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Abstract.  This systematic literature review examines financial risk management 

practices within the venture capital (VC) industry, comprehensively assessing 

strategies and tools to mitigate investment risks. The study seeks to answer the 

question: How do venture capital firms manage financial risks, and what are the 

most effective strategies and tools used to address these risks? Through a struc-

tured SLR methodology, this review analyzed scholarly articles published be-

tween 2013 and 2023, highlighting the primary risk management strategies em-

ployed by VC firms: staged financing, financial contracting, active governance, 

and diversification. Staged financing enables VCs to align capital disbursements 

with company milestones, reducing exposure, while financial contracting, includ-

ing convertible securities, aligns investor and entrepreneur interests. Active gov-

ernance practices like board participation allow VCs to maintain oversight, and 

diversification spreads risk across sectors or stages. Despite the critical role of 

financial risk management in venture capital, there is a noticeable gap in aca-

demic reviews that holistically address these practices. This study consolidates 

existing literature, identifies key trends, and pinpoints areas needing further ex-

ploration, offering a nuanced understanding of financial risk management within 

venture capital and guiding future research and practice 

Keywords: Financial Risk Management, Risk Mitigation, Risk Strategies, Risk 

Tools, Venture Capital. 

1 Introduction 

1.1 A Subsection Sample 

Venture capital (VC) investment is a pivotal force in driving innovation and entrepre-

neurship, yet it comes with high financial risks that require robust management strate-

gies [1]. The inherent uncertainty of investing in early-stage companies with unproven 

markets or technologies introduces significant risks that venture capitalists must miti-

gate to ensure profitability and business survival [2]. Financial risk management in ven-

ture capital is crucial for managing the volatility of investments and aligning them with 

the firm's risk appetite and return expectations2. 
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This systematic literature review explores the financial risk management practices 

within the venture capital industry, examining how these firms assess, manage, and 

mitigate risks associated with their investments. Financial risks in venture capital can 

range from liquidity issues, market fluctuations, and credit risks to more complex reg-

ulatory and operational challenges[3,4]. Effective risk management not only protects 

investments but also maximizes returns by optimizing the risk-return profile of the port-

folio [2,3,5]. 

Despite the critical role of financial risk management in venture capital, there is a 

noticeable gap in the comprehensive academic review of how these practices are im-

plemented and their efficacy. Previous studies have often focused on specific aspects 

of venture capital risks without integrating these findings into a broader risk manage-

ment framework, e.g. macro-, risk[6]  or liquidity risk [7]. This gap highlights the need 

for a thorough review that consolidates existing research, identifies trends in risk man-

agement practices, and pinpoints areas needing further investigation. 

This review thoroughly examines venture capitalists' strategies and tools to manage 

financial risks. It aims to enhance the understanding of risk management in venture 

capital by analyzing scholarly articles and industry reports. By addressing the main 

research question—how do venture capital firms manage financial risks, and what are 

the most effective strategies and tools used to mitigate these risks?—this paper will 

explore the complexities of financial risk management in the venture capital context 

and its implications for future practice and research. 

2 Methods 

This research employs the Systematic Literature Review (SLR) methodology to inves-

tigate financial risk management practices in the venture capital industry. The SLR is a 

recognized method for systematically summarizing existing literature and addressing 

specific research questions across various academic disciplines, including finance, eco-

nomics, and entrepreneurial studies [8,9]. Snyder [9] describes the SLR as a structured 

process that involves the methodical search, evaluation, and synthesis of research, en-

suring comprehensive and precise insights. 

The adoption of the SLR in this study is crucial for exploring how venture capital 

firms manage financial risks and the effectiveness of various strategies and tools used 

in these processes. The method's rigorous nature, noted for its systematic approach and 

replicability, provides a robust framework for synthesizing detailed and accurate in-

sights, as highlighted by Paul & Cri-ado [8]. 

The SLR methodology includes specific inclusion and exclusion criteria, contrasting 

with traditional literature reviews, which may depend on less systematic search tech-

niques and often restrict their scope to renowned scholars. This method expands the 

literature search and encourages the exploration of studies beyond the researcher's im-

mediate field, significantly reducing research bias. This meticulous approach is espe-

cially suitable for addressing the intricate questions posed by this study, emphasized by 

Paul & Criado [8]. 
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The following search terms were used to locate relevant articles within academic data-

bases: ("venture capital" OR "VC") AND ("financial risk management" OR "risk miti-

gation" OR "risk strategies" OR "risk tools"). The inclusion criteria specified were: 

• Articles from peer-reviewed journals; 

• Articles published in English; 

• Articles with full-text availability; 

• Articles published between 2013 and 2023. 

 The search strategy began with formulating the research question: "How do venture 

capital firms manage financial risks, and what are the most effective strategies and tools 

used to mitigate these risks?" The primary academic database used was Google Scholar, 

which is recognized for its extensive repository of literature related to finance and ven-

ture capital. The search strings were entered into the bibliographic databases with the 

specified time restrictions, yielding 497 documents. After removing five duplicates, 

492 documents remained for further screening. 

The initial screening involved reviewing titles and abstracts to select articles relevant 

to the study’s aims. This step provided a preliminary literature overview aligning with 

the research objectives. After this screening, 382 articles were excluded, and 110 were 

selected for a more detailed eligibility assessment. The inclusion and exclusion criteria 

were applied to assess the eligibility of 110 articles, focusing on comprehensive cover-

age of the key themes related to the research topic [9] and ensuring full-text availability 

for download [8]. Based on these criteria, nine articles were excluded, leaving 101 for 

further review. A full-text analysis of these remaining studies was then conducted. Of 

these, 95 studies were excluded for the following reasons: 73 were not specific to ven-

ture capital, 15 did not consider risk as a variable, six had a sector-specific focus, and 

one was a book chapter. This process resulted in a final selection of 15 studies that met 

all inclusion criteria for the analysis. 

3 Result and Discussion 

3.1 Metadata analysis 

3.1.1. Publications by year 

The study of venture capital (VC) and its role in managing firm-level risks, especially 

during initial public offerings (IPOs), has grown considerably in recent years. In 2013, 

research initially focused on reducing informational asymmetries and understanding 

strategic risk-taking [3]. In 2014, studies on optimal securities, like convertible securi-

ties, expanded insights into VC financial structures [10]. By 2016, researchers were 

applying quantitative methods to assess risk management strategies in portfolio com-

panies [2]. This period saw an increase in systematic reviews providing overviews on 

VC and related fields like angel financing and crowdfunding, which offered a holistic 

view of the investment landscape [11,12]. 

From 2019 onwards, research diversified into specific areas, such as Islamic venture 

capital structures and project investment risk management [5,13]. By 2020, studies in-

tegrated signaling theory with human and social capital theories to analyze digital 
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startups in India, while later years continued with qualitative reviews on strategic cap-

ital allocation and the roles of prominent figures in entrepreneurial finance [1,14]. The 

research momentum persisted through 2023, examining government intervention in 

China’s VC market and broader economic theories, underscoring a sustained interest in 

venture capital’s complex role in financial risk management and signaling an evolving 

field of study[15]. 

3.1.2. Publications by journals 

The interdisciplinary impact of venture capital on entrepreneurship and financial risk 

management is widely examined across various academic journals, indicating its broad 

relevance [1]. Journals like Advances in Intelligent Systems Research and the Interna-

tional Journal of Management Reviews focus on qualitative aspects, exploring invest-

ment risks and theoretical challenges in venture finance. In contrast, Economic Analy-

sis and Policy examines how private equity and venture capital aid SMEs during crises 

like COVID-19, highlighting their role in stabilizing economies. Other journals, such 

as the Emerging Markets Review, look at the funding dynamics for digital startups in 

emerging markets, and systematic reviews in the Entrepreneurial Business and Eco-

nomics Review and Foundations and Trends in Entrepreneurship offer comprehensive 

insights into venture capital trends and strategic resource allocation. 

Beyond specific studies, journals such as the International Review of Financial Anal-

ysis and the Journal of Financial Risk Management address venture capital's influence 

on governance and policy, especially in response to government interventions in mar-

kets like China. Sector-specific insights, such as Islamic Venture Capital in the Journal 

of Islamic Marketing, reveal the worldwide diversity in venture capital applications. 

This diverse literature demonstrates venture capital's extensive role in modern finance, 

public administration, and economic development, emphasizing its global and multidi-

mensional significance. 

3.2 Key Venture Capital Strategies 

Our systematic literature review has meticulously analyzed 15 papers to delineate the 

core strategies employed by venture capital (VC) firms to optimize investment success 

and operational efficiency. The review identifies five fundamental strategies integral to 

venture capital operations, reflecting the nuanced approaches that venture capitalists 

adopt to navigate the complex investment landscape. The first strategy, Financing and 

Investment Staging, is crucial for managing financial risks and aligning investment dis-

bursements with company milestones [1,5,11,16–18]. This category includes Staged 

Financing, where capital is provided in phases contingent upon achieving predefined 

developmental milestones [2]. This approach minimizes financial exposure while en-

suring the companies are on track with their business plans. Additionally, Financial 

Contracting often utilizes convertible securities to better synchronize the interests of 

investors with those of entrepreneurs, providing flexibility in financial arrangements 

that can adapt to company growth and evolving market conditions [1]. 



414             Z. Aristama et al.

Governance and Active Involvement play a pivotal role in overseeing invested com-

panies. Active Governance involves venture capitalists taking significant roles in com-

pany boards, influencing major strategic decisions to safeguard their investments [5]. 

Complementing this, Governance Mechanisms incorporate various formal policies and 

frameworks designed to ensure rigorous management and oversight, enhancing ac-

countability and strategic alignment [14]. 

The strategy of Syndication and Collaboration involves sharing investments with 

other firms, pooling financial resources and expertise to mitigate risks and enhance the 

support network available to businesses [19]. This collaborative approach not only 

spreads financial risks but also cultivates a more affluent base of knowledge and market 

insight, bolstering the venture’s chances of success. [19] 

3.3 Key Venture Capital Tools 

The findings from our systematic literature review have successfully outlined the range 

of tools venture capitalists employ to enhance investment decisions and manage risks 

associated with high-growth startups. As identified in the reviewed studies, venture 

capital tools are essential for fine-tuning investment strategies, optimizing financial 

structures, and ensuring the long-term success of portfolio companies. These tools are 

not merely financial instruments; they shape the strategic trajectory of investments and 

have profound implications on the operational dynamics of the firms they support. 

Financial Contracting and Convertible Securities are pivotal in crafting flexible yet 

robust financial arrangements that align the interests of investors and entrepreneurs 

[20]. Convertible securities, particularly convertible preferred stocks, are extensively 

discussed as versatile tools for managing investment risk while providing upside po-

tential to venture capitalists [11]. This dual benefit of protection and participation in 

equity upside is crucial in venture capital, which deals inherently with high-risk envi-

ronments. 

Convertible Securities also play a crucial role in the Financial Structuring of deals, 

often enabling venture capitalists to adjust their holdings based on performance and 

market conditions. This flexibility is vital for balancing supporting growth and manag-

ing financial exposure. The use of Protective Provisions in Investment Agreements and 

Active Governance mechanisms ensures that venture capitalists can effectively oversee 

and influence the strategic decisions of their investees [1]. These tools are instrumental 

in instilling robust governance practices within portfolio companies, which is crucial 

for steering these companies toward sustainable growth and operational efficiency. 

As a strategic tool, Syndication involves collaborating with other venture firms to 

pool resources and share risks. This approach distributes the financial burden and brings 

diverse insights and expertise to the table, enhancing the overall decision-making 

framework and potentially leading to more successful outcomes [21]. Assessment and 

Evaluation techniques, including rigorous Due Diligence and Ongoing Monitoring, are 

critical for continuously assessing the venture's performance against established metrics 

and market conditions [20]. These tools help venture capitalists make informed deci-

sions that are responsive to both the successes and challenges the business faces. 
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In specialized markets, tools like Islamic Venture Capital (IVC) Strategies ensure 

compliance with Shariah laws, adapting common venture capital practices to meet spe-

cific regulatory and ethical standards [13]. This adaptation is crucial for tapping into 

niche markets where traditional investment mechanisms might not be viable. Further-

more, the strategic use of Exit Strategies—whether through public offerings, sales, or 

buybacks—is fundamental in realizing the investment's value. Planning these exits re-

quires a deep understanding of market conditions and the company's readiness for such 

transitions [14]. 

These tools collectively enhance the strategic capabilities of venture capitalists, en-

abling them to manage risks effectively, govern portfolio companies strategically, and 

plan successful exits. While they offer significant advantages in financial optimization 

and risk management, the dependence on such sophisticated tools also requires venture 

capitalists to maintain a proactive approach to investment management, continually 

adapting to new market dynamics and regulatory environments. In conclusion, the array 

of venture capital tools identified through our literature review highlights their indis-

pensable role in shaping the investment landscape. These tools facilitate effective in-

vestment management and ensure that venture capital firms can navigate the complex-

ities of high-growth investing, ultimately fostering innovation and driving economic 

growth within the broader entrepreneurial ecosystem. 

4 Conclusion 

The systematic literature review provides a comprehensive overview of financial 

risk management practices in the venture capital industry. Key strategies identified in-

clude staged financing, which mitigates risk by aligning capital disbursement with com-

pany milestones, and financial contracting, particularly through convertible securities 

to align investor and entrepreneur interests. Active governance through board partici-

pation and formal policies ensures rigorous oversight, while syndication spreads finan-

cial risks and enhances the support network. Diversification minimizes risk by spread-

ing investments across sectors. These strategies collectively enhance the ability of ven-

ture capitalists to manage financial risks effectively, fostering innovation and driving 

economic growth 
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