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ABSTRACT

This paper explores the crucial role of angel investors in the early-stage financing and
development of startups. Angel investors, often individuals with significant entrepreneurial experience,
provide not only capital but also strategic guidance, mentorship, and valuable networks to startups. Their
contributions help bridge the gap between personal funding sources (friends and family) and institutional
venture capital, particularly for innovative ventures with substantial growth potential. Despite the
importance of business angels in the startup ecosystem, research on their impact has been limited
compared to venture capital studies, with much of the existing literature focusing primarily on financial
investments. This study seeks to address this gap by examining how business angels contribute beyond
financial support, exploring the value-added services they provide, their influence on startup survival, and
the role of their networks in facilitating future funding opportunities. The paper highlights the non-financial
contributions of angels, such as mentorship and operational expertise, which significantly enhance the
likelihood of startup success. Moreover, it evaluates the organizational role of angel networks in
connecting entrepreneurs with investors and fostering ecosystem growth. Drawing from both primary
(interviews) and secondary (literature, case studies, and articles) data, the study provides valuable
insights into the functioning of angel investors and their broader impact on entrepreneurial ecosystems.
The findings aim to inform entrepreneurs, investors, and policymakers, contributing to the understanding
of informal financing mechanisms and offering practical recommendations for enhancing startup
sustainability and fostering innovation.
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Introduction

The viability and expansion of startups depend heavily on funding. As private investors,
business angels are essential in helping creative firms with substantial development potential by offering
not just financial support but also networks, mentorship, and strategic advice (Ramadani 2009).
According to Granz et al. (2019), business angels provide crucial early-stage funding by bridging the
financial gap between institutional venture capital and founders' networks. Despite a lack of data to
support this claim, many observers believe that angel investments are a major factor in the establishment
and expansion of new companies. Individual investors who do not belong to a known population make
angel investments, in contrast to venture capital investments. As a result, a large portion of information
about angel investing is based on surveys of convenience samples and anecdotes, both of which are
subject to biases and errors. Furthermore, definitional ambiguity in angel investment research causes
various researchers to confuse accredited and unaccredited angel investors, friends and family who
invest in start-ups, individual and group investing, and informal investors. It is challenging to compare
results from different studies because of the variation. There are two types of angels: those you know
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and those you don't. Professionals like physicians and attorneys, company associates like executives,
suppliers, and clients, and even other business owners may be among them. Many angel investors are
not driven only by financial gain, in contrast to bankers and venture capitalists. Your angel may be driven
as much by the satisfaction of seeing a fledgling company thrive as by the potential financial benefit,
especially if they are a current or past business owner. Business angels are non-monetary contributions
in addition to financial investors; they frequently offer businesses networks, mentorship, and strategic
advice (Mason et al. 2019). To overcome obstacles that impede company growth and survival, they play
a crucial role in easing the financial constraints that startups, particularly those with creative business
models, encounter (Otabek 2020). The distinctive contributions of business angels have received
relatively less attention despite the fact that venture capital has been the subject of much research.
Specifically, business angels' contributions to entrepreneurial ecosystems beyond financial investment
have not been adequately examined in the literature. By examining the value-added services business
angels offer, their influence on startup survival, the function of their networks in facilitating funding, and
their wider contribution to entrepreneurial ecosystems, this study seeks to close this gap.

Definitions

An angel investor is someone who contributes money from his own resources, either in the form
of debt or equity, to a privately held company run by a person who is not a friend or relative. There are
many more sources of outside funding available to entrepreneurs besides business angels. Private
enterprises receive funding from a variety of sources, including trade creditors, banks, venture capitalists,
and the entrepreneur's friends and family. Angel investors should therefore be distinguished from other
funding sources. The following definitions are offered in order to reduce misunderstandings about angel
investors and non-angel investors:

o Institutional investor: A company, financial institution, or other entity (such as a venture capital
firm) that provides funding to a privately held company run by another individual using funds
generated from a third party.

) Friends and family investor: A person who contributes his personal funds to a privately held
company run by a friend, neighbour, coworker, or family member.
o Informal investor: An individual (rather than an organization) who contributes funds to a

privately held company that is run by another person.
Historical Overview of Business Angels and Startup Financing

The viability and expansion of startups depend heavily on funding. Because of this, business
angels are essential in helping these companies get money, especially those that are creative and have a
lot of room to grow (Ramadani 2009). According to Granz et al. (2019), by acting as a bridge between
institutional venture capital funds and family, friends, and entrepreneurs, business angels act as a
financing middleman. Broadway is where the term "business angels" first appeared. (Vizjak and Vizjak
2015). Rich investors began providing directors with financial assistance to finance the creation of new
plays and musicals in the late 19th century. They were motivated not just by the financial rewards but
also by their love of the theater and the opportunity to network with well-known actors, producers, and
authors. These financiers were motivated by more than just financial gain, and they obtained finance at a
high level of risk (Vizjak and Vizjak 2015). According to Steve Blank, a well-known Silicon Valley serial
entrepreneur, defines a startup as an entity created especially to investigate and develop a business
model that can be duplicated and expanded. As a result, the European Startup Monitor only classifies
businesses as startups if they are under ten years old, use cutting-edge technology and highly creative
business concepts, and aim to significantly increase their workforce and revenue (Kollmann et al. 2015).
Ehsan (2021) describes the four interconnected elements that are used to define a startup: the
establishment date, degree of innovation, level of risk, and growth potential. Innovation has been
identified in this context as a crucial characteristic that sets a startup apart from others. The age at which
a business is incorporated is the defining element for what constitutes a startup, while growth and risk are
also taken into consideration as the consequent factors. Approximately 100 million companies are
established each year, according to Worldmetrics. Ninety percent of these startups are thought to fail,
and the majority of them do so in the first year. About 20 months after obtaining their initial round of
funding, about 70% of tech startups fail. Additionally, around 70% of entrepreneurs begin their journey to
success by working from home (Eser 2024). According to Maurya (2022), the idea of a product, its quick
development, the assessment of the response from the potential customer base, the evaluation of its
quality that makes deductions to optimize the product, and the move into the next stage of development
are all necessary for a startup's initial procedures and eventual success. This adage holds true for both
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the first and every subsequent stage of a startup's life cycle. Startups may swiftly identify a workable plan
for reaching market/product fit thanks to this iterative approach, and after the initial product/market fit is
attained, they can refine and improve the business model. (Bocken and Snihur 2020). Accordingly,
Guimtrandy and Burger-Helmchen (2022) assert that a key component of finance is trust. Investors
specifically look for certain entrepreneurial traits, such as perspective and resilience, purpose and
enthusiasm, and the capacity to draw in talented people to improve performance faster than rivals
(Guimtrandy and Burger-Helmchen 2022).

Despite its importance, angel investing is still a neglected component of entrepreneurial finance
in the early phases of company development and has, thus far, gotten far less attention than venture
capital financing. The relationship between the value-added services that BAs offer, startup survival
rates, the impact of their networks on startup finance facilitation, and their function in promoting
entrepreneurial ecosystems beyond startup financial investment is not well recognized. Because it fills in
important knowledge gaps about alternate unofficial funding sources for startups, the current study on the
function of business angels in early-stage startup financing is noteworthy. This study offers insights into
the distinctive contributions that business angel investors make beyond simple financial support by
comparing the value-added services they offer to those of standard venture capital firms.

Analyzing how business angel funding affects startup survival rates is also essential for
entrepreneurs and policymakers, since it may help shape measures to improve new businesses' capacity
to survive. The significance of social capital and connectivity in the entrepreneurial ecosystem is also
illuminated by assessing how well business angel networks support startup funding. Additionally, learning
about the many investment tools used by business angels helps one develop a more sophisticated
understanding of early-stage funding arrangements and how they affect the growth paths of startups. The
theoretical understanding of entrepreneurial finance is improved by this all-encompassing approach. It
has useful ramifications for investors trying to improve their approaches, businesses looking for capital,
and legislators hoping to promote economic expansion and innovation.

Literature Review

According to the research questions, this part presents the current status of the study on
business angels' involvement in early-stage startup funding. Nowadays, a large number of researchers
actively investigate alternate startup funding sources Lose and Tengeh (2016) argue that one of the
biggest obstacles facing a startup establishment in its early phases is financial limits. They stress that
because of their high degree of risk, financial service providers are reluctant to lend money to startups.
According to Politis (2008), It is a prevalent misconception that business angels are investors who lend
money and use their knowledge and skills to help young companies flourish. This is mostly due to the
fact that the majority of business angels have prior expertise in the company, usually in management and
entrepreneurship. Business angels had a real entrepreneurial career history, according to numerous
investigations, and they often amassed their riches by selling their previous enterprises (Mason et al.
2016). Halstead and Landgren (2015) sought to examine how business angels' value addition affected
Swedish startups' performance. Their investigation showed a strong correlation between startup
performance. The results provide supporting evidence on the strategic function and sounding board's
beneficial effects, as well as the impact of resource acquisition on performance.

In their study, Croce et al. (2016) investigated the elements that affect high-tech firms that
receive angel funding in terms of their success. They paid particular attention to the skills and investing
habits of company angels. The researchers used a Crunchbase dataset that included 1933 high-tech
businesses that had at least one fundraising round in which they were funded by a business angel. The
results imply that a business angel's proficiency in making initial investments is associated with a higher
chance of obtaining further funding rounds and venture capitalist money infusions. The study also found
evidence that firms that obtain money from venture capitalists and business angels are more likely to
attract additional venture capitalist financing, receive larger sums of funding, and have a higher chance of
success.

Business angels make a substantial contribution to the growth of entrepreneurial ecosystems in
addition to financial investments Frimanslund and Nath (2024) emphasized how crucial ecosystem
cooperation and startup culture are to making startup funding more accessible. According to their
research, funding is more readily available to businesses with open cultures and those based in varied
industrial areas. But ecological cooperation might have had a wider and more indirect effect, depending
on the availability. Douglas (2008) these businesses are usually new and small, and they suffer from a
lot of uncertainty and a big gap between what investors and entrepreneurs know. Additionally, these
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businesses usually have limited physical assets and work in quickly evolving marketplaces. While the
companies are still privately held, venture capital firms buy equity or equity-linked holdings to finance
these high-risk, potentially high-reward enterprises.

Methodology

Methodology The review of literature clearly indicates that there has been a relatively small
amount of research conducted in India. This investigation, which utilizes both primary and secondary
resources, is both investigative and informative. Secondary resources include books, case studies,
research papers, journals, newspapers, online content, and magazines. Primary resources consist of
phone interviews. Finally, we have explored the impact of angel investment on contemporary
entrepreneurs.

Scope for Future Research

The current research is a systematic effort to investigate the viewpoints of both venture
capitalists and entrepreneurs; however, there are numerous possible areas that require the researchers'
attention. One such area might be a focused study on the decision-making processes of informal venture
capitalists, commonly referred to as angel investors, and corporate venture capitalists. The decision-
making factors of these two categories of investors could be contrasted with those of institutional venture
capitalists, and the distinctions in their strategies and methodologies could be emphasized. Future
studies might also delve into similar topics and analyze the decision-making of private equity and buyout
investors and compare it with that of venture capitalists. Furthermore, the analysis of venture capitalists'
decision-making could be repeated with a distinction made between those supported by state and all-
India government initiatives and those established by banks.

Conclusion

Angel financing has emerged as the main source of external equity funding and support for
start-ups in various countries since the 1990s, even though it often goes unnoticed due to the discreet
nature of business angels. Business angels offer not just capital but also strategic and operational
guidance for companies that are in the early stages of their development. Moreover, access to capital is
limited. It is the responsibility of angels within the nation to uncover innovative ideas from different areas
to create services and solutions using lean techniques that tackle national social issues and thereby
foster goodwill, which drives the country forward. Business angels are increasingly forming organized
angel groups and networks to connect entrepreneurs with angel investors and to co-finance certain
projects, as the business angel market has grown rapidly and banking institutions have been outlined.
The features/services provided by each specific e-banking technology have been detailed. The security
precautions that customers must implement while utilizing each e-banking technology have been
enumerated along with the corresponding risk weights. Various types of Angel frauds related to Fund
Manager and internet banking have been discussed, based on which a comprehensive literature review
was necessary.
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