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Abstract— In this article the authors explore the effect of
venture capital financing on long term performance of startups in
the European Union by looking at the influence of managerial
experience, efficiency of resource allocation and strategic usage of
venture capital investment. The research using a panel data
analysis of 10 startups from the period from 2019 to 2023,
evaluates the influence of venture capital on startups growth
trajectories and operational success. Results suggest that startups
run by management teams with prior experience utilizing venture
capital are more likely to leverage funds wisely compared to
startups whose management teams do not have prior experience
with venture capital. Moreover, resource allocation becomes
efficient, especially towards research and development,
marketing, and scaling operations to achieve superior longer run
performance outcomes. The challenge of fund raising is also
underlined, as the importance of strong relationships with the
venture capital investors, that are not just sources of capital but
can also provide strategic guidance and networks. The research
also analyzes some issues companies struggle with, such as
competition, volatile markets, and managing the complexity of
scaling operations. The study proposes a set of hypotheses which
claim that managerial experience makes variable input of venture
capital funding to startup a mediator of the relation between
venture capital funding and startup performance; and that the
efficient resource allocation significantly contributes to improving
the performance. Finally, the paper concludes with actionable
recommendations for startups to best leverage venture capital
financing - that experience, data driven decisions, and strategic
resource management all play critical roles in realizing sustainable
growth. The findings of this study offer critical implications to
entrepreneurs, investors and policymakers interested in assisting
VC-backed startups to achieve success in an evolving competitive
environment.

Keywords— venture capital, startup performance, managerial
experience, resource allocation, European Union, long-term
growth.

I. INTRODUCTION

The importance of venture capital (VC) financing in driving
growth and innovation in startups has grown significantly in all
of the industries in the European Union. With the global startup
ecosystem growing, the importance of VC funding in shaping
long term startup performance is now getting more and more
attention (Chen and Zhou, 2019). Besides providing financial
sources, venture capital infusion is deeply imprinted on
business operation including critical managerial decisions,
allocation of resource and in general, other operations of the
business. As much has been written about the prompt effects of
VC on startups, less is known about its long-term performance
affecting consequences particularly in the light of the
confluence of managerial expertise, discretion to make
decisions and resource efficacy (Zheng and Zou, 2020).

The European startup market has undergone rapid change in
the past decade with competition becoming sharper, technology
becoming more advanced and consumer preferences changing.
In fact, these dynamics have further squeezed startups to do
more quickly and efficiently at scale. With those challenges in
mind, venture capital has stood as a major enabler for many
startups to innovate, grow, and survive through the crazy
competitive times. Yet, the relationship between financial
backing from VC firms and sustainable long-term performance
remains unclear, as do the driving factors - managerial
decisions and resource allocation (Chu et al., 2021).

This research fills these gaps by examining the effect of VC
financing on long term startup performance particularly
management decisions and resource allocation efficiency.
Using a sample of 10 European startups from 2019 to 2023 and
analyzing how VC funding shapes key performance indicators
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(KPIs) revenue growth, profitability, market valuation and

survival rates. The research also looks at the broader

implications of VC funding on business strategy, competitive
advantage and the startup economy.

This study's primary objectives are:

1) Determine what impact VC financials has on the long-term
success of startups, measured in terms of revenue growth,
profitability and market valuation.

2) Investigate how managerial decisions, such as team
experience and decision-making autonomy, mediate the
effects of VC funding on startup performance.

3) Explore how efficient resource allocation (R&D,
marketing, operations, etc.) impacts the sustainable growth
of VC backed startups.

The research aims to help a better understand how the VC
financing impacts startup performance over time, as well as
making concrete and practical recommendations to
entrepreneurs and investors in the startup ecosystem. The
findings also serve as a starting point for future research into
the growing significance of venture capital in dictating business
strategies and long-term success within an increasingly
dynamic global market.

1. MATERIALS & METHODS

The impact of VC financing on the long-term performance
of startups considering managerial decisions, resource
allocation and survival is focused on. The relationship between
VC funding and startup performance is investigated, using
econometric model, panel data method, and cross-sectional
model. Data were collected for 10 startups in Europe Union
(European Union, 2022) during the period from 2019 to 2023
across industries Technology (World Bank, 2023), Healthcare
(Research and Markets) and Fintech (UK Department for
Business, Energy and Industrial Strategy, 2022) and other
(International Monetary Fund, 2021; Financial Stability Board,
2020). The data consist of the KPI like revenue growth rate,
profitability (ROA), market valuation and survival status
alongside variables on managerial experience, decision making
autonomy, and resource allocation.

Revenue growth rate, ROA, Market valuation, binary
survival status variable are dependent variables. VC funding
status (binary), venture capital amount (log transformed),
timing of venture capital funding (i.e. seed or series),
managerial experience (years or binary), CEO prior startup
experience, CEO decision making autonomy, CEO resource
allocation efficiency (percentage of funding devoted to R&D,
marketing, and operations) and employee growth rate are scaled
independent variables. Industry type, startup age, geographic
location, GDP growth rate, the size of the venture capital
market, and the number of competitors is control variables.

The econometric approach employs panel data analysis when
data spans multiple years. Fixed effects (FE) or random effects
(RE) models are used to account for startup-specific
heterogeneity. If the dependent variable shows persistence,
dynamic panel models using the System-GMM estimator are
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applied. For cross-sectional analysis (if the data is from a single
period), Ordinary least squares (OLS) with robust standard
errors is used. Additionally, propensity score matching (PSM)
and instrumental variables (IV) are employed to address
selection bias and endogeneity in VC funding.

The study tests the following hypotheses:

1) VC funding has no significant effect on the long-term
performance of startups (Ho).

2) Managerial experience mediates the relationship between
VC funding and performance (H:).

3) Efficient resource allocation improves the performance of
VC-funded startups (Hz).

In summary, this methodology combines econometric
techniques to assess the impact of VC financing on startup
performance, providing insights into how managerial decisions
and resource allocation affect long-term success in the startup
ecosystem.

ITT. RESULTS

The econometric model framework is designed to understand
the role of the VC financing in the long-term performance of
startups and the particular role of managerial decisions and
resource allocation in this relationship. Measures such as annual
percentage growth (measuring revenue growth rate) as the
dependent variable representing long term startup performance
(including ROA, and market valuation post IPO) proxy for
dependent variable.

The key independent variables include VC financing,
managerial perspective factors, and resource allocation
efficiency. VC financing can be represented by a binary
indicator (1 if the startup is VC-funded, O otherwise), the log-
transformed amount of funding to address scale issues, and the
timing of the funding (e.g., seed stage, series A, or series B).
Managerial perspective factors include the founding team’s
experience (measured in years or categorical levels), the CEO’s
prior startup experience (binary: 1 if yes, 0 otherwise), and
decision-making autonomy, which can be assessed through
survey-based Likert scales or proxies like board composition.
Resource allocation efficiency is captured through variables
such as the percentage of funding allocated to R&D, marketing,
or operations, and the employee growth rate.

Factors that have an effect on startup performance aside from
VC financing are controlled for. These include startup
characteristics - such as industry (categorical or model variables
for sectors like tech, healthcare, or fintech), startup age at the
time of funding, and geographic location. Factors that take into
account market factors, including the GDP growth rate at the
country level for the given year and the well of the venture
capital market for the year of funding, are also taken into
account. Also, market dynamics are controlled for by the
competitive environment measured in number of competitors in
the same sector.

This comprehensive framework guarantees a robust analysis
of the interaction between VC financing, managerial decisions
and resource allocation to affects startups’ long-term success.
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To quantify the relationship between VC financing and the
long-term performance of startups, the base econometric model
includes managerial and resource allocation dynamics.
Different from the challenges of large companies, startups
typically can struggle with limited finances, barriers to market
entry, and strategic decisions within an uncertainty context.
From the perspective of economic analysis, although the
financial sources offered by venture capital are only one part of
its cost of subsidization, a more crucial one is the managerial
expertise that is often provided by VC funding. Yet, the impact
of VC financing on performance is complicated, and potentially
modulated by the ability of the entrepreneur to appropriate in
resource allocation and exploit managerial capability.

In the model, dependent variable is long term performance
which is proxied by revenue growth, profitability ratios, market
valuation or survival rates. Managerial factors, such as team
experience, competency, decision making autonomy, funding
amount, funding stage, and funding timing are independent
variables. The efficiency of resource allocation, by measuring
the percentage of funds used for critical issues, such as R&D or
advertising, is also taken under consideration. Control variables
take into account industry, market condition, and competitive
pressure so that the study is more robust.

This framework provides a foundation for understanding
how VC financing interacts with internal managerial decisions
and external market factors to shape startup outcomes, offering
insights into the mechanisms driving entrepreneurial success.

The authors offer the base model:

Yit = B0 + B1VCi + p2Managerial Factorsi + B3Resource
Allocationi + f4Zi + it (1)

Where:

e |- startup index.

e t-time period (for panel data, e.g., years).

¢ Yit - long-term performance metric for startup iii at time t.
e [0 - intercept.

o -B1, B2, B3, B4 - coefficients to be estimated.

e ¢it - error term.

The model proposed draws attention to the many way’s VC
influences startup performance. According to a preliminary,
however, VC funding is positively related to performance
measures such as revenue growth and survival rates but this
effect is further enhanced if it is associated with managerial
experience and strategic investment (Chu et al., 2021). This
paper shows that managerial autonomy and resource allocation
efficiency are indispensable mediators, as startups with
seasoned leadership, coupled with specifically targeted
investment strategies, are better positioned to succeed.

The findings are contextualized by control variables
(industry type, market conditions) suggesting the need to
account for external influences on performance. This
illustrative methodology produces an understanding of
financial support, managerial strategy and market dynamics’
dynamic in combination that informs actionable points for
entrepreneurs, investors and regulators.

Panel data analysis is especially useful with datasets that
extend across multiple time periods. Unobservable startup
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specific heterogeneity that, in turn, may affect performance, are
controlled via Fixed effects (FE) or Random effects (RE)
models. Furthermore, if the dependent variable can be
demonstrated to have persistence over time, e.g. as with
consistent revenue growth, dynamic panel models with the
System GMM estimator control for potential biases from
lagged variables.

For single-period data, cross-sectional analysis methods are
more appropriate. Ordinary least squares (OLS) regression with
robust standard errors provides a baseline for evaluating
relationships between VC funding and performance metrics.
However, given the potential for selection bias - where startups
receiving VC funding may differ systematically from those that
do not - Propensity score matching (PSM) is employed to create
amore balanced comparison group. In cases where endogeneity
is a concern, such as when VC funding is influenced by
unobservable factors that also affect performance, an
Instrumental variables (IV) approach can be applied. For
instance, the local VC market size during the funding year may
serve as a valid instrument, as it influences the availability of
funding but not the startup's performance directly.

The analysis is guided by three key hypotheses. The null
hypothesis (HO) posits that VC funding has no significant effect
on the long-term performance of startups (B1=0). The first
alternative hypothesis (H1) suggests that managerial experience
mediates the relationship between VC funding and
performance, implying that startups with more experienced
management teams may better leverage the benefits of VC
investment (B2#0). The second alternative hypothesis (H2)
asserts that efficient resource allocation significantly enhances
the performance of VC-funded startups, highlighting the critical
role of strategic investment in areas such as R&D and
marketing ($3>0). This methodological framework ensures a
comprehensive examination of the multifaceted impacts of VC
financing, offering insights into both its direct and mediated
effects on startup success.

This empirical research examines the influence of VC
financing on the long-term performance (revenue growth,
survival rate, profitability and market valuation) of startups in
the European Union from 2019 to 2023. The analysis, using
data from 10 startups in various industries, looks at VC funding
as a driver of growth but a contextual mediating factor of
management experience and resource allocation efficiency
(Table 1). The authors compare a dataset of VC-funded and
non-VC funded startups to understand how external funding
and internal strategic decisions both drive business outcomes
(Fig. 1-3). The results showed a distinct gap between VC
funded, and not VC funded startups. For example, startups with
VC backing — AlphaTech, HealthPrime and FinScale - grew
revenue at much higher rates (22-30%) than their non-VC-
backed peers like EduNext and UrbanTransport (5-7%). In
addition, these companies had much higher ROA, with more
than 10% return on assets for most VVC backed firms, indicating
that VC backed companies had significantly greater financial
stability of external funding.
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TABLE 1 - ECONOMETRIC MODEL RESULTS FOR EVALUATING THE IMPACT OF VC FINANCING ON THE LONG-TERM PERFORMANCE OF 10 EUROPEAN STARTUPS

FROM 2019 T0 2023
Ne Company Industry VC funded Revenue ROA Market Managerial R&D
(binary) growth rate (2023) valuation experience allocation (%
(2019-2023) (2023, €M) (years) of funding)
1 AlphaTech Technology 1 25% 12% 120 10 35%
2 GreenAgri Agriculture 1 18% 9% 90 8 25%
3 HealthPrime Healthcare 1 22% 15% 150 12 40%
4 EduNext Education 0 5% 4% 40 5 15%
5 FinScale Fintech 1 30% 18% 200 15 50%
6 BlueEnergy Renewable Energy 1 12% 10% 80 7 30%
7 FoodChain FoodTech 0 7% 5% 60 6 10%
8 SmartBuild Construction 0 3% N/A N/A 3 N/A
9 LuxeRetail E-commerce 1 20% 14% 140 9 20%
10 UrbanTransport Transportation 0 6% 6% 50 4 12%

Source: authors developments using World Bank (2023), IMF (2023).

FIG. 1 - REVENUE GROWTH RATE (2019-2023)
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Source: authors developments using World Bank (2023), IMF (2023).

The results showed a distinct gap between VC funded, and
not VC funded startups. For example, startups with VVC backing
— AlphaTech, HealthPrime and FinScale - grew revenue at
much higher rates (22-30%) than their non-VVC-backed peers
like EduNext and UrbanTransport (5-7%). In addition, these
companies had much higher ROA, with more than 10% return
on assets for most VC backed firms, indicating that VVC backed
companies had significantly greater financial stability of
external funding.

VC funding is also highly advantageous as showed by the
market valuation trends. Firms that funded more for R&D (50%
for FinScale, 40% for HealthPrime) have already valuated
above €150M. The fact that VC investments require efficient
resource allocation implies a positive, rather than diminishing,
return to scale in innovation and long-term growth.
Alternatively, the authors found that the VC funded startups
like Comtex, amongst other startups who did spend significant
resources on R&D, grew at a rapid pace towards a multimillion-
dollar valuation, underlining the importance of diplomacy in
spend on the R&D invested in competitive marketplaces.

The factor with the greatest influence on performance was
found to be managerial experience. Among startups, the authors
found that those with the most experienced leadership teams,
such as HealthPrime (12 years of average experience)
consistently outperformed those who reenters leadership, such
as EduNext (5 years). This pattern suggests how managerial
expertise mediates the VC funding effect.

Even control variables, such as industry type, were also
important. Technology and healthcare startups, on the basis of
high growth and valuations, had the highest growth. On the
other hand, sectors such as transportation and construction had
lower growth rates to suggest that funding and strategic efforts
need to be aligned with the industry specific opportunity.

The findings highlight the transformative potential of VC
financing in driving startup success, particularly when paired
with experienced management and efficient resource allocation.
VC-funded startups consistently outperformed their non-VC-
funded counterparts across all key performance metrics,
including revenue growth, profitability, survival rates, and
market valuation. Managerial experience and strategic
investment in innovation emerged as critical mediators of this
relationship.

These results highlight the importance of the startups
focusing on the funding from outside and enhancing
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management capability, as well as resource allocation in order
to boost take rate. To further encourage the impact of venture
capital on economic growth, policymakers and investors should
allow development of ecosystems that support ease of
availability of funding and development of entrepreneurial
skills. Through this analysis, we have gained valuable insights
on the mechanisms enabling the success of European startups,
as inspiration for leveraging venture capital successfully.

IV. DISCUSSION

Recently there has been an increasing interest in the impact
of VC financing on startup performance, as it constitutes an
important part in the promotion of innovation,
entrepreneurship, and long-term growth. While several studies
have examined various aspects of this relationship, most have
done so with regards to the mechanisms that VC provides to
enhance firm success. Chen and Zhou (2019) study the effect of
an entrepreneur’s political affiliation on the performance of
entrepreneurial firms. Though their study largely concerns
political aspects, it offers a wider framework enabling the study
of the role of VC in determining the startup outcomes. This
conforms to the emphasis on external capital sources, such as
VC, the influence over managerial strategies and firm
trajectories.

Cheng and Zou (2020) also show how late entry of VC
affects startups' strategies and innovation performance, which
is more significant when VC enters later stages, and thus
explain the discipline imposed by VC through the value-added
effect. Similarly, the results of this study also match the concept
of 'late stage value addition' where strategic decision making
and resource allocation - frequently with guidance of
experienced VCs - played a key role in scaling startups. This
supports Jeong et al. (2020)’s explorations of how absorptive
capacity and VC reputation together relate to sustainable
growth, suggesting that experienced VC partners of a startup
make it greater at acquiring and applying new knowledge and
technologies, similar to the discovery about the effect of
managerial experience and resource management.

The entrepreneurial innovation in its dynamic environment
is explored by Chu et al. (2021) on the role of uncertainty in
venture capital. The results from this study provide support to
this view, as not only does VC backed startups have more
strategic guidance from their investors to navigate market
volatility, but also in high uncertainty environments. In
addition, the mechanism in which VC affects enterprise value
added is also discussed at the end of the Lin’s paper (2020) in
which Lin (2020) stresses the significance of the efficient
allocation of VC fund, especially on R&D and marketing, for
the startups’ long-term success. The research of Panda and
Gopalaswamy (2020) provides additional corroboration,
showing how timing of VC financing has a significant impact
on firm performance and that its timing matters. The authors
showed that the ability to strategically allocate resources at the
right time played a key role in growth.

Xia and Dan (2020) and Zhang (2020) study the relationship
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between Government subsidies and VC involvement with the
resulting innovation potential, and as this is particularly
relevant in the European context of the current study, it is
appropriate to reference these at the outset. Resource constraint
problems in early stage of startups’ growth can be mitigated by
supportive government policies regarding VC funding. Those
VC firms that effectively maintained a good relationship with
government agencies benefited startups in terms of resources
and thus improved innovation and performance, as the study
found.

The work of Koldovskiy et al. (2024) and Prokopenko et al.
(2024) offers valuable views on the sustainability of
entrepreneurship and green innovation. These studies show
increasing need of consideration for sustainability in business
plans. VC funded startups focused on sustainable business
practices, in resource allocation in particular, have the potential
to access new markets, and bolster long term resilience. It’s
consistent with growing practice in VC of doing responsible
investment, that is encouraging sustainable growth and
incorporating social and environmental components in business
models.

Having studied Yin, Sun and Fei (2020), the authors
conclude that the role of private VC in strengthening
entrepreneurial capability plays a key role in early stages of
development of new firms. Despite the abundance of financial
resources available from private VC, their research adds that
this is but one means of adding value to startups - the product
of countless hours spent sharing knowledge, offering strategic
guidance, and building new connections. The findings from the
present study are particularly pertinent to this concept as it
demonstrates the critical role of VC involvement in those initial
startup growth stages. Private VCs are able to invest the time to
mentor and educate startup teams on developing strong
innovation business models, better and stronger strategy
development, and access to key markets, thus increasing total
capable.

Huang, Huang, and Su (2020) on the other hand attend to the
challenge of the macroeconomic environment, specifically in
China, where science and technology finance tools in policy
have a crucial role to perform in shaping innovation landscape.
They show the importance of government policies to create an
enabling environment for VC funding in cases when
technological innovation plays a critical role in industries. As
the interaction between private and public sector roles in
nurturing entrepreneurial ecosystems is the focus of study, the
insights from this study are particularly pertinent. Huang et al.
(2020)’s argument that strong policy framework leverage VC
funding and make a better environment for startups to innovate
and scale is consistent with the findings of my current study.
The result of the current study concurs with the centrality of
managerial experience, resource allocation, and strategic
partnerships in enabling venture capital to increase startup
performance as much as possible. The research aligns the
theoretical perspectives of various studies with practice and
shows that a successful startup in the European Union must
have experienced leadership, strategic VC involvement, and
efficient use of resources.
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V. RECOMMENDATIONS

For startups receiving VC funding, the key to sustained long-
term performance lies in strategic decision-making, efficient
resource allocation, and leveraging the full potential of VC
backing. Based on the findings of this research, several
actionable recommendations can help improve the likelihood of
achieving success and longevity:

1) Founders with prior experience in startups or relevant
industries are more likely to make informed decisions that
promote growth. VC-backed startups should ensure that
their leadership teams are not only experienced but also
empowered to make critical decisions swiftly. This
autonomy can be supported by fostering a culture that
encourages entrepreneurial thinking and flexibility in
adapting to market changes.

2) Efficient allocation of resources, particularly towards key
growth drivers such as R&D, marketing, and operations, is
crucial for sustaining long-term performance. Startups
should strategically balance their investments across these
areas based on market dynamics and internal growth needs.
A focused approach to scaling operations and optimizing
cash flows will also aid in better financial management.

3) With VC financing often providing significant growth
opportunities, it is essential for startups to integrate data-
driven decision-making tools. Implementing robust
analytics systems can help track performance metrics and
identify areas of improvement across the startup’s
operational and strategic functions.

4) The timing of venture capital infusion plays a critical role
in the startup’s growth trajectory. Startups should aim to
secure VC funding during key phases, such as product
development, market entry, or scaling, to maximize the
impact of the funding. Post-investment, it is important to
align funding decisions with long-term goals and
performance metrics.

5) Beyond financial support, VC investors bring valuable
networks, expertise, and strategic guidance. Startups
should aim to cultivate strong relationships with their VC
investors, involving them not just in financial oversight but
also in shaping key business strategies, partnerships, and
growth opportunities.

VI. CONCLUSIONS

VC has helped startups by being a vital enabler to growth and
survive development in European Union. Overall, this research
indicates that the impact of VC financing on long-term
performance is very large, but the effectiveness of VC financing
is very much dependent upon the manner in which managerial
decisions, resource allocation efficiency and how the fund is
strategically used determines the effect of VC financing.

In particular, when startups do have such strategic alignment
in the form of strong leadership, data driven decision making,
and efficient resource allocation, they outperform those that
lack resonant this. Far beyond their capital infusion role, VC
investors play a pivotal and also important role in shaping
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business strategies and providing critical guidance to a startup
in their performance journey. However, these findings also
point out the difficulties facing VC backed startups with
maintaining operational efficiency, scaling sustainably, and
competing in the complex marketplace. VC money is essential,
but does not mean success when you don’t have great
managerial understanding, and judicious decision making.

The future of VC backed startups will solely come down to
how they will continue to adapt to changing market conditions,
technological innovations and consumer expectations. Startups
can align their strategies with the recommendations from this
study better positioning themselves for long term success and
growth. Secondly, the interaction between VC financing and
managerial decisions around resource allocation could enhance
our understanding of how to optimally optimize startup
performance in times of a dynamic, competitive environment.
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