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Abstract: 

India’s startup ecosystem has become one of the most dynamic in the world, driving 

entrepreneurship, technological innovation, and employment creation. As of 2025, more than 2 lakh 

startups are recognized by the DPIIT, highlighting significant growth across sectors. Government 

initiatives such as Startup India, Digital India, Fund of Funds for Startups, and state-level incubators have 

provided essential support in finance, infrastructure, and policy facilitation. Key sectors such as fintech, 

health tech, AI, and deep-tech are thriving, but startups continue to face challenges including funding 

instability, regulatory complexity, talent shortages, and infrastructural limitations. This paper explores the 

current status of India’s startup ecosystem, evaluates government initiatives, identifies persistent 

challenges, and proposes strategies to strengthen entrepreneurial growth and sustainability. 
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Introduction: 

Entrepreneurship is globally 

acknowledged as a vital contributor to economic 

growth, job creation, and technological 

advancement. Over the last decade, India’s 

startup ecosystem has experienced remarkable 

growth, making it the third-largest ecosystem 

worldwide (NASSCOM, 2023). From a modest 

number of startups in 2010, India now hosts over 

2 lakh DPIIT-recognized startups, generating 

more than 2 million jobs (NDTV, 2025). Several 

factors have contributed to this expansion, 

including widespread digital penetration, 

affordable smartphones, secure online payment 

systems, and a large, youthful population eager to 

innovate. The Indian government has played a 

crucial role by implementing policies that reduce 

bureaucratic barriers, facilitate funding, and 

promote innovation-led growth. Initiatives like 

Startup India and Digital India provide regulatory 

support, mentoring, and financial assistance to 

entrepreneurs. Despite these developments, 

challenges persist. Funding fluctuations, 

regulatory hurdles, talent gaps, and market 

sustainability issues continue to constrain the 

growth potential of startups. Understanding these 

challenges is essential for designing effective 

interventions and fostering a resilient startup 

ecosystem. 

 

Objectives of the Study: 

The objectives of this study are: 

1. To examine the current state of India’s startup 

ecosystem in 2025. 

2. To assess the role and impact of government 

initiatives in supporting startups. 

3. To identify the key challenges and barriers 

faced by entrepreneurs. 

Corresponding Author – Mr. Santosh Hambir Kamble 

DOI - 10.5281/zenodo.18478893 

http://www.ijaar.co.in/


IJAAR    Vol. 7 No. 4   ISSN – 2347-7075 
 

 

102 

4. To recommend strategies and policies to 

enhance the sustainability and growth of 

startups. 

 

Current Scenario of Startups in India (2025): 

India’s startup ecosystem has expanded 

both in size and diversity. Key aspects of the 

2025 scenario include: 

• Number of Startups: Over 2 lakh DPIIT-

recognized startups, with increasing 

participation from Tier-2 and Tier-3 cities 

(Inc42, 2025). 

• Sectoral Growth: Startups are most active in 

fintech, edtech, health tech, AI, deep-tech, 

and renewable energy (NDTV, 2025). 

• Employment Contribution: Startups 

collectively generate more than 2 million 

jobs, significantly contributing to economic 

development (Inc42, 2025). 

• Women Entrepreneurs: There is a 

noticeable rise in female-led startups, 

reflecting growing gender inclusivity (TICE 

News, 2025). 

• Investment Trends: Early-stage tech startups 

faced a 25% decline in funding in early 2025, 

mirroring global economic conditions (BWH 

India, 2025). 

• Geographic Expansion: Approximately 45% 

of startups now originate from non-metro 

regions, indicating wider regional 

participation (Startup Guru Lab, 2025). 

• Sustainability Concerns: Several startups 

shut down in 2025 due to operational 

challenges and market adaptation issues 

(TICE News, 2025). 

This demonstrates a maturing ecosystem 

that requires startups to focus on operational 

efficiency, scalability, and sustainable growth 

strategies. 

1. Role of Government Support: Government 

policies have been instrumental in shaping India’s 

startup ecosystem. Key programs include: 

• Startup India (2016): Simplifies regulatory 

processes, offers tax exemptions, and 

expedites intellectual property registration to 

support innovation (Department for 

Promotion of Industry & Internal Trade, 

2022). 

• Fund of Funds for Startups (FFS): Provides 

public funding through venture capital 

channels, offering early-stage financial 

support (Drishti IAS, 2025). 

• Startup India Seed Fund Scheme (SISFS): 

Supports prototyping, product validation, and 

pilot projects (Drishti IAS, 2025). 

• Digital India & MeitY Startup Hub: 

Enhances digital infrastructure, online 

services, and mentorship opportunities for 

technology-driven startups (Drishti IAS, 

2025). 

• State-Level Policies: States like Maharashtra, 

Karnataka, and Uttar Pradesh have 

implemented local startup initiatives 

providing funding, incubation, and skill 

development programs (Times of India, 

2025). 

• Credit Guarantee Scheme for Startups 

(CGSS): Provides guarantees for bank loans, 

reducing dependency on private funding 

(Drishti IAS, 2025). 

These initiatives form a multi-layered 

support system, addressing financial, regulatory, 

and technical barriers for startups across India. 

2. Drivers of Startup Growth: Several factors 

drive India’s startup ecosystem: 

• Digital Infrastructure: Widespread internet 

penetration and smartphone adoption improve 

market access. 

• Demographics: A young and tech-savvy 

population serves as both entrepreneurs and 

consumers. 

• Policy Support: Simplified compliance 

procedures, tax benefits, and funding schemes 

encourage entrepreneurial risk-taking. 
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• Investment Climate: Domestic and global 

investors continue to consider India a high-

growth market. 

• Technological Innovation: Startups are 

leveraging AI, IoT, blockchain, and 

renewable technologies to enhance 

competitiveness. 

3. Challenges and Barriers: Despite growth and 

government support, startups face multiple 

challenges: 

• Funding Volatility: Early-stage startups often 

struggle to secure stable financing. In early 

2025, tech startups experienced a 25% 

reduction in investment, reflecting global 

economic uncertainty (BWH India, 2025). 

• Regulatory Hurdles: Though regulations 

have been simplified, startups still encounter 

complex tax compliance, labour laws, and 

licensing requirements (Gupta, 2022). 

• Talent Shortages: There is a scarcity of 

skilled professionals in AI, cybersecurity, and 

advanced technologies, which limits 

innovation potential (Srivastava & Mishra, 

2024). 

• Infrastructure Gaps: Non-metro cities often 

lack advanced infrastructure, incubators, and 

investor networks, which constrain startup 

scaling (Varalakshmi, 2025). 

• Market and Sustainability Challenges: 

Startups face difficulties in scaling operations 

across India’s diverse socio-economic 

regions. Numerous closures in 2025 highlight 

the importance of operational sustainability 

(TICE News, 2025). 

• Exit Limitations: Limited IPOs and 

acquisitions restrict capital recycling, which 

affects long-term funding options (Zott, Amit, 

& Massa, 2011). 

• Socio-Cultural Constraints:  Fear of failure 

and preference for secure employment 

continue to discourage entrepreneurial risk-

taking in certain regions (Khatik & 

Shrivastava, 2023). 

 

Findings: 

1. India’s startup ecosystem has matured, 

showing growth in both metro and non-metro 

areas. 

2. Government programs such as Startup India 

and FFS have significantly supported startup 

creation and sustainability. 

3. Persistent challenges include funding 

volatility, regulatory complexities, talent 

shortages, and infrastructure gaps. 

4. Female entrepreneurship and sectoral 

diversification are increasing, indicating 

inclusive growth trends. 

5. Market sustainability and operational 

adaptability remain critical for long-term 

success. 

 

Conclusion: 

India’s startup ecosystem has transitioned 

from rapid expansion to a mature and sustainable 

phase. Government initiatives have played a 

pivotal role in providing financial support, 

infrastructure, and regulatory facilitation, 

enabling innovation across multiple sectors. 

To strengthen this ecosystem, policymakers and 

stakeholders must: 

1. Enhance early-stage financing mechanisms 

and venture capital access. 

2. Develop digital and physical infrastructure in 

Tier-2 and Tier-3 cities. 

3. Promote skill development in emerging 

technologies. 

4. Simplify regulations further to reduce 

compliance burden. 

5. Foster a culture of risk-taking and 

entrepreneurial innovation. 

With continued collaboration between 

government, industry, investors, and academia, 
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India is well-positioned to consolidate its global 

standing as a robust and innovative startup hub. 
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