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The New Normal for Growth Fundraising and Investing
In this note, we wanted to share with you some of the emerging trends we are seeing in what is
likely to be a transformative period ahead. We aim to provide insights into how the VC market
environment has changed in light of the Covid-19 crisis and what are some of the new and
emerging innovation trends.
Market Environment: The global downturn has led to significant business stress and nowhere is
this more evident than in earlier stage businesses. Dramatic declines in revenue for start-up
firms, many with little or no profitability means companies are draining cash reserves with each
passing day. Clear survivors fall into two camps: those companies and businesses that are
benefitting from the crisis and those which have adequate cash reserves or access to finance to
survive the downturn.
The lens of attractiveness may now change. We think the downturn will sharpen investor focus
on profits, not just growth at any price. Proven business models that show resilience through the
crisis are likely to be favoured. Management teams who can cut costs, lower the cash burn,
maintain the relevance of the customer proposition and keep employee morale high will define
the new leadership talent. Confidence and communication skills of founders will also be key
differentiating qualities.
Lofty pre-crisis valuations needed to adjust, and founders and their VC investors are well-aware
that ‘nose-bleed’ valuations are now a thing of the past. New financing rounds are likely to
experience a significant downward adjustment in both absolute terms, and from the last round.
The downturn will likely mark the end of one venture capital cycle and the start of another. In
our experience, private market valuations take longer to reflect the new recessionary
environment than public markets. As a result, we anticipate many of the best ‘price’ adjustments
will start to emerge in Q3. A lot will depend on public technology stocks, as these are often a
common (liquid) proxy benchmarks to use by comparison. The largest discounts will likely be seen
in those companies who need liquidity to survive. The largest discounts will be available through
secondary transactions as early employees and angel investors seek liquidity. The best deals will
be off market, presented quietly to investors who have longstanding, trusting relationships with
founders and boards. Alvarium’s vast network of investors and founders is critical in this regard.

Implications for pre-crisis vintages: Clearly, the new environment will be challenging for fully
deployed funds with large portfolios as many companies in the most negatively affected sectors
are facing revenue shortfalls of 50%-100%. Flat to down rounds will become the new normal
across many sectors, even for top quartile companies. Many smaller VC firms will only have
time to focus on existing portfolio companies.
In previous bear markets, we have seen venture capital deployment fall significantly for an
extended period of time: in the 2008 crash, we saw venture investment in series A through C fall

from $21bn in 2007 to a trough of $10.3bn.1 It is not unreasonable to expect a similar scenario
today.

Vintage returns post crisis, however, can be outsized: The transition to this new venture cycle
presents an exceptional opportunity to deploy cash, because lower entry-point valuations drive
improved fund returns. Investors who retreated from venture capital during the Global
Financial Crisis missed one of the best-performing start-up cohorts of all time, including Airbnb,
Uber, Pinterest, WhatsApp, Stripe, Square, GitHub, Cloudfare, Nutanix, PagerDuty, Sendgrid,
Twilio, Yammer, and Slack (in its original incarnation).
50% of Fortune 500 companies were founded in a recession or bear market, including Microsoft,
IBM, GE, Disney, FedEx, EA and General Motors. Venture returns and vintages post crisis (typically
defined as two to three years out from an economic recession) are typically 2-3 times the normal
VC median return of 20%.2
Environments of stress favour larger funds and more established managers. Excellent later stage
companies who might have been expecting an IPO or other exit now need to remain private for
longer; they will seek the most experienced and cash heavy VCs. Founders also know that VC
firms with reliable track records, are likely to be most trusted by limited partners. Experience and
clout are needed to know when and where to commit funds at a time when many companies are
stressed, and valuations are falling. Additionally, start-ups will likely increasingly favour VC firms
that can add operational value.
We have already seen some impact in the data coming out of the US: for Q1 2020, investment
funds below $100m made up only 3% of the total. This highlights how smaller and more emerging
managers might already be struggling. Investors are likely to adopt flight-to-quality approach,
opting for those VC managers with the longest and strongest tracks and larger capital bases.3 This
is supported by data on the recent raisings of Lightspeed, one of the largest VC firms which has
just announced three new funds, including its largest ever at $1.83bn.

Recent events have demonstrated the importance of digitalisation trends ‘everywhere’. The
immediate fallout from this pandemic has precipitated a rapid and dramatic shift in the way we
manage our lives, both personal and professional. This pandemic has also shed light on how
technology and all things digital can be used to rethink many core services, such as how we work,
how we access healthcare, online education and how we interact with each other, but from a
distance.

