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The enterprise software industry has 
faced a brutal opening to the year in 
public markets, with the announcement 
from Anthropic of a new set of enterprise 
business plug-ins at the beginning of 
February triggering a wave of sell-offs and 
a sharp fall in public market valuations.

At market’s close on February 5th at the 
peak of the volatility, the S&P 500 software 
index (made up of 22 companies) had 
dropped by 22% from the start of the year, 
compared to the 1% recorded by the wider 
S&P 500 in the same period. 

The insight from private markets reveals that while the software industry will be 
impacted by the implementation of AI, the story is far more nuanced than the recent 
turmoil in public markets suggests.    
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Figure 1
Public software in index 
value: 01/01/23 - 02/19/26

Source: CapIQ. As of 19 Feb 2026.
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This is not the first time software has been 
subject to potentially overblown valuation 
movements in the public markets, where 
real nuggets of truth (e.g. AI is going to 

transform the world of software in some 
shape or form) can metastasize into 
dramatic short-term valuation movements 
in either direction.
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Figure 2
Downturns are not new for 
public software markets

A private view

General Partners (GPs) that specialize in 
the software sector in the private markets 
have a far deeper and broader view into the 
industry than public market investors, and 
their outlook is far more balanced than the 
recent public market volatility suggests. 

Those software specific GPs that we work 
alongside note that – notwithstanding 
the noise in public trading – software is 
and will remain a large and resilient piece 
of the enterprise ecosystem. Similar to 
previous technological super cycles (e.g. 
from mainframe to PC, on-prem to SaaS, 

and now SaaS to agentic systems), the 
prevailing sentiment in the private markets 
is that of a positive sum story rather than 
zero sum. Indeed, buyout and venture 
managers alike report that there is as yet no 
evidence of weakening demand due to the 
ongoing adoption of large language models 
(LLMs ), and that the software companies 
in their portfolios continue to deliver strong 
retention, topline and margin expansion 
despite the AI panic dominating headlines. 
In many cases, software specialist GPs 
have been preparing their portfolios for a 
GenAI world for several years

Source: Vista
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Even in public markets, software 
companies’ fundamentals seem to be 
robust, with those in the S&P500 software 
index reporting operating performance 
growth at 12% topline compound annual 
growth rate (CAGR) since the broad 
adoption of LLMs into corporate and 
consumer toolkits in 2023, with around 17% 
EBITDA CAGR over the same period.

This disconnect between operating 
performance and valuation movements 

illustrate how public market performance 
can be overly driven by sentiment. 
The latest turmoil seems to have been 
prompted by headlines and fears about 
the potential challenge of GenAI on future 
pricing, growth durability, and moats still to 
come three to five years down the line. This 
fear is not necessarily irrational, but it is 
likely being applied far too indiscriminately 
in the public context.

Evolution, not revolution

AI is not killing off software, but it is 
undeniably reshaping the economics of the 
industry. Software is being repriced around 
who owns the data, the workflow, and the 
outcome, shifting revenue pricing models 
from seat-based towards consumption-
based pricing. This will pose a new layer of 

execution risk for some firms certainly, and 
while certain business models will become 
structurally impaired, others will go extinct.

In this sense, public markets are right 
to ask questions. However, for other 
firms with durable moats stemming from 
proprietary and/or permissioned data, 

Figure 3
Public market indices, 
revenues & earnings before 
interest, taxes, depreciation 
and amortization (EBITDA)

Source: CapIQ.
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audited workflows, distribution and 
network effects, and enterprise-grade trust 
and security, AI will likely open up new and 
large pockets of corporate budgets that 
have never existed before for software, or 
that were previously focused on labor. This 
is a potentially enormous opportunity for 
the sector that is enabled by AI.

It is notable here in particular that within 
the software sector a whole range of 
market participants — blue chip venture 
managers, software buyout managers, 
and some of the biggest large-cap firms 
— have invested heavily in generative AI in 

their portfolios or for their businesses. For 
example, it is estimated that AI captured 
nearly half of all global funding to start-ups 
in 2025, up from roughly a third in 2024.4  
Given the fact that venture managers are 
clearly “long” on the GenAI trade, we would 
point out that the overlapping perspective 
shared by venture and buyout managers 
that they still see value in software 
incumbency (provided the incumbents 
have the right structural moats and adapt 
quickly) is one of the clearest ways to 
buy into the idea that the future will be a 
combination of ‘AI and software’ rather than 
‘AI or software’.

Stock price volatility

New AI-native vendor 
announcements

Customer anecdotes that 
can add confusion rather 

than clarity

Prevailing zero-sum 
narrative (e.g., the gains of 
one vendor type will come 
directly at the expense of 

the other)

Demanding higher 
risk premia

Existential risk 
for certain types 

of software

Multiple 
compression risk

Uneven 
distribution of 
winners and 

losers

A different perspective

From the private markets, the specialist software GP views are informed by a unique 
vantage point as they operate their portfolios and digest customer feedback in real time. 
They have a perspective formed from working closely with their enterprise software 
portfolio firms, rather than from the ‘outside looking in’ view of the public markets, and 
so they propose a far more nuanced story than the one suggested by the recent equity 
market turmoil.

Detailed portfolio 
company churn data

Detailed discussion with heads 
of procurement at customers

The evolution of portfolio 
company product roadmapping 

through to initial traction

Internal AI adoption at GP and 
portfolio company level

Unit economic changing inside 
their portfolio companies

Historical pattern of technology 
supercycles being positive- 

sum stories rather than 
zero-sum stories

WHAT PUBLIC 
INVESTORS SEE

WHAT PRIVATE
INVESTORS SEE

4	 Source: Funding for AI dominated in VC in 2025: Crunchbase
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Private markets investors also have a 
much more comprehensive view across 
the sector. Public software companies 
only represent less than 5% of the 
software universe,5 and indices typically 
skew toward larger, mature seat-based 
vendors where disruption risk is perceived 
to be higher. In contrast, many artificial 
intelligence-forward and structurally 
faster-growing businesses remain private. 
As a result, near-term headline multiple 
compression in the public markets may 
overstate the pressure on the broader 
ecosystem.

Indeed, while February’s turmoil across 
public markets seems to potentially 
suggest a risk of uniform destruction or 
structural collapse across the enterprise 
software sector, our GPs’ insight instead 
shows that while some vendors may be 
challenged, others will benefit immensely 
from layering AI into existing embedded 
offerings. This potential disparity in 
performance within the software sector 
highlights the continual importance of deal 
selectivity in creating a robust portfolio to 
withstand any future shifts in the sector. 

Similarly, in an environment where AI is 
reshaping software economics, outcomes 
depend less on exposure and more on 
execution, and that execution advantage 
largely sits at the manager level. Should 
the proliferation of GenAI lead to a 
broad range of winners and losers in the 
enterprise ecosystem over time, being 
invested alongside the right GPs to make 
those choices and with the strongest 
insights into market performance should 
be a key focus for investors. 

While software is the sector that is 
currently hitting headlines, there are few 
industries that are likely to be completely 
unaffected by the potential impact of 
AI. Most industries are set for some 
form of evolution in response to the 
new technological developments now 
available and those still to come, and AI 
readiness and defensibility must be a core 
investment consideration for every new 
investment made – across the software 
industry and every other. 

5	 Source: Vista
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IMPORTANT DISCLOSURE 

This publication has been prepared solely for illustration, educational, and/or discussion purposes. It does not constitute 
independent research and under no circumstances should this publication or the information contained in it be used or 
considered as an offer, inducement, invitation, solicitation, or recommendation to buy or sell any security or financial 
instrument or service or to pursue any investment product or strategy or otherwise engage in any investment activity or 
as an expression of an opinion as to the present or future value or price of any security or financial instrument. Nothing 
contained in this publication is intended to constitute legal, tax, securities, or investment advice. This publication may include 
“forward-looking statements”. All projections, forecasts, or related statements or expressions of opinion are forward-
looking statements. Although Pantheon believes that the expectations reflected in such forward-looking statements are 
reasonable, it can give no assurance that such expectations will prove to be correct, and such forward-looking statements 
should not be regarded as a guarantee, prediction, or definitive statement of fact or probability. Pantheon has taken 
reasonable care to ensure that the information contained in this document is accurate at the date of publication. However, 
no warranty or guarantee (express or implied) is given by Pantheon as to the accuracy of the information in this document, 
and to the extent permitted by applicable law, Pantheon specifically disclaims any liability for errors, inaccuracies, or 
omissions in this document and for any loss or damage resulting from its use. Unless stated otherwise, any opinions 
expressed herein are current as of the date hereof and are subject to change at any time. Unless stated otherwise, all views 
expressed herein represent Pantheon’s opinion. This document is distributed by Pantheon, which is comprised of operating 
entities principally based in San Francisco, New York, London, Dublin, Singapore, and Tokyo. Pantheon Ventures Inc. and 
Pantheon Ventures (US) LP are registered as investment advisers with the U.S. Securities and Exchange Commission 
(“SEC”) and Pantheon Securities LLC, is registered as a limited purpose broker-dealer with the SEC and is a member of 
the Financial Industry Regulatory Authority (“FINRA”) and the Securities Investor Protection Corporation (“SIPC”). Pantheon 
Ventures (UK) LLP is authorized and regulated by the Financial Conduct Authority (FCA) in the United Kingdom. Pantheon 
Ventures (Ireland) DAC is regulated by the Central Bank of Ireland (“CBI”). Pantheon Ventures (Singapore) Pte. Ltd holds 
a capital markets service license from the Monetary Authority of Singapore (“MAS”) to conduct fund management with 
accredited and institutional investors. The registrations and memberships described above in no way imply that the SEC, 
FINRA, SIPC, FCA, or the SFC have endorsed any of the referenced entities, their products or services, or this material. All 
materials published on the Site are protected by copyright, and are owned or controlled by Pantheon as the provider of 
the materials. If you download any information or software from this Site, you agree that you will not copy it without the 
prior written consent of Pantheon or remove or obscure any copyright or other notices or legends contained in any such 
information. Copyright © Pantheon 2026. All rights reserved. 
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