
CEE 
Startup Policy Report 
Executive Summary



2

If we want startups to grow, there is no question that we 
must focus on supporting startups. But startups do not 
come out of nowhere.

This report looks at the Central European region, with 
a focus on Czechia, Hungary, Poland and Slovakia, and 
draws on insights from Baltic and other countries to 
find best practices in the state-startup relationship, as 
well as to identify which policy measures have negative 
consequences for entrepreneurship.

EU and national governments have the power to create 
a legal and business environment in which startups can 
thrive. This is a huge responsibility.

One of the main advantages of Central Europe is the 
very tight geographical proximity between innovation 
hubs. It only takes a couple of hours to get from 
Budapest to Bratislava, Warsaw or Prague. We should 
therefore not think in terms of a zero-sum game and 
compete for the title of the regional Silicon Valley, but 
should strive to create bridges between these hubs and 
to join forces to elevate the region together. 

To do that, we need to gain a deeper understanding of 
the policy environment and harmonize policy efforts 

both on regional and EU levels so that all startups 
have the same chance of success, regardless of their 
geographic origin.

This means removing barriers that stand in the way 
of growth and create an unnecessary bureaucratic 
overhead for startups. For example, by making it hard 
to distribute shares between founders, investors 
and employees through a lack of clear regulation 
on Employee Stock Ownership Plans (ESOPs), CEE 
businesses can struggle to retain talent.

The other thing governments must be mindful of is 
the fact that it is possible to provide too much help. 
Government funding is not, in itself, a negative –  
especially in this part of Europe, where pension funds, 
high net-worth individuals, investment banks and other 
financial institutions do not invest enough in VC and 
private equity.

But if governments are too active and do not have 
robust processes for selecting the projects which 
have the biggest market potential, state funding can 
sometimes be more of a hindrance than a help.

“We would like to understand  
what governments should  
and should not do  
to help startups grow”

Csongor Bias
Managing Director at Startup Hungary
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Our report is aimed at two key groups. First, government 
officials and legislators. By sharing the best and worst 
practices we have found, we hope to raise the level of 
knowledge within government about what startups 
need.

Second, startups themselves. Regulation and policies at 
both EU and national level have real-world impacts for 
startups. We hope our report will show entrepreneurs 
just how important lobbying and advocacy is for them, 
and the benefits of advocating for a supportive policy 
environment.

There are a number of very complex regulations coming 
down the line at EU level, which will impact startups 
both directly and indirectly. 

As we have found, awareness of these regulations 
is very low among founders. A clear understanding  
of what actionable steps these regulations require is 
often clearly missing. And there is also a tendency  
of not taking these regulations seriously due to patchy 
enforcement.

In the end, EU regulations aimed at reining in Big Tech can 
result in a higher administrative burden, and it is often 
startups that pay the price. Instead of creating barriers, 
EU decision-makers should practice a startups-first 
approach and create a regulatory environment that 
elevates the European digital and startup scene.
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Central Europe is a fast-growing area of the continent, yet its 
regulatory environment has not always been well-calibrated 
to support entrepreneurship and startups.

With the CEE Startup Policy Report, Startup Hungary explores 
the relationship between the EU, national governments and 
startups in Central Europe (CE), focusing particularly on 
Czechia, Hungary, Poland and Slovakia. 

This report’s most important finding is that it takes both 
a powerful top-down and a bottom-up effort to create  
a healthy startup ecosystem that will help the smallest, 
newest businesses to grow. 

For this reason, the report is intended for two distinct 
audiences: 
1. Policymakers at both national and EU level, to drive  

top-down efforts
2. Startup founders and representatives of startup 

advocacy organizations, to drive activity from  
the bottom up

By getting to know both the best practices and bottlenecks 
in the policy and regulatory environments, we hope to give 
our audiences a deeper understanding of what regulation 
is needed, the role the government should play and the 
importance of being vocal at both a national and European 
level.

The report relies on 30 qualitative deep interviews with 
startup organizations, scale-up founders and operators, 
investors and domain experts as well as nearly a dozen 
of existing reports from partner organizations, such as 
the Startups & State report by Czech Founders, Startup 
Poland’s annual reports, Hungarian Startup Reports, Google 
and Atomico’s CEE Startups 2022 Report, Civitta’s 2022 
The Baltic Startup Scene Report and reports of other 
contributing partners including CzechInvest, SAPIE, Allied 
For Startups and others. 
 
 

https://www.slideshare.net/VitHorky/startupy-a-stt-report-czech-founderspdf
https://startuppoland.org/en/reports/
https://uploads.strikinglycdn.com/files/4444e9dc-d621-4817-95b5-48ccc5396272/Startup%20Hungary%20-%20Hungarian%20Startup%20Report%202021.pdf?id=3884034
https://dealroom.co/uploaded/2022/11/Dealroom-GoogleAtomicCredo-CEE-2022.pdf
https://civitta.com/articles/the-baltic-startup-scene-today-s-realities-tomorrow-s-possibilities
https://www.czechinvest.org/en/About-CzechInvest/Download/Annual-Reports
https://sapie.sk/news/country-reports-ldb
https://alliedforstartups.org/wp-content/uploads/2022/11/2022-AFS-Annual-Report-.pdf
https://alliedforstartups.org/wp-content/uploads/2022/11/2022-AFS-Annual-Report-.pdf
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Startups exhibit low awareness of EU data regulations, and 
tend not to monitor legislative changes. GDPR provides an 
example of what happens when startups do not pay attention, 
while the EU regulates without startups in mind. The rush of 
last minute efforts by startups before it entered into force 
generated significant extra cost and bureaucracy, which 
disproportionately affected small companies compared 
to the burden on Google or Facebook. There is a fear new 
regulations – such as the Data Act, Digital Services Act, 
Digital Markets Act and AI Act – will be similarly burdensome. 
This is especially the case with the AI Act.

EU programs, initiatives and laws to create a common 
startup ecosystem are not always successful. Initiatives 
such as Startup Europe aim to facilitate networking in the 
European startup ecosystem, while Startup Nation Standards 
is intended to harmonize national legislative frameworks 
to build a common EU startup culture. Laws such as the 
GDPR or the recent Digital Services Act also seek to create 
a harmonized regulatory environment allowing startups to 
scale and thrive, but practical experience shows that the 
intent does not always align with the results. Rules can be 
complicated and costly to implement, and enforcement is 
often seen as patchy.

The European Data Strategy will influence where startups 
choose to base themselves. This key harmonization effort – 
consisting of the Data Act and Data Governance Act – aims 
to create a European Single Market for data and prevent the 
emergence of a patchwork of regulations. But provisions in 
the Data Act to limit the transfer of non-personal data to 
third countries – as in the GDPR – might drive startups to 
move their businesses or research ventures outside the EU, 
scuppering European hopes of creating a thriving startup 
ecosystem. 

The upcoming Gigabit Infrastructure Act may incentivise 
telecommunications companies to invest in infrastructure 
that will help innovation, but the proposal also carries a risk 
for consumers and the principle of net neutrality. There is 
a risk that the proposal gets caught up in the resurrection of 
the decades-long debate around a potential network fee for 
delivering data users ask for, undermining net neutrality.

According to the AI Act Impact Survey Report published in 
December 2022, the majority of VCs expect that the AI Act 
will reduce the competitiveness of European AI startups. 
Half of AI startups also believe it will slow down innovation in 
Europe. A full 16% of AI startups are considering stopping AI 
development or relocating outside the EU. 

Well-intended EU efforts aimed at startups can impede 
growth. For example, according to the AI Act Impact Survey 
Report, exceptions outlined in the AI Act for SMEs do not help 
as startups want to grow. Measures aimed solely at SMEs can 
create issues such as regulatory cliffhangers for startups as 
they scale and transition out of SME status.

Key takeaways of the report  
on EU level:

https://aai.frb.io/assets/files/AI-Act-Impact-Survey_Report_Dec12.2022.pdf
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It is essential that the highest levels of government are 
committed to creating a supportive policy environment 
for startups. When it comes to creating a policy environment 
that includes certain key regulatory measures for startups 
(such as Employee Stock Ownership Plans (ESOPs), SAFE, 
convertible note regulations, tax incentives for angels and 
investors, etc.), the level at which governments are engaged 
is crucial. The higher decision-making level of government 
involved, the greater the chance that necessary measures 
become law. In the Baltic countries, startups are on the prime 
ministers’ agenda and it makes a clear difference compared 
to countries where the highest level of contact is limited to, 
for example, a state secretary. 

Attracting and retaining talent (and startups) is a big 
pain point in the CE region. A powerful brain drain towards  
Western Europe and the US persists, while “flipping” (moving 
the legal HQ outside of the country or the EU) is a general 
problem in all CE countries. Making the region attractive 
to foreign investors should be an important goal for all CE 
countries. Estonia’s e-residency program is a great example 
in this respect: skilled talent is continuously attracted, 
and foreign investors are also assisted with identifying 
the necessary workforce. A combination of a stable and 
predictable economy, a balanced tax system, and a business-
first approach make Estonia especially attractive for foreign 
investors.

Governments still have an important role to play in 
delivering entrepreneurship education in the CE region. 
Entrepreneurship education must be acknowledged as 
an essential part of fostering a dynamic economy. In CE 
countries, entrepreneurship programs have been launched 
in several universities and secondary schools, often with 
government involvement. The entrepreneurial education 
programs that create the biggest impact share certain 
characteristics, such as access to high quality mentors, 
partnerships with international acceleration programs and 
efforts to identify and make up for missing talent in related 
fields (such as IT and marketing). 

Governments are investing large amounts of public money 
in startups in some Central European countries, but this 
can be a double-edged sword. Twenty-seven percent of 
CEE VC funding between 2016 and 2020 came from 
government sources, with two-thirds of this given to Polish and 
Hungarian VCs. This can have unintended consequences: 
the incentive for public investment managers to find return-
generating, high-potential teams might be less than that of 
private investors, especially when there is a requirement to 
invest a set budget in a fixed timeframe. For startups, public 
funding also carries a significant administrative burden, which 
diverts attention from essential activities such as product 
development, validation and marketing. Finally, government 
money can also come with specific requirements that might 
ultimately make it harder to find international investors. 
State entities that invest public money must focus on impact 
and successful exits as their KPI and not the number of 
investments. 

Key takeaways of the report 
on national level:
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In contrast, a lack of available public money can sometimes 
be an advantage. This is the case in Czechia and Slovakia, 
where private investors have had to fundraise themselves. 
The early success of some of the first private VC funds has 
then encouraged other investors, creating a virtuous cycle.

ESOPs need a clear legal framework that is often missing. 
ESOPs are an important tool for startups to retain talent by 
allowing employees to become owners of company stock. 
When the state fails to create a clear legal framework, semi-
legal solutions will prevail and startups will face difficulties in 
retaining skilled talent. Startup advocacy organizations need 
to educate both employees and policymakers about the 
importance of a clear ESOP framework. 

Startup advocacy groups play a critical role in persuading 
governments. Founders of the most successful companies, 
including unicorns, play a significant role in local ecosystems 
with their knowledge and network, even if they have already 
flipped to Western Europe or the US. The best advocacy 
groups make contacts across government, not just in ‘digital’ 
departments. A startup-friendly regulatory environment 
takes a coordinated effort from several policy portfolios, 
including justice, finance, education and internal affairs. If 
advocacy groups have good working relations with all of 
these departments, it makes the task of the lead government 
ministry or agency significantly easier.

Advocacy organizations need to show the economic 
proof points to get government buy-in, both in terms 
of job creation and tax revenues. In the most developed 
ecosystems of the region, such as Lithuania, startup 
advocacy groups do not ask for financial support from the 
government: they talk about what they bring to the table. This 
performance-based approach resonates with policymakers, 
who in turn are more likely to advocate for a supportive 
regulatory and policy environment.

All CE ecosystems struggle with a lack of pre-seed funding 
and business angels. The lack of a critical amount of 
business angels can however be linked to unfavorable legal 
conditions. In Hungary, for example, a serious problem for 
angel investors is that they cannot use investment vehicles 
like convertible notes or SAFEs. While standard in the U.S., 
in Hungary this qualifies as registered banking activity. In 
Estonia and Lithuania, a partnership of founders, investors, 
lawyers and government officials working closely together, 
however, successfully cleared the way towards thriving angel 
activity.
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The geographical focus: CEE
The rationale for concentrating this report’s focus on Central 
and Eastern Europe is simple: these countries share many 
similarities. The narrower geographic focus of the report 
is Central Europe, but to get the big picture and to see 
what solutions and best practices have been developed in 
neighboring countries with similar conditions, the scope is 
extended to the wider CEE region (e.g. including the Baltic 
countries or Bulgaria).

Czechia, Hungary, Poland and Slovakia make up the 
fifth largest economy in Europe in terms of growth and 
consistently perform above the EU average. Due to their 
geographical proximity, these countries are each other’s top 
trading partners. 

All governments in the region have committed to 
implementing measures that serve the growth potential of 
startups, with varying levels of success, and there is a growing 
realization that startups are vital for economic success.

Regional cooperation on best practices and policies has the 
potential to elevate the entire regional ecosystem, which can 
be much more powerful and visible than respective countries 
acting exclusively on their own. 

Data and methodology
The report is based on approximately 30 interviews with 
important ecosystem players, such as VC, startup founders, 
government representatives, representatives of startup 
advocacy organisations. The report also borrows insights 
from contributing partner’s reports, such as Startup Poland’s 
Polish Startups report, and the VC Golden Book 2021, 
Czech Founders’s State & Startup Report, Civitta’s The 
Baltic Startup Scene report, Atomico - Google - Dealroom 
- Credo’s CEE Startups 2022 Report, HVCA’s Jubilee 30 
Years Yearbook 2021, and additional sources from SAPIE, 
CzechInvest and more.

https://v4.mfa.gov.hu/page/v4-facts-infographics-tbc
https://startuppoland.org/en/reports/
https://startuppoland.org/en/reports/
https://startuppoland.org/wp-content/uploads/2021/11/ENG_VC-Golden-Book-2021.pdf
https://www.slideshare.net/VitHorky/startupy-a-stt-report-czech-founderspdf
https://civitta.com/articles/the-baltic-startup-scene-today-s-realities-tomorrow-s-possibilities
https://civitta.com/articles/the-baltic-startup-scene-today-s-realities-tomorrow-s-possibilities
https://dealroom.co/uploaded/2022/11/Dealroom-GoogleAtomicCredo-CEE-2022.pdf
https://dealroom.co/uploaded/2022/11/Dealroom-GoogleAtomicCredo-CEE-2022.pdf
https://www.hvca.hu/documents/HVCA_Jubilee_30_Years_Yearbook_2021_s.pdf
https://www.hvca.hu/documents/HVCA_Jubilee_30_Years_Yearbook_2021_s.pdf
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