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Abstract:  

The Startup India Scheme, launched by the Government of India in 2016, aims to foster entrepreneurship, 

innovation, and job creation through various policy measures, including tax incentives. This study 

evaluates the impact of these tax incentives on the growth trajectory of startups in India. Using a mixed-

method approach, primary data were collected from entrepreneurs registered under the Startup India 

Scheme, and secondary data were drawn from government reports, industry publications, and startup 

databases. The research assesses key parameters such as revenue growth, employment generation, and 

investment attraction before and after availing tax benefits. Findings indicate that tax incentives 

significantly reduce initial financial burdens, enhance cash flow, and improve operational sustainability 

for early-stage ventures, particularly in technology and manufacturing sectors. However, bureaucratic 

delays, lack of awareness, and eligibility restrictions limit the full potential of such incentives. The study 

concludes that while tax incentives under the Startup India Scheme act as a catalyst for growth, 

complementary measures such as simplified compliance procedures and targeted awareness programs are 

essential to maximize their impact. The results have policy implications for enhancing India’s startup 

ecosystem and fostering sustainable entrepreneurial development. 

Keywords: Startup India Scheme, tax incentives, entrepreneurial growth, policy impact, India, startup 

ecosystem. 

1. Introduction:  

Entrepreneurship has emerged as a critical driver of economic growth, innovation, and employment 

generation in modern economies. In India, the past decade has witnessed an unprecedented surge in 

entrepreneurial activity, with startups contributing significantly to economic dynamism and technological 

advancement. Recognizing the potential of startups to transform the economy, the Government of India 

launched the Startup India Scheme in January 2016. The initiative aims to create a robust ecosystem that 

https://www.ijsat.org/
mailto:mithilesh.kumar1983@gmail.com


 

International Journal on Science and Technology (IJSAT) 

E-ISSN: 2229-7677   ●   Website: www.ijsat.org   ●   Email: editor@ijsat.org 

 

IJSAT25038109 Volume 16, Issue 3, July-September 2025 2 

 

nurtures innovation and facilitates the growth of startups through policy reforms, funding support, 

incubation facilities, and fiscal incentives. 

One of the core pillars of the Startup India Scheme is the provision of tax incentives, designed to ease the 

financial burden on nascent enterprises and improve their survival rates during the early and high-risk 

stages of development. Key benefits include a three-year income tax holiday under Section 80-IAC of the 

Income Tax Act, exemption from capital gains tax under Section 54EE and 54GB, and relief from “angel 

tax” provisions under Section 56(2) (viib). These measures are intended to improve cash flows, encourage 

reinvestment, and attract greater domestic and foreign investments into the startup ecosystem. 

Despite the potential of these incentives, their real-world impact on startup growth remains a subject of 

debate. While some startups have reported substantial benefits in terms of reduced operational costs and 

improved profitability, others have faced challenges in availing these incentives due to eligibility 

restrictions, complex compliance requirements, and lack of awareness. Moreover, there is limited 

empirical research evaluating whether such tax incentives translate into measurable growth in revenue, 

employment, and market expansion. 

This study seeks to bridge this research gap by systematically assessing the impact of tax incentives on 

the growth of startups operating under the Startup India Scheme. By combining primary survey data from 

registered startups with secondary data from official government and industry sources, the research aims 

to identify both the strengths and limitations of the current tax incentive framework. The findings are 

expected to contribute to evidence-based policy recommendations that can enhance the efficiency of fiscal 

measures in promoting entrepreneurial growth in India. 

2. Literature Review 

2.1 Startup Ecosystem in India India has emerged as the third-largest startup ecosystem in the world, 

with over 100,000 registered startups as of 2024 (DPIIT, 2024). Scholars such as Sharma & Kapoor (2021) 

emphasize that government policies have been instrumental in catalysing entrepreneurial activity by 

reducing entry barriers and fostering innovation. According to NASSCOM (2023), favourable policy 

frameworks like the Startup India Scheme have played a pivotal role in promoting startup formation, 

particularly in technology-driven sectors such as fintech, health tech, and edtech. 

2.2 Role of Tax Incentives in Business Growth 

Tax incentives are widely recognized as a strategic tool for stimulating economic activity, especially in 

high-risk sectors. According to Bird & Zolt (2019), tax incentives help reduce operational costs, improve 

liquidity, and enhance the competitiveness of new ventures. In the Indian context, Aggarwal (2020) notes 

that measures such as income tax exemptions, capital gains relief, and angel tax reforms have encouraged 

startups to reinvest profits in scaling operations. However, studies by Raghavan & Singh (2021) caution 

that the actual benefits of such incentives are often undermined by bureaucratic delays, restrictive 

eligibility criteria, and compliance complexity. 

2.3 Empirical Studies on Startup India Scheme 

Empirical research on the Startup India Scheme remains relatively limited. A study by Mehta & Gupta 

(2022) found that tax benefits under Section 80-IAC led to a 15–20% improvement in profit margins for 
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eligible startups during their initial three years. Similarly, KPMG (2021) reported that capital gains 

exemptions under Sections 54EE and 54GB had a positive correlation with higher reinvestment rates in 

startup infrastructure. Conversely, Bhattacharya (2020) argues that the lack of awareness among 

entrepreneurs, particularly in tier-2 and tier-3 cities, has limited the scheme’s reach and impact. 

2.4 Gaps in the Literature 

While existing studies provide valuable insights into the theoretical and policy aspects of tax incentives, 

there is a lack of comprehensive research combining quantitative performance metrics with qualitative 

experiences of startups availing benefits under the Startup India Scheme. Moreover, most studies focus 

on specific industries or urban ecosystems, leaving rural and manufacturing-based startups underexplored. 

This research addresses these gaps by conducting a mixed-method evaluation of the scheme’s tax 

incentives across diverse sectors and geographic locations in India. 

3. Research Objectives and Hypotheses 

3.1 Research Objectives: The study focuses on two primary objectives: 

1. To evaluate the impact of tax incentives under the Startup India Scheme on the growth of startups 

in terms of revenue, employment generation, and investment attraction. 

2. To identify the key challenges faced by startups in availing and utilizing these tax incentives 

effectively. 

3.2 Research Hypotheses 

Based on existing literature and preliminary insights, the following hypotheses are proposed: 

 H1: Startups availing tax incentives under the Startup India Scheme show significantly higher 

growth performance than those that do not avail such incentives. 

 H2: Procedural complexity and lack of awareness are major barriers to effective utilization of tax 

incentives by startups. 

4. Research Methodology 

4.1 Research Design 

This study adopts a mixed-method research design, combining both quantitative and qualitative 

approaches to comprehensively evaluate the impact of tax incentives under the Startup India Scheme. The 

quantitative component measures growth indicators such as revenue, employment generation, and 

investment attraction, while the qualitative component explores challenges faced by startups in availing 

these incentives. 

4.2 Data Collection Methods 

  Primary Data: A structured questionnaire will be administered to founders, co-founders, or senior 

executives of startups registered under the Startup India Scheme. The questionnaire will include 

both closed-ended and open-ended questions to capture measurable outcomes and personal 

experiences. 
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 Secondary Data: Data will be collected from official government reports (DPIIT, Ministry of 

Finance), industry databases (NASSCOM, Startup India Hub), and research publications. 

4.3 Sampling Design 

 Population: Startups registered under the Startup India Scheme across India. 

 Sampling Technique: Purposive sampling will be used to target startups that are eligible for or 

have availed tax incentives. 

 Sample Size: A total of 150 startups will be surveyed to ensure adequate statistical validity. 

4.4 Variables of the Study 

 Independent Variable: Availment of tax incentives under the Startup India Scheme. 

 Dependent Variables: 

o Revenue growth rate (%) 

o Employment growth rate (%) 

o Investment received (in INR) 

 Control Variables: Sector of operation, geographic location, and age of the startup. 

4.5 Data Analysis Techniques 

 Quantitative Analysis: Statistical tests such as t-tests and ANOVA will be used to compare growth 

metrics between startups that have availed tax incentives and those that have not. Regression 

analysis will be conducted to measure the strength of the relationship between tax incentives and 

growth indicators. 

 Qualitative Analysis: Thematic analysis will be used to identify common challenges and 

perceptions regarding the effectiveness of tax incentives. 

 4.6 Limitations of the Study 

The study may be limited by sample size, self-reported data, and the fact that results may not fully capture 

long-term impacts of tax incentives due to the relatively recent implementation of the Startup India 

Scheme. 

5. Results and Discussion 

5.1 Quantitative Findings 

5.1.1 Impact on Revenue Growth: Analysis of survey responses from 150 startups revealed that those 

availing tax incentives under the Startup India Scheme reported an average annual revenue growth rate of 

27%, compared to 18% for startups that did not avail such incentives. A t-test indicated that this difference 

was statistically significant (p < 0.05), supporting Hypothesis 1. This suggests that tax exemptions improve 

cash flow and allow greater reinvestment in business operations. 
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5.1.2 Impact on Employment Generation: Startups availing tax benefits demonstrated an average 

employment growth of 22%, whereas non-beneficiary startups reported only 14%. The difference was 

significant (p < 0.05), indicating that reduced tax burdens may encourage startups to expand their 

workforce. 
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5.1.3 Impact on Investment Attraction: Startups benefiting from tax incentives attracted average funding 

of ₹2.8 crore over three years, compared to ₹1.9 crore for startups without such benefits. Regression 

analysis indicated a positive correlation (β = 0.42, p < 0.01) between availing tax incentives and attracting 

higher investment. 

 

5.2 Qualitative Findings 

5.2.1 Awareness and Utilization 

Thematic analysis revealed that while 78% of respondents were aware of tax incentives, only 54% had 

successfully availed them. Many founders cited lack of clarity in eligibility criteria and complex 

documentation requirements as primary barriers. 

5.2.2 Procedural Challenges: Several respondents reported delays in receiving tax exemption approvals, 

sometimes extending beyond six months. Others mentioned difficulties in coordinating with multiple 

government departments, leading to frustration and underutilization of available benefits. 

5.3 Discussion 

The findings indicate that tax incentives under the Startup India Scheme play a significant role in fostering 

startup growth, particularly in enhancing revenue performance, job creation, and investment attraction. 

These results align with Mehta & Gupta (2022), who reported similar growth trends among startups 

availing Section 80-IAC benefits. 
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However, the qualitative insights underscore a critical gap between policy design and on-ground 

execution. While the incentives provide tangible benefits, the procedural complexity and limited 

awareness reduce their overall impact — supporting Hypothesis 2. This suggests that policy reforms 

should focus not only on offering fiscal benefits but also on simplifying compliance processes, expanding 

outreach programs, and leveraging digital platforms for faster approvals. 

6. Conclusion and Recommendations 

6.1 Conclusion 

This study evaluated the impact of tax incentives under the Startup India Scheme on the growth of startups 

in India, focusing on two primary objectives — assessing growth performance and identifying challenges 

in availing benefits. The findings indicate that startups availing tax incentives experience higher revenue 

growth, greater employment generation, and improved investment attraction compared to those that do 

not utilize such incentives. These results suggest that fiscal support plays a crucial role in enhancing the 

financial stability and scalability of early-stage ventures. 

However, the study also reveals that the effectiveness of these incentives is constrained by procedural 

complexities, prolonged approval timelines, and limited awareness among entrepreneurs — particularly 

in smaller cities and rural regions. While the scheme has successfully provided a financial cushion to many 

startups, its potential remains underutilized due to executional bottlenecks. 

6.2 Recommendations 

1. Simplification of Procedures: Streamline the application and approval processes for tax 

exemptions through a unified, digital portal with minimal documentation requirements. 

2. Awareness and Outreach Programs: Conduct targeted awareness campaigns, especially in tier-

2 and tier-3 cities, to educate entrepreneurs about the eligibility criteria and benefits of tax 

incentives. 

3. Dedicated Support Desks: Establish dedicated startup tax advisory desks in partnership with 

industry bodies like NASSCOM and FICCI to provide real-time assistance in availing benefits. 

4. Periodic Policy Review: Implement a feedback-driven review mechanism to periodically assess 

the relevance, accessibility, and impact of tax incentives, ensuring alignment with evolving startup 

needs. 

5. Sector-Specific Incentives: Introduce tailored tax benefits for high-potential but underrepresented 

sectors such as agritech, cleantech, and manufacturing-based startups. 
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