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The capital raising rounds were brought forward, the interval between seed and A round investments was cut in half, and Israel’s cyber sector suffered a serious decline in investment
Start-Up Nation Central’s Annual Summary for 2022 presents additional reasons for the sharp downturn in investments in the Israeli high-tech industry
· Everybody’s problem: According to Start-Up Nation Finder data, it emerges that the total volume of investments in 2022 plummeted by almost one-half compared to 2021, but this phenomenon is not unique to Israel; in Silicon Valley investments in high-tech companies declined by 42%.
· Looking for the interesting seed rounds: A decline was recorded in all investment rounds; though, it was actually the seed rounds that recorded a 65% increase compared to 2021, due to a change in the investment policy of foreign investors to earlier stages combined with a steep rise noted in the average number of investors in each round.
· The companies brought forward their funding rounds to late 2021: The global macroeconomic shocks that hit the Israeli high-tech industry but concealed an existing trend: the timespan between seed rounds and A rounds is usually about three years, and in the last two years, the companies brought forward their fund raising, and the time between rounds was reduced to an average of a year and a half.
· The cyber sector is not immune: The funding rounds in the cyber sector declined by more than 60% between 2021 and 2022 – this is the sector that suffered the most significant decline among the largest sectors. 
· One year that feels like two years: The first half-year in 2022 was a continuation of the peak year of 2021, while the second half-year was already characterized by the decline in the financial markets and fear of a deep global recession. 
· The publicly traded companies have recorded increased revenues but are actually worth less – most of the companies experienced an increase in revenues but recorded a decline in their market cap.
· The magic number is 40: The leading VC funds in terms of the number of investment rounds were Viola, OurCrowd and Insight Partners – each one of them investing in at least 40 different startups. 
Start-Up Nation Central’s CEO, Avi Hasson: “A multiyear perspective shows that 2021 and not 2022 was the exceptional year in the Israeli high-tech industry. The unrealistic quantum leap in investments, market cap and transaction multiples in 2021 corrected itself, and alongside global macroeconomic trends, there was a markedly significant decline in investments, particularly in the second half-year of 2022. Nevertheless, the investments, the exits, and the high levels of demand continue; though, more prudently and to a more moderate extent, and this in itself is a positive, long-term phenomenon. However, we do forecast some difficulty in VC funding that might have an impact on the available capital for investments in 2024 and 2025. The Israeli high-tech industry entered the current crisis with more cash raised in 2021, together with a degree of maturity espousing scrutiny of the real economy and not only the financial markets. The current crisis underscores the need to create variety in the technological sectors that lead the Israeli high-tech industry, and the essential development of sturdy economic ‘legs’ combined with additional sectors that can produce significant economic and technological value for Israel, and globally too. Start-Up Nation Central will continue to promote Israeli high-tech both at home and abroad, creating and forging relationships between Israeli entrepreneurs and foreign governments, multinational corporations, and investors – with a view to guaranteeing the ongoing growth of the Israeli innovation ecosystem and Israel’s economy.” 
Start-Up Nation Central, together with the SNPI think-tank, is today publishing its 2022 annual summary of the Israeli high-tech industry based on analysis of data from the  Start-Up Nation Finder innovation platform.
The total volume of investment in 2022 plummeted by almost one-half – from an unprecedented USD 27 billion in 2021 to some USD 15.5 billion in the past year. This phenomenon is not unique to Israel; for the sake of comparison, in Silicon Valley investments in high-tech companies declined by 42%. The overall number of funding rounds in 2022 also declined and amounted to 826 compared to 1,103 in the previous year.
In addition, annual data does not portray the full story; a more in-depth examination enables us to see the initial signs of the global slowdown. In view of the downturn in the financial markets in 2022, the decline recorded too in total investments in most types of investment rounds is not surprising; though, having said that, the seed investments actually managed to record a rise in 2022.
The seed investments in Israeli startups in 2022 increased by 65% compared to 2021 – from USD 1.3 to 1.6 billion. These figures are especially surprising when we take into account the decrease in the number of startups (which we reported in previous reports) that might have been assumed would also lead to a decline in the amount of overall investment in seed rounds.
Two factors contributed to the rise in seed rounds: the first one – the shift of late-stage investors to earlier stages. In other words, investors who had traditionally only invested in later stages. decided to invest in earlier stages in company life-cycles, apparently due to the extremely high valuations in the later stage rounds. 
For example, by the end of 2021, the giant investment firm, Tiger Global, had taken part in 23 late-stage investments and only one seed investment, which was made during 2021. In comparison, in 2022 Tiger Global participated in three seed investments in Israel with an average investment of USD 50 million.
The second factor behind the rise in the number of seed rounds is the increase in the number of investors per round. Between 2019 and 2022, the average number of investors in each round at this stage almost doubled. The most significant increase occurred in 2022, to which on average almost one additional investor was added to each round in comparison with the same figure from 2021, reaching a figure of 3.5 participants.
How did the decrease in funding rounds affect the Israeli companies?
The effort to attribute both the global and local decline in funding rounds to the global macroeconomic shocks, in particular rising interest rates – which reflect a broad, prominent, and much-publicized trend – conceals an additional trend of considerable interest: statistical analysis of the "traditional” rate of investment rounds in the Israeli high-tech industry indicates that even were we to remove the effect of the global markets on the funding policy, the year of 2022 would probably also have finished with a decline in investments. 
This trend emerges from analysis of the timespan between the seed rounds and the A rounds in the Israeli high-tech industry. Based on analysis of past data, it emerges that only 40% of Israeli companies raising seed round funding succeeded in raising A round funding too. Those startups that do succeed in raising A round funding take about three years on average to reach this milestone. 
Therefore, we analyzed all the companies raising seed funding between 2014 and 2017, and we compared the actual funding rounds and the model’s forecast for all the companies raising seed funding from 2014 to 2022. It emerges from this analysis that in the three half-years commencing in 2021, the rate of Round A funding was higher than forecast. This is particularly true of those companies raising seed funding in 2020 and 2021, which on average raised Round A funding earlier than the model forecast. Accordingly, these companies did not raise A rounds during the second half of 2022 because they had raised this funding earlier – in 2021 and during the first half of 2022.
In other words, companies, which according to past data were expected to raise investment funding during the second half of 2022, brought forward the round to the high-growth period of 2021 and the first half of 2022. From the other direction, the model proposes the explanation, according to which a considerable portion of the decline in investments results from the fact that investors seeking to invest in A rounds during the second half of 2022, for example, found that the supply of companies looking for such investment was relatively limited.
Cyber – the hardest-hit sector
Additional analysis of Start-Up Nation Finder 2022 data examined the state of the companies in five key sectors: Cyber, Fintech, Climate-Tech, AgriFood-Tech, and Life Sciences. In comparison to 2021, a decline was recorded in four sectors, apart from the AgriFood-Tech sector, both in the number of funding rounds and the overall investment amount. There was a 30% average decrease in the number of funding rounds and a 36% decrease in the overall investment amount. Only the AgriFood-Tech sector displayed a degree of stability – with an increase in the number of funding rounds (one more funding round than in the previous year) and the overall number of transactions remained stable in comparison to 2021.
Multi-annual analysis of the overall funding shows that the total amount of funding in the cyber sector declined by more than 60% between 2021 and 2022. This figure compares with the annual decline in the entire ecosystem that amounts to 42%. That being said, the number of funding rounds, which ought to be a more significant figure, remained stable also in comparison to 2021, indicating the quality of the companies in this sector. The distribution into half-years helps to understand this trend, as in both halves of 2022 there was a significant decline in the overall amounts of capital raised. The number of funding rounds during the first half of 2022 was larger than those in 2021, as the decrease in their number occurred during the second half of the year.
Publicly traded companies – decline in value but not due to performance
Given the declining publicly traded company values, which were more pronounced in the high-tech companies, we examined whether the decline in value was linked also to company performance and not just to the macroeconomic situation. Analysis of 2022 indicates that while an absolute majority of the Israeli publicly traded companies recorded a decline in their market cap, most companies actually experienced an increase in revenues between the last quarter of 2021 and the third quarter of 2022. The fact that we found no correlation between these variables indicates that the decline in market cap was the result of macroeconomic factors – rather than the companies’ performance.
The most prominent local and foreign investors
It emerges from the 2022 data, that the most active locally-based investors in Israel are the OurCrowd and Viola VC funds. OurCrowd invested in 84 different startups; Viola was involved in 47 different startup investments. They are followed by Pitango, which invested in 21 different startups.
The leading foreign VCs operating in the Israeli ecosystem are Insight Parters, funding 40 different startups, and the giant investment firm, Tiger Global Management – which only began to operate in Israel in 2019 – investing in 26 different startups last year. When it first began to operate in Israel, Tiger focused its activity on more mature companies ready for IPO or unicorns, while in 2022 its investment strategy changed and it began to invest in earlier stages: 13 A round deals and three seed round deals. For the sake of comparison, in 2021 the fund made 75% of its investments in Israel in C+ rounds, and the rest in B rounds.
To read the full Hebrew report on Start-Up Nation Finder add link 
To read the full English report on Start-Up Nation Finder add link 
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