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Abstract 

Topic 

There is a long-standing historic difference in performance between European and US venture capital 
(VC) funds. This has led to reduced allocations of funds raised for European venture from non-
governmental sources, such as the traditional institutional investors, and consequently less finance 
available for investment into high-growth entrepreneurial companies in Europe. The objective of this 
study is to ascertain the opinions of interested, non-practitioner, participants in the European and US 
venture capital sectors as to the reasons for this performance difference. Non-practitioners include 
limited partner investors in venture capital funds, entrepreneurs, advisors to the industry, corporate 
venturing investment executives and others who are deeply involved in the industry. They exclude 
investment professionals in the venture capital firms themselves who were interviewed in a separate 
study (Arundale, 2015) and whose opinions are contrasted here with the non-practitioner participants 
in this study.  

Aim  

The aim of this study is to ascertain through interviewing a range of parties interested in the venture 
capital markets in Europe and USA if there are generally agreed factors that may give rise to a 
performance difference between European and US venture capital funds. Potential factors may be 
structural, resulting from characteristics of the funds themselves, they may be operational such as the 
investment practices of the VC firms which manage the funds and/or they may reflect wider 
environmental factors such as culture and attitude to risk and the wider ecosystem in which the funds 
operate.    

Methodology 

Some 40 non-VC practitioners (19 from Europe and 21 from the US) were interviewed to ascertain 
their views on European and US venture capital funds and the environments in which they operate.  

Thematic analysis was used to identify emergent themes. The views of the non-VC practitioners from 
this study were also contrasted with those of the VC firm investment professionals from the previous 
study referred to above.  

Results 

A frequency analysis of recurring themes revealed that interviewees regarded the following key areas 
as contributing to a performance difference between European and US VC funds:  
 
- Difference in culture between US and Europe with regard to a more risk-taking, entrepreneurial, 
thinking “big” (eg in terms of seeking multi-billion $ exits), open and sharing approach in the US (cited 
by 16 interviewees) as opposed to a more protectionist, egotistical / status / hierarchical focus in 
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Europe. 7 interviewees specifically mentioned Silicon Valley with its unique open, networked 
ecosystem. 
- Smaller size of VC funds on average in Europe compared to the USA; overall shortage of funds for 
investment in entrepreneurial companies in Europe; inability of companies to scale due to a lack of 
funds in Europe (cited by 12 interviewees). 
- More operational and / or entrepreneurial background of US VC firm investment executives 
compared to the often financial background of European investment executives (cited by 12 
interviewees). 
- Brand strength of US VC firms, particularly those in Silicon Valley, which aids quality deal flow and 
optimal exits often through relationships with big corporates (cited by 7 interviewees). 
- Use of more entrepreneurially friendly terms in USA compared to investor friendly terms in Europe 
(cited by 6 interviewees). 
- Tendency to exit from investments too early in Europe, possibly due to pressure from institutional 
investors to demonstrate returns (cited by 6 interviewees). 
- Higher risk approach to investing adopted by US (particularly Silicon Valley) VCs with a focus on 
outlier performance which can lead to exceptional returns (cited by 5 interviewees). 

Other areas, such as the “drip feeding” approach to de-risking investments in Europe (5 citations) and 
the shortage of serial entrepreneurs and lack of experienced CEOs to run VC backed businesses in 
Europe (5 citations) are also discussed in the paper.  

Non-practitioner views in this study largely agreed with those of investment professionals from the 
author’s previous study (Arundale, 2015) though the latter also refer to differences in investment 
practices of the firms themselves as contributing to a performance difference between European and 
US VC funds. 

Contribution 

Few studies have ascertained the views of non-practitioner experts in the context of VC fund 
performance. This paper focuses on the wider cultural and ecosystem factors that could affect the 
performance of venture capital funds in Europe and the USA as perceived by people who are deeply 
involved in the industry but who are not engaging in investment activity themselves. The paper 
addresses areas that have not been extensively addressed in previous research on European / US 
VC fund performance differences, including the adoption of a high risk “1 in 10” home run investment 
strategy by many US firms, US firms pursuing outlier deals at the behest of a senior partner,  the use 
of “entrepreneurially friendly” deal terms by US West Coast based VC firms compared to the more 
“investor friendly” terms of European and East Coast based VCs, the benefit “brand name” VCs, 
particularly in Silicon Valley, obtain for deal sourcing and the greater local sector knowledge and deep 
networks of US VCs. The paper also contrasts for the first time the views of practitioner and non-
practitioners in the venture capital industries in Europe and USA.  

In order to create an environment in which funds can be successful in Europe an open, networked, 
connected culture and approach should be fostered with high energy and more risk-taking by VC 
firms, with ideally larger funds and thinking “big” by both VCs and entrepreneurs, perhaps analogous 
to the ecosystem in Silicon Valley. By adopting the investment practices of US VC funds and creating 
an appropriate environment for investment, European VC performance could potentially be improved 
leading to increased investment in the asset class and improved finance for young, innovative, 
potentially high-growth European companies. 

 

 

 

 

 

 



 3 

1 Introduction 

There is a long-standing historic difference in performance between European and US venture capital 
(VC) funds. VC fund returns pooled over the period 1991-2007 were on average 6.9% per annum for 
Europe and 18.9% per annum for US (Clarysse et al. 2009). Earlier studies by Hege et al. (2003) and 
Megginson (2004) revealed that US VC funds generally report significantly higher IRR performances 
than their European counterparts. The latest performance data published by Invest Europe (formerly 
the European Private Equity & Venture Capital Association) prepared by Thomson Reuters showed 
that the 10 year returns for VC funds were 5.30% for the US but just 0.84% for Europe (EVCA 2014).    

The objective of this study is to ascertain the opinions of interested, non-practitioner, participants in 
the European and US venture capital sectors as to the reasons for the performance difference 
between European and US VC funds. Some 40 non-practitioners were interviewed in this study, 
including limited partner investors in venture capital funds, entrepreneurs in receipt of venture capital 
financing, former venture capital firm professionals, venture capital firm executives ancillary to the 
investment role, venture capital professional body executives, advisors to the industry, corporate 
venturing investment executives and others who are deeply involved in the industry. They exclude 
investment professionals in the venture capital firms themselves who were interviewed in a separate 
study on the performance difference (Arundale, 2015). The paper contrasts for the first time the views 
of practitioner and non-practitioners in the venture capital industries in Europe and the US. 

The performance difference between European and US VC funds has led to difficulties in raising new 
funds for European venture investments with reduced allocations of funds raised by European funds 
from non-governmental sources, such as the traditional institutional investors, ie the banks, insurance 
companies and pension funds. According to Invest Europe, (Invest Europe Research, 2016) overall 
funds raised for European venture of €5.3bn in 2015 were 36% less than in 2007 (€8.3bn). Funds 
raised from banks for allocation to European VC in 2015 were just 0.9% of the total funds raised for 
VC, down from 8.3% in 2007. Funds raised from insurance companies for allocation to European VC 
in 2015 were 1.8% of the total funds raised for VC, down from 3.6% in 2007. Funds raised from 
pension funds for allocation to European VC in 2015 were 4.7% of the total funds raised for VC, down 
from 7.1% in 2007. This has led to the European VC industry being more dependent on funds from 
government agencies, such as the European Investment Fund. Funds raised from government 
agencies for allocation to European VC in 2015 were 20.6% of the total funds raised for VC, up from 
7.9% in 2007, with €1.1bn of government funds being raised in 2015 compared to €0.6bn in 2007.  
 
The reduction in funds being allocated to venture in Europe by non-governmental institutional sources 
could result in a shortage of funds going forward for investment into young, innovative, potentially 
high-growth European companies. Venture capital helps companies grow quickly and successfully 
(Gompers and Lerner, 2001), is regarded as a key component both in the development of an 
entrepreneurial economy (Mason and Harrison, 2002) and in the innovation process (Powell et al., 
2002).  
 
The aim of this study is to ascertain if there are generally agreed factors that may give rise to a 
performance difference between European and US venture capital funds. Potential factors may be of 
three types. First, they may be structural, resulting from characteristics of the funds themselves, for 
example the size of the funds, their strategic focus or the backgrounds of the investment executives 
who manage the funds. Secondly, they may be operational such as the investment practices of the 
VC firms which manage the funds. The author’s earlier paper (Arundale, 2015) comments on the 
differences in investment practices and structural characteristics between European and US VC funds 
as potential explanations for part of the performance difference. Thirdly, they may reflect wider 
environmental factors such as culture and attitude to risk and the wider ecosystem in which the funds 
operate which are a particular focus of this current study of non-VCs.     

Few studies have ascertained the views of non-VC practitioner experts. Marston et al (2013) in their 
work for Nesta on barriers to US investment in UK internet and digital businesses interviewed 27 
individuals of which 14 were practitioner VCs or angel investors and the remainder were non-
practitioner entrepreneurs and representatives of professional venture capital and other associations.  

The paper puts forward some suggestions as to how the different structural, operational and wider 
environment factors in operation in the US VC industry could possibly be utilised in Europe in order to 
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potentially improve the performance of European VC funds. This could lead to increased investment 
in the asset class and more funds for entrepreneurial activity going forward.  

“I think the value in your effort is if you can begin to emerge with a vision for what needs to be done 
for early stage in Europe there is no real value in analysing the past and highlighting some differences 
and so on and so forth. There is real value if you analyse the past and say “ok, where do we go from 
here; what lessons have we drawn and where do we go from here?” (UK VC related interviewee).  

2 Literature review  

Previous papers, including Clarysse et al. (2009), Hege et al. (2003), Megginson (2004), Lerner et al. 
(2011) and Marston et al. (2013), reveal the existence of an historic performance difference between 
US and European venture capital funds. All of these studies confirmed that US VC funds generally 
report significantly higher performance returns than their European counterparts (Arundale, 2015). 

As discussed in the author’s earlier research into VC firms (Arundale 2015) there are many factors 
which may explain the difference in performance between US and European VC funds. Previous 
studies (Hege et al. 2003; Schwienbacher 2005 and 2008; Manigart et al. 2002; Clarysse et al. 2009) 
have shown significant differences in investment practice between US and European firms, including 
the contractual relationship between VCs and entrepreneurs, screening of investment proposals, 
investing larger amounts in initial rounds, the use of convertible securities, use of stage financing, 
deal syndication, VC activity post investment and duration of exit stage. Only some of these studies 
have been linked to the performance of VC funds.  

As noted in the author’s earlier research of VC firms there are many variables that can affect the 
performance of VC funds, including such areas as size of funds,  track record of VC funds, strategy 
(investment stage, sector classification and geographic focus), timing and amount of VC financing 
provided, number of tranches of financing, capital inflow and vintage years, monitoring and control 
processes over portfolio companies, how VCs add value, syndication, skills / experience of the VC 
partners, valuation of unrealised investments, timing and type of exits, and the general economic 
environment (Kaplan and Schoar 2005; Lerner, Schoar and Wong 2005; Diller and Kaserer 2005; 
SVB Capital 2010; Ljungqvist and Richardson 2003; Gottshalg et al. 2003; Aigner et al. 2008; Lerner 
et al. 2011; Schwienbacher 2008; Phalippou and Gottschalg 2007). 

There are only a relatively small number of studies that have sought to explain the reasons for the 
relative underperformance of European VC funds compared to US funds (Hege et al. 2003 and 2009; 
Dantas and Raade, 2006; Lerner et al. (2011), Marston et al. 2013, Arundale, 2015). Lerner et al 
(2011) and Marston et al. (2013) concluded that fund choices and fund characteristics do not explain 
the magnitude of the performance gap. Serendipity, “unmeasured or unmeasurable” factors and wider 
economic factors are mentioned as possible areas for much of variation in returns between UK and 
USA VC funds by Lerner et al. 2011. A purpose of the author’s current research, reported upon here, 
is to investigate such factors with both VC and non-VC practitioners.  

The author’s earlier study into VC firms (Arundale, 2015) revealed a number of areas where the 
investment practices of European VC firms differ from those of US firms that had not been extensively 
addressed in previous research. In particular the adoption of a high risk, “1 in 10”, home run 
investment strategy by many US firms and with some US firms pursuing outlier deals at the behest of 
a senior partner without necessarily the consensual approval of the partner team, the use of 
“entrepreneurially friendly” terms in the term sheets of US West Coast based VC firms compared to 
the more “investor friendly” terms favoured by many European and East Coast based US VCs, the 
more prevalent approach to working together in teams on deals, a “theme” approach to identifying hot 
areas for investment used by several US VCs, the benefit “brand name” VCs, particularly in Silicon 
Valley, obtain for deal sourcing and the greater local sector knowledge and deep networks of US VCs 
that aids in-house due diligence and targeted exits. There is also some evidence that US VCs may 
hold onto investments until more valuable exits can be achieved, contrary to previous research 
showing that US VCs exit earlier than European VCs (Dantas et al, 2006).  
 
Arundale (2015) concluded that, whilst it was not unequivocally possible to link the observed 
differences in investment practices from his study of VC firms to the difference in performance 
between European and US funds it was clear that the sample of VCs investigated did exhibit a clear 
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supremacy of performance overall by the US VCs. The different investment practices may well 
contribute to this difference, along with various cultural and economic differences to which reference 
has been made by the interviewees (of these the more open ecosystem in the US and a willingness to 
share talents and information, in contrast to a more proprietary culture in Europe, are particularly 
noteworthy). The interviews with non-VCs in this current study consider the wider external 
environmental factors that might impact on VC fund performance, several of which have been 
mentioned as differences between the US and European VC environments by the VCs interviewed in 
the earlier study as noted above. 

Kelly (2011) states that anecdotally it is claimed that European VCs more commonly have a 
background in finance, while US VCs tend to be scientists and ex-entrepreneurs. Kelly mentions that 
this difference in backgrounds of European and US VCs has never been tested as a reason for 
difference in performance. The author’s earlier research confirms Kelly’s anecdotal evidence that US 
VC firms have proportionately more partners with operational and, to a lesser extent, entrepreneurial 
backgrounds, than European firms. This may well assist in the screening and value-adding 
capabilities of US VCs which could contribute to the performance difference. The backgrounds of  
VCs is also discussed with the non-VCs in this present study.   

The differences in exit processes and conditions in the US and Europe could be key reasons for the 
difference in performance in terms of less liquid exit markets in Europe (Schwienbacher, 2008) and 
the dominance of trade sales in Europe compared to IPOs in the US (Sapienza et al. 1996). Dantas et 
al. (2006) investigated European performance versus US performance of VC funds for the period 
1983 to 2003 and comment that US funds return cash sooner, realising investments quicker than 
European funds and refer to US VC’s skill in identifying potential buyers for their investee companies. 
Arundale (2015) found that proportionately more US VCs took a proactive approach to achieving 
exits, for example by appointing investment bankers to find suitable buyers, than UK VCs and 
continental European VCs. There was also an “easier” exit process in the US via both trade sales to 
large technology companies and IPOs.  

There are other factors that could contribute to a difference in performance between US and 
European VC funds, in particular the many different cultures, laws, regulations and taxes in Europe 
vis a vis USA and these are specifically commented upon by the non-VCs in this paper.  Hege et al. 
(2009) found no evidence that these areas caused any difference in performance between European 
and US VC backed companies. Tyabji and Sathe (2011) comment that whilst VC firms in Europe 
operate in a similar manner to those in the US, there are important differences related to the external 
environments in which those firms operate, such as differences in culture and customs where Hege et 
al. (2009) found no causality for the difference. Axelson and Martinovic (2013) state that a contributor 
to the difference in performance is due to serial entrepreneurs being less common in Europe as is 
also referred to by the interviewees in this paper. They also comment as previously mentioned above 
on European VCs having less experience than the US. Serendipity and “unmeasured or 
unmeasurable” factors are mentioned as possible factors for much of variation in returns between UK 
and USA VC funds (Lerner et al. 2011). 

The above studies indicate that a number of variables known to affect performance of VC funds could 
have different levels of emphasis with Europe and US funds and these, together with other 
unmeasurable factors, might explain the difference in performance between Europe and US. The 
purpose of this research is to investigate the nature of these variables and factors.  

3 Research methodology 

This current study of non-VCs utilises a similar methodology as in the author’s earlier study of VC 
practitioners (Arundale, 2015), operating within the context of the critical realist philosophical 
framework (Bhaskar,1975) with qualitative interviews using thematic analysis to identify emergent 
themes (Boyatzis,1998). 

Embracing engaged scholarship (Van de Ven, 2007) with the author’s practical experience in the VC 
industry (gained during a working career with PwC), the approach taken in the research has been to 
carry out interviews of around one hour’s duration with 40 non-VC practitioners in both Europe and 
the US. A largely semi-structured approach was used to ascertain the non-VCs’ views on European 
and US venture capital funds and the environments in which they operate, with the issue of the 
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performance difference being introduced as the opening background to the discussions.    
 
Thematic analysis was used to identify emergent themes. The views of the non-VC practitioners from 
this study were also contrasted with those of the VC firm investment professionals from the author’s 
previous study referred to above.  

The non-VCs interviewed in this research form a purposive sample drawn from the author’s existing 
contacts in the VC industry, introductions and referrals from VCs, VC professional associations and 
UK Trade & Investment (UKTI) and contacts made through attendance at VC and corporate venturing 
conferences. The sample size of non-VCs (40 individuals each from separate entities) utilises the 
concept of saturation and also allows for a representative number of individuals from different 
categories of non-VCs, including limited partner investors, entrepreneurs, VC-related individuals,  
advisors to the sector, corporate venture capital firms and other individuals involved in the industry.  
Sanders, Lewis and Thornhill (2012) suggest that where the focus of a research question is wide 
ranging between 25 and 30 interviews should be undertaken. 

Some 40 semi-structured interviews were carried out with senior non-VC practitioners, comprising 19 
from Europe (15 UK, 4 continental Europe) and 21 from the US.  The interviews were held with 7 
limited partner investors, 6 entrepreneurs, 7 VC-related individuals (including a senior industry figure 
and VC firm founder, executives of VC professional associations in Europe and USA, executives of a 
bank involved in lending to VC backed companies), 7 advisors to the sector, 6 corporate venture 
capital firms and 7 other individuals involved in the industry (including professors from a US 
technology university and stock exchange and major technology company executives).  

Marston et al (2013) conducted a similar study into possible explanations for the gap in performance 
of UK and US VC funds by interviewing 27 VC and VC related individuals, including 14 VCs, 1 LP, 6 
entrepreneurs, 3 representatives of professional bodies and 3 others, including accelerators. The 
study reported upon in this paper, together with the study from the author’s earlier paper, involves 
some 105 interviews from the VC industry (65 VCs) or related to the industry (40 non-VCs) and is 
therefore more extensive than Marston et al’s study. The author has interviewed a wide cross-section 
of VCs from UK, continental Europe and US and a variety of different types of non-VC.  

25 of the 40 interviews in this study were carried out face-to-face at the non-VC practioner’s office or 
other suitable venues (the face to face interviews were held in London, Silicon Valley and Pittsburgh). 
The remaining interviews (continental Europe and elsewhere in US) were conducted over the phone.  

All 40 interviews were transcribed and themes were developed using an inductive/ data driven 
approach. The raw transcriptions of the interviews were developed into 4 to 6 page outlines within 
categories pre-determined from the author’s prior research of VC practitioners as regards structural 
and operational investment practice areas and also with the wider environmental areas of economic, 
supply of VC finance, regulatory, fragmented markets, networks, ability to scale, stock markets, 
government support, technology hubs, overall culture and propensity for risk.  

The outlines of the transcribed interviews were further summarised onto an Excel spreadsheet. 
Categories were sub-coded for further themes. The spreadsheet categories were analysed for 
numbers of recurring themes. 

4 Findings  

4.1 Confirmation of performance difference between European and US VC funds 
 
Whilst some US LPs had little experience of investing in European VC funds, 6 of the 7 LPs 
interviewed confirmed a performance difference between European and US VC funds (US 2, UK 3, E,  
continental Europe, 1) with European returns being worse than US returns overall.  This is consistent 
with the historic difference in performance between European and US VC funds as referred to earlier 
in this paper and the findings from the VC interviews conducted separately by the author (Arundale, 
2015).   
“I think probably the top deciles of VCs in the US would outperform the top deciles of VCs in Europe. 
(US LP) 
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“The European portion of (our) venture portfolio was so small it was really unfair to compare the two. 
But, yes, I think as a rule the US has done better than Europe” (US LP). 
 
UK LPs had more experience of investing in US VC funds and confirmed the performance difference:  
 
“We have incredibly high performing US venture experience. In Europe we have some okay 
performing and in both the US and Europe we’ve got some dreadful performing. The US is quite a 
broad spectrum from super high performing to super terrible. And Europe is a spectrum from terribly 
okay to super bad performing if that makes sense”. (UK LP) 
 
Two LPs mentioned that the better performance of the US VC funds was due to outliers. There were 
also comments about the lack of consistency in the performance of European funds.   
 
“The big outliers were in the US, the maximum performance, I think we found, was 720% IRR as 
opposed to European 260% IRR. So, you can always find European funds that perform as well as 
some of the US funds but what I never managed to find was consistency of performance in European 
funds compared to the best US funds. So we had portfolios of US funds which would consistently turn 
in 30% plus IRR from the same management team and we never had a European fund that did it 
more than… well, a venture fund, I think I’d struggle to name any one that had done it twice, to be 
honest”. (UK LP) 

Harris et al (2014) confirmed a persistence in the performance of US VC funds.  
 
There was a sectoral focus in the performance of VC funds; a UK LP believing that it is the IT sector, 
and software in particular, that is responsible for the better returns in the US:  

“The stuff that is highly performing in the US is mostly software, it’s IT driven in the West Coast. East 
Coast healthcare stuff for instance in the US is no better than the European healthcare stuff, in our 
experience. But the only thing anywhere in the world in venture which has shone has been West 
Coast centric IT mostly software stuff”. (UK LP) 

However Lerner et al (2011) and Marston et al (2013) concluded that fund choices and characteristics 
do not explain the magnitude of the performance gap.  
 
The difference in performance was also mentioned by two of the CVCs interviewed (US 1, E 1) with 
one referring to Thomson Reuters performance data and the other referring to their own portfolio 
where performance had been better in Palo Alto than in Europe. An advisor interviewed referred to 
the historic performance data:  
 
“I’m not pre-empting the outcome of the study but, I mean most of the published stats to date would 
suggest that Europe lags behind the US in terms of VC performance anyway”. (UK Advisor) 

4.2 Structural differences 

4.2.1 Fund size 
 
11 interviewees commented on the larger size of funds in the US, including 3 LPs, 2 entrepreneurs, 2 
VC related, 2 advisors and 2 CVCs. This is consistent with the findings from the author’s interviews 
with VCs (Arundale, 2015) and with previous studies (Lerner et al, 2011). There is therefore more 
finance available to fund innovative ventures in the US with Europe suffering from a shortfall of 
venture finance. 12 interviewees commented that Europe suffers due to its smaller funds; this results 
in difficulties in supporting follow-on rounds and in scaling (Coutu, 2014). Lack of funding was seen to 
be more of an issue at Series A,B and C than at seed/early and growth stages.  
 
“There’s a massive inefficiency in the UK because you haven’t got scale of funds; you’re forever 
having to look to raise another round of funds and then another round of funds and at each break 
point for the next fundraising, there are valuation disputes, there are allocation disputes, it’s just 
hugely inefficient, a huge drain on management time”. (UK LP) 
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“Certainly, there’s lots of evidence to say we sell things earlier but I think that’s because we haven’t 
got enough money to build them into truly great companies”. (UK LP) 
 
There was general agreement between the entrepreneurs interviewed that there are more funds in 
the US and more funds willing to follow up on an investment. The smaller size of funds and shortage 
of funds in the UK was specifically referred to by two of the entrepreneurs interviewed.   

“You have many choices there (US) and very few choices here (UK) in terms of big funds that you want 

to follow up”. (UK Entrepreneur)) 

“We’ve got very big VCs on the US side and pretty small VCs on the UK side”. (UK Entrepreneur) 
 

2 LPs and 1 VC related interviewee did however mention that smaller funds can generate better 
returns than large funds. Gottshalg et al (2003) found that larger size funds do not necessarily 
perform better than smaller funds.  There was general agreement about an optimal, mid-size fund 

level. Lerner et all (2011) proposed this optimal level as between $84m and $365M. One VC related 
interviewee in the US commented on the bifurcation of the US VC industry into 12 to15 household 
name mega funds and an emerging group of micro VCs with fund sizes of less than $100m:  
 
“The small focused funds have the potential ability to return the entire fund on a single investment.  
The large funds have the ammunition to build a company and support it till it becomes successful. The 
guys in the middle who have tried to do everything at all stages, who’ve struggled, who can’t put $100 
million into a company, so can’t quite finance, you know, Facebook on their own and yet can’t get 
enough returns on a single company to return the entire fund, a no-man’s-land is this kind of $300 - 
$600 million funds. That’s the area where you’re really seeing the venture industry shrink”. (US VC 
related) 
 
Despite the downsizing of the US VC industry since 2000, there is still a “plethora of capital” in the US 
unlike in Europe. There was general agreement amongst interviewees that it is the lack of capital at 
Series A that’s the issue in Europe, not at the seed or growth capital stage whereas, according to a 
US VC related interviewee: “if I look at the tech sector in the US, we’re seeing more companies raise 
at Series A than we did a year ago”.  

A European VC related interviewee commented that: “in Europe you just don’t find large enough VCs 

that could really bring you all the way up”.  

4.2.2 Backgrounds of investment partners 

12 interviewees, including 2 LPs, 2 entrepreneurs, 2 VC related, 2 advisors, 2 others and 2 corporate 
VCs (US 7, UK 5) commented on the more operational and / or entrepreneurial experience of US VC 
investment executives compared to those in Europe. This general agreement across interview 
categories and across the US and UK is consistent with the findings in the author’s earlier paper in 
which VC investment executives were interviewed (Arundale, 2015).  
 
The operational / entrepreneurial background of investment executives is particularly evident in 
Silicon Valley, Andreessen Horowitz being given as an example of a VC firm that has “changed the 
game with their entrepreneurial background and operational approach” (US VC related).   
 
“If you look at the genesis of the US West Coast industry they were people with genuine industry 
experience who knew what they were on about, knew the sectors they were working with and 
investing in and did very well out of that whereas, talking generalisations here, in the UK, our venture 
industries tended to be people who’d been at 3i and were trained as financial engineers. Too few 
were genuine scientists, technologists and business people getting involved in the early days. I think 
we had, in comparison to the US, a disproportionate number of people who were accountants and 
financial engineers who had been trained in the kind of development capital school of ICFC (3i)”. (UK 
LP). 

Europe is however catching up on this and many of the new VC firms established in the UK and 
continental Europe are run by former entrepreneurs. Entrepreneurial experience tends to be favoured 
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over operational experience by LPs. The above UK LP went on to say that funds he is now backing 
are more like the early US West Coast firms: 
 
“People who know and understand (cloud computing), probably better than anybody else. They have 
been there, seen it, done it, got the t-shirt in terms of running businesses” (UK LP). 
 
Investing experience amongst VCs is however critical for LPs:  
 
“Because of all the experience they have, quite frankly, they're just a lot more efficient and a lot more 
productive. And they can make more informed experienced judgments in terms of what's right, as 
opposed at somebody who's mid to late 30s. There's just no value for experience. And again it's 
investing experience, which is kind of the most important there”. (US LP) 
 
Two of the entrepreneurs interviewed confirmed the LPs’ comments on the difference in backgrounds 
between US and European VCs:  
 
“US VCs are operational VCs, ex-entrepreneurs and have run companies whereas here in Europe 
they are more interested in all these financial details, financial alliances, maybe their background is as 
bankers or consultants. Which is not the case in the US; they are more hands on they understand, 
they are closer to the entrepreneur”.  (UK Entrepreneur). 

“People who are good entrepreneurs are often the folks who end up becoming venture capitalists 

here”. (US Entrepreneur) 

Having both operational and / or entrepreneurial experience combined with financial skills is seen as 

an ideal ingredient for investment success: 

 

“I think the venture capitalists who are successful have both a technical operational background as 

well as a financial acumen that is probably higher than your standard individuals”. (US VC related). 

 

Two of the advisors interviewed also commented on the difference in backgrounds with a focus on 

finance in Europe and on product in Silicon Valley:  

 

“If I go to raise money from a European VC, I think a lot of it is about, “So how are you going to 

generate revenue? How are you going to get it to be profitable?”, Here the conversations tend to be 

more about, “What’s the product? What’s the market? How do you get the product to fit?” I think that’s 

a big difference”. (US Advisor) 

The CVCs also commented that whilst most VCs have finance background as opposed to operational 

background, “there’s a much higher percentage of people with operating backgrounds in VCs in the 

US than people with finance backgrounds”. (UK CVC) 

4.3 Operational differences 

4.3.1 Investment strategy 

As discussed in the author’s earlier paper (Arundale, 2015) VCs tend to pursue either a home-run “1 
in 10” investment strategy (Zider,1998) when they select deals for investment on the high-risk basis 
that at least one out of every ten investments they make will return the fund as a whole or they pursue 
the less risky, and potentially lower return (growth strategy) basis of achieving a 2x or 3x return on all 
their investments (growth strategy). US VC returns have been dominated by these home-runs with a 
relatively small number of very large returns contributing to the high performance of some funds 
(Fraser-Sampson, 2010). Consistent with the finding that more US VCs stated that they pursued a “1 
in 10” investment strategy than European VCs, in this present study 5 non-VCs who commented on 
investment strategy confirmed the more risk taking approach, particularly of Silicon Valley based VCs 
(2 VC related, 2 advisors and 1 CVC). The two advisors commented as follows: 
“You see more deals that look crazy out here by people who made crazy bets and they come off 
because no one really knows what’s going to happen in the next two years. It’s the Wayne Gretzky “ 
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play to where the puck is going to be, not where it is” and I think the best venture capitalists here are 
very good at doing that but they place big bets and not all of them come off” (US advisor).  
 
“The European VCs, and I’ve dealt with French ones and UK ones,  tend to be a lot more 
conservative. “Let’s give it as little as possible and see how far we get”. It’s kind of dripping model 
versus a fire hose model”. (US Advisor)  
 
Saxenian (1994) interviewed corporate individuals in Boston and Silicon Valley and observed that 
“East Coast venture capitalists are more formal and conservative in their investment strategies”; this 
could be attributed to the “unique” risk taking culture in Silicon Valley.   
 
However a UK advisor mentioned that the newer, smaller VC firms in the UK are pursing more of a 
risk taking “1 in 10” approach.  

VC related interviewees also commented on the more risk taking approach of US VCs, particularly in 
Silicon Valley: 

“The risk taking culture here (in SV) is of the notion of swinging for really big outcomes, outsize 
outcomes. When you move to Boston, the UK or the East Coast in general (and New York is a slightly 
separate little bubble that is developing) talking about the traditional Boston market it was a little more 
conservative meaning that there’s more thought to risk litigation, checking your downside a little bit 
more, accepting outcomes that were good but not ginormous”. (US Silicon Valley VC related) 

The means by which investment decisions are approved by VC firms, whether by consensus amongst 
partners, voting or by a senior partner “railroading” an investment through was discussed in the 
author’s earlier paper on VC interviews (Arundale, 2015). Two of the LPs interviewed in the current 
research specifically mentioned that they prefer the core team, who have the largest share of the 
carried interest in a fund, or indeed a senior “rainmaker” to have the decision rights:  
 
“When you get back to the successful firms it's been our experience the more concentrated the GP 
decision making, obviously it has to be a good person, an experienced person that you're 
concentrating on, but if you find that special person and then they have kind of concentrated authority 
or responsibility in the firm then your odds of success go way up”. (US LP).  
 
In fact, one US LP said that they will only invest in VC firms where the decision making for 
investments (and exits) is concentrated with the founding partners who have experience and “scar 
tissue”.  
 
4.3.2 Investment terms 

US VCs tend to adopt more entrepreneurially friendly investment terms as compared with UK and 
continental European VCs who adopt more investor friendly terms (Arundale, 2015). US West Coast 
VCs are more entrepreneurially friendly than East Coast VCs. Entrepreneurial friendly terms means 
that the valuations offered by the VCs are more attractive to entrepreneurs, often due to the 
competition involved in doing deals, and onerous terms are not included. In contrast “investor friendly” 
terms may include full ratchets, multiple liquidation preferences and cumulative dividend streams.  
 
Nine of the non VC interviewees agreed with this concept of the difference between entrepreneurially 
friendly and investor friendly terms. Of these six were commenting on the difference between US and 
Europe, with the US being seen to be entrepreneurially friendly and Europe being seen to be investor 
friendly (2 VC related, 1 advisor, 3 CVCs) and three agreed with the difference between East Coast 
and West Coast VCs (1 entrepreneur, 2 CVCs).  
 
Europe is perhaps more cautious because of historic poor performance:  
 
“The history and the track record of the industry in Europe is things go wrong most of the time and 
when it goes right it doesn’t go very far. It’s actually quite rational to think maybe I should be a bit 
careful here”. (UK advisor) 
A US CVC commented on the East versus West Coast approach:  
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“East Coast is more about Wall Street type marking your valuation up as high as you can, as quickly 
as you can, versus the West Coast approach which looks at the longer term a bit more and can see 
the down side of marking up a valuation too high, too quickly”. (US CVC) 

4.3.3 Brand and deal flow 
 
7 interviewees (including 4 LPs, 2 VC related and 1 CVC) commented on the strength of the brands of 
US VC firms, particularly those in Silicon Valley, which aids quality deal flow and optimal exits often 
through relationships with big corporates. There was general agreement between the LPs that big 
brand name firms, as are seen in the technology hot spots of the US, obtain the best deal flow, 
entrepreneurs with exciting technology seek them out, have better access to strategic partners, 
customers and investment bankers and the best LPs invest in their funds. One of  the US LPs cited 
this as one of the reasons for the difference in performance between US and European VCs and two 
LPs (UK 1, US 1) specifically mentioned the high brand strength of US VCs vis a vis European VCs.   
 
“I can't think of European VC backed firms that would have the same kind of brand franchise for a 
start up that would be as attractive as some of the Silicon Valley groups here in North America”. (US 
LP) 
 
“They just have to tell the world that Kleiner Perkins has invested, so the self-fulfilling, success has a 
self-fulfilling effect also, which the Europeans are bereft of”. (UK LP). 
 
There was general agreement from the VC related interviewees about the success of brand name 
firms in Silicon Valley:  
 
“I think there’s an element of ‘success begets success’ because you start building a brand and that 
starts pulling in the best entrepreneurs to the best funds. Sequoia is absolutely there”. (US VC 
related) 
 
4.3.4 Milestone based financing  
 
In order to de-risk investments VC investors will often provide finance for an investment round in 
tranches usually based on the achievement of certain milestones, such as a product development 
stage being reached or a marketing offensive being launched (1 entrepreneur, 2 VC related, 2 
advisors). One UK entrepreneur who had received his first round of finance in two tranches based on 
milestones commented:  
 
“It was to de-risk them from their point of view. They wanted some technical results, first of all”. (UK 
entrepreneur).  
 
This is not necessarily in the best interest of the company:  
 
“In future I would always raise money in one tranche rather than having two tranches. It might de-risk 
the investor but it will damage the company in terms of doubling the time to market and that’s a real 
big problem in terms of valuation and everything else” (UK entrepreneur).   

The “drip-feeding” approach in more prevalent in Europe than it is in the US where more money is put 
in up front, due to the more risk averse approach in Europe (see Section 4.4.1).   
 
“In the States they believe in transforming their chance of success by throwing more money at it. And 
they have the conviction to do it and the record has been rather better than it has here. Here, it looks 
like a very risky strategy. And so it’s tough to be bold when the risks are perceived as being even 
higher”. (UK VC related) 

4.3.5 Syndication 

As reported in the author’s earlier paper when interviewing VCs (Arundale 2015) syndication is often 
carried out for monetary reasons in Europe and less so in the US, as previously reported by Manigart 
et al (2002). Three of the non-VC interviewees confirmed this reasoning (I LP, 1 advisor, 1 CVC).  
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The concentration of VC firms in Silicon Valley facilitates the syndication of investments by VC firms 
(Zhang, 2007). There was general agreement between VC related interviewees that large US VCs 
syndicate to pool expertise even though they can fund the whole investment. In UK they syndicate 
because they have to.  
 
Syndicating for monetary reasons can have a negative effect for some syndicate members:  
 
“Because it’s the last man standing with money in his pocket that gets the best terms and the best 
return from the investment”. (UK LP) 

According to a US advisor interviewee large firms in Silicon Valley might syndicate for monetary 
reasons because they can’t back all the financial requirements of an investee company but this 
happens less than in Europe.  
 
In the US VCs might syndicate to weed out the best companies and to get an early foot in the door to 
exciting new technologies, for example on the West Coast VCs might say: 
  
”Actually, we’re all pretty impressed with search engine technology so we’ll all invest in a dozen 
search engine companies and then we’ll kill the ones that aren’t performing and we’ll all carry on 
syndicating in the ones that do perform”. (UK LP) 

Six interviewees (1 LP, 1 VC related, 2 advisors, 2 CVCs) referred to the difference in risk approach 
and /or style between US and European VCs and the impact on their willingness to syndicate: 
 
“I had this recently with a couple of French VCs, all feared the US VCs. They didn’t want US VCs to 
get involved because their appetite for risk is much higher and they’re much more willing to throw a lot 
more at a problem or at an opportunity”. (US advisor) 
 
Hege et al (2009) reported that US firms do worse investing in Europe and Europeans do better 
investing in US. This may be due to this difference in approach.  
 
“Europeans with US syndicates will get a lift and the US with European syndicates will get a drag. 
Europeans go over there and they co-invest alongside Accel or NEA, they will suddenly find, we’re 
getting a brilliant ride here. Can't believe those guys just went to the board meeting and told the Chief 
Executive that he’s not to go into the Indian market or Chinese market. You know we would never tell 
people, we’d discuss it with them”. (UK LP)  

VCs tend to be very “cliquey” in Europe according to a UK advisor in terms of the firms with which 

they syndicate and a proprietary approach to investing. This was confirmed by a US VC related 

interviewee: 

 

“When I got to the UK in the early days there was a combination of two things:  one is a sort of more “I 

want this deal to myself” you know what I mean?  And number two was it’s a small universe of VCs 

and so it’s not as natural to find a partner where it’s hard to go from a situation where you are really 

banging heads and competing hard on a deal and in the next breath saying “well why don’t we work 

on it together” right, I mean in the US there are enough firms where the co-opetition can just exist 

more naturally”. (US VC related) 

 

There is more collaboration amongst VCs in the US:  

“If you do it collaboratively there's a much better chance that everybody has a piece of a valuable 

cake rather than everybody has a lot of ego and status and non-interference in something that just 

meanders over for five years”. (UK LP 3). 

One UK LP  said that US has more syndicated deals because there’s a wider base of VC managers 
from which to invest: “Whereas in Europe now there’s so few managers around and European 
managers have sometimes had bad experiences of being in larger syndicates so I think they’re less 
likely to syndicate than their US counterparts”. 
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4.3.6 Portfolio reviews 
 
In the earlier study of VCs (Arundale, 2015) more US VCs than European VCs admitted to keeping on 
funding poorly performing companies. This is in contrast to the findings from the non-VC interviews 
where four UK interviewees, including 3 LPs and one advisor, commented that European VCs tend to 
keep poor investments going for longer whereas US VCs would cut their losses.  
 
“Europe is learning from this and I think that’s one of the mistakes that’s past, I think they are learning 
to call things more quickly. Again maybe it comes back to the fact that the US have much larger 
portfolios so it is easier emotionally to let things go when you’ve got a bigger portfolio than when 
you’re in a smaller portfolio. (UK LP)  
 
As indicated in the above comment this tendency to keep poor investments going may be due to the 
smaller fund sizes in Europe as mentioned by another UK LP:  
 
“They (US VCs) can afford to because the proportion of their fund size – so we’re talking about the 
successful investors here, the big ones – that they’re putting into each investment at an early stage is 
relatively small, so they can afford to walk away from them without impacting the total fund 
performance. In the UK, with smaller funds, the proportion of the fund of each investment is going to 
be larger and, therefore, there’s going to be greater reluctance to walk away and admit you got it 
wrong”. (UK LP).   
 
It also may be due to a lack of courage and self-confidence on the part of European VCs:  
 
“Leading (US) VCs, like Sequoia and KP, have the courage to cut. I think the difference between 
those that are great venture capitalists versus those that are not is to have the courage to do that. In 
Europe we keep things going for too long because we’re lacking self-confidence and therefore 
admitting defeat is difficult and obviously our paltry track record is disastrous”. (UK advisor) 
 
4.3.7 Exits 

Six interviewees (3 LPs, 2 VC related, 1 advisor) commented on the tendency in Europe to exit from 
investments earlier than would be optimal to achieve the best exit (ie with a larger gain over cost), 
perhaps due to pressure to show investment returns to LPs in connection with fundraising but also 
due to not having enough money to grow large businesses: 

“You’ve got to take the best offer on the table for the money that you’ve got so you’re maximising your 
return within the capabilities you have of limited fund sizes and that is a big issue for the UK”.  (UK 
LP) 

“Patience is extraordinarily important in this industry and when you have limited partners looking over 

your shoulder saying “where is my return?”  it’s easy to take that acquisition”. (US VC related) 

This pressure from investors was a factor commented on by VCs interviewed in the author’s earlier 

study (Arundale, 2015).  

 

The tendency to exit too early in Europe may be due to previous bad experience with not exiting until 

too late:  

“I think its maybe the fact that they were caught out in the difficult vintages 2000 to 2002 where they 

didn’t exit things, there were sort of opportunities to but they tended to run more for the big 10x to 20x 

which unfortunately never came off and some of those investments ran out of cash and ended up 

being losses, so I think it’s partly having their fingers burnt in the past”. (UK LP)  

 

Clearly timing of exits is critical and this comes down to the expertise of the individual investment 

executives: 
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“If you look at every one of our top performing funds they have established a discipline of selling that 

is concentrated in one, maybe two individuals, at that firm. And as an art it's not science and these 

individuals just know when to sell”. (US LP) 

 

Three interviewees (1 VC related, 1 advisor and 1 CVC) commented on the relative difficulty of 

achieving exits in Europe for example due to the lack of ability of UK VCs to forge contact with large 

US corporations. There was general agreement amongst the advisers interviewed that US Silicon 

Valley VCs have better contact with corporate buyers for exits. Advisers also commented that it is 

better to wait for a good exit: 

 

“I think if you sort of force an exit then clearly you’re into a distress situation in terms of, upside and 

that, so I think,  many LPs are prepared to hang in, in the interests of optimising the upside where 

possible”. (European adviser) 

The difficulty in achieving exits may be due to the less receptive state of the stock markets in Europe 

for, particularly, technology listings:  

 

“You don’t IPO your company in London unless there’s something wrong with it usually. Because it’s 

not an exchange that’s gonna value a high tech company”. (UK CVC)   

This is borne out by the disappointing uptake of the London Stock Exchange’s new High Growth 
Segment, with only one company listed to date, and the lack of a pan-European stock exchange for 
growth companies, following the demise of EASDAQ and NASDAQ Europe, which has been put 
forward as a key reason for the underperformance of VC firms in Europe (Oehler et al. 2007). 
However Hege et al. (2009) found no evidence that the stock market environment caused any 
difference in performance between European and US VC backed companies. Kelly (2011) also found 
no real evidence that portfolio companies have suffered directly due to fragmented exit markets in 
Europe other than indirectly as poorly developed exit markets may discourage investment. 

4.4 Wider environmental factors 

4.4.1 Cultural differences 
 
The area where there were the largest number of non-VC interviewees commenting on a difference 
between the US and European VC sectors concerned the differences in culture between US and 
Europe VCs. This difference was commented on by a range of different classes of interviewees (1 LP, 
4 entrepreneurs, 4 VC related, 3 advisers, 1 other, 3 CVCs) and across the countries (8 US, 5 UK, 3 
E).  The US has a more risk-taking, entrepreneurial, thinking “big” (eg in terms of seeking multi-billion 
dollar exits), open and sharing approach in the US as opposed to a more protectionist, egotistical / 
status driven / hierarchical focus in Europe.  
 
There are of course many different cultures, laws, regulations and taxes in Europe vis a vis USA.  But 
Hege et al. (2009) found no evidence that these areas caused any difference in performance between 
European and US VC backed companies. Tyabji and Sathe (2011) comment that whilst VC firms in 
Europe operate in a similar manner to those in the US, there are important differences related to the 
external environments in which those firms operate, such as differences in culture and customs.  

A South African entrepreneur in the US commented on the arrogance of Europe VCs which is not 

present in US VCs.  This arrogance on the part of European VCs was also mentioned by a US 

advisor, who originates from the UK:  

 

“One feels, with European VCs certainly again, looking back, why have returns been not so good after 

the last few years, that it’s a completely different mindset. When you walk in the doors of a European 

VC there’s a sort of arrogance: you’re incredibly lucky to receive our money, we’re very important, 

we’ve got very nice offices. Here, there’s a feeling very much that the entrepreneur is the customer”. 

(US adviser) 
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The above entrepreneur also commented on the US VCs being more willing to share. This was 
reinforced by a UK entrepreneur who stated that US VCs are more open, willing to talk and outgoing. 
They are not so worried about what’s in it for them and are usually happy to share what they’re doing. 
This willingness to share was also commented on by an advisor based in Silicon Valley: 
 
“This country is a lot more philanthropic. People feel they want to give back and that runs through the 
whole Valley.  People are much more protective in Europe:  “I’ve got here and I’m not necessarily 
going to help you.””  (US adviser) 
 
There was general agreement from a number of VC related interviewees about the much higher 
propensity for risk in the US and the prevalence of an entrepreneurial spirit contrasted with a fear of 
failure in Europe.  
 
“I think the UK venture industry has shrunk in the core, this is largely for Europe as well, has shrunk 
and become more conservative and it is a self-fulfilling prophecy that they put themselves into, as 
they’ve shrunk and become more conservative, the returns have shrunk. They’re not taking as much 
risk and, therefore, the LPs have walked away in many cases”. (VC related) 
 
“When you fail in the UK, I think you, despite a lot of VCs knowing what the community says here, still 
turn round and go, “You’ve failed, you’re done.”” (US VC related) 
 
“I think that there is an entrepreneurial spirit in the US that is still lacking in many other countries. I 
think that more countries are getting it but the idea that failure is an integral part of the entrepreneurial 
process is something that is incredibly important and has been in the US, failure has not been 
equated with “your life is over” and I think that’s very important and basically the ability to have a huge 
market immediately has always been a good thing for the US as well”. (VC related) 
 
There is however much innovation coming out of Europe but this can be thwarted by a lack of 
entrepreneurial energy and capital to properly commercialise this innovation into successful global 
companies:  
 
“There’s a thousand companies started in (London’s)Tech City. There are more graduates becoming 
entrepreneurs than ever before. (UK adviser) 
 
“There are just as many smart people with good ideas in Europe. I think there’s only just a lack of 
entrepreneurial capital and mindset”. (US adviser) 
 
There was general agreement amongst the advisors that the entrepreneurial and enterprise culture is  
so much more developed in US: “and clearly in a big homogenous market place, and with Europe it’s 
quite different”. (European adviser)  
 
Klaus-Heiner (2016) contrasts the strong entrepreneurial spirit evident in the US and its technology 
“hotspots” such as Silicon Valley and Boston is contrasted with the more risk averse culture and lack 
of a “can do” attitude in many European countries.  

The greater propensity for risk amongst US VCs may be due in part to the fact they tend to be 
wealthier as individuals (commented on by1 LP, 1 VC related, 1 advisor): 
 
“There are wealthy partners in Valley: Well, they started wealthy. They were very successful 
entrepreneurs. They can take more risk and they can write a big cheque to start the fund”.  (VC 
related).  
 
4.4.2 Fragmented markets 
 
Seven interviewees (3 LPs, 2 VC related, 1 other, 1 CVC) commented on the fragmented markets in 
Europe with different cultures, laws, regulations, languages and politics. A stock exchange executive 
interviewed commented that he doesn’t see the difference in performance between US and Europe 
VC funds being due to the differences in practices of the firms, but more to do with the difference in 
size and structure of the markets which are too small in Europe, too fragmented, lacking homogeneity 
with a lack of mobility between countries and political differences. A CVC commented that:   
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“Most people want to start in Europe and go to America. That’s still the kind of the working 
assumption that you make it big in America. You don’t want to make it big in Europe. And you don’t 
make it big in Europe because you do actually have 27 different countries, most of which are not very 
rich”. (UK CVC) 
 
An LP commented that: 
 
“In the US it’s easier to take a piece of technological innovation or media innovation and the whole of 
the US and Canada is your white space automatically. It’s just so integrated, the challenge of different 
cultures and different languages and how big is your market, your initial market, when you have an 
idea, in Europe, is a different question. (US LP) 

4.4.3 Ecosystem 

Five interviewees (2 VC related, 1 advisor, 1 other, 1 CVC) commented on the better ecosystem in 

the US compared to Europe including access to capital and with legal and regulatory systems more 

conducive to entrepreneurialism in the US.  

 

“My perspective is that European VC is nowhere near as successful or as vibrant as US VC and the 

ecosystems that they sit in. And it’s not the fault or the responsibility of the VC because the VC is only 

one component in the ecosystem. (UK CVC) 

A UK VC related interviewee believes that ecosystem differences are the reason for the difference in 

performance between US and European VC funds and not operational issues or entrepreneurial 

attitudes nor risk aversion which is not the significant factor that it was 30 years ago.  

 

Regulatory and legal environments, including copyright laws, need to be more conducive to 

innovation in Europe. European law is less flexible than US law:  

 

“There’s no easy way for the law to evolve with the technology without an act of parliament or an act 

of the European Commission. That makes innovation very difficult” (US Silicon Valley based company 

patent expert).  

 

“It is not possible to license all of Europe from a kind of “one-stop shop”. “If we want to open (US 

company product) across Europe it takes a lot of negotiation across all the different member 

countries. Whilst there is now a unitary patent system and copyright across Europe the issue is who 

licenses it for which territory. This puts off US VCs from investing in the UK. (US Silicon Valley based 

company patent expert). 

Individuals interviewed by Marston et al, 2013 mentioned that copyright laws and the different 

jurisdictions in Europe can be a barrier to investment.  

Consistent with the views expressed on exits in Section 4.3.7 the financial markets are seen as being 

superior in the US:  

“NASDAQ acts as an engine for the whole venture capital process because the prospect of IPOs at 

high valuations, more frequently, more easily than we can achieve in Europe, attracts venture 

capitalists into the field, attracts money into the field, attracts entrepreneurs to the field and so on”. 

(UK VCR) 

 

“If you would have an interesting opportunity to go to the US for an IPO then just use it rather than 

waiting for Europe to be opening up more”. (European VCR) 
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4.4.4 Scaling issues 

 

Seven interviewees (1 LP, 3 VC related, 1 adviser, 1 other, 1 CVC) commented on the difficulty of 

scaling in Europe with not enough finance available to grow big businesses. This can result in exiting 

from investments too early as noted in section 4.3.7 above:  

 

“Certainly, there’s lots of evidence to say we sell things earlier but I think that’s because we haven’t 

got enough money to build them into truly great companies”. (UK LP) 

 

The scaling issue can be due to European VCs not thinking “big” enough:  

 

“3i was very reluctant to put a huge amount of money behind something and build a global company. 

It was fine if it was an okay UK company, maybe international in Europe but we’re not going to build it 

to be a ‘global’ company. The amount of cash that the VCs are willing to put into a company here (in 

Silicon Valley, USA) versus Europe is dramatically different. (US VCR) 

 

No European market is large enough on its own to provide appropriate scale (UK CVC) and getting 

outside the European borders is quite complicated but: “once you’re out there we’re used to diversity 

so we are taking it in our stride much more easily in a way. Whereas the US can scale wonderfully in 

the US but find it complicated once they hit the international market”. (UK adviser) 

 

4.4.5 Technology clusters 

Seven interviewees specifically mentioned Silicon Valley with its tightly networked ecosystem and 
culture of “giving back”:  
 
“Silicon Valley is very good at welcoming in people who are very giving back to the community who 
have something to give. It’s a very pay it forward mentality. You know, a huge number of wildly 
successful people spend time on folks who will never be able to repay them, right? And the intent is 
that those people then, in turn, as they become successful turn around and help other people who 
couldn’t possibly repay them. (US entrepreneur).  
 
”The mentoring, the seed capital, the giving of time and resource to entrepreneurs is something that 
you don’t see outside of California really”. (UK CVC) 
 
It is the proximity between the VCs and the entrepreneurs in Silicon Valley that helps to develop the 
personal networks that facilitate the investment process (Saxenian,1994; Zook, 2004).  
 
As referred to in the author’s earlier paper (Arundale, 2015) VCs like to invest in technologies and / or 
business models that are disruptive. A US VC related interviewee commented that:  
 
“none of the disruptive technology that’s impacting our business (changing the world) is coming from 
anywhere else but Silicon Valley”.  

Interviewees (1 LP, 1 entrepreneur, 1 VC related) commented on the huge added value that Silicon 
Valley VCs can bring to their portfolio companies through their extensive networks:  
 
“US (West Coast) VCs use overwhelming force in supporting a project.. And I don’t just mean dollars 
of overwhelming force, but connectivity and networks and relationships with big corporates. Europe 
not able to efficiently filter the ones that will gain traction from those that won’t. The vast majority fail 
to gain traction”. (UK LP) 
 
“The reason we took money ultimately from the Silicon Valley guys was that we were expanding fast 
in America and just felt that they could help us leverage the situation and Kleiner had a lot of 
experience of building or backing consumer facing businesses in the US (including Amazon and 
eBay)”.  (UK entrepreneur). 
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Zhang (2007) comments on the better access to venture capital in Silicon Valley with start-ups 
receiving more finance at an earlier age, with more rounds of financing and more money in each deal.  

The success of Silicon Valley has led policy makers to attempt to “clone” in other geographies 
(Rosenberg, 2002).  It is however difficult to replicate the unique culture and ecosystem of Silicon 
Valley elsewhere, including in Europe: 
 
”The European Union, or the countries here in Europe, they look with envy at Silicon Valley and try to 
recreate it; not always by doing the right things because sometimes they just throw money at anything 
without thinking too much about the consequences of that”. (European CVC) 
 
“Due to the fragmentation of countries in Europe with their own policies etc (see section 4.4.2 above) 
it’s very difficult to create a technology cluster with critical mass. None of the clusters like the triangle 
of Cambridge, Oxford, London or Heidelberg or Sophia Antipolis has really taken off”. (UK VC related) 
  
“I think the single hardest thing for the UK and Europe to do is replicate a culture. Culture is really 
hard stuff because it’s squishy and soft”.  (US VC related) 

Considerable effort has been made to create a technology hub in the Shoreditch area of London 

(Tech City) and extend this throughout parts of the UK.  

 

“We are beginning to create something with Tech City in UK that has the magnet like attraction of a 

cluster”. (UK VC related)  

 

Some interviewees however regard the current high level of activity in Tech City London as “hype”:  

 

“I think in London at least and certainly in parts of Europe I see talking themselves way ahead of 

where they are. There’s not enough humility around, right. The London scene has gotten itself into a 

tremendous hype about it being sexy and cool and this kind of stuff.  Which is fine, but I think a lot of 

those will be blown away by the wind when they start running out of cash”. (UK CVC) 

4.4.6 Lack of experienced CEOs and serial entrepreneurs 

Axelson and Martinovic (2013) state that a contributor to the difference in performance between 

European and US VC funds is due to serial entrepreneurs being less common in Europe.  

A number of interviewees in this study commented on the lack of experienced CEOs (2 VC related, 2 
advisors, 1 CVC) and serial entrepreneurs (3 VC related, 2 CVCs) in Europe:  

“I think Europe is getting there but we didn’t have that initial, we don’t have that large enough base, yet 

of entrepreneurs and CEOs that have done it before”. (UK CVC) 

“We’re starting from a small pool of CEOs; not as good a track record and therefore lack self-

confidence. Not many CEOs, even the good ones, have been through a $1bn IPO”. (UK adviser)  

 “A lot of the best entrepreneurs have left the UK to come here (Silicon Valley) because they are 

“p....d off” at trying to raise money in the UK”. (US VC related)  

 

There was general agreement at the tendency in Europe for an entrepreneurs to retire if they have 

made money and not go on to start other ventures or become super angels as in Silicon Valley:  

 

“I still have to see I must admit, this kind of billionaire former entrepreneur, turned billionaire, turned 

super angel in Europe. I haven’t seen that many examples, if I’m honest”. (European VC related) 

 

“We don’t have the cycling around as much of the entrepreneurs as they do in the US”. (UK CVC) 
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Maybe this is because of the harsh conditions that the entrepreneurs have faced in Europe:  

 

 “In my view a big factor in Europe, we finance companies so poorly when we make life conditions of 

entrepreneurs seem so bad by the time they’re done with the start-up, three or four years or five years 

later, they’re exhausted and say ‘ why on earth would I want to go through that again?”  (UK advisor) 

4.4.7 Other areas 

Other areas mentioned by the non-VC interviewees as contributing to the difference in performance 
between US and European VCs include: 
 
1) The larger degree of government support for R&D in the US (2 VC related interviewees):  
 
“Government sponsored research is a huge multiple in US compared to Europe. Governments have 
got to give incentives for creating clusters. Government has to provide incentives for investors to get 
into early stage.  We need a revival of technology R&D here in Europe via the military, EU and 
government sponsored university research”. (UK VC related) 

2) The fact that the US VC industry has been going for longer than in Europe (1 LP, 2 advisors):  
 
“The US started much earlier with venture and also in a time when there was some massive 
opportunities and also a bit of luck involved as well and I think Europe is definitely catching up now”. 
(European LP),  
 
although one UK LP disagreed that performance is better in the US because the US has been doing it 
for longer:  
 
“You could have said that straight faced twenty years ago maybe thirty years ago, its absolute 
nonsense now. There’s just no excuse, basically.  I don’t see that any of that can’t be done here (in 
UK). You’ve got the same rule of law in this country, the same contract system, the same access to 
global technology players, you’ve got the same access to consumer markets. Its just how you 
organise and behave, how you filter, how much capital you apply, how much network leverage you 
open up for your investees, how much operational resource you give without snuffing them out. You 
know all of that stuff is a choice of a highly configured industry and that Europe has only configured 
itself enough to do average to that rather than excellent”. (UK LP) 

3) Luck: 

Finally a number of interviewees (3 LPs, 1 entrepreneur, 1 advisor, 2 others, 1 CVC) commented on 
the part luck plays in investment, and therefore, fund performance success:  
 
“If there were UK managers who had serially successful funds, I’d say it wasn’t luck, it was the skill of 
the managers, but there have been too few serially successful funds”. (UK LP) 
 
“I would say an awful lot of it is luck. That they happened to find Google, Yahoo, Pinterest, Facebook, 
right? Very, very early on, right? Once you’re lucky, twice you’re good.  But I think a lot of that is just a 
matter of placing a lot of big, risky bets”. (US entrepreneur) 
 
“I’d always say luck is important but preparation is important as well. It’s amazing how many people 
who are lucky are well prepared”. (US university professor) 

Skill in the investment process can also of course be crucial to success. Whilst luck plays a role in the 
investment process, Gompers et al (2006) argue that a major component of success in both 
entrepreneurship and venture capital can be attributed to skill.   

4.5 Contrasting findings from VC and non-VC interviews 

In the author’s earlier paper (Arundale, 2015) some 65 VC firm investment executives in US, UK and 
continental Europe were interviewed to ascertain their investment practices and establish if there 
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were any differences in these practices which could, at least partially, explain the difference in 
performance between US and European VC funds. The VC practitioners were also asked to comment 
on their perceptions of any differences in wider environmental factors that might give rise to a 
performance difference between US and Europe.  

Contrasting the comments of the non-VC practitioners in the current study with those of the VC firm 

investment executives from the earlier study there was general agreement between the VCs and the 

non-VCs. 

 

In particular the VCs and non-VCs agree on the: 

 

- cultural differences between Europe and the USA, including the greater propensity for risk in the US,    

not thinking “big” enough in Europe and the more open ecosystem in US, 

- differences in the backgrounds of the VC investment executives, with US executives historically 

coming from more of an operational or entrepreneurially background and European executives 

coming from more of a financial, investment or consultancy background, 

- relative lack of experienced CEOs and serial entrepreneurs in Europe compared to the US, 

- smaller size and relatively fewer number of funds in Europe compared to the US which results in a 

lack of finance for fast-growth, entrepreneurial companies in Europe, 

- scaling difficulties partly due to the reduced finance in Europe and the fragmentation of the 

European markets, 

- approach to investment strategy, with more of a higher risk, “1 in 10” approach to investing by US 

VCs, 

- use of more entrepreneurially friendly terms in investment deals in the US, particularly on the West 

coast, versus investor friendly terms in Europe, 

- tendency to syndicate for monetary reasons in Europe 

- difficulties of exiting in Europe with less receptive stock markets and poorer connections with  large 

corporates, 

- willingness to share contacts, talents and information in the US, particularly in Silicon Valley, 

contrasted with a more proprietary approach in Europe.  

 

The non-VCs also commented on the:  

 

- brand strength of leading US VCs which leads to better opportunities for deal flow and exits. In the 

VC interviews more of the US VCs than European VCs interviewed cited their brand name, profile in 

the marketplace and track record as the principal means whereby deals are sourced. The importance 

of brand was also commented upon by a Silicon Valley based VC from the earlier study.  

- greater use of milestone based financing (drip-feeding) by European VCs. (This was not specifically 

referred to by the VC interviewees), 

- tendency for European VCs to keep poor investments going for longer whereas US VCs would cut 

their losses. This is in contrast to the earlier study of VCs (Arundale, 2015) where more US VCs than 

European VCs admitted to keeping on funding poorly performing companies. This could be due to a 

reluctance on the part of European VCs to recognize this issue. 

-importance of technology clusters for growing companies, particularly the open but tightly networked 

ecosystem of Silicon Valley.  

 

Additionally from the VC interviews: 

 

- the differences in certain investment practices of VC firms in US and Europe were highlighted, 

including due diligence (more of a tendency to carry out due diligence in house in the US) and 

investment approval processes (with senior partners “railroading” investment decisions in the US), 

- a focus on developing investment theses was mentioned by several US VC firms, 

- there was less evidence of adding value activities by US VCs. This is contrasted with comments by 
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the non-VCs about the huge added value that particularly Silicon Valley based VCs can bring to their 

portfolio companies through the strength of their networks.  

5 Conclusion 
 
The performance of European VC funds on average lags behind that of US VC funds and this has led 
to less investment into European VC funds by the traditional non-governmental investors which in turn 
means there are potentially less monies available for investment into high-growth entrepreneurial 
companies in Europe.  

This study of the perceptions of some 40 non-practitioner VCs (including limited partner investors, 
entrepreneurs, VC-related individuals, advisors, corporate VCs and other individuals involved in the 
industry) as to the reasons for the difference in performance between European and US VC funds has 
revealed that there are a number of areas where such a difference could arise. These areas include 
structural and operational differences in the VC firms themselves and wider environmental factors. In 
the author’s earlier study of some 65 VC practitioners the areas of structural, operational and 
environmental factors were also seen as contributing to the difference in performance (Arundale, 
2015). This is possibly the first time that the views of VC and non-VCs have been expressly compared 
with regard to the performance difference.   
 
The author’s interviews reveal that differences between the US and Europe exist in terms of the 
adoption of a high risk “1 in 10” home run investment strategy by many US firms, US firms pursuing 
outlier deals at the behest of a senior partner,  the use of “entrepreneurially friendly” terms in the term 
sheets of US West Coast based VC firms compared to the more “investor friendly” terms favoured by 
many European and East Coast based US VCs, the benefit “brand name” VCs, particularly in Silicon 
Valley, obtain for deal sourcing and the greater local sector knowledge and deep networks of US VCs. 
These areas have not been extensively addressed in previous research. There are also views that US 
VCs may hold onto investments until more valuable exits can be achieved, contrary to previous 
research showing that US VCs exit earlier than European VCs (Dantas et al, 2006).  
 
There is much agreement between the VCs and the non-VCs as to the categories within these areas 
that could be responsible for the performance difference. The study also showed considerable 
agreement between the different classes of non-VC as to the differences between Europe and the 
US.  

A common theme arising particularly from the non-VC interviews in this current paper, and which was 
also commented on by the VCs interviewed in the author’s earlier paper, is the relative “uniqueness” 
of the Silicon Valley VCs and the environment in which these firms operate. Reference is made 
throughout the findings section to the outlier performance of some Silicon Valley based firms, the 
operational and /or entrepreneurial background of investment executives, the more risk-taking 
approach of Silicon Valley firms, the disruptive technology that comes out of Silicon Valley, the brand 
strength of well-known Silicon Valley based firms which helps to attract the best deals and the best LP 
investors, the entrepreneurially friendly terms provided by West Coast VCs, the better contact with 
corporate buyers for exits and the trend to syndicate with fellow VCs at the earliest stages of company 
development to get a “foot in the door” with potential home-run companies. Reference is also made to 
the huge added value afforded to portfolio companies through the extensive networks in the Valley 
plus the non-proprietary willingness to share time and resource in a “giving back” culture in Silicon 
Valley. Some Silicon Valley based firms have superior fund performance, though this is by no means 
exclusive to the Valley. Of 6 firms with funds with outlier performance of greater than 50% in the 
author’s earlier study, 3 of the 5 US firms included therein were operating out of Silicon Valley. Of the 
12 firms which had two or more funds with top-quartile performance, 4 of the 7 US firms in this 
category were operating out of Silicon Valley. The characteristics of Silicon Valley based VC firms 
referred to above may well contribute to this better performance.  

Whilst the author’s studies of both VCs and non-VCs comprise some 105 interviews in total, which is 
comprehensive for a qualitative study, the findings cannot be extrapolated to the full population of 
VCs or indeed non-VCs. Further work on the areas of potential difference highlighted above could be 
subject to more extensive sampling and quantitative studies, controlling for factors using regression 
analysis and this could narrow the range of characteristics that impact on the performance difference. 
Currently however it appears that the performance difference could be due to a range of structural, 
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operational and wider environmental factors as discussed above. The special characteristics of 
Silicon Valley based VCs could also be subject to further investigation in the context of fund 
performance. Whilst there were interviews with 13 separate VCs from continental Europe in the 
author’s earlier study (Arundale, 2015), in the current study continental Europe was somewhat 
underrepresented with only 4 non-VC practitioners interviewed. This could be extended in future 
investigations.  

The author’s earlier paper (Arundale, 2015) postulated that a possible implication of that study of VCs 
in Europe and US was that European VC performance could potentially be improved by considering 
the adoption of certain investment practices of the US VCs, including a higher risk, home run 
investment strategy, the pursuit of deals championed by senior, experienced partners, the use of 
“entrepreneurially friendly” terms, more working together in teams on deals and a “theme” approach to 
identifying hot areas for investment.  European VC firms could also consider raising larger funds, 
hiring more partners with operational backgrounds, and, depending on market conditions and scaling 
potential, exiting from investments when the most value can be achieved. The findings of the study of 
non-VCs in the current paper endorse these recommendations. Other suggestions for Europe arising 
from the current study include a less proprietary approach and better sharing of networks and 
information, an improved environment for technology company exits, less fragmented laws and 
regulations and encouragement of serial entrepreneurship. Improvement in VC performance could 
encourage greater investment into the sector by institutional investors leading to improved 
opportunities for financing the potentially high-growth companies of the future in Europe.  

Adopting the above practices and environmental conditions for VCs in the technology clusters in 
Europe might effectively mirror those operating in Silicon Valley. Policy makers have attempted to 
“clone” Silicon Valley in other geographies (Rosenberg, 2002) with limited success. Creating Silicon 
Valley type VC environments in Europe will not just require money, though more seed capital and 
certainly more follow-on financing for high-growth technology companies will be required. Government 
support and incentives for clusters will be required with more technology R&D taking place via 
government and military sponsored research. It will also be crucial to have clusters that are more 
interlinked and networked than operate currently in Europe and also a change in culture on the part of 
European VCs with more risk taking, more “thinking big”, more mentoring, sharing and giving back.  
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