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In the ever-shifting landscape of 
venture capital (VC), 2025 has kicked 
off with cautious optimism. After the 
roller coaster ride of the past few years, 
investors and startups are navigating 
a market that’s showing signs of life, 
albeit with some lingering uncertainty. 
After the financial whiplash of recent 
years, investors are no longer in funding 
freeze mode, but they haven’t exactly 
returned to a blank-check windfall. The 
market shows promising vital signs; 
deal flow is up from its flatline state. 
It’s not boom times, but the doom 
times appear to be in the rearview 
mirror, as the industry capitalizes 
on a more sustainable approach to 
innovation funding.

The funding formula: How VC is 
recalibrating in 2025

“There definitely is momentum. It’s 
a bit more tempered than maybe 
we had hoped,” says Heather Gates. 
The current policy shifts, particularly 
around tariffs, have created ripples in 
the stock market. And as any seasoned 
investor knows, initial public offerings 
(IPOs) do not like a volatile market.

Despite this, conditions are markedly 
better than last year’s “frozen 
transactions” environment. Investment 
bankers are forecasting a smoother 
second half of 2025, with many 
companies positioning themselves for 
fall debuts when markets are hopefully 
expected to stabilize.

Heather notes that the past few years 
have witnessed a necessary valuation 
reset. She estimates: “Probably about 
one-third of the companies that raised 
in 2021 and 2022 at the really high 
valuations haven’t yet faced what the 
next round will look like, and how far 
down it might be.” A correction likely 
seems on the horizon for them. 

The AI gold rush

While most sectors have seen valuation 
corrections, one segment remains the 
life of the party: artificial intelligence 
(AI). “Anything with .ai at the end 
of it is still living in 2021,” Heather 
observes. Valuations in AI continue to 
defy gravity, with venture capitalists 
pouring money into what many view as 
a parallel to the 1990s internet boom. 

Just as “internet” evolved from 
buzzword to business backbone, 
AI is following the same playbook. 
“Eventually, it will likely infiltrate 
everything we do,” Heather says, noting 
that companies are currently deploying 
AI as the corporate equivalent of a 
multipurpose knife—starting with cost-
cutting and mundane task elimination, 
but rapidly slicing into new territories.

This enthusiasm comes with a warning 
flag: “When you overpay, you’re going 
to get hit on the backside of the exit,” 
says Heather. Whether these premium-
priced AI ventures will deliver outsized 
returns remains to be seen.

Biotech’s steady climb

Unlike AI’s skyrocketing valuations, 
biotech continues its measured 
march forward. Over the past decade, 
biotech companies have consistently 
dominated the IPO landscape. Why? For 
biotech ventures, going public is simply 
a financing event in their development 
cycle, not a graduation ceremony as it 
often is for software companies.

The sector is experiencing a 
renaissance thanks to the maturation 
of technologies coupled with clinical 
trial advancements. New therapeutic 
platforms are hitting their stride just as 
trial designs become more efficient—a 
perfect double helix of innovation and 
implementation. 

While biotech founders aren’t 
experiencing the same booming 
valuations as their AI counterparts, 
they’re building something perhaps 
more valuable: companies with balance 
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sheets that don’t require suspended 
disbelief. In the venture world’s 
cacophony of hype, biotech has found 
its rhythm in the steady drumbeat of 
scientific progress.

Creative exit strategies make 
a comeback

As companies navigate this complex 
landscape, “dual-track processes” 
are resurfacing. This approach—
simultaneously courting IPO and 
acquisition suitors—gives founders 
leverage at the negotiating table. 
“People go public for the premium,” 
Heather notes, “but that comes 
with the public market spotlight and 
regulatory complexity.”

Financing creativity extends to debt 
instruments as well. Beyond traditional 
venture debt (which combines equity 
warrants with lower-interest loans), 
we’re seeing the rare emergence of 
“traditional debt” financing, a telling 
sign that investors are now betting 
on revenue streams rather than just 
moonshot valuations.

Fund or fold: VC’s reality check

Behind the VC curtain, a dramatic 
reshuffling is creating financial winners 
and losers. The fundraising landscape 
has split into “the haves and the 
have-nots.” While established funds 
with proven track records continue to 
raise capital (albeit at reduced levels), 
emerging managers appear to be 
struggling to raise that next fund.

“First-time fundraisers are finding 
limited partners with limited interest,” 
Heather notes, as unproven managers 
struggle to show returns that don’t 
yet exist. This capital crunch signals a 

venture landscape in transformation. In 
a move that sent shockwaves through 
the community, Charles River Ventures 
did the unthinkable: It returned 
uncommitted capital to limited 
partners, declaring it couldn’t deploy it 
effectively.1 In Heather’s words: “That’s 
an extraordinarily unusual event.”

Exit timelines: The long road ahead

The combination of previously inflated 
valuations and unstable IPO markets 
has dramatically extended exit 
timelines into ultramarathons. Heather 
says, “The average timeline from first 
round of funding to exit has stretched to 
12 years or more in some cases.” 

Adding to the strategic toolkit for 
timing these extended exit runways, 
PitchBook’s VC Exit Predictor has 
become an increasingly valuable 
resource for both investors and 
founders.2 The data-driven forecasting 
tool analyzes funding patterns and 
comparable exits to provide probability 
windows for liquidity events, bringing 
algorithmic precision to what was 
traditionally more art than science. It 
remains to be seen how accurate these 
and similar tools actually are.

Looking forward: Cautious optimism

For companies considering exits, 
Heather’s advice remains consistent: 
“Get ready now,” she says. Windows 
of opportunity can open unexpectedly, 
and preparation is paramount. Whether 
pursuing an IPO or acquisition, 
companies need appropriate 
controls, key management, and 
structures in place.

The fall of 2025 will hopefully usher 
in a healthier market for transactions, 

providing line of sight into what policies 
are coming into play. Barring any global 
catastrophes, the increasing market 
stability should likely create favorable 
conditions for exits. For those with 
sufficient dry powder and patience, 
opportunities await on both sides of 
that inevitable swing. Navigating these 
shifting currents demands strategic 
guidance from those who’ve weathered 
similar storms. The Deloitte team 
brings decades of experience to the 
table, preparing you for whatever 
opportunity horizon appears. Contact 
our team today to ensure you’re ready 
when your exit window opens. 

1: “A Venture Capital Firm Does Something Rare: Give Money Back,” The New York Times, Erin Griffith, October 2, 2024. 
2:  “How Our VC Exit Predictor Can Improve the Investment Selection Process,” PitchBook, Andrew Akers, March 25, 2023.
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