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Abstract: Venture capital (VC) financing plays a crucial role in enabling startups to scale, innovate, and survive in competitive markets. 

This paper examines how VC funding impacts both the short-term growth of startups (e.g. revenues, employee count, market reach) and 

their long-term sustainability (e.g. survival rates, adaptability, enduring performance). By reviewing existing literature, synthesizing 

empirical findings, and analysing moderating and mediating factors like absorptive capacity, investor reputation, industry type, and 

regulatory environment, this paper proposes a framework that identifies when and how VC financing is most effective. The findings 

suggest that while VC financing generally enhances growth, its impact on long-term sustainability is conditional on startup capabilities, 

timing of investment, and external ecosystem conditions. Policy implications and directions for future research are discussed. 
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1. Introduction 
 

• Background: Startups typically face significant resource 

constraints (financial, managerial, knowledge) especially 

early in the life cycle. Venture capitalists not only provide 

funding but often offer knowledge, mentorship, networks, 

legitimacy, and monitoring. 

• Problem Statement: While many studies report that VC 

financing accelerates growth (revenue, employment, 

market penetration), less is known or agreed upon about 

its effect on long-term sustainability—meaning the ability 

of a startup to survive over time, adapt to changes (market, 

technology, regulation), maintain profitability, and 

generate ongoing value. 

• Purpose of Study: To investigate how VC financing 

influences both growth and sustainability, and to identify 

under what conditions VC is more likely to foster durable 

success rather than short-term boom followed by failure 

or stagnation. 

 

2. Literature Review 
 

2.1 Startup Growth and VC Financing 

 

• Empirical studies show that VC-backed startups tend to 

grow faster in terms of employees and revenues compared 

to non-VC-backed firms. For example, “Venture capital 

financing and the growth of startup firms” finds that 

employee growth accelerates around VC‐financing 

events.  

• VC financing is also associated with innovation outputs 

(e.g. patents) and market reach, often because venture 

capitalists push for product development, scaling, and 

access to networks.  

 

2.2 Long-Term Sustainability 

 

• Survival Rate: Some studies find that VC backing 

improves likelihood of survival, especially in high-tech or 

innovation-intensive industries, because of increased 

resources and improved managerial practices.  

• Performance over Time: Metrics like Tobin’s Q, return on 

assets (ROA), profitability in later stages are used to 

assess sustainability. 

• Negative Perspectives: There is also literature suggesting 

that VC funding can lead to less sustainable growth when 

startups take on too much risk, overextend, or are driven 

to prioritize exit strategies (e.g. IPO or acquisition) over 

stable operations. Some studies find negative or mixed 

impacts on profitability.  

 

2.3 Moderators and Mediators 

 

• Timing / Stage of Investment: Early stage VC 

investment has a stronger signal effect and often yields 

better growth, but may also come with higher risk.  

• Absorptive Capacity: The ability of the startup to 

absorb, internalize and exploit external knowledge 

strongly moderates how much benefit is derived from VC 

financing. Potential absorptive capacity (ability to 

acquire & assimilate knowledge) is often more important 

than realized (ability to exploit) in early stages.  

• VC Reputation: When investors have strong reputation, 

the signal to markets and other stakeholders is better; also 

reputational VCs tend to provide better support  

• Industry / Sector: High-tech, biotech, software, 

innovation-intensive industries tend to see greater benefit 

from VC financing. Lower-growth or more traditional 

sectors may not experience the same return. Darcy & Roy 

Press+1 

 

2.4 Potential Downsides 

 

• Overdependence on external capital, misalignment of 

incentives, focus on exit rather than long-term value, 

dilution of control, pressure on rapid scaling causing 

quality or sustainability issues. 

• Regulatory, environmental, social sustainability issues 

that may be neglected if VC is purely profit driven. 

 

3. Conceptual Framework / Hypotheses 
 

Based on the literature, the following framework is proposed: 
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• H1: VC financing positively impacts startup growth 

metrics (revenue growth, employee growth, market 

reach). 

• H2: VC financing positively impacts startup long-term 

sustainability (survival, profitability, adaptability). 

• H3: The impact of VC financing on long-term 

sustainability is moderated by startup’s absorptive 

capacity. 

• H4: The stage of investment (seed, early, later) positively 

moderates the effect of VC on growth and sustainability, 

with earlier stage investment yielding higher marginal 

benefits under certain conditions. 

• H5: VC investor reputation strengthens the positive 

effects of VC financing on both growth and sustainability. 

 

4. Methodology 
 

a) Sample: A cross-section of startups over multiple years. 

Could be from a specific region (e.g. United States, 

Europe, India), including both VC-backed and 

non-VC-backed startups. 

b) Data Sources: VC investment databases (e.g. 

Crunchbase, Thomson One), financial records, patent 

databases, surveys for information like absorptive 

capacity. 

c) Variables: 

• Independent Variable: VC financing (binary – whether 

a startup has VC backing; or continuous – amount, 

stage) 

• Dependent Variables: Growth metrics (employee 

growth, revenue growth), Sustainability metrics 

(survival over 5-10 years, profitability, ROA, 

adaptability / pivot ability) 

• Moderators: Absorptive capacity, investor reputation, 

industry sector, regulatory environment 

• Control Variables: Firm age, initial size, market 

conditions, macroeconomic variables. 

d) Analytical Methods: Regression analysis (panel data), 

survival analysis (for long-term survival), possibly 

matched sample techniques or instrumental variables to 

address endogeneity (e.g. selection bias – startups that 

attract VC may already be those more likely to succeed). 

 

5. Empirical Findings (Summarized from 

Literature) 
 

• Found positive associations between VC financing and 

growth in employment and revenues.  

• Early stage VC investment shows stronger impact (growth 

+ performance) vs later-stage in many studies.  

• Absorptive capacity (especially potential absorptive 

capacity) significantly moderates growth and 

sustainability outcomes.  

• In high-innovation industries, the effect is stronger; in 

low-innovation / traditional industries less so.  

• Some empirical findings suggest that VC backing does not 

always guarantee long-term profitability; sometimes firms 

powered by VC show high growth but negative or low 

profitability in early years. Profitability may lag growth or 

be affected by cost structures.  

 

 

6. Discussion 
 

• The double edge of “growth vs sustainability”: While VC 

can fuel rapid expansion, if not managed well, it can lead 

to unsustainable cost base or misaligned incentives. 

• The crucial importance of internal startup capabilities: 

without absorptive capacity, good governance, disciplined 

operations, mentorship and support, growth may be 

volatile or short-lived. 

• Timing matters: Early financing gives stronger signal, 

more runway for building foundations, but also more risk. 

Later stages reduce risk but perhaps also reduce marginal 

impact. 

• Ecosystem and external environment: regulatory support, 

institutional infrastructure, policy, market conditions, 

sectoral growth prospects etc. 

 

7. Implications 
 

• For Startups: Seek not just capital but good VCs (with 

reputation, networks, ability to mentor), build internal 

learning capacity, plan for sustainability (not just growth). 

• For Investors / VCs: Evaluate startup’s ability to absorb 

external resources; provide beyond-capital support; 

consider long-term horizons, not solely exit. 

• For Policymakers: Support infrastructure (legal, 

regulatory, financial market) that reduces risk, enhances 

VC ecosystems; provide incentives for sustainable, 

socially and environmentally responsible VC investments. 

 

8. Limitations and Future Research 
 

• Many studies suffer from selection bias – VC-backed 

firms are not randomly distributed. 

• Data limitations: profitability, survival over long horizons; 

non-listed startups harder to track. 

• Research in emerging markets (e.g. India, Africa) is still 

less abundant. 

• Need longitudinal studies that trace firms well beyond 

growth phase into maturity. 

• Also study non-financial dimensions of sustainability 

(environmental, social responsibility, governance). 

 

9. Conclusion 
 

Venture capital financing generally has positive effects on 

startup growth. However, its ability to foster long-term 

sustainability depends on several factors: the timing of 

investment, the startup’s internal capability (especially in 

learning / absorbing knowledge), the reputation and behavior 

of VCs, and the external ecosystem. For startups and 

policymakers alike, focusing on these moderating factors can 

help ensure that VC financing is not just a lever for rapid 

scaling, but a foundation for enduring success. 
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