
COVID-19's Influence on the European VC Market 
How the pandemic will affect the dynamic between startups, GPs and LPs

PitchBook is a Morningstar company. Comprehensive, accurate and hard-to-find data for professionals doing 

business in the private markets.

Published on April 17, 2020 
 
COPYRIGHT © 2020 by PitchBook Data, Inc. All rights reserved. No part of this publication may be reproduced in any form or by any means—
graphic, electronic, or mechanical, including photocopying, recording, taping, and information storage and retrieval systems—without the 
express written permission of PitchBook Data, Inc. Contents are based on information from sources believed to be reliable, but accuracy and 
completeness cannot be guaranteed. Nothing herein should be construed as any past, current or future recommendation to buy or sell any 
security or an offer to sell, or a solicitation of an offer to buy any security. This material does not purport to contain all of the information that a 
prospective investor may wish to consider and is not to be relied upon as such or used in substitution for the exercise of independent judgment.

Credits & contact 

Analysts 
NALIN PATEL Analyst, EMEA Private 
Capital 
nalin.patel@pitchbook.com 
MASAUN NELSON Data Analyst II

Research  
reports@pitchbook.com 

Design  
KELILAH KING Production Assistant

Key takeaways 1

Introduction 2

European VC records will cease 2-3

GPs will pivot attention 
inwards towards pre-existing 
investments

3-4

Capital pools will decline  4-6

Eagerly anticipated exits will be 
postponed  6-8

Challenges and opportunities 
facing sectors  8-10

Conclusion 11

Contents

Key takeaways 

• We expect the momentum that catapulted European VC deal activity to 
record levels will abate in 2020 as VC investors become more frugal in 
response to the pandemic-induced crisis. Deal terms are likely to turn in 
favour of investors as rounds become riskier. 

• Funding gaps will force GPs to pivot attention towards pre-existing 
investments. Startups relying on the gig economy and direct consumer 
spending will soon be facing cash shortages. GPs will concentrate 
on cash flow and resource management in the near term to ensure 
companies in their portfolio stay afloat, and holding periods could 
increase as they opt for extension rounds and follow-on rounds.

• Capital provision will inevitably decline from the heights seen in the last 
five years as VC fund managers and LPs will be more pragmatic. Smaller 
and less established GPs may struggle to source LP commitments as 
travel restrictions impede their ability to develop relationships. Funding 
rounds with US investor participation will fall.  

• Exits will be delayed to alleviate downside valuation risk. Activity could 
be muted for longer than dealmaking or fundraising. Listings will likely 
be postponed until market volatility settles down. Startups with cash 
flow issues could become acquisition targets. 

• SaaS-based recurring revenue business models could prove vital for 
startups in the ecosystem. Deal activity will decline in the next few 
quarters despite stimulus rescue packages. Opportunities could arise for 
European startups in the healthcare and biotech & pharma sectors. 



Introduction

At the beginning of 2020, optimism was widespread across the European 
venture ecosystem off the back of a record-setting 2019. Copious amounts 
of capital had been deposited into venture funds, and round sizes as well as 
valuations grew enormously to cap off an extremely strong decade. For the 
opening two months of 2020, it was business as usual in Europe. However, 
the alarmingly rapid spread of COVID-19 within northern Italy in early March 
confirmed that a devastating pandemic was certain in Europe. Within weeks, 
Europe’s largest economies including Germany, UK, France and Spain joined 
Italy on lockdown. 

The necessary measures to stem the spread of the highly infectious virus 
have resembled restrictions previously seen in Europe only during wartimes. 
Businesses have been forced shut, and individuals have been instructed to 
work from home as world-class healthcare systems have been overwhelmed. 
We believe this is the biggest challenge facing governments and economies 
in Europe since the global financial crisis (GFC). Initial forecasts predict the 
majority, if not all, major EU nations will fall into deep recessions. As a result, 
there will be drastic implications confronting employees, startups, VC investors 
and LPs in certain sectors, all of whom rely on the interconnected and 
autonomous European markets to function effectively. 

While most VC stakeholders continue to work from home under lockdown in 
Europe, uncertainty will mount regarding the health of existing portfolios, the 
ability to seek new capital as well as job security. Impacts on specific sectors 
will vary, and inevitably many startups will fold. This note explores the effects 
of COVID-19 on VC in Europe, as well as challenges and opportunities that may 
arise from the worst public health crisis facing Europe in a generation. 

European VC records will cease  

In the decade following the GFC, the European venture ecosystem matured 
through a bull run and set multiple dealmaking records. VC stakeholders 
reliant on the open pan-European economy have been able to scale at an 
extraordinary rate and fund growth with monumental venture rounds. The 
software sector, particularly fintech startups, expanded rapidly in size and 
were responsible for a large proportion of this growth. We believe the GFC 
forced an enhanced level of innovation, as consumer-to-bank relationships 
soured and individuals re-evaluated their ties with traditional banks. We feel 
this resulted in a considerable uptick in capital-intensive fintech investment 
to help fuel growth. Successful startups in the space that were founded 
just after the GFC include TransferWise, Revolut and N26. Gig-economy 
companies also took advantage of advances in mobile technology and 
secular trends, producing unicorns such as Deliveroo, Cabify and Auto1 
Group. They remain in the ecosystem and are among the most highly valued 
companies that originated in Europe. 

Deal values have reached new heights as round sizes and valuations have 
grown. We believe the insatiable demand for capital has been met with 
an expanding array of competing sources during the last decade, pushing 
deal terms in favour of startups. Terms such as dual-class share structures 
have resulted in founders retaining more decision-making control of these 
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highly valued businesses. We believe terms will likely turn back in favour of 
investors in the current environment. Given the recent economic outlook, VC 
investors will likely deploy capital less frequently and more selectively. We 
think growth and scale prospects will decrease for startups, and loftier round 
sizes will be more difficult to close. Therefore, startups may not be able to 
negotiate advantageous terms and clauses. We believe investors will look to 
increase protections in 2020 as the current market presents more risk than 
normal and direct access to capital plateaus.

The guidance issued across Europe to stop the spread of COVID-19 will 
introduce radical changes to revenue generation across sectors. For example, 
numerous gig economy startups rely on local customer demand for a 
service or product. Companies recruit flexible employees or contractors 
to operate close by to satisfy this demand. This, in turn, generates income 
for the employee, revenue for the startup and potential growth for the 
investor. The whole system collapses when consumer demand ceases. Gig 
economy startups do not typically possess large amounts of cash on hand or 
tangible assets that can be liquidated to raise capital, because their primary 
function is to serve as an intermediary. The current pandemic has shifted the 
dynamics for these startups. We believe growth will slow considerably as 
companies utilise funding to sustain operations rather than fuel growth.

Certain startups have had to shut down indefinitely, preventing a means to 
demonstrate growth to entice future investment rounds. Consequently, we 
believe record-breaking rounds encouraging aggressive expansion will be 
much less likely. Employees have been temporarily furloughed or made 
redundant as growth estimates have been slashed. Many employees at 
companies that can remain open for business have had to work from home, 
which could lead to losses in productivity in certain high-touch, consumer-
facing industries. Until sustained lockdowns in free-flowing European 
economies are lifted, concerns surrounding business revenues and job 
security will mount. Naturally, startups will be most vulnerable as their asset 
pools are smaller, and their fixed costs contribute a much larger proportion 
of overall expenditure. Startups are facing the possibility of substantial cash 
flow funding gaps that they have not encountered before.   

GPs will pivot attention inwards towards pre-existing investments   

In the short term, we believe GPs will realign their efforts to support existing 
investments rather than pursue rounds with new startups. VC fund managers 
will have to remotely advise founders on how to stress-test business 
models and potentially trim fat. Startups looking for growth may now need 
to narrow focus to solid unit economics and expenditure. Clear and swift 
strategic planning may eventually lead to significantly improved returns in 
the long term as the market corrects. GPs will also be proactively requesting 
information from startups to see if they’ll encounter potential cash flow 
problems in the next six months to a year. For many loss-making startups, 
chasing market share will be slowed as profitability and financial resilience 
become top priorities.  
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We believe holding periods of VC-backed companies will lengthen as GPs 
opt for extension rounds and follow-on rounds. As a result, we expect exits 
to be delayed as entrepreneurs and investors manage downward pressure on 
valuations and bridge funding gaps. Late-stage startups will leverage existing 
and alternative investors for capital, which have expanded their presence in 
the last decade. In 2009, capital within angel & seed rounds dropped 52.5%, 
and we expect angel & seed rounds establishing product market fit to attract 
less capital in the short run during this downturn too. Dealmaking will not 
completely stop. But preferences may skew towards less risky follow-on 
rounds that help with scale and build on a pre-existing rapport instead. It is 
much easier to manage a familiar relationship via video conferencing than 
coordinate a brand-new sourcing, due diligence and funding process.

VC investors will obviously not want to see their prized companies fail, 
particularly when they’ve already invested copious amounts of capital. 
Therefore, we expect follow-on rounds to contribute the bulk of deal value in 
the short term. In 2009, capital within first-time rounds fell 25.1% while follow-
on rounds dropped 16.6%. We expect a similar trend to occur during the 
next few quarters as most employees in the European financial sector work 
from home. The effect could be more pronounced than after the GFC too, as 
strategies have seen more capital put into follow-on rounds in the last decade.               

Source: PitchBook | Geography: Europe
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Capital pools will decline   

European venture fundraising dipped to €3.6 billion in 2010 but was strong 
in the preceding and ensuing years surrounding the GFC. Based on historical 
data, the bottom of the drop due to COVID-19 may be reached later in 
comparison to dealmaking and exits. During the last five years, round 
sizes and funds have swelled to set numerous records. Appetite from a 
broadening range of LPs has grown as they inject capital into the strategy. 
VC in Europe has become a premium investment activity in the last five 
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Source: PitchBook | Geography: Europe

VC fundraising activity
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years, as soaring valuations have doubled or tripled in certain circumstances. 
GPs have accumulated a wealth of global LP commitments as funds have been 
oversubscribed, grown to record sizes and generated favourable returns to LPs.    

Though not as mature as the industries in the US and Asia, the European venture 
ecosystem has lured ample capital from cash-rich international LPs over the past 
decade. We expect these investors to cull their commitments to European funds, 
however, for the next few quarters amid the crisis. LP-GP dynamics look set to 
shift, especially in Europe where funds rely on substantial European cross-border 
as well as transatlantic capital channels. Fundraising could become particularly 
difficult for first-time funds and smaller GPs possessing fewer LP relationships. 

Nontraditional sources of capital have featured prominently in European venture 
deals and funds in recent years, with participants including sovereign wealth 
funds, hedge funds, PE managers and corporates. These entities spread capital 
across multiple asset classes, sectors and geographies as diversification helps 
reduce exposure to poorly performing assets in a downturn. However, it also 
enables LPs to recalibrate allocations based on performance of assets and their 
risk profiles. VC is a long-term, ever-changing and risky investment strategy, so in 
this uncertain environment, LPs may opt to reduce their allocations to venture to 
mitigate this risk and to manage more pressing issues in their portfolio or region.

While the pursuit of growth may flatten over the course of the rest of the year, 
recently closed European venture funds are in a strong position. They will benefit 
from the ability to draw down on a largely untouched capital reserve, potentially 
dispersing it more broadly as valuations fall. However, these venture funds will 
need to be prudent in their approach as subsequent fundraises may be more 
difficult to secure in the coming months. Current travel suspensions will have an 
impact on domestic fundraising as well as cross-border commitments from LPs 
based in the US and Asia. No single VC region appears to be protected from the 
pandemic, but the presence of remote video conferencing does enable internal 
and external collaboration to take place between familiar parties. 
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In 2019, 52.5% of overall value contained deals that had some US investment. 
Interest across the pond has seldom been stronger. This has led to increased 
competition as well as swollen fund and round sizes in Europe. Demand from 
Europe-based startups seeking capital to scale has risen, and US investments 
have become more expensive. At the time of writing, the epicentre of the 
outbreak has shifted to the US. US investors could place more importance on 
inward domestic investment while premium pricing is depressed rather than 
outward investment into Europe. As a result, we may see fewer and smaller 
European deals with US participation close. Moreover, we feel there is a 
possibility that European VC investors that were previously priced out of the 
US ecosystem may potentially delve into it if they can afford to. 

Eagerly anticipated exits will be postponed   

Between 2008 and 2012, exit value was markedly weaker in Europe. 
Confidence had been lost from recessionary market conditions, and exit 
options tightened for VC-backed companies. We believe exits could fare 
similarly in light of COVID-19 and be muted for longer than dealmaking 
or fundraising. The European ecosystem boasts far more highly valued 
developed startups now than it did 11 years ago. Outliers have largely driven 
the continent’s venture-backed exit market in the last decade. Unicorn 
numbers have flourished and now bolster exit value across the continent. 
They have been able to grow in the ecosystem at a quicker rate as capital 
raising options outside of pursuing an exit have become widely available. 
Therefore, the rebound in exit value could be prolonged and dependent on 
appetite from those sizable late-stage startups willing to exit. Once market 
conditions recover, new records could be set as these startups could scale 
even larger. 

Source: PitchBook | Geography: Europe
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We believe European VC-backed exits in 2020 will also cool as corporates 
focus on capex restrictions and protecting themselves from uncertainty 
posed by COVID-19. Earnings have been hit, and stock prices have lost 
significant value, so corporates will be avoiding substantial external capital 
outlays. Strategic acquisitions are only likely to occur once the financial 
wellbeing of the acquirer has been assured. We expect COVID-19 will have a 
significant impact on many corporate sectors over the next few quarters as 
they adapt to shifts in top-line performance.  

Exits may be borne out of necessity for capital rather than maximising value 
over a multi-year horizon. Those startups showing signs of a cash squeeze 
may become acquisition targets for well-capitalised corporates. Secondary 
buyouts could also tick upwards in the long term as PE managers address 
issues confronting their existing portfolios first. Subsequently, they could be 
attracted to smaller, less capital-intensive buyouts. Bargaining power could 
shift to acquirers later in the cycle, as startups lose leverage while capital 
options shrink. Mature startups have enjoyed laying out projected growth 
targets and timing exits to maximise returns for investors during the last 
decade, but the crisis threatens this benefit. We are faced with the most 
challenging exit conditions posed since the GFC for all stakeholders.

Sell-offs have caused volatile public equity swings akin to the GFC and 
dot-com bubble market-defining events. This has all but extinguished the 
possibility of Europe-based startups listing until statistics illustrate the 
spread of COVID-19 is under control. On top of that, high-profile VC-backed 
listings had already disappointed in the past year as elevated valuations have 
come under severe scrutiny. Given the current situation, we feel listings will 
be postponed across Europe in the near term as startups seek alternative 
capital means. 

Source: PitchBook | Geography: Europe
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Investors will need to pump more cash into startups to help them become 
more appealing for an exit when market conditions eventually rebound. 
The onus will shift to startups and GPs to devise contingency capital plans 
in the interim if exits are delayed for a long period. If these additional 
infusions cannot be secured, some startups will become distressed and face 
bankruptcy. Investors might invest in or acquire companies at drastically 
reduced valuations, taking advantage of multiple arbitrage from multiples 
depressing across the board due to economies weakening and revenues 
falling beneath valuations. Financial institutions may invest in ailing startups, 
and we could see an uptick in bridge financing and convertible debt 
packages. As discussed previously, the terms of deals could also significantly 
shift in favour of underwriters as startups become desperate. Additionally, 
financial institutions could finance these startups at a discount and benefit 
from larger upside sale potential once the market turns, if capital cost 
burdens can be covered during ownership.

Challenges and opportunities facing sectors   

EU leaders have pledged fiscal and monetary stimulus packages to help 
distressed businesses. French and German governments have pledged 
€4 billion and €2 billion respectively in relief for tech startups. The UK 
government announced the Coronavirus Business Interruption Loan 
Scheme to underwrite loans (up to £5 million), (up to £5 million), with the 
government making a business interruption payment to cover the first 12 
months of interest payments and any lender-levied charges.. Early teething 
problems regarding a considerable funding gap until June have been 
reported. Moreover, early-stage startups and their VC backers have struggled 
to meet eligibility criteria as there is virtually no bank debt involved in their 
capital structures, and they lack a track record or collateral to secure any 
such lending. Further stimulus is likely to be provided across European 
countries in the coming months. 
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Rounds that are closing currently are likely to have been negotiated prior to 
the mass disruption. However, deals are also being pushed through to avoid 
future disturbance in Europe. Germany-based Lilium completed a €217.1 
million round led by Tencent Holdings (HKG: 00700), exclusive to existing 
investors. Tencent reportedly pushed the deal through for Lilium, having 
witnessed Asian economies grind to a halt. Deals involving similar startups 
with lengthier runways to revenue generation may see less disruption in the 
immediate term.   

Software startups completing huge rounds have been the backbone of the 
European ecosystem during the last decade. Pragmatic management is now 
required as COVID-19 has forced businesses to transition into a bear market 
mentality. Rather than pursue ambitious growth targets, startups will instead 
need to focus on managing existing resources and engaging existing clients 
for renewals to ensure business continuity. This will put further pressure on 
loss-making startups and may push some out of business, especially those 
that have reinvested capital into gaining market share and have not had time 
to build up capital reserves. Historically, software startups have saved huge 
costs by having a single European HQ. Those businesses have been able to 
expand swiftly into the wider European market without a physical presence 
or resistance from complex regulatory hurdles. Enterprises operating a SaaS 
business model benefit from more consistent and upfront cash flow to invest 
into growth, and this could prove vital for survival during the current crisis. 
This should insulate the business more from the sharp drop in demand that is 
currently taking place across sectors. 

Food delivery companies such as Deliveroo, Just Eat and Uber Eats have 
been able to remain open as sit-in restaurants forced to close shop change 
gears. However, gig economy food delivery players have not seen the surge 
in demand that many forecasted. Deliveroo orders in the UK have reportedly 
dropped due to closures shrinking popular restaurant options and the 
rising anxiety of infection. Grocery shopping has boomed though, with UK 
supermarket sales rising 20.5% YoY in the four weeks leading up to March 
21, and traditional in-house delivery options have become overwhelmed. 
Intuitively, restaurant delivery enterprises are pivoting towards groceries. 
Uber Eats has accelerated its push into the sector by striking an agreement 
with France-based supermarket Carrefour. In Spain, Uber is uniting with 
Portugal-based energy group Galp (LIS: GALP) to deliver items from petrol 
stations. Deliveroo is also diversifying and has launched an “essentials” 
delivery service across cities in the UK, having already offered items from 
Marks & Spencer and Co-op stores.

The fight against COVID-19 will create opportunities for startups to assist 
with the research phase of the response. Germany-based biopharma 
startup CureVac received a €82.4 million grant from the EC to support the 
development of a vaccine for COVID-19. However, experts predict a vaccine 
could be 12-18 months away. Startups in the biotech & pharma sector could 
receive considerable financing in the next year. International investors will 
remain confident in the historical pipeline of high-quality companies in the 
sector that have originated from Europe. These include startups such as 
BioNTech (NASDAQ: BNTX) and Immunocore.    
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Key equipment including ventilators, PPE and sanitary products face 
shortages in Europe. We believe this crisis could shape the approach from 
governments towards healthcare investment for years to come. As already 
witnessed, national healthcare infrastructure in Europe is overwhelmed and 
the private sector will need to lend support. University College London (UCL) 
and the Mercedes AMG F1 team—both of which had their primary industries 
put on hold—designed a breathing aid within a week. The reverse-engineered 
design pairs academic research and technological manufacturing capabilities. 
UCL is a notable VC investor, especially in the healthcare sector. Innovation 
from a range of VC stakeholders will be at the forefront of the war against 
the virus. 

Source: PitchBook | Geography: Europe
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Biotech & pharma VC deal activity
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Conclusion

We expect VC activity to drop in the near term across dealmaking and 
fundraising, with greater prolonged impact on VC-backed exits. COVID-19 has 
already had a huge financial impact on jobs and the wider European economy. 
This looks set to continue in the short to medium term as government policy 
and health systems focus on battling the deadly virus.   

Successful startups will be facing funding challenges they have never 
experienced before in the coming months. Issues arising in existing portfolios 
will need to be managed appropriately. We believe new deals will still occur, but 
there will be a much greater emphasis on rounds preserving resilience instead 
of growth in the next few quarters. Investment strategies across LPs and GPs 
will tighten up and capital flows will reduce. 

The length and depth of the economic downturn will grow as restrictions on 
daily life remain in place. The conundrum facing governments is balancing 
the protection of public health and business continuity. Lockdowns are 
not detrimental to all sectors, and opportunities will arise. Pioneering VC 
stakeholders have already demonstrated they can assist healthcare providers 
with the current fight. In the long term, as lessons are learned from the 
COVID-19 pandemic, future innovation deriving from startups could help 
prevent such a devastating outbreak happening again.
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