
              Cosmos Multidisciplinary Research E-Journal        Online Available at  www.cmrj.in 

               Recognized International Peer Reviewed Journal         Impact Factor 4.94 ISSN No. 2456-1665 

Volume IV - Issue IV  (Oct - Nov - Dec 2019) Page 141 

Impact of Startups on Economic Growth 

  

Dr Narender Haribhau Shegokar 
Vyankatesh Arts, Commerce and Science College, 

Deulgaon Raja, District Buldhana. 
Mobile No. 9422989632 

shegokarnh1972@gmail.com 

 

Abstract 

The emergence of startups has been one of the most dynamic transformations in the global 

economy over the last two decades. Startups, driven by innovation, technology adoption, and 

entrepreneurship, have created new avenues of growth in both developed and developing 

countries. This paper analyzes the impact of startups on economic growth, focusing on their 

role in employment generation, innovation diffusion, and enhancing global competitiveness. 

It also examines theoretical frameworks of entrepreneurship and innovation that underpin 

the rise of startups and their economic significance. A critical review of literature is included 

to highlight earlier studies on the subject. Using secondary data, the paper explores the 

current scenario, showing how startups contribute significantly to GDP, skill development, 

and socio-economic inclusion. The discussion also highlights barriers such as limited access 

to capital, regulatory bottlenecks, and high failure rates. A case study of the Indian startup 

ecosystem is presented to demonstrate practical impacts. Policy recommendations are 

provided to strengthen entrepreneurial ecosystems and ensure sustainable growth. 

Ultimately, this paper concludes that startups have a multiplier effect on economic growth, 

but their success requires strategic policy frameworks, access to finance, and continuous 

innovation. 

Keywords: Startups, Innovation, Economic Growth, Entrepreneurship, Employment, Policy 

1. Introduction 

Startups represent one of the most exciting developments in the contemporary global 

economy. Unlike traditional enterprises, startups thrive on innovation, disruptive ideas, and 

technology-driven solutions. They are typically founded by entrepreneurs aiming to create 

scalable and sustainable business models in diverse sectors such as technology, healthcare, 

education, and agriculture. The rise of startups has been particularly significant since the 

early 2000s, when digital technologies, venture capital investments, and globalization 

converged to form fertile ground for entrepreneurial activity. The importance of startups lies 
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in their ability to transform economies by creating jobs, increasing competitiveness, and 

contributing to Gross Domestic Product (GDP). They also serve as agents of social change by 

addressing local and global challenges with innovative solutions, ranging from financial 

inclusion to renewable energy. The relevance of this issue becomes evident in developing 

economies such as India, Brazil, and South Africa, where startups have emerged as a catalyst 

for inclusive growth, reducing dependence on traditional employment models. 

 

 

Globally, governments and institutions have recognized the economic relevance of startups 

and launched initiatives such as Startup America, Startup India, and Startup Chile. These 

programs are designed to support young entrepreneurs, improve access to finance, and create 

business-friendly environments. The linkage between startups and economic growth is 

therefore not merely incidental but structural, with innovation and entrepreneurship acting as 

engines of growth in the 21st century. 

 

2. Conceptual Framework or Theoretical Background 

2.1. Definitions of Key Terms 

 Startup: A newly established business with a scalable business model that seeks to 

solve a problem through innovation and technology. 

 Entrepreneurship: The process of designing, launching, and managing a new 

business venture while assuming financial risks. 

 Economic Growth: The sustained increase in the production of goods and services in 

an economy, typically measured through GDP. 
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 Innovation: The creation or application of new ideas, processes, or products that 

enhance productivity and efficiency. 

2.2. Theories/Models Related to the Title 

Several theories and models explain the relationship between entrepreneurship, startups, and 

economic growth. 

 Schumpeter’s Theory of Innovation (1934): Joseph Schumpeter argued that 

entrepreneurs are agents of change who disrupt equilibrium through “creative 

destruction.” Startups embody this idea by replacing obsolete business models with 

innovative ones. 

 Endogenous Growth Theory (Romer, 1990): This theory highlights that economic 

growth is driven by internal factors such as knowledge, innovation, and human 

capital. Startups play a vital role in knowledge diffusion and innovation creation. 

 Resource-Based View (Barney, 1991): This model emphasizes that organizations 

achieve growth by leveraging unique resources and capabilities. Startups, with their 

agility and creativity, effectively utilize limited resources to gain competitive 

advantage. 

2.3. Educational Policies or Reforms Relevant to the Topic 

Governments across the world have introduced entrepreneurship education and startup 

promotion policies. For instance: 

 In India, the National Policy on Skill Development and Entrepreneurship (2015) 

emphasized startup incubation and financial assistance. 

 The European Union promoted entrepreneurial education as part of the Europe 2020 

Strategy. 

 The Kauffman Foundation (USA) has played a major role in supporting 

entrepreneurship education programs across universities. 

Such reforms reflect the recognition of startups as central to modern economic growth. 

 

3. Review of Literature 

3.1. Nair (2003) 

Nair examined the role of entrepreneurship in shaping rural economic development. The 

study concluded that small and innovative ventures had a greater multiplier effect on 

employment generation compared to large industrial projects. 
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3.2. Audretsch and Keilbach (2005) 

Audretsch and Keilbach argued that startups significantly influence regional economic 

growth by creating employment and fostering innovation. Their study revealed that 

entrepreneurial activity acts as a crucial determinant of competitiveness in knowledge-based 

economies. 

3.3. Minniti and Lévesque (2008) 

Minniti and Lévesque focused on the decision-making behavior of entrepreneurs and found 

that startup activity is strongly linked to long-term productivity growth. The study 

emphasized that entrepreneurship is not only a business phenomenon but also a socio-

economic driver. 

3.4. Gupta (2017) 

Gupta investigated the Indian startup ecosystem and highlighted its role in boosting GDP and 

employment. The study revealed that government initiatives such as Startup India and Digital 

India significantly improved the entrepreneurial environment, but also noted challenges like 

regulatory delays and funding gaps. 

 

4. Current Scenario  

 The global startup ecosystem has witnessed exponential growth over the last two 

decades. According to the Global Startup Ecosystem Report (2018), more than 300 

million startups operate worldwide, contributing to innovation and employment. In 

the United States, Silicon Valley continues to lead as the world’s startup hub, 

attracting billions of dollars in venture capital investments annually. Similarly, 

countries such as Israel, Germany, and China have built strong entrepreneurial 

ecosystems with government and private sector support. 

 India has emerged as the third-largest startup ecosystem in the world, with over 

50,000 recognized startups by 2019. These startups operate across diverse sectors, 

including e-commerce, fintech, agritech, and healthcare. The National Association of 

Software and Service Companies (NASSCOM) reported that Indian startups created 

nearly 1.75 lakh jobs between 2016 and 2019. Moreover, women entrepreneurs 

accounted for nearly 14 percent of total founders, reflecting greater inclusivity. 

 Startups are also contributing significantly to GDP growth. According to a report by 

the Reserve Bank of India (2018), the contribution of startups to GDP increased 

steadily due to rising innovation-driven enterprises. Startups not only generate direct 
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employment but also stimulate demand for ancillary services such as logistics, digital 

marketing, and consultancy. 

 In terms of funding, venture capital and angel investments have become critical 

enablers of startup growth. Global venture capital investments in startups surpassed 

USD 300 billion in 2018, while Indian startups raised nearly USD 10 billion in the 

same year. These figures demonstrate the economic significance of startups as drivers 

of capital formation. 

 However, the failure rate of startups is also high. Approximately 90 percent of 

startups fail within the first five years due to reasons such as lack of funds, poor 

market strategies, or operational inefficiencies. Despite this, the resilience of 

successful startups compensates for these failures, as they generate sustainable 

economic impact. 

 Startups also influence innovation and technology adoption. Emerging sectors like 

artificial intelligence, blockchain, renewable energy, and biotechnology are 

increasingly dominated by startups rather than large corporations. For example, 

fintech startups have disrupted traditional banking by offering faster, cheaper, and 

more inclusive financial services. 

 The economic role of startups is not limited to urban centers. Rural startups in India 

and Africa have focused on agriculture, renewable energy, and healthcare, thereby 

addressing structural challenges of poverty and underdevelopment. 

 Globally, startups are increasingly linked with social entrepreneurship. Initiatives 

such as social startups address issues like education, healthcare access, and 

environmental sustainability. This convergence of profit and social purpose 

demonstrates the broad scope of startups in shaping economic and social growth. 

 

5. Key Issues and Challenges 

Despite their contributions, startups face numerous challenges: 

5.1. Access to Finance: Startups often struggle to secure venture capital or loans due to lack 

of collateral and credit history. Many financial institutions remain cautious about 

lending to startups because of perceived risks and the absence of proven revenue 

models. This situation forces entrepreneurs to rely heavily on personal savings, family 

support, or informal credit, which can limit their growth potential and scalability. 
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5.2. Regulatory Barriers: Complex bureaucratic processes delay registrations, approvals, 

and tax compliance. In many countries, startups spend considerable time and resources 

navigating overlapping rules, which could otherwise be invested in business 

development. Such delays reduce their competitiveness in fast-changing markets. 

5.3. High Failure Rate: Limited experience and inadequate market strategies result in high 

mortality rates. Startups often lack the managerial expertise needed to balance 

innovation with sustainability. Studies show that nearly 90 percent of startups fail 

within the first five years, with poor financial planning and weak market research being 

major factors. Moreover, intense pressure to scale rapidly, coupled with unrealistic 

investor expectations, leads to burnout and premature closure. The failure of startups 

does not only affect founders but also employees, investors, and the wider ecosystem. 

5.4. Infrastructure Gaps: In many developing economies, startups lack access to digital 

infrastructure, mentorship, and incubation facilities. The absence of reliable internet 

connectivity, physical incubation hubs, and support services makes it difficult for new 

businesses to compete with established players. 

5.5. Skill Deficiency: A mismatch between educational training and entrepreneurial 

requirements hinders startup sustainability. Entrepreneurs may be technically skilled but 

often lack managerial, marketing, or financial expertise. This gap reduces their ability to 

adapt to market dynamics or sustain long-term growth. Strengthening industry-

academia linkages and promoting skill development programs could help address this 

challenge. 

5.6. Market Competition: Startups face stiff competition from established corporations 

with greater resources. Larger firms often replicate startup ideas, use their stronger 

networks, and outspend them in marketing and customer acquisition, which makes 

survival more difficult. 

 

6. Case Study: Indian Startup Ecosystem 

The Indian startup ecosystem offers a compelling case study. Between 2014 and 2019, India 

witnessed a rapid surge in startup registrations, supported by the Startup India initiative. 

Major unicorns such as Flipkart, Paytm, and Ola transformed entire industries, ranging from 

e-commerce to financial technology and transport. 
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Flipkart disrupted retail by introducing large-scale e-commerce in India, eventually being 

acquired by Walmart in 2018 for USD 16 billion. Paytm revolutionized digital payments, 

particularly after the 2016 demonetization, making cashless transactions mainstream. Ola 

created new models of shared mobility, generating both employment and convenience. These 

examples demonstrate how startups can not only reshape industries but also contribute 

directly to GDP growth and job creation. However, the case of India also reveals challenges 

such as uneven access to funding, urban-centric ecosystems, and regulatory hurdles. 

 

7. Policy Recommendations 

 It is recommended that governments strengthen access to finance by promoting 

public-private venture capital funds targeted at startups. 

 It is recommended that educational institutions incorporate entrepreneurship training 

into curricula to align skills with startup requirements. 

 It is recommended that regulatory processes be simplified to reduce the compliance 

burden on startups. 

 It is recommended that rural and semi-urban regions receive greater support through 

incubation centers and digital infrastructure. 

 It is recommended that governments encourage collaboration between startups and 

large corporations for mentorship and market access. 

 It is recommended that social entrepreneurship be supported through dedicated grants 

and policy incentives. 

 

8. Conclusion 

Startups have become a cornerstone of modern economic growth. Their role extends beyond 

business creation to employment generation, innovation, and social transformation. This 

paper highlighted the conceptual frameworks linking startups to economic growth, analyzed 

literature, and examined the current scenario with empirical data. The Indian case study 

demonstrated both opportunities and challenges of startups as engines of economic progress. 

While the contribution of startups is undeniable, their long-term sustainability requires 

systematic support in the form of financial access, regulatory reforms, and skill development. 

Startups can serve as both economic accelerators and social changemakers if provided with a 

robust entrepreneurial ecosystem. The future of global economic growth, particularly in 
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emerging economies, will depend significantly on how governments, private institutions, and 

civil society foster and sustain startups. 
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