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VC market in Germany:
Ready for the next development stage
Summary of key points
− Venture capital investments have positive
economic effects. Market failure, however, leads to
suboptimal VC investment levels. While the problem
in Germany used to be acute in seed finance, it now
affects later-stage and larger financing rounds. The
growing importance of the digital economy has
contributed to the shift because digital start-ups are
under pressure to scale up fast, for which they
require larger VC investment volumes. In the US,
VC investors are prepared for the specific needs of
digital start-ups. Germany has not yet reached this
development step.
− The German venture capital market was growing
until the coronavirus crisis hit. Since 2014,
annual VC investment had increased 2.8-fold to
around 1.9 billion in 2019. The overall market
environment (fundraising, demand, exit) has also
improved significantly in the past years. The
coronavirus crisis then dealt a severe blow to
VC business sentiment but has not yet had a visible
effect on investment activity.
− Despite the positive development of the German
VC market, it lags behind other European
countries. Relative to the strength of their
economies, VC markets in the United Kingdom and
France were around 2.1 and 1.5 times larger on
average in the past three years. This represents a
gap of 700 to 1,700 million euros in investment
volume annually. The lag is particularly pronounced
in the area of biotech/healthcare.
− With a view to unicorns, Germany is in mid-range
in Europe. Unicorns can be taken as a measure of
the ability of VC markets to realise repeated largevolume financing rounds. At present, Germany has
12 such start-ups with evaluation in excess of
USD 1 billion, fewer than the United Kingdom’s 22
but more than France’s five. Unicorns are common in
large VC markets, which explains why most of the
world’s unicorns are found in the US and China.
When large financing rounds are realised in
Germany, foreign VC investors are on board in nine
out of ten cases. That increases the risk of such
start-ups leaving the country.

− The data situation on venture capital is uncertain.
In addition to data from investor associations, data is
available from information providers that capture
published VC transactions. For 2018 and 2019,
association reported institutional VC investments in
Germany worth EUR 1.7 and 1.9 billion are mirrored
by a total volume of EUR 2.3 to 6.2 billion in VC
deals, depending on who provided the data. The
wide range shows how difficult it is to ascertain the
‘true’ size of the VC market.
− The German VC market is lagging behind, not
just within Europe but internationally too. This
has been shown by analyses of transaction data that
include VC deals in the broadest sense from diverse
investors. Relative to economic strength, the gap to
the United Kingdom has increased to a factor of 2.7
on average over the past three years. The VC
markets of China and the US are clearly in the lead,
being 5.2 and 4.1 times larger. In US dollars, these
factors represent gaps in annual VC deal volume in
excess of USD 7 billion, 13 billion and 18 billion.
− Germany is lagging behind in digitalisation but
also in other future areas. Based on absolute
figures, it is particularly the VC deals in China and
the US in the field of mobile apps that stand out.
Germany’s VC market also lags behind in fields such
as manufacturing and robotics, which actually build
on Germany’s traditional research strengths. In other
technological areas, such as artificial intelligence and
big data, but also clean technology and health
technology, the gap in VC deal volumes is slightly
narrower. Their relative share in the German VC
market, however, remains comparatively low.
− The interplay of domestic and foreign investors
can give rise to a healthy and sustainable VC
ecosystem. Weaknesses in individual market
phases can be ironed out by mobilising private
capital. Crowding-in models and tax incentives have
already proven their practicability in this respect.

KfW Research

Venture capital as fuel for creative destruction and
future growth
Start-ups need suitable finance
Google and Facebook have shown the way: Grow
rapidly with new technologies and an innovative
business model and achieve a globally dominant
market position as a relatively young enterprise,
employ thousands of people and be among the world’s
most valuable companies. This impressive success
story has helped put start-ups (i.e. innovative or
growth-oriented young firms) on the economic-policy
agenda of most industrial nations.
In order to be able to write such success stories,
however, start-ups require suitable finance. That is
because the more innovative and growth-driven they
are, the less suitable traditional debt finance is for
them. Loans fit neither the cash flow profile nor the risk
profile of typical start-ups. 1 Venture capital (VC), on the
other hand, fits very well. Investors participate in startups with venture capital. The high risk therefore can
potentially offer opportunities for high returns if the
value of the start-up increases when it is successful.
Because of the coronavirus crisis, start-ups have
moved up on the economic policy agenda. Since
buyers and investors became more reluctant to get
involved, the crisis posed an existential threat for many
start-ups.
‘Software is eating the world’ 2 or why VC is so
important in the digital economy
However, Google and Facebook are not just examples
of success stories. They also stand for the league of
young enterprises with digital, highly scalable business
models. Such enterprises can quickly expand their
offerings to a large number of customers and meet
their demand without their costs growing in the same
proportion. The more the costs remain below growth,
the more scalable the business model. Compared with
the pioneering days of their predecessors, the
conditions for digital start-ups have improved again
significantly in the past ten years. There are hardly any
business segments left that do not rely on software or
web 2.0 apps. Mobile internet use has massively
expanded through smartphones. That has generated
enormous potential for the development of innovative
digital business models. At the same time, market entry
barriers for digital start-ups have fallen considerably
owing to declining investment costs, for example
through cloud computing. The growth trajectory of
digital start-ups therefore differs from that of traditional
technology start-ups.
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If digital start-ups want to be globally competitive, after
developing a functioning beta version they are often
forced to scale up their business to a high level, in
other words quickly attract many customers (market
share) and get a head start in brand recognition. Such
a strategy is particularly necessary in platform
approaches because these are often winner-take-all
markets as a result of network effects. In contrast to
traditional technology start-ups, it is not the development and improvement of a technical product prototype
that accounts for the bulk of their costs but the scaling
– even if this is fundamentally done in a cost-efficient
way. The higher and faster the scaling is to be, the
more capital is needed.
VC has positive economic effects
Start-ups help make new technologies marketable and
acceptable to society, create new markets or at least
break up encrusted economic structures, thereby
ultimately creating jobs of the future – very much in line
with Schumpeter’s ‘creative destruction’. VC finance
supports start-ups in this quest. The positive effect of
VC on start-ups’ successes in growing, innovating and
commercialising their offerings is particularly well
documented in the economic literature. 3 Thus, VC
investments increase start-ups’ turnover growth,
employment growth, patent applications and product
development / introduction (‘time to market’). 4
‘The VC impact for 90% of companies is
substantial – receiving a VC investment allowed
them to improve further and faster than their
peers.’ 5
At industry and country level, VC investment is proven
to generate higher innovative output than direct
expenditure on research and development (R&D) does.
Thus, the overall economic effect of a dollar of venture
capital for patent applications is around three times as
high as a dollar of R&D. 6 Since knowledge essentially
has a public good characteristic, the benefit derived
from it is not limited to the start-ups being financed.
Other companies also benefit through spillover effects. 7
Because of these positive external effects, the
availability of VC also plays an extremely important role
for the economy as a whole.
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Market failure results in VC investment levels that
are economically inadequate
Germany’s VC market is still relatively young, as it is in
most European countries with bank-based financing
systems. Only in the United Kingdom 8, where the
capital market plays a much larger role for the
economy, is the VC market older and more mature.
Internationally, the US plays a pioneering role. In the
1950s the VC market began to develop there with
massive state support in the form of military R&D and
production orders.

VC investors: diversity in motivation, focus and
investment power
When start-ups need VC, the stage of their business
growth and the financing purpose are relevant in
choosing which investors should participate. Private
equity investors, corporations (‘corporate venturing’),
family offices and business angels are some of the
players active in the VC market.

In the mid-1990s the German VC market gathered
steam for the first time but was hit hard by the dotcom
crash. That led to a loss of confidence in the quality of
start-ups overall (both in business models and in key
figures and forecasts), with VC investors generally
becoming more risk averse. Very young start-ups
suffered most from this setback. The reason is that in
early phases of a start-up, the founders are still much
better informed about the business model, technology
etc. than potential investors (information asymmetry).
Confidence-building measures no longer bore fruit.
Even promising start-ups hardly found VC investors
anymore. It was not until the High-Tech Start-up Fund
was launched that the situation eased and the market
was revived.

Private equity investors are ‘institutional investors’
whose business purpose is to raise financial resources
to be able to acquire a stake in a business and sell that
stake again at a profit after the business has innovated
or expanded successfully. Venture capital firms
specialise in acquiring stakes in start-ups. Typically,
they establish their own temporary vehicles (VC funds)
to arrange the process (fundraising / investment / exit).
They invest the funds in multiple start-ups so as to
spread the high risk at least a little. Ideally, one or two
very successful participations can thus secure an
above-average return for the fund, irrespective of how
the remaining participations evolve. VC funds invest
sums starting at several hundred thousand euros
depending on their size and focus.

Information asymmetries are not the only frequent
reason that the market mechanism leads to
economically suboptimal outcomes (market failure),
creating the need for economic policy action. The
positive external effects of VC on innovation also call
for corresponding measures, as private VC investors
do not take them into account in their investment
decisions.

Figure 1: Foreign direct investors are on board in
nine out of ten major VC deals in Germany

Given the information asymmetries and positive
external effects, VC is probably in short supply in the
economy as a whole. The High-Tech Start-up Fund
created reliable access to VC for very young start-ups
in Germany. On its own, however, the German
VC market can only sporadically raise large volumes of
growth finance. Thus, nine out of ten large deals there
have foreign direct investors on board (Figure 1).
The high participation of foreign direct investors in
growth finance is a sign that the German VC market
has not yet matured. Given the increasing importance
of digital business models, which require large volumes
of follow-up finance for growth and market penetration
relatively soon after their start-up finance, this is a
problem for the future viability of the economy. The US
venture capital scene has adapted to the specific

needs of start-ups in the digital economy. Germany has
not yet reached this development stage.

Origin of investors in per cent of all deals* (∅ 2017–2019)
Deals < USD 2 million
>USD 2–20 million

70
34

Ger ma n in vestors on ly

17

49

>USD 20–50 million 5
>USD 50 million 5

13

17

58
44

37
51

Ger ma n in vestors too

Foreign in vestors on ly

* All deals stating deal volume and origin of investors23
Source: own calculations with data from Preqin

In addition, there are informal investors such as business angels. These are usually wealthy private
individuals (often former entrepreneurs) who invest in
start-ups and support them with their entrepreneurial
experience. They generally focus on the earliest stages
of a business, invest lower amounts and have other
motives beyond financial returns. 9 For many angel
investors the joy and challenge of supporting, accompanying and developing new businesses plays a major
role. Angel investors often work to develop new
businesses to a level that makes them interesting for
VC funds. Family offices are another type of informal
VC investors. They often manage large, historically
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grown family assets. They generally regard the
preservation of capital as a high priority, so that VC
only accounts for a small portion of their asset
allocation. They typically act as fund investors but
increasingly invest directly as well. Corporates typically
invest using their own VC firms (CVCs), which then
belong to the institutional market. Strategic goals are
priorities for them, even before financial returns. 10 For
example, they use VC investments to gain a window on
technology or in order to familiarise themselves with
new business models. But corporates also increasingly
invest informally, that is, directly without an
intermediary CVC company.
There are no official statistics on VC investments. Of
course, changes in shareholdings of corporations must
be published but there is no obligation to identify
whether they specifically involve a VC investment. This
is compounded by general difficulties in defining what
constitutes a start-up. Information providers such as
Preqin, Pitchbook, Dow Jones VentureSource and CBInsights capture private equity transactions but
evaluating them is fraught with particular challenges
(see box on page 11). Given the difficult data situation,
in the following we will mostly use data from Invest
Europe, the European association of private capital
providers, which collects investment-related
information, primarily from its members.
Coronavirus shock has unsettled the German VC
market but investment activity remains steady
Coronavirus crisis has shocked VC investors
The coronavirus pandemic spread across the globe in
the first quarter of 2020. Some countries temporarily
introduced curbs on all public activity and ordered
businesses to shut down in order to contain the
pandemic. In Germany the measures have so far not
been as restrictive. Contact and travel restrictions were
imposed, large public events were banned and
companies and professionals with close personal
customer contacts were ordered to stop trading. These
measures had a direct and severe impact on areas
such as the events industry, tourism, catering and
hospitality, retail and personal services. Many selfemployed persons, businesses and start-ups in these
sectors suffered heavy or complete turnover losses.
But the crisis was not limited to directly impacted
sectors. The measures adopted around the world to
contain the pandemic weighed heavily on the entire
global economy. This was also reflected on the stock
exchanges. The Dow Jones Industrial Average index
plunged 37 % from mid-February to mid-March as
investors’ preference for cash rose sharply. The
sudden uncertainty that beset portfolio enterprises and
fundraising deeply unsettled German VC investors.
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According to the German Venture Capital Barometer,
which KfW surveys on a quarterly basis in cooperation
with the German Private Equity and Venture Capital
Association (BVK), business confidence plummeted to
an all-time low at the end of the first quarter of 2020
(Figure 2). Thus, only six quarters separated the alltime high and the all-time low. However, the initial
shock passed again in the second quarter. Business
sentiment recovered significantly from the new all-time
low. The EUR 2 billion support package for start-ups
jointly announced by the Federal Ministry for Economic
Affairs and the Federal Ministry of Finance on 1 April
2020 most likely played a role in this. 11 KfW and
KfW Capital performed key functions in the design,
implementation and financing of this package.
Figure 2: Coronavirus crisis sends VC business
confidence crashing through the floor
VC business confidence in points 12
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Source: German Venture Capital Barometer

Confidence has fallen across a broad front 13
At the end of the first quarter of 2020, almost all
sentiment indicators of the German VC market fell
deep into the red (Figure 3). Sentiment regarding
fundraising, exit opportunities, new investments and
value adjustments dropped sharply. The only indicator
to improve – one that, from experience, moves in
opposite direction – was the assessment of entry
valuations. Given the uncertainty over the further
development of the coronavirus pandemic, the
economic outlook became very bleak. Valuation
benchmarks for portfolio enterprises also plummeted
as a result of the global slump in share markets. So it
was understandable that pressure on portfolio and
entry valuations rose noticeably. Scepticism about new
investments is also a well-known phenomenon. This
crisis-induced state of shock was evident both after the
end of the New Economy boom and in the financial
crisis, when investors hesitated to invest again and
temporarily limited themselves to supporting their
portfolio companies. A similar shift in investment focus
would therefore not be unusual in the coronavirus crisis
either. 14 At any rate, demand for VC has not fallen.
Although VC investors have a more negative view of
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the level and quality of their deal flow and its innovative
character, the decline is relatively moderate.
Figure 3: Coronavirus shock has driven sentiment
indicators deep into the red – recovery after initial
scare
Sentiment indicators in points
Setiment indicator

Q4 / 2019

Q1 / 2020

1.5
1.1

Q2 / 2020

+39.1

-35.3

+0.8

-50.4

+11.6

+26.2

Exit opportunities

+15.4

-73.4

-23.8

New investment

+6.6

-70.1

-31.5

Dealflow strength

-1.8

-10.7

+5.0

-6.7

-6.4

-5.3

Funding

+13.8

+1.9

+37.8

Taxation framework

+21.4

+12.2

+29.0

-5.2

-14.7

+19.7

+21.9

-49.8

-15.4

Write-downs

1.9

1.3

Entry evaluations

Innovation

Investment in German start-ups, EUR in billions

12

Fundraising

Dealflow quality

Figure 4: Venture capital investment in
Germany more than doubled within five years

Source: German Venture Capital Barometer

VC investors are breathing a sigh of relief 15
Just as the various sentiment indicators deteriorated
almost consistently in the first quarter, they recovered
again in the second quarter. The only exception was
quality of deal flow, however, for which assessments
remained steady, as they did in the previous quarter.
VC investors are breathing a sigh of relief with respect
to fundraising, exit opportunities, new investments and
value adjustments. With the exception of the fundraising environment, the corresponding indicators continue
in negative territory but the relief over progress made in
containing the pandemic in Germany for now and
apparently mastering the crisis better economically
than other countries is palpable. Encouragingly, the
assessment of entry valuations – an indicator that
normally moves opposite to the others – continues to
improve after rising significantly in the first quarter. As
the first shockwave in the second quarter has passed
and VC investors are now more eager to enter into new
investments again, even if much less than before the
coronavirus crisis, that – along with more favourable
entry valuations – may create positive feedback effects
for the market.
VC investment grew steadily from 2015 to 2019
A look at the development of Germany’s VC market
shows that the financial crisis of 2008 was a turning
point. It took the market several years to recover from
that shock. From 2009 to 2014, investment activity in
Germany settled at a level of EUR 600 to 700 million
per annum. In 2015 investment activity gathered steam
again. In a period of just five years, VC investment in
Germany increased 2.8-fold to around EUR 1.9 billion
in the year 2019 (Figure 4).

0.8

1.1
0.7

0.7

0.7

0.6

0.7

0.9
0.7

200 7 200 8 200 9 201 0 201 1 201 2 201 3 201 4 201 5 201 6 201 7 201 8 201 9

Source: Invest Europe / EDC

Investment restraint has not yet manifested itself
Current transaction data provides an idea of how the
coronavirus crisis has affected actual investment
activity. So far, the investment data does not reflect the
feared investment reluctance. Thus, on the basis of
Preqin data, which are not comparable to those of
association data (see box on page 11), investment
activity in the second quarter of 2020 remains on the
level of the same quarter in the previous year
(Figure 5). It is possible, however, that the declines will
not become apparent until later in the year, when all
deals initiated before the coronavirus crisis have been
completed.
Figure 5: Coronavirus crisis has not yet impacted
on investment activity
Volume and number of VC deals23
84

98

115

120

95

95

1,947
1,091

201 9 Q 1

1,145

201 9 Q 2
201 9 Q 3
EUR bi llions
Number (includin g volume)

929
201 9 Q 4

909
202 0 Q 1
Number (to tal )

1,164

202 0 Q 2

Source: own calculations with data from Preqin

Other analyses have concluded that the investment
volume in the first half of 2020 was much lower than in
the same period last year because fewer very large
deals were closed owing to the coronavirus crisis. 16
Given the unusual accumulation of very large deals in
2019, however, a coronavirus effect in the first half of
2020 is rather unlikely.
Around EUR 4.7 billion was invested in VC in Germany
during 2017–2019. The lion’s share of this went to
information and communications technologies (45%,
Figure 6). Biotechnology/healthcare (18%) as well as
consumer goods/services and finance/insurance
Page 5
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(9% each) were also sought after. Four per cent of VC
investments each went to the sectors business
products/services and energy/environment.
Figure 6: Almost half of VC investment went to
information and communications technologies
Sector shares in per cent (avg. for 2017–2019)
11

4

Pro ducts / ser vices for businesses
IT / commu nicatio n technol ogy

18

Total
EUR 4.7 billion
2017–2019

Consumer goods / services
Ene rgy / e nvir onment

45

Finance / insuran ce

9
4

Biotech / hea lthcare
9

Other sectors

Figure 8: Number of start-ups in Germany is
growing

Source: own calculations on the basis of Invest Europe / EDC

Demand continues long-term upward trend despite
current weakness
German institutional investors see a positive trend in
the demand from start-ups for VC over the past
15 years (Figure 7). Demand for VC increased
significantly from 2003 to 2009 and then remained
relatively steady up to the year 2014. After a temporary
drop in 2015, however, demand rose again to a higher
level in the following years. This is also consistent with
the development of the number of start-ups in Germany
(Figure 8), which grew strongly in the years 2017 and
2018. In 2018 Germany had some 70,000 start-ups –
innovation- or growth-driven young enterprises. In the
coming years, around 9% of these intend to finance
their further growth with venture capital, that is, through
a participation by venture capital funds or business
angels. At the moment, demand for venture capital is
weaker. This is not an effect of the coronavirus crisis,
as the weakness began already in 2019. However,
there have always been phases of weakness. There
are no signs of the long-term upward trend ending any
time soon.
Figure 7: Positive development of VC demand
VC demand sentiment in points12
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Source: German Venture Capital Barometer
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It is not clear how developments in the VC market and
the number of start-ups correlate. A causal relationship
is possible in both directions. Thus, a positive
development in the number of high-quality start-ups
(where sufficiently available) will entail an increase in
VC investment. On the other hand, it is possible that
the number of start-ups that potentially need VC will not
grow until they are confident that there will be a
sufficient supply of venture capital. For Germany, for
example, there is a statistically significant effect of the
amount of VC investment in one year on the number of
high-tech start-ups in the following year. 17 This supply
effect on start-up activity has also been evidenced for
the US. 18 When one of the two trends starts to pick up,
it can trigger a process with positive feedback effects.

'18

'20

In thousands
54

2016

60

2017

70

2018

Source: KfW-Start-up-Report 2019

Start-ups make up only a small portion of annual
entrepreneurial activity. On average over the past
years, only around seven in 100 newly founded
businesses in Germany exhibited the characteristics of
start-ups. 19 Entrepreneurial activity overall has been on
the decline for many years now, also because the drive
towards self-employment has weakened considerably. 20 Young people are a bright spot in this regard, as
they were slightly more inclined to start a business. It is
possible that they helped start-up numbers to grow
despite overall declining entrepreneurial activity.
Should young people’s entrepreneurial spirit continue
to rise, it would presumably bolster VC demand as well.
Fundraising climate rises to record level in lowinterest environment – coronavirus crisis is
creating uncertainty
In order for VC companies to be able to invest in startups, they must first raise the capital required for the
respective funds. The supply of VC for start-ups thus
essentially depends on how much capital investors are
prepared to allocate to the VC asset class. The
fundraising situation for German VC funds has
improved significantly since the global financial crisis.
Their sentiment about the fundraising situation had
dropped to a low point in June 2009 (Figure 9). But the
fundraising climate gradually improved in the following
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ten years. Since 2016 it exceeded the pre-crisis level
for the first time and has since regularly reached new
highs. This development has been supported by the
persistent low-interest environment in which more
capital from interest-bearing products is being
channelled into more high-return investments.
Figure 9: VC fundraising climate: 10 years from
record low to record high and into the coronavirus
crisis
Fundraising climate in points12
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Source: German Venture Capital Barometer

The outbreak of the coronavirus crisis at the beginning
of 2020 has massively unsettled businesses and
investors. Their response was to work hard to secure
liquidity. For example, investors retreated from existing
investments, as illustrated by the collapse of
international stock markets. The fundraising climate
deteriorated accordingly.
In the 2017–2019 period, VC funds domiciled in
Germany raised to some EUR 5.8 billion (Figure 10).
The state was the most important source, accounting
for a share of 16%. Insurers/pension funds and
enterprises, the next largest sources, contributed 15
and 13%. For a major portion of the capital raised,
however, the sources are unclear (31%). This probably
leads to an underestimation of the amount of capital
originating from private sources, as official sources
tend to have greater transparency.
Figure 10: Large asset managers contribute only
little to fundraising
Fundraising sources in per cent (avg. for 2017–2019)
2

11

Financial insti tutes / cap ital markets
13

0.4

Busine sses
Founda tio ns / en dowme nt funds

31

9

Total
EUR 5.8 billiion
2017–2019

3
16

15

Family offi ces / private i nve stors
Umbrella funds
Pub lic sector
Insu rance providers / pension funds
Non-classified
Other asse t manage rs

Source: own calculations on the basis of Invest Europe / EDC

Exit opportunities improved in the past decade –
trade sales are most important exit route
VC funds usually have a targeted term of around ten
years and follow a traditional investment pattern: They
invest their funds in promising start-ups for a period of
three to five years. They subsequently monitor their
portfolios and make follow-up investments in the most
promising businesses. They exit from the start-ups in
the last years of the term.
At that stage, however, many investments no longer
exist because start-ups are typically high risk and
therefore often fail. In order to achieve a positive return
for the fund investors, such partial or total losses must
be offset by a small number of very high-growth
investments.
Typical ways in which VC funds divest from their
participations are trade sales (selling their company
shares to a strategic investor such as a large corporation that integrates the technology or service of the
start-up into its business process), secondary sales
(selling their company shares to another venture capital
or private equity fund), buybacks (having their company
shares bought back by the start-up or its participating
management) and public offerings ((initial) listing of
company shares on stock exchanges).
The exit environment, that is, the assessment of the
situation and expectations of VC funds regarding the
possibility of exiting from the investment, deteriorated
significantly during the financial crisis, as did the
fundraising climate, and has since recovered only
gradually (Figure 11). It was not until 2017 and 2018
that the exit environment returned to record levels. In
2019, however, it grew bleaker again, as the
coronavirus crisis gave it another considerable
dampener.
The exit environment differs according to the relevant
exit pathway. The environment for initial public
offerings in particular is proving to be relatively volatile.
It depends rather heavily on the development of the
(international) stock markets because in positive
market phases IPOs are more likely to meet the
necessary demand and thus make them easier. In the
year 2007 the IPO environment achieved the highest
level ever measured but declined sharply in the wake
of the financial crisis. After that, a wavelike growth
trend began which culminated in a ten-year high in
2018. The environment for IPOs is currently less
favourable than for other exit pathways. This is
probably due primarily to the fact that some IPOs that
were planned and realised in the US in the past
quarters were not as successful as expected.
Page 7
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Figure 11: Coronavirus crisis narrowed
exit opportunities for VC funds once again

for a company to earn exceptionally high returns, today
trade sales offer companies the prospect of very good
returns as well.

Exit climate indicators in points12
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Figure 12: Trade sales dominate exit activity with
ownership transfer
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Trade sales are the exit pathway that appears to have
been particularly hard hit by the coronavirus crisis. The
environment for exiting by selling to strategic investors
has deteriorated more than average. This may have to
do with the fact that strategic investors themselves are
suffering from the crisis and seek first and foremost to
secure liquidity because of turnover losses. Strategic
acquisitions are therefore on the backburner.
During the 2017–2019 period there were more than
1,000 exit transactions from start-ups in Germany.
Here it must be taken into account that an exit can also
take place gradually in several transactions.
Furthermore, VC investors often provide their portfolio
companies debt or mezzanine capital in addition to
equity. Repaying this capital counts as an exit
transaction. Half of the more than 1,000 exit
transactions consisted of such repayments (Figure 12,
left). A further one fifth were depreciations as a result of
total losses, highlighting the high risk of VC
investments.
Around one quarter of all exit transactions use the exit
pathways mentioned with ownership transfer. This is
where trade sales dominate, accounting for 60% of
these transactions (Figure 12, right). Buybacks (19%)
and secondary sales (14%) are also relatively common.
Public sales (6%), on the other hand, are relatively
rare. There is a reason for this. As a rule, public
placements are only for a positive selection of ‘listing
ready’ companies that are expected to gain high
market capitalisation, for example. Usually, this applies
only to start-ups which are already established in the
market despite their young age and have grown
strongly, meaning they have successfully completed
several rounds of financing. However, it is also evident
that the attractiveness of exit pathways is changing.
While there used to be no alternative to IPOs in order
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Source: own calculations on the basis of Invest Europe / EDC

Coronavirus crisis has both immediate and
structural impacts
Stress and existential threat for start-ups
Even if business confidence in the meantime has
clearly recovered from the new all-time low and the
market might pick up again, market conditions are no
longer what they used to be. In the supplementary
coronavirus survey to the German Venture Capital
Barometer of the second quarter 2020, VC investors
almost unanimously reported that the start-ups in their
portfolios were struggling with turnover losses as a
result of the crisis (Figure 13). The majority also expect
more start-up failures. But many only partly agree with
this statement, presumably because they have their
eyes on different sectors that have been affected by
the coronavirus crisis in very different ways.
Investor landscape in upheaval
Start-ups are also feeling the crisis on the financing
side. Thus, most VC investors reported that the coronavirus crisis ultimately prevented them from finalising
approved deals. Here as well, many investors agree
only in part. Apparently, deals were more often
cancelled by investors who were heavily invested. That
is because the lower the available reserves were, the
more likely they were to support the existing portfolio.
The same applies to the closing of new deals, although
the picture here is much more balanced overall. In
other words, there is still appetite for new investment.
This is consistent with the improvement in the investment environment in the second quarter, after investor
appetite dried up in the first quarter of 2020 (Figure 13).
Evidently, the great uncertainty caused by the coronavirus shock in Q1 was the main reason approved deals
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were not realised in the end. But the risk of further
crisis-induced cancellations should now have passed.
The crisis is also likely to have indirectly affected startups’ access to VC – through a change in the investor
landscape. Thus, the majority of the surveyed investors
have noted that foreign direct investors and nontraditional direct investors such as companies, endowment funds, hedge funds, sovereign wealth funds and
investment banks have reduced their activities in the
market. A retreat to the domestic market and core
business would be a normal crisis response. The data
of Preqin, however, shows that the share of foreign VC
investors in the deals closed in the March-June 2020
period has hardly changed in comparison with the
same months of previous years. Whether the perceived
change in the investor landscape will come about and
whether it may be a snapshot or long-term trend will
depend on the further progression of the coronavirus
crisis – as will investment activity.
Figure 13: Coronavirus crisis weighs on the VC
market and is changing the investor landscape
Number of mentions
Portfolio Companies (Start-ups)
Gra ppling with turno ver losses

22

Fail mo re o ften

2

2
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8

2
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Direct Investors (DI)
With draw d eal offers

4

Turn down new d eals

10

7

Foreign DI lea ve market

6

Non-traditiona l DI le ave market

9
10

1
3

4

8

German VC market in a benchmark comparison
Germany is lagging behind in VC investments
The VC market in Germany has been growing in recent
years and VC investments have increased. But that is
also true of other countries. Even a European
comparison is sobering. In relation to the strength of
their economies, the VC markets in the United
Kingdom and France have evolved much more
positively, with the German market even lagging behind
the development of the whole EU-28. On average for
the 2017–2019 period, VC investments in Germany
represented 0.047% of GDP (Figure 14).
For the EU-28 the rate is 0.053%. The rates for other
major European economies such as the United
Kingdom, Sweden and France are much higher still. In
this comparison, the United Kingdom must be seen as
the EU’s VC lead market, both in relative and in
absolute market size. On average for the 2017–2019
period, VC investments there represented 0.098% of
GDP. This means that relative to the country’s
economic strength, more than twice as much VC was
invested there each year as in Germany.
Figure 14: As a percentage of GDP, UK’s VC market
is twice as large as Germany’s
VC-to-GDP ratio in per cent (avg. for 2017–2019)
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Source: special survey conducted under the German Venture Capital
Barometer Q2/2020 21

Investors remain loyal to VC funds
The fear that the stock market sell-off could also spill
over into VC fund investments did not materialise. It
appears that fund investors have attempted to withdraw
from VC funds only sporadically. Thus, few
VC investors confirm that fund investors have
attempted to exit from investments or have withdrawn
commitments they had made to fund investments.
Those who are in the process of raising funds,
however, will have more difficulty securing
commitments from fund investors.

GB

SE

CH

FR

EU-28

D

SP

IT

Source: own calculations on the basis of Invest Europe / EDC

Expressed in euros, this means Germany is lagging
behind in VC investment by some EUR 1,700 million.
(Figure 15). That is the sum that would have to be
invested additionally in Germany each year in order to
achieve the relative market size of the UK in the
2017–2019 period. The gap to Sweden is a good
EUR 900 million, to Switzerland a good
EUR 800 million and to France a good
EUR 700 million. As VC markets evolve dynamically,
the difference to the benchmarks also varies. Thus,
until a few years ago the VC markets in Germany and
France were of the same size relative to their economic
strength. It was not until 2013 that a gap opened up.
The lag behind the UK also increased considerably
after 2017.
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Lag particularly in biotech / healthcare but ahead in
energy / environment
With regard to the target sectors of VC investments,
Germany is hardly any different from the United
Kingdom, France or the European average (Figure 16).
In all regions, most of the capital invested in the 2017–
2019 period went to the areas of information and
communications technologies. Here, France stands out
with a share of 57%, with the United Kingdom just
behind.
A significant difference exists only in the field of
biotechnology/healthcare. Germany’s 18% share is
relatively small. France’s share was only slightly higher,
at 21%. The United Kingdom, however, matched the
European average, at 24%. Energy/environment is the
only sector in which Germany trumps all other regions
with a share of 4%. Even if the level is relatively low,
that share is still twice as high as the European
average and four times as high as in the United
Kingdom.
Thus, the biotechnology/healthcare sector accounts for
a disproportionately high share of the above lag of the
German VC market. By contrast, Germany leads in
VC investment in the energy/environment sector. In the
2017–2019 period, about one third of the capital
invested here in EU-28 went to German start-ups,
which is slightly more than the almost 30% invested in
the previous period (2014 to 2016).
Figure 15: German VC market lags behind
European benchmarks by approx. EUR 700 – 1,700
million
(Avg. for 2017–2019)
0.098%
+ EUR 1.726
billion
+ EUR 905
billion

+ EUR 815
billion

+ EUR 714
billion

CH

FR

EUR 1.569
billion

D

GB

Realised VC i nve stments

SE

0.074%
0.071%
0.068%

0.047%
of German GDP

Gap to oth er V C markets

Lag: How much more venture capital would Germany have had to
invest additionally each year to achieve the benchmarks’ respective
GDP ratio?
Source: own calculations on the basis of Invest Europe / EDC
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Figure 16: Only minimal differences in
target sectors of VC investments in Europe
(Avg. for 2017–2019)
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Box: The German VC market compared with
China and the US
Data sources for the international comparison
The statistics of the European association of private
capital providers (‘Invest Europe’) do not cover nonEuropean VC markets such as China and the US.
Other data sources must therefore be consulted for
a comparison with these markets. These include
transaction data of specialised information providers.
Private equity transactions (deals) are captured by
providers such as Bureau van Dijk, Dow Jones
VentureSource, Majunke, Pitchbook, Preqin and
Refinitiv, for example.
Challenges for data analysis
Comparisons should be made only with the data
from the same provider because providers differ in
their coverage and the definitions they use.
Comparing data from different sources inevitably
leads to different results. In particular, comparing
transaction data with the statistics of the association
Invest Europe is unreliable for three main reasons:
1. First, the statistics of Invest Europe primarily map
investment activity of institutional equity providers
domiciled in Europe. They only include the funds
effectively disbursed. Transaction databases, on the
other hand, capture deals that have become known
and their volumes. These are based on press
releases and reports in specialist magazines and
newspapers, for example. They do not take into
account when funds effectively flow and in what
amounts (for example, upon disbursement in
tranches tied to the achievement of milestones)22.
Besides, many deals become known but their
conditions do not. The deals are therefore often
captured without volume data.23
2. Second, they also capture deals by noninstitutional private equity investors such as
business angels or private investors, as well as
atypical VC investors. Atypical VC investors such as
enterprises, endowment funds, hedge funds,
sovereign wealth funds or investment banks are
increasingly expanding their typical role of fund
investors and entering into increasingly more (largevolume) direct shareholdings.24

3. Third, they also capture deals for which it is at
least debatable whether they are actually VC
investments.25 While the association statistics rather
tend to underestimate the market,26 the deal
volumes of the transaction data overstate the actual
VC investments for the reasons mentioned.
According to association data, in the year 2018
institutional VC investments totalled EUR 1.5 billion,
while the volume of VC deals amounted to
EUR 2.3–4.6 billion, depending on the source
(Figure 17). In 2019 the divide was similar, when
EUR 1.7 billion from institutional VC investors contrasted with VC deals totalling EUR 3.2–6.2 billion.
The differences between VC investments and VC
deal volume show how uncertain the data are and
how difficult it is to determine the ‘true’ size of the
VC market.
Figure 17: Investments and deal volume in
German VC market by comparison
EUR in billions
1.5
1.7

BVK

2.3

Refiniti v
ZEW b ase d o n B ureau van
Dijk an d Maju nke

3.2
2.9

Pre qin

3.7

PitchBook

3.6

EY based on Dow Jone s
Ven tur eSource

5.1
5.7
4.6

201 8

6.2

201 9

Sources: BVK, Refinitiv, ZEW, PitchBook, EY and own calculations
based on data from Preqin.27

Analyses with transaction data require extensive
data work
The Leibniz Centre for European Economic
Research (ZEW) processed the transaction data of
the Bureau van Dijk (Zephyr M&A database) and
Majunke Consult in order to analyse the
development of Germany’s VC market.26 To this
effect, the data were adjusted for entries that were
deemed with sufficiently high probability not to be
VC deals, for example. Missing data on deal volume
were also imputed with the aid of regression
techniques. This ultimately results in a deal volume
of EUR 2.9 billion for the German VC market in
2018, which is roughly halfway between the data
supplied by the associations and the levels of the
other published deal volumes.

MS 22 MV 23 Tour 24 BWi 25 ZEW 26 Q 27 VC 28 $ 29
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International comparison on the basis of
transaction data
Despite the limitations of transaction data, the following analyses are based on the Preqin deal database.
Ultimately, a global comparison of VC markets can
be made only on the basis of transaction data.
Manual adjustments and processing steps are impossible given the tens of thousands of transactions
contained in the database. The analyses take into
account all transactions recorded in the database as
VC deals along with their corresponding deal
volumes. On that basis, the Preqin data also shows
that the international VC markets are growing, as
investments have been on the rise for years now
(Figure 18). The Chinese, US and UK VC markets,
however, have evolved much more dynamically than
the German VC market, which is on a similar
development pathway as the French one.

VC-to-GDP ratio in per cent (avg. for 2017–2019)

0.488
0.350
0.153
0.147

Ger ma ny

USA

France

GB

China

Source: own calculations with data from Preqin and IMF23,28,29

On average for the past three years (2017–2019),
the VC deal volume in Germany was 0.127% of
GDP (Figure 19). That is three times more than the
level reported in the association statistics. However,
the comparison of this data also shows that the level
of the German VC market is below the EU average.
The comparison with France shows a deviation, with
Germany almost on the same level. The French
VC market therefore looks to have a slight lead,
particularly in institutional VC investments
(association statistics), but Germany draws level
again with informal VC investments.

Verticals 30
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Figure 19: China and US VC market size clearly
beats Germany’s by factors of 5.2 and 4.1
VC-to-GDP ratio in per cent (avg. for 2017–2019)
0.587
0.463
0.306

CN

US

GB

0.130

0.119

EU

FR

0.113

DE

Source: own calculations with data from Preqin and IMF

Figure 18: Development of VC markets
internationally

0.222
0.105
0.052
0.033
0.017

But when informal investments are included, the gap
to the UK widens from 1.8 to 2.7 times. Even further
ahead are China and the US, whose VC markets are
5.2 and 4.1 times larger in relation to their economic
strength.

23,29

On the basis of transaction data, Germany’s gap to
international VC markets in terms of annual deal
volume appears enormous. Thus, additional VC
deals totalling more than USD 7 billion, 13 billion and
18 billion would have had to be finalised in Germany
annually in the past three years in order to match the
relative market sizes of the UK, the US and China
(Figure 20).
Figure 20: The relative gap of the German VC
market to its international benchmarks is as much
as EUR 20 billion per annum
(Avg. for 2017–2019)
0.587 %
0.463 %
EUR 18.1
billion

EUR 13.4
billion

EUR 7.4
billion

0.113 %
of German GDP

EUR 4.4
billion
DE

0.306 %

CN

Realised VC i nve stments

US

GB
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Source: own calculations with data from Preqin and IMF23,29

KfW Venture Capital Study 2020

Many technological trends are international –
with different weightings
Transaction data provides the benefit that it can be
broken down by individual categories. This allows
technology or business fields (verticals)30 to be
identified that are deemed to be particularly
promising and thus forward-looking from the
perspective of VC investors.
Table 1: Mobile app start-ups received the most
venture capital
VC deal volume by technology / business field
Share in total volume (2017–2019, includes multiple counting)

Manufacturing
Cloud computing
Big data
Electric / hybrid vehicles
IoT
Clean technology
HealthTech
…
Blockchain
Robotics
InsureTech
Nanotechnology

USD bn
%
USD bn
%
USD bn
%
USD bn
%

DE

GB

FR

6.0
45.7
4.9
37.7
2.4
18.5
1.7
12.8
0.3
2.2
1.8
13.6
0.4
3.1
0.3
2.0
0.3
2.6
0.3
2.5
1.1
8.6

7.9
31.5
3.8
15.0
6.9
27.4
2.9
11.7
0.9
3.5
3.1
12.5
0.6
2.5
0.1
0.3
0.3
1.1
0.4
1.4
1.6
6.5

2.0
20.7
1.7
17.7
0.7
6.8
0.9
8.9
0.3
2.7
1.4
14.4
0.4
4.6
0.0
0.5
0.2
1.8
0.2
2.1
0.8
8.8
…

Artificial intelligence

US

71.3
25.0
42.1
14.7
22.9
8.0
34.2
12.0
18.3
6.4
55.0
19.3
12.9
4.5
7.2
2.5
6.4
2.2
7.7
2.7
31.7
11.1

…

FinTech

CN

115.6
50.3
47.4
20.6
25.7
11.2
20.1
8.7
16.2
7.0
15.1
6.5
14.0
6.1
13.3
5.8
12.7
5.5
12.2
5.3
8.7
3.8

…

E-commerce

USD bn
per cent
USD bn
per cent
USD bn
per cent
USD bn
per cent
USD bn
per cent
USD bn
per cent
USD bn
per cent
USD bn
per cent
USD bn
per cent
USD bn
per cent
USD bn
per cent

…

Mobile apps

…

Technology /
Business sectors

3.8
1.7
2.7
1.2
0.3
0.1
0.1
0.0

7.1
2.5
6.4
2.2
5.5
1.9
0.9
0.3

0.3
2.3
0.1
1.1
0.4
3.4
0.7
5.4

0.5
1.9
0.4
1.6
0.2
0.7
0.1
0.5

0.2
1.7
0.0
0.2
0.1
1.2
0.0
0.4

Note: The shares of technology / business fields refer to the total
volume effectively captured on the ground. As the fields shown
may overlap, multiple allocations may occur and sums exceed
100% in some columns.
Source: own calculations with data from Preqin

In the countries shown here, the field ‘mobile apps’
accounted for the largest deal volume in the sum of
the past three years (Table 1 and Figure 21) –
depending on the region, roughly one fifth to half the
total volume. Mobile app start-ups currently appear
to have an internationally promising business model.
E-commerce start-ups were also sought after. They
accounted for around 15-40% of total volumes.
However, cloud computing was stronger than
e-commerce in the US and FinTech was stronger in
the UK.

Across the countries studied, however, FinTech startups performed very differently. The shares in total
volumes range from just under 30% in the United
Kingdom through almost 20% in Germany to 7-11% in
the US, France and China. Artificial intelligence was
also heavily favoured, accounting for roughly 9-13% of
total volume. As in FinTechs, the shares of cloud
computing also vary greatly. In China, however, cloud
computing attracted relatively less VC than in the other
countries, as was the case in healthtech. By contrast,
China is the top performer in the field of electric /
hybrid vehicles, both in relative and in absolute terms.
The US, for its part, is the front-runner in areas such
as blockchain, robotics and insuretech. Finally, nanotechnology stands out as an area in which Germany is
relatively stronger and can at least keep pace with the
US in absolute terms.
Compared with China and the US, Germany has a
relatively low deal volume particularly in the technology areas of big data, electric / hybrid vehicles and
clean technology. These are therefore likely to be the
areas in which the country lags farthest behind its
international competitors. However, weaknesses are
also evident in technological fields such as manufacturing and robotics, which are actually traditional
German strengths.
Figure 21: VC deal volume by field
2017–2019 in USD billion (includes multiple counting)
Mobile Apps
Cloud Computing
E-Commerce
Artificial Intelligence
Health Tech
Fin Tech
Manufacturing
Big Data
Real Estate Tech
Clean Technology
E- / Hybrid Vehicles
Blockchain
IoT
Robotics
Insure Tech
Virtual Reality
Agitech
Social Media
AdTech
EdTech
Cannabis
Wearables
3D Printing
Infrastructure
Nanotechnology
Research (Non-Med.)
Augmented Reality
Reg Tech
Urban Planning
0

0,01

0,1

1,0

10

100

1.000

Source: own calculations with data from Preqin
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Fundraising – high potential for mobilising private
capital in Germany
Comparing the source of funds for VC investments in
different countries can provide important indications as
to which sources can be more strongly activated. The
share of public money in financial resources attracted
by VC funds in the 2017–2019 period averaged 16% in
Germany (Figure 22). One in six euros came from
public sources across Europe; however, only one in
twelve euros in the United Kingdom. Among the private
sources in Germany, businesses and insurers /
pension funds appear to have contributed similar
volumes to fundraising as public sources. Other
investors such as family offices and private investors,
by contrast, made a smaller contribution.
Figure 22: Sources of funds fraught with
uncertainty
Sources of funds in capital raised in per cent
(avg. for 2017–2019)
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Source: own calculations on the basis of Invest Europe / EDC

The data presented must be interpreted carefully for
two reasons, however. First, there is no data on the
origin of quite a high proportion of the funds. Across
Europe, this represents 20% of the capital raised in
2017–2019 and in Germany and the UK it is as much
as one third. Only France has a negligible proportion of
funds of unknown origin (5%). Interpreting the
comparison between countries is difficult because data
is lacking to varying degrees. The share of public
sources in fundraising, however, is more likely to
accurately reflect their contribution than the shares of
private sources, which are presumably higher. The
reason for this assumption is that private sources are
more likely to be unknown than public sources of funds,
which tend to have greater transparency. 31 Second, the
comparison with the United Kingdom in particular
appears to show a relatively limited public contribution
in that country. The British VC market has, in fact,
received massive support in the form of tax relief since
the mid-1990s, which we will comment on in greater
detail further below.
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Trade sales are more important than average in
Germany – while public sales are weak
A comparison of typical exit pathways illustrates the
high importance of trade sales in Germany. Nowhere
else do trade sales represent 62% of corresponding
exits (Figure 23). This could be related to Germany’s
strong SME sector, which also has many large
businesses that make strategic acquisitions. Trade
sales make up only one third of exit transactions in
France. Public offerings, for their part, are by far the
most widespread option there, and they are common in
the United Kingdom as well. As public offerings can
potentially achieve the highest returns, they provide
major benefits for these two VC markets. Their stock
exchanges appear to be more capable of absorbing the
new placements. In the area of buybacks, Germany’s
share is slightly below average. The United Kingdom
stands out here, making relatively little use of this exit
pathway.
Valuations in the US are higher than in Germany
and Europe
The monetary valuation of start-ups appears to be
more cautious in Germany and Europe than in the US.
There, start-ups on average receive more capital in the
respective financing rounds (seed, series A, B, C etc.)
– an indication that their shares are ascribed higher
value. Presumably, investors there assume a higher
likelihood of a worthwhile exit already at the time they
invest. Thus, exits are made more often as IPOs in the
US than in Europe and twice as often as in Germany. 32
US start-ups therefore have an advantage as they can
grow more aggressively with the capital bonus.
However, US start-ups are at an advantage not only in
the respective financing rounds but also in their
number, as US VC funds are larger and therefore can
run more financing rounds. 33
The higher availability of growth capital is specifically
reflected in the number of ‘unicorns’ – unlisted start-ups
valued at more than USD 1 billion. The more financing
rounds a start-up goes through, the more likely it
becomes a unicorn. This is determined by the postmoney valuation subsequent to each financing round.
The post-money valuation corresponds to the share
price based on the last financing round multiplied by
the arithmetic total of all shares existing thus far
(including shares obtainable through conversion rights
or options).
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Figure 23: Germany leads the pack in exits via
trade sales but no country has fewer public
offerings
Exit pathways in per cent of all exit transactions (avg. for 2016–2019)
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Fragmentation hampers European start-ups
The fragmentation of Europe’s VC market, which is
ultimately composed merely of the sum of the individual
national VC markets, is another reason that there are
fewer unicorns overall in Europe than in the competing
economic regions US and China. The individual
national VC markets in Europe do not have a uniform
legal framework, which hampers both investment
activity and fundraising across borders. Removing
barriers to cross-border investment would be an
important step towards more efficient capital allocation
and, hence, improving VC return opportunities. 35

Unicorns: Measure of ability of VC ecosystems to
realise large financing rounds
The total number of unicorns created is often seen as a
type of attractiveness indicator for the respective VC
markets or VC ecosystems. Therefore, a large number
of unicorns is not a value in itself. It should actually be
an indicator of whether the respective VC ecosystems
are capable of repeatedly realising financing rounds
with large volumes.

Fragmented European markets are a fundamental
problem for local start-ups. Despite the existence of the
EU internal market for goods and services, the
domestic market is much less homogeneous for them
than for start-ups in the US or China – beginning with
Europe’s language diversity. It is easier to grow and
use economies of scale in large, homogeneous
markets. The valuations of start-ups ultimately reflect
this as well. In order to make life easier for European
start-ups with digital business models in particular,
efforts should continue to further develop and improve
the ‘digital internal market’.

This is easier to achieve in large VC markets, which is
why the international incidence of unicorns follows the
size of the VC markets. There were 438 unicorns
around the world in 2020, the highest number of which
by far were in the US (216), followed by China with
roughly half as many (103, Table 2). In Europe the
United Kingdom (22) is ahead of Germany (12), France
and Switzerland (five each). President Emmanuel
Macron of France recently set the target that France
should have 25 unicorns by 2025. 34 The message is
that the French VC market should have a sufficient
supply of growth capital in future so that financing
rounds with large volumes will no longer be a problem.

Coronavirus crisis increases correction pressure
What stands out is that most unicorns emerged in the
years 2018/2019. One reason for this is that older
unicorns are no longer listed here because they lost
their status, for example as the result of an IPO.
Another reason, however, is that more unicorns
actually did emerge in recent years, particularly in the
US and China. This is due to the increased availability
of capital. However, around the world, just three more
unicorns emerged in the first half of 2020 – the lowest
number since 2013. That is an effect of the coronavirus
crisis, which has put enormous pressure on the
valuation of start-ups.

Table 2: Distribution of unicorns reflects market
size

In previous years, potential unicorn start-ups raised the
capital they needed for their next growth stage through
an IPO. Thus, they conducted most IPOs before
reaching unicorn status, which reduced the number of
such unlisted ‘billion’ start-ups. For a successful IPO,
however, they needed to first provide evidence of their
ability to earn sustained profits with their business
model. Now, however, with the increased availability of
capital, VC investors can finance the previously IPObased growth stage themselves and thereby secure a
larger share of the expected gains from growth.

Without total losses, repayments and exits not otherwise specified
Source: own calculations on the basis of Invest Europe / EDC

Number of unlisted start-ups valued at >USD 1 billion (unicorns)
Country 2010/13 `14 `15 `16 `17 `18 `19 2020 Sum
USA
7
15 22 12 29 57
72
2
216
China
2
4 15 10 19 37
16
103
UK
3
1
7
6
5
22
DE
2
1
4
5
12
FR
2
1
2
5
CH
1
1
1
2
5
RoW*
1
7
5
3
9
23
26
1
75
Sum
10
26 49 27 66 129 128
3
438
* Rest of world
Source: CB-Insights Global Unicorn Club, as at 15 July 2020
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IPOs more difficult for unicorns but other exit
pathways hardly viable on a mass scale
The downside of this is that ‘successful’ IPOs are
becoming more difficult for unicorns. The increased
activity of atypical VC investors (see box on page 11)
has a double effect here. First, they inflate the valuations of companies through their direct investments
(they are apparently willing to pay higher prices than
traditional VC investors). 36 Second, they reduce the
market liquidity necessary for IPOs because they are
lost to the public market as IPO investors as a result of
their VC deals.
Furthermore, the additional private financing rounds
reduce the pressure of start-ups to demonstrate their
ability to earn profits. Thus, the share of start-ups with
negative operating results going public in the US has
recently increased significantly and is now as high as it
was 20 years ago. The outcome is that unicorns more
often find themselves being pruned back in their IPO
(Uber / Lyft) – if the listing materialises at all (WeWork).
The reason is that, while the number of unicorns is at
least an indicator of access to growth capital in a VC
ecosystem, the unicorn status says only little about the
actual value of the start-up in question. This is due to
the rough calculation methodology in which each share
is given the value of the latest financing round. In
reality, the shares sold in the respective financing
rounds (seed, series A, B, ..., E, etc.) are endowed with
completely different cash flow, liquidation, control and
voting rights, so that they need to be ascribed very
different values.

(especially Big Tech), but such an exit is unlikely to be
an option for most unicorns because first there have to
be suitable buyers for acquisitions of this scale. Deals
such as Facebook’s takeover of WhatsApp for
USD 19 billion in 2014 are not the rule. But this
example shows that strategic takeovers sometimes
involve the payment of high sums of money and the Big
Tech companies in particular are willing to do this,
thereby consolidating their market power.
Further impetus is necessary
Germany’s VC market is growing but continues to lag
behind its European and international benchmarks. An
investment gap to other VC markets does not
necessarily have to mean lack of available venture
capital but in industrially and culturally similar
economies it is an indication of it. The German VC
market only began to fall behind France in the past few
years. The French president has even announced
further measures aimed at mobilising even more highvolume growth capital for the French market.
Germany is at risk of falling behind other countries in
important technological fields that are being pushed
forward especially by VC-financed start-ups. US and
Chinese start-ups in particular have an enormous
growth advantage through the large financing rounds
that are available in their markets. As size and
prominence are decisive factors for prevailing in the
long term in many digital markets, competitors can
hardly catch up with these enterprises’ head start later
on.

The shares sold in any last financing round are typically
worth the most, so that a rough calculation based on
their price greatly overestimates the actual value of the
company. A current analysis illustrates this: If we take
into account the conditions of all financing rounds that
affect value (liquidation multiples, option pools,
seniority, participation caps, IPO ratchets etc.), the
latest post-money valuation of US unicorns
overestimated their fair value by nearly 50%. 37 If the
rumoured post-money valuation of unicorns is generally
corrected to fair value at the IPO or the exit, that does
not mean that investors go without a profit, especially
not the investors who joined last. That is because in
each financing round the investors are typically
endowed with more or improved protective rights that
secure a minimum return for them.37

‘Stand ready to write large cheques – fast’ 38
The German VC ecosystem must take the next
development step and produce larger funds that are
capable of accompanying start-ups through a number
of large financing rounds. Large financing rounds are
no longer uncommon in Germany’s VC market but
German investors are hardly capable of sustaining
them on their own. Foreign direct investors are on
board in nine out of ten cases. This is basically not a
problem because the German VC ecosystem can
benefit from investors from more professional
markets. 39 Nor is it a new phenomenon. VC investors
in other countries have always focused on later
financing rounds because screening and due diligence
in earlier rounds is more difficult as a result of the
distance to the market. Information deficits are largely
eliminated in later rounds.

Even if an IPO has become more difficult for unicorns
of late, it is usually the only viable exit pathway for their
VC investors. To be sure, large returns can now also
be achieved with trade sales to large enterprises,

However, it is very much a problem if the participation
of foreign investors ultimately leads to a drain of
businesses and know-how out of Germany. After all, it
is economically inefficient to bear the risks but not reap
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the rewards in the form of employment, technology
diffusion and tax revenues. More recent studies
indicate that the participation of foreign VC investors at
least raises the risk of a foreign exit (i.e. a trade sale to
a foreign corporate or IPO outside Germany). 40 The
risk is likely to be higher for larger start-ups and
unicorns in particular because the capacity of the
German stock market to absorb their IPOs tends to be
limited. If German VC investors were able to participate
more often in larger financing rounds, that would
presumably increase returns in the VC asset class as
well. For one thing, investors of later financing rounds
are typically privileged over earlier investors and for
another the risk decreases with the number of financing
rounds.
On the whole, foreign investors should be welcome in
the domestic VC market because it benefits from them.
At the same time, the domestic market should be
strong enough in all market phases – in other words, it
should be strengthened where weaknesses exist. The
interplay of domestic and foreign investors enables the
creation of a healthy and sustainable VC ecosystem. 41
‘Our core message to policymakers is, therefore,
that they should work concurrently on
transaction-level and ecosystem-level policies.
By doing so, policies to strengthen a country’s
domestic base, as well as attract foreign
investors, can work together to grow a healthy
and sustainable VC ecosystem.’41
The growing activity of non-traditional VC investors can
create the impression that the supply of VC for startups will be secure in the future because the new actors
fill the gaps. But that may be deceptive. The reason is
that these actors typically invest pro-cyclically. Their
activity increases when the economic situation is good
and capital is available. But they obviously withdraw
again when the pendulum swings back. 42 This procyclical behaviour appears to be showing in the
coronavirus crisis as well (see page 8). Government
intervention should therefore ensure a sustainable
availability of VC. 43
Mobilising private capital: Crowding-in models and
tax incentives work
The state can help larger funds emerge. It can do so
both by implementing measures that mobilise the
provision of private VC and by improving the
VC ecosystem. Private capital can be mobilised by
making available public capital (crowding-in) or through
tax incentives. Since the aim is to ultimately generate

larger and hence more effective funds, incentives
should primarily be set for institutional asset managers
to allocate more capital to the VC asset class. In
making available public capital (or guarantees),
however, care must be taken not to overshoot the
mark.
In any case, the private capital providers should share
in the risk. 44 After all, empirical findings show that
sharing risk between public and private funds can
generate excess returns. 45 Good return prospects are
generally very suitable for mobilising private capital.
The problem is that information on venture capital
returns becomes available only with a time lag or as an
approximation. Thus, the final return of VC funds is not
certain until the end of the term after its liquidation.
Besides, VC fund companies can publish fund returns
at their discretion.
Selection effects are likely to occur here. Fund
investors can also be required to keep the returns
secret. Partially published continuing returns of existing
funds are crucially influenced by valuation effects. A
pragmatic approach therefore consists in interpreting
the market signals. They are likely to show that the
VC asset class generally keeps its promise. That is
because if long-term fund investors allocate funds
repeatedly, it is a sign that they are satisfied with the
returns they are achieving. 46
In addition to providing public capital, most countries
also rely on tax benefits for VC investments. The
United Kingdom and France each have six different tax
incentive models that improve the supply of private
capital for VC markets. 47 Based on how their
VC markets are developing, that seems to be working.
So far, the United Kingdom has already paid
GBP 3 billion into the ‘Enterprise Investment
Scheme’. 48
VC availability necessary but insufficient:
VC ecosystem needs to be strengthened
The continuous availability of capital in all financing
stages is a necessary but not a sufficient condition for
the emergence of a successful VC ecosystem. The
other aspects of the ecosystem must also be
nurtured. 49 For example, the absorptive capacity of the
stock market should be strengthened. Germany’s share
culture is still in its infancy. The country has a very low
rate of share investors in an international and EU-wide
comparison. 50 The brief positive trend at the end of the
1990s was abruptly ended by the dotcom crash. If
there are to be more unicorns in Germany in the future,
the exit pathway via IPOs must be open to them.
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France is also aware of this problem. A European
solution would appear to be appropriate.
Work on further developing the VC ecosystem should
also address the demand side, that is, by making
improvements to growth conditions for start-ups. One
disadvantage German start-ups face is, for example,
that conditions for employee equity participation are
less favourable, as it involves high bureaucratic hurdles
and tax implications that make it unattractive for
employees. 51
Start-ups compete fiercely for talented workers,
especially IT experts. But they cannot beat large

enterprises where fixed salaries are concerned. The
prospect of benefiting from an increased company
value in the event of successful growth, however,
should be an incentive for many skilled workers to
begin or continue working for a start-up. Offering
simpler solutions in this respect would make it easier
for start-ups to thrive (and survive). A legal reform is
currently under consideration, 52 an expert hearing 53
has taken place recently. It would be a measure that
would strengthen the self-preservation capacity of the
VC ecosystem. After all, profits from very successful
exits often flow back into the market when the
individuals participating in the start-up become active
as VC investors themselves.
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