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Start-ups are young and innovation-oriented high-growth enter-
prises that aim to grow fast with new products, services or busi-
ness models. They play an important role for the development
of the overall economy because they drive innovation and con-
tribute to business growth and competition in a variety of
sectors. Relevant data sources confirm that start-up activity has
increased in Germany since last year. More than 2,500 start-
ups were founded again in Germany in 2024 and a positive
trend was evident in the first half of 2025 as well. One likely
reason for this is that financing conditions in the venture capital
(VC) market have been improving at the same time. VC is, after
all, an important source of finance for start-ups but it is acces-
sible only to newly founded businesses with particularly high
growth potential. Around 16% of start-ups founded since 2005
were funded with VC up to mid-2025. Over the years, the
significance of VC funding for German start-ups has grown.

Even if start-ups — particularly VC-funded start-ups — make up
only a small portion of newly founded businesses in Germany,
they play a particular role for growth and value creation. A
cross-sectional analysis shows that, on average across all
enterprises, German VC-funded start-ups already exhibit twice
the rate of employment growth of those without VC funding and
more than four times the employment growth of German SMEs.
Particularly in successful start-ups, after the third funding round
VC contributes to exponential growth that significantly
surpasses the average development of all businesses.

After VC investors have provided funding, successful start-ups
and their investors can typically choose from three exit routes:
sell the company to an existing business (acquisition), let a
financial investor take over existing shares (buyout) or do an
initial public offering (IPO). An analysis of exits from German
start-ups founded since 2005 reveals that exits do not always
take place within the country but often head abroad. In
acquisitions, the buyers came from abroad in 57% of cases and
in IPOs German start-ups chose a financial location outside
Germany in 44% of cases. In all of such exits the US is the
most important destination country. An acquisition by a foreign
buyer can entail a loss of value added and innovation potential
in the home market, as can a listing on a foreign stock
exchange. Measures designed to strengthen exit channels in
Germany and Europe therefore appear to be an important area
of economic policy.

Note: This paper contains the opinion of the authors and does not necessarily represent the position of KfW.

Start-up numbers have risen since 2024

High-growth and innovation-oriented business start-ups are of
crucial importance for the competitiveness of an economy. They
create new products, open up new markets and drive employ-
ment and productivity growth. Such start-ups make up only a
fraction of newly founded businesses in an economy. That is
because many newly founded businesses are rather designed
to generate a steady income based on tried and tested busi-
ness models and therefore differ from start-ups in their objec-
tives and risk appetite.

Encouragingly, the number of start-ups founded in Germany
increased again in 2024. According to Dealroom.co, 2,540
businesses with start-up characteristics were founded

(Figure 1)." Around 1,300 start-ups were registered in the first
half of 2025 too — a slight increase on the previous year's
average.

Figure 1: Around 2,500 start-ups were newly founded last
year
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Sources: Dealroom.co, KfW Research

There is no uniform definition of start-ups — common data
sources traced a similar development last year

The fact that there is no generally accepted definition poses a
challenge for the analysis of newly founded start-ups.? Innova-
tiveness and growth — key features — are often discernible only
some time after establishment. At the time of establishment, the
founders may have the ambition to grow and innovate but these
ambitions are difficult to identify from outside and it is unclear
how earnestly they are (or can be) pursued. The data from
Dealroom.co used here captures companies which the data
provider believes have created an innovative product or
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business model and can be scaled up quickly.> For comparison:
the data provider Startupdetector uses the official commercial
register to capture start-ups in Germany which they believe
have developed an innovative product or possess high growth
potential. In other sources such as the KfW Start-up Report and
the Start-up Monitor of the German Startup Association, by
contrast, start-ups are distinguished on the basis of the
entrepreneurs’ self-assessments of their innovativeness and
growth ambitions.

A comparison of Dealroom.co and Startupdetector illustrates
the effects of the different data sources and provider-specific
perspectives on the number of start-ups reported in Germany
(Figure 2). Dealroom.co captured more start-ups founded
between 2014 and 2020 but fewer since 2021 than the data
provider Startupdetector. However, significant differences in the
trend can be found only in the years 2020 and 2021, in which
the number of newly founded start-ups decreased on the
previous year according to Dealroom.co but increased
according to Startupdetector. The rebound in start-up activity in
2024 and in the first half of 2025, on the other hand, was
recorded in both sources. Even if the level of start-up activity
differs in the various sources, as a rule they paint a similar
picture of the direction of the trend.

Figure 2: Different sources show an increase in start-ups
since 2024
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VC funding has become more important for start-ups over
the years

Start-ups differ substantially from other businesses with regard
to risk appetite and financing requirements. That is why they
must seek funding from other sources. In particular, traditional
debt finance with bank loans often does not align with the risk
profile and cash flow of start-ups. In the early phase, start-up
entrepreneurs therefore primarily use own savings, funds from
family and friends or state support funds. Only in later stages do
they also consider loans or venture debt.? Before they can do
that, successful start-ups require large investment sums to
scale up. They do this by raising venture capital. Investors
participate in the business with equity and aim to obtain a return
from the sale of their shares when it has grown successfully. In
the data from Dealroom.co used here, businesses are identified
as start-ups if, in the view of the data provider, they generally
meet the requirements for obtaining funds from VC investors —
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especially growth potential and innovativeness.® The increase in
start-up numbers since 2024 is likely due in part to the fact that
the prospects of obtaining finance via the VC market had
improved again at the same time after a phase of market
consolidation.” Typical sources of VC include business angels,
who mainly invest in early stages, specialised holding
companies, investment by established enterprises (corporate
venture capital) or VC investment by a state investor.

In recent years German start-ups completed between 1,000 and
1,600 funding rounds with VC investors.® In these rounds,
successful start-ups raise capital in multiple funding rounds
throughout their growth cycle (Figure 3).

Figure 3: Venture capital funding stages of start-ups
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Source: KfW Research, own rendition.

Thus, with 2,000 to 3,000 start-ups founded each year, roughly
twice as many businesses were founded as there were funding
rounds. This alone illustrates that VC funding is definitely
something that by no means all start-ups obtain. This is due to
both the demand and the supply of VC funding. For one thing,
only a fraction of businesses with start-up characteristics
actually seeks to obtain VC funding. For another, VC investors
base their funding decisions on costly screening and due
diligence processes. In order to achieve the desired returns on
their investment, they fund only businesses they believe have
the best growth potential. That is why not nearly every start-up
that seeks VC funding actually receives the desired capital.

By mid-2025, approx. 16% of all start-ups established in
Germany since 2005 were funded with VC, which means they
successfully completed at least one funding round with VC in-
vestors. So, it is clear that the VC market over time has gained
in importance for the funding of German start-ups. Among all
start-ups founded in the year 2005, a mere 8% funded their
growth at least once with VC (Figure 4). That share rose to
nearly one fifth for start-ups established in the years 2011-
2017. The share of VC-funded start-ups reached its highest
level to date in the start-up cohort of 2021, with one quarter of
them having obtained funding via the VC market so far. It must
be borne in mind, however, that the cohorts from 2023 onwards,
in particular, cannot yet be compared with those before. That is
because the period between formal founding of the business
and the first VC funding is on average 1.7 years. The share of
VC-funded start-ups in these cohorts, therefore, is yet to grow.



Figure 4: One quarter of start-ups founded in 2021 received
VC funding — among those founded in 2005, that share was
8%
Number of newly founded start-ups per year by funding type
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The case numbers generally illustrate that start-ups and, in par-
ticular, those that obtain VC funding make up only a very small
share of total start-up activity in Germany. By way of
comparison: According to the KfW Entrepreneurship Monitor,
some 222,000 businesses were established on a full-time basis
in Germany in 2022.° That same year, Dealroom.co captured
just over 2,000 start-ups, around 470 of which had obtained VC
funding by mid-2025. Even if the share of start-ups in all newly
founded businesses is small, they still have an important role to
play. That is because VC-funded start-ups in particular account
for growth and value creation to a disproportionately high
extent.

VC-funded start-ups embark on a steeper growth path

The importance of venture capital as a funding source for the
growth of start-ups becomes clear when we look at how it cor-
relates with the number of employees. Start-ups that obtain VC
funding already have a larger workforce when they are formally
founded than those without VC funding'® and subsequently
grow faster (Figure 5). Whereas German start-ups that receive
no venture capital have around 1.2 employees more per year
on average in the first nine years, start-ups that obtained VC at
least once expand by around 2.5 employees on average per
year. A comparison with businesses surveyed under the KfW
SME Panel, which on average expand by a mere 0.6 em-
ployees per year, shows that start-ups are generally businesses
founded with the ambition to grow. VC-funded start-ups thus
grow on average more than four times as fast as German SMEs
and more than twice as fast as non-VC-funded start-ups.!" The
steeper growth path of VC-funded start-ups can be attributed to
two factors: first, the selection of businesses by investors, and
second, the VC investment — the fuel that drives growth. Start-
ups that have received VC funding have already undergone a
stringent selection process with their investors. Survey data on
US investors shows that for each investor, there are 100 more
investment opportunities per funded business that are not
funded by the investor.'? Thus, businesses that have a high
likelihood of successful growth even without VC investment are
most likely to obtain VC funding. But furthermore, successful
VC funding is the key resource for enabling promising start-up
companies fast business growth. Besides providing capital, VC
investors also contribute to the business with advice,
particularly in the early stage, and by giving them access to
customer and investor networks.
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Figure 5: VC-funded start-ups achieve a steeper growth
path’3
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The positive correlation between VC funding and company size
in Figure 5 is independent of the amount of VC obtained and
takes into account all start-ups founded since 2016 that are not
yet confirmed to have terminated their business activity — which
also includes numerous businesses whose growth ambitions
have not or only partly materialised. The significance of VC
therefore becomes even clearer when we consider only the suc-
cessful businesses. For them, the link between access to VC
and business growth is not linear. Venture capital funds
exponential growth, particularly in later stages. Figure 6 shows
that German start-ups that have successfully completed the first
funding round on average have 18 employees. Up until the third
successful funding round, the size of the business grows by
around 11 employees per round. From the fourth successful
funding round, however, the number of employees grows at a
disproportionately steep rate. Start-ups that succeeded in
completing five funding rounds achieved a workforce averaging
235 employees.

The size of the dots in Figure 6 stands for the number of busi-
nesses in Germany that were founded since 2005 and have so
far completed a corresponding number of funding rounds. The
analysis revealed that the number of start-ups that have suc-
cessfully completed a second funding round by mid-2025 repre-
sents roughly one third of the group that completed a first suc-
cessful funding round. Up to the fifth funding round, the number
of businesses in each round is then only about half as high as
in the preceding round. These figures illustrate that funding
start-ups means taking risks. Only a small portion of successful
start-ups generates the greater part of value added and growth
of start-ups.'™ However, providing access to VC on a broad
scale is an important prerequisite for these businesses to be
able to thrive in an economy.
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Figure 6: Company size grows disproportionately with
number of completed VC funding rounds
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What pathways do German start-ups embark on after
successful VC-funded growth?

After start-ups have successfully grown with VC funding, they
generally have three options for when their VC investors wish to
exit from their investments after a number of years. One option
is that start-ups are acquired by another business or businesses
that wish to integrate their technologies or products into their
own processes or assortments (acquisition). In that case, the
start-up either merges with the acquiring company or becomes
a subsidiary. Two other options in which start-ups remain eco-
nomically independent are the acquisition of their shares by a
financial investor via a buyout and by raising capital through a
stock exchange listing (IPO). Exits are of fundamental impor-
tance for the funding cycle in the VC market because they
generate returns to VC investors. The shareholders of start-ups
regard an IPO as the most lucrative pathway. But it is open only
to very successful businesses. Which exit route German start-
ups choose after VC funding is also quite relevant for the
economy as a whole. It determines where and in what form the
business activity of the start-ups continues and contributes to
value added.

Figure 7 shows which exit pathways start-ups founded in
Germany that have successfully grown with VC funding have
pursued since 2005. A total of 986 transactions have been
recorded in which VC investors have exited again from their
investments in German start-ups. Acquisitions by another
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company was by far the most important path to exit. This was
the case in 899 transactions, or 92% of all exits. Buyouts were a
distant second, with 5% of all exits, in which a private equity
investor takes over the shares. Stock exchange listings of start-
ups were the least common exit. The 41 IPOs recorded made
up only 4% of all exits. However, raising capital by going public
is an important exit channel for particularly successful start-ups
that experience high employment growth and have a high need
for capital. IPOs make up a mere 4% of all exits, but they
account for 51% of the workforce in start-ups with a completed
exit (Figure 8).

In order for start-ups founded and successfully established in
Germany to be able to contribute to value creation and competi-
tiveness within Germany in the long term, their value creation
and innovative capacity must be concentrated in Germany even
after the exit. An acquisition by a foreign enterprise in particular
causes values already created by the start-up, such as
functioning business models or IP and trademarks, to leave the
country. In an extreme case, an acquisition by a foreign
company can entail the complete relocation of value creation
and an outflow of talent. Listing a start-up in foreign financial
markets can also cause it to focus its business activity on a
foreign country, not least with the aim of attracting investors
there.'® The narrow absorptive capacity of the German and
European capital market and the resulting reduced
attractiveness for a public listing has been debated as a con-
straint for quite some time now.'®

Indeed, the exits of start-ups founded in Germany are often
international. In 43% of acquisitions the buyers were domiciled
in Germany. At the same time, more than half the start-ups
were sold to businesses domiciled abroad. Enterprises from the
US were the most important group of buyers. They accounted
for just under one fourth of all acquisitions of German start-ups.
A further 18% were acquired by businesses from European
countries, 16% by companies from the rest of the world includ-
ing Canada, Australia, Japan, China, Israel and India. Investors
in buyout transactions, too, were 46% from Germany. A further
40% were domiciled in European countries, meaning the
overwhelming majority of investors came from Europe. In the
case of IPOs, 54% of start-ups opted for a listing in Germany.
However, the strong attractiveness of the US-based NASDAQ
for young technology firms is obvious. Around one third of IPOs
of start-ups founded in Germany took place there. A further
10% of IPOs were completed in financial markets in Europe,
including in the UK, Sweden, the Netherlands and France.
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Figure 7: What pathways do German start-ups embark on after their VC-funded growth?

Exits of VC-funded start-ups founded in Germany since 2005 by exit pathway and country of investor or financial market
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In conclusion, it can be said that the exit pathways of start-ups
founded in Germany often end in other countries. In the case of
acquisitions and IPOs, that often means the US. For IPOs, this
has to do with the greater absorptive capacity of the US capital
markets and the enabling conditions provided by a vast
contiguous economic region. Against this backdrop, measures
designed to building a stronger European single market and
contribute to deepening the capital market appear to be an
important field of action in order to provide successful start-ups
better funding prospects in Europe. Furthermore, US
businesses are particularly active in the acquisition of
innovations from German start-ups. Established companies in
Germany should therefore be made more aware of the potential
of start-ups as a source of innovation. That does not necessarily
require them to invest in a start-up. Venture clienting models in
which established businesses act as early customers of inno-
vative products and services of start-ups could be a good entry
point here. That could enable established enterprises to access
technologies with lower risk than by investing in the business.
From the perspective of the start-up, cooperating with
established enterprises not only generates turnover but
provides access to market feedback for product development.
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Figure 8: IPOs make up a mere 4% of all exits but account
for 51% of the workforce in start-ups with a completed exit
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