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Abstract. The objective of this comprehensive study is to elucidate the critical factors that determine the
magnitude of venture investment in Indian unicorn companies during subsequent rounds, beginning with the
second. With a keen focus on a sample of 37 unicorn firms during the year 2022, the study scrutinizes a plethora of
influential elements that may enhance the size of investments within the Indian economic landscape. This research
is built upon an exhaustive analysis of the multifaceted elements such as industry, investor experience, initial
investment quantum, and a host of other germane factors, that all work in synergy to shape the unique attributes
of the Indian startup ecosystem. Moreover, the investment environment of this emerging market is evaluated and
compared with global standards to understand the defining characteristics that contribute to its individuality.

The study thus serves as an extensive guide for venture capital investors, stakeholders in the Indian startup
ecosystem, policy-makers, and researchers by shedding light on any distinctive features of the Indian market that
may have contributed to the observed results, and outlining potential future avenues for further investigation.
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AHHoOTauus. Llenbio JaHHOrO KOMMIEKCHOTO NCCIelOBaHMA ABMAETCA BblABIEHWE KITIOUYEBbIX pAaKTOPOB,
onpeaenaAnwWmnx BENNYNHY BEHUYPHbIX MHBECTULNI B MHANACKNE KOMMNAHWUV-«€AUHOPOT» Ha NoCeayoLWwmnx
payHaax, HaunHasa co BToporo. Ocoboe BHMMaHWe yaenseTcsa BblbopKe U3 37 KOMMaHWUi-«eA1HOPOroB» B
2022 rogy, nccnepyoTca MHOrOUMCIEHHbIE GaKTOPbI, CNOCOBCTBYIOLME YBENNUYEHNIO 06beMa MHBECTULMIA
B YCJTOBUAX UHANIACKOW SKOHOMUKM. DTO NCC/IEA0BaHVE OCHOBbIBAETCA Ha BCECTOPOHHEM aHasnm3e
MHOeCTBA /IEMEHTOB, TaKUX KaK OTPaAC/ib, OMbIT MHBECTOPOB, HaYasbHbI 06 beM UHBECTVLNI 1 Apyrie
Ba’KHble GpaKTOpPbl, KOTOPble COBMECTHO GOPMUPYIOT YHMKANbHbIE OCOBEHHOCTU MHANNCKON S3KOCMCTEMBI
cTapTtanoB. Kpome Toro, MHBECTVLIMOHHDBIV KNMMAT 3TOro Pa3BrBaIOLWEroCs PbiHKA OLIEHMBAETCSA 1
CPaBHUBAETCA C MUPOBbBIMY CTaHAAPTaMM A1 NOHVMMAHUA OTNIMUUTESIbHBIX YEPT, KOTOPblE CNOCOOCTBYIOT
€ro UHANBMUAYaNbHOCTU. Takum 06pa3om, UcciefoBaHvie CNYXUT BCEOOBEMITIOLLMM PYKOBOACTBOM ANS
BEHYYPHbIX IHBECTOPOB, YYaCTHNKOB NHANNCKO SKOCUCTEMbI CTapTaNoB, MOMNTUKOB U UCCNIeAoBaTeNeNn,
OCBeLlasn XapaKTepHble 0CO6EHHOCTY MHANNCKOTO PbIHKA, KOTOPblE MO/ NOBAWATL Ha HabnogaeMble
pe3ynbTaThbl, @ TaKXKe YKa3blBas Ha BO3MOXKHbIE HaNpaBneHUs AN AaNbHENLLEro N3yYeHus.

KnioueBble CNoBa: 1eTEPMUHAHTbI, BEHUYPHbI KanuTaJsl, UHANNCKE KOMMNAaHUN-«eMHOPOr», pa3mep
WHBECTULMIA, NOCeayioLmne payHabl, MTHBECTULIMOHHAA aKTUBHOCTb, MOAESTb IMHEHON perpeccuu,
OMbITHbIE MHBECTOPbI, BNVAHKE OTPAC/IM, POCT LIeJIEBOTO PbIHKA, KONIMUYECTBO OCHOBATENEN.

Ana yntnposanmsa: Novikov A. V. Determinants of Venture Investment Size in Indian Unicorn
Companies. DOI: 10.25634/MIRBIS.2024.3.17 // BectHuk MUPBUC. 2024; 3: 137-141.
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Introduction

The Indian startup ecosystem has experienced
significant growth in recent years, marked by a rapid
expansion that is reshaping the country's economic
and social landscapes. With a rise in entrepreneurial
initiatives, innovative technologies, and supportive
governmental policies, India has witnessed an
increase in the number of homegrown unicorn
companies—those valued at over $1 billion. These
once-rare "unicorns" now serve as indicators of
the nation's growing technological expertise and
investment appeal.

In this dynamic startup environment,
understanding the mechanisms behind venture
investments is of critical importance. Particularly
in the context of unicorn companies, an analysis
of the determinants influencing investment size
provides valuable insights for a diverse range of
stakeholders, including investors, entrepreneurs,
and policymakers. Such an analysis can enable
investors to make well-informed decisions by
identifying potential opportunities and risks, assist
entrepreneurs in securing funding by revealing
what attracts significant investments, and support
policymakers in fostering a favorable environment
for the growth of these high-value companies.

This study explores the various factors that
influence the size of venture investments in
Indian unicorn companies, with a primary focus
on follow-on rounds beginning with the second
round. The research aims to offer a comprehensive
understanding of these determinants and their
interactions within the unique framework of the
Indian startup ecosystem. It is important to note,
however, that the findings are indicative rather
than definitive, given the complex and multifaceted
nature of venture capital investments.

Literature Review

A substantial body of academic research has
focused on identifying the factors that influence
the scale of venture capital investments in startup
firms. Numerous studies have examined the role of
macroeconomic factors in shaping this dynamic. For
instance, venture capital investments tend to exhibit
a positive correlation with indicators such as GDP
growth rate, inflation, and stock market liquidity
[Bonini 2011; Cumming 2006].

The overall conditions within the venture capital
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market also significantly affect investor activity.
The creation of new unicorns and the frequency of
successful exits are positively associated with the
volume of venture capital (VC) attracted by other
firms [Negrutiu 2022]. Additionally, the founder’s
profile and the industry in which the startup
operates are important determinants of the amount
of funding raised [Chan 2018; David 2021].

However, much of the existing literature focuses
on developed economies, with less attention paid to
emerging markets. Asemerging markets, particularly
India, experience a rapid rise in the number of
unicorn firms, the interest in understanding the
factors driving venture capital attraction in these
markets is increasing [Hsu 2004].

Alongside  macroeconomic factors, higher
global liquidity has been found to positively
influence venture capital investments in India
[Mustafa 2020]. State-level analyses within India
have shown that factors such as workforce size,
infrastructure development, state GDP growth, and
credit availability positively impact venture capital
attraction [Malik 2020].

Research in other emerging markets has also
contributed valuable insights. In the Russian IT
sector, the size of initial round investments and
the presence of an experienced investor have been
shown to play a significant role in the funds raised in
subsequent investment stages [Rodionov 2018].

Despite the extensive research dedicated to
venture capital dynamics, a notable gap exists in the
literature when it comes to understanding the factors
affecting venture capital investments in the Indian
context. Furthermore, there is a marked absence of
studies specifically focused on identifying the key
determinants influencing venture capital attraction
by Indian unicorn companies.

Thus, there is a pressing need to refine
econometric models and conduct in-depth analyses
of large startups to foster the future development
of the venture capital industry in India. Identifying
both macroeconomic and microeconomic factors
that drive venture capital investments in Indian firms
remains a critical area for further exploration.

Methodology

This study utilizes data from the following sources:

« Investment size in the Series A funding round

«  Amount of debt financing

«  Number of founders in each company

« Industry of operations
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« Total amount of funding received by each
company

Table 1. The descriptive statistics

Variable Obs Mean Std.Dev. Min Max
inv1 37 14,78 18,88 0,80 83,00
inv2 37 504,44 365,00 111,60 | 1700,00
In_inv1 37 2,14 1,06 -0,22 4,42
In_inv2 37 6,02 0,63 4,71 7,44
debt 37 23,07 44,51 0,00 159,70
founders 37 3 1 1 7

Source: compiled by the author based on the original data

The majority of the determinants analyzed in the
sample were sourced from the following databases:
CrunchBase, PitchBook, and AngelList [Davila 2003].
The desctiprive statistics of the sample can be found
in the the table above (Table 1). Overall structure
of the sample by the number of deals is presented
below (Figure 1).

= B2C e-commerce

= Edtech
Healthtech
Gaming

Other

Figure 1. Indian unicorns in 2022 by industry
Source: compiled by the author based on the original data

As illustrated in the graph, the largest segments
consistof B2Ce-commerce (e.g., BharatPE, GlobalBees,
Meesho, MyGlamm) and Healthtech (e.g., PharmEasy,
Pristyn Care, Inovaccer, curefit). Regarding the total
funding amounts, the companies in the sample were
categorized accordingly (Figure 2).

0- 250 250 - 300 J) - T30 over 750

Figure 2. Distribution of companies by total
funding, in millions of USD
Source: compiled by the author based on the original data

All the companies included in the sample have
secured investments from professional investors,
primarily venture capital or private equity funds.
These investors typically have a history of successful
exits from their previous investments and often
possess prestigious brands or international
recognition. Notable investors in the Indian
startup ecosystem over the past decade include
Sequoia Capital India, Accel Partners, Tiger Global
Management, Matrix Partners India, Blume Ventures,
SAIF Partners, and Nexus Venture Partners.

The final sample comprised 37 companies in
the Indian venture capital market as of 2022. This
number reflects the limited availability of data for all
factors analyzed in the study. The information for the
deals in this sample is the most comprehensive and
reliable.

To investigate the factors influencing the total
amount of funding in Indian unicorn companies
during follow-on rounds, an Ordinary Least Squares
(OLS) model was employed. The model is specified
as follows: In_inv2=a + b1 *In_inv1 + b2 * debt +...
... + b3 *founders + b4 * industry + u

Dependent variable:

+ In_inv2-naturallogarithmofthetotal funding
amount for an Indian unicorn company, in
millions of U.S. dollars.

Independent variables:

« In_inv1 - natural logarithm of the investment
size in the Series A round.

« debt - volume of debt financing received by
the unicorn company.

« founders - number of founders of the
company.

« industry — categorical variable representing
the industry in which the company operates
(dummy variables may be used to represent
different industries).

Results

The analysis of the critical factors influencing the
size of venture capital investments in Indian unicorn
companies during follow-on rounds provides several
noteworthy insights (Table 2).

However, the overall explanatory power of the
model remains somewhat lim-ited. The R-squared
value of 0,208 suggests that only 20,8% of the
variability in the dependent variable, In(total_
funding_amount), is explained by the independent
vari-ables. This figure decreases to 0,133 when
adjusted for the number of predictors and sample
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size. The model’s F-statistic of 2,794 and a Prob
(F-statistic) of 0,0561 indicate marginal significance

at the 10% level, suggesting a weak correlation
between the dependent and independent variables.

Table 2. Main specifications results

Dependent variable In_inv2 R2 0,208
Number of obs 37 Adj R2 0,133
F-statistic 2,794
Coef. Std err P>t [0.025 0.975]
Intercept 5,9815 0,367 16,298 0,000 5,234 6,727
In_invl -0,1025 0,098 -1,041 0,306 -0,303 0,098
debt 0,0063 0,002 2,774 0,009 0,002 0,011
founders 0,0416 0,087 0,480 0,634 -0,135 0,218
Source: results of the author's OLS model estimation based on the original dataa
Discussion during follow-on rounds has provided valuable

These findings emphasize the complex and
multifaceted nature of venture capital investments,
where numerous tangible and intangible factors are
at play. Unicorn companies, by their very nature, are
unique due to their innovation and rapid growth.
Each unicorn may be influenced by different
determinants during follow-on rounds, ranging
from strategic positioning to innovative potential.
The limited explanatory power of the model could
reflect the fact that these entities are difficult to
analyze using a generalized approach, as venture
capital investment decisions are often driven by
diverse and unpredictable factors.

Moreover, the results highlight the intricate
nature of the venture capital landscape, shaped
not only by company-specific attributes but also
by the preferences and risk tolerances of investors.
Unicorns, often market disruptors due to their
innovative business models, attract varying levels
of investment based on factors such as market
positioning, growth prospects, leadership quality,
and technological innovation. This variability
introduces complexity that may not be fully captured
by traditional statistical models.

Given these observations, it becomes clear that
future research would benefit from considering the
unique characteristics of each unicorn company and
employing more sophisticated analytical tools that
account for inter-company variations.

Conclusion

This investigation into the determinants of
venture capital investment size in Indian unicorns

insights while also revealing the inherent complexity
of the topic. Unicorn companies, with their unique
blend of characteristics, challenge the development
of a universally applicable model for predicting
investment size. The venture capital landscape,
especially within India's dynamic startup ecosystem,
is further complicated by the diversity of investors,
each with different preferences and levels of risk
tolerance.

Future research should consider more targeted
approaches, potentially utilizing advanced statistical
models such as random effects or mixed-effects
models, which are better suited to handling inter-
company differences. Additionally, adopting an
industry-specific focus could help uncover unique
factors driving venture capital investments in
particular sectors.

This study serves as a foundation for future
research in this domain. It underscores the vibrant
and evolving nature of the Indian startup ecosystem
and the complex dynamics of venture capital
investment. Further inquiry into this promising area
is encouraged, with the hope that future studies
will refine the understanding of the factors driving
venture capital investments, thereby fostering
innovation and contributing to economic growth.

Researchers are invited to build upon these
findings, challenge them, and introduce new
perspectives and methodologies with the ultimate
goal of enriching the understanding of venture
capital investment dynamics in the ever-changing
startup landscape.
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WHgpopmayus 06 asmope:

HoBukoB AHapen BnagumnpoBuu — acnupaxT, pefepanbHoe rocyfapcTBeHHOe 06pa3oBaTesibHoe HlofKeTHOEe
yupexzeHue BbicLlero o6pa3oBaHua «<HaLMOHabHbI UCCe[0BaTENbCKMIN TeXHONOrnYeckun yHusepcutet MUCUC,
JleHuHcknin npocnekT, 4/1. Mocksa, 117049, Poccus.

The article was submitted 08/28/2024; approved after reviewing 12/09/2024; accepted for publication 09/27/2024.
Cmamesa nocmynuna 8 pedakyuto 28.08.2024; odobpera nocsne peuyeHsuposaHusa 09.12.2024; npuHama k nyénukayuu 27.09.2024.


http://journal.mirbis.ru/
mailto:journal@mirbis.ru



