
  
  

Building a Resilient and Future-Ready Startup Ecosystem
This editorial is based on “A startup revolution, the goal of ‘innovation capital” which was
published in The Hindu on 03/10/2025. The article brings into picture Tamil Nadu’s inclusive
startup model, where state interventions have spurred a six-fold rise in ventures, half led by
women. It highlights how India’s startup story is shifting beyond metros, with regional hubs
and targeted support unlocking new entrepreneurial potential.

For Prelims: Digital Public Infrastructure, Fintech revolution, Quick Commerce,  Fund of Funds
for Startups, Intellectual Property Rights, National Deep-Tech Startup Policy,  Artificial
Intelligence,  Digital Personal Data Protection (DPDP) Act, 2023.  

For Mains: Factors Driving the Growth of India’s Startup Ecosystem, Key Issues Associated with India's
Startup Ecosystem.

Tamil Nadu has emerged as a compelling case study in building inclusive startup ecosystems through
strategic state intervention. In just 4 years, the state has witnessed a six-fold increase in registered
startups to over 12,100, with half being women-led. While the country now boasts the world's third-
largest startup ecosystem, the real transformation lies not in headline valuations but in how states
are systematically democratizing entrepreneurship. India's startup story is increasingly being
written beyond Bangalore and Gurugram, in tier-II and tier-III cities where regional hubs, vernacular
support systems, and targeted funds for marginalized communities are unlocking previously untapped
entrepreneurial potential.

What Factors are Driving the Growth of India’s Startup Ecosystem? 

Digital Public Infrastructure (DPI) & Financial Inclusion: The massive rollout of
India's Digital Public Infrastructure (DPI), particularly the Unified Payments Interface (UPI) and
Aadhaar, has radically reduced the cost of access and transaction friction, forming a fertile ground
for Fintech and E-commerce startups.  

This Fintech revolution is driving financial inclusion for millions previously unbanked,
allowing startups to instantly verify users and process small-value payments at scale, a
unique advantage globally.  
UPI saw 19.63 billion transactions in September 2025 with a worth of ₹24.90 lakh
crore, demonstrating unprecedented digital adoption that underpins new business models
like Quick Commerce 

For instance, Zepto's scaled rapidly on the back of UPI-enabled microtransactions,
showing how digital rails are directly powering new consumption models. 

Supportive Government Policies and Regulatory Framework: Government initiatives
like Startup India and schemes like the Fund of Funds for Startups (FFS) have created a
more enabling regulatory and financial environment, easing the path for new ventures with
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compliance simplification and targeted funding.  
This state support, alongside tax exemptions and fast-tracking of Intellectual Property
Rights (IPR), has de-risked entrepreneurship, especially in Tier-2 and Tier-3 cities.  
The number of DPIIT-recognised startups has surged from about 502 in 2016 to
over 1,57,706 as of December 2024, with over 51% of new startups emerging from non-
metro areas, showcasing the success of the decentralized support system. 

Maturing Venture Capital and Private Equity Landscape: Despite a cautious global market,
India's VC ecosystem shows strategic resilience, with a shift towards backing companies with
sound unit economics and a greater focus on early-stage and deep-tech investments.  

This maturing capital market ensures a sustained pipeline of funding, moving beyond a
sole focus on late-stage megadeals, thereby nurturing the next wave of innovators.  
Indian VC funding saw a robust recovery in 2024, surging by43% year-on-year to $13.7
billion, with seed-stage startups recording the highest growth at 29%, indicating
investor confidence in nascent, quality ventures. 

Large and Rapidly Digitizing Domestic Market: India’s colossal and growing population,
coupled with deepening internet and smartphone penetration, presents an unparalleled
consumer market opportunity that drives massive demand for digital services across all sectors.  

This vast market size allows startups to achieve scale rapidly, offering local solutions that
can eventually be tailored for global markets, especially in retail-tech, health-tech, and ed-
tech.  
India is projected to account for 16% of global consumption at purchasing power
parity (PPP) by 2050, up from 4% in 1997, and sectors like Consumer Technology
dominated funding in 2024, securing $5.4 billion driven by this consumption tailwind. 

Growing Focus on Deep-Tech and AI Innovation: The ecosystem is experiencing a marked
pivot towards Deep-Tech, including Generative AI, CleanTech, and Spacetech, driven by a
need to solve complex, high-impact problems and supported by dedicated government policies like
the National Deep-Tech Startup Policy.  

This focus on frontier technologies is boosting innovation quality and helping Indian
startups create globally competitive Intellectual Property (IP). 

Startups like Niramai, which uses AI for non-invasive breast cancer
screening, highlight how Indian deep-tech ventures are solving critical social
problems while building defensible IP. 

Investments in the Deep-Tech segment increased by a significant78% in 2024, reaching
$1.6 billion, with 87% of this funding directed towards AI-led startups, highlighting
the strategic shift in the investment thesis. 

Abundant and Skilled Talent Pool: India's demographic dividend, a large, young, and
increasingly educated workforce emerging from engineering and management
institutions, provides an expansive talent pool at a competitive cost.  

This talent availability, particularly in software, data science, and engineering, is
fundamental for sustaining the rapid growth of the tech and innovation sectors. 

Platforms such as Scaler are addressing the employability gap by retraining
engineers in emerging skills like data science and AI, creating a stronger
pipeline of startup-ready talent. 

India's working-age population is expected to grow to 1 billion by 2047 , and the
country ranks as the third-highest producer of research papers
globally, underpinning the human capital available for innovation. 

Global Ecosystem Integration and Cross-Border Collaborations: India is actively integrating
its startup ecosystem with the global economy through initiatives like the G20 Startup20
Engagement Group and international funding and market access programs. 

This facilitates knowledge exchange, attracts foreign investment, and provides Indian
startups with platforms to scale their business internationally, enhancing the ecosystem's
maturity and credibility.  
Foreign Venture Capital Investor (FVCI) registrations have been simplified, and
policy reforms like the elimination of the Angel Tax have improved investor confidence,
making India the second-largest VC destination in the Asia-Pacific region in 2024 

What are the Key Issues Associated with India's Startup
Ecosystem? 
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Prolonged Funding Winter and Valuation Correction: The ecosystem is grappling with a
severe "funding winter," marked by extreme investor caution and a sharp shift away from the
previous "growth-at-all-costs" philosophy, leading to widespread valuation correction and
extended runways.  

This conservative approach severely impacts early and growth-stage companies, as VCs
demand clear paths to profitability, slowing the pace of new Unicorn creation and
increasing the risk of startup failure or distress sale.  
Venture Capital inflows in the Indian startup ecosystem plummeted sharply, with
funding in 2023 dropping to roughly $10 billion(though recovered recently).. 

Critical Talent Shortage and Skill Gap in Deep-Tech: Despite having a large graduate pool, a
severe skill mismatch exists, particularly in emerging and Deep-Tech domains like Artificial
Intelligence (AI), Machine Learning (ML), and cybersecurity.  

The traditional education system is struggling to keep pace with industry demands,
resulting in a scarcity of high-quality "Day 1 ready" talent needed for innovation-led
startups.  
This forces startups to incur high costs on reskilling or competing fiercely for a small pool of
top-tier talent, which stunts deep-tech innovation.  
Only 42.6% of Indian graduates were found employable in 2024 , marking a decline
from 44.3 percent in 2023. 

Furthermore, according to a 2023 PwC report, 77% of Indian CEOs cited skill
shortages as a major barrier to growth, underscoring the severity of the crisis. 

High Geographic Concentration of Startup Activity: Startup growth and investment are
disproportionately concentrated in just a few metro cities, creating an uneven ecosystem that fails
to harness the entrepreneurial potential of Tier-2 and Tier-3 cities. 

This geographic concentration limits market access, mentorship, and funding
opportunities for promising regional ventures, causing a significant "brain drain" towards
established hubs like Bengaluru, Delhi-NCR, and Mumbai.  

As of 2021, the three primary clusters, Bengaluru, Delhi-NCR, and
Mumbai, accounted for a massive 83% of India's Unicorns, illustrating the
heavily centralized nature of high-value startup creation and capital deployment. 

Though startups are increasingly emerging from Tier-2 and Tier-3 cities, their scalability
remains limited. 

Persistent Gender Disparity and Funding Gap: A significant gender gap persists in both
startup leadership and capital allocation, hindering the ecosystem's potential for diverse
innovation and economic inclusion. 

Women-led ventures receive disproportionately less funding compared to their male
counterparts, often due to systemic bias in the venture capital pitch process and a lack of
women in senior investor decision-making roles.  
In 2022, only 18% of startups were founded or led by women , and Venture Capital
(VC) funding for women fell to 9.3% in 2023. 

Complex and Evolving Regulatory Landscape: Despite the government's efforts to enhance
the Ease of Doing Business, startups continue to face challenges navigating a complex and
frequently evolving regulatory environment, particularly concerning taxation, data privacy, and
sectoral compliance.  

The recent implementation of the Digital Personal Data Protection (DPDP) Act, 2023 ,
while crucial, adds a new layer of stringent compliance requirements that
disproportionately burden lean startup operations.  
Startups face difficulties ensuring compliance with multiple statutes, and
historically, causing delays in funding and adding unnecessary compliance costs, especially
for early-stage foreign investments. 

Limited Exit Avenues and Investor Lock-in: The ecosystem suffers from a relative scarcity of
large-scale, consistent exit opportunities, such as robust Initial Public Offerings (IPOs) or
strategic Mergers and Acquisitions (M&A), which is crucial for VCs to return capital to their
Limited Partners (LPs) and complete the funding cycle.  

This limited liquidity risks long-term investor lock-in, potentially discouraging future
investments in the growth and late stages of the market. 
While IPOs did surge after 2021, th e performance of several major tech listings led to a
cautious public market. 

Indian startups saw over $5 billion in exits through secondary transactions,
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IPOs, and block deals in 2024.

What Measures can India Adopt to Enhance Startup Ecosystem?  

Regulatory Simplification and Single-Window Clearance: India needs a streamlined
compliance architecture where startups can access all approvals, registrations, and reporting
obligations through a single-window digital platform.  

This reduces regulatory uncertainty, lowers transaction costs, and accelerates time-to-
market.  
A graded compliance system based on business size and stage can minimize burdens on
early ventures while ensuring accountability as they scale. This would create
a predictable regulatory environment fostering innovation. 

Deep-Tech and R&D Innovation Hubs: Beyond service-driven startups, India must invest
in deep-tech incubation clusters focusing on AI, biotech, clean energy, and defense
technologies.  

Establishing university-industry innovation consortia can bridge research and
commercialization gaps.  
Tax incentives and flexible IP-sharing models would encourage lab-to-market
transitions. Such hubs will make India a global center for frontier technology
entrepreneurship rather than just consumer apps. 

Decentralized Access to Capital: While venture capital is urban-concentrated, India can
develop regional startup funds with blended financing models combining government seed
capital, private equity, and CSR funds.  

A tiered financing mechanism ensuring micro, early-stage, and growth-stage capital
would widen inclusion.  
Democratizing investment through regulated crowdfunding platforms can mobilize
retail investors safely. This would ensure geographically balanced startup growth. 

Global Market Access Platforms: Startups require structured soft-landing programs for
international expansion. Government-led trade missions, preferential access under FTAs, and India
Startup Embassies abroad could link startups with global incubators and investors.  

Building a national cross-border e-commerce framework will help smaller ventures
access global demand.  
This ensures Indian startups evolve into globally competitive unicorns rather than being
inward-looking. 

Talent Mobility and Entrepreneurial Skilling: A robust ecosystem requires fluid talent
mobility across academia, corporates, and startups. Introducing entrepreneurial sabbaticals,
gig-friendly labor laws, and academic credits for startup engagement would normalize risk-taking.  

National-level entrepreneurship skilling programs aligned with future technologies and
design thinking can build resilient human capital. This creates a workforce attuned
to startup agility and innovation culture. 

Public Procurement as a Startup Catalyst: The state can act as a market-maker by
systematically integrating startups into public procurement through platforms like GeM.  

Dedicated quotas in smart cities, defense tech, and green mobility projects would provide
startups with stable demand visibility.  
Transparent e-tendering platforms and lighter pre qualification norms can lower entry
barriers. This transforms the government from a regulator into an anchor customer,
giving startups credibility and scale. 
For instance, Log9 Materials secured government pilot projects for EV battery tech,
demonstrating how public procurement can validate and scale indigenous innovation. 

Sustainable and Inclusive Startup Policies: To make the ecosystem resilient, India must
embed ESG-linked incentives into startup policy.  

Encouraging circular economy models, green innovation, and women-led startups through
targeted support fosters inclusive entrepreneurship. Linking credit access to
sustainability compliance would align business incentives with global climate
commitments.  

This ensures India’s startup boom is socially equitable and environmentally
sustainable.



Conclusion:  

India’s startup ecosystem is evolving from metro-centric growth to a broad-based innovation
movement powered by deep-tech, inclusion, and digital infrastructure. As Aravind Srinivas,
CEO of Perplexity aptly notes, “Indians can build firms, not just manage them,” highlighting the
country’s potential for original value creation. To achieve this, the ecosystem must embrace
sustainability, diversity, and frontier technologies while ensuring equitable access to capital and talent.
Strengthening these pillars will secure a self-reliant, globally competitive, and resilient future for Indian
startups. 

Drishti Mains Question:

India has emerged as the world’s third-largest startup ecosystem, yet its long-term sustainability
depends on inclusivity, deep-tech innovation, and regulatory resilience. Discuss the factors driving this
growth, the key challenges it faces, and suggest measures to make the ecosystem more equitable and
globally competitive

FAQs:

1. What is the current size and status of India’s startup ecosystem?
As of December 2024, India has over 1,57,706 DPIIT-recognized startups, with more than 51% emerging
from non-metro areas. Tamil Nadu alone saw a six-fold increase to over 12,100 startups in 4 years, with
50% women-led, highlighting growing inclusivity. 

2.What are the major factors driving the growth of India’s startup ecosystem?
 Key drivers include Digital Public Infrastructure (like UPI and Aadhaar), supportive government policies, a
maturing venture capital landscape, rapid domestic digitalization, growing focus on deep-tech, a skilled
talent pool, and global ecosystem integration.

3. What are the key challenges facing India’s startup ecosystem?
 Challenges include funding winter and valuation corrections, critical skill gaps in deep-tech domains,
geographic concentration in metros, persistent gender disparity in leadership and funding, complex
regulatory frameworks, and limited exit avenues for investors.

4. How can India enhance its startup ecosystem to make it more inclusive and resilient?
 India can adopt measures such as regulatory simplification, deep-tech R&D hubs, decentralized access to
capital, structured global market access platforms, entrepreneurial skilling, startup-friendly public
procurement, and ESG-linked inclusive policies.

5. What does the future of India’s startup ecosystem look like?
 The future lies in moving from metro-centric valuations to nationwide inclusive growth driven by
sustainability, diversity, and frontier technologies. With the right reforms, India can evolve into a globally
competitive, self-reliant, and impact-driven innovation hub.

UPSC Previous Year Question (PYQ)

Q. What does venture capital mean? (2014)

(a) A short-term capital provided to industries 

(b) A long-term start-up capital provided to new entrepreneurs 



(c) Funds provided to industries at times of incurring losses 

(d) Funds provided for replacement and renovation of industries 

Ans: (b)
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