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Introduction
The United States has the oldest and one of the
largest venture capital markets in the world. In fact,
the US is the birthplace of the venture capital
industry, as we know it today. During most its
historical evolution, the market for arranging such
financing was fairly informal, relying primarily on
the resource of wealthy families. Venture capital
(VC) markets experienced significant growth in
countries where the shift from traditional sectors to
high-technology manufacturing and services
accelerated in the 1990s. Over the past 20 years,
VC-backed companies have played an increasingly
important role in economies of their countries and
beyond. VC-style financing is not the sole source of
financing for many of these companies, however,
large and growing fractions of entrepreneurs in
diﬀerent regions of the world are choosing VC
financing. The aggregate VC investments remained
remarkably high during the few past years. That
makes it clear that VC is an important part of the
innovation ecosystem and has helped some of the
world’s most successful companies to grow.
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Introduction

What Is Venture Capital?
seven years usually ranges between 3X to 10X on
invested capital.

Venture Capital (VC) is a subset of private equity and
refers to equity investments made to support the
pre-launch, launch and early stage development phases
of a business. VC is a high risk private equity capital for
typically new, innovative or fast growing unlisted
companies. A VC investment is usually a short to
medium-term investment with a divestment strategy
with the intended return on investment mainly in the
form of capital gains rather than long-term investment
involving regular income streams. Exit value after five to

Venture Capitalists (VCs) try to reduce investment
uncertainty through careful screening of proposals and
by taking an active role in the management of their
companies. They often have certain expertise or
connections and can lend invaluable advice to startups
and entrepreneurs.

Features of Venture Capital investments

!
High risk

$
High technology

Long
investment
horizon

Equity
participation and
capital gains

Participation
in company’s
management

How is Venture
Capital Compared to
Other Types of
Funding?
It is useful to understand VC among other
alternative sources of funding- Private
Equity (PE) and Angel Investors (AIs) which can be easy to confuse, especially
because they overlap a lot and the
distinctions are not always clear-cut.

What Is Venture Capital?
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Venture Capital vs. Private Equity
Similar to VC, PE is equity capital provided to enterprises
not quoted on a stock market, while PE is usually a
‘later-stage’ investment in companies in more advanced
stages of company development, as well as investment
in underperforming companies.

Venture Capitalists vs. Angel Investors
Both VCs and AIs hold private equity from making
investments directly into private companies. However
AIs are individual people, often successful business
people, who are investing their own personal funds into
a potentially rewarding business opportunity. Whereas
VC is invested by firms or companies that use other
people's money. Venture Capital typically comes from
institutional investors and high net worth individuals
and is pooled together in funds managed by dedicated
investment firms.
Because AIs are investing their own money, they typically
invest small amounts between $25,000 and $100,000,
though sometimes they invest more or less. When AIs
come together in a group, they might average more than
$750,000. Because they are investing such small
amounts, they are only able to invest at the earliest
stages of a company’s life, and can rarely continue to
invest in future rounds. On the other hand, because VCs
are raising a big pot of money, they typically invest large
amounts of money ($200,000 to $20 million) into many
companies. Venture capitalists invest an average of $7
million in a company.

Early Stage Financing
• Seed money: Low level financing for proving and
fructifying a new idea
• Start-up: New firms needing funds for expenses
related with marketing and product development
• First-Round/Series A: Manufacturing and early sales
funding

Expansion Financing
• Second-Round/Series B: Operational capital given for
early stage companies which are selling products, but
not returning a profit
• Third-Round/Series C: Also known as Mezzanine
financing, this is the money for expanding a newly
beneficial company
• Fourth-Round/Series D: Also called Bridge financing,
4th round is proposed for financing the "going public"
process

Acquisition or Buyout Financing
• Acquisition financing: assists a company to acquire
certain parts or an entire company
• Leveraged buyout financing: helps a particular
management group to obtain a particular product of
another company

Types of Venture Capital
There are several diﬀerent types of venture capital.
These distinctions refer to the timing of the investment
or its specific purpose within the life of the target
company, but the need for a high return in exchange for
the risk remains constant. The various types of venture
capital are classified as per their applications at major
stages of a business– early stage, expansion and buyout.
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▲ Figure 1: Stages and types of venture capital financing

The Global Venture
Capital Market
Historical Evolution of VC
Old-fashion financing
The first half of the 20th century saw investment
opportunities extended to two categories of ventures:
those that deployed valuable tangible assets and those
that operated a retail business. Before World War II,
banks and the public would buy shares in or lend money
to companies with tangible assets or recurring revenue
derived from a retailing business. The reason why these
were relatively more attractive was that the money was
allocated to financing tangible assets: if the company
failed (and a lot of them did), it was supposedly still
possible to seize the assets and sell them on the market
to partially regain the initial investment. In any case, the
presence of tangible assets made it easier to value the
companies and to put a price on the shares.

Evolving of private equity
The problem is that technology-focused entrepreneurial
ventures did not fall into either category. They could not
borrow from banks because their business model was
unknown and they still had everything to prove. And
they could not raise capital from the public because no
financier could value them in the absence of tangible
assets. This gap led to the emergence of private equity:
because it was so risky, technology ventures were forced
to rely on wealthy individuals. A few wealthy families in
the United States created their own investment firms to
seize the opportunities brought about by the end of the

wartime economy, taking investing in technology
companies to the next level. With those new familyfunded firms, private equity became more professional.
Instead of acting as co-investors as did the old-fashioned
merchant bankers, professional management teams
took charge of sourcing opportunities, evaluating risks,
and negotiating investment deals on behalf of their
shareholders.
However, buying stocks in new ventures long remained a
privilege for the wealthy. It was diﬀicult for entrepreneurs to advertise their new ventures on the marketplace, and the public preferred to own shares in existing,
listed companies anyway.

Rise of venture capital
Venture capital only emerged as an asset class in the
1970s when it came to financing a new industry:
personal computing. As personal computing reached
consumer markets for the first time (notably with the
launch of Apple’s first personal computer designed for
non-expert users), venture capital grew tenfold in the
following years. The 1990s tech bubble provided venture
capitalists with a new, larger platform on which they
could grow up: the Internet. The alliance between
entrepreneurs, who are willing to tackle new challenges
in the nascent personal computing industry, and
returns-hungry venture capitalists triggered the digital
revolution and Silicon Valley as we know it. And the rest
is history.

The Global Venture Capital Market
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Global VC Funding: A View
From Above
Recent market trends
The global venture landscape is still clearly exhibiting
the eﬀects of the massive inflows of capital seen over the
past several years. The global venture capital investment
in 2017 reached a decade high of $155 billion. A trend
that continued in 2018 with a strong start in the first
quarter with a tally of $49.3 billion invested worldwide: a
record-breaking US$29.4 billion of investment in the
Americas – including US$28.2 billion in the US alone –
combined with high investment of $14.6 billion in Asia
helped fuel the strong VC market. Taken together, China
and India – the largest emerging markets for venture

capital – now account for a quarter of the VC market.
Artificial intelligence and machine learning continue to
be a significant focus for venture capital investment, as
more companies integrate these enabling technologies
into their portfolio of solutions.
In 2018, aggregate VC invested remains remarkably high,
while overall volume continues to slide, however slowly.
Investors are staying cautious, but still willing to deploy
huge sums into what seem to be the best opportunities.
VC investment globally got oﬀ to a good start in Q1 2018,
with five over-one-billion dollars mega-deals driving
funding up despite the ongoing decline in the number of
VC deals, and with a slow but steady decline in the
number of completed venture rounds worldwide, most
dramatically at the early stage.

▲ Figure 2: Global venture financing by stage (2010–2018) (Source: Venture Pulse 2018, KPMG)
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Moreover, most of the money still
flowing goes into later rounds of
financing for more mature companies that are perceived to be safer
investments, reflecting a historically
robust inflow of capital to unicorns
both old and new.1 Amounts
invested at earlier stages,
meanwhile, remain more reasonable as investors are shying away
from more and more funding at
such a risky level.

▲ Figure 3: Global median deal size ($M) by stage (2010-2018)
(Source: Venture Pulse 2018, KPMG)

VC by Region,
Country and Sector
Asia is seeing a robust increase in
the amounts of VC invested over
years. China and India alone have
doubled their share of the global
market in just a few years. In 2017,
companies in China and the US
dominated the list of top 10 deals,
with each country accounting for
five of the largest deals.
But at the same time, venture
capital constitutes a very small
percentage of GDP in the majority of
countries, often less than 0.05%.
The two major exceptions are Israel
and the United States, where the
venture capital industry is more
mature, representing more than
0.35% of GDP.

▲ Figure 4: Financing of VC-backed companies by region (2013-2018)
(Source: Venture Pulse 2018, KPMG)

The Global Venture Capital Market
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Unsurprisingly, ICT and life sciences have secured larger
shares of total VC investments and have achieved faster
growth over time. Because VC investments are risky, VC
funds seeks to generate big returns on small initial
investments and mostly in sectors with low capital
requirements. That naturally leads to a focus on certain
industries such as ICT or life sciences (biotechnology and
healthcare). Other sectors with typically higher capital
requirements such as energy and primary industries
attract a comparatively smaller amount of venture capital
investments. In 2018, VC investments in software and
biotech together exceeded 55% of total investment, while
other fields including B2C (Business to consumer), B2B
(business to business) and financial services received
around 25% of global VC investments
Ultimately the development of the venture capital industry
is considered an important framework condition to
stimulate innovative entrepreneurship. Over the next few
years, Artificial Intelligence will be a hot area to watch in
addition to autotech and healthtech. While the United
States will likely continue to lead VC investment globally,
there will likely be an increase in the geographic diversity
of VC investments.

▲ Figure 5: Global financing trends to VC-backed
companies by sector (2013-2018)
(Source: Venture Pulse 2018, KPMG)

▲ Figure 6: Venture capital investments as a percentage of GDP (2016)
(Source: Entrepreneurship at a Glance 2017, OECD)
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Venture Capital
in the Middle East
Growth of VC in the MENA
region
The VC investment ecosystem in the Middle East and
North Africa (MENA) is thriving. Existing VCs have
intensified activity, while new VCs have emerged from
both within and outside the region. MENA is experiencing
a stellar growth in both the number of successful
start-ups and the amount of investment funding
available to them. The total number of VC-like investors
in MENA grew from just nine in 2008 to 145 by the end of
2016. The number of investors further increased by 30%
from 2015 to 2017, while total funding increased by over
100% in the same period. Indeed, total funding in the
region has increased significantly, from $53 million in

2014 to $410 million in 2017 as investors such as Middle
East Venture Partners (MEVP), STC Ventures, Turn 8, and
Wamda Capital have raised significantly sized funds. The
number of deals doubled, from 124 in 2014 to 260 in
2017.
Corporate venture capital funds (CVCs) in particular are
rapidly emerging in the evolving MENA investment
ecosystem.2 In 2015 and 2016, 14 new, significant CVCs
entered the MENA market and CVC assets under management (AUM) grew by over 2.4 times, reaching 20 percent
of total venture capital AUM in the region.

▲ Figure 7: Venture capital investments ($M) in MENA region (2014-2017)
(Source: Digital McKinsey)

Venture Capital in the Middle East
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VC in MENA by Stage and
Sector

stages have been diversifying in MENA annually since
2012, with the share of rounds that are post Seed/Angel
increasing annually.

Unlike Global VC which favors later stage financing, most
of the deals by MENA investors –in contrast to foreign
venture capitalists investing in the region- have been at
the early stage (Seed/Angel, Series A). However, deal

On the contrary, VC in the MENA region largely follows
global financing trends to VC-backed companies in top
sectors, or more specifically in software and
e-commerce.

▲ Figure 8: MENA venture capital by investment stage, percentage (2012-2016) (Source: CBinsights)
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MENA’s VC Market Potential
and Trends

Lost revenue potential due to untapped
revenues or their capture by international
players

Untapped digital potential throughout the region is a
common theme. It is estimated that the Middle East has
only realized 8 percent of its overall digital potential,
compared with 15 percent in Western Europe and 18
percent in the United States. In fact, the region may
unlock an additional $95 billion per year to its annual
GDP through the digital economy if it reached the levels
of global leaders.

Moreover, global players rather than regional ones are
capturing the bulk of the digital value being created.
Digital giants such as Facebook and Google, and
enterprise IT giants such as IBM and Microsoft, remain
the leading players catering to local demand. This is
costing local ventures significantly; in e-commerce
alone, more than 80 percent of local spending goes to
global suppliers and service providers as global giants
enter the market through acquisitions, joint ventures, or
their own direct entry into the markets.

▲ Figure 9: MENA venture capital by sector, percentage (2016) (Source: CBinsights)
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A significant room for local players to
capture a greater share
Key digital sectors are still nascent. E-commerce, for
example, has significant potential for further growth.
Across MENA, only 8 percent of small and medium
enterprises (SMEs) have an online presence— ten times
less than in the United States. Moreover, only 1.5 percent

1
2

of MENA’s retail sales are online, five times less than in
the United States. Fortunately, local successes such as
Careem, a ride-hailing app company based in Dubai,
suggest that indeed, regionally specific digital services
can exist and can even flourish, despite the formidable
global competition of giants such as Uber.

100% = Global market revenues * (MENA's GDP/Global GDP) per sector
Actual MENA market size as a % of potential market

▲ Figure 10: Potential and actual revenues in MENA in selected sectors (Source: Digital McKinsey)
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Careem—Arabic for generous—has received generous VC
investments
Based in Dubai, Careem is an app-based car booking service, founded in 2012 by two
former McKinsey & Co consultants- Magnus Olsson and Mudassir Sheikha. Thanks to its
state-of-the-art mapping and tracking database, Careem quickly grew in popularity, not
just in the UAE, but across the whole of the MENA region.
Early on, the company wanted to expand into markets outside of the UAE. To put these
plans into action, Careem sought investment and successfully secured $1.7 million
from Saudi-based investment group STC Ventures in 2013. Just over one year later,
Careem successfully achieved their goal of expansion. With the company back then
operating in 14 cities throughout the Middle East and Asia, it secured $10 million in a
second round of funding. And it grew from there.
In November 2015, Careem secured a Series C investment of $60 million with The
Abraaj Group as the lead investor- one of the largest investments of its kind seen in the
region. While this did raise some eyebrows in the business world, Careem’s incredible
growth in such a short space of time made it look incredibly justified: At the time of
investment, Careem had seen month-on-month growth of over 30% in its core markets
for the previous three years. Careem was declared the Fastest Growing Enterprise at
Entrepreneur Middle East’s 2015 Enterprise Agility Awards. By the beginning of 2017,
Careem raised $500 million in two consecutive rounds, bringing its current valuation to
over $1.2 billion and oﬀicially joining The Unicorn Club!

An upward trend in MENA’s VC
financing activities
In 2017, MENA’s startups attracted $560 million of
investment across 260 deals. This investment activity
constitutes a 65% rise from 2016 (excluding amounts
raised by Careem and Souq.com), making 2017 a record

year for the MENA entrepreneurship world. Total funding
in the first half of 2018 amounted to $203 million. We
expect VC funding to further increase in 2018 and
beyond: there continues to be strong deal flow across
the region, and many of the existing VCs are likely to
deploy further capital into portfolio companies, given
average deal size more than doubled last year. VCs are
clearly expressing heightened interest in MENA start-ups.

Venture Capital in the Middle East
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Conclusion
Venture capital has been a dominant force in financing
innovative companies in many developed countries.
Global venture financing has recently reached a historic
high. VC also plays an increasingly important role in
emerging markets and reveals exponential growth
trends in regions such as in Pacific Asia and the Middle
East. VC investing in MENA has apparently boomed
during the last few years but is still nascent compared to
the US and Europe. There is a significant opportunity to
capture a great share of venture capital gains through
investment in professional and well-established VC
funds. The next couple of years will be crucial; a couple
of acquisitions or major funding round can quickly
catalyze the MENA VC eco-system and stimulate further
growth.
MaQasid Portfolio Management- the first full-fledged
independent portfolio management company in Turkey
that is aligned with ethical and interest-free financial
principles- has projected to harness the considerable
revenue potential in the venture capital market in the
Middle East. To this end, MaQasid Angel Investmeht
Network (MAIN) is meant to be the first Sharia-compliant
start-up incubator that oﬀers reliable sourcing and
filtering for promising start-ups and connects them with
visionary and ethical investors. MaQasid’s venture
capital fund is also another scheme that will be launched
soon to cater for later stages of investment in growing
companies.
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Endnotes
A unicorn venture financing is a VC round that generates
a post-money valuation of $1 billion or more. These are
not necessarily first-time unicorn financing rounds, but
also include further rounds raised by existing unicorns
that maintain at least that valuation of $1 billion or
more.
1

Corporate venture capital (CVC) is a subset of venture
capital wherein corporations directly invest in external
startup companies.
2

Endnotes
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About MaQasid
MaQasid is the first full-fledged independent portfolio management company in Turkey that is aligned with
ethical and interest-free financial
principles. MaQasid in its new shape
as a licensed portfolio management
firm, regulated by the Turkish Capital
Market Board (CMB) rules and regulations, is managing to scale its operations and expand locally and internationally.
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