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Abstract: The growth of Computer and Semi-Conductor industry mainly on account of 
assistance of venture capital contributed immensely to the growth of US economy. For 
IT revolution that is taking place now, seeds have been sown in 1950s and 1960s in 
USA. Significantly, venture capital industry also started getting active in the USA at 
around the same time as the Silicon Valley - computer revolution. George Doriot 
started the ARDC, the first successful venture capital firm.  Its first investment worth 
US $ 1400 million was in Digital Equipment Corporation, which grew phenomenally in 
terms of sales, number of employees and market worth of its shares. Emergence of 
large scale integration reduced the cost of computer chips manifold and this factor not 
only boosted the computer industry but also contributed to the growth of venture 
capital industry. The roles played by venture capitalists are many: they offer their 
experience, knowledge and contribute to the growth of companies through their value 
addition (like strategic and operational guidance, connecting investors (syndicating), 
connecting customers (marketing), hiring board members and employees), monitoring 
the financial performance, help their portfolio firms attract alternative sources of 
financing, help to build a distribution network, and also help to attract top-flight 
management. They understand the entire life cycle of a company, from getting started 
to building business, going public or being acquired as a venture entrepreneur. Today, 
VC/PE industry in India is evolving differently from the classical Silicon Valley model, 
the smart money is going to areas very different from what anyone had imagined. The 
present study highlights that IT& ITES, customer related industries and financials 
attracted the highest amount of investment throughout the year (2016).  
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Introduction: 
IT has contributed immensely to the 
growth of the economy across the world.  
It has made significant contribution to the 
development of the computer and semi-
conductor industry.  Venture Capital as a 
concept started in 1946 by a Harvard 
Professor General Doriot and the role 
played by it over the years in shaping the 
destiny of Electronics industry in 50s and 

60s, computers in 70s, biotech industry in 
80s and the technology driven IT industry 
in 90s is immeasurable.  List of Successful 
companies with Venture Capital funding 
appear to be Who's Who in the IT 
industry.  Specifically, Microsoft, Intel, 
Apple, Novell Inc., Advanced Micro 
Devices, National Semiconductor, Digital 
Equipment Corporation, Sun Micro 
systems,  Hewlett Packard, etc.  
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If we look back and see, the role models 
that we would like to emulate are Silicon 
Valley in California and Route 128 (The 
so called Tech highway) in Massachusetts 
and it is appropriate that we analyse the 
reasons for their unbelievable success.  
Among the key building blocks for 
economic growth in both the 
Massachusetts - Route 128 and Silicon 
Valley regions are the research and 
educational institutions located there.  A 
synergistic university industry 
relationship has developed over a period 
of time in Massachusetts Institute of 
Technology and Harvard Universities in 
Route 128 and Stanford Universities in 
Silicon Valley.  Quite a few cutting edge 
technologies have spawned in the 
backyards of these universities and 
revolutionized the world.  But excellent as 
these research facilities are in these 
universities and research institutions, 
they are not sufficient to ensure the 
commercialisation of innovative products.  
Other critical factors like societal values, 
Govt. policies, locational factors have 
greatly contributed to the success of those 
areas.  For e.g. Societal values must exist 
that support risk taking and also tolerate 
failures. The presence of successful role 
models not only inspires those who seek 
to emulate them but also sets a positive 
tone in the local business culture for 
entrepreneurial activities.  These areas 
developed a technology Intensive 
enterprises, highly skilled human capital, 
high caliber Universities, substantial 
public / private R&D expenditures, 
specialised networks of suppliers, support 
sources such as law firms, consultants, 
strong entrepreneurial networks.  The 
vital element that became an integral part 
of the system and instrumental for the 
success was Venture capital. Venture 
Capitalists funded more than 3000 

technology based companies in Silicon 
Valley alone since 1955. 

The origin of venture capital is traceable 
in the USA from sometime in the early 
1970s, when fund managers started 
financing new projects of entrepreneurs 
with bright ideas. Around same time in 
1971, the NASDAQ (national Association 
of Securities Dealers for Automated 
Quotations) stock market was set up 
which helped smaller companies in the US 
to get listings.  Some of these are now 
multi-million dollar empires like Microsoft 
and Apple. Although USA is the place of 
origin of Venture Capital, the world's 
largest venture financier, 3i plc, is owned 
by all the UK Banks. Abroad the venture 
capital funds are mainly financed by 
private  sector pension funds, insurance 
companies and banks, along with 
subscription form private individuals and 
industrial companies.  

Venture Capital finance is made available 
to all enterprises in the USA, the high 
technology businesses have received large 
funds over the years. Most of the venture 
capital investments in the US are 
confined to high-technology, high-risk and 
rapidly changing businesses.   

Let us take a look at the most well known 
techno-economic phenomena in the World 
- the Silicon Valley phenomenon. The 
three ingredients of its success were : 
 The natural abundance of idea 
driven entrepreneurs 
 Stanford University supported 
technology parks which provided 
resources in terms of facilities, well 
trained people, and technical consultancy. 
 Venture Capitalists who 
provided not only risk capital but the 
business acumen and support. 
 Venture Capitalists funded 
more than 3000 technology based 
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companies in Silicon Valley alone since 
1955. 
 

LITERATURE REVIEW 

A review of the studies on Venture Capital 
highlights the scope for Venture Capital 
Financing in India and the main 
conclusions of Venture Capital studies are 
summarized here: 
Mason and Harrison (2000) documented 
that after the boom and bust of the 
Internet hype, since 2000, the interest of 
venture capital firms has shifted from 
seed and start-up situations to more 
mature investment stages, because such 
investments are considered safer, easier to 
manage. New York Times (2000) viewed 
that venture capitalists have sought to 
differentiate themselves by the quality of 
business services and reputational capital 
they bring to their portfolio companies.  
By grave and Hunt et al. (2005) 
summarized that venture capital firms 
typically invest in industries such as high 
technology and biotechnology, which tend 
to have a high level of ambiguity, 
necessitating ongoing adjustments to 
investment strategy. Dimov (2002) 
showed that venture capital partners 
education, functional expertise and prior 
experience in particular industries 
strongly determines whether the venture 
capital firm was prepared to invest in 
individual portfolio companies at certain 
development stages and in particular 
industries. Smith (2001) briefed that the 
value-added activities of venture capital 
providers are knowledge-based (e.g., 
product development assistance, business 
and marketing plan formulation) and 
network-based (e.g., investor relations, 
customer and distributor contact). 
Gompers et al. (1995) documented that in 
order to minimize risk, venture capitalists 
take an active role in the development of 

their portfolio firms. As part of their 
active role they often require board seats 
in the firm. Funds that place their 
investments in later stage investments 
tend to focus more on the long-term goals 
and less on daily routines in the firm. 
Another mechanism to control the risk of 
early stage investors is to stage the 
investments according to specific 
milestones. Barry (1994) states that VCs 
typically specialize by emphasizing a  
particular  industry,  such  as  
biotechnology,  or  by  emphasizing  a  
particular  stage  of  company  
development,  such  as  startup  
companies  or  companies  in  the  
expansion  stage.  Finally, it must be 
noted that the institution of venture 
capital does more than mere financing of 
the start-ups.  MacMillan et al. (1988) 
documented that because of their 
experience with numerous ventures and 
their extensive exposure to financial, 
labor and other resource markets, venture 
capitalists are uniquely positioned to 
provide valuable assistance to their 
portfolio companies in key aspects. Mitra, 
Devashis (April 2000) states that there is 
a clear need for venture capital to finance 
technological investments in such areas as 
information technology and software, 
electronics and communication, 
biotechnology, healthcare and medicine, 
chemicals, consumer products, and non-
conventional energy (Verma 1997).  

 
NEED FOR THE STUDY 

India now provides solutions for the 
global market place and VC/PEs are 
following in the same footsteps, most 
importantly VC/PE space is expanding to 
sectors beyond technology. With 
fundamental economic growth spanning 
across sectors in India, segments that 
escaped the scrutiny of VC/PEs during the 
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tech boom have begun attracting 
attention. The major focused areas 
include Information Technology, media, 
healthcare, education, infra, retail and 
food services. The modern VC/PE 
ecosystem is a mix of IT and non-
technology, catering to domestic, global 
solutions demand.  
However, the success of any venture 
capital fund would depend on the type of 
businesses it chooses, selection of 
entrepreneur, due diligence process, 
structuring the deal and the legal 
framework within which it works. 
Therefore, there is a need to study the 
interest and trends of VC/PE firms' for 
their investments. The present study is 
expected to help prospective 
entrepreneurs, academia and others in 
knowing the trends of Indian IT industry.  

OBJECTIVE OF THE STUDY 

The principal objective of the study is to 
trace the progress of IT companies growth 
thru venture capital.  The study 
specifically looks Investment in IT & 
ITES thru Venture Capital Funds.  

RESEARCH  METHODOLOGY 

The study has been carried out with 
regard to the various IT companies 
funded thru Venture Capital Funds in 
India.  With respect to analysis of 
investment in IT Companies and 
investment by industry has been done by 
compiling different published data. 

 
SOURCE OF DATA 

The study makes use of both primary and 
secondary data.  The primary source is 
predominantly important due to the 
nature of topic, i.e. IT companies funding 
thru Venture Capital and its trends and 
my interaction with various experienced 

people in the industry and the secondary 
source is published data on venture 
capital. 

 
RESULTS AND DISCUSSION 

Economic liberalization of India has 
brought new financial products and 
services to nurture and support the 
growth of the industrial sector. In such 
direction venture capital financing has 
come to assure significantly the 
development of entrepreneurship and 
exploit technological potential of India. 
The U.S. has the most developed venture 
capital market in the world with a high 
level of deal processing expertise. In 
contrast, the Indian venture capital 
market emerged in the late 1980s 
following a series of measures to establish 
government sponsored risk capital 
corporations and capital gains tax 
concessions for venture capital 
investments. The venture capital industry 
in India has subsequently witnessed 
increased activity with a rise in the 
number as well as the pool of funds for 
investment. However, VC/PE investments 
in India declined significantly in the year 
2016 both in terms of number of deals as 
well as by amount. Further, trends in deal 
value suggest that investors have started 
being more selective (focused on 
companies with clear business models and 
greater profitability potential) in their 
investments and the decline is 
characterized by low fund raising, 
moderate exits and a declining deal 
market which has been across all investor 
types, though angel/seed funds shown 
their presence. However, the IT sector 
attracted the biggest share of VC/PE 
money, BFSI and Healthcare presents an 
attractive investment opportunity for 
Indian firms. (See Table 1) 

Table 1 VC/PE sector focus in India - Quarter2 of 2016-17 
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Sectors Deals (%) Amt ( USD 
million) 

(%) 

IT & ITES 78 54.2% 1,173 27.8% 

BFSI 22 15.3% 1,852 43.9% 

Healthcare & Life 
Sciences 

15 10.4% 254 6.0% 

Manufacturing 4 2.8% 88 2.1% 

Food & Beverages 4 2.8% 17 0.4% 

Shipping & Logistics 3 2.1% 132 3.1% 

Agri-business 2 1.4% 42 1.0% 

Others 16 11.1% 660 15.6% 

Total 144 100% 4,218 100% 

             (Source: Venture Intelligence, November 2016) 
 
Every year, some sectors catch the fancy of venture capitalists. The hot areas for 
VC/PE investments generally include IT&ITES, Healthcare & Life Sciences, Financial, 
Education, Renewable Energy (Cleantech) and Consumer related. The trigger point 
could be that these sectors have reached an inflection point or that some feisty 
entrepreneurs have demonstrated scalable and promising business models. In the year 
2016 IT/ITES continued to rule for VC/PE investments and sectors like consumer 
discretionary, healthcare and financials were significant contributors. However, the 
decline across all sectors remains secular. A combination of these factors typically 
strengthens the investment thesis for venture capital investors. As may be seen from 
the table 1 i.e. Quarter 2 of 2016-17, the highest number of investments happened in 
the IT/ITES sector (78) with 54.2%, followed by BFSI (22) with 15.3% and healthcare 
& life Sciences Sector (15) with 10.4% of total share. However, it also should be noted 
that BFSI sector remains high in the amount of investments (43.9%).  
 
Venture Capital Investments IN Q3 FY 2016-17 
Private Equity and Venture Capital firms reported investments of about USD 4,381 M 
across 184 deals in Q3 FY 2016-17.  The total amount invested in Q3 FY 2016-17 is 
16% up as compared to the same quarter in the previous year (Q3 FY 2015-16) and 4% 
up compared to the previous quarter (Q2 FY 2016-17). 
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CONCLUSION 
The study highlights that VC/PE firms 
are becoming more restrictive about 
the industries in which they are willing 
to invest and firms are embracing 
market opportunity in a wide variety of 
sectors beyond IT&ITES, however, 
IT/ITES continued to rule for VC/PE 
investments in the current year. The 
trigger point could be that the other 
sectors have reached an inflection 
point or that few potential 
entrepreneurs have demonstrated 
scalable and promising business 
models.  
 
VC/PE investment in India declined 
significantly in the year 2016 both in 
terms of number of deals as well as by 
amount invested comparatively to the 
previous year and the turn down in 
investment can be attributed to the 
declining interest of investors in online 
and e-commerce business models. 
Further, customer discretionary 
industries and financials attracted the 
highest amount of investment 
throughout the year and sectors like 
real estate, and infrastructure showed 
encouraging signs of deal activity for 
VC/PE firms. Finally, it can be said 
that the investment environment in 
India is becoming stable and VC & PE 
investors are looking forward for 
clearer business models from potential 
entrepreneurs.  

 
SCOPE FOR FURTHER STUDIES 
The present study focused on IT 
companies funding thru VC and its 
trends. Future research could be on 
studying the detailed performance of 
top IT companies. 
 
LIMITATIONS 

Since the study is done based on IT 
Companies funding thru Venture 
Capital & its trends, the conclusion 
drawn cannot be generalised on the 
whole. The study has its own 
limitations due to the time factor.  
Inspite of the limitations, I hope that 
this project will be useful to our 
colleagues. 
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