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Message from Silicon Valley Bank The 2012 Startup Outlook Survey captures a U.S.
economy in transition. The technology sector continues to lead the broader economy out of
the downturn, posting strong returns even as the overall economy strains to rebound. Dynamic
new sectors are growing rapidly, businesses are hiring and startup executives are bullish on the
U.S. market. Optimism and conﬁdence remain high.
Yet warning signs exist — particularly for capital-intensive sectors and those that depend on
the government to set market rules. Left unaddressed, these weak spots could grow and
ultimately choke the United States’ ability to sustain its position as the leader in innovationbased economic growth.
Startups drive the innovation economy, and we think business leaders and policymakers should
view them as the proverbial canaries in the coalmine. They can alert us to opportunities that
can fuel our economy for decades to come. But they also can highlight looming challenges that
could stiﬂe growth.
For a country to thrive in the rapidly evolving innovation economy, it needs forward-thinking
leaders who understand the importance of taking risks, of carefully calibrating regulations,
and of basing decisions on facts. It needs policymakers with a deep understanding of how
technologies work — and how rapidly they change — and who use that knowledge to enact
sound, forward-looking policies and reject rules that merely entrench the status quo. It
needs access to capital, a workforce with relevant skills, strong protections for intellectual
property within a workable legal system and continuous investments in infrastructure, basic
research and education.
The future of our innovation economy is at a crossroads. On the one hand, we see more
entrepreneurs pursuing ideas — including in new sectors that have the potential for truly
amazing growth. Yet while there is no shortage of ideas, the network of policies that supports
the innovation economy is beginning to fray.
We believe the better people understand the world of high-growth companies, the more they
will see why this sector is so important to the overall economy and what they can do to promote
its health. We hope this report helps explore those issues and provides new insights to business
leaders and government policymakers.
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PART 1: OVERVIEW
Executive Summary

The magnitude of what’s possible is even clearer when
one looks beyond the survey to the world of startup

There’s an old joke that goes something
like this.

companies more broadly. Everybody — in business, in
politics and in life — knows that it’s a lot easier to win

Once there were two boys, about ﬁve or six years old.

a new opportunity than to displace an incumbent. And

Their parents worried that they’d developed extreme

the tech sector is in the midst of a profound evolution

personalities — one a total pessimist, the other a total

that is creating enormous new opportunities.

optimist, so they took them to a psychiatrist. The psychiatrist ﬁrst took the pessimist to a room ﬁlled with
toys. Rather than being delighted, the boy burst into
tears. “What’s the matter?” the psychiatrist asked,
bafﬂed. “Don’t you want to play with any of the toys?”
“Yes,” the little boy bawled, “but if I did I’d only break
them.” The psychiatrist then turned to the optimist, and
took him to a room piled to the ceiling with horse
manure. But instead of wrinkling his nose in disgust,
the optimist was delighted. He clambered to the top of
the pile, dropped to his knees and began gleefully
digging out scoop after scoop with his bare hands.
“What are you doing?” the psychiatrist asked. “With
all this manure,” the little boy replied, beaming, “there
must be a pony in here somewhere!”

The software sector is booming as it moves into
software-as-a-service, business intelligence, virtualization, cloud computing, and free and open software.
The hardware and software sectors are converging as
software is imbedded into hardware chips and devices
like the iPad create a single integrated experience. A
decade ago, “mobility” meant a cell phone. Today,
mobility needs to be built into every device and every
application. Digital media, e-commerce, consumer
Internet applications, “big data,” and new modes of
entertainment are exploding. The line between “consumer” and “business” applications is blurring as
individuals demand access to applications across all
the devices they use, and increasingly don’t distinguish
their “work” devices from their “life” devices. Funda-

In the midst of an economy struggling to recover —

mental business models are changing — think record

confronted with soaring gas prices, a high jobless rate

stores and book stores versus iPods and Kindles.

and a political system in which many Americans have

Questions about privacy and security abound.

lost faith — it’s important to see the ponies in the dung
heap. And the world of technology startups has a lot
of ponies.

These changes translate into enormous demand for
software engineers, data scientists, mobile software
developers, security experts, database managers and

It’s a world that is characterized by growth, optimism,

experts in a host of other ﬁelds — not to mention the

new ideas and a deeply held belief in the strengths that

broader array of people needed to build high growth

make the United States a leader in innovation-based

companies. It translates into signiﬁcant business op-

economic growth. Across the sectors we surveyed,

portunities — storing data and storing energy, for ex-

companies consistently met or exceeded their revenue

ample, or integrating new communications and enter-

targets in 2011, and they believe this year will be even

tainment offerings into the automotive sector. It means

better. Companies plan to hire, and leaders continue

that if a country moves decisively, it can capture brand

to see the United States as the cornerstone for their

new manufacturing sectors that rely on expertise in short

long-term growth and an ideal place to start a high

supply globally and for which access to talent is more

growth business.

important than a low cost workforce or tax breaks —
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rather than fighting an uphill battle to recapture

This last point is probably the most controversial at this

old manufacturing jobs. And it means better prospects

point in our history, but it is also the most important.

for reinvigorating our capital markets and restoring a ro-

The ﬁnancial crisis taught us a lot about irresponsible

bust pipeline of high growth public companies — an

risk-taking. We need to learn from it and never again

opportunity Congress reinforced in March 2012 when

repeat those mistakes. But it’s vitally important that our

it passed the JOBS Act with strong bipartisan support.

economy, our political system and our regulatory

But while those of us who work with startups cannot
help but be optimists, we must not forget that we are

systems don’t become hostile to risk. Without risk,
there is no reward.

the beneﬁciaries of a wonderful but breakable ecosys-

We believe this Startup Outlook Survey will help

tem. We must not ignore the optimist’s twin brother.

move us forward, by highlighting the strengths we

And for all its positive news, the 2012 Startup Outlook

can celebrate and nurture as well as the places we

Survey also included some troubling insights.

need to do better. We look forward to being a part of

Startup executives believe we are not educating people

the discussions it generates.

with the talents they will need. They lack faith in our
political system. They believe we need to invest more
in ideas, through R&D funding and R&D tax incentives.
They think we need to invest more in people, by
improving our education system and by reforming our
immigration laws to let the United States once again be
the destination of choice for the world’s most talented
and creative people. They believe we need to address
our federal deﬁcit and address the cost of health care.
They believe we need to ﬁx our regulatory processes
and adopt a long-term energy policy. In their view, the
problems they identiﬁed a year ago have grown worse,
or are stagnant. In short, we continue to fail to solve
basic problems that are undermining our global leadership in innovation-led economic growth. Meanwhile,
other countries around the globe are ﬁghting to unseat
us and lay claim to the kind of creative disruption that
has powered the U.S. economy for a generation.
Entrepreneurs look to the future and play to their
strengths. As a country, we should do the same. We
should capitalize on what we do well and focus on
emerging opportunities. We should embrace global
expansion as a powerful growth driver — not vilify it as
anti-American. We must to invest in people and ideas.
And we need to embrace risk-taking.
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◗ Most job creation will happen in the state where

KEY FINDINGS

the startup is located. Plans to hire outside the
Tech Startups Continue to Lead
the Recovery

United States will increase over time, but won’t
approach in-state hiring.

◗ For the third year in a row, an increasing number
of startups met or exceeded their revenue targets.

Playing to Our Strengths …

Nearly two-thirds (64 percent) said revenue perfor-

◗ Nearly eight in ten startups (79 percent) say the

mance in 2011 was at or above target.

United States is an attractive place for business

◗ Optimism remains strong. Six in ten respondents

because of our focus on innovation and our entre-

(61 percent) said business conditions are better
than a year ago, and nearly three in four (72 per-

“

For the ﬁrst time in
years, we met our Q1
2012 forecast in
January and expect
to exceed our forecast
3x. Q2 also looking to
be well over forecast.
First signs of companies eager to spend
money to improve
their business.

”

– Technology Executive

preneurial mindset. Just 10 percent say the same
of foreign markets.

cent) expect conditions will im-

◗ Entrepreneurs also view the United States more

prove in the coming year. Re-

favorably than foreign markets on access to capital,

sponses ranged from a high of

culture, quality of employees and work ethic.

85 percent for hardware executives to a low of 58 percent for

◗ Two-thirds of executives (66 percent) see over-

life science executives.

seas markets as an opportunity to grow their
business, while only 16 percent feel they have to

◗ Software companies tend

go abroad because it’s too hard to build their

to be healthiest and have the

business in the United States.

most positive outlook. They are
more likely than companies in
other industry segments to have
exceeded

their

performance

targets and report that current
business conditions are better

Or Killing the Golden Goose?
◗ Foreign markets are more appealing than the United States on several fronts, say startup executives.
Notably, they cite the cost of doing business, tax incentives and rates, and the regulatory environment.

than last year.
Jobs, Jobs, Jobs

◗ Respondents’ relatively positive view of foreign
regulatory environments echoes another ﬁnding:

◗ Tech startups continue to be an engine for job

Executives in the more heavily regulated life sci-

creation. Eight in ten respondents (83 percent) plan

ence and cleantech sectors believe are much more

to hire new employees in the coming year.

likely to see global expansion as a “must do,” given
the challenges of building a high-growth business

◗ The expectations for hiring vary meaningfully

in the United States.

across sectors, however. Nine in ten software executives expect to hire. In the hardware sector, only

◗ Respondents this year were less positive about

seven in ten respondents (73 percent) plan to hire

the quality of U.S. higher education. This is a dis-

(down from 84 percent in 2011) and more than two

turbing trend, particularly when combined with the

in ten (21 percent) see hiring as unlikely (up from 8

ﬁnding that fewer than one in three executives (28

percent a year ago).

percent) believe the U.S. education system is preparing workers with the skills their businesses need.
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“

Executives who suggest that
government should not get involved are
naïve. Government is involved. The
challenge is getting government to reﬁne
its involvement so that it is a net positive,
not a net negative, to the entrepreneurial
ecosystem.

The Role of Government
◗ With an election year in full swing, eight in ten
executives (83 percent) believe the 2012 presidential

”

candidates either don’t have solutions to promote
economic growth in the innovation economy or are

– Startup Executive

choosing not to focus on the topic.
◗ Six in ten (62 percent) executives say intellectual

Particularly surprising, the most negative views on this

property protection is a top policy priority, followed

point came from the normally upbeat software sector.

by health care cost control (52 percent) and regulatory streamlining (49 percent). One-third of execu-

Opportunities and Impediments to Growth

tives (34 percent) cite reforms to bring more highly

◗ Executives believe their biggest growth opportuni-

skilled foreign workers to the United States.

ties lie in expanding into new markets (59 percent)

◗ Startups believe policymakers have made no

and in existing markets (49 percent). To a lesser

progress on their top policy priority from the 2011

extent, they see opportunities from international

survey, intellectual property protection, and have

expansion.

lost ground on another top priority, improving the

◗ Startups’ biggest challenges are scaling opera-

regulatory environment.

tions for growth (37 percent), the general economic

◗ In terms of ﬁscal priorities, startup executives

climate (35 percent) and the regulatory/political en-

continue to focus on investments in ideas and

vironment (35 percent).

basic infrastructure. Topping the list are R&D tax

◗ While access to capital remains a relative strength

credits, R&D funding, tax reform and investments

for the United States, more than one in three execu-

in technology infrastructure.

tives (36 percent) see access to equity ﬁnancing as

◗ Compared to the 2011 survey, respondents see

one of their greatest challenges. Just less than one

the impact of the U.S. deﬁcit on business and gov-

in three see it as an opportunity.

ernment-mandated beneﬁts/indirect taxes as even

◗ Executives overwhelmingly support capital market

more challenging this year.

reforms to help overcome this challenge. Many of
those reforms were included in the recently enacted
JOBS Act.

“

We consistently see a
disconnect between what
is requested of us (add jobs,
buy capital equipment) and
what is encouraged via the
tax system. The various
levels of government do
not understand how to
incentivize businesses
to grow.

”

– Hardware Executive
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STARTUP OUTLOOK SURVEY
RESPONDENTS

the National Venture Capital Association/PWC MoneyTree. In the fourth quarter alone, these sources report,
there were more than twice as many venture-backed

Startup Outlook 2012 is Silicon Valley Bank’s third
annual survey of the views of executives at startup
companies across the United States.

software deals as deals in the second largest sector, biotechnology. Similarly, a recent report on early
stage investing by “angel” investors, conducted by

As in prior years, we retained an independent, third-

Silicon Valley Bank, the Angel Resource Institute and

party market research ﬁrm, Koski Research, to conduct

CB Insights, found that 34 percent of all 2011 angel

an online survey on our behalf. The survey was con-

ﬁnancings were made in Internet companies, and that

ducted from February 14-24, 2012.

nearly seven in ten (68 percent) were made in Internet,
mobile and telecom, and other software companies.

We received responses from 270 executives, 85 per-

Rounding out the picture, data from the National Ven-

cent at the C-level, of U.S. based, early stage compa-

ture Capital Association/PWC MoneyTree show that in

nies in the following sectors:

recent years more than one in four corporate venture

◗

Software/Internet: 131 companies

◗

Life science: 73 companies

◗

Hardware: 33 companies

◗

Clean technology: 19 companies

◗

Other: 14 companies

deals have been in the software sector, with related
sectors such as IT services and media and entertainment also accounting for a meaningful share of the total deal volume.
In terms of geography, California accounted for just

Due to the small sample size for hardware and cleantech companies, survey responses from these executives are directional and are not compared statistically
to other groups. The results are not weighted.

under half (47 percent) of all respondents. The Northeast also was strongly represented, with 22 percent
of all respondents. The remaining respondents were
spread across the United States. As was true for the
sector mix, the geographic mix of respondents reﬂects
broader investment patterns in startup companies.

Survey Respondents by Industry Segment
80%

According to data from the National Venture Capital

70%

Association/PWC MoneyTree report, in 2011 about 40
percent of venture investments (by number of deals)

60%
55%

and about 50 percent (by dollars) were made in Califor-

49%

50%

nia, followed by New England (12 percent by number

42%
40%

of deals; 11 percent by dollars) and the New York metro

32%
30%

27%

20%

area (10 percent in both number of deals and dollars).

18%
13%

17%

10%

Still, venture investors also made more than 100 in-

12%
7% 6% 7%

6%

4% 5%

0%
Software
2010

Life Science
2011

Hardware

Clean Tech

Other

2012

vestments in a variety of regions, including the Washington, D.C. metro area, the Midwest, the Northwest,
the Philadelphia metro area, the Southeast and Texas,
and made more than 75 investments in Colorado and

The relatively heavy representation of software compa-

the Southwest. In the world of angel investing, Califor-

nies reﬂects broader trends in the technology sector.

nia accounted for 21 percent of total deals, with the

In 2011, venture capital ﬁrms once again invested

remaining 79 percent spread throughout the United

more money and did more deals in the software sector

States, including in the Great Lakes region (15.9 per-

than in any other sector, according to data from

cent), New England (14.6 percent), the Southeast (12

2012 Startup Outlook 6

percent), the Mid Atlantic (8.9 percent), the Southwest

On the revenue front, nearly one-third of the companies

(8.9 percent), the Northwest (7 percent), New York (6.6

have not yet begun to earn revenues. Almost three in

percent) and the Great Plains (4.1 percent).

four (74 percent) had 2011 gross revenues of less than
$10 million, and 97 percent had gross revenues of less

Percentage of SVB Survey Respondents per Region
Southeast
5%
Northwest
4%

than $50 million — similar to the revenue mix in the
2011 Startup Outlook Survey. For revenue-generating

Southwest
6%

companies, the average company had $11.9 million in
gross revenues, slightly lower than the $13.9 million average in the 2011 Startup Outlook Survey. For the 2012
survey, we excluded responses from companies with

California
47%

Northeast
22%

$100 million or more in revenue. We did not ask about
revenue levels in our 2010 Startup Outlook Survey.

Mid Atlantic
4%
Midwest
5%

Annual Gross Revenue
80%

Mountain
West 7%

Average
among revenue
generating
companies:

70%
60%

As in prior years, this survey focuses on startup com-

50%

panies. Respondents’ companies ranged from fewer

2010: 13.9M
2011: 11.9M

40%

than 10 employees to more than 250 employees, with
an average of 50. Slightly more than half have fewer

30%
25%

than 25 employees, and 87 percent have fewer than

20%

100 employees. For the 2012 survey, we excluded re-

10%

sponses from companies with 500 or more employees.

0%

29%
20%

19%
14%

18%
13%

14%

16%

10%

Pre-revenue
2011

less than
$1M

$1M to less
than $5M

$5M to less
than $10M

8%

10M to less
than $25M

7%

5%

3%

$25M to less $50M or more
than $50M

2012

Number of Employees
80%
70%

Average
number of
employees:

60%
50%

2010: 36
2011: 55
2012: 50

40%
34% 33% 34%
30%

27%
20% 20%

20%

20%
17% 17%

16% 16%
12%

10%

11%
6%

8%

7%
1%

0%
Fewer than 10
2010

10 to 24
2011

25 to 49

50 to 99

100 to 249

2%

250 or more

2012
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PART 2: DETAILED FINDINGS
BUSINESS ENVIRONMENT:
TECH STILL LEADING THE
RECOVERY

are better than last year, and an impressive 91 percent
say that the outlook for business conditions over the
next year is better or will stay the same. While the number of respondents who predict business conditions

Highlights:

will continue to improve is down a bit from the previous

◗ Two in three companies (64 percent) met or

two surveys, the shift towards believing conditions will

exceeded revenue targets.

stay the same is consistent with an economy already
on the mend.

◗ Software and cleantech companies performed
relatively well against expectations. In contrast,
more than half of hardware respondents (52 percent) and more than four in ten life science respondents (42 percent) missed their targets.

Business Conditions Compared to Last Year:
2010 to 2012
100%
90%
80%

◗ Six in ten startups believe that business conditions are better than a year ago. As the economy
improves, however, an increasing number charac-

70%

61%

68%

64%

19%

25%

13%

11%

12%

2011

2012

60%
50%
40%

terize business conditions as “about the same.”
◗ Startups continue to be optimists, believing the outlook for the coming 12 months is positive. Hardware

30%
20%
10%

27%

0%
2010

and software executives have the rosiest outlooks.
Worse

Better

Will stay the same

Technology companies continue to lead the nation’s
economic turnaround. For the third year in a row, an
increasing number of startups met or exceeded their
prior year’s revenue targets. Nearly two-thirds said
revenue performance in 2011 was at or above target.
That represents only a very slight improvement above
the 2011 survey , but a major improvement over 2010.

Outlook on Business Conditions for the Next 12
Months: 2010 to 2012
100%
90%
80%
70%
75%

60%

72%

78%

50%

Previous Year Company Performance: 2010 to 2012

40%
30%

100%
90%

20%

15%

23%

19%

17%

22%

17%

10%
8%

80%

2011

2010

34%

60%

39%

9%

5%

0%
70%

2012

42%
Worse

50%

Will stay the same

Better

40%
30%

51%

20%

38%

36%

2011

2012

10%
0%
2010

Six in ten executives say business conditions in 2012
Exceeded targets

On target

Below targets
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To a signiﬁcant extent, we believe this optimism is well
founded. Over the past three years, the economy has
begun to strengthen and startups have performed well.
But some of the conﬁdence probably reﬂects the inher-

Previous Year Company Performance: By Industry
Exceeded/
On target

67%

90%

ently optimistic nature of startup entrepreneurs. In each

80%

year of the survey, a higher percentage of respondents

70%

have predicted that business conditions would improve

60%

conditions had actually improved the following year.
While the results across the startup landscape paint a
picture of a rising economy and a high degree of opti-

48%

12%

17%

64%
7%

29%
31%

46%

57%

38%

50%

in the coming year than have reported that business

58%

100%

40%
30%

52%
42%

20%

36%

33%

10%
0%
Software 2012

mism, the results vary meaningfully from sector to sector.

Exceeded targets

Life Science 2012
On target

Hardware 2012

Clean Tech 2012

Below targets

Software startups are booming. Two in three (67 percent) met or exceeded their revenue targets, an increase from last year’s survey (where 63 percent met
or exceeded revenue targets). Consumer Internet
companies, a subset of the software category, are the
healthiest.

As in past surveys, a sizeable majority of total respondents (88 percent) say business conditions are the
same or better than they were a year ago. But the level
of conﬁdence is very much in the eye of the beholder,
and depends on a sector’s growth opportunities as well

Cleantech companies also performed well, with 64 per-

as the headwinds in its path — including access to cap-

cent meeting or exceeding targets — an improvement

ital, the global economy, competition for talent and the

over 2011, when only 56 percent met or exceeded

role the government plays in the sector’s target market.

targets.
However, a smaller percentage of hardware and life science startups say they met or exceeded their revenue
goals in the 2012 survey, compared to the 2011 survey. The number of hardware clients that missed targets

Business Conditions Compared to Last Year:
By Industry
100%
90%
80%

47%
62%

69%

was up meaningfully from a year ago (from 40 percent to

60%

52 percent), while both the number exceeding targets

50%

and meeting targets declined. Life science companies,

46%

70%

40%

36%

37%

30%

in contrast, saw a slight increase in the number of over-

20%

performing companies (from 9 percent to 12 percent),

10%

but a steep drop-off in the number of companies meet-

0%

19%
31%
18%

19%

16%

7%
Software 2012

Life Science 2012

Hardware 2012

Clean Tech 2012

ing targets (from 54 percent to 46 percent).
Worse

Same

Better

Software executives are the most bullish. Nearly seven
in ten (69 percent) say business conditions are better
than last year, down just slightly from a year ago (72 percent). The number of executives who think conditions
are worse is ﬂat year-over-year, at 7 percent.
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In stark contrast, a majority of life science executives (54 percent) say business conditions have not

HIRING AND GROWTH: JOBS,
JOBS, JOBS

improved or have grown worse, up from last year’s
survey (51 percent). We believe this reﬂects deep, on-

Highlights:

going concerns about the impact of the U.S. regulatory

◗ More than eight in ten startups (83 percent) plan

system on the predictability, speed and cost of obtain-

to hire in the coming year.

ing necessary approvals.
◗ In the near term, executives expect most hiring
The hardware sector is also down somewhat year-

will be in their home state. Over time, they see hir-

over-year, with 19 percent of executives saying busi-

ing outside the United States increasing, but never

ness conditions are worse (up from 8 percent in 2011).

matching in-state hiring.

In terms of outlook, software and hardware executives

◗ Software companies are the most likely to hire.

are the most upbeat, with 76 percent of software respondents and 85 percent of hardware respondents

◗ Respondents see most revenue growth in their

predicting things will get better in the coming year. Life

home state. Revenues from outside the United

science and cleantech executives not only are less

States will rise over time, but won’t eclipse domes-

upbeat than their colleagues in the software and hard-

tic revenues.

ware sectors, they also are less upbeat than they were
a year ago. Fewer life science and cleantech respondents in 2012 believe things will improve, more predict
conditions will stay the same, and more life science

Tech startups are job creation machines. As a number of studies have shown, in recent years young high
growth companies are the principal source of both net
and gross new job creation across the U.S. economy.

executives predict things will get worse.
A clear sign of improving conﬁdence is the willingness
of executives to hire. More than eight in ten startups

“

The business outlook is very good.
Plans to grow the business 50%.

”

– Hardware Executive

(83 percent) have plans to add employees over the
next 12 months, about the same level as last year.

Likelihood of Hiring New Employees in Next 12
Months
100%
90%

Outlook on Business Conditions for the Next 12
Months: By Industry

80%
70%
60%

100%

50%

90%

40%

83%

83%

30%

80%
70%
60%

73%

58%
85%

76%

68%

20%

10%
6%

6%

10%

17%

11%

11%

2010

2011

2012

0%

50%
40%
30%
20%

28%

Not Likely
16%

Neither likely
nor unlikely

Likely

17%
9%

10%

14%

7%
0%
Software 2012

Worse

Life Science 2012

Will Stay the Same

16%

6%
Hardware 2012

Clean Tech 2012

Better
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As with conﬁdence, hiring expectations vary among the

more likely to hire in their home state (86 percent ver-

sectors. Nine in ten software executives (90 percent)

sus 68 percent), in another state in the United States

say they are likely to hire in the next 12 months, com-

(58 percent versus 35 percent), and outside the United

pared to seven in ten hardware (73 percent) and life

States (45 percent versus 26 percent). This may reﬂect

science (71 percent) executives.

their more robust growth expectations, greater ﬂexibility

The short-term outlook for hiring by hardware executives is down from last year (from 84 percent in 2011 to
73 percent in 2012). Life science, software and cleantech hiring forecasts remain essentially unchanged.

Likelihood of Hiring New Employees in Next 12
Months: By Industry

in accommodating workers spread across locations,
and/or the level of competition for skilled software engineers, which may be forcing startups to cast their hiring
nets wider to attract workers with the skills they need.

Likelihood of Hiring New Employees in Next 12
Months: By Industry

100%
100%

90%

90%
80%
80%

70%
60%

73%

90%

84%

50%

40%

45%
36%

40%

30%
8%

6%

5%
5%

21%

21%

Software 2012

Not Likely

11%
5%

Life Science 2012

Neither likely
nor unlikely

Hardware 2012

Clean Tech 2012

Likely

Since the survey focuses on very young compa-

36% 39%

38%
28%

30%

20%

0%

70%
60%

50%

10%

80% 78% 78%

71%

20%
12%
9%

10%

12%

0%
In state where
company is
headquartered

In another
U.S. state

Outside the U.S.
Next 36 months

No plans to hire

Next 24 months

Next 12 months

Plans to Hire in Next 12 Months: By Industry (2012)

nies, for the 2012 survey we added a few questions
about respondents’ longer-term views on where they
Software

expect to grow — in terms of both job creation and
revenue growth.
In the short term, startup executives expect most of
their hiring to be local, in the state where they are headquartered. Over time, an increasing number expect to
hire internationally, although even looking three years

Life
Science

Hardware Clean Tech

In the state with
company is
headquartered

84%

71%

75%

89%

In another U.S.
state

47%

29%

19%

33%

Outside the U.S.

35%

22%

19%

22%

No plans to hire

5%

24%

22%

6%

down the road startups say they are only half as likely to
hire outside their home state — whether internationally
or elsewhere in the United States — as in their home
state. Just 12 percent said they have no hiring plans.
Software companies are the most likely to hire. When
compared to their peers in life science, for example,
they are more likely to hire in the next 12 months in
their home state (83 percent versus 71 percent) and
in another state in the United States (46 percent versus 29 percent). Looking forward 24 months, they are
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Plans to Hire in Next 24 Months: By Industry (2012)

Software

Life
Science

Expected Revenue Growth in the Next 12, 24,
and 36 Months
100%

Hardware Clean Tech

90%
80%

In the state with
company is
headquartered

78% 78%

81%
68%

70%

86%

68%

71%

72%

60%

60%
50%
41%

In another U.S.
state

40%

57%

35%

26%

44%

30%
20%

Outside the U.S.

45%

26%

29%

44%

12%
8%

10%

5%

0%
In the U.S.

No plans to hire

4%

14%

19%

11%

Plans to Hire in Next 36 Months: By Industry (2012)

Software

Life
Science

Next 24 months

In another U.S.
state

50%

Outside the U.S.

44%

31%

33%

50%

No plans to hire

7%

20%

17%

11%

77%

27%

Pre-revenue
Next 36 months

Expected Revenue Growth in the Next 12 Months:
By Industry

Hardware Clean Tech

83%

28%

Outside the U.S.

Software

In the state with
company is
headquartered

72%

Next 12 months

Life
Science

Hardware Clean Tech

In the U.S.

89%

55%

72%

79%

Outside the U.S.

49%

24%

47%

37%

Pre-revenue

2%

34%

13%

5%

72%

28%

Expected Revenue Growth in the Next 24 Months:
By Industry

Over the next three years, eight in ten executives (81

Software

percent) expect most of their revenue growth will come
from within the United States. International revenue

Life
Science

Hardware Clean Tech

In the U.S.

88%

55%

82%

79%

Outside the U.S.

64%

48%

64%

68%

1%

26%

3%

5%

growth will increase over time: within three years, two
in three executives (68 percent) expect foreign markets
will become a much more signiﬁcant driver of revenue
growth, up meaningfully from the near term (41 per-

Pre-revenue

cent). Respondents do not, however, predict international revenues will eclipse domestic revenues over the
next three years.

Expected Revenue Growth in the Next 36 Months:
By Industry

Life science executives are much more likely than exSoftware

ecutives in other sectors to expect they will remain pre-

Life
Science

Hardware Clean Tech

revenue over the next three years. This likely reﬂects the
long timeline from the lab to the marketplace and the of-

In the U.S.

85%

70%

81%

83%

Outside the U.S.

73%

58%

66%

89%

Pre-revenue

2%

12%

0%

6%

ten unpredictable path for obtaining necessary regulatory
approvals, which have dampened investor enthusiasm.
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GLOBAL MARKETS: IS THE U.S.
LOSING ITS EDGE?

◗ Interestingly, software executives are less upbeat
than they were a year ago about the entrepreneurial
mindset in foreign countries, with only 8 percent

Highlights:

citing it as something that makes foreign markets

◗ Eight in ten companies (79 percent) think the

appealing compared to 21 percent a year ago.

United States is appealing because of its focus on

◗ The United States also meaningfully outpaces

innovation and its entrepreneurial mindset. Just 10
percent say the same about foreign markets.
◗ Respondents are growing more concerned about
the quality of U.S. higher education .

foreign markets on access to capital, culture, quality
of employees and work ethic.
◗ Access to capital is seen more positively for both
the United States and for foreign markets. Two-thirds

◗ Executives plan to expand internationally to grow

of startup executives cite access to capital as an ap-

their business.

pealing reason to do business in the United States,
up from 55 percent a year earlier. Sixteen percent

The United States remains a beacon for entrepreneurs,

cite it as an appealing reason to do business in for-

innovators and investors. But over the past decade,

eign markets, up from 14 percent a year earlier. Life

an increasing amount of venture capital investing has

science executives note year-over-year improve-

shifted to overseas markets, and increasingly robust

ments in accessing capital in the United States, with

innovation sectors have emerged in a handful of coun-

73 percent citing it as a strength for the United States

tries. These trends have been compounded by U.S.

in 2012, up from only 57 percent in 2011.

immigration policy (which since 9/11 has made it much
more difﬁcult for highly skilled foreigners to work or stay
in the United States) and U.S. tax policy (which provides an economic incentive to leave foreign earnings
abroad instead of investing them in the United States).

Where the United States is Losing Its Edge
◗ Respondents said foreign markets had grown in
attractiveness on proximity to customers/supply
chain. A year ago, proximity to target customers

The 2012 survey helps highlight why the United States

and markets was considered an advantage for the

remains attractive to entrepreneurs — and where it is

United States compared to foreign markets, with 64

losing its edge. Overall, the United States still remains

percent of respondents citing it as positive attribute

more attractive than foreign markets on a wide array

for the United States compared to 52 percent for

of fronts. But year over year the advantage gap for the

foreign markets. While the United States remains at-

United States over foreign markets has narrowed in a

tractive, foreign markets have caught up. Today, the

few important areas.

two are much closer, with 68 percent for the United
States and 63 percent for foreign markets.

Where the United States Has A
Signiﬁcant Edge
◗ Year over year, the United States increased its
advantage with other countries on having an innovative/entrepreneurial mindset. Eight in ten startups
(79 percent) say the United States is an appealing
place for business because of our focus on innovation and our entrepreneurial mindset. Just 10 percent say the same of foreign markets.

◗ While respondents’ opinion of the quality of higher
education overseas did not change, the U.S. higher
education system declined in respondents’ view.
The failure of the U.S. education system to produce
skilled workers is making the country less attractive
for business, particularly to those in the software
sector. In the 2011 survey, there was a 25-point gap
between the respondents’ view of U.S. and foreign
higher education (46 percent versus 21 percent).

2012 Startup Outlook 13

Today, the gap has narrowed substantially to 16
points (37 percent versus 21 percent).
◗ Software executives are signiﬁcantly less likely

Reasons Why U.S. and Non-U.S. Markets are
Appealing for Business
Focus on innovation/ entrpreneurial mindset
Proximity to target customers and markets/ supply chain

strength today (34 percent, down from 47 percent

Access to capital

a year ago). This is yet another sign of entrepre-

Culture

neurs’ concern over a lack of workers with the right

Quality of employees

68%
63%

60%

28%

53%

21%

Business/ legal environment

21%

Quality of higher education

and are much less likely than last year to pick quality

Cost of doing business

of employees as an advantage for doing business

Regulatory environment

9%

Tax incentives/ rates

4%

Other

5%
4%

percent a year ago).

62%

15%

ecutives this year, too, are feeling the constraints,

in the United States (51 percent, down from 67

65%

16%

Work ethic

skills for the innovation economy. Life science ex-

79%

10%

to cite the quality of higher education as a U.S.

21%

39%
37%

13%

51%
35%
U.S. appealing
31%

Non-U.S. appealing

◗ Startup executives say the cost of doing business
and tax and regulatory burdens make the United
States a less appealing place to build a business

Rationale for International Expansion

than other countries. One interesting note this year,
executives say the cost of doing business in other
countries is growing less appealing. But the United
States has a long way to go to close the gap. Just
13 percent said the U.S. market is appealing for the
cost of doing business (up from 8 percent a year
ago.) Half of respondents cite it as an appealing
factor for overseas markets, but that is down from
70 percent a year ago.

We want to go
overseas because
of the opportunities
to grow our business

66%

We will have to
go overseas to
grow because
it’s becoming
too hard to
16%
build a
successful,
high-growth
18%
business
We don’t
in the U.S.
expect to expand
internationally

The United States has something of a love-hate relationship with global expansion — recognizing the importance of global markets to U.S. economic growth,
but sometimes reviling global companies as less
committed than they should be to the United States.
Startup executives clearly see global growth as an opportunity that will allow them to grow more robustly
over time, not as a negative indictment of their home
market. Two-thirds of executives (66 percent) say they
want to expand internationally because of the opportunities to grow their business. Only 16 percent say they
feel they have to go overseas because it’s becoming
too difﬁcult to build a successful high-growth business
in the United States.
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Sectors that are more affected by government policy
and regulatory oversight are more likely to say they

“

have to go overseas to ﬁnd customers. One in four

We have overseas customers
because they desperately need and want
our technology. We would like to be able
to sell into the US, and that will come in
time. Current government policy doesn’t
do enough to support companies
exporting innovations overseas.

life science and cleantech executives (25 percent for
both groups) says that they have to move outside of the
United States to grow their business.

Rationale for International Expansion: By Industry
100%
90%

”

80%
70%

– Startup Executive

55%
78%

68%

60%

75%

50%
40%
25%

30%

12%

20%

11%

10%

20%

20%

25%

Many startups already have overseas ties. Just more than
half (52 percent) report that their companies tap foreign

11%

0%
Software 2012
We don’t expect to
expand internationally

Life Science 2012

Hardware 2012

We will have to go overseas
to grow because it’s becoming too
hard to build a successful high
growth business in the U.S.

Clean Tech 2012
We want to go overseas
because of the opportunities
to grow our business

markets for production/manufacturing, sales operations
and research and development. Life science executives
are signiﬁcantly more likely than software executives to
look overseas for production and manufacturing.

Areas of Help from Non-U.S. Markets

“

A large fraction of our
resources are being spent
overseas. The patriotic
American in me hates to do
it, but I simply cannot build a
medical device company in the
US under the current regulatory
environment. I literally could
not have gotten the company
funded if the business plan
included a US clinical and
regulatory strategy. It’s simply
too long, too unpredictable
and too expensive.

80%
70%
60%

52%
51%

50%

50%

40%

36%

30%
20%
5%

10%
0%
Production/
Manufacturing

Life Science

Hardware

Service

Other

”

– Life Science Executive
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OPPORTUNITIES AND
IMPEDIMENTS TO GROWTH

in new markets, and more than half of all software
executives (54 percent) see opportunities in existing
markets. Life science executives also are more likely

Highlights:

than their peers in other sectors to see opportunities in

◗ Expansion opportunities in new markets and busi-

mergers and acquisitions (20 percent), access to gov-

ness conditions in existing markets present the two

ernment funding and grants (23 percent), and through

most signiﬁcant opportunities for growth.

ability to hire (30 percent). Life science executives are
notably less likely than their peers to see opportunities

◗ Scaling operations for growth, access to equity ﬁ-

from new technologies to increase efﬁciencies. Clean-

nancing, the general economic climate and the reg-

tech executives are less likely to cite business expan-

ulatory/political environment remain top challenges.

sion into new markets as an opportunity.

◗ Startups strongly support capital markets reforms,
such as those included in the recently enacted
JOBS Act.
Startup executives are looking to stake out growth opportunities in new markets and from improving business conditions in existing markets. That said, compared to last year’s survey, respondents see less
opportunity on the ﬁrst front (59 percent, compared to
68 percent a year ago). They also see less opportunity

“

The FDA and reimbursement
climate in the U.S. is killing innovation
in healthcare medical devices. A clear,
navigable path through FDA and CMS,
which is on a timeline that rewards
investment, is critical.

”

to grow through mergers and acquisitions (10 percent,
compared to 17 percent a year ago) and as a result of

– Life Science Executive

the regulatory/political environment (5 percent, compared to 11 percent year ago).

Current Opportunities for Businesses
Business expansion opportunities/ new markets

59%

Business conditions in existing markets

49%

International expansion opportunities

30%

General economic climate

28%

Access to equity financing

28%

Ability to recruit employees/ manage talent

24%

New technologies to increase efficiencies
Growth from mergers and aquisitions
Access to government funding/ grants
Access to credit
Decreased competition
Regulatory/ political environment
Other

17%
10%
10%
8%
8%
5%
2%

Opportunities are very much deﬁned by sector. More
than half of all hardware and software executives (76
percent and 66 percent, respectively) see opportunities
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Current Opportunities for Business: By Industry

Software

Life
Science

Hardware Clean Tech

Business
expansion
opportunities/
new markets

66%

44%

76%

32%

Business
conditions in
existing markets

54%

44%

42%

42%

International
expansion
opportunities

28%

30%

30%

37%

Access to equity
financing

27%

27%

33%

26%

Ability to recruit
employees/
manage talent

23%

39%

21%

37%

New technologies
to increase
efficiencies

26%

30%

18%

5%

Growth from
mergers and
acquisitions

8%

20%

6%

0%

Access to
government
funding/grants

5%

23%

6%

21%

Decreased
competition

8%

6%

6%

16%

Regulatory/political
environment

4%

3%

6%

26%

Other

2%

2%

3%

5%

SPOTLIGHT:
TRENDS IN
CAPITAL
FORMATION
While access to capital
remains a relative strength
for the United States,
more than one in three executives name
access to equity ﬁnancing as one of their
greatest challenges. Only one in four see it
as an opportunity.
But there is some movement in the right
direction. Companies are developing more
capital-efﬁcient business models, and sources
of venture capital are ﬁnally thawing. According
to data from the National Venture Capital
Association/PWC MoneyTree, in 2011 venture
funds invested $28.4 billion in 3,673 deals,
a 22 percent increase in dollars and 4 percent
increase in the number of deals.
Capital formation becomes easier in an
improving economy, and the promise of
substantial gains from cutting edge technologies is driving rising investments, ranging from
venture funds to angels to corporate investors.
Simply put, investors don’t want to miss out
on the next big technology wave.
After a long dry period, initial public offerings
(IPOs) are slowly rebounding, with technology
leading the way. In a signiﬁcant development,
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Congress passed and the president
signed the JOBS Act this spring. Key
provisions in the legislation are designed to reduce the cost of going
public and encourage new investors to
ﬁnance early-stage companies.
Angel investors are taking on an increasingly important role in driving entrepreneurship across all sectors. According to the Halo Report, prepared
by the Angel Resource Institute, Silicon
Valley Bank and CB Insights, the size
of median angel group rounds
grew to $700,000 in 2011,
an increase of 40 percent
over 2010. Nearly
60 percent of angel
group investments
were in health care
and Internet companies,
and 60 percent of health
care deals targeted medical
device and equipment companies.
The Halo Report found that many
deals are syndicated among investors,
providing companies seeking larger
investments access to the additional
capital they need to fund their early
stage businesses. And angel investors
were investing across the country, with
79 percent of 2011 investments and
70 percent of 2011 invested dollars
going to companies outside of California.

At the other end of the spectrum, established corporations are once again
increasingly active in ﬁnancing start-up
companies. Corporate venture arms
invested nearly $2.3 billion in highgrowth companies last year, up from
$2.0 billion in 2010 and signiﬁcantly
higher than the $1.4 billion they invested in 2009, according to data from
the National Venture Capital Association/PWC MoneyTree report. Perhaps
even more importantly, a diverse array
of large corporate are actively engaged
in the startup ecosystem, as growth
returns to the top of CEOs’ agendas
and corporations recognize the critical
role external innovation needs to play
in achieving that growth.
Still, access to capital remains a challenge in the life science and cleantech
sectors.
In life science, early-stage venture
investments have migrated away from
high risk “swing for the fences” deals
to lower risk “singles and doubles.”
Startups are more likely to focus on
developing a single product and to try
to succeed on the back of a merger or
acquisition or move more quickly to a
licensing or partnership arrangement,
and less likely to try to build a deeper
portfolio of products with a view
towards long-term organic growth.
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Overall, venture fund raising is down
signiﬁcantly, leaving funds with limited
“dry powder” to support existing
companies and fund new startups.
(According to VentureSource, venture
capital investments into biotech
dropped from $6.17 billion in 2007
to $3.92 billion in 2011.) Health care
reform, downward pressure on reimbursement rates, challenges in the
FDA approval process, and difﬁculties
securing rights to reimbursement have
all meaningfully increased uncertainty
and the cost and time it takes to succeed. The medical device tax imposed
in the health care law — which applies
to revenues, not proﬁts — will dampen
top-line growth, if it goes into effect as
scheduled next year.
In cleantech, the pool of sophisticated
investors has narrowed very signiﬁcantly, leaving only a handful of ﬁrms
that are able to deploy large amounts
of capital. These ﬁrms have largely
made their bets in higher risk areas,
particularly energy generation. As a
result, funding in these areas is pretty
much limited to follow-on ﬁnancings
for companies ﬁrst ﬁnanced in the
2006-2007period, and are starting
to mature. For new startups, most of
the funding is heading into areas such
as energy efﬁciency, energy storage

and advanced materials. The outlook
for cleantech investments (particularly
solar and other forms of energy generation) remains cloudy, as competitive
pressures from China and elsewhere
mount. Adding to the troubles, an oversupply of materials is driving suppliers
out of business. Corporate investors
are an increasingly important part of
the overall landscape, providing funding and helping companies develop
and execute on strategies to scale and
work with — or compete against —
competitors in global markets, particularly China. Political focus has shifted
away from aggressive solutions to create incentives, such as federal renewable energy standards, and federal loan
guarantees have dried up amid some
high-proﬁle failures. The lack of a consistent, forward-looking energy policy is
depriving would-be entrepreneurs of a
long-term view of the landscape, leaving the United States at risk of falling
behind much of the rest of the world in
energy innovation.
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Startups are facing a number of different challenges,
including scaling their operations for growth, accessing

Current Challenges for Businesses: By Industry

equity ﬁnancing, dealing with the general economic
Software

climate and navigating the regulatory/political environ-

Life
Science

Hardware Clean Tech

ment. Though the order has changed slightly, these
largely echo the results from the 2011 survey.

General economic
climate

33%

42%

33%

26%

Scaling operations
for growth

44%

23%

27%

47%

Regulatory/political
environment

21%

62%

36%

42%

Access to equity
financing

26%

59%

24%

42%

Difficulty recruiting
employees/
managing talent

32%

12%

24%

16%

Competition
from U.S.-based
companies

29%

18%

24%

0%

Business
conditions in
existing markets

20%

19%

30%

42%

Access to credit

15%

7%

21%

21%

Competition from
non-U.S.-based
companies

13%

8%

12%

16%

Business
expansion
opportunities/new
markets

6%

4%

21%

11%

Lack of suitable
merger/acquisition
opportunities

6%

11%

3%

0%

Access to
government
funding/grants

1%

14%

12%

16%

Other

5%

3%

3%

5%

Current Challenges for Businesses

Scaling operations for growth

37%

Access to equity financing

36%

General economic climate

35%

Regulatory/political environment

35%

Difficulty recruiting employees/ managing talent

24%

Competition from U.S.-based companies

24%

Business conditions in existing markets

22%

Access to credit

14%

Competition from non-U.S.-based companies

12%

Business expansion opportunities/new markets

9%

Lack of suitable merger/acquisition opportunities

7%

Access to government funding/grants
Other

7%
4%

The challenges facing software startups are more likely
to be the growing pains of a young company on a
steep growth curve in a competitive environment. Not
surprisingly, those executives cite scaling operations
and ﬁnding new or managing current employees as
their biggest hurdles.
Life science executives, by comparison, are signiﬁcantly more challenged by navigating the regulatory
and political environments and getting access to the
ﬁnancing they need. Overall, life science and cleantech
executives are more likely to report challenges in higher
numbers than their hardware and software peers.

“

The regulatory environment
at the FDA has stiﬂed medical
devices and made it next to
impossible to raise funding for
innovative devices.

”

– Life Science Executive
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Given the importance of capital to high-growth startups,
we asked executives in this year’s survey to weigh in on

Importance of Potential Changes in Providing
Capital: “Important”: By Industry

several types of capital market reforms. Respondents
supported each of the four types of reforms, and gave

Software

their strongest support to reforms that would make it
easier to raise capital from accredited investors (72
percent) and reforms that would reduce the cost and
regulatory hurdles of going public (69 percent).
Since we conducted the survey, Congress passed and

Life
Science

Hardware Clean Tech

Make it easier for
private companies
to raise capital
from sophisticated
“accredited”
investors

70%

73%

74%

72%

Make it easier to
go public, such
as a five year
“on ramp” to
give newly public
companies tie
to come into full
compliance with
public company
regulations

63%

75%

65%

83%

Make it easier for
private companies,
their employees,
and their investors,
to sell shares
on secondary
exchanges without
going public

65%

54%

58%

67%

Make it easier for
private companies
to raise capital
from a broader
base, including
“normal” investors
who don’t have
the income or
assets to qualify
as a sophisticated
“accredited”
investor

54%

45%

47%

67%

the president signed the JOBS Act. Silicon Valley Bank
joined venture industry leaders and others to help secure passage of this legislation. It contains a number of
reforms that will help improve capital formation for high
growth companies, including a ﬁve-year “on-ramp” to
help newly public companies with revenues of $1 billion or less come into compliance over time with some
of the obligations of publicly traded companies. These
reforms also will help companies that choose to remain
private raise capital from accredited investors, and help
privately held companies, their employees and their investors tap secondary markets to provide liquidity.

Importance of Potential Changes in Providing
Capital

Important
Make it easier for private companies to raise capital
from sophisticated "accredited" investors

Make it easier to go public, such as a five year
"on ramp" to give newly public companies tie to come
into full compliance with public company regulations

Make it easier for private companies, their employees,
and their investors, to sell shares on secondary
exchanges without going public

Make it easier for private companies to raise capital
from a broader base, including "normal" investors who
don't have the income or assets to qualify as a
sophisticated "accredited" investor

Neutral

Unimportant

72%

69%

60%

54%

20% 8%

22%

26%

28%

9%

14%

18%

More than half say things are more challenging in four
areas: the long-term impact of the U.S. deﬁcit, government-mandated beneﬁts and indirect taxes, health
Last year, we asked startups to identify their biggest

care reform and the regulatory environment. For all of

challenges on the policy front. This year, we asked

the remaining categories, startups said things were

them whether those issues had become more chal-

about the same. There is no aspect of the regulatory

lenging, less challenging or stayed the same over the

and political environment they believe has improved

next 12 months.

— a strong indictment for a political system that claims
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to want to promote long-term economic growth and
support small businesses. Not surprisingly, life science

Aspects of Regulatory/Political Environment:
“More Challenging” By Industry

executives were particularly downbeat, with more than
six in ten saying things were more challenging in three

Software

areas (the FDA approval process, the regulatory environment and health care reform), and more than half
saying things were more challenging in another three

Life
Science

Hardware Clean Tech

FDA approval
process^

N/A

73%

N/A

N/A

Government
mandated
benefits/indirect
taxes

52%

58%

55%

29%

Long-term impact
of U.S. deficit on
business

52%

57%

41%

56%

Health care reform

46%

65%

50%

29%

Regulatory
environment

43%

70%

50%

21%

Tax rates

41%

50%

33%

29%

IP Protection

39%

46%

44%

21%

Privacy protection
policies

39%

27%

31%

13%

IFRS and GAAP
accounting
changes

33%

23%

26%

19%

Immigration policy

31%

25%

14%

27%

areas (government mandated beneﬁts/indirect taxes,
the long-term impact of the deﬁcit and tax rates).

Importance of Potential Changes in Providing
Capital

More Challenging

Less Challenging

Same

Long-term impact of U.S. deficit on business

53%

41%

6%

Government mandated benefits/indirect taxes

52%

43%

5%

Health care reform

52%

39%

9%

43%

6%

51%

Regulatory environment
Tax rates

42%

54%

4%

IP protection

39%

57%

4%

Privacy protection policies

31%

64%

5%

IFRS and GAAP accounting changes

29%

65%

6%

Immigration policy

26%

65%

9%

Sarbanes-Oxley/Other capital market regulations

23%

68%

9%

^“FDA approval process” shown only to Life Science companies.

SarbanesOxley/Other
capital markets
regulations

22%

28%

24%

11%
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FROM THE CAPITAL TO THE
INCUBATOR: STARTUPS’ PUBLIC
POLICY PRIORITIES

Year over year, executives in the 2012 survey appear
to be less uniformly concerned about health care cost
control and education reform. Health care cost control
seems to be a lesser concern for software executives

Highlights:
◗ Startup companies’ top policy priorities are intel-

in particular: while 79 percent said it could help growth
a year ago, only 48 percent say that today.

lectual property protection, health care cost control,
broad-based regulatory streamlining and interna-

For life science companies, the FDA approval process

tional trade/market access.

remains top of mind, with more than eight in ten (83

◗ In this year’s survey, executives are less likely than
they were a year ago to cite health care cost control
and education reform as priorities.

percent) of executives saying in both the 2011 and
2012 surveys that reforming the FDA’s processes could
help their company’s growth. Cleantech executives still
yearn for energy and climate-related regulation, with

◗ FDA and reimbursement processes remain top-of-

more than nine in ten (94 percent) saying that could

mind for life science executives.

help their company’s growth and another eight in ten
(76 percent) hoping for federal renewable energy stan-

◗ On the ﬁscal front, investments in R&D (directly or

dards (up from 79 percent and 68 percent, respec-

through tax incentives), tax reform and investments

tively, a year ago). As was true last year, software com-

in tech infrastructure are the top priorities.

panies are most focused on IP protection (59 percent

◗ Six in ten executives think the U.S. education

this year, down from 61 percent a year ago) and health

system is not preparing future employees for their
company.

care cost control (48 percent this year, down from 71
percent a year ago). Hardware companies are most focused on health care cost control (65 percent, up from

◗ Eight in ten executives think the presidential can-

58 percent a year ago), followed closely by international

didates aren’t discussing or don’t have solutions for

trade/market access (63 percent, up from 42 percent

promoting innovation-based economic growth.

a year ago) and IP protection (61 percent, comparable

Six in ten executives (62 percent) say intellectual prop-

to a year ago).

erty protection is a top policy priority, followed by health
care cost control and regulatory streamlining. One-third
of executives (34 percent) cite reforms to bring more
highly skilled foreign workers to the United States.
Respondents’ top concerns are unchanged from a year
ago. That’s not surprising: as discussed in the previous
section, startup executives believe policymakers have
not made progress on intellectual property protection
and think the regulatory environment is more challenging

“

Our biggest challenge, next to closing
ﬁnancing, will be protecting our IP and
business overseas. We have already
decided we will employ locals in every
country we ship to, to ensure a vested
interest in protection of our business.

now than it was a year ago.

– Cleantech Executive

”
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Government Policy Area Priorities That Could Help
Company Growth: By Industry

Government Policy Area Priorities That Could Help
Company Growth: 2012

Software
Priority

62%

Health care cost control

52%

Health care reform implementation

Education reform
Energy and climate-related regulation

37%

25%
18%

20%
18%

N/A

83%

N/A

N/A

Federal renewable
energy standards**

N/A

N/A

N/A

76%

Improve R&D

N/A

N/A

N/A

71%

Intellectual
property
protection

59%

70%

61%

71%

Health care cost
control

48%

57%

65%

35%

Broad-based
regulatory
streamlining

41%

70%

39%

44%

Health care reform
implementation

35%

51%

34%

12%

International trade/
market access

37%

38%

63%

47%

Immigration reform
(including H1B
visas)

39%

28%

35%

18%

Education reform

30%

18%

29%

25%

Energy and
climate-related
regulation

11%

9%

23%

94%

31%

22%
18%

FDA approval
process^

27%

27%

34%

13%
23%

24%

42%

International trade/market access

Immigration reform (including H1B visas)

25%
25%

49%

Broad-based regulatory streamlining

Hardware Clean Tech

Not a priority

Neutral

Intellectual property protection

Life
Science

41%
48%
55%
64%
5

^Shown only to Life Science companies
**Shown only to Cleantech companies
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FISCAL PRIORITIES
In terms of their fiscal priorities, startup executives
continue to focus on investments, not handouts. Topping the list are R&D tax credits (61 percent), R&D
funding (60 percent), tax reform (53 percent) and
investments in technology infrastructure (51 percent).
These are identical to the top ﬁscal priorities identiﬁed
in the 2011 survey, though in a slightly different order.

Government Investment and Fiscal Area Priorities
That Could Help Company Growth

Priority
R&D tax credits/payment in lieu of tax credit

61%

19%

R&D funding

60%

19%

Tax reform

53%

Deficit reduction
Incentives for U.S.-based production
Government sponsored equity financing
Government assisted debt financing

27%

Government purchasing/demand creation

24%

28%

17%
23%
23%

20%

Government Investment and Fiscal Area Priorities
That Could Help Company Growth: By Industry

24%

26%

46%
32%

21%
24%

22%

46%

”

20%

23%

51%

Investments in technology infrastructure

The biggest long-term challenge for
us is hiring talented developers to grow
our business. Long-term this is
particularly scary because there has been
such a disinvestment in education in this
country that we are beginning to see
candidates for positions who lack basic
communication skills.

– Software Executive

Not a priority

Neutral

“

37%
45%

Software

50%
56%

5

Life
Science

Hardware Clean Tech

R&D tax credits/
payment in lieu of
tax credit

54%

77%

67%

53%

R&D funding

53%

77%

58%

59%

ARPA-E

N/A

N/A

N/A

55%

Tax reform

51%

57%

52%

35%

Investments
in technology
infrastructure

61%

36%

55%

47%

Deficit reduction

49%

45%

52%

35%

Incentives for U.S.based production

32%

56%

58%

53%

Government
sponsored equity
financing

22%

43%

27%

53%

Government
assisted debt
financing

24%

18%

40%

53%

Government
purchasing/
demand creation

21%

25%

17%

47%

Three in four life science executives say R&D tax credits
and R&D funding are ﬁscal expenditures that could help
their companies grow. The focus on deﬁcit reduction is
up across the board, though particularly notably among
life science executives (from 32 percent in 2011 to 45
percent in 2012). Life science and cleantech executives are much more likely to emphasize investments in
technology infrastructure than was true a year ago, and
software, hardware and life science executives — but
not cleantech executives — are more likely to support
incentives for U.S.-based production than in the 2011
survey. Cleantech executives seem less optimistic
that government can improve their lot through fiscal
measures than was true in the 2011 survey, with sharp
drops in the extent to which they advocate for incentives for U.S.-based production, R&D funding, R&D tax
credits (down 18 percent) and government assisted
debt ﬁnancing.

**Shown only to Cleantech companies
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Issues involving education and the development of a
skilled workforce appear to be top of mind for startup
executives, as young companies face stiff competition

Four in ten life science and cleantech executives
say that the U.S. is preparing future employees
for their companies.

for talent.
100%

Six in ten startup executives say the nation’s education

90%

system is failing to prepare future employees with the

80%

skills their businesses need. Just one in ﬁve startup

70%

20%

26%
40%

41%

60%

software executives and one in four hardware execu-

50%

tives believe the United States is preparing future em-

40%

ployees for their businesses. While education reform

30%

66%

58%
47%

54%

20%

as a public policy priority to drive growth dropped in
importance compared to the 2011 study, executives
are clearly concerned about long-term workforce
development issues.

10%

14%

Life Science 2012

Software 2012

Not sure

12%

16%

6%

0%

Hardware 2012

Clean Tech 2012

Yes

No

StartUpHire, an online job database, recently found
that while engineers and other technical jobs account

With an election year in full swing, startup executives

for more than 36 percent of the open jobs listed on the

also show little conﬁdence in the willingness or ability

site, fewer than 15 percent of the applicants are ap-

of political leaders to truly understand, let alone cham-

plying for the positions. Software engineers were the

pion, the policies most critical to ensure the long-term

largest number of open jobs advertised on the site,

success of the innovation economy.

with more than 42,000 posted in 2011.

Is the U.S. Education System Preparing Future
Employees?

Fully eight in ten executives believe the 2012 presidential candidates either don’t have solutions to promote
innovation-based economic growth, and/or are choosing not to focus on this important topic.

Four in ten life science and cleantech executives
say that the U.S. is preparing future employees
for their companies.

Yes

28%

60%
Not
sure

12%

Definitely: they are
bringing attention to
this issue and have
solutions

No
Not at all: they
are not bringing
attention to this
issue and do not
have solutions

48%

8%

I hope not:
I don’t think the
9% government
should be
involved
Somewhat: they
are bringing attention
to this issue but do
not have solutions

35%

2012 Startup Outlook 26

2012 Market
Insights:
Industry Sectors

◗ Software as a service (SaaS) enabling instant
application functionality
◗ Server virtualization services such as Amazon EC2
provide powerful cloud computing — for scaling up
and down as business demands, analyzing and
serving “big data”, and responding to consumer and

Software

enterprise data storage needs.
More so than last year, these hosted services power

Outlook and Trends

mobile, social networking, collaboration and search
services for virtually unlimited new business models.

Software companies performed especially
well this past year. According to our survey re-

The social collaboration perspective is

sults, more than two in three (67 percent) of the soft-

essential. The lines between shopping, gaming,

ware companies we surveyed met or exceeded rev-

search, social media and enterprise continue to blur

enue targets, and more than nine in 10 (93 percent)

and shift. For example, last year’s trend in social net-

said business conditions were better than last year. Ex-

work game play manifested itself in this year’s explo-

cluding consumer Internet companies, the U.S. market

sive growth of Pinterest, whose community-curated,

is signiﬁcantly more appealing to software companies

photo-based network suddenly became integral to

than offshore markets (81 percent vs. 56 percent) be-

e-commerce companies’ marketing strategies.

cause of proximity to target customers and markets/
supply chain.

Privacy concerns grow. As the lines between work
and home also blur, and social networks and search

Biggest challenge: new trends in software.

companies seek to personalize applications and mon-

While consumer Internet software executives tend

etize user data, privacy concerns are rising. With the

to see competition as a primary business challenge,

rise of mobile, cloud computing and virtualization, there

39 percent of other software companies perceive the

is strong demand for rock-solid security technologies.

general economic climate, buffeted by politics and fast-

As health care, banking and other sectors move sensi-

paced technological change, as a key challenge.

tive data to the cloud, making it accessible on mobile
devices, security technology must continue to grow.

It’s no wonder. Corporations may be holding off on big-

Increasing cyber-attacks are driving the need for better

ticket software upgrades with election uncertainty, but

vigilance, as well as policies and security software and

enterprise software vendors also may be witnessing

hardware, to protect corporate and consumer data.

other shifts in the software world as a whole. The sector is booming, but rather than large, upfront licensed

SaaS impacting software licensing and

software deals fueling growth, a new ecosystem of af-

hardware. The dramatic shift to SaaS has impacted

fordable, pay-as-you-go solutions is powering a new

key technology sectors such as software licensing and

generation of startups, thereby helping corporations

hardware. Cloud computing is taking the place of hard-

operate more effectively. In 2012, software growth is

ware for many companies. It also signals a major shift

powered by:

away from digital downloading in gaming, music and
video. Instead, more convenient, ﬂexible cloud-based
services can deliver higher usage and licensing control
for media publishers.

2012 Startup Outlook 27

Proﬁtability paths and pitfalls
Technology spending increasing. Valuations

confidence in its higher education system to produce
skilled workers, a 13 point drop from 2011.

are growing at a rapid pace, leading some analysts

Still, companies are staying in Silicon Valley staying

to ask whether a new tech bubble may be forming.

put because of the ready access to capital and the

Some cite Groupon as an example of overzealous in-

overall innovation, entrepreneurial mindset and experi-

vesting, particularly in the face of Groupon’s failure to

enced management teams. Face-to-face networking

reveal massive unplanned costs. At the same time, 68

is also cited by startup executives as a high-value ben-

percent of consumer Internet executives in the survey

eﬁt. Companies are ﬁnding that, in many cases, mov-

say they wish it were easier for private companies to

ing jobs overseas hasn’t worked as well as expected.

raise capital from a broader base, including investors

They still ﬁnd value in doing some offshore develop-

outside the venture capital community.

ment as local employees may be more expensive, but

Companies in the mobile and tablet space, continue
to draw very strong interest from investors, particularly

easier collaboration and communications make them
more effective.

as enterprise usage of mobile and tablet technologies

When comparing software company hiring to life

is increasing. This is prompting enterprises to quickly

science, software companies are more likely than life

move to the cloud, whether through third parties or

science companies to hire during the next 36 months

managing their own pool of servers. That trend likely

in another state in the United States (50 percent vs.

will increase with the release of mobile-focused Win-

28 percent), which likely reﬂects more competition for

dows 8.

employees and the ease of working remotely on soft-

Many executives express frustration and doubt with

ware projects.

Washington, D.C.’s lack of action to support business

Talent pool at low levels. One executive noted

growth through tax incentives in the United States,

that the “biggest long-term challenge for us is hiring tal-

particularly pursuing policies that will encourage busi-

ented developers to grow our business. Long-term this

nesses — to make large capital investments. One ex-

is particularly daunting because there has been such

ecutive commented, “The challenge is getting govern-

a disinvestment in education in this country that we

ment to reﬁne its involvement so that it is a net positive,

are beginning to see candidates for positions who lack

not a net negative, to the entrepreneurial ecosystem.”

basic communication skills.”

Stafﬁng

Just 20 percent of startup software executives said the

Plans to staff up. Nine of 10 software startups plan
to hire, and their executives are concerned about being able to recruit employees, competition from U.S.
companies and the ability to control costs of health
care, all of which underscore the growing competition
for talent and cost of providing worker beneﬁts.
Among survey respondents, executives
at software companies cited scaling for
growth and hiring skilled people as top
challenges, as in 2011, not surprising given
the sector’s strong momentum. Only 34 percent
consider the United States attractive for
doing business; one reason is lack of

U.S. is effectively preparing future employees for their
businesses. More than one-third (37 percent) of consumer Internet executives believe non-U.S. markets are
signiﬁcantly more appealing because of the quality of
employees, versus 19 percent of other software execs.
Companies are seeing talent pool shortages particularly in high demand specialty areas such as mobile
computing and security information technologies.
StartUpHire, an online database of jobs at startups,
found that while engineers and other technical jobs
account for more than 36 percent of the open jobs,
fewer than 15 percent of the applicants are applying for
the positions. Software engineers had the largest number of open jobs on the site, with more than 42,000
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posted in 2011. Limits and rules around H-1B visas

of manufacturing, and will continue to be dominated by

continue to concern companies and the employees

Samsung and Apple.Traditional PC computer hardware

subject to the visa rules.

manufacturers will struggle in the face of competition

Health care costs a concern. Health care reform also will become more challenging over the next
12 months, say 52 percent of survey respondents.
The same percentage also believes that by addressing
health care cost control the federal government could
help their company grow.

from today’s inseparable mobile-computing eco-systems provided by Apple and Google.

Proﬁtability Paths and Pitfalls
Cautious outlook remains. Despite the optimism,
executives show some caution because of uncertain
market conditions, including fallout due to supply
chain issues and impacts on consumers from a slowly

Hardware

recovering economy in the United States and continued slumping in Europe. Original revenue projections

Outlook and Trends

may prove to be too aggressive, and prices may continue to decline as new technologies are introduced.

Segments of hardware industry looking up.
Hardware is recovering, poised to reach 2008 levels
or better this year. “Hardware,” as we’ve deﬁned it for
years, is taking on a new look: with the profusion of
cloud and mobile computing comes a fundamental shift
away from desktop and server machines in data centers to “virtual hardware” — the infrastructure software
and servers that power the cloud.
In the storage space, the move to the cloud (remote
server farms as well as private/on-premises cloud servers for sensitive material) continues to grow, driven by
the cost advantage of scale economies. The server
space also is expected to do well as opportunities increase with cloud computing. The desktop and laptop
businesses, however, will weaken with the rise of cloud
computing and the rapid adoption of mobile apps.
Executives in the survey are exceptionally bullish on the
2012 outlook for hardware, with forecasted growth of
4 percent for semiconductors and 5 to 6 percent for
equipment. Growth is most focused around tablets,
which drive demand for chips, wireless and ﬂash ROM.
The industry also can expect to beneﬁt from growth in
the auto industry thanks to legislation requiring backup
cameras on all cars. Hardware manufacturers expect
to reap growth from telecommunication companies upgrading to 4G, as well as government-driven efforts to
upgrade infrastructure.
In mobile and computing hardware, the industry contin-

Funding not ﬂowing to hardware. New hardware startups face challenges in raising the capital to
gain momentum and compete with better funded, or
more capital-efﬁcient software startups. Investor funding remains scarce because of difﬁcult exit paths. Companies led by seasoned management teams are more
likely to attract funding.
While executives express a strong desire to reinvigorate
the U.S. semiconductor industry, in spite of the ample
access to seasoned industry executives, funding remains a challenge. One surveyed executive suggested
that a government-sponsored innovation program,
similar to what China offers entrepreneurs, could propel
enough early-stage growth to attract investors.
Meanwhile, much like life science startups, hardware
startups are looking to corporations for funding, with
an eye on potential future acquisition. On the ﬂip side,
we see large companies spinning off “startups” as innovation labs. Some are developing a safer secondary
market in infrastructure technology, a more attractive
proposition for venture capitalists to invest the $30 to
$40 million it takes to get up to speed. Venture capitalists
are more attracted to
infrastructure software,
which performs the
same functions
products previously
provided by a

ues to become more concentrated because of the cost
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hardware company yet is more capital efﬁcient and

Life Science

offers a quicker exit and lower risk.
Overseas manufacturing continues. Outside

Outlook and Trends

of the defense industry, approximately 75 percent of
U.S. hardware company products are manufactured

Searching for talent, customers overseas.

and assembled overseas. Executives agree that the

Life science executives are signiﬁcantly more likely

government must act to make manufacturing more

than software executives to feel that they have to move

feasible in the United States. Companies are risking the

outside of the U.S. to ﬁnd customers, as well as fund

loss of their intellectual property with overseas manu-

and grow their business. In fact, 83 percent of life sci-

facturing, particularly in China where design copyright

ence executives surveyed cite FDA approval and reim-

infringement is prevalent, but the alternative of locating

bursement processes as government policy areas that

in the high-cost U.S. market would drive them out of

impede company growth. Some companies even face

business. Asia still dominates as a manufacturing lo-

reimbursements being made and then subsequently

cale, but companies are starting to consider Brazil for

taken away. Bluntly, they feel the FDA is impairing U.S.

its better proximity to customers.

innovation. Life science executives are signiﬁcantly
more likely than software executives to look to non-

Yet, some manufacturing is returning to the United

U.S. markets for “production/manufacturing” (57 per-

States, prompted by government subsidies and tax

cent vs. 33 percent). However, the pendulum swings

holidays. Still, other companies are moving headquar-

back for some as they discover regulatory roadblocks

ters outside the United States, as well as selling their

in the EU are no better, and they choose to return to

components to overseas assemblers, to reap tax ad-

the United States.

vantages — despite the inherent risk of losing intellectual property protections.

FDA approval process hinders growth. For
several years, an effort to expedite FDA approvals has

Stafﬁng

been underway. In March 2012, the Government Ac-

Hiring slows. Despite the uptick in business, fewer

countability Ofﬁce (GAO) found the FDA met its goal to

companies in hardware plan to hire (71 percent down

review 90 percent of 510,000 submissions within 90

from 84 percent in 2011) and 21 percent see hiring as

days; however, in reality, overall approval times after

unlikely (up from 8 percent a year ago). These statistics

multiple “back and forths” are adding months to the

align with the challenges new hardware companies are

process. In addition, the pathway (510k/PMA) and

facing in fundraising and concerns about employee

clinical trial endpoints required for device approval are

beneﬁts, such as healthcare costs.

not clear and can lead to lengthy delays, adding to the
cost. At the same time, Consumers Union is pushing

For the ones who do plan to hire, startups can’t ﬁnd

the FDA to slow its approval process, citing consumer

enough qualiﬁed employees with the necessary skills.

safety concerns.

Hardware executives express a growing concern
that a lack of U.S. graduates in certain disciplines,

U.S. still attractive to VCs. What keeps compa-

coupled with a lack of H-1B visas, will require mov-

nies here is proximity to customers, venture capitalists

ing more design jobs overseas, particularly to China,

and experienced, U.S.-based management teams.

and additional R&D outsourcing to India and software

However, based on uncertainty regarding time and

work to Eastern Europe.

money needed to get to market, venture capitalists
are walking away from early-stage, risky companies.
Solutions, say 75 percent of life science executives
surveyed, are government-sponsored R&D tax credits
and funding. As in previous years, rigorous government
approval protocols mean long waits. Although many
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potential investors still will not commit capital, there are

companies are partnering with big pharma companies

signs of growing investment from angel investors and

who help guide them along, due to VCs walking away

corporate venture partners.

from early-stage. Once they show a proof of concept,

Proﬁtability Paths and Pitfalls

the corporations may agree to acquire them or make a
big investment.

U.S. regulatory environment stiﬂing U.S.
innovation. For many life science companies, access to capital is tantamount to survival, but investor
appetite to support U.S. innovation has disappeared.
Instead, investors are funding companies that go outside the U.S. for development and commercialization to
avoid the unpredictability of the FDA approval process,
which increases time to market.

As one executive

sums it up: “A large fraction of our resources are being
spent overseas. The patriotic American in me hates to
do it, but I simply cannot build a medical device company in the U.S. under the current regulatory environment.

The Halo Report, a survey of U.S. angel investors,
found that many deals are syndicated among investors, providing companies seeking larger investments
access to the additional capital they need to grow their
businesses. Their primary concerns also include uncertainty about new regulations and an overall environment that discourages risk-taking. This primary concern
perpetuates itself in the other main roadblock, which
is access to equity ﬁnancing as capital providers hold
similar concerns regarding the uncertain regulatory environment.

I literally could not have gotten the company funded if

For life science companies, a quick exit through a

the business plan included a U.S. clinical and regula-

merger or acquisition marks the path for many rather

tory strategy. It’s simply too long, too unpredictable and

than planning to IPO.

too expensive.”
Changing product development strategy.
Biotech, however, reaped 34 percent more in venture

Companies used to have four to ﬁve products in de-

rounds in Q1 2012 than the same period last year,

velopment; now they’re focusing on their single best

totaling $391 million, according to BioWorld. Series A

bet, which reduces their costs rather than having many

and seed deals brought in 63 percent more than the

“risky” undertakings that require additional ﬁnancing. It

ﬁrst quarter of 2011, with a total of $98 million funding

appears that acquirers do not perceive additional value

11 companies. Investors put more of their money into

in early pipeline over and above what they value in the

clinical-stage ﬁrms (25 percent vs. 7 percent for 2011)

lead asset — thus, investing in the pipeline appears to

and much less into specialty pharma deals (26 percent

be hurting the overall exit multiple more than adding ad-

vs. 83 percent for same period last year).

ditional value with more shots on goal. Instead of devel-

FDA roadblocks are spurring action by the investment
community. Burrill & Company reports that the National
Venture Capital Association has been citing the lack of
funding to argue that Congress needs to expand the
FDA’s accelerated approval initiative. Proactive industry
involvement appears to have spurred regulators to reevaluate their processes.

oping blockbusters, money-making strategies
today include focusing on smaller wins, such as a
modiﬁed version of an existing product that provides
a meaningful beneﬁt in dosing or action and
pursuing “orphan drugs,” which are designed
to treat rare diseases. The latter involves a very
small patient pool — an approach VC-backed
biotechs favor because of the typically faster

Many life science executives appear more focused on

application and reimbursement process.

growth enablers, such as mergers and acquisitions,

While it may not be as proﬁtable, this

access to equity ﬁnancing, government funding and

strategy allows for quicker access to the market

grants, and credit. In our survey, 73 percent feel access

and greater market exclusivity, creating an attractive

to capital makes the U.S. attractive for their business.

add-on product opportunity for a larger company.

Yet, the environment is risk-averse. Early-stage
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Furthermore, there has been a shift toward partnered

to provide long-term government support in the form

strategies focusing on speciﬁc targets that involve tra-

of low interest loans and other incentives which fuel

ditional venture capitalists and corporate partners. This

Chinese production and deployment of renewable

is evidenced by the recent investment by big pharma

technologies. Although this has prompted accusations

into speciﬁc life science venture funds that will focus

of unfair trade practices by U.S. and some European

on therapeutic areas of strategic interest to the pharma

countries, subsidized loans and incentives have also

general partner.

been deployed in the U.S., albeit with mixed results.

Stafﬁng

India’s renewable energy sector is also growing rapidly
and has helped reduce costs of materials, feedstock

Hiring continues. Hiring often is easier in life sci-

and other essential components used globally to de-

ence than other sectors. These companies have ac-

velop clean technologies.

cess to a wider pool of potential employees because
the companies aren’t diversifying as much and there
has been retrenchment in the sector. Still, only 51 percent of executives feel the quality of employees makes
the U.S. attractive, and some specialties suffer from a
lack of trained workers

Government policies continue to impact
sector. Competitive pressure from China continues,
as evidenced by the recent decision by the United
States to put tariffs on heavily subsidized Chinesemade solar panels. Meanwhile, adoption of alternative
energy technologies has slowed in the United States
because of perceived political risks and cheap alterna-

Cleantech

tives, particularly the declining cost of natural gas. The
nascent U.S. cleantech industry remains highly depen-
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dent on government support — and has been hampered by the lack of a stable, national renewable en-

Global expansion necessary. Cleantech com-

ergy policy. Before committing long-term capital, which

panies, reliant on public policy incentives to spur de-

is vital to accelerating deployment, public markets and

mand, see global expansion much more frequently as

project ﬁnanciers need reassurance that project eco-

a “must do” in light of the challenges to build success-

nomics will remain intact for the project’s life. As such,

ful high-growth business in the United States. One

cleantech executives depend heavily on policymakers’

executive explains: “We have overseas customers be-

support, with 93 percent of executives citing govern-

cause they desperately need and want our technology.

ment policy as instrumental to their industry’s growth

We would like to be able to sell into the U.S., and that

and success.

will come in time. Current government policy doesn’t
do enough to support companies exporting innova-

Intellectual property protection for U.S. companies

tions overseas.”

shipping products or manufacturing overseas continues to present a challenge as well. One executive said

While the U.S. cleantech sector faces a period of

the company’s solution is to employ locals in countries

uncertainty, foreign markets such as China and India

they ship to, ensuring a vested interest in protecting

present tremendous growth opportunity. China, whose

the business.

GDP growth hovers at an impressive
8 percent per year, has

In 2012, cleantech will remain in the spot-

already begun increasing its

light; however, it will be tough to pass meaningful leg-

imports of raw polysilicon

islation before the November elections — due, in part,

from the U.S. to fuel its growing

to lingering effects of Solyndra and general budgetary

semiconductor and solar PV

pressures. Investors and industry leaders are hoping

sectors. China continues

that the post-election environment will be more conducive for development of a cohesive national energy policy that would spur new public and private investments.
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Proﬁtability Paths and Pitfalls
Financing remains a tough sell. Nearly 42 percent of cleantech executives participating in our study
say their companies are most challenged by gaining access to equity ﬁnancing. It’s not surprising many investors
are pulling back from businesses like theirs that depend
on government initiatives. And, as the corollary, nearly 80
percent of the cleantech executives say that regulations
and incentives for U.S.-based production are government priorities that could help their company’s growth.

several years from reaching meaningful scale, have
also garnered interest and received very high valuations in private markets. On the energy storage front,
advances have been made at the grid-scale level which
are key to solving the intermittency problem associated
with renewables. At the commercial scale, distributed
energy generation companies such as Bloom Energy
have secured a solid backlog and key wins such as
powering Apple’s eco-friendly campus in North Carolina. Companies in the energy efﬁciency, lighting, smart
grid and “green IT” spaces continue to receive solid VC

Only the strongest companies with long-term plans and

support because of their relatively low capital intensity,

committed ﬁnancing are poised to raise funds, a situation

short payback periods and large addressable markets.

that favors mature companies over early-stage startups.

Harnessing “big data” related to energy management

Funding is available for promising companies, although

has generated interest from large tech players such

the process can be long and arduous. In the meantime,

as Google, Oracle, SAP and others — many of which

grants may be needed to speed up innovation.

have substantial cash positions and might become acquisitive in the near term.

Angel and venture investors have moved away from
seeding large-scale, capital-intensive energy produc-

Political uncertainty affects incentive pro-

tion companies and are now focused instead on more

grams. More than the other sectors, conﬁdence in

capital-efﬁcient deals. Some of the more fortunate mid-

cleantech investments is tied to the federal government’s

stage companies have raised funds from strategic cor-

focus on incentives to drive adoption and on funding

porate investors interested in developing partnerships

support. Political will has shifted away from aggressive,

or gathering information in advance of potential “buy vs.

direct incentives such as federal renewable energy stan-

build” decisions.

dards. Regarding funding, the discussions are focused
on grants, tax incentives and Export-Import Bank invest-

Many expect consolidation across the solar photovoltaic manufacturing segment due to extremely low polysilicon prices, ﬁerce competition from Chinese manu-

ments instead of loan guarantees. The near-term future
of cleantech in the United States is tied in large part to the
results of 2012 presidential and Congressional elections.

facturers, and excess panel supply. Valuations of large,
established players such as First Solar have plummeted, which does not bode well for privately-backed thin
ﬁlm aspirants. However, further downstream, residential
solar leasing companies, project developers and end
customers will beneﬁt tremendously from less expensive panels.

Stafﬁng
Hiring is up. In spite of all the challenges, cleantech
executives say they are planning to hire. Cleantech
startups are faced with replacing employees who opt
out of the wait for a startup in this environment to gain
momentum in favor of lucrative, immediate and stable

Some believe it’s a mistake to pull back from an entire

opportunities at larger corporations. Certainly the same

segment like solar; it is important to drill down into the

factors that play into the lack of major deals in cleantech

value chain to determine the smart investments. De-

— namely no cohesive national policy establishing this

spite some setbacks at certain points in the solar value

industry’s long-term viability — are at force here as well.

chain, there has been steady and growing support for
advanced biofuels and specialty chemicals companies
— particularly “platform” technologies that can produce
a variety of products by modifying a single organism

Note: Due to the small sample size for cleantech
companies, survey responses from these executives
are directional and results are not compared statistically to other groups.

(yeast, bacteria, etc.) or process. Algal fuels, which are
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About Silicon Valley Bank
Silicon Valley Bank is the premier commercial bank for companies in the technology, life science, cleantech, venture capital,
private equity and premium wine industries. SVB provides a
comprehensive suite of ﬁnancing solutions, treasury management, corporate investment and international banking services
to its clients worldwide.Through its focus on specialized markets
and extensive knowledge of the people and business issues
driving them, Silicon Valley Bank provides a level of service
and partnership that measurably impacts its clients’ success.
Founded in 1983 and headquartered in Santa Clara, Calif., the
company serves clients around the world through 26 U.S.
ofﬁces and international operations in China, India, Israel and the
United Kingdom. Silicon Valley Bank is a member of global ﬁnancial services ﬁrm SVB Financial Group (Nasdaq: SIVB), with SVB
Analytics, SVB Capital and SVB Private Bank. More information
on the company can be found at www.svb.com.
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