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State-Level Determinants of
Venture Capital Investments in India:
An Econometric Analysis
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Abstract

Despite being one of the top three startup industries globally, the
Indian startup sector has been facing the grave challenge of a lack of
finance, which is thwarting the industry from reaching its potential.
Venture capital investments solve this problem of financial crunch and
enable these startups to attain growth and scalability. Consequently, it
becomes imprative ot analyize and study factors that attract venture
capital investment in a particular country. At present, no study has
examined factors impacting venture capital investments in the context
of the Indian states. Building on the scanty literature, the study attempts
to empirically determine the state-level determinants that impact venture
capital investments in startups in India. Using the two-step System
Generalised Method of Moments (GMM) on panel data of 18 states
from 2009 to 2023, the study has critically analysed the impact of
select state-specific variables on venture capital investments.
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I. Introduction

VCs HAVE TODAY become synonymous with high-risk, high-reward
investments in nascent industries, fostering groundbreaking advancements.
Venture capital (VC) has emerged as a linchpin of global economic
transformation, enabling high-risk startups to commercialise disruptive
technologies and scale rapidly. Traditional lenders, such as banks, often shy
away from funding startups due to information asymmetry and lack of
collateral. VC firms bridge this gap by combining risk capital with
mentorship, governance oversight, and industry networks. The true
significance of VC lies not merely in capital provision but in its multiplier
effects: job creation, technological spillovers, and macroeconomic dynamism.

Countries that supported the expansion of the venture capital industry
pioneered the creation of startup businesses, which enhanced innovative
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The study has significant social contributions as well. By pinpointing
specific regional drivers-such as infrastructure and institutional quality-the study
can significantly advance more equitable economic growth, providing a clear
roadmap for currently underserved states to attract vital investment. This focused
approach can stimulate diverse, local innovation directly addressing community-
specific challenges and create widespread, quality employment opportunities,
particularly for the youth, thereby improving livelihoods and fostering inclusive
development. By highlighting pathways to increase funding, the study can
assist in the formulation of more effective, nuanced regional strategies ensuring
efficient public resource allocation. While this study holds immense promise for
positive change, realising its full societal benefit requires careful application of
its findings to guide holistic and regionally balanced interventions-supported
by policymakers-that promote equitable opportunities amongst states, empower
local communities, and improve livelihoods, thereby fostering truly balanced
progress across all regions.

This study has explored the key factors influencing VC investments at
the sub-national level in India. Given the critical role of VC in startup
financing and growth, future research could expand this analysis to other
regions and over extended time periods to provide broader insights and
comparative perspectives. Studies can also include a wider range of variables
to test, such as the fiscal deficit of the state for analysis. Additionally, a
valuable direction for further study would be examining sector-specific
determinants of VC investments, which could offer important guidance for
shaping targeted sectoral VC policies.

Non-technical summary statement: Economic growth, Past VC activities,
Financial development, Infrastructure level, and Institutional quality
positively influence the current year's VC investments.
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