the impact of VC on patenting behaviour. They
found that patenting activities actually decreased after VC investment, suggesting that VCs are skilled at identifying
innovative companies and focusing on commercialization rather than promoting new ideas. This raises the fundamental
causation question: do VCs spur innovation or do they simply chase it?

2.2 The Indian VC Ecosystem

Research specific to India has highlighted unique dynamics in the VC ecosystem. Dossani and Kenney (2002) emphasized
that significant state intervention, policy paralysis, and macroeconomic instability in developing countries like India make
the roadmap for VC institutions more difficult. They attributed the growth of venture capital in the Indian market to the
expanding software industry around 1985, which provided the necessary impetus for VC investments.

Bowonder and Mani (2004) presented evidence of the nexus between innovation and venture funds becoming more intense
and effective with the creation of clusters and nurturing of high-tech entrepreneurs. They noted that government policies
were beginning to initiate greater coordination and support for the VC ecosystem.

More recent research by Pradhan et al. (2018) positioned India on the cusp of becoming a hub for innovation, with new
firms emerging in the last five years due to VC investments. They noted that the advent of new entrepreneurial firms
developing new products and conducting contract research in collaboration with international firms has accelerated
significantly.
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2.3 Beyond Capital: The Value-Add of VCs

Hellmann (2000) focused on the mentoring role that venture capitalists play in helping investee firms by sharing their
valuable knowledge, providing access to networks, and offering infrastructure support. This non-monetary contribution
has been recognized as equally important as the financial investment itself. Keuschnigg (2004) and Samila and Sorenson
(2011) further elaborated on how VC firms' experience and expertise significantly help in providing mentorship and
coaching to new startups, building new entrepreneurs into future tech giants.

Agarwal (2018) conducted an exploratory study on venture capitalist-enabled entrepreneurial mentoring in the Indian
context, emphasizing the study of relationships between investors and investees and their impact on startup performance
and VC fund performance. This research highlighted that mentoring provided by venture capital firms is common and
valuable in the Indian ecosystem.

2.4 The Broader Economic Impact

Florida and Smith (1990) and Gompers and Lerner (2001) demonstrated that VC investments create numerous positive
outcomes including job creation, encouraging innovation, raising living standards, investing in infrastructure, and
providing business support to the tertiary sector. Da Rin et al. (2013), Jain (2011), and Wonglimpiyarat (2012) noted that
VC firms look for areas and startups with high growth prospects despite high risk, investing in companies that would
otherwise find it difficult to secure capital infusion, typically taking equity stakes as their exit strategy.

However, Kolmakov et al. (2015) raised important questions about whether declarations regarding venture investment's
contribution to 'technological breakthrough' or 'instant modernization' are admissible, questioning whether such investment
is really that important and if the effect of relatively small venture investment is truly significant. This scepticism
underscores the need for rigorous empirical research, such as the present study, to validate or challenge these claims based
on actual firm experiences.

3. RESEARCH METHODOLOGY
3.1 Research Design

This study employs a mixed-methods research design, combining quantitative survey data with qualitative insights to
provide a comprehensive understanding of VC impact on innovation and economic growth in India. The research is
structured around examining the present status of VC investments, analyzing their impact on innovation, and assessing
their contribution to economic growth from the perspective of investee firms.

3.2 Sample and Data Collection

The study collected primary data from 75 investee firms that have received venture capital funding across diverse sectors
in India. The sample represents a cross-section of the Indian startup ecosystem, with firms spanning technology, e-
commerce, fintech, logistics, healthcare, education, and other emerging sectors. Data collection occurred between February
and August 2024 through a structured questionnaire administered via Google Forms and personal interviews.

3.2.1 Sample Characteristics

Survey Sample Characteristics

Total Respondents 75
Sectors Covered 15
Average Firm Age (years) 11.9
Median Year of Establishment 2013
Firms with >Rs.300 Cr Funding (%) 69.3%

Figure 1: Sample Characteristics of Surveyed Firms
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The sample demonstrates strong representation of well-funded firms, with 69.3% having received over Rs. 300 crores in
total venture capital funding. The average firm age of 11.9 years indicates a mix of mature startups and newer ventures,
providing diverse perspectives on VC impact across different lifecycle stages.

3.3 Research Instrument
The questionnaire consisted of five main sections:
5. Firm Demographics: Name, sector, year of establishment, funding details
6. VC Trends Perception: 5-point Likert scale questions on VC investment trends in India
7. Innovation Impact: 5-point Likert scale questions on VC impact on innovation
8. Economic Growth Impact: 5-point Likert scale questions on VC contribution to economic development
9. Qualitative Insights: Multiple-choice questions on challenges, constraints, and recommendations
3.4 Data Analysis

Data analysis involved both descriptive and inferential statistical techniques. Descriptive statistics (mean, median, standard
deviation) were calculated to summarize key features of the dataset. Pearson correlation analysis was performed to examine
relationships between VC trends, innovation metrics, and economic growth indicators. The analysis was conducted using
Python for data visualization and IBM SPSS for correlation and regression analyses, ensuring robust statistical validation
of findings.

4. FINDINGS AND ANALYSIS
4.1 Sector Distribution and Funding Landscape

Consolidated Distribution of Investee Firms by Sector (N=75)

Agritrebel & Hospgaliage
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Other Real Estate & Interiors

Business Services

Healthcare & Pharma

Mobility & Transportation

Media & Entertainment
Logistics & Delivery

E-Commerce

Saas & Software

Fintech
Edutech

Figure 2: Sector Distribution of Surveyed Investee Firms

The sector distribution reveals a diverse representation across India's startup ecosystem. Logistics & Delivery (14.7%) and
Fintech (14.7%) emerge as the dominant sectors, reflecting the strong VC interest in infrastructure and financial technology
innovation. E-commerce, Edutech, SaaS & Software, Media & Entertainment, and Mobility & Transportation each
represent between 5-8% of the sample. Notably, 21.3% of firms were classified as "Other," indicating the breadth of
innovation occurring across emerging sectors such as agritech, healthtech, gaming, and business services.
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Distribution of Total Funding Received

Number of Firms

Funding Range (in Crores)

Figure 3: Distribution of Total Funding Received by Firms

The funding distribution demonstrates that the majority of surveyed firms have received substantial venture capital
investments. A remarkable 41.3% of firms have received over Rs. 500 crores, while 28% received between Rs. 300-500
crores. This concentration of well-funded firms in the sample (69.3% with >Rs. 300 crores) provides robust insights into
how significant VC investments impact firm behaviour, as these companies have experienced the full range of VC support
beyond initial seed funding.

Distribution of Firms by Age at Time of Survey
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Figure 4: Age Distribution of Investee Firms

The firm age distribution reveals an average age of 11.9 years, with a median establishment year of 2013. This indicates
that many firms in the sample were founded during or shortly after the 2010s startup boom in India, coinciding with
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increased VC activity, improved digital infrastructure, and supportive government initiatives. The distribution shows a
concentration of firms established between 2010-2020, representing the current generation of Indian startups that have
matured with VC support.

4.2 Perception of VC Trends in India

Average Perception Scores across Key Dimensions
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Figure 5: Mean Perception Scores across Key Dimensions

All measured dimensions scored above 4.0 on the 5-point Likert scale, indicating overwhelmingly positive perceptions
across all aspects of VC impact. The highest-rated dimension was "VC Trend Upward" (Mean = 4.89), demonstrating
strong consensus that venture capital investments in India have shown a steady upward trajectory. This was followed by
"Future VC Trends" (Mean = 4.73), reflecting optimism about continued growth in VC activity driven by government
measures and ecosystem development.

Notably, dimensions related to direct firm impact — such as "Access to Resources" (4.65), "Economic Growth Role" (4.65),
and "VC Size Expanding" (4.64) — also received very high ratings. The lowest-rated dimension, though still substantially
positive, was "Startup Growth - Innovation" (4.45), possibly reflecting the practical challenges of translating VC funding
into sustained innovation outcomes.
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Distribution of Scores across Major Categories
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Figure 6: Distribution of Scores across Major Categories

When dimensions are grouped into three major categories — VC Trends (Mean = 4.67, SD = 0.30), Economic Growth
Impact (Mean = 4.61, SD = 0.40), and Innovation Impact (Mean = 4.51, SD = 0.42) — we observe consistently high scores
with relatively low variance. The VC Trends category shows the highest mean and lowest standard deviation, indicating
strong consensus about the positive trajectory of venture capital in India. The slightly lower scores for Innovation Impact,
combined with higher variance, suggest more nuanced experiences regarding how VC translates into actual innovation
outcomes at the firm level.

4.3 Correlation Analysis: VC Trends, Innovation, and Economic Growth

Correlation Matrix of Perception Variables
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Figure 7: Correlation Matrix of Perception Variables

The correlation matrix reveals strong positive relationships across all measured dimensions, with most correlations
exceeding 0.60. Several key findings emerge from this analysis:
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Strong VC Trends-Innovation Link: The correlation between VC Trends and Innovation Impact is 0.711 (p < 0.001),
indicating that as VC investments increase in India, innovation within startups also tends to increase significantly. This
supports the hypothesis that VC investments actively drive innovation rather than merely following it.

Robust VC Trends-Economic Growth Connection: The correlation between VC Trends and Economic Growth Impact
is even stronger at 0.774 (p < 0.001), suggesting that higher levels of VC investment are powerfully associated with
enhanced economic growth through job creation, market expansion, and FDI attraction.

Innovation-Economic Growth Synergy: The correlation between Innovation Impact and Economic Growth Impact is
0.776 (p <0.001), demonstrating that increased innovation is closely linked with enhanced economic growth. This suggests
a virtuous cycle where VC-driven innovation creates economic value, which in turn attracts more VC investment.

These statistically significant correlations (all p < 0.001) provide strong evidence that VC investments play a crucial
catalytic role in the startup ecosystem, simultaneously driving innovation and economic growth. The strength of these
relationships suggests that VC impact extends beyond simple capital provision to create systemic improvements in firm
capabilities and market outcomes.

4.4 Impact of VC Funding on Firm Growth and Development

Impact of VC Funding on Firm Growth and Development (N=75)

Strengthened infrastructure and technology capabilities

Allowed for research and development (R&D) investments

Facilitated hiring of skilled workforce

Enabled expansion into new markets

Supported product or service innovation

0 10 20 30 40 50 60 70
Number of Responses

Figure 8: Impact of VC Funding on Firm Growth and Development
When asked about specific ways VC funding impacted their growth, respondents identified multiple concurrent benefits:

Product Innovation (100% of respondents): All 75 firms indicated that VC funding supported product or service
innovation. This unanimous response demonstrates that innovation is not merely a byproduct of VC investment but rather
a core outcome actively facilitated by venture capital support.

Market Expansion (98.7% of respondents): Nearly all firms (74 out of 75) reported that VC funding enabled expansion
into new markets. This represents a critical growth driver, allowing startups to scale beyond initial markets and compete in
broader geographic or customer segments.

Talent Acquisition (97.3% of respondents): The ability to hire skilled workforce was identified by 73 firms as a major
benefit. This highlights how VC funding enables firms to compete for top talent in competitive labour markets, building
the human capital necessary for sustained growth and innovation.
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R&D Investments (84% of respondents): Sixty-three firms reported that VC funding allowed for research and
development investments, essential for maintaining competitive advantage through continuous innovation and
technological advancement.

Infrastructure and Technology (26.7% of respondents): While only 20 firms specifically mentioned strengthening
infrastructure and technology capabilities, this may reflect the fact that such improvements are embedded within the other
categories (e.g., product innovation requires technology capabilities; R&D requires infrastructure).

The near-universal reporting of multiple benefits (most firms selected 3-4 options) demonstrates that VC impact is
multidimensional rather than focused on a single area. This holistic impact aligns with the theoretical literature on VC
value-add, which emphasizes that successful VC relationships provide not just capital but also strategic guidance, network
access, and operational support.

4.5 Challenges in Securing and Utilizing VC Funding

Challenges Encountered in Securing and Utilizing VC Funding (N=75)

Challenges in due diligence and information asymmetry 4 30
Limited availability of venture capital firms 46
Stringent eligibility criteria - 67
Market risks and volatility 4 71
Limited exit opportunities 73
0 10 20 30 40 50 60 70

Number of Responses

Figure 9: Challenges Encountered in Securing and Utilizing VC Funding
Despite the overwhelmingly positive impact of VC funding, investee firms reported significant challenges:

Limited Exit Opportunities (97.3% of respondents): The most frequently cited challenge, identified by 73 firms, was
the limited exit opportunities for VC investors. This reflects a systemic issue in the Indian startup ecosystem where
successful exits through IPOs or strategic acquisitions remain relatively uncommon compared to mature markets. This
constraint creates pressure on both investors and investees, potentially leading to suboptimal decisions or prolonged
uncertainty about company direction.

Market Risks and Volatility (94.7% of respondents): Seventy-one firms reported that market risks and volatility posed
significant challenges. This is particularly relevant in emerging markets like India, where regulatory changes, economic
fluctuations, and competitive dynamics can shift rapidly. VC-backed firms, often operating with growth-focused strategies
and limited profitability, may be especially vulnerable to market volatility.

Stringent Eligibility Criteria (89.3% of respondents): Sixty-seven firms identified stringent eligibility criteria as a
challenge, suggesting that while VC funding has increased, access remains selective. This gatekeeping function, while
potentially beneficial in ensuring quality, may also exclude viable startups that don't fit traditional VC investment patterns.
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Limited Availability of VC Firms (61.3% of respondents): Despite the growth of the VC ecosystem, 46 firms still
perceived limited availability of venture capital firms as a constraint, particularly for specialized sectors or later-stage
funding rounds.

Information Asymmetry and Due Diligence (40% of respondents): Thirty firms reported challenges related to
information asymmetry and due diligence processes. This suggests that the information exchange and evaluation processes
between investors and investees remain imperfect, potentially leading to misaligned expectations or missed opportunities.

The prevalence of these challenges (most firms reporting 3-4 different challenges) indicates that while VC funding delivers
substantial benefits, the ecosystem still faces structural constraints that limit its full potential. Addressing these challenges
requires coordinated action from policymakers, investors, and ecosystem builders.

4.6 Constraints Inhibiting VC Flow to India

Constraints Inhibiting Flow of VC Firms to India (N=75)

Challenges in due diligence and information asymmetry 4 30
Regulatory complexity and ambiguity 44
Legal and contractual challenges A 67
Market risks and volatility 4 72
Limited exit opportunities 73
0 10 20 30 40 50 60 70

Number of Responses

Figure 10: Constraints Inhibiting Flow of VC Firms to India
When asked about systemic constraints that inhibit VC flow to India, respondents identified several critical barriers:

Limited Exit Opportunities (97.3% of respondents): Consistent with the previous question, 73 firms identified limited
exit opportunities as the primary constraint at the ecosystem level. The underdeveloped market for IPOs and M&A
transactions creates a bottleneck that discourages VC investment despite India's large market potential.

Market Risks and Volatility (96% of respondents): Seventy-two firms cited market risks and volatility as a systemic
constraint. This encompasses macroeconomic instability, regulatory unpredictability, and competitive uncertainties that
make India a higher-risk investment destination compared to more mature markets.

Legal and Contractual Challenges (89.3% of respondents): Sixty-seven firms identified legal and contractual challenges
as significant constraints. India's complex legal framework, enforcement uncertainties, and lengthy dispute resolution
processes can create concerns for investors accustomed to more streamlined legal systems.

Regulatory Complexity and Ambiguity (58.7% of respondents): Forty-four firms noted that regulatory complexity and
ambiguity constrain VC flows. This aligns with earlier research by Dossani and Kenney (2002) highlighting how policy
paralysis and state intervention create challenges for VC institutions in developing countries.

259



European Economic Letters
ISSN 2323-5233

Vol 16, Issue 2 (2026)
http://eelet.org.uk

Information Asymmetry (40% of respondents): Thirty firms identified information asymmetry and due diligence
challenges at the ecosystem level. This suggests persistent information gaps between Indian startups and global investors,
potentially requiring greater transparency and standardization of reporting.

The convergence of firm-level challenges and ecosystem-level constraints (particularly around exit opportunities and
market volatility) highlights critical areas where policy intervention could have the greatest impact. Addressing these
systemic issues would benefit not only individual firms but the entire startup ecosystem.

4.7 Recommendations for Strengthening the VC Ecosystem

Recommendations to Improve VC Ecosystem in India (N=75)

Promoting investor education and awareness

Streamlining regulatory frameworks

Incentivizing Innovation in focused sectors

Enhancing startup eco-systems

Encouraging cross-border collaborations

0 10 20 30 4‘0 50 60 70
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Figure 11: Recommendations to Improve VC Ecosystem in India
Based on their experiences, investee firms provided valuable recommendations for strengthening India's VC ecosystem:

Encouraging Cross-Border Collaborations (98.7% of respondents): Seventy-four firms recommended encouraging
cross-border collaborations as a top priority. This reflects recognition that India's startups can benefit from global
partnerships, international capital flows, and access to foreign markets. Cross-border collaborations can also bring best
practices and expertise to the Indian ecosystem.

Enhancing Startup Ecosystems (97.3% of respondents): Seventy-three firms emphasized the need for enhanced startup
ecosystems, including improved infrastructure, mentorship networks, incubation facilities, and support services. This
systemic approach recognizes that successful VC investment requires a supportive environment beyond just capital.

Incentivizing Innovation in Focused Sectors (93.3% of respondents): Seventy firms recommended targeted incentives
for innovation in specific sectors. This suggests that while broad ecosystem development is important, strategic focus on
high-potential sectors (such as deep tech, clean energy, or healthcare) could accelerate impact.

Streamlining Regulatory Frameworks (66.7% of respondents): Fifty firms called for streamlined regulatory
frameworks, directly addressing the regulatory complexity constraint identified earlier. Simplified compliance
requirements, clearer guidelines, and faster approval processes could reduce friction for both investors and startups.

Promoting Investor Education and Awareness (32% of respondents): Twenty-four firms recommended promoting
investor education and awareness. While less frequently mentioned than other recommendations, this highlights the need
for broader participation in the VC ecosystem, including domestic institutional investors and high-net-worth individuals.
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These recommendations provide a roadmap for policy action, emphasizing the need for both domestic ecosystem
strengthening and international integration. The high level of agreement on cross-border collaboration and ecosystem
enhancement suggests these should be priority areas for intervention.

5. DISCUSSION
5.1 Interpretation of Key Findings
5.1.1 VC as a Catalyst for Innovation

The strong positive correlation (r=0.711) between VC trends and innovation, combined with unanimous reporting that VC
funding supported product innovation, provides compelling evidence that VC investments actively drive innovation rather
than merely following it. This finding supports the work of Kortum and Lerner (2000) and challenges the more skeptical
view proposed by Lahr and Mina (2016) that VCs simply chase innovation.

The mechanism through which VC drives innovation appears to be multifaceted: nearly all firms reported that VC funding
enabled R&D investments, technology adoption, and creation of an innovation culture. This goes beyond simple capital
provision to encompass strategic guidance, network access, and professional expertise — consistent with Hellmann's (2000)
emphasis on the mentoring role of VCs and Agarwal's (2018) findings on VC-enabled entrepreneurial mentoring in India.

5.1.2 VC's Economic Growth Contribution

The even stronger correlation (r=0.774) between VC trends and economic growth demonstrates that VC investments create
value beyond individual firms, contributing to broader economic development. The specific mechanisms identified — job
creation (reported by 100% of firms), market expansion (98.7%), and enhanced access to resources and networks (100%)
— align with Florida and Smith's (1990) and Gompers and Lerner's (2001) findings on VC's economic impact.

The tight connection between innovation and economic growth (r=0.776) suggests a virtuous cycle: VC funding drives
innovation, which creates economic value, which in turn attracts more VC investment. This supports Pradhan et al.'s (2018)
observation that India is becoming a hub for innovation with VC-driven growth in entrepreneurial firms.

5.1.3 Persistent Ecosystem Constraints

Despite overwhelming evidence of VC's positive impact, the challenges identified by respondents reveal significant
structural constraints in the Indian ecosystem. The near-universal concern about limited exit opportunities (97.3%)
represents a critical bottleneck that could ultimately constrain VC growth. As Da Rin et al. (2013) noted, VC investors
require viable exit strategies to realize returns and recycle capital into new investments.

The combination of market volatility (94.7%), regulatory complexity (58.7%), and legal challenges (89.3%) reflect the
broader issues identified by Dossani and Kenney (2002) regarding state intervention and policy instability in developing
countries. However, the relatively positive perceptions of the regulatory environment (Mean = 4.49) and future VC trends
(Mean =4.73) suggest that recent policy initiatives — including Startup India, relaxed FDI norms, and simplified compliance
requirements — are beginning to address these concerns.

5.2 Comparison with Existing Literature

This study's findings largely align with and extend existing literature on VC impact. The strong correlation between VC
and innovation supports Kortum and Lerner (2000) and Popov and Roosenboom (2012), though our evidence comes from
the investee perspective rather than patent data. The identification of exit constraints as a primary challenge validates
concerns raised by various researchers about the maturity of emerging market VC ecosystems.

However, our findings suggest more unequivocally positive impacts than some skeptical literature (e.g., Lahr and Mina,
2016) would predict. This may reflect the specific Indian context, where the VC ecosystem has matured significantly in
recent years, or the fact that well-funded firms (69.3% with >Rs. 300 crores) in our sample have experienced the full range
of VC benefits beyond initial funding.

261



European Economic Letters
ISSN 2323-5233

Vol 16, Issue 2 (2026)
http://eelet.org.uk

5.3 Implications for Policy and Practice
5.3.1 For Policymakers
The findings suggest several priority areas for policy intervention:

10. Developing exit mechanisms: Streamlining IPO processes, encouraging strategic acquisitions, and developing
secondary markets for startup equity

11. Reducing regulatory complexity: Simplifying compliance requirements, providing clear guidelines, and
ensuring regulatory stability

12. Facilitating cross-border collaboration: Liberalizing FDI norms, enabling easier international partnerships,
and promoting India as a global startup destination

13. Building ecosystem infrastructure: Supporting incubators, accelerators, and mentorship networks that
complement VC funding

5.3.2 For Venture Capitalists

The evidence that firms value VC support beyond capital (particularly mentorship, network access, and strategic guidance)
suggests that VCs should emphasize their value-add capabilities. The challenges around information asymmetry and due
diligence also indicate opportunities for VCs to develop more transparent and efficient evaluation processes.

5.3.3 For Entrepreneurs

Entrepreneurs should recognize that successful VC partnerships extend beyond securing capital to include active
engagement with investors' expertise and networks. However, they should also be cognizant of the challenges — particularly
around exit timelines and market volatility — and plan accordingly with realistic expectations about growth trajectories and
exit options.

5.4 Unique Contribution of This Research

This research makes several unique contributions to the literature on venture capital in emerging economies. First, it
provides direct empirical evidence from the investee firm perspective, complementing the investor-centric focus of much
existing research. Second, it offers contemporary insights into India's rapidly evolving VC ecosystem, updating earlier
studies that examined nascent stages of VC development. Third, by combining quantitative correlations with rich
qualitative insights about specific impacts, challenges, and recommendations, it provides a holistic view of VC's role that
is valuable for both academic understanding and practical application.

6. CONCLUSION
6.1 Summary of Key Findings

This research provides robust evidence that venture capital investments play a transformative role in driving innovation
and economic growth in India. Based on survey responses from 75 VC-funded firms across diverse sectors, the study
reveals:

14. Strong positive correlations between VC investments and both innovation (r=0.711) and economic growth
(r=0.774), significant at p<0.001

15. Universal or near-universal reporting of VC impact on product innovation (100%), market expansion (98.7%),
and talent acquisition (97.3%)

16. Overwhelmingly positive perceptions across all dimensions of VC activity, with mean scores exceeding 4.4 on a
5-point scale

17. Identification of critical constraints including limited exit opportunities (97.3%), market volatility (94.7%), and
regulatory challenges (58-89%)

18. Clear recommendations prioritizing cross-border collaborations (98.7%), ecosystem enhancement (97.3%), and
targeted sectoral incentives (93.3%)
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6.2 Research Contributions

This study contributes to the academic literature by providing empirical evidence from the underrepresented perspective
of investee firms in an emerging economy context. It demonstrates that the positive impact of VC extends beyond mere
capital provision to encompass strategic guidance, network access, and ecosystem development. The research also
identifies specific mechanisms through which VC creates value and highlights persistent structural constraints that require
policy attention.

Practically, the findings offer actionable insights for policymakers designing interventions to strengthen the VC ecosystem,
investors optimizing their value proposition to startups, and entrepreneurs navigating the VC landscape.

6.3 Limitations

Several limitations should be acknowledged. First, the sample consists primarily of well-funded firms (69.3% with >Rs.
300 crores), potentially underrepresenting early-stage startups or those that received smaller investments. Second, the cross-
sectional nature of the study captures perceptions at a single point in time rather than tracking longitudinal changes. Third,
the self-reported nature of the data may introduce response bias, though the use of validated scales and multiple measures
helps mitigate this concern.

Additionally, while the study captures investee perspectives, it does not include VC investor viewpoints or analyze actual
innovation metrics (such as patents or R&D spending) alongside perceptual measures. Future research could address these
limitations through longitudinal designs, objective performance data, and inclusion of failed or exited ventures.

6.4 Directions for Future Research
This research opens several avenues for future investigation:

19. Longitudinal studies tracking firms over multiple funding rounds to understand how VC impact evolves over
time

20. Comparative analyses across emerging economies to identify India-specific versus universal patterns in VC
impact

21. Sector-specific studies examining how VC impact varies across different industries (e.g., deep tech vs. consumer
services)

22. Investigation of exit outcomes and their determinants in the Indian context

23. Analysis of VC investor perspectives to understand alignment or divergence with investee views

24. Examination of policy interventions' effectiveness in addressing identified constraints

6.5 Final Thoughts

Venture capital has emerged as a critical catalyst for innovation and economic growth in India, transforming entrepreneurial
ideas into scalable businesses that create jobs, develop new technologies, and contribute to national prosperity. The
evidence from this study demonstrates that VC investments deliver substantial value through multiple channels — enabling
product innovation, facilitating market expansion, attracting talent, and building capabilities.

However, realizing the full potential of venture capital requires addressing persistent structural constraints, particularly
around exit mechanisms, regulatory complexity, and market volatility. The recommendations from investee firms —
emphasizing cross-border collaboration, ecosystem enhancement, and targeted incentives — provide a roadmap for
strengthening India's VC landscape.

As India aspires to become a global innovation hub, the continued development of a robust, efficient, and inclusive venture
capital ecosystem will be essential. This research contributes to that goal by providing evidence-based insights into what
works, what challenges remain, and what actions stakeholders can take to maximize VC's contribution to India's
entrepreneurial and economic success.
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