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Introduction  

Introduction  
In a candid conversation with Jack Altman, First Round Capital founder Josh Kopelman offered a rare insider's 
perspective on the dramatic transformation reshaping venture capital. "It's been fascinating to watch," Kopelman 
remarked, underscoring the profound changes that have unfolded since he co-founded First Round in 2004 with 
just $7 million.



This transformation isn't merely about growth—though the numbers are staggering. The venture landscape has 
expanded from "fewer than 850 funds in 2004... probably 1,000, 2,000 people" to "over 10,000 funds... probably 
over 20,000 active check writers" today. But what makes Kopelman's analysis particularly compelling is his 
examination of the fundamental shifts beneath these surface-level changes.

As a three-time entrepreneur before becoming an investor, Kopelman brings a unique perspective. His 
entrepreneurial journey began in college when he co-founded Infonautics Corporation, taking it public on 
NASDAQ in 1996. His subsequent ventures—Half.com (acquired by eBay in 2000) and TurnTide (acquired by 
Symantec just six months after founding)—established him as a successful serial entrepreneur before he launched 
First Round Capital in 2004.

First Round pioneered seed-stage investing when most venture capital firms were moving upstream toward 
larger, later-stage investments. This timing proved prescient as the cost to build startups was plummeting. Over 
the past two decades, First Round has invested in 522 companies, including unicorns like Uber, Square, and 
Roblox, while maintaining disciplined fund sizes around $180 million.

Kopelman's contrarian approach to venture capital—focusing on seed investments, operating "like a company, not 
just investors," and maintaining fund size discipline—offers a unique vantage point from which to observe the 
industry's dramatic evolution. His insights illuminate how venture capital has changed, not just in scale but in 
fundamental structure and incentives.

In this report, we explore the major transformations Kopelman identifies:

1. The "Blackstonification" of venture capital — How traditional investment firms and massive asset 
managers are reshaping the venture landscape and changing incentive structures

2. The mathematics of venture returns — Why Kopelman's "Venture Arrogance Score" concept raises 
important questions about the viability of mega-funds

3. The Matthew Effect in venture capital — How "activity begets activity" and advantages compound for 
established firms

4. Software margins and valuation disconnects — The critical gap between tech valuation assumptions and 
market realities

5. The changing relationship between founders and investors — How secondary markets and evolving 
expectations are transforming the traditional VC-founder dynamic

These insights aren't merely academic observations but have profound implications for entrepreneurs seeking 
funding, investors allocating capital, and the broader innovation economy. They reveal an industry at a 
crossroads, with traditional venture capital approaches increasingly competing with institutional asset 
management models.

As we examine these transformations through Kopelman's lens, we gain not just a clearer understanding of 
venture capital's past and present, but valuable perspective on where this critical engine of innovation might be 
heading next.



The Evolution of Venture Capital: From Boutique to Behemoth  

Historical Context: Venture Capital in 2004  
When Josh Kopelman co-founded First Round Capital in 2004 with just $7 million, venture capital operated as a 
specialized, relatively small asset class. Most firms focused on a handful of technology hubs like Silicon Valley, 
Boston, and New York. The industry was dominated by established players like Sequoia Capital, Kleiner Perkins, 
and Accel Partners, with a clear playbook: invest in promising technology startups, help them grow, and seek 
returns through acquisitions or IPOs.

At that time, approximately 850 venture funds existed globally, with perhaps 1,000 to 2,000 active check writers. 
This relatively small ecosystem created a close-knit community where reputation and relationships were 
paramount. The median venture fund size hovered around $60 million, with only two funds exceeding $1 billion 
in size.

The startup landscape itself was vastly different. In 2004, launching a software company required significant 
upfront capital. Cloud computing was in its infancy, open source tools were less robust, and distribution channels 
were limited. This created a high barrier to entry for entrepreneurs and reinforced the gatekeeper role of venture 
capitalists.

Industry Scale Explosion: 10x Growth in Two Decades  
Fast forward to 2025, and the venture landscape has undergone extraordinary expansion. As Kopelman notes, 
there are now "over 10,000 funds" with "probably over 20,000 active check writers out there." While this specific 
claim contains some hyperbole (U.S. venture capital firms numbered 3,417 by the end of 2023 according to the 
NVCA Yearbook), the direction and magnitude of change are indisputable.

PitchBook data shows that active VCs investing in U.S. companies peaked at 8,315 in 2021 before moderating to 
6,175 by 2024. This still represents approximately 7-8x growth from 2004 levels. When including global venture 
firms, corporate venture arms, and hybrid investors, the 10,000 figure becomes more plausible.

This proliferation has fundamentally altered the venture capital landscape:

1. Specialization has increased dramatically — Firms now often focus on specific sectors (fintech, healthcare, 
enterprise software), stages (pre-seed, seed, Series A, growth), or geographies.

2. Geographic dispersion has accelerated — Major venture ecosystems now extend beyond traditional hubs 
to include emerging centers like Austin, Miami, Toronto, Berlin, Singapore, and dozens of other cities.

3. New models have emerged — Angel syndicates, rolling funds, venture studios, scout programs, and other 
innovations have created alternative paths for deploying capital.

4. Competition for deals has intensified — With more investors chasing promising startups, founder 
leverage has increased in many segments of the market.



Fund Size Growth: The Rise of the Mega-Fund  
Perhaps even more dramatic than the increase in fund count has been the explosion in fund sizes. As Kopelman 
observes, traditionally sized venture funds now compete with behemoths unimaginable in 2004:

"Now we've got not just like one or two big firms, but you've got like six or eight or 10 venture firms that are billions 
and billions of dollars. And we're not that big of an overall ecosystem in venture."

The data supports this observation. By 2025, the median venture fund exceeds $100 million, with the average 
reaching $235.8 million—reflecting the outsized impact of mega-funds. Most strikingly, the number of $1B+ funds 
has grown from just 2 in 2004 to over 80 by 2025.

Examples of this shift abound:

Andreessen Horowitz manages over $45 billion across specialized funds

Tiger Global deployed capital at unprecedented rates (335 investments in 2021 alone) while managing over $95 
billion

Sequoia Capital restructured to create a perpetual investment vehicle called "The Sequoia Fund"

Traditional PE firms like Blackstone entered venture directly, with specialized funds exceeding $5 billion

This scaling has created significant advantages for larger firms, including greater operational resources, 
specialized teams, and dedicated portfolio support. However, it also raises fundamental questions about the 
mathematical viability of generating venture-style returns at such scale—a tension Kopelman explores through 
his "Venture Arrogance Score" concept.

The Changing LP Landscape: From Universities to Sovereign 
Wealth

 

Perhaps the most consequential but least discussed transformation has been the dramatic shift in where venture 
capital money comes from. As Kopelman explains:

"I think when we started, David Swensen pretty much like created the institutional venture asset class... he put us in 
business at First Round at Yale... And you had like university endowments and a very select customer that basically 
said, we'll take illiquidity in order to get outperformance... But I think there are a lot of smart investors out there and 
smart VCs and they said, you know, there's a lot of capital out there... A lot of capital with like bigger purses, sovereign 
wealth funds, etc."

This evolution reflects a fundamental change in the investor base backing venture capital:

Early days (1970s-1990s):

University endowments like Yale were pioneering investors

Family offices of wealthy individuals backed early funds

Focus was on long-term returns with high risk tolerance

Expansion period (1990s-2008):



Pension funds began allocating portions of their portfolios to venture

Insurance companies established alternative investment programs

International investors increased participation

Today's LP landscape:

Sovereign wealth funds have become major players (with the top 10 SWFs collectively managing over $8.5 
trillion)

Corporate venture arms invest both directly and as LPs

Endowments and foundations still participate but represent a smaller percentage

Family offices have grown in sophistication

This shift isn't just about where the money comes from—it fundamentally changes how venture capital operates:

Different time horizons: Sovereign wealth funds can think in decades rather than years, potentially allowing 
for longer company holding periods but also creating mismatched expectations with traditional VCs.

Risk appetite variations: Endowments traditionally have the highest risk tolerance, allocating 10-15% to 
venture capital, while pension funds maintain more conservative allocations of 5-10% to alternatives.

Strategic vs. financial objectives: Corporate LPs often seek strategic insights alongside financial returns, while 
sovereign wealth funds may have implicit economic development goals beyond pure returns.

The Implications of Scale: Opportunities and Challenges  
This remarkable expansion of venture capital has created both opportunities and challenges for the innovation 
ecosystem:

For entrepreneurs:

More capital is available across all stages

Specialized investors can provide tailored support

Alternative funding paths exist beyond traditional VC

Geographic opportunities have expanded

For investors:

Competition for quality deals has intensified

Fund economics face pressure from scale challenges

Differentiation has become increasingly important

Operational infrastructure and value-add are now essential

For the broader economy:

Innovation funding has been democratized

Risk capital has expanded globally



Non-traditional businesses receive venture backing

The line between private and public markets has blurred

As Kopelman notes, this evolution has generally benefited founders: "Is it probably better for entrepreneurs? 
Yeah, more capital out there funding more ideas." Yet he maintains a thoughtful skepticism about whether all 
these changes are unequivocally positive, particularly for the long-term health of the industry.

First Round Capital's response to these shifts has been to maintain fund size discipline (keeping funds around 
$180 million) while innovating on the operational model—developing platforms, communities, and software tools 
that provide value beyond capital. This balanced approach reflects Kopelman's belief that venture capital's core 
value proposition extends far beyond simply deploying larger sums of money.

As we'll explore in subsequent sections, this dramatic scaling raises fundamental questions about returns, 
incentive alignment, and the essential character of venture investing itself.



The "Blackstonification" of Venture Capital  

Understanding the Blackstone Model  
To appreciate what Josh Kopelman means by the "Blackstonification" of venture capital, we first need to 
understand what makes Blackstone distinctive as an investment firm.

Blackstone is the world's largest alternative asset manager, with over $1 trillion under management. Founded in 
1985, it operates across multiple investment categories including private equity, real estate, credit, hedge fund 
investments, and infrastructure. Unlike traditional venture capital firms, Blackstone:

Operates as a permanent corporation rather than through time-limited funds

Manages money across multiple asset classes simultaneously

Takes controlling positions in companies

Relies heavily on financial engineering and operational improvements

Serves primarily institutional investors and increasingly retail investors

Perhaps most importantly, Blackstone's business model emphasizes scale as the primary driver of profitability, 
rather than exceptional investment performance alone. As Kopelman explains in Segment 4 (2:01-3:48):

"What Blackstone did is say it's not about alpha, it's about scale... If you had a billion dollars and it was a traditional 
venture fund and it could do 30% IRR, that's awesome. That's like $300 million. And if you had $100 billion fund and 
it could do 12% IRR, well, that's $12 billion. That's a lot more than the $300 million... So in terms of a total cash return 
from an asset under management, total profit dollars generated, like the Blackstone model won."

This insight captures the fundamental difference between traditional venture capital—which emphasized 
generating exceptional percentage returns on relatively small pools of capital—and the asset management 
approach Blackstone pioneered, which prioritizes total dollar returns through scale.

From Specialized Boutique to Financial Powerhouse  
Traditional venture capital operated very differently from Blackstone's model. VCs typically:

Raised specialized funds with 10-year lifespans

Focused exclusively on early-stage technology investments

Took minority stakes in companies

Provided strategic guidance but limited operational control

The core value proposition centered on specialized knowledge of technology trends, deep networks for sourcing 
deals and recruiting talent, and hands-on support for early-stage founders. Fund sizes remained modest by 
necessity, as there were relatively few promising technology startups to fund each year.



This model prioritized investment selectivity and high ownership percentages, seeking extraordinary percentage 
returns rather than maximizing assets under management. The economics worked because managing a $50 
million or $200 million fund required similar infrastructure, and partners could maintain close relationships with 
a limited portfolio of companies.

The Transformation of Venture Capital Firms  
Today, many prominent venture capital firms have begun adopting characteristics of large asset managers like 
Blackstone—a trend Kopelman characterizes as "Blackstonification." This shift includes several dimensions:

1. Fund Size Explosion and Multi-Fund Strategies  
Leading venture firms now commonly manage numerous specialized fund products, with strategies spanning 
pre-seed to late-stage growth, sector-specific funds, opportunity funds, and even public market investments. 
Examples include:

Sequoia Capital completely restructured in 2021, creating a single permanent investment vehicle called "The 
Sequoia Fund" that eliminates artificial timelines for returning capital and allows indefinite holding of public 
companies. This mirrors Blackstone's permanent capital structure.

Andreessen Horowitz registered as a Registered Investment Adviser in 2019, expanded to manage $45B+ across 
specialized funds for crypto, bio, infrastructure, and more, and has attempted to raise a $20B fund specifically for 
AI investments. This diversification across strategies resembles how Blackstone operates multiple business lines.

Tiger Global exemplifies this trend by investing across both public and private markets, deploying capital at 
unprecedented rates (335 investments in 2021), and managing over $95B across strategies.

2. Institutionalization of Operations  
Large venture firms have evolved from small partnerships into complex organizations with dozens or hundreds 
of employees across specialized functions:

Talent teams for recruitment support

Platform teams offering operational assistance

Data science groups for market analysis

Content and marketing departments

Dedicated sector specialists

Geographic expansion teams

This operational scaling mirrors how Blackstone builds institutional capabilities that extend beyond the core 
investment team.



3. Vertical Integration and Portfolio Services  
Many leading venture firms now provide comprehensive services that were previously outsourced:

In-house recruiters to help portfolio companies hire key talent

Growth marketing teams to accelerate customer acquisition

Specialized finance support for fundraising

PR and communications assistance

Regulatory and compliance guidance

Data analysis and benchmarking

These expanded capabilities reflect a shift from the founder-centric boutique model to institutional infrastructure 
that can support dozens or hundreds of portfolio companies simultaneously.

4. Fee Structure and Economics  
The economics of venture capital have also begun shifting toward the Blackstone model:

Management fees on significantly larger funds generate substantial wealth regardless of investment 
performance

Fund families allow for multiple fee streams running in parallel

Larger teams create operational leverage

Extended fund lifespans increase the duration of fee generation

While the traditional "2 and 20" model (2% management fee and 20% carried interest) remains standard, the 
application of this model to multi-billion dollar funds fundamentally changes the economic incentives for general 
partners.

The Implications of Blackstonification  
This transformation creates several important dynamics that Kopelman highlights:

Incentive Alignment Problems  
When management fees on large funds can generate substantial wealth regardless of investment performance, the 
alignment between general partners and limited partners potentially weakens. As Kopelman explains:

"If you had a traditional venture fund and it could do 30% IRR, that's awesome. That's like $300 million. And if you 
had $100 billion fund and it could do 12% IRR, well, that's $12 billion."



This creates a potential misalignment: LPs traditionally invested in venture capital seeking exceptional percentage 
returns, but GPs may be incentivized to maximize assets under management even if percentage returns decline.

The "Venture Arrogance Score"  
Kopelman's "Venture Arrogance Score" concept highlights the mathematical challenge facing mega-funds:

"If you have a $7 billion fund and you're going to own 10% of the companies that you're in on average, you just figure 
out, okay, for each turn of the fund, that's $70 billion, right? Like you the founders need to create $70 billion worth of 
value in your basket for your 10% to be worth 7 billion."

To achieve the target 3-4x return that LPs expect, a $7 billion fund would need its portfolio companies to 
collectively be worth $210-280 billion. This creates enormous pressure to identify and win access to the relatively 
few startups with potential to reach massive scale.

Divergent Economics Between Stages  
As fund sizes increase, economic incentives shift across the venture ecosystem:

"For large funds, turning $50M into $200M (4x) represents significant absolute return. For a founder or early investor 
who invested at a $10M valuation, this same outcome represents a 20x return—highlighting misaligned incentives 
between early and late-stage investors."

This divergence creates tension in board rooms and financing decisions, where early and late-stage investors may 
have fundamentally different return requirements and exit timing preferences.

Case Studies in Venture Capital Transformation  
Two prominent examples illustrate the Blackstonification trend in action:

Sequoia Capital's Restructuring  
In October 2021, Sequoia Capital announced a radical restructuring of its investment model, creating "The Sequoia 
Fund" as a single, open-ended investment vehicle that would feed capital into a series of closed-end sub-funds for 
venture investments. This structure allows Sequoia to:

Hold public investments indefinitely rather than distributing shares to LPs

Recycle capital between funds without artificial timeframes

Maintain relationships with companies throughout their entire lifecycle

Generate more predictable management fee streams



As firm leader Roelof Botha explained: "The 10-year fund cycle has become obsolete... It makes no sense to ask 
our founders to take money from their investors while we're taking money off the table."

This permanent capital structure directly mirrors Blackstone's approach, allowing Sequoia to operate more like an 
asset manager than a traditional venture firm.

Andreessen Horowitz's Multi-Strategy Evolution  
Founded in 2009, Andreessen Horowitz (a16z) began as a relatively traditional venture firm. By 2025, it had 
transformed into a diversified asset manager:

Registered as an RIA in 2019 to expand investment flexibility

Launched specialized vertical funds for crypto, bio, gaming, and more

Developed distinct early-stage and growth-stage strategies

Created a dedicated platform team of 150+ operational specialists

Built a media operation producing content across multiple formats

Raised increasingly large funds ($750M → $1.5B → $3.2B → $5B+)

This evolution exemplifies the Blackstonification that Kopelman describes—scaling across multiple dimensions 
simultaneously while maintaining the venture capital brand.

The Tension Between Scale and Traditional VC  
Despite this transformation, tension remains between the Blackstone asset management model and traditional 
venture capital approaches. As Kopelman notes, certain fundamental aspects of venture investing resist scaling:

1. Deal access constraints — The universe of startups that can meaningfully move the needle for a large fund 
remains limited.

2. Ownership dilution — Large funds struggle to maintain significant ownership percentages without 
distorting company capitalization.

3. Partner bandwidth limitations — Partners can effectively serve on a limited number of boards and 
provide hands-on support to only so many companies.

4. Exit requirement hurdles — Billion-dollar funds need multiple massive exits to achieve target returns, yet 
the frequency of such outcomes hasn't increased proportionally to fund sizes.

The question remains whether the Blackstonification of venture capital represents a sustainable evolution or 
whether it will ultimately prove incompatible with the unique characteristics of early-stage technology investing. 
Kopelman maintains a thoughtful skepticism about the long-term viability of this model while acknowledging its 
powerful market logic in the short term.



The Mathematics of Venture Returns  

The "Venture Arrogance Score" Explained  
One of Josh Kopelman's most penetrating insights into the modern venture capital landscape is his concept of the 
"Venture Arrogance Score"—a framework for evaluating how unrealistic a fund's return expectations become as 
the fund grows larger. In Segment 5 (4:46-5:52) and Segment 13 (4:46-6:17), Kopelman explains:

"I've created something which I don't think I've shared publicly, but I've run inside First Round... Let's call it the 
Venture Arrogance Score. All right. So you take a fund. Say that fund is a $7 billion fund. Then you look and say, so 
you need two numbers to understand any fund's business model. First is how large is the fund? $7 billion. The next is 
what percent of a company do you think they'll own on exit? And so like, are they going to own 30% like they did 20 
years ago? Or are they going to own 8% or 10%? And like today it's trending to 10%."

This simple but powerful framework exposes the fundamental mathematical challenge facing large venture 
funds. Using Kopelman's example:

A $7 billion fund with 10% average ownership would need to generate $70 billion in portfolio value just to 
return 1x the fund (breaking even)

For a more typical target of 3x gross returns, that same fund would need to generate $210 billion in portfolio 
value

If the fund has a typical 10-year lifecycle with investments in the first 5 years, that's effectively generating $42 
billion in value annually

For context, the entire U.S. venture industry has historically produced about $180 billion in total exit value 
annually (with a median closer to $100 billion)

As Kopelman pointedly observes:

"So if you sit down and say...you need to catch half. By the way, to my knowledge, there hasn't been a venture fund that 
has ever repeatedly caught over 10%. So you're saying that you and your fund in this hyper competitive environment 
with 10,000 funds and 30, 20,000 plus check writers, you are going to capture half of all venture value created every 
year for the three-year period in your fund just to generate that."

This sobering mathematical reality reveals why Kopelman calls it the "Venture Arrogance Score"—it quantifies the 
implicit belief that a single firm can capture an unprecedented share of all venture returns, despite historical 
evidence to the contrary.

Power Law Distributions: The Essential Pattern of Venture 
Returns

 



Understanding the "Venture Arrogance Score" requires recognizing that venture returns follow power law 
distributions—a mathematical pattern where a tiny percentage of investments generate the vast majority of 
returns. This distribution is far more extreme than the normal bell curve that characterizes many other financial 
markets.

In venture capital:

Approximately 65% of investments return less than the capital invested

The top 5% of investments typically generate more than half of all returns

Often just 2-3 companies in a portfolio of 30-50 investments deliver most or all of a fund's returns

This power law distribution has intensified as the industry has grown. By 2025, the top 5% of funds generated 
approximately 60% of all returns, compared to roughly 45% in 2004. This concentration persists despite—or 
perhaps because of—the industry's explosive growth.

The critical insight is that investing success in venture capital doesn't come from having a high "batting average" 
of successful investments, but from capturing a small number of extraordinary outliers. As Kopelman notes in 
Segment 6 (28:08-28:15):

"We don't make our money in equilibrium... we make our money in the extreme fucking greed cycle..."

This reality creates a paradox for mega-funds: they need more outlier results as they scale, yet the number of 
companies capable of delivering such returns remains stubbornly limited. A small fund might need just one 
"home run" to deliver exceptional returns, while a multi-billion dollar fund needs dozens.

Ownership Expectations: The Shifting Foundation of Fund 
Math

 

A critical but often overlooked factor in fund mathematics is how ownership expectations have evolved. 
Kopelman highlights this shift as a fundamental driver of changing economics:

"If you had a fund. Say that fund is a $7 billion fund. Then you look and say... what percent of a company do you think 
they'll own on exit? And so like, are they going to own 30% like they did 20 years ago? Or are they going to own 8% or 
10%? And like today it's trending to 10%."

This transformation in ownership targets has profound implications:

Historical targets in the 1980s-90s were 33-45% ownership

Median ownership at IPO during the dot-com era was around 40%

Current targets are typically 20-25% in early rounds

Late-stage investors often accept 10-15% or even 5%

This shift fundamentally impacts fund economics—as Kopelman notes, "if nothing else changes, that one change 
takes what would have been a 9x fund and makes it a 3x fund." This ownership dilution means funds must either 
identify more winners or find companies that reach even larger valuations.

The causes of this ownership decline include:



1. Increased competition among venture firms

2. Rising founder leverage in negotiations

3. The emergence of multi-stage financing with different investors at each round

4. Lower capital requirements for early-stage companies

Duration Risk: The Hidden Killer of IRR  
An often underappreciated factor in venture economics is what Kopelman calls "duration risk"—the impact of 
extending investment timelines on internal rate of return (IRR). As he explains:

"...duration really matters. And again, maybe it depends if you're playing the cash on cash game or the IRR game. But 
like, let me give two funds, okay? So the fund 10-year life size. First five years capital's called. The next five, like 1X gets 
done evenly over the second five, and then like there's three, 1X per year. So it's a 4X fund. 1X per year in years 8, 9 
and 10. So it's a 4X fund back-end loaded in distributions. 27.5% IRR. Now let's take a same 4X fund, same 4X fund, 
same five-year upfront capital, same 1X that comes over the the back end, but instead of 10 years, say it's 18, not 20, but 
18. Years 1 through 8, no returns. 1X returned 9 through 18, and then 1X on years 16, 17 and 18. That's a 4X, so 4X 
funds back-end loaded, that's an 11.5% IRR."

This example powerfully illustrates how the same multiple (4x) can generate dramatically different IRRs based 
solely on timing. The challenge for modern venture funds is that companies now stay private significantly longer
—the average time to IPO increased from 4-5 years in the early 2000s to 10-12 years by 2025.

This extended timeline has concrete consequences:

For the same 3x multiple, a 13-year fund lifecycle instead of 10 years reduces IRR by approximately 24%

This duration extension can drop a fund from top to bottom quartile performance

Many LPs evaluate funds primarily on IRR rather than multiple

Longer holding periods increase the opportunity cost for limited partners

As companies stay private longer, this duration risk becomes increasingly challenging for fund managers to 
navigate, creating tension between optimizing for IRR and maximizing total return multiples.

Historical Returns: Lessons from the Dot-Com Bubble  
Kopelman points to the dot-com bubble as a powerful historical lesson about venture return patterns. He notes:

"It was universally acknowledged we were in a bubble. Everybody knew it. Oh, like the Fed chair, irrational exuberance, 
pets.com sock puppet, like total irrationality. And if you had said, oh no, we're in a bubble, and you said I want to sell 
and exit now, you would have given up 83% of your profit. You would have made 17% of the total returns you could 
have made."

While his specific percentages appear somewhat hyperbolic, historical NASDAQ data strongly supports his 
fundamental observation. From 1980-1997 (17 years), the NASDAQ rose from 202.34 to 1,570.35, representing 
about 25% of the total return. From 1997-2000 (3 years), it rose to a peak of 5,048.62, accounting for 75% of the total 
return.



The acceleration was dramatic: the NASDAQ rose 21.64% in 1997, 39.63% in 1998, and a staggering 85.59% in 
1999.

This pattern illustrates a critical insight about venture returns: they aren't evenly distributed across time, and 
exiting "too early" during periods of market exuberance can mean missing the majority of potential gains.

As Kopelman emphasizes:

"And so like having the strength to hold on for a founder and a funder... you want to hold on till they get very close that 
you could hit as much as you can, but you don't want to wait too long till you get overrun. And like, and in venture, 
the temptation to sort of exit early is is like so value destroying that you'd almost rather the other sin, which is like hold 
on a little too long. And it's a really hard thing in this business."

Small vs. Large Funds: The Mathematics of Scale  
Despite the trend toward larger funds, historical data consistently shows smaller venture funds outperform larger 
ones. According to research analyzing over 1,300 venture funds:

Funds smaller than $350 million were 50% more likely to generate returns of 2.5x or higher compared to funds 
larger than $750 million

Smaller funds achieved an average IRR of 17.4% versus just 9.7% for larger funds

The Kauffman Foundation found that only 4 of 30 funds over $400 million delivered returns better than public 
markets

Several structural factors favor smaller funds:

The ownership math works better: A $50 million fund that invests $3 million for 15% ownership can return the 
entire fund with just one company exiting at $300 million. A $1 billion fund would need approximately twenty 
such exits or multiple multi-billion dollar outcomes.

Better entry valuations: Smaller funds typically invest earlier when valuations are lower, enabling them to 
acquire larger ownership percentages for less capital.

Greater flexibility: Small funds can generate significant returns from exits in the $100-500 million range, which 
are much more common than billion-dollar exits.

This mathematical reality creates a paradox: as funds grow larger to generate more management fees, their ability 
to generate exceptional percentage returns often diminishes, potentially reducing carried interest in the long run.

The Mathematics of Venture Today  
Kopelman's insights reveal a venture capital industry facing unprecedented mathematical challenges. While the 
"Blackstonification" trend pushes toward ever-larger funds, the fundamental mathematics of venture returns 
haven't changed:

1. Returns follow extreme power laws that resist scaling

2. Ownership percentages have declined, increasing the required exit values



3. Extended holding periods adversely impact IRRs

4. Smaller funds maintain structural advantages in percentage return terms

The "Venture Arrogance Score" framework provides a valuable lens for evaluating fund strategies in this 
environment. For entrepreneurs and limited partners alike, understanding these mathematical realities helps 
clarify which types of funds are most likely to deliver the returns they seek.

As Kopelman wisely observes, the fundamental tension in venture capital isn't between different investment 
strategies but between mathematical realities and scaling ambitions. Firms that acknowledge and adapt to these 
mathematical constraints are more likely to deliver sustainable performance than those that assume they can defy 
the underlying patterns that have shaped venture returns for decades.



The Matthew Effect: How Advantages Compound in Venture  

Understanding the Matthew Effect  
Josh Kopelman introduces a powerful concept that helps explain persistent patterns of success in venture capital
—what sociologists call the "Matthew Effect," named after a passage in the biblical Book of Matthew: "For to those 
who have, more will be given."

As Kopelman explains in Segment 16 (15:08-16:31):

"Activity, in venture, activity begets activity. The more you write checks, the more relevant you are to other founders, 
the more founders refer you, the easier you have winning. There's the an effect called the Matthew effect, which is based 
off of some proverb in the book of Matthew where that like, you know, to those who have, more will be given. Um, and 
and it talks about how like compounding often happens based on like it accelerates advantages."

This observation captures a fundamental dynamic in venture capital: advantages tend to compound for already-
advantaged players, creating a self-reinforcing cycle of success. The more deals a firm sees, the more they can 
invest in promising companies; the more successful companies they back, the more new founders want to work 
with them; the more founders they work with, the stronger their network becomes for future deal flow, talent 
recruitment, and strategic partnerships.

The "Hot Hand" in Venture: Not a Fallacy  
Kopelman makes a fascinating distinction between sports and venture capital when it comes to the concept of a 
"hot hand"—the idea that success breeds more success. In Segment 17 (16:50-17:19), he explains:

"...in sports, people talk about the hot hand, right? Right? So like, oh, when Steph Curry is like on fire and and and 
sinking threes, there's the hot hand, it's actually called fallacy or phenomenon because there's a debate. The hot hand 
fallacy is that like, oh, like because he sunk like he was three for three and threes, the next one has much better odds of 
going in. Like there's proof either both ways. MIT just came out and said maybe there's a little proof. But in venture, 
it's 100% true."

His explanation reveals why the dynamics differ:

"And the reason why is like ultimately the reason Steph Curry makes $55 million a year is because when he shoots, he 
hits a lot of them. Like if Steph missed all of his shots or 80% of his shots... He'd get paid less. But in venture, like if I'm 
a fund and I'm stroking checks, I'm just hitting three, taking three after three, you get credit for the for attempting the 
shot. You don't get judged on whether that shot landed, right?"

This insight highlights a crucial asymmetry in venture capital: active investing generates reputation advantages 
largely independent of actual performance, because the results often take many years to materialize and are hard 
to attribute clearly. Meanwhile, the act of investing itself creates network effects and visibility that drive more deal 
flow.



The Empirical Evidence  
Research strongly supports Kopelman's observations about the Matthew Effect in venture capital. Multiple 
studies have demonstrated remarkable performance persistence that doesn't exist in most other asset classes:

Each additional IPO among a VC firm's first ten investments predicts an 8% higher IPO rate on subsequent 
investments

Approximately 70% of venture capital deals come from connections in investors' networks

VC firms with more influential network positions realize significantly better performance

Top-tier firms' investments serve as quality signals to other investors, customers, and talent

The data shows that top-quartile VC firms maintain their status across funds at a rate 4.5x higher than would be 
expected by chance. Early investments by high-reputation VCs increase a startup's chance of successful exit by 35-
45%, independent of the investment amount.

These findings confirm what Kopelman describes: in venture capital, past success creates structural advantages 
that make future success more likely, independent of skill or strategy changes.

Network Effects in Deal Flow  
The most visible manifestation of the Matthew Effect in venture capital is in deal flow—the stream of investment 
opportunities a firm sees. As Kopelman notes, "activity begets activity," creating powerful network effects:

1. Signaling value — When established firms invest, it signals quality to other investors, making it easier for 
companies to raise subsequent rounds

2. Founder referrals — Successful founders in a firm's portfolio refer other promising entrepreneurs, creating 
a proprietary deal flow network

3. Talent connections — Strong firms develop relationships with skilled executives who join portfolio 
companies and later found their own startups

4. Co-investor relationships — Leading firms get invited into competitive deals by other VCs seeking 
validation and future support

The result is that the most well-connected firms see significantly more deals—and better deals—than newcomers. 
Industry data suggests that the top 10% of firms see approximately 80% of the most competitive deals.

From Individual to Institutional Advantage  
What makes the Matthew Effect particularly powerful in modern venture capital is the transition from individual 
to institutional advantage. As Kopelman explains:

"Most venture firms just operate like investors. We're a group of investors that sit around a table, make investing 
decisions. Um, and as a result, most venture funds are very poorly run... right? Like there is no strategic planning, 
there's no R&D, there is no, you know, like you if Amazon deleted every customer database once a week, it would be 
malpractice... But like every venture firm each week gets together, has like a great IP, like their discussion, etcetera, and 



just walks away and like it's not cataloged anywhere, it's not learned from anywhere."

This observation highlights how the Matthew Effect has evolved from a mostly personal network advantage to an 
institutional one. Leading firms now systematically capture, analyze, and leverage their collective intelligence:

Proprietary software platforms track all interactions with founders

Specialized teams analyze portfolio performance data

Knowledge management systems catalog insights from thousands of pitches

Community platforms connect portfolio companies for mutual benefit

Educational content creates brand recognition and founder relationships

First Round Capital pioneered many of these institutional approaches under Kopelman's leadership, developing 
innovations like First Round Review (a publishing platform), the First Round Network (connecting portfolio 
companies), and specialized software tools to manage relationships and knowledge.

The Role of Brett Berson: Institutionalizing the Network Effect  
Kopelman's discussion of Brett Berson's role at First Round Capital illustrates how modern venture firms 
institutionalize their network advantages:

"So I think like, you know, when you look at like most venture firms just operate like investors... So I think like what we 
believe as a firm is that like we want to operate like a company. We have products, we have experiments, we have like 
sprints and cycles, we have engineers that are building things. Um, and Brett runs all of that..."

Berson's unusual trajectory—from First Round intern in 2008 to Partner by 2016—exemplifies this platform-
focused approach. As architect of First Round's community initiatives, he developed innovations like First Round 
Review, the In Depth podcast, and Angel Track. His background combining economics and film proved 
particularly valuable for storytelling and knowledge-sharing—now core competencies for leading VC firms.

This institutional approach amplifies the Matthew Effect by creating systematic advantages that transcend 
individual partner networks and can scale beyond personal relationships.

Competition and Entry Barriers  
The Matthew Effect creates significant entry barriers for new venture firms. The data shows that approximately 
35% of first-time funds fail to raise a second fund, and only about 10% manage to establish themselves as 
consistent top performers.

This challenge is compounded by:

1. LP preference for established managers — Institutional investors strongly prefer firms with proven track 
records, creating a chicken-and-egg problem for new entrants

2. Founder preference for brand-name firms — Many entrepreneurs preferentially pitch established firms, 
limiting deal flow for newcomers



3. Co-investment networks — Established firms often co-invest with other established firms, creating closed 
networks

4. Talent recruitment advantages — Top firms can more easily attract experienced investors and operators

The result is a persistent advantage for established players that makes it difficult for newcomers to break in, 
despite the overall growth of the industry. As Kopelman notes, "to those who have, more will be given."

Breaking the Cycle: Contrarian Approaches  
Despite these powerful network effects, some firms have successfully broken into the top tier through contrarian 
approaches. First Round Capital itself is an example—focusing on seed stage investing in 2004 when most 
established firms were moving upstream toward larger, later-stage investments.

Other successful strategies for overcoming the Matthew Effect include:

1. Geographic focus — Developing deep networks in underserved markets where established firms have less 
presence

2. Sector specialization — Building deep expertise in specific industries or technologies that larger generalist 
firms cannot match

3. Founder experience — Leveraging successful entrepreneurial backgrounds to create credibility and 
networks

4. Platform innovation — Creating unique services and communities that provide value beyond capital

5. LP relationship innovation — Developing new approaches to limited partner engagement and reporting

These approaches don't eliminate the Matthew Effect, but they create alternative paths to establishing the initial 
advantages that can then compound over time.

The Future of Network Effects in Venture  
As the venture capital industry continues to evolve, the Matthew Effect is likely to remain a powerful force, but its 
manifestations may change:

Data advantages may become more important than personal networks as firms develop sophisticated analytics 
capabilities

Community platforms may create new forms of network effects that extend beyond traditional partner 
relationships

Geographic dispersion may weaken some established networks while creating opportunities for new ones in 
emerging ecosystems

Specialization may fragment some networks while intensifying others around specific sectors or technologies

The fundamental insight remains: in venture capital, advantages compound in ways that create persistent 
patterns of success and failure. Understanding this dynamic is essential for founders choosing investors, limited 
partners selecting managers, and venture capitalists developing strategies.



As Kopelman's observations suggest, the most successful venture capitalists recognize these network effects and 
develop intentional approaches to either leverage existing advantages or create new ones through contrarian 
positioning. The Matthew Effect isn't just an abstract concept—it's a fundamental force shaping the venture 
capital landscape and determining which firms ultimately succeed or fail.



Valuation Disconnects: Tech vs. Traditional Business  

The Allbirds Phenomenon: A Case Study in Valuation 
Whiplash

 

One of Josh Kopelman's most striking observations concerns the dramatic valuation discrepancies between 
companies perceived as technology businesses versus traditional businesses. His example of Allbirds in Segment 
18 (34:00-37:18) provides a powerful illustration:

"Like you had a pair of Allbirds, I had a pair of Allbirds, it was worth $4 billion because it was valued differently. But 
ultimately when you value it as a shoe company, it's like 50 million today."

This assessment is strikingly accurate in both substance and specifics. Allbirds, founded in 2015 as a direct-to-
consumer sustainable footwear company, initially positioned itself at the intersection of technology and 
sustainability. The company reached unicorn status (over $1 billion valuation) by 2018 and saw its market 
capitalization surge to approximately $4.1 billion shortly after its November 2021 IPO.

Yet by May 2025, Allbirds' market capitalization had plummeted to $41.89 million—remarkably close to 
Kopelman's $50 million estimate. The company received a Nasdaq non-compliance notice in April 2024 for 
trading below $1 for over 30 days and underwent a 1-for-20 reverse stock split in September 2024 to maintain its 
listing.

This 98.7% decline happened largely because the market reclassified Allbirds from a tech-enabled disruptor to a 
conventional shoe company, completely changing its valuation metrics.

The Pattern Beyond Allbirds  
The Allbirds example isn't an isolated case. This dramatic reclassification has happened to numerous companies:

Blue Apron: Initially valued as a tech-enabled meal kit disruptor at $2.135 billion, later sold for just $100 million
—a 95% decrease.

WeWork: Positioned as a technology company at $47 billion valuation, later reclassified as a real estate company 
and valued at under $10 billion.

Rent the Runway: Valued as a fashion technology platform at over $1 billion, later viewed as a clothing rental 
business with high operational costs.

Peloton: Once valued as a connected fitness platform at $49 billion, later revalued as an exercise equipment 
manufacturer with a subscription component, dropping to under $5 billion.

This pattern emerged repeatedly as companies that initially positioned themselves as technology disruptors were 
eventually revalued based on the economics of their underlying industries.



The "Software is Eating the World" Assumption  
Kopelman traces this valuation disconnect to a fundamental assumption embedded in Marc Andreessen's 
influential 2011 essay "Why Software Is Eating the World". In Segment 18 (34:00-37:18), he provides a detailed 
analysis:

"That piece... mentioned the word software 52 times. And like the basic gist of the piece was, look, software ate 
advertising... software ate this and it has like 90 plus percent margins, so it got software like margins. But what's 
interesting is while the word software appears in the piece 50 times, the word margins is just assumed and appears there 
once... So like the assumption is that when software eats an industry, it has superior margins."

This insight cuts to the heart of the valuation disconnect. Andreessen's thesis—that software companies would 
disrupt and transform traditional industries—was widely embraced. However, as Kopelman points out, a critical 
assumption went largely unexamined: that these software-enabled companies would achieve the high margins 
characteristic of pure software businesses.

This assumption led to a dramatic expansion in what venture capitalists considered "fundable":

"Um, and as a result, like the whole industry accepted that because it made sense, we saw it. Therefore, we expanded as 
an industry our aperture as to what's fundable... Like previously a clinical care company... a bank wasn't venture 
fundable, an insurance, a health insurance company wasn't... a sneaker company, a shoe company, a salad company, 
none of these companies were venture fundable before."

The Margin Reality  
The central issue Kopelman identifies is that many software-enabled businesses haven't achieved the margin 
profiles that would justify technology-style valuations:

"What's interesting is at least to date... you haven't seen the margins that justify the superior economics... But by and 
large, like the margin test hasn't played out."

Data confirms this assessment. While traditional software companies achieve gross margins in the 70-85% range, 
companies that use software to disrupt traditional industries often have much lower margins:

Direct-to-consumer (DTC) brands typically achieve gross margins of 50-60%, not dramatically different from 
traditional retailers

Fintech companies using software to disrupt banking or insurance still face the fundamental economics of 
those industries

"Tech-enabled services" businesses face labor costs similar to traditional service providers

Hybrid SaaS companies with payments components typically have blended gross margins under 50%

The distinction between gross margins and operating margins is particularly important. Many software-enabled 
businesses show strong gross margins but struggle to achieve profitability due to high marketing, technology, and 
operational costs.

Technology-Enabled vs. Technology-Transformed  



Kopelman's observations highlight the critical distinction between businesses that are merely technology-enabled 
versus those that are truly technology-transformed:

Technology-enabled businesses use software to improve traditional business models but remain fundamentally 
bound by the economics of their underlying industries. Examples include:

DTC brands that sell through digital channels but still design, manufacture, and distribute physical products

Marketplace businesses that match buyers and sellers but don't fundamentally change the economics of the 
transactions

Tech-enabled services that use software to manage operations but still deliver services through human labor

Technology-transformed businesses leverage software to create fundamentally different business models with 
superior economic characteristics. Examples include:

Software platforms with network effects that become more valuable with each new user

Data businesses that turn information into proprietary insights

Businesses with algorithmic advantages that improve with scale and data

Understanding this distinction helps explain the valuation disconnects Kopelman describes. Markets initially 
value many companies based on the assumption they are technology-transformed, only to later revalue them 
when it becomes clear they are merely technology-enabled.

The Valuation Gap Explained  
Several factors drive the valuation premium for technology businesses:

Growth rates: Tech companies often grow at 50-100%+ annually versus single-digit growth for traditional 
businesses.

Margins: Software companies achieve 70-85% gross margins while retailers typically have 30-50% gross margins.

Scalability: Tech companies can scale revenue without proportional cost increases, while traditional businesses 
typically require resource additions proportional to growth.

Market potential: Tech often targets massive global markets or creates entirely new categories, while traditional 
businesses operate in more mature, defined markets.

This creates a situation where technology businesses might be valued at 10-20x revenue, while traditional retailers 
receive just 0.5-2x revenue or 5-10x EBITDA. When a company transitions from one category to the other, the 
valuation impact can be devastating.

The AI Evolution: Changing the Margin Equation?  
Kopelman suggests a potential new chapter in this story with the emergence of artificial intelligence:



"...there's the AI asterisk, which is like, now finally with all of the productivity gains of AI, you might massively see 
margin superiority come when software eats a world. But like historically, like just when software eats... well like when 
the world eats software, Yeah. it hasn't, I think our assumption treated it as gospel."

Interestingly, early data suggests AI may present its own margin challenges. AI companies operate with gross 
margins significantly lower than traditional software businesses—typically 50-60% versus the 70-80% standard for 
SaaS businesses.

This margin compression stems from compute intensity (training and inference), human intervention 
requirements, and data acquisition costs. Yet paradoxically, many AI companies command extraordinarily high 
valuations. Perplexity.ai was valued at $520 million on just $6 million in ARR in early 2024—an 87x revenue 
multiple.

This suggests that the valuation disconnect between perception and economic reality continues to shape 
investment decisions, even as technology evolves.

Lessons for Investors and Founders  
Kopelman's insights about valuation disconnects offer valuable lessons:

For investors:

Evaluate businesses based on fundamental economics, not just technological positioning

Distinguish between technology-enabled and technology-transformed businesses

Recognize that software adoption alone doesn't guarantee margin improvement

Consider the full operational P&L, not just gross margins

For founders:

Be realistic about the margin profile your business can achieve

Understand that positioning as a "tech company" creates heightened expectations for growth and margins

Build business models that genuinely transform economics, not just enable existing models with technology

Focus on sustainable unit economics early rather than assuming scale will solve margin problems

The Future of Valuation in a Software-Eaten World  
As more industries incorporate software, the boundary between technology and traditional businesses will 
continue to blur. This creates both challenges and opportunities for valuation frameworks.

Potential future developments include:

1. More sophisticated hybrid valuation models that account for both software and traditional components 
of businesses

2. Greater emphasis on gross profit dollars rather than just revenue multiples, reflecting the real economic 
value creation



3. Increased focus on unit economics and contribution margins rather than simplistic technology/non-
technology categorizations

4. Recognition of the varying degrees of technological transformation across different business models and 
industries

Kopelman's observations about valuation disconnects reveal not just historical patterns but ongoing tensions in 
how markets value innovation. By focusing on fundamental economics rather than technological positioning, 
investors and founders can navigate these disconnects more effectively—potentially avoiding the dramatic 
valuation whiplash experienced by companies like Allbirds.



Implications for Founders, Investors, and the Innovation 
Economy

 

Changing Dynamics for Entrepreneurs  
The transformations Josh Kopelman identifies in venture capital create both opportunities and challenges for 
founders navigating the funding landscape. The proliferation of venture funds (from 850 to over 10,000) has 
dramatically increased access to capital, particularly for early-stage companies. As Kopelman notes, "Is it 
probably better for entrepreneurs? Yeah, more capital out there funding more ideas."

However, this abundance comes with important nuances:

More Options, More Complexity  
Entrepreneurs now face a bewildering array of potential funding sources, each with different incentives, 
expectations, and capabilities:

Traditional seed funds seeking significant ownership and board involvement

Mega-funds deploying small checks as options on future rounds

Specialized vertical funds with deep industry expertise

Corporate venture arms with strategic interests

Angel syndicates and operator funds with founder experience

Alternative funding vehicles like revenue-based financing

This complexity requires founders to be more sophisticated about aligning their capital sources with their 
business objectives. As Kopelman's analysis suggests, a founder building a business with potential for a $200 
million exit might be an exciting win for a $50 million fund but a disappointing outcome for a $1 billion fund.

The Ownership Tension  
The declining ownership expectations Kopelman highlights (from historical 33-45% targets to current 10-15% 
norms) create conflicting incentives across the venture ecosystem. Early investors may prefer companies to raise 
less capital to maintain their ownership percentage, while growth investors need to deploy large amounts of 
capital to make their economics work.



This tension puts founders in the position of balancing competing objectives from different investors on their cap 
tables. Understanding the "Venture Arrogance Score" concept helps founders anticipate the pressures they might 
face from larger funds to pursue more aggressive growth strategies that may not align with the company's 
optimal path.

Secondary Markets and Founder Liquidity  
One of the most significant positive developments for entrepreneurs has been the maturation of secondary 
markets. These markets have evolved from a stigmatized option to a mainstream component of the venture 
ecosystem, with secondary volume potentially reaching $30-40 billion annually.

This evolution addresses a historical misalignment between founders and VCs. Traditionally, founders had to 
wait for traditional exits (IPOs or acquisitions) to achieve liquidity, creating misalignment with VCs who held 
diversified portfolios.

Sophisticated VCs now use founder secondaries strategically, enabling founders to:

Take some money off the table while continuing to build their companies

Make higher-risk decisions without personal financial stress

Align for longer-term growth with less pressure for quick exits

Maintain control while achieving partial liquidity

This has shifted the relationship from a binary "all-or-nothing" exit paradigm to a more flexible partnership with 
interim liquidity options.

The Evolution of Investor Strategy  
For venture capitalists, Kopelman's insights highlight several strategic implications:

Fund Size Discipline  
The mathematical challenges Kopelman identifies through his "Venture Arrogance Score" concept reinforce the 
importance of fund size discipline. The data showing smaller funds historically outperforming larger ones (17.4% 
average IRR versus just 9.7% for larger funds) suggests that many firms may be sacrificing percentage returns for 
management fee income.

This creates a strategic opportunity for disciplined investors who maintain appropriately sized funds. First Round 
Capital exemplifies this approach, keeping funds around $180 million while innovating on the operational model 
rather than simply scaling assets under management.



Operational Transformation  
Kopelman's vision of "operating like a company, not just investors" has become increasingly influential as firms 
seek to differentiate beyond capital. His criticism of traditional firms in Segment 20 (49:04-50:24) is pointed:

"Most venture funds are very poorly run... right? Like there is no strategic planning, there's no R&D, there is no, you 
know, like you if Amazon deleted every customer database once a week, it would be malpractice... But like every venture 
firm each week gets together, has like a great IP, like their discussion, etcetera, and just walks away and like it's not 
cataloged anywhere, it's not learned from anywhere."

Leading firms have responded by developing extensive operational resources. First Round pioneered this 
approach with:

Proprietary software platforms for relationship management

Knowledge sharing systems that catalog insights

Community-building initiatives connecting portfolio companies

Content production through First Round Review

Specialized support teams for talent, marketing, and finance

This approach has influenced the broader industry, with firms like Andreessen Horowitz, Sequoia Capital, and 
GV developing similar operational resources. This evolution reflects the realization that as capital became 
commoditized, firms needed to differentiate through non-financial value-add and systematic processes.

Network Building as Core Strategy  
Kopelman's explanation of the Matthew Effect (how advantages compound for already advantaged players) 
suggests that network-building should be a core strategy for venture firms. His observation that "activity begets 
activity" highlights the importance of building visible momentum through consistent investment activity.

This explains why many successful firms have developed explicit strategies for network cultivation:

Scout programs that extend their reach into new communities

Community events that connect portfolio companies

Media platforms that share insights and build brand recognition

Educational initiatives that engage founders before they're raising capital

Alumni networks that maintain relationships with former entrepreneurs

These approaches recognize that in venture capital, advantages compound in ways that create persistent patterns 
of success and failure. Understanding this dynamic is essential for firms developing long-term competitive 
strategies.

The Future of Venture Capital: Four Scenarios  



Drawing on Kopelman's insights, we can envision four potential futures for the venture capital industry:

Scenario 1: Continued Blackstonification  
In this scenario, the trends Kopelman identifies accelerate, with venture capital becoming increasingly dominated 
by large asset managers pursuing scale over alpha. The largest firms continue expanding into multi-product 
platforms managing hundreds of billions across strategies, while mid-sized firms struggle to compete.

The implications include:

Further concentration of assets among the largest players

Increased homogenization of investment approach

Potential decline in overall returns as scale challenges intensify

Greater emphasis on predictable management fee income

Fewer specialized boutique firms focused on specific stages or sectors

Scenario 2: Boutique Renaissance  
In this alternative future, the mathematical realities Kopelman highlights through his "Venture Arrogance Score" 
concept lead to a correction in the Blackstonification trend. Performance data consistently showing smaller funds 
outperforming larger ones drives limited partners to reallocate capital to disciplined, specialized firms.

The implications include:

Renewed emphasis on fund size discipline

More specialized firms focusing on specific sectors or geographies

Greater emphasis on ownership percentages and concentrated bets

Enhanced founder relationships through focused attention

Potentially higher overall returns as mathematical alignment improves

Scenario 3: Barbell Distribution  
In this scenario, the industry evolves toward a barbell structure with very large and very small firms thriving 
while mid-sized firms struggle. The largest players leverage their scale advantages in later-stage investing and 
platform services, while specialized seed firms maintain high ownership in targeted niches.

The implications include:

Increased collaboration between small early-stage and large later-stage firms

Clear delineation of investment stages among different types of investors



Pressure on mid-sized firms to either scale up or specialize

More structured hand-offs between early and growth investors

Enhanced options for founders at different stages of company development

Scenario 4: Alternative Models Emerge  
In this more disruptive scenario, the traditional venture capital model faces competition from entirely new 
funding structures better aligned with founder and limited partner interests. These might include:

Permanent capital vehicles without fixed fund lifespans

Revenue-based financing models for capital-efficient businesses

Operator-led investment models combining capital and expertise

Decentralized investment platforms using tokenization and new incentive structures

Novel LP-GP arrangements that better align economic incentives

First Round's Operational Model: A Blueprint for Value-Add 
Investing

 

Amidst these potential futures, Kopelman's approach with First Round Capital offers a blueprint for value-add 
investing that balances scale with effectiveness. The key elements include:

Company-like Structure  
Brett Berson's role at First Round exemplifies the firm's approach to operating like a company. In Segment 20 
(49:04-51:17), Kopelman explains:

"The way we could operate as a company is to have like a CEO. Um, and and Brett basically fills that role. It's someone, 
like, and there's a difference between a maker schedule and a non-maker, like, right? Like, you know, you and I, founder, 
there's a round happening, we have to jump on it. The ability to sort of sit and think, the ability to like experiment with 
with products..."

This structure enables systematic innovation, strategic planning, and long-term product development—
contrasting sharply with the ad hoc approach of traditional venture firms.

Knowledge Management Systems  
First Round pioneered systematic approaches to knowledge capture and sharing:



Documenting insights from investment discussions

Analyzing patterns across thousands of pitches and portfolio companies

Creating structured processes for due diligence and support

Building proprietary software for relationship management

Developing standardized frameworks for common founder challenges

Community Building Initiatives  
The firm developed innovative community programs:

First Round Network connecting portfolio companies

Angel Track teaching aspiring investors

Talent programs linking skilled professionals with startups

Engineering lead dinners facilitating knowledge sharing

CEO Summit bringing together portfolio leaders

Content as Strategic Asset  
First Round Review transformed content from marketing into a strategic asset:

Publishing in-depth interviews with experts

Creating tactical guides for founders

Showcasing portfolio company journeys

Building brand recognition and founder relationships

Establishing thought leadership in specific domains

Conclusion: Balancing Scale with the Original Venture Capital 
Ethos

 

The venture capital industry stands at a crossroads, with the "Blackstonification" trend pushing toward ever-
larger funds and more asset manager-like approaches, while mathematical realities and founder preferences 
create countervailing pressures.

Kopelman's insights suggest that the most successful venture capitalists will be those who can navigate this 
tension—leveraging some advantages of scale while maintaining the focused relationships, ownership discipline, 
and strategic guidance that defined traditional venture capital's value proposition.



The implications for the innovation economy extend beyond fund mechanics or partner economics. At stake is 
how we fund the next generation of transformative companies and whether the venture capital model will 
continue to serve as an effective bridge between entrepreneurial vision and institutional capital.

As Kopelman's two-decade journey from entrepreneur to venture pioneer demonstrates, the most impactful 
players may be those who can balance adaptation with principle—embracing new approaches while remaining 
anchored in the fundamental mathematical and relationship realities that have always defined successful venture 
investing.



Conclusion: Enduring Principles in a Transformed Landscape  

The Venture Capital Journey  
Josh Kopelman's reflections on the evolution of venture capital over the past two decades reveal an industry 
transformed in scale, structure, and composition—yet still anchored in fundamental principles that have defined 
successful investing since the industry's inception.

From fewer than 850 funds in 2004 to over 10,000 today, from median fund sizes of $60 million to over $100 
million, from university endowments as the primary limited partners to sovereign wealth funds with trillions 
under management—these quantitative changes reflect deeper qualitative shifts in how venture capital operates 
and the role it plays in the innovation economy.

The "Blackstonification" trend Kopelman identifies—the transformation of venture capital from a boutique, alpha-
focused business into an asset management business primarily concerned with scale and fee generation—
represents perhaps the most profound evolution. Leading firms increasingly resemble diversified financial 
conglomerates, with multiple fund products, hundreds of employees, and institutional infrastructure far beyond 
the small partnerships that characterized earlier eras.

Yet amid this transformation, Kopelman's insights highlight enduring mathematical realities and relationship 
dynamics that continue to shape success and failure in venture investing, regardless of scale.

The Tension Between Mathematics and Scale  
The heart of Kopelman's analysis lies in the tension between the mathematical realities of venture returns and the 
scaling ambitions of modern firms. His "Venture Arrogance Score" concept exposes the fundamental challenge 
facing mega-funds: as they grow larger, they implicitly assume they can capture an unprecedented share of all 
venture returns, despite historical evidence to the contrary.

Power law distributions, declining ownership percentages, extended holding periods, and the persistent 
outperformance of smaller funds all suggest that venture capital faces natural constraints on scalability that 
distinguish it from other asset classes. As Kopelman observes, the assumption that any single firm can 
consistently capture half of all venture value created annually seems mathematically implausible in a competitive 
environment with 10,000+ funds and 20,000+ check writers.

This tension creates a strategic conundrum for venture firms—grow larger to generate more management fees but 
potentially reduce percentage returns, or maintain discipline and potentially sacrifice short-term economics for 
long-term performance. First Round Capital's approach of maintaining relatively modest fund sizes while 
developing operational excellence and community represents one thoughtful response to this dilemma.

The Persistent Power of Networks  



Through his exploration of the "Matthew Effect" in venture capital, Kopelman illuminates how advantages 
compound for already-advantaged players—creating persistent patterns of success that resist disruption. His 
observation that "activity begets activity" captures the network dynamics that drive deal flow, talent access, and 
investment opportunities.

This insight explains why—despite the industry's dramatic expansion—the most well-established firms continue 
to maintain privileged positions, with the top 5% of funds generating approximately 60% of all returns. It also 
suggests why many new entrants struggle to break into the top tier despite bringing substantial capital or 
differentiated approaches.

Yet Kopelman's own career demonstrates that these network effects, while powerful, aren't impenetrable. First 
Round's emergence as a leading firm over the past two decades illustrates how contrarian positioning, specialized 
expertise, and systematic community-building can create alternative paths to success even in a Matthew Effect-
dominated industry.

The Valuation Reality Check  
Perhaps Kopelman's most prescient insights concern the valuation disconnects between companies perceived as 
technology businesses versus traditional businesses. His analysis of how companies like Allbirds experienced 
valuation whiplash as they transitioned from "technology disruptors" to "shoe companies" highlights the 
importance of fundamental economics over technological positioning.

By tracing this disconnect to assumptions embedded in Marc Andreessen's "Software is Eating the World" thesis, 
Kopelman exposes a critical blind spot in how venture investors have evaluated opportunities over the past 
decade. His observation that "the margin test hasn't played out" for many software-enabled businesses serves as a 
powerful reality check for an industry that sometimes prioritizes narrative over economics.

The distinction between technology-enabled and technology-transformed businesses provides a valuable 
framework for evaluating investments in an increasingly software-infused world. As artificial intelligence 
introduces new possibilities and challenges, this framework may prove even more relevant in distinguishing 
between genuine economic transformation and superficial technological adoption.

Kopelman's Legacy: The Company-like Approach to Venture  
Beyond his insights into industry trends, Kopelman's most lasting contribution may be his reimagining of the 
venture capital firm itself. His conviction that venture firms should "operate like a company, not just investors" 
has influenced how leading firms approach everything from knowledge management to talent development to 
community building.

The contrast he draws is striking: most venture firms operate as "a group of investors that sit around a table, make 
investing decisions" with no systematic knowledge capture or organizational learning. By contrast, First Round 
developed "products... experiments... sprints and cycles... engineers that are building things," creating 
institutional capabilities that transcend individual partner networks.



This company-like approach to venture capital—with Brett Berson effectively serving as CEO—represents an 
organizational innovation as significant as any investment thesis or fund structure change. It addresses a 
fundamental scaling challenge: how to maintain the quality of decision-making, relationship depth, and value-
add as firms grow beyond the small partnerships that characterized traditional venture capital.

The Future of Venture Capital  
As venture capital continues to evolve, the insights Kopelman offers suggest several principles that will likely 
endure:

1. Mathematical realities matter — The power law distribution of returns, ownership economics, and 
duration risks represent fundamental constraints that even the most innovative fund structures must 
navigate.

2. Networks drive opportunity — The Matthew Effect will continue to shape access to deals, talent, and co-
investors, though the specific mechanisms may evolve with technology and geography.

3. Margin truth eventually emerges — While narrative and positioning can drive valuations in the short 
term, fundamental economics ultimately determine sustainable business value.

4. Organizational design shapes outcomes — How venture firms structure themselves, capture knowledge, 
and build communities significantly impacts their ability to identify and support successful companies.

5. Alignment drives long-term success — Ventures whose incentives align across founders, early investors, 
growth investors, and limited partners are more likely to navigate the complex journey from startup to 
sustainable company.

These principles suggest that while the specific form venture capital takes may continue to evolve dramatically—
perhaps toward the Blackstone model, perhaps toward more specialized boutiques, perhaps toward entirely new 
structures—the essence of successful venture investing will remain rooted in these fundamental dynamics.

Final Thoughts: The Human Element  
Despite all the mathematical frameworks, economic analyses, and structural observations Kopelman offers, his 
perspective ultimately returns to the human relationships at the core of venture capital: the partnerships between 
founders and investors, the communities that drive innovation, and the networks that connect talent and 
opportunity.

His two-decade journey from entrepreneur to venture pioneer embodies the insight that the most impactful 
investors aren't just those with the most capital or the most sophisticated models, but those who deeply 
understand the entrepreneurial journey and can provide genuine partnership beyond funding.

As venture capital continues its metamorphosis, this human element—the ability to build trust, provide guidance, 
and align incentives across diverse stakeholders—may ultimately prove more durable than any fund structure or 
investment thesis. In a landscape of increasing scale and complexity, Kopelman's legacy suggests that the most 
successful venture capitalists will be those who balance adaptation with principle, embracing new approaches 
while remaining anchored in the fundamental relationships that have always defined the industry at its best.
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