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The $4 Billion Mirage: Why More Capital
Doesn't Mean More Opportunity

Q1 2026 digital health funding hit $4B, but 59% went to just 12 mega-deals. For early-stage
founders and investors, the real signal iswhat the top-line number hides.

The $4 Billion Mirage: Why More Capital Doesn't Mean More Opportunity

Digital health startups raised $4 billion in Q1 2026—$1 billion more than the same quarter last year and the
strongest first quarter sincethe pandemic peak [1]. Theheadlinelookslikearecovery. Itisn't. It'saconcentration.

Nearly 60% of that $4 billion came from just 12 mega-deals of $100 million or more[2]. Whoop pulled in $575
million. Verily took $300 million. OpenEvidence closed $250 million. Talkiatry, $210 million. The average desl
size hit $36.7 million, the highest since Q4 2021 [3]. Meanwhile, the total number of deals actually fell—110
this quarter versus 122 in Q1 2025 [4]. More dollars, fewer checks. If you're an early-stage founder reading the
headline and feeling optimistic about your next raise, pause.

This is what a "haves and have-nots' market looks like in practice [5]. The investors writing $100 million
checks and the investors writing $3 million checks are operating in two different economies. Rock Health
itself acknowledged the bifurcation plainly enough that it retired its separate "Al dea" tracking category this
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guarter, noting that Al has become "table stakes in how digital health companies and their offerings are built
and delivered" [6]. When everyone has Al, the technology stops being the differentiator. What differentiatesis
something harder to pitch on adlide: whether your product is actually embedded in aclinical workflow, whether
your sales motion fitsthe procurement reality of ahealth system, whether your adoption curve suggests durable
pull rather than apilot that never converts.

The signal beneath the noise

Thisiswhere the early-stage eval uation framework needs to shift, and we're not the only ones saying it. Claire
Smith of SpringTide Ventures argued this month that early health tech investors should look beyond revenue
milestones entirely and instead evaluate customer adoption dynamics, sales process quality, and scalability
within complex, regulated healthcare systems [7]. That's the right instinct. In an environment where capital is
pooling at the top of the funnel—Ilate-stage rounds for compani es with proven metrics—the early-stage investor
who followsthe same playbook isalwaysgoing tolose. A seed-stage company doesn't have $20 millioninARR.
It may not even have revenue. What it should have is evidence of customer pull: aprocurement champion inside
a health system, a shortening sales cycle, repeat inbound from referral, a pilot converting to a contract without
aboard-level fight.

Revenueisalagging indicator. In healthcare specifically, it can lag by years. A company can have asigned LOI
with amajor IDN and still be 18 months from meaningful recurring revenue because of integration timelines,
compliance review, and budget cycles. If you wait for the revenue to show up before you invest, someone else
already wrote the check—or worse, the company ran out of runway.

Where the smart money is going (and why)

Frist Cressey Ventures closed its oversubscribed $425 million Fund 1V in February, bringing total AUM to nearly
$1billion [8]. What'sinstructiveisn't the size of the fund—it'sthe structure. Frist Cressey's strategic L Psinclude
The Cigna Group, MedStar Health, and OhioHealth, collectively providing healthcare to more than 50% of the
U.S. population [9]. Twenty-five percent of FCV's portfolio companies have secured investment from at least
one of those strategic partners [10]. That's not a passive LP base; it's a distribution channel built into the cap
table.

Thisis the model that makes sense in a concentrated market. When mega-rounds dominate the headlines, the
early-stage firms that outperform are those offering founders more than capital—they offer contracted access
to buyers. A $3 million seed check from afirm whose L Ps run the health systems you need to sell into is worth
more than a $10 million check from a generalist fund that can't get you past a CI SO's inbox.
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Frist Cressey's Fund | and Fund Il rank in the top 5% of all venture capital funds for their respective vintages,
with 14 exits across 44 investments [ 11]. That track record wasn't built by chasing mega-rounds. It was built by
backing companies like Thyme Care and Qualified Health early, before their categories were clearly defined,
and then using network density to help them sell.

The tension worth naming

There's a reasonable counter-argument: maybe the concentration of capital is efficient. Maybe the market
learned from the 2021 spray-and-pray eraand is now correctly allocating larger checks to the companies most
likely toreach scale. If 12 companiesare attracting 59% of the capital, perhapsthat's becausethose 12 companies
have earned it.

Partly true. But the IPO window remains narrow. Few digital health companies have gone public in recent
years, and Rock Health notes that growing market volatility makes exit timing especially hard to predict [12].
Companies raising $500 million rounds in private markets need enormous exits to generate venture-scale
returns. Companies raising $3-5 million seed rounds need $150 million strategic acquisitions—outcomes that
happen regularly in healthcare. The math on ownership and exit multiples is more forgiving at the bottom of
the market than at the top.

The real risk isn't that mega-rounds exist. It's that the gravitational pull of mega-rounds distorts where LPs
allocate, where media attention lands, and where founders benchmark their own progress. A seed-stage CEO
reads about Whoop's $575 million round and wonders if they're doing something wrong at $2 million ARR.
They're not. They're in adifferent market. They need investors who know that.

The operator's question

Healthcare is unforgiving to generic capital strategies. If you're an investor evaluating early-stage health tech
right now, the question isn't whether the Q1 numbers look good. They do—on the surface. The question is
whether you're equipped to evaluate a company before the revenue shows up, and whether your fund structure
gives founders something beyond a wire transfer. If the answer to either is no, you're competing in a market
you've aready lost.
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