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Executive Summary

• VC activity fell across the board between Q2 and Q3 2016.

- In the US, the number of deals fell from 999 in Q2 2016 to 981 in Q3. 

- Quarterly investment in the U.S. fell from $15.6B to $10.6B, a decrease of 32%.

- Investments and number of deals have also fallen since the Q3 of 2015.

- In the SF Bay Area, investment fell from $8.3B to $4.6B, a decrease of 45.4%, and 

deals fell from 321 to 264.

• As in Q2 2016, VC investment is heavily geared towards established companies.

- The total of $388 million invested in seed-stage companies comprised only 3.6% of 

total investments. Seed and early-stage companies together accounted for 37% of 

total VC investing.

- Seed stage companies had the lowest number of venture capital deals at 37, while 

early stage companies had the highest with 398.

- As in Q1 and Q2, the Bay Area was the top region for investment at every stage of 

development.

• California captured 51% of U.S. investment in Q3.

- California was followed distantly by Massachusetts, with 16%, and New York, with 

12%. In Q2, however, California had been even more dominant, capturing 70% of 

U.S. venture capital investment. 



• The San Francisco Bay Area continues to be the biggest recipient of VC 

investment in the United States

- 43% of US venture capital dollars were invested in Bay Area companies, down from 

53% in Q2 but still much higher than other U.S. regions.

- Runners-up were New England (17% of total) and the New York metro area (13%).

- The SF Bay Area also had the greatest number of deals of any U.S. region, 

accounting for 264 out of 891 total U.S. deals.

• Software and biotech continued to be the most prevalent industries in VC backing. 

- While still the biggest industry for VC funding, software was not nearly as dominant 

in Q3 as it was in Q2.

- IT Services, a big industry in Q2 2016, saw its VC investment drop by about 50% in 

Q3. VC investment in Consumer Products and Services, on the other hand, roughly 

doubled.

• Overall conclusions 

- There was a decrease in VC investments and deals from Q2 to Q3.

- Megadeals continue to play a large role in VC funding, as a deal with AirBnB

constituted 25% of SF investment.

- There is a prominent shift to later-stage startups, especially in SF City.
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VC market in the US

Source: PricewaterhouseCoopers/National Venture Capital Association 

MoneyTree™ Report based on data from Thomson Reuters

Q3 2016 saw a decrease in VC activity in the US, both in the number of deals and in 

the amount invested. The average value of investments decreased as well.

Q3 2015          Q4 2015        Q1 2016         Q2 2016       Q3 2016

% change 
Q3 2015-16

Amount 
invested

$16.7 B $12.1 B $12.7 B $15.3 B $10.6 B

Number of 
deals

1,182 1,035 1,011 961 891

Average deal 
value 

$23.0 M $22.0 M $15.9 M $17.2 M $11.9 M

-36.5%

-24.6%

-48.2%

Both VC investment and the average deal 

value declined by 31% since Q2 2016. 

The amount of VC investment is the 

lowest it has been since Q3 2014.



Regional share of investment in the US

The San Francisco Bay Area is the single biggest region for venture capital activity, 

receiving slightly less than half of all national investment.

In Q3 2016, the San Francisco Bay Area 

attracted 87.3% of all California VC 

investment and 43.3% of the national share.

California
51%

New York
12%

Massachusetts
16%

Illinois
2%
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Washington
2%
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2%

Other
13%

$5.3 B 

invested 

in CA in 

Q3 2016

Data for Q3 2016

Source: MoneyTree™ Report
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VC allocation by company growth stage

Seed stage companies received a small percentage of venture capital investments in 

the US, while companies at the other three stages received about the same level. 

Data for Q3 2016

Source: CB Insights/KPMG Venture Pulse Report, MoneyTree ™ Report
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Data for Q3 2016

Source: MoneyTree™ Report

VC market in the SF Bay Area

Both the amount of VC money invested and the number of VC deals conducted in the 

Bay Area have fallen significantly since Q2 and since Q3 2015.

Q3 2015          Q4 2015        Q1 2016         Q2 2016       Q3 2016

% change 
Q3 2015-16

Amount 
invested

$8.1 B $4.6 B $4.9 B $8.2 B $4.6 B

Number of 
deals

364 286 279 311 264

Average deal 
value 

$22.0 M $15.9 M $17.2 M $26.2 M $17.5 M

-43.2%

-27.5%

-20.5%

Average deal value decreased by 33% 

between Q2 and Q3 2016, and the 

amount invested increased by 44%.



Data for Q3 2016

Source: MoneyTree™ Report

Annual VC investment in the SF Bay Area

Although the number of deals 

has been relatively volatile 

quarter-to-quarter over the 

past 10 years, Bay Area 

investment values have grown 

pretty consistently. 

Q3 was not a great quarter for 

VC investment compared to 

other quarters in recent years.

Bay Area VC investment has 

increased by 98% since Q3 

2006, but the difference 

between Q3 2006 and Q3 

2015 was over 250%. 
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VC allocation by company growth stage: SF Bay Area

Compared with Q2, VC investments focused less on expansion-stage startups and 

more on later-stage startups. Seed startups received a very small percentage of the 

investments as they also did nationally.

Data for Q3 2016

Source: MoneyTree™ Report
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With $332,690

per deal, later-

stage companies 

had the highest 

average deal size 

of the four 

stages.



Data for Q3 2016

Source: MoneyTree™ Report

Comparison of VC allocation: SF and US

The city of San Francisco had about the same average deal allocation as the rest of 

the Bay Area and the rest of the country for seed, early-stage, and expansion firms, 

but a much larger average deal size for later-stage firms.
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The average later-stage 

investment in San 

Francisco was about 8 

times higher than the 

average later-stage 

investment in the rest of 

the Bay Area or in the rest 

of the country. 

Interestingly, this same 

ratio for investments 

appeared in Q2, but for 

expansion-stage firms.



Data for Q3 2016

Source: MoneyTree™ Report

*Based on PWC records of Bay Area investee companies that received at least one qualifying investment in Q3 2016.

VC investment in the SF Bay Area: top cities

Companies based in San Francisco received $1.9 billion in VC investment, 45% of the 

Bay Area total, with the biggest deal being SF-headquartered AirBnB. San Francisco 

firms also accounted for 105 of the 264 deals struck in the Bay Area.

San Francisco
105 deals

$2.1b

Redwood City
17 deals
$315m

Palo Alto
23 deals
$310m

South SF
9 deals
$171m

Menlo Park
9 deals
$211m

Mtn. View
12 deals
$141mSunnyvale

11 deals
$207m

San Jose
10 deals
$111m

San Mateo
12 deals
$165m

Hayward
6 deals
$232m

Berkeley 
4 deals
$18m



Data for Q3 2016

Source: MoneyTree™ Report

Industry Amount 

Invested in 

Bay Area

Deals in 

Bay Area

Amounted

Invested 

in SF

Deals 

in SF

Industry as 

% of BA 

Investment

Software $1,739 M 126 $834 M 51 37.7%

Consumer Products 

and Services
$770 M 15 $691 M 9 16.7%

Financial Services $455 M 11 $206 M 5 9.87%

Biotechnology $395 M 21 $47 M 3 8.57%

Industrial/Energy $364 M 16 $50 M 4 7.9%

IT Services $302 M 20 $123 M 9 6.55%

Medical Devices and 

Equipment
$268 M 16 $38 M 3 5.8%

Media and 

Entertainment
$120 M 20 $62.9 M 11 2.6%

Networking and 

Equipment
$9.75 M 1 $9.74 M 1 .211%

Electronics and 

Instrumentation
$4.5 M 1 0 0 .1%

Semiconductors $1.5 M $1.5 M 1 0%

Other $180 M 17 $17.4 M 8 1.7%

Total $4,607 M 264 $2.08B 105 100%

VC investment in the SF Bay Area: by industry

The top three industries 

were software, 

consumer products and 

services, and financial 

services. These 

industries accounted for 

83.2  percent of total 

investment in SF.

Software, consumer products and services, and financial services were the three 

biggest industries for Bay Area VC investment in Q3 2016. 

Nearly half of all Bay 

Area deals were made 

with San Francisco-

based companies



There was considerable fluctuation in VC investments by industry between Q2 and Q3 

2016. Software investment dropped precipitously and biotech and IT fell as well, while 

investment in the finance and consumer products and services industries rose.*

Bay Area Investment by Industry: Q2 vs. Q3

Data for Q3 2016

Source: MoneyTree™ Report
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Data for Q3 2016

Source: CB Insights/KPMG Venture Pulse Report, MoneyTree ™ Report

VC firms investing in US companies

Nearly 30% of 
VC firms seek 
opportunities 

in CA

The SF Bay Area is home to over three-quarters of all VC firms in California and 

nearly a quarter of the US total.
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Data for Q3 2016

Source: MoneyTree™ Report

VC firms with HQs in the SF Bay Area

San Francisco, Palo Alto, and Menlo Park together are home to just over 80% of all 

VC firms located in the Bay Area in the third quarter of 2016.*

*Based on the number of venture capital firms that made at least one qualifying investment in Q3 2016.
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Most active VC firms in the US

Almost half of the top 20 most active VC firms came from the Bay Area.

Data for Q3 2016

Source: MoneyTree™ Report

45% of the top 

20 VC firms in 

the US are 

based in the SF 

Bay Area. New 

England came in 

second with 

20%, and 

Philadelphia had 

15%.

Firm City Number of Deals

New Enterprise Associates, 

Inc.

CA, Menlo Park 24

Greycroft Partners LLC NY, New York 18

Innovation Works, Inc. PA, Pittsburgh 16

DreamIt Ventures PA, Philadelphia 16

Canaan Partners CA, Menlo Park 12

Norwest Venture Partners CA, Palo Alto 11

First Round Capital PA, Philadelphia 10

Deer Management Co., LLC NY, Larchmont 9

Kleiner Perkins Caulfield & 

Byers LLC

CA, Menlo Park 9

Comcast Ventures PA, Philadelphia 8

True Ventures CA, Palo Alto 8

Accomplice LLC MA, Cambridge 8

US Venture Partners CA, Menlo Park 8

Charles River Ventures LLC MA, Cambridge 8

GE Ventures Inc. CA, Menlo Park 7

Correlation Ventures LP CA, San Diego 7

Draper Fisher Jurvetson CA, Menlo Park 7

Connecticut Innovations, 

Inc.

CT, Rocky Hill 6

Battery Ventures LP MA, Boston 6

Capital Factory TX, Austin 6

GGV Capital CA, Menlo Park 6
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Source: CB Insights/KPMG Venture Pulse Report

• VC activity has fallen compared to the last few years. VC investment in Q3 2016 is 

lower than VC investment in every quarter since Q3 2014, and significantly lower than 

Q2 2016 and Q3 2015. 

• Shift toward later-stage companies. While the focus was also on more mature startups 

in Q2, later-stage companies took more VC investment money compared to expansion-

stage companies than in Q2. This was especially true in the city of SF.

• Less of a focus on software. While software companies still receive the most VC 

investment out of all industries, they now only account for 35-40% of investments 

compared with well over half in Q2. Consumer products and services and financial 

services, on the other hand, have accelerated their VC investments.

• The dip in investments and deals is probably short-lived. The Q3 2016 drop most 

likely reflects uncertainty relating to issues like the presidential election and an imminent 

interest rate increase the Federal Reserve has announced. Once these factors have 

cleared up by the end of the year, venture capital should be back to normal.

Outlook for 2016


