
DE FACTO LAW JOURNAL VOL.1 ISSUE 1 2025 

Regulating Start-ups and Unicorns: Challenges in 

Balancing Innovation and CorporateGovernance1 

 

Abstract 

The explosive growth of startups and unicorns has significantly reshaped the global 

economic landscape, bringing forth waves of innovation, disruption, and entrepreneurial 

dynamism. However, this rapid expansion has also raised pressing concerns about 

regulatory oversight, ethical business practices, and corporate governance. The very 

qualities that make startups agile and innovative—minimal bureaucracy, rapid scaling, and 

venture-driven risk-taking—can also lead to governance failures, financial opacity, and 

ethical lapses. This paper critically examines the regulatory challenges associated with 

startups and unicorns, particularly in balancing the encouragement of innovation with the 

need for corporate accountability and market discipline. Through an analysis of 

contemporary case studies, legal frameworks, and market trends, the study explores how 

regulators can create a conducive environment for entrepreneurial ventures while ensuring 

transparency, sustainability, and stakeholder protection. The paper argues for a nuanced 

regulatory approach—one that is adaptive, tech-friendly, and grounded in sound principles 

of corporate governance. 
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Research Methodology 

This research adopts a qualitative doctrinal approach, supplemented by a comparative and 

analytical study of legal, regulatory, and policy frameworks that govern startups and 

unicorns. The paper examines primary sources such as statutes, regulatory guidelines, and 
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judicial decisions, along with secondary sources including scholarly articles, policy papers, 

industry reports, and case studies. 

Key case studies from India, the United States, and select European countries are analyzed to 

illustrate the practical tensions between promoting innovation and ensuring corporate 

accountability. The research also reviews corporate governance failures and regulatory lapses 

in high-profile unicorns to identify systemic gaps and best practices. 

In addition to legal analysis, the study employs a descriptive and evaluative framework to 

assess the efficacy of existing laws and the need for reforms. The focus is on drawing insights 

that can inform a balanced regulatory regime that fosters entrepreneurship while upholding 

governance standards. 

Literature Review 

The intersection of innovation, entrepreneurship, and regulatory governance has become a 

vital subject of inquiry in recent years, particularly in light of the rapid emergence of startups 

and unicorns. Scholars, policy analysts, and industry experts have produced a growing body 

of literature focusing on how regulatory environments can be both enabling and protective—

fostering innovation while maintaining accountability. 

A central theme in the literature is the inherent tension between regulation and innovation. 

Startups, by their nature, thrive in environments that promote experimentation, risk-taking, 

and rapid scaling. Traditional regulatory frameworks, often designed for established 

corporations, are seen as rigid and ill-suited for the dynamic nature of startups. Researchers 

emphasize the need for regulatory flexibility and propose adaptive mechanisms that evolve in 

response to market and technological developments. These include sandbox models, phased 

compliance frameworks, and sector-specific guidelines tailored to high-growth ventures. 

On the other hand, concerns around governance lapses, financial misconduct, and unethical 

practices in startups have gained prominence. Cases of founder-led control, lack of 

independent oversight, and opaque business models have prompted scholars to highlight the 

risks of unregulated entrepreneurial ecosystems. Literature in this area focuses on how the 

absence of formal governance mechanisms in early-stage companies can lead to fraud, 

misreporting, and stakeholder exploitation. The role of venture capitalists and private equity 
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investors is also examined, especially in terms of their influence over board decisions and 

accountability structures. 

The emergence of unicorns—startups valued at over a billion dollars—has further 

complicated the debate. These companies often attract immense investor interest and media 

attention while operating in regulatory grey areas. Literature on unicorns discusses the risks 

posed by inflated valuations, lack of profitability, and unsustainable business models. It also 

reflects on how market hype and rapid funding cycles can incentivize short-term growth over 

long-term governance and compliance. 

In response to these challenges, regulatory theorists have explored the idea of responsive and 

proportionate regulation. This body of work advocates for a model that assesses the size, 

impact, and risk profile of a startup to determine the appropriate level of oversight. Rather 

than adopting a one-size-fits-all approach, regulators are urged to differentiate between 

innovative firms based on their maturity, capital structure, and social impact. 

Additionally, a significant portion of the literature draws from comparative analyses of 

regulatory regimes across jurisdictions. Studies have compared how countries like the United 

States, India, the United Kingdom, and Singapore approach startup regulation, particularly 

regarding investor protection, public listing norms, and data governance. These comparative 

insights underscore the importance of policy innovation, regulatory dialogue, and 

international best practices. 

In conclusion, the literature broadly agrees on the dual necessity of promoting innovation 

while safeguarding against governance failures. However, it also reveals a gap in consensus 

regarding the optimal regulatory architecture. This opens the door for more targeted research 

into how startups and unicorns can be effectively regulated without stifling the 

entrepreneurial spirit that drives them. 

Hypothesis 

This research is premised on the central hypothesis that: 
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"An adaptive and proportionate regulatory framework can effectively balance the 

promotion of innovation in startups and unicorns with the enforcement of robust 

corporate governance standards." 

The hypothesis emerges from the observation that startups and unicorns occupy a unique 

space within the global economic system. These entities thrive on agility, innovation, and 

disruption—qualities that often conflict with traditional regulatory models that are rigid, 

slow-moving, and designed for mature corporate entities. As such, a one-size-fits-all 

regulatory approach may not only stifle entrepreneurial energy but also hinder technological 

and economic progress. 

At the same time, the absence of appropriate regulation has historically resulted in serious 

governance failures. Numerous high-profile collapses and scandals involving unicorns have 

shown how unchecked growth, lack of transparency, founder dominance, and insufficient 

board oversight can lead to investor losses, reputational damage, and systemic risk. These 

incidents demonstrate the dangers of under-regulation and the importance of enforcing 

standards related to disclosure, accountability, and risk management. 

Therefore, this study hypothesizes that the key to resolving this tension lies in crafting a 

regulatory approach that is both adaptive—capable of evolving with market and 

technological developments—and proportionate—calibrated according to the size, nature, 

and risk profile of the enterprise. Such a framework would allow early-stage ventures the 

flexibility to innovate while gradually integrating higher levels of corporate governance as 

they grow in scale and public relevance. 

The hypothesis will be tested by examining how various jurisdictions approach startup and 

unicorn regulation, assessing the impact of different regulatory models, and identifying best 

practices that align with both innovation-driven growth and sound governance principles. 

This balanced approach is presumed to be the most sustainable and effective strategy for 

fostering a healthy entrepreneurial ecosystem in the long term. 

Introduction 

Startups and unicorns have become defining forces in the modern global economy, 

transforming industries, disrupting traditional business models, and fueling job creation and 
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technological advancement. These agile and innovation-driven enterprises have not only 

changed the way goods and services are delivered but have also reshaped consumer behavior, 

investor priorities, and government policy. In countries like India, the United States, and 

several European nations, the startup ecosystem has evolved rapidly, backed by robust 

funding, incubator support, and regulatory encouragement.2 

However, this remarkable growth has also brought with it a new set of challenges—

particularly concerning regulatory oversight and corporate governance. While startups require 

operational flexibility and minimal regulatory friction to thrive, the absence of governance 

mechanisms often results in serious lapses, including fraud, misreporting, employee 

exploitation, and market instability.3 The collapse of once-promising unicorns such as 

Theranos, WeWork, and GoMechanic highlights the risks of placing unchecked power in the 

hands of founders without proper institutional controls or accountability frameworks.4 

In India, recent developments such as SEBI's guidelines for the Innovators Growth Platform, 

the Reserve Bank of India’s digital lending norms, and the Ministry of Corporate Affairs’ 

enhanced compliance standards for private limited companies illustrate an ongoing effort to 

regulate high-growth ventures without stifling innovation. Yet, these measures are still 

evolving, and questions remain about their adequacy, enforcement, and long-term impact on 

the startup ecosystem. 

The international regulatory landscape presents a mixed picture. The United States has 

focused on securities regulation and public market transparency through agencies like the 

SEC, while the European Union has emphasized data protection, competition law, and 

sustainability compliance.5 Singapore and the United Kingdom, on the other hand, have 

implemented regulatory sandboxes and startup-friendly environments that seek to balance 

innovation and control.  

This research seeks to explore the central dilemma faced by policymakers and regulators: 

how can legal and institutional frameworks be designed to protect stakeholder interests 

                                                           
2Startup India, ‘Annual Report 2023’ (Startup India, 2023) 
3William Magnuson, For Profit: A History of Corporations (Basic Books 2022). 
4John Carreyrou, Bad Blood: Secrets and Lies in a Silicon Valley Startup (Knopf 2018); Maureen Farrell and 
Eliot Brown, The Cult of We: WeWork, Adam Neumann, and the Great Startup Delusion (Crown Publishing 
2021). 
5European Commission, ‘Digital Markets Act’ (2022); US Securities and Exchange Commission, ‘Final Rule: 
Modernization of Regulation S-K Items 101, 103, and 105’ (2020). 
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without discouraging innovation? More specifically, it asks how regulation can evolve to 

keep pace with rapidly growing startups and unicorns that wield significant market influence 

but often operate outside the bounds of traditional corporate scrutiny. 

By examining both domestic and international examples, analyzing the underlying causes of 

regulatory failure, and evaluating emerging frameworks for governance, this study aims to 

provide recommendations for a balanced, forward-looking regulatory approach. It contends 

that effective regulation need not be a roadblock to innovation; rather, it can be a cornerstone 

for sustainable, ethical, and socially responsible entrepreneurship. 

1. The Rise of Startups and Unicorns: Opportunities and Risks 

The past decade has witnessed an exponential rise in the number and valuation of startups 

across the globe. These companies—often characterized by rapid innovation, lean structures, 

and digital-first approaches—have redefined entrepreneurship. Unicorns, or privately held 

startups valued at over $1 billion, have become symbols of success and ambition in the 

modern economy.6 

India, with initiatives like Startup India and Digital India, has emerged as the third-largest 

startup ecosystem globally. By 2024, India had over 100 unicorns across sectors such as 

fintech, e-commerce, logistics, and edtech.7 Similarly, countries like the United States and 

China have witnessed the meteoric rise of startups backed by venture capital and 

accelerators.8 

This explosion in startup activity has unlocked significant economic opportunities. Startups 

are major drivers of employment, innovation, and technological development. They often 

serve underserved markets, bring disruptive products to life, and contribute to national GDP 

growth.9 In addition, they attract global investors, catalyze public-private partnerships, and 

boost digital transformation.10 

However, this rapid ascent has not come without risk. The very qualities that allow startups to 

innovate—such as agility, limited oversight, and experimental business models—can also 

                                                           
6CB Insights, ‘The Global Unicorn Club’ (CB Insights, 2024) 
7Startup India, ‘Annual Report 2023’ (Startup India, 2023) 
8National Venture Capital Association, ‘Venture Capital Activity Report 2023’ (NVCA, 2024) 
9NASSCOM, ‘Indian Startup Ecosystem Report 2024’ (NASSCOM, 2024) 
10World Economic Forum, ‘Global Competitiveness Report 2023’ (WEF, 2023) 
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lead to vulnerabilities. Many unicorns operate under high leverage, inflated valuations, and 

little public accountability. This creates systemic risk, especially when these companies touch 

sensitive sectors like finance, healthcare, and education.11 

Instances such as the collapse of Theranos, where a unicorn misrepresented its technological 

capabilities and defrauded investors and patients, underscore the dangers of inadequate 

oversight.12 In India, the GoMechanic scandal, where financial irregularities were discovered 

in a fast-scaling startup, points to deeper issues in corporate governance.13 These examples 

highlight how the absence of regulatory guardrails can turn opportunity into crisis. 

Moreover, the culture of "growth at any cost" promoted by some venture capitalists pressures 

startups to prioritize rapid expansion over ethical practices, compliance, and financial 

sustainability.14 Without the checks and balances that apply to public companies—such as 

board independence, disclosure norms, and shareholder rights—unicorns can become echo 

chambers of founder-led decision-making with limited scrutiny.15 

Thus, while startups and unicorns represent a promising future, their rise also presents a 

compelling case for measured regulation. A framework that ensures transparency, financial 

propriety, and ethical governance without stifling entrepreneurial energy is essential to 

convert these ventures into sustainable institutions. 

2. Corporate Governance Challenges in High-Growth Startups 

High-growth startups and unicorns face distinctive corporate governance challenges that 

differentiate them from traditional firms. Due to their rapid scaling and evolving business 

models, these companies often lack mature governance structures, leading to gaps in 

accountability and oversight.16 One prominent issue is the concentration of power in the 

hands of founders, who often hold controlling stakes and play multiple executive roles, 

limiting board independence.17 This founder dominance can result in decisions that prioritize 

                                                           
11IMF, ‘Financial Stability Risks in High Growth Sectors’ (IMF Working Paper, 2023) 
12John Carreyrou, Bad Blood: Secrets and Lies in a Silicon Valley Startup (Knopf 2018). 
13Economic Times, ‘GoMechanic Founder Arrested over Financial Irregularities’ (ET, 2023) 
14Harvard Business Review, ‘The Dark Side of Unicorns: Growth at Any Cost’ (HBR, 2022)  
15Financial Times, ‘Founder Dominance and Corporate Governance in Startups’ 
16OECD, Corporate Governance and Startups (OECD Publishing 2021) 
17Harvard Law School Forum on Corporate Governance, ‘Founder Control and Governance Challenges’ 
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short-term growth over long-term sustainability, as well as insufficient checks on managerial 

conduct.18 

Another challenge is the inadequate presence of independent directors and formal audit 

committees, which are essential for monitoring financial reporting and risk management.19 

Unlike publicly listed companies, many startups operate without mandatory governance 

requirements, leading to opacity and potential conflicts of interest.20 This can diminish 

investor confidence and increase the likelihood of unethical practices or financial 

misstatements. 

Additionally, startups often face pressure from venture capitalists and other investors to 

achieve aggressive growth targets. While venture capital involvement brings necessary 

capital and expertise, it can also create governance tensions, especially when investor 

demands conflict with regulatory compliance or ethical standards.21 The absence of 

standardized governance norms further complicates regulatory oversight, particularly in 

cross-border funding scenarios. 

Startups also grapple with risk management challenges unique to their innovative business 

models. Emerging technologies, data privacy issues, and dynamic markets require adaptive 

governance mechanisms that many startups are ill-equipped to implement.22 The rapid pace 

of innovation often outstrips the development of internal controls, exposing companies to 

operational and reputational risks. 

These governance challenges underscore the need for a tailored regulatory framework that 

encourages startups to adopt best practices without undermining their entrepreneurial 

flexibility. Strengthening board independence, enhancing disclosure norms, and fostering 

investor protections are critical steps toward balancing innovation with accountability.23 

                                                           
18Financial Times, ‘The Governance Risks of Founder-led Companies’ (FT, 2023) 
19PwC, ‘Startup Governance Survey 2023’ (PwC, 2023) 
20Securities and Exchange Board of India, ‘Report on Corporate Governance for Startups’ (SEBI, 2022) 
21Journal of Venture Capital, ‘Investor Pressure and Governance in Startups’ (2023) 
22McKinsey & Company, ‘Risk Management in Tech Startups’ (2022) 
23World Bank, ‘Corporate Governance Frameworks for Emerging Enterprises’ (World Bank Report, 2023) 
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3. Regulatory Frameworks for Startups and Unicorns 

Regulating startups and unicorns poses unique challenges due to their innovative nature, 

rapid growth, and diverse business models. Traditional regulatory approaches designed for 

mature corporations often fail to accommodate the needs and risks associated with these 

emerging enterprises.24 As a result, policymakers worldwide have begun experimenting with 

adaptive regulatory frameworks that seek to balance innovation with investor protection and 

market stability. 

One common approach is the introduction of regulatory sandboxes—controlled 

environments where startups can test new products and services under relaxed regulatory 

conditions while maintaining oversight.25 Countries like the United Kingdom, Singapore, and 

Australia have successfully implemented such sandboxes in fintech and digital sectors, 

providing startups with regulatory clarity and flexibility without compromising consumer 

protection.26 

In India, regulatory efforts include SEBI’s Innovators Growth Platform, which provides a 

specialized listing framework for startups aiming to raise capital while adhering to tailored 

disclosure and governance requirements.27 Additionally, the Reserve Bank of India has 

introduced digital lending guidelines to curb malpractices in fintech startups, addressing 

concerns about data privacy and predatory lending.28 The Ministry of Corporate Affairs has 

also amended compliance rules to ease reporting burdens on startups while ensuring 

minimum governance standards.29 

However, these frameworks are not without limitations. The lack of uniformity in regulations 

across jurisdictions creates compliance complexities, particularly for startups operating 

internationally.30 Moreover, overly lenient rules risk enabling governance lapses, whereas 

excessive regulation could hinder innovation and market entry.31 

                                                           
24World Economic Forum, ‘Regulating Innovation: A Framework for Startups’ (WEF, 2023) 
25Financial Conduct Authority (UK), ‘Regulatory Sandbox Annual Report 2022’ (FCA, 2022) 
26Monetary Authority of Singapore, ‘FinTech Regulatory Sandbox Guidelines’ (MAS, 2022) 
27Securities and Exchange Board of India, ‘Consultation Paper on Innovators Growth Platform’ (SEBI, 2022) 
28Reserve Bank of India, ‘Digital Lending Guidelines’ (RBI, 2022) 
29Ministry of Corporate Affairs, ‘Companies (Amendment) Rules’ (MCA, 2021) 
30International Monetary Fund, ‘Cross-border Regulatory Challenges for Startups’ (IMF Working Paper, 2023) 
31Harvard Business Review, ‘Balancing Regulation and Innovation’ (HBR, 2023) 
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Some experts advocate for proportionate regulation, which calibrates oversight based on 

factors like company size, risk exposure, and stage of development.32 Such an approach 

encourages startups to gradually adopt more robust governance practices as they mature, 

aligning regulatory requirements with their evolving risk profile. 

In conclusion, the development of flexible yet effective regulatory frameworks remains 

critical for fostering sustainable growth in the startup ecosystem. Striking the right balance 

will require ongoing dialogue between regulators, entrepreneurs, investors, and other 

stakeholders. 

4. Balancing Innovation and Corporate Governance 

Balancing the drive for innovation with the imperatives of corporate governance is one of the 

central challenges in regulating startups and unicorns. While innovation demands agility, 

risk-taking, and rapid decision-making, corporate governance requires transparency, 

accountability, and risk mitigation. Striking a balance between these competing demands is 

essential to ensure that startups grow sustainably without compromising ethical standards or 

stakeholder interests.33 

Effective corporate governance in startups involves establishing clear roles and 

responsibilities, ensuring board independence, and implementing robust disclosure and 

compliance mechanisms.34 However, many startups perceive governance as a constraint on 

creativity and speed, leading to a reluctance to adopt formal structures, especially in the early 

stages.35 This tension often results in governance gaps that can escalate as startups scale and 

attract larger investments. 

To address this, a phased approach to governance adoption is gaining prominence. Startups 

can begin with lean governance frameworks tailored to their size and complexity and 

progressively enhance these as they mature.36 This incremental strengthening helps maintain 

the flexibility necessary for innovation while introducing safeguards against governance 

failures. 
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35Harvard Business Review, ‘Why Startups Resist Governance’ (HBR, 2022) 
36McKinsey & Company, ‘Scaling Governance in Startups’ (McKinsey Report, 2023) 
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Moreover, investor involvement can play a positive role in promoting governance without 

stifling innovation. Venture capitalists and angel investors often demand governance 

improvements as part of funding agreements, aligning founder incentives with long-term 

sustainability.37 Their oversight can introduce discipline and transparency, helping startups 

navigate regulatory complexities. 

Regulatory bodies are also encouraging governance by introducing tailored compliance 

requirements and incentives. For instance, the Securities and Exchange Board of India (SEBI) 

has prescribed governance standards for startups seeking listing on the Innovators Growth 

Platform, balancing disclosure with reduced compliance burdens.38 Similarly, frameworks 

that promote environmental, social, and governance (ESG) criteria are becoming relevant 

even for startups, reflecting broader stakeholder expectations. 

Ultimately, fostering a culture where innovation and governance coexist requires 

collaboration among founders, investors, regulators, and other stakeholders. By embracing 

governance as an enabler rather than an impediment, startups can build trust, attract quality 

investment, and achieve sustainable growth. 

5. Policy Recommendations and Future Directions 

The dynamic nature of startups and unicorns necessitates a forward-looking and adaptable 

regulatory approach. Policymakers must develop frameworks that foster innovation while 

ensuring robust corporate governance and investor protection. Based on the analysis, several 

key recommendations emerge: 

First, implementing proportionate regulation is crucial. Regulations should be calibrated to 

the size, risk profile, and maturity of startups to avoid overburdening early-stage companies 

while safeguarding stakeholders as startups grow.39This approach encourages compliance 

without stifling innovation. 

Second, enhancing governance standards gradually can help startups transition smoothly 

from informal management to structured oversight. Encouraging independent board 
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members, establishing audit and risk committees, and promoting transparency will build 

investor confidence. 

Third, expanding and refining regulatory sandboxes can provide startups with a safe space 

to innovate and test products while maintaining necessary oversight. This model balances 

flexibility with accountability and allows regulators to learn and adapt to emerging 

technologies. 

Fourth, promoting investor education and involvement is essential. Investors, including 

venture capitalists and angel investors, play a critical role in governance and ethical business 

practices. Educating them about governance risks and encouraging active participation can 

improve startup oversight.40 

Fifth, integrating environmental, social, and governance (ESG) criteria into startup 

regulations will align new businesses with global sustainability trends and stakeholder 

expectations. This proactive approach can enhance long-term resilience and reputation. 

Finally, international cooperation among regulators can address the challenges posed by 

cross-border startup operations and investments. Harmonizing compliance requirements and 

sharing best practices will reduce regulatory arbitrage and promote a stable global startup 

ecosystem.41The future of startup regulation lies in crafting policies that are flexible, 

collaborative, and sensitive to the unique challenges of innovation-driven enterprises. Such a 

balanced framework will enable startups and unicorns to thrive sustainably while upholding 

corporate governance principles. 

Conclusion 

The growth of startups and unicorns represents one of the most transformative developments 

in the global economy. These innovation-driven enterprises have disrupted traditional 

industries, generated employment, and fostered technological advancement. However, this 

rapid growth has also exposed significant gaps in corporate governance and regulatory 

oversight. As demonstrated throughout this study, the lack of standardized governance 
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frameworks, founder-dominant structures, and evolving business models have created new 

challenges that traditional legal systems often struggle to address. 

Balancing the dual imperatives of innovation and accountability is no longer optional—it is 

essential. Regulatory approaches must evolve to accommodate the unique characteristics of 

startups while safeguarding stakeholders' interests. This includes adopting proportionate 

regulations, enhancing governance practices incrementally, encouraging ethical investor 

involvement, and creating flexible policy instruments such as regulatory sandboxes. 

Moreover, the future of startup regulation must be collaborative. Policymakers, 

entrepreneurs, investors, and civil society must work together to build a regulatory ecosystem 

that promotes sustainable innovation. Startups should be encouraged not only to disrupt but 

also to lead by example in governance, transparency, and responsibility. 

In this context, a nuanced and forward-looking regulatory framework can serve as a catalyst 

for both innovation and integrity. With the right balance, it is possible to create an 

environment where startups and unicorns thrive, while also upholding the values of corporate 

governance, public trust, and democratic accountability. 

 

 


