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It’s almost Q4 2025.
So what does the startup landscape look like?



Bret Waters
Founder and CEO of three Silicon Valley software companies: 

• Metagraphics – developed the first web-based document generation engine.  
Sold to Linotext America.  

• Artmachine – developed the first pure-SaaS digital media management system.  
Sold to OpenText.  

• Tivix – developed fintech systems for major banks around the world.  
Sold to Kellton. 



Now I teach two entrepreneurship 
courses in Stanford Continuing Studies. 



Exploration

Extrapolation

Exploitation

Stages of a venture. 

Rapid iteration and validating, 
with a goal of getting to 
Product-Market Fit.

Extrapolating on what’s been 
learned, now it’s about getting 
the flywheel of growth spinning 
at an ever-increasing velocity. 

Harness efficiencies of scale to 
drive market share and profits. 

Founding

Product-Market Fit

Escape Velocity

Stanford CSP 
BUS-217

Stanford CSP 
BUS-219



The Launch Path 
Getting from a startup idea to a launch-ready venture. 



I’ve been in Silicon Valley my entire life. 



When I grew up in the valley, there was 
Moffett Field and not much else. 



I was in High School when the Apple 1 came out.



So I’ve seen a lot of cycles.  



What does the startup landscape look 
like right now?



AI



John McCarthy 
Professor at Stanford University 

Coined the term “Artificial Intelligence” in 1956.



John McCarthy would be pleased with 2025. 
Finally, AI is finally having its day in the sun.  











Are we entering the next phase?



One thing we know for sure is that hype 
drives FOMO and FOMA drives CapEx.  

And the CapEx of the GenAI Giants has been staggering.  
Last year Microsoft spent 25% of revenue on CapEx.



GenAI Giants
OpenAI 

$500B valuation 
$58B raised

Google 
$85B invested

Meta 
$70B invested

Anthropic 
$62B valuation 

$18B raised

CoHere 
$62B valuation 

$18B raised

Mistral 
$10B valuation 

$18B raised

In the last three years, billions and billions of 
dollars have been spent building AI models



And now @sama says he’ll spend trillions more. 



LLMs require huge datacenters.



The amount of money now being spent on US datacenter construction (excluding 
compute) is now twice as large as retail and about to overtake office space.





Right now NASDAQ stocks are trading at an average 6.75x revenue. 

Which would mean that OpenAI needs to get to $74 Billion in revenue just 
for the most recent investors to break even. So their expectation must be 
that this can be a >$100B company.  

 
A company that had zero revenue just three years ago. 

OpenAI 
$500B valuation 

$58B raised

Google 
$85B invested

Meta 
$70B invested

Anthropic 
$62B valuation 

$18B raised

CoHere 
$62B valuation 

$18B raised

Mistral 
$10B valuation 

$18B raised

All this investment has to create revenue eventually. 



The big AI questions right now: 



How will the GenAI Giants ever produce 
enough revenue (and margins) to justify the 
capital they have consumed?



Which leads me to the second big question:  



Are these universal applications that people use 
for everything, or are they just an enabling layer 
and API for other applications?  

To Loveable they’re just an API, but can OpenAI 
ever live up to their revenue expectations as an 
API for others?



Which leads me to the third big question:  



1960-1984: The standard user interface:



1984: The GUI changes everything. 



1985: Microsoft Windows



2007
Apple announces iPhone. 

2008
Google buys Android.

2007: The touchscreen changes everything.



Now we’re back at the command line? 
 Seriously?



Is this really the new user interface?



Which leads me to the fourth big question:  



OpenAI 
ChatGPT 

$58 Billion 

Anthropic 
Claude 

$18 Billion 

Google 
Gemini 

$85 Billion 

From a consumer perspective, there is zero differentiation. 



OpenAI 
ChatGPT 

$58 Billion 

Anthropic 
Claude 

$18 Billion 

Google 
Gemini 

$85 Billion 

And apparently there isn’t much of a moat.

 
DeepSeek 

<$1 Billion? 



High capital investment. 
No product differentiation. 
No obvious moat.  
Low margin, commodity product. 

This is a terrible business!

GenAI LLM Companies:



→ Users pay $200/year for an AI app like Cursor or Lovable. 

→ Cursor pays $500 to OpenAI (the $300 gap burns VC money). 

→ OpenAI pays $1,000 to AWS/Azure (the $300 gap burns VC money). 

→ AWS/Azure then spends $10,000 on NVIDIA GPUs (Jensen wins)

With Voodoo Economics:

This is a terrible business!



How will the economics of all this 
eventually shake out?





“The internet’s most profitable business 
model has always been simple: running 
search ads on monetizable queries”. 

Justine Moore 
Andreessen Horowitz 



The consumer internet is powered by 
commerce. Search advertising, 
affiliate links, content marketing, 
etc. This is 75% of Google’s revenue.  
What does this all this activity look 
like in the AI age?



To me, those are some of the big questions 
about AI right now.  

1. How will the GenAI Giants ever produce enough revenue (and margins) to 
justify the capital they have consumed? 

2. Will the big GenAI companies become universal applications, or an 
enabling lawyer and API for other applications?  

3. Is a command line really the new UI? 

4. How will the economics eventually shake out? 

5. If traditional search fades away, what happens to monetization of the 
consumer internet?





Startup Capital Landscape 
💵



Venture capital has always been a cyclical business. 

To understand where we are right now you have to 
understand the ZIRP period and how it created the 
biggest cycle ever in 2010-2023 



Interest rate set by the Federal Reserve. 



2010-2023 was the ZIRP period. 
The Federal Reserve Bank 
pursued a Zero Interest Rate 
Policy (ZIRP) that drove billions 
of dollars into VC funds. 



Silicon Valley VCs had a lot of fun. 



ZIRP is over now. 

Peak VC happened in 2021, as for the first 
time aggregate money flowing into VC funds 
exceeded returns.  





The dirty little secret: Of 3,000 VC firms, only a very 
few consistently produce most of the returns. 



So, in the post-ZIRP period, most of the money 
has been flowing into just a few VC firms. 





75% of the money available is all clumped-up in a very 
few VC giants (a16z, Sequoia, etc).  

The Factory Farmed Unicorn methodology of 2010-22 is 
over.  

Cost of capital is higher for everyone. 

Because visibility into the ability to raise new funds is 
limited, VC firms have slowed down the pace of new 
investment.  

The VC landscape right now:  





The VC business hasn’t changed in 50 years.  

VCs raise money on the 2-and-20 system, buy equity in 
startups, wait 8-12 years for liquidity, then dissolve the fund 
and create a new one.  

The VC giants will continue to operate this way, because it’s 
been good to them.  

For the other 2,900 VC firms, there is a huge opportunity for 
innovation.  

Opportunity for VC innovation? 





What does all this mean for startup founders?
💃 🕺



I predict that five years from now no one 
will be talking about AI as a separate 
category.   

Ultimately, it’s just smart software. 



ENIAC 
1948

GenAI 
2022

Software has been 
getting smarter and 
smarter for 75 years. 

GenAI is defintely a step 
function. But it’s one step 
function along a much 
longer curve. 



Ultimately, it’s just smart software.  
Five years from now no one will be talking about AI as a 
separate category.   

So having a .ai domain may seem cool today, but your 
startup needs to be simply focused on delivering great 
value to actual paying customers, just like any other 
software company. 

Key takeaways for founders:



Servers, Infrastructure, DBs

LLMs

GPUs and other AI-specific infra. {
Purpose-built Applications.

Overbuilt and over-capitalized. 



Servers, Infrastructure, DBs

LLMs

GPUs and other AI-specific infra. {
Purpose-built Applications.

Overbuilt and over-capitalized. 

Opportunity is at the top of the stack. 
Key takeaways for founders.



•Small businesses (under 50 employees): An average of 21 SaaS applications ea.  

•Mid-sized businesses (50-99 employees): Around 32 SaaS applications ea.  

•Mid-sized businesses (100-499 employees): Around 61 SaaS applications ea.  

• Large organizations (1,000+ employees): Around 200 SaaS applications ea.  

• Enterprises (over 10,000 employees): 473 or more SaaS applications ea. 
•

Source: DemandSage

So many B2B SaaS apps:



•Small businesses (under 50 employees): An average of 21 SaaS applications ea.  

•Mid-sized businesses (50-99 employees): Around 32 SaaS applications ea.  

•Mid-sized businesses (100-499 employees): Around 61 SaaS applications ea.  

• Large organizations (1,000+ employees): Around 200 SaaS applications ea.  

• Enterprises (over 10,000 employees): 473 or more SaaS applications ea. 
•

So many B2B SaaS apps:

In the next few years, every one will be 
replaced by AI-native apps. 



SaaS is dead. Long live SaaS. 
Hundreds of incumbent B2B SaaS apps will be replaced by 
new AI-native applications.  
 
Be one of those. 

Key takeaways for founders:



2021 is not coming back.  
Rethink your capital strategy. 

The Factory Farmed Unicorn model that produced 
Uber and Airbnb is not your path to success today.  

Raise less, do more.  

Key takeaways for founders:



Raise less, do more. 
The trends right now are toward bootstrapping, seed 
strapping, and running with smaller teams.   

Because the power of AI allows you to do more with less. 

Key takeaways for founders:







Raise some seed, and then succeed. 



Agility is your superpower.
The biggest advantage that any startup is that it is more 
agile than its incumbent competitors.  

This is especially true today, because you are an AI-
native startup with a small team.  

Don’t mess that up. 

Key takeaways for founders:



In 2025, your technology is not a moat. 
I know you’re very proud of your tech, but a 
competitor could probably copy it with vibe 
coding and a gallon of coffee.  

Your moat is more likely to be customer 
relationships, vertical-specific domain expertise, 
user experience, and old-fashioned ROI you 
provide to your B2B customers. 

Key takeaways for founders:



Slow down. Get to PMF.
Basic principles still apply.  

Reading funding announcements creates FOMO which 
creates sloppy execution.  

Fundraising is not a success metric. Happy, paying 
customers is what matters.  

Even in the AI age, the startups that win will be the ones 
who take the time to really understand customers and 
deliver value to them.  

If you do that, the investor dollars will follow. 

Key takeaways for founders:



tl;dr:
AI is eating the world, and the bottom of the stack is over-eaten.  

Lots of opportunity at the top of the stack. 

Hundreds of incumbent SaaS apps will be replaced. Be one of those.  

The capital landscape is very different today. Seedstrapping is your friend.  

Be agile, be small. That’s your competitive advantage.  

Your tech will not be your moat. Find other moats.  

Remember that ultimately it’s just smart software, and normal PMF 
principals still apply. 



Thank you.  
I’d love to connect and talk further.  

I’m “bretwaters” on Instagram, LinkedIn, etc. 
or bretw@stanford.edu 

 


