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TECH WATCH

sors and other circuitry with industrial uses 
linked to the internet of things. Volumes are 
anticipated to be high and data crunching 
can be of particular value as it prevents raw 
data from being transported to the network 
core.

Another factor making the investments 
attractive is the way they conceive of chip 
development from the hardware perspective. 
This is through the use of programmable 
FPGAs and application specific ASICs.

While capital intensity is still high, ready-
to-be-programmed FPGAs from chipmakers 
such as Lattice Semiconductor can be quick-
ly turned into prototypes using improved 
electronic design automation tools. Outside 
vendors can even be brought in to tune ML 
algorithms to a specific chip.

A generation of engineers is coming to 
understand the steps, making talent avail-
able, investors say.

What this allows companies to do is take 
an FPGA design and migrate it to an ASIC, 
where the software can be baked perma-
nently into the silicon. Fabs are available to 
spin these ASICs at low volumes.

So now a $4 million or $5 million seed 
round can enable a startup to get a pilot ASIC 
to customers, even facing the extraordinary 
complexity of taping out a modern chip, or 
laying out its design for production. Half a 
decade ago, a $4 million to $5 million round 
was a much harder deal to do.

“All of a sudden in 2019 it’s a viable round,” 
Klein said.

Once a design gets to market, profitabil-
ity can ramp quickly, even if a company 
has soaked up $25 million to $50 million in 
venture funding. This is because the custom-
ers that place a chip in a server or network 
device pay the marketing and promotional 
costs of the product, not the chip designer.

On the other hand, big hurdles do face 
this generation of startups. AI chips target-
ing the data center or compute infrastructure 
need to be developed on the most advanced 
production equipment running at 7 nanome-
ters or 10 nanometers, complicating design 
and production. As a result, mask costs can 
be astronomical, sometimes rising to $10 
million.

“You need to push the envelop to the 
advanced node,” Tan said.

Startups also need key design wins, no 
easy task as sales cycles for initial customers 
can be long.

By in large, investors expect this year to 
remain a solid one for capital in the sector. 
As deals shift to later rounds, company count 

could be down. But capital should be strong.
“I think you’ll see continuing investment 

in the area,” Klein said.
Yet while it may be slower than last year’s 

surge, customer demand is real. “It’s not a 
want, it’s a need,” he said. “The overall need 
for the problem will not go away.”

One significant risk is the possibility of an 
economic slowdown. Unsettled financial mar-
kets could pressure follow-on rounds in the 
quarters or years to come for companies with 
$30 million of funding and urgent demands 
for $20 million more.

“There is always a financing risk that any 
chip investor takes,” Reiss said.

But promising opportunities remain. For 
Hrach Simonian, a general partner at Canaan 
Partners, this includes the autonomous vehi-
cle. Already, Simonian has backed Aeva, with 
its unusual Doppler approach to lidar.

“I think the connected car will be a big 
market,” he said.

Simonian said he’s interested in custom 
chips that can improve power efficiency as 
they deploy ML and process data. He’s also 
keeping an eye on opportunities in the con-
nected car space, where AI might be used to 
connect systems within a car and perhaps 
monitor things such as the health and fitness 
of passengers.

Tan also remains active, with 23 new and 
follow-on semiconductor deals in 2018 and 10 
new deals so far in 2019. His firm averages 
between 15 and 30 a year.

“I used to have a hard time talking to 
my brothers and sisters” about semiconduc-
tor deals, he said. “Now they join me for 
investments.”

It seems eyes remain open to this market 
in transition.
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Chip investments surge

While capital increases, deal flow shrinks




