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Abstract : Venture capital (VC) has emerged as a critical driver of entrepreneurial finance, technology
commercialization, and structural transformation in the Indian economy. This study examines the evolution, scale,
sectoral distribution, and regulatory architecture of venture capital investment in India between 2019 and 2025,
drawing on industry data published by Bain & Company, the Indian Venture and Alternate Capital Association
(IVCA), Inc42, and Global Data. The analysis finds that Indian VVC/growth equity deployment recovered from a post
2022 funding contraction to reach approximately US$16 billion in 2025 on a deal value basis, although independent
trackers report a narrower range of US$11-13 billion, reflecting methodological divergence across data providers.
Deal activity has consolidated around fewer, larger, and more disciplined rounds, with capital concentrating in
enterprise technology; artificial intelligence (Al) enabled software, fintech, and health-technology verticals. The
study further evaluates the regulatory transition from the Securities and Exchange Board of India (SEBI) Venture
Capital Funds Regulations, 1996 to the Alternative Investment Funds (AIF) Regulations, 2012, and assesses recent
reforms including angel tax abolition, capital gains rationalisation, and the migration of legacy funds into Category |
AIF structures. The article concludes that while India has consolidated its position as the Asia Pacific region's second
largest VC destination, sustained growth will depend on deepening exit channels, broadening domestic limited
partner participation, and maintaining regulatory predictability. The implications for entrepreneurs, fund managers,

and policymakers are discussed.
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INTRODUCTION

Venture capital constitutes a specialized form of private equity financing directed at early and growth stage
enterprises that exhibit high growth potential but have limited access to conventional bank credit or public capital
markets. In emerging economies, VC performs a function that extends beyond capital provision: it embeds
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governance discipline, managerial expertise, and network access within investee firms, thereby accelerating the
commercialization of innovation (Bertoni, Colombo, & Grilli, 2011; Gompers & Lerner, 2001). India presents a
distinctive case study in this regard. Over the past decade, the country has transitioned from a peripheral VC market
to one of the largest start-up ecosystems globally, supported by a young demographic profile, expanding digital
public infrastructure, and progressively liberalized regulatory regime.

However, the Indian VC market has exhibited marked cyclicality. Following a record peak in capital deployment in
2021, the market contracted sharply in 2022 and 2023 amid global monetary tightening, valuation corrections, and
heightened scrutiny of unit economics. A recovery phase commenced in 2024 and extended into 2025, characterized
not by a return to speculative excess but by a more selective allocation of capital toward enterprises demonstrating
revenue durability and a credible path to profitability.

This study has three objectives. First, it documents the quantitative trajectory of VC investment in India across deal
volume, deal value, stage-wise allocation, and sectoral composition for the period 2019-2025. Second, it examines
the institutional and regulatory architecture governing VC activity, with particular attention to the SEBI Alternative
Investment Fund Regulations and recent fiscal reforms. Third, it synthesizes these findings into an assessment of the
structural determinants of, and constraints upon, continued VC market expansion, with implications for theory,
policy, and practice.

2. LITERATURE REVIEW

The theoretical literature on venture capital identifies information asymmetry and agency costs as the central
frictions that VC intermediation is designed to mitigate (Amit, Brander, & Zott, 1998; Sahlman, 1990). VC funds
address these frictions through staged financing, syndication, active board participation, and contractual mechanisms
such as convertible preferred equity, which align the incentives of founders and investors under conditions of high
uncertainty. (Gladstone & Gladstone, 2007; Osintsev, 2010; Pollack & Hawver, 2021; Tykvova, 2017)

Empirical work on emerging-market VVC ecosystems has emphasized the role of institutional quality, exit market
depth, and regulatory certainty as preconditions for sustained capital formation (Cumming, Fleming, &
Schwienbacher, 2006; Lerner & Tag, 2013). Within the South Asian context, prior studies have linked the growth of
India's startup ecosystem to the Startup India initiative launched in 2016, the progressive liberalization of foreign
direct investment norms, and the maturation of digital infrastructure commonly referred to as the India Stack which
has lowered customer-acquisition costs for technology-enabled ventures (Nair & Pandey, 2022). However, the
literature also documents persistent constraints, including a comparatively underdeveloped domestic limited partner
base, reliance on offshore fund structures, and exit market volatility tied to public market liquidity cycles.

This study extends the literature by integrating the most recent industry data (2024-2025) with an institutional
analysis of the SEBI regulatory transition, an area that has received comparatively limited academic attention despite
its material bearing on fund formation and investor confidence.

3. DATA AND METHODOLOGY

This study adopted a descriptive and analytical research design based on a secondary data synthesis. Quantitative
data on deal volume, deal value, and sectoral allocation were compiled from industry reports published by Bain &
Company in partnership with IVCA (India Venture Capital Reports, 2025 and 2026 editions), supplemented by data
from Inc42's Indian Tech Startup Funding Report, Global Data's Deals Database, and Statista Market Forecast
estimates. Because these sources apply differing inclusion criteria for example, the treatment of growth equity and

late stage private equity style rounds as either within or outside the VC category-the reported aggregate figures for
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any given year diverge by a non trivial margin. This study explicitly reports divergence rather than reconciling it
through a single point estimate, consistent with the principle of transparent secondary data triangulation in
management and finance research (Bowen, 2009).

Regulatory analysis draws on primary legal sources, namely the SEBI (Venture Capital Funds) Regulations, 1996;
the SEBI (Alternative Investment Funds) Regulations, 2012; and subsequent amendment circulars issued in 2024 and
2025, supplemented by professional legal commentary for interpretive context.

4. TRENDS IN VENTURE CAPITAL INVESTMENT IN INDIA, 2019-2025

4.1 Aggregate Capital Deployment

Indian VVC and growth-equity deployment reached approximately US$16 billion in calendar year 2025, according to
Bain & Company's India Venture Capital Report 2026, representing the second consecutive year of growth following
the 2023 trough. This trajectory followed a sharp contraction from an estimated peak of US$38-42 billion in 2021 to
approximately US$9.9 billion in 2023, before rebounding to US$13.7 billion in 2024, a 1.4 times increase year-on-
year. Independent trackers present a somewhat more conservative picture: Inc42 reported a total of 2025 funding of
approximately US$11 billion across 936 deals, below both its own mid-year projection of US$15 billion and the
prior year's US$12 billion, reflecting persistent investor caution around exit visibility and limited-partner scrutiny of
fund performance. In contrast, Entrepreneur magazine's data snapshot, estimated 2025 deployment at US$24-26
billion across approximately 1,150 deals when growth-stage and late-stage rounds are included on a broader basis.

Table 1 summarizes the principal trends.

Capital Deployed (US$

Year Deal Volume YoY Change
bn)
2021 (peak) ~38-42 1,800+ —
2022 ~25.7 — | from peak
2023 ~9.9 880 1 ~35%
2024 ~13.7 1,270 1 ~40% (1.4%)
~11-16 (source- Mixed: 1 per Bain; |
2025 936-1,150
dependent) per Inc42

Table 1. Indian venture capital funding trends, 20212025 (estimates compiled from Bain & Company/IVCA, Inc42,
and Global Data; figures vary by source methodology).

The divergence among these estimates is analytically informative; it indicates that the boundary between venture
capital, growth equity, and late-stage private equity has become increasingly porous in the Indian market, a pattern
consistent with the global trend of mega-round financing observed in mature VC ecosystems such as the United
States.

4.2 Deal Volume and Average Deal Size

A defining feature of the 20242025 recovery is its compositional character. Unlike the volume-led rebound of 2024,
in which the deal count rose by approximately 45 percent (from 880 deals in 2023 to 1,270 in 2024), 2025 exhibited
more balanced growth across both deal volume and average deal size. Larger rounds of US$100 million or more
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rebounded markedly, concentrated in software-as-a-service (SaaS) and fintech, while transactions exceeding US$250
million approximately doubled YoY. Average deal sizes across the broader market ranged between US$22 million
and US$25 million, indicating a concentration of capital in fewer, higher-conviction companies, rather than a broad
based increase in transaction frequency.
Seed-stage activity remained comparatively stable, with 433 deals recorded in 2025 against 425 in 2024, while
capital raised at this stage was approximately US$0.8 billion, marginally below 2024 levels. This pattern suggests a
steady rate of early stage experimentation accompanied by thinner average cheque sizes, consistent with heightened
investor selectivity regarding the founder’s track record and operational discipline rather than market momentum
alone.
4.3 Sectoral Composition
Sectoral allocation in 2025 reflects a pronounced tilt toward enterprise technology and artificial intelligence.
Enterprise technology, SaaS, and Al-enabled applications attracted approximately 22 percent of the capital deployed,
the largest single category, followed by fintech and financial services at approximately 18 percent. Within fintech,
wealth-technology platforms have emerged as a notable sub-theme, supported by the expanding adoption of India's
digital public infrastructure rails, rising household savings rates, and growing demand for goal-based investment
products among mass and mass-affluent consumer segments. Consumer Internet and commerce accounted for
approximately 15 percent of capital, with investor interest shifting from the quick-commerce model that dominated
2023-2024 toward verticalized platforms with curated assortments in categories such as fashion, food, and baby care.
Health technology and life sciences captured approximately 10% of funding, while climate, energy, and
sustainability-themed ventures absorbed the residual allocation.

Table 2 presents the distribution.

Enterprise technology, SaaS, and Al applications =22 Generative Al adoption

Wealthtech, payments,

Fintech and financial services ~18 .
DPI rails
_ D2C, verticalized
Consumer internet and commerce =15
commerce
) ) Digital health
Health-tech and life sciences ~10
platforms
) L o Energy transition, EV
Climate, energy, and sustainability Remaining balance

gcosystem

Table 2. Sectoral distribution of venture capital deployed in India, 2025 (Source: Entrepreneur India/Inc42 data
snapshot, 2025).

4.4 Fundraising and Exit Activity

Fund-level capital raising has lagged behind deployment recovery. Bain & Company reported a 35 percent decline in
fund-raising activity in 2024, to approximately US$2.7 billion—the lowest level since 2020—reflecting continued
caution among limited partners amid substantial accumulated dry powder. Notably, maiden (first-time) funds
comprised nearly one-third of the capital raised in 2024, up from approximately one-quarter in 2023, with several
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new entrants targeting thematic strategies in sustainability, agriculture, defence technology, and gaming. Exit activity
strengthened over the same period, rising to approximately US$6.8 billion in 2024, with public market exits
increasing from roughly 55 percent to 76 percent of the total exit value, driven by a sevenfold increase in initial
public offering (IPO) exit value. This shift reflects improving liquidity conditions, a recovery in technology-sector
public valuations, and a backlog of IPO-ready companies, exemplified by listings and pre-IPO financings involving
Zepto, Meesho, Lenskart, Rapido, Rebel Foods, PhysicsWallah, and Oyo.

5. REGULATORY AND INSTITUTIONAL FRAMEWORK

5.1 Evolution from the 1996 VCF Regulations to the 2012 AIF Regime

India’'s first dedicated regulatory framework for venture capital, the SEBI (Venture Capital Funds) Regulations, 1996,
required registration with the SEBI, mandated that at least 66.67 percent of investable capital be deployed in unlisted
equity or equity-linked instruments of venture capital undertakings, and capped single-company exposure at 25
percent of the fund corpus. As the broader private capital industry diversified to include private equity, hedge, and
angel funds operating outside this framework, regulatory gaps and definitional inconsistencies emerged. SEBI
addressed this fragmentation through the Alternative Investment Funds (AIF) Regulations, 2012, which established
unified three-category taxonomy of privately pooled investment vehicles, with venture capital funds positioned as a
sub-category of Category I AlFs alongside infrastructure and social-venture funds. Category | AlFs are required to
maintain a minimum corpus of 220 crores and to direct at least two-thirds of investable funds into unlisted equity,
while benefiting from pass-through tax treatment under Section 10(23FB) of the Income Tax Act and recognition as
Qualified Institutional Buyers, which enhances their standing in capital market transactions.

5.2 Migration of Legacy Funds and Recent Amendments

A significant administrative challenge has involved the transition of legacy funds registered under the 1996
Regulations into the 2012 AIF framework. As of early 2025, a substantial proportion of the 179 funds originally
registered as VCFs remained non-compliant or inactive under the new regime. SEBI's Third Amendment Regulations
introduced the category of Migrated Venture Capital Funds (MVCFs), permitting legacy funds with ongoing or
expired schemes to transition into Category | AIF status, subject to enhanced reporting obligations and, for funds
with expired liquidation periods, a deadline to complete divestment. This reform addressed a long-standing
supervisory gap whereby SEBI lacked a clear mechanism to monitor or compel wind-up of funds operating beyond
their stipulated tenure under the original regulations.

Further liberalisation has accompanied this transition. The 2021 Second Amendment Regulations introduced a
formal statutory definition of 'start-up’ and removed the list of restricted sectors previously excluded from the
definition of venture capital undertaking, thereby broadening the range of eligible investee companies to include, for
instance, non-banking financial companies. Overseas investment limits for AlFs and VCFs have also been
progressively raised, from US$500 million to US$1,500 million in aggregate industry-wide capacity, subject to
Financial Action Task Force-compliance screening of destination jurisdictions.

5.3 Fiscal Reform

Complementing the securities-market regulatory architecture, fiscal reforms enacted in 2024-2025 materially
improved the after-tax return profile of Indian VC investment. The elimination of the so-called angel tax—a
provision that had subjected investments in unlisted companies exceeding fair market value to taxation as income—
removed a long-standing source of valuation-related compliance risk for early-stage investors. Concurrently, the

reduction of the long-term capital-gains tax rate on unlisted shares from 20 percent to 12.5 percent improved net
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investor returns upon exit, while simplification of foreign venture capital investor (FVCI) registration procedures
lowered entry barriers for cross-border capital. Collectively, these measures are credited in industry commentary
with contributing to the renewed investor confidence observed across 2024 and 2025.

6. DISCUSSION

The evidence assembled in this study indicates that India's VC market has entered a phase of structural maturation
rather than simple cyclical recovery. Three features distinguish the 20242025 periods from the exuberance of 2021.
First, capital concentration has increased: a smaller number of larger, more rigorously diligenced rounds now
account for a disproportionate share of deployed capital, suggesting that investors are pricing execution risk and
governance quality more conservatively than during the pandemic-era funding boom. Second, sectoral allocation has
shifted decisively toward enterprise software, artificial intelligence, and fintech sub-verticals with clearer
monetisation pathways, at the expense of capital-intensive, low-margin consumer models such as undifferentiated
quick commerce. Third, the strengthening of public-market exit channels—evidenced by the sharp rise in IPO-driven
exit value—has begun to close a critical gap in the Indian VVC value chain, historically constrained by reliance on
strategic acquisitions and secondary sales as the principal liquidity routes.

Nonetheless, the divergence among industry data sources documented in Section 4.1 underscores a methodological
limitation that merits caution in policy and academic interpretation: the absence of a standardised, publicly auditable
transaction registry for private capital deals in India constrains the precision of macro-level market sizing. From an
institutional-economics perspective, the SEBI regulatory reforms examined in Section 5 can be interpreted as a
sequence of trust-building measures designed to reduce the transaction costs and regulatory uncertainty that
previously constrained both domestic limited-partner participation and inbound foreign capital. The persistence of
non-compliance among a substantial share of legacy VCFs, however, indicates that supervisory capacity—rather
than rule design alone—remains a binding constraint on regulatory effectiveness.

7. CONCLUSION AND POLICY IMPLICATIONS

This article has documented the trajectory, composition, and regulatory underpinnings of venture capital investment
in India over 2019-2025, establishing that the market has recovered from its post-2021 contraction to reach an
estimated US$11-16 billion in annual deployment, depending on data source, while consolidating around higher-
quality, execution-focused investments. The findings carry several implications. For policymakers, sustaining the
current trajectory will require continued attention to exit-market depth, including further development of domestic
public markets capable of absorbing technology-sector listings, and resolution of the supervisory backlog associated
with legacy fund migration. For fund managers, the rise of first-time and thematically specialised funds suggests
opportunities for differentiated strategies in under-capitalised areas such as climate technology and deep-tech,
provided fundraising conditions among limited partners continue to normalise. For entrepreneurs, the shift in investor
emphasis toward profitability and capital efficiency implies that fundraising strategy must increasingly be calibrated
to demonstrable unit economics rather than growth metrics alone.

Future research should pursue firm-level econometric analysis of the determinants of VC deal success in the Indian
context, employ primary survey data to triangulate the divergent industry estimates identified in this study, and
examine the comparative effectiveness of India's AIF framework against alternative emerging-market VVC regulatory

regimes, such as those of China, Brazil, and Southeast Asia.
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