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Startups and Stanford University

Stanford University is one of the best universities in the world. Its beautiful campus in the middle of
Silicon Valley welcomes brilliant students in all fields of sciences and humanities as well as the best
professors and researchers. Nearly as well-known, the university has been at the origin of some of the
most famous startup success stories such as Hewlett Packard, Sun Microsystems, Cisco, Yahoo, Google,
VMware, Instagram or YouTube, just to name a few. Entrepreneurship is however much more than
story-telling and indeed Silicon Valley has been a huge terrain for academic research in economics,
entrepreneurship and innovation. Stanford University may have been less so. This report analyzes more
than 5’000 companies and also more than 5’000 founders with the ambition to give a renewed point of

view on this unique creation of value.

Entrepreneurship, Startups and Spinoffs

Entrepreneurship and Innovation have probably become an important topic of research with seminal
work of Joseph Schumpeter, the “Prophet of Innovation” [1] and his concept of Creative Destruction.
His huge research corpus explored the surprising importance of small, but fast-growing firms in
economics. Not all companies are startups or spinoffs. Indeed the definition of a startup is still not
clear. According to Wikipedia, a startup company (startup or start-up) is an entrepreneurial venture
which is typically a newly emerged, fast-growing business that aims to meet a marketplace need by
developing or offering an innovative product, process or service. Although this can be seen as a good
definition, Steve Blank, a Silicon Valley serial entrepreneur, has come with a more recent and probably
better definition:
Startups are temporary organizations designed to search
for a scalable and repeatable business model.

In complement, a University spinoff is a company founded by members of the university. Whether a
spinoff is a startup or not depends upon its specific features. One can refer to Academic
Entrepreneurship, one of the classical references about academic spinoffs [2].

Stanford University

Stanford University was founded in 1899. It would certainly be more artificial to give a birthdate for
the startup phenomenon. Silicon Valley faces a similar challenge. Whereas 1957 is commonly accepted
for the premier technology cluster, some experts claim that 1939 for the foundation of Hewlett Packard
or even 1909 for the creation of Federal Telegraph in Palo Alto would be better foundation years.
There is no doubt however that 1957 with the beginning of the space exploration, the development of
the Cold War and the foundation of Fairchild Semiconductor, maybe the first startup ever, has been a
critical year for technology innovation. In her remarkable book [3], Rebecca S. Lowen shows how
Stanford was transformed thanks to the federal funding for science after Second World War without
forgetting the central figure of Frederick E. Terman. The fact that Stanford is in the middle of Silicon
Valley was certainly a strong reason for that transformation and success, but the argument could be
reverted to explain the success of Silicon Valley thanks to Stanford, a kind of chicken and egg situation.
It is worth mentioning though that the relationships between Stanford and Silicon Valley were complex

and cannot be described by simple two-way flows [4].
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Academic Startups and Spinoffs

In the decades following the 50s and 60s, startups and academic spinoffs have become an extraordinary
phenomenon. A great even if not well-known analysis of Silicon Valley startups [5] shows that the
region was home to more than 22’000 high-tech firms in 2003 and more than 29’000 such firms had
been created during the 90s (with a sharp decline thereafter). Most universities have published some
analysis on their startups, for example at MIT [6], at Stanford [7] or in Switzerland at ETH
Zurich [8], [9] and EPF Lausanne [10]. In his analysis [7], Eesley claims that “39°900 active companies
can trace their roots to Stanford. If these companies collectively formed an independent nation, its
estimated economy would be the world’s 10th largest. Extrapolating from survey results, those
companies have created an estimated 5.4 million jobs and generate annual world revenues of $2.7

trillion.”

This report analyzes the performance of more than 5’000 firms which have a link to Stanford
University. For more information, go to section “About the Data” at the end of the report. Of course
entrepreneurship is not only about technology companies, but in Silicon Valley, and in particular at
Stanford, most companies are high-tech as shows figure 1. Also many firms are service companies with
no product offering. About 30% of the firms studied here are in that situation (see Appendix for more
graphics). Overall high-tech firms related to information technologies represent more than 50% of the
sample. They include firms selling hardware (HW) products such as semiconductors, computers,
telecom equipment and electronics as well as software (SW) including multimedia and Internet
technologies. It must be mentioned here that Internet services are considered as part of these software

firms (showing the difficulty in classifying firms by domain of activities)
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Figure 1: The Stanford startups by period of foundation and domains of activity
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Status of Firms

Firms are not eternal and indeed their life expectancy is quite short. Zhang [5] shows that about half of
both service and non-service firms had died 10 years after their creation. About a third of the firms had
stopped their activities and surprisingly the ratio increases over time. The simplest explanations are
cither a bias in the database for early years or an increase in failure with the entrepreneurship fever
which accompanied the Internet development. A quarter had been acquired (M&A) and a non-
negligible part had gone public before at some point (6% in total). Another third was still private
whereas a tiny 3% were publicly quoted.
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Figure 2: Status of firms with period of foundation

So what is the life expectancy of these firms as private companies? Figure 3 shows the results. An overall
average of 6.9 years before a cessation of activity, 7.8 years before being acquired and 7.3 years before
going public. (For public companies, the time span represents years from foundation to IPO). These
averages hide however a regular decrease until 1998 with more stable values thereafter. Tablei in
Appendix adds more information with a more granular analysis by fields.

35 -

= Public
30 - —M&A

Ceased
25 A

20 -

15 -

5 ©<

01969197D198H198D1990199H200D200H2010
Figure 3: Average time (in years) before exit
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Value Creation

Value creation is a difficult analysis to make for private companies. Most of these companies do not
communicate about their numbers when they still exist and very little is known when they disappear.
Public companies are much easier to analyze thanks to the documents they publish on a regular basis
from their initial public offering (IPO) onwards. In-between some “relative” value creation is known
when such companies are acquired with a disclosed value. A systematic analysis was done for public
companies as well as for companies which had gone public at some point. The M&A transaction values

were also compiled when publicly available.

There were 148 public firms as of July 2017. The following table describes some of their features.

Field of Activity # of firms  Revenues Income Employees ~ Market Cap.
2016 ($B) 2016 ($B) July 2017 ($B)

Health (biotech, medtech, 42 20.7 1.0 53'000 174

healthcare)

IT Hardware (semiconductor, 50 263.7 33.0 757'000 662

computers, telecom, electronics)

IT Software (including internet & 34 229.9 42.8 253'000 1'126

multimedia)

Other (energy, env., agro., 11 61.2 4.9 263'000 119

mechanical, manuf, cons. goods)

Tech. (engineering) & non tech. 11 56.4 7.1 -

services (finance, legal, consulting)
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http://web.stanford.edu/group/wellspring/
http://www.secstates.com/
http://www.linksv.com/
http://www.archive.org/
http://www.sec.gov/
http://www.whartonwrds.com/
http://www.crunchbase.com/



http://www.linkedin.com/
http://alumni.stanford.edu/
http://short.epfl.ch/startup-report
http://www.somethingventuredthemovie.com/
http://archive.cra.org/CRN/articles/ku.html



















