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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.



2 
EXECUTIVE 
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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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Key takeaways of the report  
on EU level:

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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2.1. 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. 

2.2. 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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3.1.1. The macroeconomic environment

As a consequence of the Russian invasion of Ukraine, the 
entire global economy and the EU is witnessing higher 
inflation and lower growth. Trade disruptions, decreasing 
consumer confidence, rising commodity prices, and 
tightening monetary policy all play a role in this trend. 

The EU economies, especially Central European ones, 
are vulnerable to soaring energy prices due to their strong 
reliance on Russian gas. Therefore, growth is markedly 
slowing down in the region. Tighter financing conditions, the 
inflation profile, and elevated costs have a negative impact 
on investment decisions. GDP growth is also slowing down 
significantly.

3.1. Overview of the recent growth 
in CEE

Expected GDP growth in CE
%

Expected inflation growth in CE
%

Source: 
European Commission, Economic Forecasts, 2022. 
Accessible here

https://economy-finance.ec.europa.eu/economic-surveillance-eu-economies/hungary/economic-forecast-hungary_en
https://economy-finance.ec.europa.eu/economic-surveillance-eu-economies/hungary/economic-forecast-hungary_en
https://economy-finance.ec.europa.eu/economic-forecast-and-surveys/economic-forecasts/autumn-2022-economic-forecast-eu-economy-turning-point_en#gdp-map-2023
https://economy-finance.ec.europa.eu/economic-forecast-and-surveys/economic-forecasts/autumn-2022-economic-forecast-eu-economy-turning-point_en#gdp-map-2023
https://economy-finance.ec.europa.eu/economic-forecast-and-surveys/economic-forecasts/autumn-2022-economic-forecast-eu-economy-turning-point_en
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3.1.2. Growth in the startup ecosystem

In spite of the dire economic outlooks, the regional startup 
ecosystem is still experiencing growth. Even during these 
uncertain times, the CEE startup scene is showing 
resilience. 

As the Google Atomico CEE Startups Report 2022 shows, 
the past two years have witnessed the biggest growth so far 
in terms of the number of unicorns, their number more than 
doubling from 21 to 44 between late December 2020 and the 
end of 2022. Out of the 23 new unicorns, 11 were created in 
Central Europe. Since in previous years the CE region had 
only been able to produce 5 unicorns, this not only means 
that these countries more than doubled the number of 
unicorns but that the last two years have shown extraordinary 
growth in companies with a net worth of over 1 billion USD. 
When looking at specific countries, the skyrocketing unicorn 
numbers can be attributed to Poland, more specifically, its 
thriving gaming industry (3 out of 9 new unicorns in the last 
two years). 

Similarly, the enterprise value of CEE startup companies 
grew significantly in the past few years, from 140 billion EUR 
in 2020 to 190 billion EUR in 2022. Within this growth, the CE 
region accounts for 82.4 billion EUR.

The biggest growth in combined enterprise value in the 
period between 2017 and 2022 happened in Hungary, where 
this value more than quadrupled from 1.4 billion EUR to 7.6 
billion EUR1 . During the same period, Czechia produced a 
growth of 4.4 times, Poland of 3.2 times. We do not have data 
on Slovakia, although, according to Dealroom, “the rest of 
CEE”, which includes Slovakia as well, tripled its growth in the 
given period.

1This figure should be looked at with a critical eye, as Dealroom defines startups as a broad form of entrepreneurship. The data may include the number of startups 
that have substantial capital from the outset, including entities supported by the government, compared to ‘classic’ startups. For instance in Hungary, according to 
Startup Hungary’s calculations, the growth was more moderate, with an approx. multiplier of 2.5..

CEE Unicorn timeline

Source:  
Dealroom, own data collection 

https://dealroom.co/uploaded/2022/11/Dealroom-GoogleAtomicCredo-CEE-2022.pdf
https://6645497.fs1.hubspotusercontent-na1.net/hubfs/6645497/DealroomGoogleAtomico-CEE-report-2022.pdf?utm_campaign=Reports%20Downloads%20Nurture&utm_medium=email&_hsmi=232365146&_hsenc=p2ANqtz-8b2jDAEr7EGb37X52P4A0H_Mto5UUsCZ7XtjC3TSRQoM2cWHyL9tYs1gc2i5JTQ_v-sdMBwv_XsHKf-xFi64XqRrY89nyUT1fJPIMRedC4yM3PFL0&utm_content=232365146&utm_source=hs_automation
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Among CEE countries, Croatia, Lithuania & Ukraine have grown fastest 
since 2017 in combined enterprise value.

Combined enterprise value of CEE startups has quadrupled in the last  
five years, now totalling €190B.

Source:
Dealroom

https://app.dealroom.co/curated-heatmaps/funding/location/f/growth_stages/not_mature/rounds/not_GRANT_SPAC%20PRIVATE%20PLACEMENT/tags/not_outside%20tech?endYear=2022&interval=yearly&rows=europe~~Central%2520Eastern%2520Europe_region_filter~~poland~~czech_republic~~hungary~slovakia&showStats=table&sort=-_2022&startYear=2018&type=amount
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VC investment experienced significant growth during 
the last five years, especially in 2021. In the post-pandemic 
year of 2021, total VC funding doubled both in Europe and 
in the CEE and CE countries. The most significant increase 
happened in the Czech Republic, where VC funding jumped 
from 120 million to 574 million USD.

100

200
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500

600

700

800

Czech Republic Poland Hungary Slovakia

2018 2019 2020 2021 2022

VC investment in CE countries 
million USD

Source:
Dealroom

https://app.dealroom.co/curated-heatmaps/funding/location/f/growth_stages/not_mature/rounds/not_GRANT_SPAC%20PRIVATE%20PLACEMENT/tags/not_outside%20tech?endYear=2022&interval=yearly&rows=europe~~Central%2520Eastern%2520Europe_region_filter~~poland~~czech_republic~~hungary~slovakia&showStats=table&sort=-_2022&startYear=2018&type=amount
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Dealroom

International investors have increased their activity in 
CE startup funding especially from the US and Europe.  
This high increase in total VC investment since 2020 is largely 
due to the activity of top tier international investors, e.g. 
Index Ventures, Accel, 500 Global, Techstars, Y Combinator, 
Creandum, or Institutional Venture Partners, as well as 
megarounds. In Hungary, for example, the series B round of 
SEON led by IVP (94 million USD) accounted for more than 
50% of total VC investments in 2022. 

All in all, startups in Central Europe are navigating these 
challenging times well, which is a clear sign that startups are 
able to keep up with changing customer behavior. Since the 
pandemic, the digital and tailor-made experience is becoming 
all the more important, and tech startups by definition are 
positioned very well to reap the benefits of this trend.

Source:
Dealroom

https://app.dealroom.co/transactions.rounds/f/growth_stages/not_mature/rounds/not_GRANT_SPAC%20PRIVATE%20PLACEMENT/slug_locations/anyof_~czech_republic~_slovakia_hungary_poland/tags/not_outside%20tech?showStats=true&sort=-amount&statsType=investor-location
https://app.dealroom.co/curated-heatmaps/funding/location/f/growth_stages/not_mature/rounds/not_GRANT_SPAC%20PRIVATE%20PLACEMENT/tags/not_outside%20tech?endYear=2022&interval=yearly&rows=europe~~Central%2520Eastern%2520Europe_region_filter~~poland~~czech_republic~~hungary~slovakia&showStats=table&sort=-_2022&startYear=2018&type=amount
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3.2. Policy in startup ecosystems

3.2.1. The role of the EU

Laws and  regulations can make or break ecosystems. 
Although the European Union has less influence over startup 
landscapes than national governments that regulate their 
own ecosystems, the EU’s various support programs and soft 
and hard law instruments nonetheless have a determining 
effect on the overall success of startups. The CE region is no 
exception to this.

While company laws, tax laws, procurement procedures, 
intellectual property rights, or startup funding policies mostly 
belong to the jurisdiction of the state, the EU has significant 
power to influence the startup environment through its 
legislation on the EU Single Market (both physical and digital), 
as well as its competition laws and sectoral regulations.
 

The EU has three types of direct instruments for startups: 
non-regulatory initiatives, soft regulations, and hard 
regulations. Non-regulatory initiatives aim directly at 
startups, fostering their funding, networks, and operations 
in general, soft regulations refer to non-binding instruments 
to create a single European startup ecosystem through 
recommendations and standards, while hard law means 
mandatory requirements with potential sanctions for non-
performing companies. Binding regulations also have at 
least two types: regulations, which are directly valid in 
member states, and directives, which leave some room 
for nation states to legislate along defined lines. Most hard 
law instruments that affect startups aiming for high growth 
touch upon data and data management, and they are mostly 
governed by regulations.

ONLY  
THE EU CAN  
LEGISLATE

BOTH EU AND MEMBER  
COUNTRIES CAN PASS LAWS 

(EU HAS PRIORITY)

UNDER NATIONAL  
GOVERNMENT  
LEGISTLATION

Customs union

Competition rules
for single market

Monetary policy
for the eurozone countries

Trade and international agreements 
(not all)

Marine plans and animals regulated 
by the common fisheries policy

Single market 
(both physical and digital)

Employment and social affairs 
(i.e., health and safety at work,  

pensions for those who worked  
in several EU countries  

or social security)

Economic, social  
and territorial cohesion

Agriculture

Fisheries

Migration and home affairs

Environment

Consumer protection

Transport

Trans-European networks

Energy

Justice and fundamental rights

Public health  
(specific aspects)

Development cooperation

Taxes 
(unless it affects competition, 

free flow of goods, services and 
capital or taxes discriminate against 
consumers, workers or businesses 

from other EU countries)

Civil protection

Public health

Industry

Culture

Tourism

Education and training, 
youth and sport

Administrative cooperation

EU has the power to significantly affect the startup environment

Member countries 
can pass laws if  
the EU decides  

not to

EU can only  
coordinate and  

complement  
actions

More  
responsibility  

lies with national  
governments

1 2 3

Legistlative power split in the EU 
and on the national level

Source:  
CIVITTA & Google: The Baltic Startup Scene Up-Close: Today’s Realities, Tomorrow’s Possibilities, 2022
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3.2.2. The role of national governments 

Governments have a unique responsibility to create an 
enabling environment, where businesses can thrive, and 
where startups can easily incorporate, operate, and attract 
capital. 

The scope of state support primarily spans venture-friendly 
legislation and regulation, although it can also have far-
reaching effects in other domains of the entrepreneurship 
ecosystem, such as financial and human capital, education 
and incubation, entrepreneurship culture, entrepreneurship 
networks, and general infrastructure. The policy environment 
also plays an indirect role in the general business environment 
through investment decisions and spending power. 

Entrepreneurship-friendly regulation and legislation has  
five dimensions:

Opening a business (e.g. time and cost of incorporation, 
minimum capital)

Obtaining a location for the company (e.g. time and cost of 
property registration)

Accessing finance (e.g. access to credit, protection of 
minority investors)

Operating the company on a day-to-day basis (e.g. taxation: 
number of tax payments per year, total tax and contribution 
rate, time to comply with and obtain VAT refund, time to 
complete a corporate income tax correction and trade 
across borders, as well as time and cost to import and export)

Operating in a secure business environment (e.g. contract 
enforcement, resolving insolvency)

POLICY

FINANCE

CULTUREHUMAN 
CAPITAL

SUPPORT

MARKETS

LEADERSHIP
• incentive for cooperation
• entrepeneurship strategy

GOVERNMENT
• instututions providing policy, investment, support
• financial support
• regulatory framework incentives
• venture-friendly legislation

MARKETS
• clients and customers

• distribution channels and subcontractors
• multinational corporations

FINANCIAL CAPITAL
• loans
• angel investors, friends and family
• zero-stage venture capital
• VC funds
• private equity
• public capital markets

SUCCESS STORIES  
AND INCENTIVES
• social legitimacy
• culture of sharing and cooperation

EDUCATIONAL INSTITUTIONS
• general degrees

• specific entrepreneurship training
• research institutions

NETWORKS
• entrepreneurs networks

• diaspora networks
• business networks

LABOR
• entrepreneurs

• talent

INFRASTRUCTURES
• telecommunication

• transportation and logistics
• energy

• incubation and acceleration

SUPPORT
PROFESSIONS
• legal
• accounting
• tech

N.G.O.s
• entrepreneurship promoting programs
• advocacy associations

direct state effect indirect state effect
Source:
 Isenberg, D. (2011). The Entrepreneurship Ecosystem Strategy as a New Paradigm for Economic Policy: Principles for Cultivating 
Entrepreneurship. Institute of International and European Affairs, Dublin, Ireland, 12 May 2011, 1-13.

https://openknowledge.worldbank.org/bitstream/handle/10986/32436/9781464814402.pdf
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All efforts national governments make to advance startups 
have tangible effects on the national economy:

DIRECT IMPACT

Startups generate revenue that cycles 
back into the national economy,  
consumer spending grows

Startups create new jobs

Startups pay taxes to the state budget

Startups create an inflow of highly skilled 
talent into the country

Foreign investment flows  
into the country

Country image is strengthened

Well-paid and export oriented  
startup jobs create additional  
service-related jobs

INDIRECT IMPACT

Economic impact of startups

Investing time and money in the startup ecosystem by the 
national governments brings multiple returns, but only if it is 
done well. These returns should be the primary incentive of 
any government to put time, effort, and money in startups. 
Startups serve national economies, national governments 
serve startups: this is the circular economy of the startup 
ecosystem. 

3.2.3. The role of startup advocacy

The EU and national environments allow lobbying in their 
regulatory processes, which means that startups can and 
should have a voice in how regulations are shaped.

While startups appreciate the EU’s effort in facilitating 
networking and widening funding opportunities, they are 
less content with the existing and emerging regulatory 
environment at both the EU and the state level. Although 
advocacy at the national level is mostly taken up by dedicated 
national organizations, such as Startup Estonia, Deutsche 
Startups, Startup Hungary, Startup Poland, Czech Founders, 
or SAPIE, at the EU-level, actors on the startup scene 
are joining forces on single issues, or they are creating 
dedicated organizations to represent their case in the 
EU institutions, where single startups or other ecosystem 
players would be too small to effectively advocate their 
individual case. 

An example for single-issue advocacy is the Not Optional 
campaign, where more than 500 leading European 
entrepreneurs joined forces to advocate for a legal reform 
of stock options, also highlighting that limited availability of 
talent is a serious bottleneck to growth.

An example for a dedicated European level startup 
organization is Allied for Startups. It was founded in 2014 
and has evolved into a high-performing, cross-border, and 
multi-issue organization that representsas a network of over 
45 national organizations. The mission of Allied for Startups 
is to ensure that the voices of startups are heard at the EU 
and the state level on issues such as data privacy, data 
flow, net neutrality, copyright, AI, platform liability rules, or 
startups visas. They are actively promoting the adoption of 
the Startup Nations Standards at the state level, and they are 
advocating for more startup-friendly policy proposals at the 
EU level. Their latest advocacy campaign will be launched in 
defense of the net neutrality principle.

https://www.notoptional.eu/en/news/article/european-startup-ceos-and-founders-urge-countries-to-adopt-the-eus-startup-nations-standard
https://www.notoptional.eu/en/news/article/european-startup-ceos-and-founders-urge-countries-to-adopt-the-eus-startup-nations-standard
https://alliedforstartups.org/about-us/
https://alliedforstartups.org/startup-nations-standard/
https://alliedforstartups.org/startup-nations-standard/
https://alliedforstartups.org/2022/12/19/why-is-net-neutrality-integral-to-a-global-startup-ecosystem/
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4.1. European startup programs  
and initiatives
EU non-regulatory initiatives are aimed at creating a single 
European startup ecosystem by connecting the actors 
of the various country-level ecosystems in meaningful 
ways, by providing information for cross-border ventures, 
and by making it easier to launch and do business in any EU 
member states by offering funds or funding opportunities, 
standardizing practices, and fostering cultural change.

For example, Startup Europe is an initiative that connects 
high-tech startups, scaleups, investors, accelerators, 
corporate networks, universities, and the media to accelerate 
the growth of the European startup scene. It is supported 
by a budget of 95.5 billion EUR between 2021-2027. The 
EU also supports innovation through a dedicated EU body, 
the European Institute of Innovation and Technology, which 
has become Europe’s largest innovation network with more 
than 2,000 business, research, and education organizational 
partners, and it has powered more than 3,100 startups and 
scale-ups, raising more than 3.3 billion EUR in external capital. 

Indicating that the EU acknowledges the gap in 
competitiveness between the Western and Eastern regions,  
it launched the Digital Innovation and Scale-up Initiative 
(DISC) in 2019 to specifically address the investment gap 
in Central, Eastern, and South Eastern Europe in the digital 
economy. The EU wants to set up a regional investment 
facility to change the fact that 46% of startups incubated 
in this region raise financing mainly from US and Chinese 
investors.

Finally, the EU published its first ever policy roadmap for 
startups in 2022, the New European Innovation Agenda. Over 
the course of the upcoming 12 months, the EU is planning to 
issue a guidance document on regulatory sandboxes, as well 
as establish and connect its “deeptech innovation valleys”, i.e. 
local innovation ecosystems that will provide financial and 
business support to founders. 

4.2. EU recommendations:  
Startup Nation Standards
The EU also aims to standardize and harmonize the 
ecosystems of its individual member states in order to create 
a single, competitive European startup ecosystem. One of its 
most recent tools is the European Startup Nation Standards, 
adopted in 2021, which startup founders and VCs believe to 
be one of its most important tools.

As a response to the Covid-19 pandemic, as well as the 
difficult situation of the European startup ecosystems, the 
European Commission (EC), together with member states 
and stakeholders in an open and inclusive process, has 
identified a number of best practices that are hallmarks 
of a growth-friendly environment. These are outlined in 
the European Startup Nation Standards (SNS) as standard-
setting recommendations for states on how to foster a 
startup-friendly environment. 25 European countries have 
signed up to it, although Hungary, Bulgaria, and Croatia 
unfortunately decided to hold out initially. Later on, Bulgaria 
and Croatia decided to join SNS after all. The best practices 
are not mandatory, but the countries are expected to change 
the rules over time so that they approximate the EU-wide 
standards. The most important changes touch upon the 
following issues:

• ESOP: states should ensure that employee share 
options are not subjected to capital gains tax until they 
are actually cashed in, and that stock options can also 
be issued to employees with non-voting rights.

• Establishing a new company: as mentioned before, 
states should ensure a fast-track process: creating  
a new venture should not take up more time than a day 
either offline or online, nor should it cost more than  
100 EUR.

• Startup Visa: states should accelerate visa processing 
for tech talent from outside the EU, and incentivize the 
return of European talent.

• Overall: states should reduce regulatory red tape, for 
example, allow startups to handle all their business 
affairs digitally, and create regulatory sandboxes.

When the SNS was signed, hundreds of CEOs and dozens of 
startup organizations started to urge governments to adopt 
the recommendations, and become ‘Startup Nations’. 
As a response, the Portuguese government launched the 
European Startup Nations Alliance to facilitate regulatory 
change, and as the first tangible result, Spain adopted its 
Startup Law in November 2022, taking into account SNS 
best practices and thus becoming the first Startup Nation.

https://culture.ec.europa.eu/node/1185
https://eit-hei.eu/about/about-eit/
https://digital-strategy.ec.europa.eu/en/news/launch-digital-innovation-and-scale-initiative-disc
https://digital-strategy.ec.europa.eu/en/news/launch-digital-innovation-and-scale-initiative-disc
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52022DC0332
https://sifted.eu/articles/regulatory-inflation-new-policies-startups-2023/
https://startupnationsstandard.eu/index.html
https://sifted.eu/articles/eu-startup-nations-standard/
https://www.notoptional.eu/en/news/article/european-startup-ceos-and-founders-urge-countries-to-adopt-the-eus-startup-nations-standard
https://portal.ieu-monitoring.com/editorial/new-european-alliance-esna-to-accelerate-startups-growth
https://alliedforstartups.org/2022/11/09/is-spain-ready-to-be-the-first-eu-startup-nation/
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4.3. European data, digital 
infrastructure and platform 
regulations

4.3.1. The characteristics of the European data 
market

The third type of regulations include hard law instruments, i.e. 
regulatory frameworks that introduce binding measures for 
states, which have a direct or indirect impact on startups. The 
European regulations on data, e.g. the GDPR, the Data Act, or 
the future AI Act, constitute such measures. Generally, the EU 
has recently focused on regulating the digital environment in 
as much detail as possible, with a single objective outlined by 
Ursula von der Leyen, President of the EC, in her State of the 
Union address on 16 September, 2020: “We must make this 
Europe’s Digital Decade”.

The reason for this ambitious goal is that the EU continues 
to lag behind the US in terms of both the size and the 
growth of the data market, not to mention digitization 

in the business sector. According to Eurostat, European 
companies have a decent digital intensity, and only 31.5 
percent of the companies in the EU27 score very poorly on 
the digital intensity index on average. However, there is an 
enormous difference between CE or Scandinavian and other 
Western European countries: whereas only 8.8 percent of 
enterprises have a very low digital intensity in Finland, this 
number is 29 percent in Czechia, 41.6 percent in Poland, 42.9 
percent in Slovakia, and 48.4 percent in Hungary. 

In addition, in 2019, the EU27 plus the UK generated a data 
market value that was approximately 2.5 times smaller than 
the value produced in the US in the same year (72.3 billion 
EUR in the EU vs. almost 185 billion EUR in the US). In the CE 
region, the share of the data economy is even smaller: while in 
2020, it represented 4.9 per cent of Estonia’s GDP, in Poland 
it was only 1.3 per cent, in Hungary 1.5 per cent, in the Czech 
Republic 1.6 per cent, and in Slovakia 1.9 per cent, as indicated 
below. However, as Ray Pinto, Digital Transformation Policy 
Director for DIGITALEUROPE shared at CEE Digital Summit 
2022 in Warsaw, the fastest-growing software developer 
communities in Europe are located in Poland and Ukraine at 
the moment.

The data economy in Europe 
Impact of the data economy as % of GDP in 2020

Source:
DIGITALEUROPE/ DATALANDSCAPE/  
Ray Pinto, Digital Transformation Policy Director for DIGITALEUROPE at CEE Digital Summit 2022, Warsaw

https://ec.europa.eu/eurostat/databrowser/view/ISOC_E_DIIN2__custom_4322934/default/map?lang=en
https://op.europa.eu/en/publication-detail/-/publication/9fb0599f-c18f-11ea-b3a4-01aa75ed71a1/language-en
https://www.youtube.com/watch?v=ZhAQ_ASg0nk
https://www.youtube.com/watch?v=ZhAQ_ASg0nk
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The EU also recognizes that the data economy drives 
innovation and growth: the largest share of the fastest-
growing companies operate in the technology industry both 
in the US and in EU member states. However, of the 100 
largest global tech firms by market capitalization, the share 
of European tech companies only amounts to 6%, while the 
share of the US alone represents 75%, and the combined 
share of the US and Asia is 93%. This would make it possible 
for the digital life of Europe and Europeans to be controlled 
by third countries without appropriate legislation. This is why 
the EU strives to create a regulatory environment that makes 
Europe more competitive, as well as allowing safer, more 
trusted, and more adaptable technologies on its market.

These are the main objectives, as specified in the EU’s Digital 
Agenda, for creating the Single Market for Data, a regulatory 
patchwork of more than 130 regulations, which include 
legislative efforts for data protection (GDPR, a proposal for 
a Cyber Resilience Act), an appropriate European Strategy 
for Data (Data Act, Data Governance Act, AI Act), dealing 
with cross-border data transfers and open data, as well as 
creating European data spaces. 

EU Data & Platform Regulations timeline

European data legislation landscape

Source:
Ray Pinto, Digital Transformation Policy Director for DIGITALEUROPE at CEE Digital Summit 2022, Warsaw; own data collection

1 Some provisions already applicable

https://merchantmachine.co.uk/fastest-growing/
https://oecdecoscope.blog/2022/05/17/how-can-europe-catch-up-on-its-digital-backlog/
https://oecdecoscope.blog/2022/05/17/how-can-europe-catch-up-on-its-digital-backlog/
https://www.europarl.europa.eu/factsheets/en/sheet/64/digital-agenda-for-europe
https://www.europarl.europa.eu/factsheets/en/sheet/64/digital-agenda-for-europe
https://digital-strategy.ec.europa.eu/en/library/cyber-resilience-act
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52020DC0066
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52020DC0066
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4.3.2. The characteristics of the  
European data market

The reasons behind the low take-up of the digital economy at 
the EU level are multifaceted, and it all started when Europe 
did not keep pace with the US in the first wave of technology 
development centered on software and the internet. 
Today, a lack of appropriate human capital (lower digital 
skills, low proficiency in problem-solving in technology-
rich environments, a net outflow of highly valuable 
workforce), insufficient digital investment and research and 
development are all widening the gap. Moreover, according 
to McKinsey analysts, fragmentation and lack of scale, a lack 
of established technology ecosystems, a less developed 
risk-capital funding, and a regulatory environment that could 
be more supportive of disruption and innovation are the 
challenges that face the EU when it comes to levelling up in 
competitiveness. 

When it comes to the regulatory environment, especially 
around digital, the biggest question always centers on the 
issue whether the intent to defend European values, European 
companies, and European people in the virtual space can 
go hand in hand with making the EU competitive. Do data 
and platform regulations enable or stifle innovation? Do 
data regulations target the actors they are supposed to, 
or do they also drag down the up-and-coming tech scene 
with them? These are the questions that we raised with our 
experts, as regulations around all kinds of data (raw, personal, 
non-personal, cross-border, data handled by business 
actors, governments, or other stakeholders) boil down to 
these central issues.

Data Protection via GDPR

The general data protection regulation, a central piece in the 
data regulation universe of the EU, became applicable on 25 
May 2018, after a two-year transition period. There are some 
who celebrate the GDPR as a milestone and a global role 
model for user rights. Fostering individual rights to access, 
rectify, transfer, and request the deletion of personal data, 
the regulation essentially gives data ownership back to 
more than 500 million “data subjects” within the EU rather 
than leave it in the hand of the “data controllers”, i.e. the 
companies that store and process user data. The influence 
of the GDPR has even led third countries to take it as a 
reference model for enacting similar legislation. 

Although the intent to protect EU citizens’ data has been 
clear from the beginning, the implementation process has 
proved to be difficult. Companies were lagging behind in 
compliance: only 28% were compliant by the time it became 

applicable. Overall, the implementation cost around 24 
million EUR for the technology and telecoms sector, while 
the banking sector had to pay 79 million EUR for compliance 
in 2018 alone. Startups have been disproportionately 
burdened by the GDPR, which has proven to be difficult to 
understand, complex, and expensive.

Largely as a consequence of the GDPR, the EU started 
negotiations with the US about the legal basis  of 
transatlantic data flows, as the data transferred between 
the two continents represents significant economic value: 
7.1 trillion USD in trade and investment in 2019. The result 
has been the Safe Harbor and Privacy Shield agreements, 
but transatlantic data transfers have been in disarray 
since July 2020, when the European Court of Justice 
(CJEU) invalidated the Privacy Shield amid questions over 
the surveillance practices of the US government. At the 
moment, the situation is uncertain: in December 2022, the 
EC developed a third transatlantic data flow agreement, the  
EU-US Data Privacy Framework, which the CJEU may 
or may not approve. As 5,300 companies relied on the  
EU-US Privacy Shield to transfer data across borders in order 
to conduct their business activities, and over 70% of the 
companies registered under the EU-US Privacy Shield were 
small and medium-sized businesses, a negative decision 
would greatly impact startup ecosystems too.

Data Act

The GDPR opened up many avenues for further regulation: as 
it only handles personal data, a regulatory need has presented 
itself for non-personal data, raw data, data transfers, as well 
as business-to-business (B2B), business-to-government 
(B2G), and business-to-consumer (B2C) data. As part of its 
European Strategy on Data, in February 2022, the EC put 
forward a regulation proposal on harmonized rules on fair 
access to and use of data, i.e. the Data Act.

This new piece of legislation consists of three main strands: 
data relations between industrial actors, cloud data 
infrastructure, and international data transfers. It creates 
new rights for the users of products or related services of 
products (be they private individuals or companies) to access, 
use, and share with third parties the data generated by their 
use. In practice, the legislation creates mandatory obligations 
to share data for B2B, B2G, and B2C. The Data Act will also 
create an obligation for all data processing services to allow 
their customers to switch services within 30 days. Finally, it 
will also set up new restrictions on international non-personal 
data flows whenever the transfers are in conflict with EU laws.

https://www.mckinsey.com/capabilities/strategy-and-corporate-finance/our-insights/securing-europes-competitiveness-addressing-its-technology-gap
https://www.mckinsey.com/capabilities/quantumblack/our-insights/what-the-draft-european-union-ai-regulations-mean-for-business
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32016R0679&from=EN
https://www.dbresearch.com/PROD/RPS_EN-PROD/PROD0000000000470381/GDPR_%E2%80%93_boosting_or_choking_Europe%E2%80%99s_data_economy%3F.xhtml
https://securityscorecard.com/blog/countries-with-gdpr-like-data-privacy-laws
https://www.dqindia.com/enterprises-fall-behind-gdpr-compliance-28-firms-compliant/
http://implementation cost
https://alliedforstartups.org/2022/04/20/gdpr-4-years-later-the-impact-on-startups/
https://blog.trade.gov/2019/09/13/the-eu-u-s-and-swiss-u-s-privacy-shield-frameworks-why-they-matter/
https://iapp.org/resources/article/us-eu-safe-harbor-guidance-and-resources/
https://www.privacyshield.gov/welcome
https://ec.europa.eu/commission/presscorner/detail/en/qanda_22_7632
https://www.commerce.gov/about/letter-deputy-assistant-secretary-james-sullivan-schrems-ii-decision
https://actonline.org/2020/07/20/what-the-end-of-the-eu-u-s-privacy-shield-means-for-small-businesses/
https://digital-strategy.ec.europa.eu/en/library/data-act-proposal-regulation-harmonised-rules-fair-access-and-use-data
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Data Governance Act (DGA)

Published by the EC in December 2020 and part of the 
European Strategy for Data, the DGA complements the Data 
Act and wants to foster the availability of data by increasing 
trust in data intermediaries and strengthening data sharing 
across the EU and between sectors. 

The DGA aims to facilitate the sharing of data held in 
public sector bodies, which is subject to the rights of others, 
including businesses, against remuneration. It allows personal 
data to be used with the help of a data-sharing intermediary, 
which is designed to help individuals exercise their right 
under the GDPR. In addition, it introduces the concept of 
allowing data use and donation on altruistic grounds, which 
means that organizations are able to donate data. Moreover, 
it introduces a new EU body, the European Data Innovation 
Board, to bring together member states on issues around 
data and data policies.

Connected to the DGA, the EU has also introduced the 
Open Data Directive, encouraging countries to make the 
re-use of information possible. The directive introduces 
the concept of high-value datasets, such as geospatial, 
meteorological, mobility, and company ownership data, 
as well as earth observation and environmental data and 
statistics. Furthermore, the DGA also aims to create sector-
specific data spaces to enable the sharing of data within the 
given sector. For example, it plans to create data spaces for 
transport, health, energy, or agriculture.

https://digitalhealtheurope.eu/glossary/european-data-innovation-board/
https://digitalhealtheurope.eu/glossary/european-data-innovation-board/
https://ec.europa.eu/digital-single-market/en/european-legislation-reuse-public-sector-information
https://digital-strategy.ec.europa.eu/en/policies/legislation-open-data
https://ec.europa.eu/commission/presscorner/detail/en/ip_22_2711
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An entrepreneur is often just an idea and the right data set 
away from a startup. Access to data, hence, is the bread 
and butter of the startup ecosystem, and ensuring that the 
process to carry them out is straightforward and clear will 
allow startups to be competitive, create jobs and continue 
answering consumers’ demands. In the last years, the EU 
has started to regulate such access of data through the 
Data Governance Act and the Data Act, here’s what it means 
for startups: 

The Data Governance Act (DGA) and the Data Act are 
part of the European Commission’s European strategy for 
data aimed at creating a single market for data that ensures 
Europe’s global competitiveness and data sovereignty. The 
Data Act complements the measures of the DGA. While the 
DGA creates the processes and structures to facilitate data, 
the Data Act clarifies who can create value from data and 
under which conditions.

The DGA seeks to increase trust in data sharing, strengthen 
mechanisms to increase data availability and overcome 
technical obstacles related to the reuse of data. It will also 
support the set-up and development of common European 
data spaces in strategic domains, in sectors such as health, 
environment and energy. To this aim, it establishes rules in 
relation to the reuse of public sector data that is subject 
to certain protections and rules for data intermediaries. 
Moreover, the DGA introduces the concept of data altruism, 
i.e. people voluntarily donating their data for the public good, 
and it creates the European Data Innovation Board, which will 
advise and assist the European Commission in enhancing 
the interoperability of data intermediation services. 

Undoubtedly, more data flows within the EU create 
opportunities for startups. However, the DGA creates a new 
system of intermediaries. This means startups will need 
to invest significant time and resources in order to take 
advantage of the opportunities of public data sharing. The 
DGA also restricts the possibility for public sensitive data to 
be transferred outside of the EU, which might be challenging 
for startups given that they operate globally from day one. 

Data Act: aims to maximise the value of data in the economy 
by ensuring that a wider range of stakeholders gain control 
over their data and that more data is available for innovative 
use, while preserving incentives to invest in data generation. 
It has the potential to bring a key resource, data, to more 
startups. It is built on the idea that the more misallocated or 
underutilised non-personal data is being shared, the more 
virtuous cycles in the data economy can be triggered. 

Data is a vital asset, especially in startup ecosystems. 
Startups can make the most out of simplified data accesses 
and seamless data flows. But policymakers should ask 
themselves if the Data Act is on track to delivering this. Data 
sharing obligations should be in line with the technical and 
financial realities of startups. Moreover, attempts to curb 
international non-personal data transfers could be very 
detrimental to startup ecosystems. Lastly, horizontal data 
portability & interoperability provisions should be designed 
to bolster startups’ innovation potential. 

Startups share the intention of EU policy makers: making 
data legislation fit to the digital economy. However, these 
rules should take into account the vision, financial and 
technical realities of startups. 

Regulating data:  
The bread and butter of startups
Maria Avramidou, 
Data Policy Expert at Allied for Startups

4.3.3. Expert’s view

Maria Avramidou
Data Policy Expert at Allied for Startups
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4.3.4. Digital Services

In 2020, as part of its strategy “Shaping Europe’s digital future”, 
the EC stated that competition rules alone cannot address 
all the systemic problems arising in the platform economy. 
While looking at updating the E-Commerce Directive that 
was adopted in 1995, the EC decided to explore ex ante 
rules to ensure that markets remain fair and contestable for 
innovators, businesses and new markets entrants. 

Digital Services Act (DSA)

According to research conducted by various startup 
organizations, there are over 12,000 platform startups in 
Europe, and the app developer workforce grew from 1.8 million 
in 2013 to 4.8 million in 2018. Therefore, designing the DSA in 
a way that works for startups is in the EU’s current economic 
interest. The proposal was published in December 2020, and 
it lays down the rules and obligations for online platforms 
while providing an updated framework for the removal of 
illegal content online. The legislative proposal establishes a 

clarified framework for the intermediary liability exemption, 
which means that a platform is not liable if it does remove or 
disable access to illegal content as soon as it is aware of it. 
In addition, the DSA contains proactive measures to remove 
illegal content without losing the liability exemption.
For startups, the most important parts are thresholds and 
exemptions. The companies that qualify as online platforms 
(hosting services) above 50 employees and an annual 
turnover of 10 million EUR will face new requirements, such 
as having an internal complaint mechanism or following the 
Know Your Business Customer (YBC) principle. The latter 
would oblige online intermediaries to collect identification 
information from their commercial business users to verify 
their identity. The goal is to stop bad actors from using 
legitimate services to engage in illegal activity, such as selling 
unlawful or unsafe goods and services. Moreover, Very 
Large Online Platforms (above 45 million users) will have 
additional measures and requirements, such as annual risk 
assessments on how they are stopping illegal activity from 
spreading on their networks. If they do not comply, they can 
be fined up to 6% of their global annual revenues.

SYSTEMIC RISK OF VERY LARGE 
SERVICES

CONSUMER PROTECTION VIA REQUIREMENTS 
ON THE DESIGN OF SERVICES

HANDLING OF ILLEGAL CONTENT TRANS-
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Source:
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Obligations of companies according to the DSA

https://ec.europa.eu/digital-single-market/en
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=celex%3A32000L0031
https://alliedforstartups.org/wp-content/uploads/e-commerce_mapping_.pdf
https://alliedforstartups.org/wp-content/uploads/e-commerce_mapping_.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020PC0825&from=en
https://www.techleap.nl/blog/impact-dsa-startups-and-scale-ups/
https://www.techleap.nl/blog/impact-dsa-startups-and-scale-ups/
https://datainnovation.org/2020/11/how-including-the-know-your-business-customer-requirement-in-the-dsa-could-help-address-some-of-the-webs-biggest-problems/
https://www.noerr.com/en/newsroom/news/digital-services-act-enters-into-force-new-obligations-for-digital-intermediary-services
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Digital Services Act (DSA) 

In December 2020, the EC released its proposal to 
regulate the digital market, which is characterized 
by large platforms with significant networks acting as  
“gatekeepers”, in order to restore and enhance fair and 
contestable competition. These gatekeepers are defined 
as core platform service providers with a significant and 
durable impact on the market. Search engines, operating 
systems or services related to social networking, video-
sharing, messaging, cloud computing, online intermediation, 
and advertising are listed as such. There are three threshold 
criteria to be designated as a gatekeeper: 

• Size: a market value of over 65 billion EUR or a turnover 
in the European Economic Area of at least 6.5 billion EUR 
in at least three EU Member States; 

• Control gateway: more than 45 million monthly active 
end users or more than 10,000 yearly active business 
users in the EU; 

• Durable position: presumed to be the case if a platform 
meets the two requirements above in the last three 
financial years.

Once designated a gatekeeper, a platform has to comply 
with a series of prohibitions and obligations, such as self-
preferencing, data access, portability, or interoperability. In 
case of non-compliance, the EC can impose fines of up to 
10% of the company’s global annual turnover and periodic 
payments of up to 5% of total global annual turnover.

According to Eline Chivot, Senior Adviser on Digital Policy at 
the European People’s Party, the idea behind regulating core 
platform service providers is to lower barriers to entering 
these digital markets. Oft-cited barriers include the lack of 
access to data, a lack of data sharing from larger firms to 
smaller ones, expensive requirements for business users, e.g. 
commission fees, unfair contracts enacted by dominant firms 
over less strong companies (unfair conditions for businesses 
using these platforms), and killer acquisitions. 
 
However, she added that prohibiting practices such as self-
preferencing (ranking their own services higher) could drive 
platforms to charge business users more for advertising their 
products or services online and increase the cost of market 
entry to millions of small businesses. Instead of opportunities 
for innovative entrepreneurs, we will see small companies that 
have been relying on platform ecosystems and consumers 
paying the price for a regulation that has overlooked such 
unintended consequence.

https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020PC0842&from=en
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The European Parliament has recently adopted the Digital 
Services Act (DSA) and the Digital Markets Act (DMA), 
which set rules for internet platforms. While different in 
scope and effect, both the DSA and the DMA will play an 
important role in building a harmonized EU framework for 
the digital economy, where startups can thrive.

The DSA aims to harmonize the conditions for the provision 
of intermediary services across the European Union. It 
creates new procedures for faster removal of illegal content, 
transparency measures (including on online advertising 
and algorithms used to recommend content to users), and 
comprehensive protection for users’ fundamental rights. The 
DSA maintains the three principles that are key for startups: 
1) intermediary liability exemption, 2) the Country of 
Origin principle, 3) the no-monitoring obligation and  
a broad level of proportionality. For example, by 
maintaining the Country of Origin principle, the DSA 
strengthens the Digital Single Market. It allows startups to 
operate as global businesses, trade across borders, and test 
their innovations from a single location - so they only have to 
scale up once, not 27 times! 

The DMA creates new obligations for big technology 
platforms acting as “gatekeepers providing core platform 
services”, with the aim to create a fairer environment for 
business users that rely on gatekeepers, and to ensure 
consumers have access to better services and can easily 

switch providers. Startup communities across the EU have 
expressed their support for the objectives and aims of the 
DMA. Nevertheless, it will be important to take into account 
the direct and indirect impact that the DMA could have on 
startup ecosystems. The DMA introduces obligations for the 
biggest online platforms and could potentially improve the 
landscape for startups in the EU. However, it is crucial that 
startups retain the ability to be acquired by the platforms 
impacted by the DMA, given that exits are one of the most 
important growth and revenue tools for startups. 

Both the DSA and the DMA create significant opportunities 
for startups by harmonizing rules across the EU bloc. Startup 
communities are following the implementation process to 
understand their practical impact on startup ecosystems. 

EU platform & data regulation:  
how does it impact the startup ecosystem? 
Rules for 10,000 startups
Maria Avramidou, 
Data Policy Expert at Allied for Startup

4.3.5. Expert’s view

Maria Avramidou
Data Policy Expert at Allied for Startups
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4.3.6. Artificial Intelligence Act (AI Act)

In 2021, the EC introduced its proposal on AI, the world’s first 
cross-sectoral, horizontal regulation targeting to safeguard 
people residing in Europe against the potentially harmful 
impacts of artificial intelligence. While the AI Act is still in 
preparation, the expectation for final adoption is a question 
of months rather than years. The regulation will apply to 
providers and users of AI systems irrespective of whether 
they are established within the EU, as long as the output 
produced by the AI in question is used there.

The rationale behind the AI Act is at least twofold. On 
the one hand, artificial intelligence is regarded as having 
the same powerful effect on societies as the invention of 
electricity, permeating every single area of society, thus it 
will have an enormous impact on Europeans and their way 
of living. On the other hand, AI-based algorithms have huge 
potential in every economic area from healthcare to mining. 
AI may contribute 1.8 trillion USD or 9.9 percent to the GDP of 
Northern Europe and 15.7 trillion USD to the global economy 
by 2030, according to PwC.

However, these powerful tools are mainly shaped by US 
and Chinese companies, where annual investment is 
around 5.1 billion EUR and 6.8 billion EUR, respectively, 
while the EU is only estimated to be investing around 
1 billion EUR into AI development. Thus, the EU wants 
to regulate AI so that it does not have to let control of 
algorithms out of the hands of European citizens, or let 
the US or China shape the future of the life of Europeans. 

The objectives of the regulation are the following: 

to ensure that the AI systems placed on the EU market are 
safe and respect the existing law on fundamental rights and 
EU values;

• to ensure legal certainty to facilitate investment and 
innovation in AI;

• to enhance governance and the effective enforcement 
of the existing law on fundamental rights and the safety 
requirements applicable to AI systems; and

• to facilitate the development of a single market for 
lawful, safe, and trustworthy AI applications and prevent 
market fragmentation. 

The AI Act proposes various layers to regulate AI systems 
of different risk levels differently. It creates four categories 
according to risk level, with social scoring and mass 
surveillance systems being categorized as AI systems 
with unacceptable risk and becoming effectively banned 
in the EU. AI tools for recruitment, diagnostics and medical 
decision-making, educational or credit-scoring, or legal 
decision-making are categorized in the high-risk area, and 
these algorithms must comply with strict requirements. 

The high-risk AI system category is of the most interest 
for European startups and scaleups, as according to the 
AI Act Impact Survey Report published in December 2022 
by appliedAI, 33-50 per cent of all European AI systems 
would classify as high-risk. This actually goes way beyond 
the assumption of the EC Policy Impact Assessment, which 
estimated the number of high-risk European AI businesses 
to be between 5-15 percent. High-risk systems will fall under 
two categories:

• Stand-alone AI systems will be subject to a new 
compliance and enforcement system including internal 
checks, enforcement, proof of compliance, and the 
registration of their products in an EU database

• The safety component of products, which will be 
subject to the same compliance and enforcement 
mechanisms that the original products are subject to.

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A52021PC0206
https://www.pwc.com/gx/en/issues/data-and-analytics/publications/artificial-intelligence-study.html
https://euobserver.com/digital/154861
https://aai.frb.io/assets/files/AI-Act-Impact-Survey_Report_Dec12.2022.pdf
https://www.appliedai.de/
https://digital-strategy.ec.europa.eu/en/library/impact-assessment-regulation-artificial-intelligence
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EU AI Act: a risk matrix

Source:
DIGITALEUROPE/ European Commission, 2021

Limited-risk AI systems constitute the third category, and 
they include chatbots and other types of conversational 
AI. These will be subject to transparency assessment that 
informs users that they are interacting with an AI system. 
Companies developing low-risk and minimal-risk AI are 
encouraged to develop codes of conduct and apply them on 
a voluntary basis. All providers of AI will have to go through 
monitoring, investigation, and reporting obligations related to 
malfunctioning and incidents. According to the AI Act Impact 
Survey Report, 26.5 percent of companies might fall under 
the limited-risk category.

However, the AI Act considers not only various types of 
AI systems but the entire AI value chain, i.e. the producers 
of AI systems and components, the users and developers 
of such AI systems, as well as the end users, all in order to 
put obligations and responsibilities in the right places. That 
is why obligations for general purpose AI systems (GPAIs) 
were carved out, with large models from Big Tech companies 
in mind. These systems have a wide range of possible uses, 
both intended and unintended by the developers. They 
are becoming increasingly useful commercially due to the 
growing amounts of computational resources available to 
developers and the innovative methods to use them. Some of 
the most influential examples of general-purpose AI systems 
are AlphaStar, Chinchilla, Codex, DALL•E 2, Gopher, GPT-
3, MuZero, PaLM, and Wu Dao 2.0. As the AI Act currently 
stands, GPAIs will be regulated as high-risk systems. Maria 
Avramidou, Data Policy Expert at Allied for Startups, says 
that startups should pay attention to how GPAIs will be 
regulated. 

“A recent report indicated that 45% of the surveyed 
startups consider their AI system to be GPAI, making 
them subject to the obligations of GPAI providers. 
Startups active across the AI value chain can be both 
“initial” and “subsequent” providers, as well as users 
of GPAI systems. Regulating GPAI will likely create 
significant market entry barriers for smaller players, 
diminishing the number of actors operating as “initial 
providers” and consequently limiting the supply of 
GPAI systems available for startup-users of GPAI ”. 

Maria Avramidou,  
Data Policy Expert at Allied for Startups

Thus, she believes that GPAIs should be classified as low-
risk. On the other hand, ALLAI, an organization focused on 
responsible AI, believes that the exclusion of these systems 
from the AI Act altogether would mean that the burden of 
making these systems compliant with the regulation would 
fall entirely on the users of the AI systems instead of the 
developers. Users would have to make the systems meet the 
requirements for high-risk AI. This could again be too much 
of a burden for startups, and it might even be impossible to 
do. In this case, the AI Act may cut off SME access to cutting-
edge general-purpose AI systems and place Europe at a 
competitive disadvantage compared to the US or China.

In order to consider SMEs and startups, the AI Act includes 
regulatory sandboxes and allows companies to test AI 
systems for a limited time before entering the market.

https://aai.frb.io/assets/files/AI-Act-Impact-Survey_Report_Dec12.2022.pdf
https://aai.frb.io/assets/files/AI-Act-Impact-Survey_Report_Dec12.2022.pdf
https://artificialintelligenceact.eu/wp-content/uploads/2022/05/General-Purpose-AI-and-the-AI-Act.pdf
https://aai.frb.io/assets/files/AI-Act-Impact-Survey_Report_Dec12.2022.pdf
https://artificialintelligenceact.eu/wp-content/uploads/2022/05/General-Purpose-AI-and-the-AI-Act.pdf
https://artificialintelligenceact.eu/wp-content/uploads/2022/05/General-Purpose-AI-and-the-AI-Act.pdf
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“Unfortunately, as drafted, the provisions around 
these environments would rather make them ‘fake 
sandboxes’—as they would still subject firms to 
enough existing requirements to weigh them down 
rather than offering them respite.” 

Eline Chivot,  
Senior Adviser, Digital Policy  
at the European People’s Party

According to experts, if you are a startup developing AI for 
law, public safety, health, or the environment, the intended 
regulatory sandbox can actually be useful for you by 
enabling the repurposing of personal data within the 
sandbox to enable the development of public-interest AI. 
For any other startup, the added value seems low. What is 
really critical is that the EC should clarify how proportionality 
would work for a startup whose impact grows from 4 to 
40 million individuals while the intended purpose remains 
the same. Experts also think that startups would also likely 
benefit more from access to technical compliance tools than 
ad hoc consultative support by member state authorities.

AI Liability Directive 

AI Liability Directive complements the proposed AI Act by 
facilitating fault-based civil liability claims for damages, which 
the AI Act as product safety law does not offer. According 
to the EC, the peculiarities of AI create legal uncertainties 
for businesses and make it difficult for victims to receive 
compensation. In fact, in a representative survey from 2021, 
liability ranked among the top three barriers to the use of AI 
by European companies that are planning to but have not yet 
adopted AI.

https://www.competitionpolicyinternational.com/reflections-on-the-eus-ai-act-and-how-we-could-make-it-even-better/
https://ai-regulation.com/eu-commission-proposals-on-ai-civil-liability/
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If you are an AI startup entrepreneur in Europe, you 
should be aware of the new AI regulation called AI Act. 
The new regulation was first announced by the European 
Commission in April 2021, after several rounds of iterations, 
and the Member States concluded their shared view on the 
regulation on December 6, 2022. Whether you’re working on 
some of the largest areas of AI investments such as health or 
financial services, or building AI applications for education 
or human resources, this upcoming regulation will likely have 
a significant impact on how your business operates and 
what your customers are expecting from you. In this article, 
I will discuss the impacts of the AI Act on European startups 
and how you can get ready for the new regulations

Still time for getting prepared
While AI Act is still in its preparation and not even finally 
approved, the expectation for final adoption is a question 
of months rather than years. As the next step, the European 
Parliament is expected to adopt its position early this year, 
allowing the final negotiations between the Council and the 
European Parliament to get started. Time will show how 
difficult or easy this process will be. However, even after its 
final approval—currently expected in 2023 by many—there 
will be a minimum of two years of the transition period before 
the regulation is finally fully in force. Startups will have plenty 
of time to adjust their operations.

While saying that, since its announcement in 2021, the 
regulative draft has already advised many larger enterprises 
on how they operationalize ethical AI principles. This way, 
the regulation has started to act as a standard-setting tool 
already before its full adaptation. Hopefully, with this article, 
I can inspire many European AI startups to take the same 
proactive measures for their benefit.

No need to panic
A recent study on the impacts of the AI Act on European 
startups conducted by various European startup centers 
and innovation ecosystems, raised some serious concerns 
about the impacts of the regulation on startups. As a 
European entrepreneur in the AI space, I find it very 
important that the impacts are carefully assessed via an 
active dialogue with the industry. The strongest message of 
the survey was namely the great need for more and more 
focused information: targeted information campaigns, 
best practice methods, and templates, case studies, 
consultations, coaching, etc. I trust this can also solve some 
of the misunderstandings referred to in the study too.

What can startups expect?
AI startups should first understand to what extent the AI 
products they develop or use fall under the scope of the AI 
Act. If you’re building products that are already required 
to go through safety certifications based on the sectoral 
regulations, for example, medical devices, your AI used 
in these systems is likely to face new requirements based 
on AI Act. In addition, startups building AI products to be 
used in biometric identification, management of critical 
infrastructure (digital infrastructure, road traffic, and 
supply of energy), education, HR, credit scoring, life, and 
health insurance, policing, immigration, justice, as well as 
AI products used for allocating essential public and private 
services, should expect to be impacted.
Startups in any of these high-risk domains can already 
orientate to taking steps to ensure that their systems 
are systematically governed to avoid potential risks 
to the health, safety, or fundamental rights of people.  

European startups: 
Get ready for the AI regulation 
Meeri Saatija, 
Co-Founder and CEO of Saidot, AI expert

4.3.7. Expert’s view

Meeri Saatija
Co-Founder and CEO of Saidot, AI expert

https://aai.frb.io/assets/files/AI-Act-Impact-Survey_Report_Dec12.2022.pdf
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More concretely this means startups should

• develop a risk management process to identify risks 
and mitigate them;

• apply appropriate data governance and management 
practices;

• producing technical documentation that enables 
evaluation of the system’s compliance;

• enable system monitoring through automated logs;
• ensure an appropriate and consistent level of accuracy, 

robustness, and cybersecurity;
• help users effectively oversee the system’s operation; 

as well as
• provide transparency so that users can understand and 

use the products confidently.

For a tiny startup on the rise, this can sound like a daunting task 
at first. According to a recent study on small and medium-
sized enterprises, data governance and risk management 
are seen as the two most difficult requirements to meet. 
However, it is important to note that some of these concerns 
may be due to a lack of understanding of the actual 
requirements. Many unrealistic requirements have already 
been revised and adjusted to reflect good practices. It is also 
important to remember that the requirements should be 
applied in a manner that is appropriate and proportionate to 
the intended purpose of the system, as stated in the AI Act. 
Support will certainly be needed in all areas, but there is no 
need to panic.

Tailoring for SMEs
But there are also a bunch of considerations by which 
startups have been specifically exempted to avoid any 
unnecessary regulative burden.

The specific obligations for the providers of general-purpose 
systems would not apply to micro, small and medium-sized 
enterprises. Microenterprises with fewer than ten employees 
and an annual turnover of less than 2 million euros are 
also exempt from the most costly obligation, the quality 
management system. These exemptions have received 
insufficient attention, given the significant regulatory relief 
they provide for SMEs.

In addition, SMEs can expect priority access to 
regulatory sandboxes, tailored training and awareness 
programs, specific communication channels specifically 
for small businesses’ questions about the regulation, 
and consideration of SMEs’ size and financial viability  
in penalties.

Finally, startups, like other providers of high-risk AI systems, 
will appreciate the opportunity to test their products in 
the real world without being bound by the requirements 
of the law. This maximum 12-month testing period will give 
startups the valuable opportunity to take their innovation 
from development to marketability and real-world testing 
while building full compliance on the way.
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4.3.8. Issues of net neutrality and a potential 
network fee

In late spring 2022, Thierry Breton, European Commissioner 
for the Internal Market, proposed changes to the division of 
digital infrastructure costs. Breton said that the European 
Commission should issue a proposal to obligate large 
enterprises that use digital infrastructure to contribute to the 
costs of telecommunications networks. This announcement 
followed the publication of a report commissioned by 
the European Telecommunications Network Operators’ 
Association (ETNO), representing European telecom 
operators, which claims that online platforms consume most 
of the internet network traffic capacity without contributing 
their “fair share” to the costs of that capacity.

The project is referred to by various names: the Gigabit 
Connectivity Infrastructure Act (CIA), the fair share project, 
the transportation fee, and the network usage fee. In simple 
terms, it would be a new way of sharing the costs of building 
network infrastructure, evoking the decade-old debate about 
the net neutrality principle that started in Europe in 2011.

Net neutrality, or an open internet, means that information 
on the internet should be transmitted impartially, without 
regard to content, destination, or source and that users 
should be able to decide what applications, services, and 
hardware they want to use. This means that Internet Service 
Providers (ISPs) cannot decide to prioritize or slow down 
access to certain applications or services, but they should 
treat all internet communication equally, offering users and 
online content providers consistent rates irrespective of 
content, website, platform, application, type of equipment, 
source address, destination address, or method of 
communication.

There are three well-known practices that infringe on 
these principles: 
• Fast Lanes: when users pay more for faster speed; 
• Zero-rating: when data usage from certain addresses is 

free; 
• Throttling: ISP slows data transfer in some parts of the 

network in comparison to other parts. 

In recognition of the detrimental effect that these practices 
can have on society, the economy, and innovation, many 
governments have instituted net neutrality rules, and the EU 
also delivered its related regulation in 2015. However, there 
have been a few, rather subtle attempts to avoid net neutrality 
via workarounds such as Telekom’s “Stream On” option. 
BEREC, the Body of European Regulators for Electronic 
Communications, publishes guidelines and manages 
their implementation. Globally, infringements against net 
neutrality are more common in areas without a mature digital 
infrastructure. 

More recently, net neutrality principles are again under the 
microscope. In December 2022, the EC consulted internally 
on whether to introduce an “infrastructure levy” on big 
platforms, such as Netflix, YouTube, or Instagram, to help 
fund infrastructure development in Europe, and there will be 
a public consultation on the issue in January or February. This 
approach is supported by many Internet Service Providers 
(ISPs) and telecoms companies. However, according to the 
European Consumer Organisation (BEUC), as well as a Letter 
by 50 MEPs, it could endanger the EU’s net neutrality rules, 
which state that ISPs must not restrict end-users’ ability to 
access online services. BEUC says that not only would end-
users/consumers find themselves with less diverse and more 
expensive products, but it would also distort competition to 
the detriment of smaller ISPs.

“It’s not plausible to force every content provider to 
pay an infrastructure levy: there are so many out there 
that it would be impossible to implement the fee. We 
are clearly talking about a proposal that would affect 
just the largest content providers. A threshold might 
mean that, say, the top 5-10 content providers would 
be contributing. In that situation, telco companies 
would have strong incentives to drive more traffic to 
those content providers who are already the most 
dominant online, rather than have content dispersed 
across many different providers. In my view, this 
undermines the objectives of net neutrality, risks 
harming telecoms competition by benefiting the 
largest telecoms companies the most, and could 
make it more difficult for smaller start-ups providing 
content services to emerge and gain traction.”

Zach Meyers,  
Research Fellow, the Centre for European Reform

The end of net neutrality would mean the end of a free and 
open internet, which is the foundation of innovation and 
economic growth. Allied for Startups believes that over 
the last few years, countless startups benefiting from an 
open and free internet provide their products and services 
to people all over the world, generating economic growth, 
meeting growing consumer needs worldwide, and increasing 
consumer choice at an unprecedented scale. As BEUC 
says, the potential introduction of a network fee requires an 
inclusive and comprehensive impact assessment and public 
consultation, as it might result in unintended consequences 
for startups or other market players, and that unfortunately 

even suggesting it creates uncertainty for smaller players.

https://ficom.fi/news/debate-over-the-division-of-the-costs-of-network-infrastructure/
https://etno.eu/downloads/reports/europes%20internet%20ecosystem.%20socio-economic%20benefits%20of%20a%20fairer%20balance%20between%20tech%20giants%20and%20telecom%20operators%20by%20axon%20for%20etno.pdf
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=celex%3A32015R2120
https://www.telekom.de/unterwegs/tarife-und-optionen/streamon
https://www.berec.europa.eu/en
https://www.beuc.eu/sites/default/files/2022-09/BEUC-X-2022-096_Connectivity_Infrastructure-and-the_open_internet.pdf
https://www.patrick-breyer.de/wp-content/uploads/2022/07/20220712_COM_Access-Fees-MEP-Letter_final3.pdf
https://www.patrick-breyer.de/wp-content/uploads/2022/07/20220712_COM_Access-Fees-MEP-Letter_final3.pdf
https://alliedforstartups.org/2022/12/19/why-is-net-neutrality-integral-to-a-global-startup-ecosystem/
https://www.beuc.eu/sites/default/files/2022-09/BEUC-X-2022-096_Connectivity_Infrastructure-and-the_open_internet.pdf
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4.4. The impact of EU regulations 
on startups, especially in CEE
Experts believe EU-level data-related laws, platform 
regulations, and upcoming proposals are generally 
fragmented and divergent, and as a result of the constant 
changes, very unpredictable. New laws usually impact 
startups in two ways. They unify and clarify the existing rules 
across the 27 European markets, which makes it easier for 
businesses to scale up and enter new geographies, or they 
create new compliance obligations, requiring human and 
financial resources. 

Beyond that, the GDPR shows that there are implementation 
troubles: companies are unable to meet all the rules, which 
can be overcomplicated, too costly, or full of administrative 
burdens, while national authorities tend to overlook certain 
instances of non-compliance, and the practical enforcement 
of already existing EU rules is missing. On the other hand, 
when the EU tries to take startups into consideration, experts 
fear that startups get into legislative boxes that might hinder 
growth. This means according to the AI Act Impact Survey 
Report that exceptions for SMEs do not help, as startups 
want to grow, and they need to consider compliance from the 
beginning if they do not want to redo all the work once they 
grow beyond a certain threshold.

Generally, there is a rather low awareness of EU data-
related, digital infrastructure and platform regulations among 
startups, and no monitoring of legislative changes. This is 
the case even in the Baltic countries, which provide best 
practices for startup ecosystems and legislators in many 
aspects. 

Even scaleups only monitor changes and upcoming 
legislation if that directly concerns their own field of work. 
László Kishonti, CEO of aiMotive, says he is not following the 
changes to EU data regulations, but has the right persons to 
do so, while Szabolcs Nagy, CEO of Turbine.AI says that EU 
data regulations are not currently of such importance for 
their scaleup that it would have appeared on his radar, but 
soon they will have to handle patient data for their research 
purposes directly, which will change the situation. They 
already have the necessary human and financial resources 
to manage such upcoming issues. Regarding the upcoming 
AI Act, 65 percent of startups (from a total of 113 companies) 
asked for the AI Act Impact Survey had been familiar with the 
legislation before they filled in the survey, and it was Poland 
where startuppers proved to be the least knowledgeable on 
the issue.

In terms of the impact of the GDPR, so far, it is an example 
of what happens when startups do not follow changing 
legislation while the EU regulates without keeping startups in 
mind: there was a rush of last-minute startup efforts before 
the GDPR entered into force, and it created significant 
burdens: the extra costs, extra bureaucracy, and the need 
to hire compliance personnel resulted in getting products or 
services to market in a longer time, longer delays in product 
changes, etc. According to Eline Chivot, Senior Adviser on 
Digital at the European People’s Party, the GDPR did not 
eventually damage Google and Facebook, who can afford 
lawyers and other experts, as much as it did small companies 
with fewer resources to spend on compliance.

A study conducted by researchers at the University of Oxford 
in 2022, measuring the impact of the GDPR on company 
profits and sales, shows that the exposed firms experienced 
an 8.1% reduction in profits in response to the enforcement of 
the GDPR in 2018, and they also experienced a significantly 
lower decline in sales of roughly 2.2%. Moreover, as another 
paper written by CEPR highlights, GDPR implementation 
raised entry barriers and caused a higher concentration in 
the web technologies market, leading to less competition and 
more consumer’s surplus depletion, as another recent survey 
confirms.

“The GDPR has been having a pretty big effect on us 
because the typical size of a GDPR questionnaire from 
a bank is 700 questions, which takes a couple of days 
to fill in, and it’s obviously a nuisance. In some cases, 
it can be two months to go through the imposed legal 
requirements, which you always pass. But just the 
obligations in the GDPR and the paperwork around 
it are quite slowing down the startup innovation. 
We don’t mind the obligations. As a team, we are a 
security scaleup, always concerned about security. 
We are very much for strictness. So, on the technical 
level, we get no issues. On the paperwork overhead 
it creates, that’s another story. So GDPR, I believe, 
would be made much more effective if we reduced the 
amount of time we spent on paperwork and increased 
the amount of time you actually spend on securing the 
data.”

Martin Rehak, 

CEO, Resistant.AI
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The estimated impact of the Data Act

The EU expects 270 billion EUR in additional GDP by 2028 
due to the Data Act, as clarifications as to who can create 
value from data, such as non-personal data stemming from 
connected infrastructures, might be accessible in an easier 
way. However, as Allied for Startups stated, European or 
national laws could limit the transfer of non-personal data 
to third countries, which might drive startups to move their 
business or research ventures outside the EU. Moreover, it 
would also create an uneven playing field by benefiting big 
and established players in the market, who have significantly 
more resources to spend on compliance and storing data 
within the European Union.

According to Chivot, preparedness and anticipation will 
be key, and all businesses should start including favorable 
provisions in their data-sharing contracts to have a stronger 
position when the Data Act becomes applicable, although 
it is unlikely that it will enter into force in 2023. Once 
approved, a twelve-month period is envisaged prior to the 
direct application of the Data Act, as in the case of other 
similar legislation, so companies should have the necessary 
implementations to be carried out in mind. This might mean 
additional auditing or conformity assessments, causing extra 
costs, extra bureaucracy, having to hire an extra (compliance) 
person, and delays to getting the product to market.

The estimated impact of DSA/DMA

 As the DMA actually targets the big players, the so-called 
gatekeepers, it should not affect startups in their everyday 
operations, although some startups and scaleups might have 
to keep in mind the size they expect to reach and be cautious 
about mergers and acquisitions. On the other hand, in the 
case of both the DMA and the DSA, the thresholds are points 
of concern because they may disincentivize startups from 
scaling in the EU.

The DSA will require more compliance and reporting work 
from the intermediary services, such as marketplaces, 
search engines, etc. First, they will have to report the number 
of active end users they have to the EC. If they get classified 
as big players, they will have to comply with the regulation 
by mid-2023; if they are smaller businesses, they have time 
until the beginning of 2024. Companies should determine 
now how they will have to change their internal structures, 
terms and conditions, as well as the way their services 
are offered, and initiate the corresponding processes. 
Furthermore, the EC stated in November 2022 that smaller 
platforms and start-ups would benefit from a reduced set of 
obligations, special exemptions from certain rules, and most 
crucial increased legal clarity and certainty for operating 
across the entire EU single market, although this may also 
disincentivize startups from scaling.

Legislation Awareness in Estonia, Lithuania, Latvia, and Hungary
Source:
Startup Hungary, Startup Report 2021, pp. 
112. // CIVITTA & Google: The Baltic Startup 
Scene Up-Close: Today’s Realities, Tomor-
row’s Possibilities, 2022

Note: The Hungarian responses include the following answers: I am up to date and aware of potential implications, I’m familiar with some 
details, I have heard of it. The Estonian, Lithuanian, Latvian responses include the responses: I have heard of it.

https://digital-strategy.ec.europa.eu/en/library/data-act-factsheet
https://alliedforstartups.org/2022/10/13/the-data-act-an-opportunity-to-unleash-startup-potential/
https://sifted.eu/articles/regulatory-inflation-new-policies-startups-2023/
https://ec.europa.eu/commission/presscorner/detail/en/IP_22_6906
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The estimated impact of the AI Act

According to the AI Act Impact Survey Report published in 
December 2022, 73% of the surveyed VCs expect that the AI 
Act will reduce or significantly reduce the competitiveness 
of European startups in AI, which are considered somewhat 
competitive at the moment. For high-risk AI systems, the 
additional requirements and obligations are a significant 
challenge for startups in terms of technical and organizational 
complexity and compliance cost. The document says that 
50% of AI Startups believe that the AI Act will slow down 
AI innovation in Europe, and 16% consider stopping the 
development of AI or relocating outside the EU.

“We are specifically afraid of the obligations of the 
high-risk systems, which says that such companies 
will be enlisted. And then there is a catch-all phrase 
saying that any system like the above can be added 
to the list at any time. What does that mean? Can we 
become regulated overnight as a high-risk system? 
Does this mean that we will have to shut down our 
operations in Europe for six months before we get 
some certifications? We get the production release 
every single day, a couple of times a day, most days. 

In some versions of the AI Act, basically, they would 
oblige us to go through a CE process for each of those 
releases. A pretty big cost of the regulation, and 
something that would actually stop cyber-resilience 
in Europe. We are worried about AI regulation, so 
we are looking at what can we do outside Europe. 
Because we may have to shut down the business in 
Europe if the worst happens - unlikely, but we are not 
sure.” 
Martin Rehak, 
CEO, Resistant.AI

Another issue might be funding for AI startups. According 
to the AI Act Impact Survey Report, VC investments might 
shift toward AI systems with a specific purpose, in low-risk 
applications, and to some extent, to non-AI startups and 
outside Europe.

On the cost side, the EC’s own Policy Impact Assessment 
states that the total aggregate cost of compliance  
is estimated to be between 100 million EUR and 500 million

EUR by 2025, corresponding to up to 4-5% of investment in 
high-risk AI. Verification costs could amount to another 2-5% 
of investment in high-risk AI. Businesses or public authorities 
that develop or use any AI applications not classified as 

-40%-60%- 20% 0%

major regulation increase after
hitting a revenue or market share

threshold

extra liabilityand hard to automate 
KYBC (Know Your Business Customer)

 obligations for marketplaces

repealing the Country of Origin
principle in the EU

(i.e. having to comply with local laws)

24-hour illegal content removal
 obligations, stay-down obligations,

and mandatory random checks

limitations or a full ban of
targeted online advertising

20% 40%6 0%
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-28 27 6

-15 25 10

-13 25 19

-9 25 16

moderate impact major impactno impact

What impact might upcoming platform regulations have on your startup?
% of all respondents, n=212

Source:
Startup Hungary, Startup Report 2021, pp. 114

EU AI act: a risk matrix

https://aai.frb.io/assets/files/AI-Act-Impact-Survey_Report_Dec12.2022.pdf
https://aai.frb.io/assets/files/AI-Act-Impact-Survey_Report_Dec12.2022.pdf
https://digital-strategy.ec.europa.eu/en/library/impact-assessment-regulation-artificial-intelligence


S TA R T U P S  A N D  T H E  E U

41

high-risk would not have to incur any costs. However, they 
could choose to adhere to voluntary codes of conduct to 
follow suitable requirements, and to ensure that their AI is 
trustworthy. In these cases, costs could be as high as those of 
high-risk applications, although they would most probably be 
lower. According to another report from the Center for Data 
Innovation, a small business (up to 50 employees/10 million 
EUR turnover) can expect total compliance costs of up to 
400,000 EUR for one high-risk AI product requiring a quality 
management system. The AI Act will cause a 40 percent 
reduction in profit for a European business with 10 million 
EUR turnover wanting to deploy a high-risk AI (excluding 
the cost of the AI system). The cost of obtaining an external 
conformity assessment can be up to 1 million EUR. These are 
significant costs for a startup or a scaleup.

“Regulate with less paperwork and fewer rules, 
simple and hard rules. There’s this very simple 
message: we don’t mind regulation. We don’t mind 
following something. It’s pretty easy for a company 
like ours. With our company culture, we will never do 
anything else with the data than what we promised 
to the customer. That’s our business. We need to be 
trustworthy. No problem with that, but why do we 
have to say it in 700 answers?” 

Martin Rehak, 
CEO, Resistant.AI

How big of a burden is it today or would it be in the future for your startup  
to comply with the following EU regulations? 

RESPONSES INCLUDE: “MAJOR ISSUE” + “ISSUE”

Hungary

Source:
Startup Hungary, Startup Report 2021, pp. 113 // 
CIVITTA & Google: The Baltic Startup Scene Up-Close: Today’s Realities, Tomorrow’s Possibilities, 2022

https://www2.datainnovation.org/2021-aia-costs.pdf
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Greater ease of doing business associated with higher level of entrepreneurship
Ease of doing business (0-100)

Foreign subsidiaries

The main responsibility of a national government is to create 
an environment where startups and businesses in general 
can be created and operated with ease. 
Making it easy to do business will always serve entrepreneurs. 
As the Global Entrepreneurship Monitor and World Bank 
Doing Business data clearly show, the ease of doing business 
is related to higher entrepreneurial activity.

The ease of doing business also plays a key role in the 
retention of entrepreneurs and startups in the country of 
origin. A disabling regulatory environment might lead to 
startups considering incorporating abroad or flipping their 
company post series A, a phenomenon very typical in Central 
Europe. 

According to Czech Startup Report 2019/2020, founders 
identify “business environment bureaucracy” as the most 
important problem in their ecosystem (54% of founders 
think that this is a key problem), whereas only 11 percent of 
respondents in Poland say that fast-changing and unclear 
regulations are the biggest barrier. In Hungary, 27 percent of 
responding startups incorporated abroad, and another 23 
percent think that they will inevitably have to flip the company 
to a foreign legal entity to grow.

5.1. General business environment

Source: 
World Bank Group, Doing Business 2020, Accessible here

Source: 
Startup Hungary, Startup Report 2021, pp. 85.

https://www.gemconsortium.org/file/open?fileId=50691
https://www.gemconsortium.org/file/open?fileId=50691
https://www.startupreport.cz/?lang=en
https://openknowledge.worldbank.org/bitstream/handle/10986/32436/9781464814402.pdf
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“It is in fact very easy to bypass a malfunctioning 
state administration for a startup. You can apply for 
Estonian e-residency, which allows you to start and 
manage a company online, in a fully transparent 
business environment. With Stripe Atlas, you can set 
up a US bank account in minutes, while Carta allows 
you to efficiently manage your cap table digitally. 
To do all the above might cost thousands of euros in 
Hungary, and you end up with a legal entity that no 
foreign investor will take seriously. There is a lot of 
competition out there for a state administration.” 
Csongor Bias, 

Managing Director at Startup Hungary

Certain methodologies make these national regulatory 
environments comparable based on objective criteria, such 
as World Bank’s Doing Business Report. 

As we can see in the chart above, Estonia, Latvia, and 
Lithuania rank in the top 20, whereas Central European 
countries rank between 40-52, with Poland leading the group, 
placed 40th on the Doing Business list. This definitely leaves 
room for improvement for Central European governments. 

To gain inspiration on how to move forward toward a more 
enabling business environment, it is worth looking at some 
of the characteristics that the economies ranked in the top 
20 tier share:

• Transparency of the regulatory environment

• Digitalization across administration in key areas related 
to businesses, such as business incorporation, tax filing, 
property transfers

• A very good entrepreneurial experience due to ease, 
intuitiveness, and quickness of administration

• Low cost to launch a company

• Intergovernmental coordination of efforts to push 
through the necessary regulatory changes. 

Although the Doing Business Report does not examine this 
dimension, rule of law and corruption also inevitably play 
a role in the overall quality of the business environment. 
When a VC invests in a company, they do not only look 
at the startup itself but also the jurisdiction and the 
macroeconomic environment of the company where the 
startup is incorporated. Challenges to the rule of law and a 
high level of corruption can contribute to investors staying 
away from certain geographies. 

To assess the level of corruption in Central European 
countries, Transparency International’s Corruption 
Perceptions Index (CPI) is the most comprehensive tool 
that measures the perceived corruption level in the public 
sector of participating countries, as seen by experts and 
businesspeople.

Business enabling environments according to WB’s Doing Business Report

Source: World Bank Group, Doing Business 2020, 
Accessible here.

https://www.e-resident.gov.ee/
https://stripe.com/en-hu/atlas
https://carta.com/
https://www.transparency.org/en/cpi/2021/
https://www.transparency.org/en/cpi/2021/
https://openknowledge.worldbank.org/bitstream/handle/10986/32436/9781464814402.pdf
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Corruption Perception Index  
CEE and Baltic countries with ranks and scores

According to the CPI Index, Denmark is perceived as the 
least corrupt country, while Estonia ranks thirteenth globally. 
Countries in the Central European region rank between  
42-73, Hungary scoring lowest on the index. 

Source: Transparency International, Corruption Perceptions Index, 2021, 
Accessible here. 

https://www.transparency.org/en/cpi/2021
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One of the most fundamental needs of a startup is to have a 
legal form readily available upon incorporation that serves its 
specific needs. 

“If you’re about to found a startup in Hungary and you 
speak with three different lawyers about what type 
of legal entity to establish, you’re likely to get three 
different answers: a Kft, a Zrt, or a UK Ltd. Why? For 
one, a Kft doesn’t support different classes of shares 
(ownership) and registered shares in a Zrt create 
administrative nightmares as new shareholders 
are added. This results in founders and lawyers 
performing acrobatic feats to create side agreements, 
‘share quotas’ and ‘phantom shares’ which attempt to 
overcome the limitations of Kft’s and Zrt’s. This is also 
a reason why so few employees at Hungarian startups 
are incentivized with equity.”

Jared Schrieber 
angel investor

It is therefore a policy priority in many ecosystems to create a 
special startup legal entity that offers a regulatory framework 
that is ideal for a high growth-potential company targeting 
global markets. Such a legal entity should:

• support different classes of shares that reflect 
shareholders’ different positions, for example based 
on the time they entered the company

• offer a separate taxation framework

• acknowledge the importance of human capital, which 
is the primary asset in the early stages of highly 
innovative companies. The basic capital of startup 
founders is their own knowledge, experience, and 
skills, but this kind of capital is especially difficult to 
value. Therefore, the initial capital of such an entity 
should be reduced to a sum close to zero. 

In the Central European region, such entities have been 
created in Poland and Slovakia in the past few years. 

In Poland, the so-called Simple Joint Stock Company is an 
option as a legal entity since July 2021. It is a new type of 
capital company created for startups, with many simplified 
rules, specifically created to strengthen the position 
of startups and increase their competitiveness. A key 
consideration was also to create a legal entity that might be 
attractive to founders from other geographies where there is 
no specific legal entity for startups. 

The requirement of initial capital is only 1 PLN (0.25 EUR).  
The framework allows founders to establish the company 
fully online for free, to vote online, do all corporate  
governance activities online, as well as sell and make 
transactions over the equity online. The governance  
structure is also simplified, there is no need for a supervisory 
board, only an executive board, and the framework also 
supports ESOP. Beyond all of the above, companies also 
enjoy taxation reliefs and fiscal incentives.

A Simple Joint Stock Company with similar features was 
established in Slovakia in 2017. The initial investment amount 
is only 1 EUR, the format allows shareholders to issue various 
share classes, and there are no limitations to the rights 
attached to shares. The format enables the issuance of 
employee shares and provides legal protection for standard 
investor tools in the shareholders’ agreement, such as drag-
along and tag-along rights, and a deadlock mechanism. The 
registration procedure for all these tools is also simplified, and 
tighter deadlines are applied, increasing the enforceability of 
the shareholders’ agreement.

In Hungary, a startup-friendly legal entity still remains to 
be created. As of today, there is no optimal legal form for 
startups in the Hungarian administrative framework. The so-
called limited-liability company, LLC is incomprehensible to 
any foreign VC, as it has nothing to do with the US C-Corp. 
Similarly to the German Gmbh, it does not have actual 
shares ownership, and it is managed through quotas, which 
adds to its being incomprehensible for investors. On top of 
all that, incorporating in the legal form of an LLC requires 
an approximately 7,500 EUR (3 million HUF) share capital, 
which creates a significant barrier to entry, and it is also 
incompatible with some of the fundamental instruments  
a startup will need, such as an employee stock option. 

5.2. A legal entity for startups

https://www.ecovis.com/poland/blog/a-simple-joint-stock-company-a-new-type-of-a-company/
https://bagrupp.com/simple-joint-stock-company-poland/
https://bagrupp.com/simple-joint-stock-company-poland/
https://www.kinstellar.com/locations/news-deals-insights/detail/4/404/new-corporate-form-in-slovakia-simple-joint-stock-company
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5.3. Comparative analysis  
of the regulatory environment  
for startups in CEE
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Trade Licence 
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documents
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www.checzinvest.org Very fragmented www.biznes.gov.pl www.slovensko.sk https://startupestonia.ee/

https://www.czechinvest.org/en/For-Investors/Doing-business-in-the-Czech-Republic/Setting-up-a-business
https://www.biznes.gov.pl/en/firma/doing-business-in-poland
https://www.slovensko.sk/en/life-situation/life-situation/_setting-up-a-company/
https://startupestonia.ee/
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None None

Tax relief for 
investors in  
VC funds and  
business angels None

Estonia:  
No corporate 
income tax on 
retained and 
reinvested profits, 
14-20% tax on 
distributed profits

5.4. National startup policies and 
their implementation

As already discussed above, the European Union is trying 
to harmonize and empower its national startup ecosystems 
through a set of recommendations called the Startup Nation 
Standards (SNS). The SNS gives a clear itinerary about the 
national measures needed to create an enabling policy and 
regulatory environment for startups, and this itinerary is 
widely accepted across EU member states: as of early 2023, 
24 EU member states have committed to SNS (including all 
CE countries except Hungary). 

The measures needed to create an enabling environment are 
well-known to all members states. The differences are rather 
on the implementation side, i.e. how much these governments 
are committed to pushing these changes through in their 
bureaucracy. 

https://startupestonia.ee/visa
https://www.ecovis.com/poland/blog/a-simple-joint-stock-company-a-new-type-of-a-company/
https://www.ecovis.com/poland/blog/a-simple-joint-stock-company-a-new-type-of-a-company/
https://pfrventures.pl/en/news/a-new-tax-relief-up-to-50-deduction-for-investors-in-vc-funds-and-business-angels.html
https://pfrventures.pl/en/news/a-new-tax-relief-up-to-50-deduction-for-investors-in-vc-funds-and-business-angels.html
https://pfrventures.pl/en/news/a-new-tax-relief-up-to-50-deduction-for-investors-in-vc-funds-and-business-angels.html
https://pfrventures.pl/en/news/a-new-tax-relief-up-to-50-deduction-for-investors-in-vc-funds-and-business-angels.html
https://investinestonia.com/business-in-estonia/taxation/corporate-income-tax/
https://investinestonia.com/business-in-estonia/taxation/corporate-income-tax/
https://investinestonia.com/business-in-estonia/taxation/corporate-income-tax/
https://investinestonia.com/business-in-estonia/taxation/corporate-income-tax/
https://investinestonia.com/business-in-estonia/taxation/corporate-income-tax/
https://investinestonia.com/business-in-estonia/taxation/corporate-income-tax/
https://investinestonia.com/business-in-estonia/taxation/corporate-income-tax/
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COMPARATIVE ANALYSIS  
OF THE POLICY ENVIRONMENT IN CE

CZECHIA HUNGARY POLAND SLOVAKIA ESTONIA 
(BENCHMARK)
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Czech Invest was 
established already 
in 1992, under the 
Ministry of Industry 
and Trade, with 
the aim to develop 
the country’s tech 
potential, develop 
the startup  
environment,  
support invest-
ments and assist 
Czech firms enter-
ing foreign markets. 
Czech Invest offers 
a broad range of 
support programs 
for startups, such 
as incubation, 
hackathons, events, 
competitions and 
a matchmaking 
platform. It has 13 
regional offices.

The Hungarian 
government cre-
ated the Express 
Innovation Agency 
in summer 2021 
with the vision for 
it to become the 
central information 
and ecosystem 
management hub 
for startups. 

“The Xi Agency 
promotes growth 
through valorization, 
incubation support 
and encourages 
reaching the next 
level of innovation 
via international 
contacts, and offers 
preparation for ac-
cessing European 
funding.”

PARP is responsible 
for the implemen-
tation of national 
and international 
programs related 
to creating a busi-
ness-friendly envi-
ronment in Poland, 
financed either from 
EU funds, or state 
budget. PARP offers 
several funds that 
specifically target 
entrepreneurs: it has 
several acceleration 
programs, it feeds 
foreign startups into 
the Polish ecosys-
tem through the Po-
land Prize, and offers 
financial investment 
for scale-ups.

The Agency was 
founded by the 
Ministry of Econo-
my and it has 
been supporting 
the development 
of Slovak SMEs 
for more than 
20 years. It has 
several initiatives 
specifically tar-
geted to the start-
up community.

Startup Estonia 
was created by the 
Estonian govern-
ment to “super-
charge the Estonian 
startup ecosystem”. 
Among others, its 
tasks are creating a 
startup community, 
creating a unified 
marketing strategy 
and messages, 
organizing impactful 
events, advocating 
for diversity in the 
ecosystem, educat-
ing local investors 
and attracting inter-
national investors, as 
well as working on an 
enabling regulatory 
environment.
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Currently in the 
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Start in Poland
Startup Estonia 
White Paper

https://www.czechinvest.org/
https://xiagency.hu/rolunk
https://xiagency.hu/rolunk
https://xiagency.hu/rolunk
https://en.parp.gov.pl/
https://en.parp.gov.pl/
https://en.parp.gov.pl/
https://www.sbagency.sk/
https://www.sbagency.sk/
http://Startup Estonia
https://www.spcr.cz/o-nas
https://www.spcr.cz/o-nas
https://www.spcr.cz/o-nas
https://www.spcr.cz/o-nas
https://www.startuphungary.io/
https://www.startuphungary.io/
https://www.startuphungary.io/
https://www.startuphungary.io/
https://www.startuphungary.io/
https://startuphub.pl/
https://startuphub.pl/
https://innovateslovakia.sk/en/
https://innovateslovakia.sk/en/
https://asutajad.ee/
https://asutajad.ee/
https://www.mpo.cz/assets/en/business/small-and-medium-sized-enterprises/studies-and-strategic-documents/2021/9/Strategy-to-support-SMEs-in-the-Czech-Republic-2021-2027.pdf
https://www.mpo.cz/assets/en/business/small-and-medium-sized-enterprises/studies-and-strategic-documents/2021/9/Strategy-to-support-SMEs-in-the-Czech-Republic-2021-2027.pdf
https://www.mpo.cz/assets/en/business/small-and-medium-sized-enterprises/studies-and-strategic-documents/2021/9/Strategy-to-support-SMEs-in-the-Czech-Republic-2021-2027.pdf
https://www.gov.pl/web/rozwoj-technologia/start-in-poland
https://media.voog.com/0000/0037/5345/files/Startup%20Estonia%20White%20Paper%202021-2027.pdf
https://media.voog.com/0000/0037/5345/files/Startup%20Estonia%20White%20Paper%202021-2027.pdf
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5.4.1. Hungary

In Hungary, the primary role of the national goverment in the 
ecosystem is concentrated on startup funding, whereas it 
plays a much lighter role in regulation. Government initiatives 
to carry out some much-needed changes in the regulation 
have existed for almost a decade, although these often fail  
due to problems with coordination among the ministries. 
Startup Hungary plays an important role as an  
intermediary between top-down and bottom-up efforts to 
create an enabling ecosystem. Based on the perceptions 
of startup founders, there is a long way ahead: according  
to Hungarian Startup Report 2021, only 13 percent of 
founders agree that “Hungarian company laws adapt to 
an agile culture, and regulations enable startups to thrive 
internationally”. 

Already in 2013, the Ministry of National Economy created 
the strategic document Runway Budapest 2020 - A Startup 
Credo, with the aim to “make Budapest the CEE region’s 
startup capital”. In 2016, Hungary’s Digital Startup Strategy 
was created. These policy documents listed a number of 
tools that would be highly necessary to elevate the Hungarian 
ecosystem and make it regionally and internationally 
competitive, such as ESOP, a special legal entity for startups, 
a startup visa, tax incentives for angel investments, etc.; 
however, none of these actually came through. That said, 
some progress was made based on these strategies, but not 
in the key areas listed above.

It is important to see that both of these strategies

• were preceded by roundtable discussions with 
representatives of the startup ecosystem, such as 
Startup Hungary, the key startup organization in the 
country,

• were preceded by detailed research and based on an 
understanding of international best practices,

• created a clear vision for the Hungarian startup 
ecosystem and identified the necessary tools to get 
there,

• based the strategy on an accurate understanding of the 
role of the state in the startup ecosystem: as a catalyst of 
growth, whose primary role is to break down any barriers 
in the way of startups. 

However, none of these strategies have been successful 
enough to achieve a breakthrough.

“Clearly, the government has always been and still 
is very open towards other ecosystem players and 
they are ready to cooperate. However, even if a great 
strategy is in place, implementation is key, and I think 
this is where the plan went wrong. We did not follow 
up on the recommended actions as much as we should 
have in order to push them through the bureaucracy.” 

Csongor Bias 
Managing Director at Startup Hungary

The Ministry of Innovation and Culture in Hungary is currently 
about to create a new startup strategy, reflecting on the 
needs of startups in different stages of the startup lifecycle, 
from evangelization and education through incubation, 
acceleration, go-to-market abroad, scaling, and exits. Based 
on the lessons of the previous strategies, the Ministry now 
aims to put as much effort into implementation and inter-
governmental cooperation as it does into strategy-making. 

 

“The Ministry of Culture and Innovation of Hungary 
set an important goal to shake up the Hungarian 
startup ecosystem and help make it more successful. 
Together with the important private players, we have 
defined the strategic areas where government policy 
can be helpful.

Obviously, these areas include regulatory, taxation, 
and education issues. We are in the fortunate situation 
that innovation and higher education is within our 
ministerial portfolio, but we have to cooperate with 
other ministries to create a regulatory environment 
that is conducive to a vibrant startup ecosystem.”

Laszlo Bodis 
Deputy State Secretary for Innovation

Inter-governmental cooperation and acknowledging the 
sensitivities of entrepreneurs will be key in energizing the 
Hungarian ecosystem. For example, abrupt changes in the 
taxation system certainly harm the interests of startups, as it 
happened when the so-called KATA (Fixed-Rate Tax of Low 
Tax-Bracket Enterprises) taxation system was wound up. 
More than 430,000 businesses and solo entrepreneurs had 
paid taxes under this scheme until July 2022, when just two 
days after its proposal, the Hungarian parliament accepted 
a new law that made most businesses no longer eligible for 
this preferential tax regime, and the law entered into force as 
soon as September 2022. The lack of consultation and the 
substantial changes to startup-related regulations that come 
out of the blue all create uncertainty. 

https://www.hrportal.hu/c/monster-start-up-fovarossa-tennek-budapestet-het-even-belul--.html%20Nemzeti%20Intelligens%20Szakosodasi%20Strategia
https://digitalisjoletprogram.hu/files/51/80/518082ba18acf5b5d4e582f2969d4501.pdf
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5.4.2. Slovakia 

In Slovakia, the economic performance of startups is 
bringing about a positive change in the policy environment. 

“The latest big exits and investments provide a 
legitimation for startups that pave the way for 
regulatory reform.”

Michal Kardos 
Executive Director, Slovak Alliance  
for Innovation Econonomy

Startups are becoming increasingly important for the 
government, and changes in the policy infrastructure are 
implemented to ensure the feasibility of the necessary 
measures. 

In 2021, one of the key conclusions of an OECD report about 
the Slovakian startup environment indicated that the country 
did not have a unified startup or SME strategy, or an inter-
ministerial coordinating body at that time. The Ministry of 
Economy published several documents containing elements 
of a startup policy, but it did not have enough power within 
the government to go forward with the measures and make 
substantial progress with their implementation. 

As a result, a new unit within the Prime Minister’s Office 
was established in 2021, which is responsible for the 
intergovernmental coordination of the Slovak innovation 
policy. The unit is led by the Chief Innovation Officer, a 
position now filled by Michaela Krskova. Krskova is in charge 
of implementing the innovation section of the country’s 
Recovery and Resilience Plan, a 6.3 billion EUR stimulus 
package provided by the EU, 21% of which supports the 
country’s digital transition, with an important role for startups. 

“It is important how much government officials 
understand the needs of startups. Ms. Krskova has 
first-hand experience with startups, she knows the 
ecosystem players and therefore our ecosystem 
relies heavily on her.” 
Michal Kardos 
Executive Director, Slovak Alliance  
for Innovation Econonomy

Krskova’s appointment is an important signal toward the 
ecosystem that policymakers want their voices to be heard. 
Krskova has a deep understanding of what startups need: 
she was the co-founder of the largest Slovak venture capital 
fund, Neulogy Ventures, as well as the co-founder of the 
Startup Awards, which have played an important role in 
the development of the Slovak startup ecosystem. She is 
a graduate of Princeton University. She has the full power 
to go forward with all the measures that are part of the new 
innovation strategy. 

The Slovak government is currently about to create its 
new innovation strategy, and it is using a very inclusive 
approach, relying on the experience and know-how of all 
important ecosystem players in the policy making process. 
First, they completed a round of mapping interviews with 
80 stakeholders, involving people from various ministries 
responsible for the startup agenda, academics, as well 
as people from business and NGOs. In mid-2022, they 
organized a two-day workshop called Innovation Festival 
with 150 key stakeholders on how to improve the startup 
ecosystem. The new National Innovation Strategy includes 
the key findings from these coordinated ecosystem talks. 
The most pressing issue is undoubtedly ESOP, and the 
government is in the process of preparing a legislation that 
makes ESOPs functional in Slovakia. This can be the first test 
of the efficiency of the new Slovak government’s framework 
for innovations.

5.4.3. Poland

In 2016, the Polish government created an important  
strategic document called Start in Poland. This document 
paved the way for many regulatory changes, and this was 
also the time when the Polish Development Fund was 
created, which has been the most important actor in the 
public financing of startups ever since. 

“In this strategic framework the cornerstones of 
a startup enabling environment were laid down. 
Exceeding the horizon of the year 2020, this 
framework still serves as a point of reference for 
Polish administration. Luckily it was formed already 
in 2016, because from 2020 events like COVID, the 
war, the energy crises, and the inflation made Polish 
authorities more focused on protecting the macro 
economy, not exactly designing new frameworks 
for startups. Right now the biggest task is to attract 
more venture capital investors to the market” 
 Maciej Sadowski, 
CEO, Startup Hub Poland

https://www.mhsr.sk/uploads/files/ccx8EHCr.pdf
https://spectator.sme.sk/c/23097910/the-recovery-plan-an-opportunity-to-bring-slovakia-closer-to-a-green-future.html
https://spectator.sme.sk/c/23097910/the-recovery-plan-an-opportunity-to-bring-slovakia-closer-to-a-green-future.html
https://www.gov.pl/web/rozwoj-technologia/start-in-poland
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Furthermore, according to several experts, a few years 
ago there was a very lively relationship between startup 
organizations and the government at a high level, but this 
conversation has died recently. However, due to the looming 
EU platform regulations, e.g. DMA and DSA, this dialogue 
will have to reopened, which presents a new opportunity for 
startups to reengage with policymakers.

Continuing the dialogue is all the more important, as many 
ecosystem players are waving red flags that the Polish 
regulatory environment is far from ideal for startups. 
According to the Polish Startups Report 2021, the vast 
majority of Polish startups think that excessive bureaucracy 
is a major regulatory barrier and that frequent changes in 
regulations are difficult to follow. 

In Poland, many different portfolios are involved in startup-
related policy issues, such as the Ministry of Finance, the 
Ministry of Development and Technology, the Ministry of 
Culture, and the Ministry of Digitalisation. Justyna Orlowska, 
the Prime Minister’s High Representative for Government 
Technology and the Minister of Education and Science’s 
High Representative for Digital Transformation is also an 
important player, as she regularly consults with startup 
organizations and involves Polish startups in governmental 
digitalization projects. 

Intergovernmental coordination of startups is not always 
functional, as shown by the issue of the simple joint stock 
company. 

“First of all, the implementation of the legislation 
took a few years. Not all the ministries that were 
involved had the same understanding about the 
importance of this legal entity for startups. 

Second, the original idea was to create a new type of 
company that simplifies the incorporation procedure 
for startups and also serves their specific needs. 
However, alongside all the simplification efforts, 
all the bureaucracy that was eventually involved 
in the process made the entire new legal vehicle 
so complicated that only very few companies have 
actually chosen this legal form to this day.”  
Tomasz Snazyk 
CEO, Startup Poland

The same is true for the recent tax reforms, which have 
brought about unexpected changes in the tech sector, 
negatively influencing the talent retention capacity of tech 
startups. On top of the already significant tax burdens, the 
Polish Deal was introduced in July 2022, bringing significant 
changes to business activity taxation. The target group was 
solo entrepreneurs, and since many IT experts are employed 
as solo entrepreneurs, tech companies were specifically 
hit by this new legislation, as the cost of employing solo 
entrepreneurs escalated. Due to the mass negative 
feedback, the government is now making revisions to this 
law. Looking at it from a higher perspective, the New Deal 
has compromised the stability of the law and the stability 
of the startup ecosystem in Poland. The new and sudden 
tax regulations did not leave enough room for maneuver for 
many tech companies, whose personnel costs skyrocketed 
due to the changes in taxation rules. This move was both 
risky at the company level, as many startups needed to fire 
people to keep up with their original business plans, as well 
as at the macroeconomic level, as investors are interested in 

predictable markets.
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https://startuppoland.org/wp-content/uploads/2021/12/Polish-Startups-Report-2021_final.pdf
https://www.pwc.pl/en/polish-deal.html
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5.4.4. Czechia 

Czechia has no specific policy dedicated specifically to 
startups. There is an SME policy (Strategic Plan for the 
Support of Small and Mid-size Businesses) for the period 
2021-2027, but there is no special mention in it whatsoever 
about startups. Beyond the SME policy, certain elements, 
ESOP for example, are present in the official government 
policy, although they are standalone measures and not part 
of an overall startup or innovation policy. 

In June 2022, Czech Founders published the State & Startup 
Report, in which they examine how startup founders see the 
role of national goverments in the startup ecosystem with the 
help of a survey. This report clearly shows that the majority 
of respondents think that the state has an undeniable role in 
creating a healthy regulatory environment: 68% were in favor 
of active state support, whereas only 1 out of 10 thought that 
state support corresponds to reality. 

In the government, there is an understanding of the 
importance of startups and innovation in general, but it is not 
a priority, especially not now, after Covid-19 and in the midst 
of the energy crisis, when all the mid-term plans are disrupted 
because politicians need to have their focus elsewhere. 

The key government portfolio responsible for startups  
is the Ministry of Industry and Trade, and CzechInvest, its 
investment and business development agency. CheczInvest 
plays an important role in sourcing information about 
the needs of startups and channeling requests towards  
the government in order to create a regulatory environment 
that is favorable for startups. 

The Ministry of Transportation is also heavily involved in 
innovation, although it is only dedicated to startups in the 
space technology area. ESA, the European Space Agency, 
made a special deal with the Czech government to set up 
an ESA Business Incubation Center, which is unique in the 
region, as all other ESA BICs are located in Western Europe, 
Spain and Portugal. CheczInvest played a key role in this deal 
as an intermediary. 

Another key player is the Ministry for Education, which has 
supported a bottom-up movement to include entrepreneurial 
skills in the national education program so that students can 
acquire more sophisticated business literacy during their 
general education. 

An inter-governmental coordination body, the Section for 
Science, Research and Innovations (SRI), was also established 
recently within the Office of the Government. The head of 

the Section has the rank of a deputy prime minister, which is  
a clear sign that the issue of innovation is regarded as a focus 
area. The Deputy Prime Minister for Science and Innovation 
is very keen about the topic of startups. The tendency to 
handle startup-related issues as cross-horizontal topics 
across ministries is expected to intensify. ESOP was also 
discussed recently in the R&D governmental working 
group, involving representatives from different ministries, 
technological agencies and private companies. 

However, fragmented efforts might not be enough to create 
a competitive, enabling environment for startups. 

“It is indispensable for the government to create 
a policy document related to startups, involving 
all relevant ministries. In case there is no policy, 
ministries do not have a point of reference to 
implement or even bother to investigate the 
feasibility of certain measures that can help 
startups.”  
Marketa Prenosilova, Chairwoman of the 
Presidency Board, ESNA & Advisor, CzechInvest

All important startup organizations, namely CzechInvest, 
Czech Founders, Czech Business Angels Association, and 
the Czech Private Equity and Venture Capital Organization, 
agree that the Startup Nation Standards is an important 
point of reference, and that this is what the national SME 
policy should be based on. 

According to Petr Kopecek from CzechInvest, it is also key to 
set up an agency to focus exclusively on the startup agenda, 
similarly to Startup Estonia. This agency should be running 
under the government and have the mandate to cooperate 
with all the ministries. At the moment, CzechInvest fills this 
role, but in order to achieve a breakthrough, this agency 
needs to have an agenda that is exclusively focused on 
startups, whereas CzechInvest’s agenda involves many  
other areas of responsibility as well. 

 

https://www.mpo.cz/assets/en/business/small-and-medium-sized-enterprises/studies-and-strategic-documents/2021/9/Strategy-to-support-SMEs-in-the-Czech-Republic-2021-2027.pdf
https://www.slideshare.net/VitHorky/startupy-a-stt-report-czech-founderspdf
https://www.slideshare.net/VitHorky/startupy-a-stt-report-czech-founderspdf
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The performance of startups has an effect on policy-
making in a number of ways:

• Successful startups convince decision-makers that it is 
worth investing in startups and the ecosystem. 

• Founders with international growth experience can 
cycle back their know-how into the national ecosystem 
of their home country and advise policymakers through 
startup advocacy organizations.

In this chapter we examine how bottom-up initiatives can 
make an impact on national policy environments for startups.

5.5.1. The importance of success stories  
and unicorns

As we have already seen, the CEE region is experiencing 
enormous growth in terms of the number of unicorns, with the 
number of unicorns more than having doubled between late 
2020 and late 2022, from 21 to 44+. Unicorns are not only 
important in terms of the economic value they create but also 
due to their legacy regarding the entire startup ecosystem 
and policy environment. 

“Even if they flip, establishing a foreign legal 
entity that allows them to grow, usually they keep 
a significant presence in the founders’ country of 
origin. This connection is extremely important, 
as it allows founders to bring back a significant 
economic and intellectual value to their home 
country. Therefore, one 1 billion USD company is 
worth much more for an ecosystem than ten 100 
million USD companies. Founders and employees 
gain lots of experience that they can cycle back into 
the ecosystem. This is what we saw in the case of 
Skype in Estonia and UIPath in Romania. The birth 
of a unicorn (or decacorn) also generates a number 
of angel investors for the ecosystem, who will then 
invest their money with greater value added in every 
consecutive loop. Their investments will have a 
growing reproductive capacity.”

Csongor Bias 
Managing Director at Startup Hungary

“The legacy of unicorns is huge in the startup 
community. They are a source of inspiration, making 
people believe that it’s possible. If Rohlik did it, you 
can actually do it, too. They put the country on the 
map, attract investors and attention in general, and 
motivate other founders to aim high and go global.”

Jirina Dunkova,  
Operations Manager, Czech Founders

Putting effort into establishing an ecosystem that supports 
the growth of unicorns should be an important policy 
priority due to the flywheel effect the first unicorns create.  
The flywheel effect was coined by Jim Collins in his book 
Good to Great. His idea is that great transformations take 
a lot of coordinated action to happen. No single miracle will 
help, the entire ecosystem needs to join forces to slowly 
make the giant steel flywheel turn and build momentum. 
Once the wheel starts moving, it will need much less effort to 
stay in motion.  

5.5.2. The responsibility of founders towards 
their home country’s ecosystem

Policy makers are not necessarily experts in startups and 
entrepreneurship, but in an optimal scenario, they source 
the information they can rely on from founders and other 
ecosystem experts. In exchange, founders and ecosystem 
experts need to be loud enough to make their voices heard. 

A very good example of the enormous influence even a 
single startup founder can have on an entire ecosystem 
is the Estonian Martin Villig, co-founder of Bolt, the leading 
European mobility app. Martin invests much of his time and 
energy into the development of the Estonian ecosystem, on 
several levels:

• he mentors 1-2 new entrepreneurs each week

• he is Co-founder and President of the Estonian Founders’ 
Society

• he is the curator of the Estonian Startups Funding 
database and the Estonian Startups Headcount 
Spreadsheet

• he has a 30+ angel investment portfolio

• he is also behind the Good Deed Education Fund, 
supporting projects that address acute problems in the 
Estonian education sector.

Similar investments into the national ecosystems are still to 
be seen in CE countries.

5.5. The bottom-up effect  
on national policymaking

https://6645497.fs1.hubspotusercontent-na1.net/hubfs/6645497/DealroomGoogleAtomico-CEE-report-2022.pdf?utm_campaign=Reports%20Downloads%20Nurture&utm_medium=email&_hsmi=232365146&_hsenc=p2ANqtz--45PxKU4936CSo9QUVKIuMgffS41pARbAZqlJzt5FZ1Jg27NUCnOkhQVhnEIoS4zTqQJTCucL5S9rA7eqtXgkjWr8GBuchE5Cu7osExx22CmRH9jQ&utm_content=232365146&utm_source=hs_automation
https://asutajad.ee/
https://asutajad.ee/
https://docs.google.com/spreadsheets/d/1csgtaNSl949AumfOBhwhD_S-o7wc1UIhKZdWUS4Vy-Q/edit#gid=5%20spreadsheet
https://docs.google.com/spreadsheets/d/1csgtaNSl949AumfOBhwhD_S-o7wc1UIhKZdWUS4Vy-Q/edit#gid=5%20spreadsheet
https://docs.google.com/spreadsheets/d/1ILroxgbQaf6vmSQiqgEM9gOdJOBOKONCJl-3E1XyC6A/edit#gid=815924237
https://docs.google.com/spreadsheets/d/1ILroxgbQaf6vmSQiqgEM9gOdJOBOKONCJl-3E1XyC6A/edit#gid=815924237
https://www.heategu.ee/educationfund
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5.5.3. The role of founder-led advocacy groups

Founder-led advocacy groups are already present in Central 
European countries, although their visibility within the 
respective ecosystem differs.

In Hungary, Startup Hungary, a startup organization 
founded by successfully exited startup founders, plays an 
important role, with a broad profile in supporting startups: 
the organization publishes important research, such as 
the Startup Hungary Report, on an annual basis, organizes 
events that cultivate entrepreneurship, works closely with 
government entities to enhance an enabling regulatory 
environment, connects the ecosystem with international 
networks, organizes large conferences, and plays an active 
role in Allied for Startups, the European Startup Network, 
and other international startup advocacy groups. In Czechia, 
a similar organization is Czech Founders, an organization 
founded in 2019 with a startup advocacy profile, which is 
now also broadening its activity as a VC fund. However, 
ecosystem projects are usually still initiated by sole founders 
in Czechia rather than through organizations. In Poland, 
Startup Poland is the primary ecosystem organization, 
which has strong ties to both the Polish government and the 
European Commission. Other organizations in Poland include 
ZPP (Union of Entrepreneurs and Employers) and the Polish 
Business Confederation Lewiatan, which skillfully coordinate 
their work with Startup Poland. When startup-related 
draft legislations are prepared, these entities discuss their 
stance in the format of a workshop and give joint feedback 
to the government. In Slovakia, SAPIE (Slovak Alliance for 
Innovation Economy) unites 150 innovative companies and 
provides a platform for policy debate. 

5.5.4. The two key ingredients of advocacy 
group activities for policy success 

The efficiency of startup advocacy organizations clearly 
depends on their visibility towards the government and 
policymakers. Based on the examples of the Estonian and 
Lithuanian startup ecosystems, there are two key factors 
that make or break advocacy groups: the number of entry 
points towards the government and hard data about the 
performance of startups and their effect on the national 
economy.

5.5.4.1. Entry points towards the government

In any state administration, no single government portfolio 
can cover all the regulatory issues related to startups. Even 

if there is a ministry that is primarily responsible for startups, 
innovation, and entrepreneurship, other portfolios, such as 
justice, internal affairs, or tax also play a role when creating 
and implementing important legislation. 

It is therefore important that startup advocacy groups build 
bridges towards all relevant government entities. 

If these bridges are created, and advocacy groups invest 
in sensitizing all necessary stakeholders towards the 
legislative measures startups need, it is not the coordinating 
ministries that need to get the buy-in from all other entities, 
which might save a lot of time and reduces the risk of failure 
in strategy implementation.

5.5.4.2. Hard data supporting the agenda of advocacy 
groups

The growth of the economy is of primary interest to 
any politician. Therefore, the easiest way to convince 
governments to stand up for the cause of startups is to show 
them hard facts about how startups contribute to the growth 
of the national economy. 

Best practices from Estonia and Lithuania show that this is a 
winning strategy. For example, Estonian founder Martion Villig 
initiated the creation of the Estonian Startups Funding, Exits 
and Failures since 2005 database based on crowdsourced 
data. 

To make the ecosystem measurable, the key founders’ 
association in Lithuania, Unicorns Lithuania has created 
a database based on open-source data from national 
registries. The database shows the number of employees in 
startups and the taxes paid to the national budget that come 
from startups, and it is therefore a real-time account of the 
aggregate performance of startups based in Lithuania. 

Following the Baltic example, InnovateSlovakia recently 
created a startup database as well, with the intention of 
helping both entrepreneurs and policymakers with fact-
based decision making. The excel sheet  was created based 
on the example of the Estonian crowdsourced factsheet. 

Czech Founders has also created a crowdsourced data table 
of Czech technology startups, providing information about 
investment rounds, exits, ticket sizes, top investors, as well as 
the growth of the number of startups in Czechia. 

In Hungary, Startup Hungary’s annual Startup Report collects 
valuable information about startups. 

https://www.startuphungary.io/
https://alliedforstartups.org/
https://europeanstartupnetwork.eu/
https://startuppoland.org/en/
https://zpp.net.pl/en/projekty/agenda-for-poland/
https://lewiatan.org/en/about-us/
https://sapie.sk/about
https://docs.google.com/spreadsheets/d/1csgtaNSl949AumfOBhwhD_S-o7wc1UIhKZdWUS4Vy-Q/edit#gid=5%20spreadsheet
https://docs.google.com/spreadsheets/d/1csgtaNSl949AumfOBhwhD_S-o7wc1UIhKZdWUS4Vy-Q/edit#gid=5%20spreadsheet
https://www.startuplithuania.com/startup/
https://innovateslovakia.sk/en/
https://docs.google.com/spreadsheets/d/1a3WYqCNA3PnQ9Gx2UbSigO-jipNxR0BmaGkHCdwHYXg/edit#gid=0
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5.6. Interview with Inga Langaite, 
CEO at Unicorns Lithuania

Unicorns Lithuania is Lithuania’s startup founder association, 
bringing together more than 70 technology startups, 
which altogether account for more than half of the sector’s 
workforce. The association has a clear vision: to make the 
country “the best place in the world for startup unicorns”. 
To achieve this vision, Unicorns Lithuania also follows a 
strategic goal: to grow the ecosystem three times by 2025 
compared to 2020. They have also created a database that 
provides for the real-time measurability of the ecosystem. 
There is a lot to learn from them, and Inga Langaite, CEO 
of Unicorns Lithuania, talks about their strategies and 
processes in detail in this interview.

How would you characterize the Lithuanian startup 
ecosystem in general?

Before 2020, the Lithuanian startup ecosystem already 
showed signs of a big growth potential. This potential was 
catalyzed by the pandemic, when Lithunian startups made 
record numbers in investments attracted and taxes paid to 
state budget, together with the number of employees and 
salaries paid.

Today, the ecosystem is still booming, in spite of the 
geopolitical situation and global recession. Many 
international investors who come to Lithuania agree 
that the country is a hidden gem and that this is the place  
they want to be. 

Of course, Lithuania being a very small country with 2.8 
million inhabitants, the ecosystem is still facing challenges. 
We always compare ourselves to Estonia, which is known 
worldwide for its startup ecosystem. Being Estonian is a 
door opener for many founders who go to market abroad. It 
is still a challenge for us to build up the necessary visibility 
for Lithuania and especially Vilnius, the capital, but we are 
on track.

Who are the key players in this ecosystem?

The biggest startups are the most important, as this is what 
investors look at the most. For an investor it is always high 
risk to explore a new ecosystem as they are not aware of the 
regulatory environment and local business practices. If an 
international investor enters the country through investing 
in a single startup, it is almost sure that it will open the 
door for them to the entire ecosystem. Lithuania is a very 
small country where everyone knows everyone. Positive 
experience with an initial investment will eventually lead to 
more investment. 

Beyond founders and investors, government institutions  
can also do a lot for the ecosystem by making massive PR and 
communication efforts to make Lithuania be known as a strong 
ecosystem worldwide. For example, there is a dedicated 
governmental budget to support the proper participation 
of the national ecosystem at key international events,  
such as WebSummit and Slush. These events help  
a lot to increase our international visibility. For five years now, 
we have StartupFair, an important local event organized by 
Startup Lithuania, the government agency dedicated to 
startups. There is much talk about transforming this local 
event into a conference of international significance, like 
Slush in Helsinki or Latitude in Tallinn. However, to do that, 
the government needs to transfer the rights to a private 
organizer, which actually it is willing to do. 

What is the relationship between the government and 
startup organizations like? 

For a couple of years now, we have a government that is 
listening to startups and willing to make changes to serve 
their interest. And they want systematic and long-term 
changes. That’s also very important.

“Inga, what’s your wishlist?”

Inga Langaite 
CEO at Unicorns Lithuania
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The case of startups is important for the government at 
the highest level. I, as the CEO of Unicorns Lithuania, have 
direct contact with the top political decision-makers. The 
current government coalition is made up of progressive 
politicians, who are by nature willing to cooperate with 
progressive businesses. As an example, Minister of Economy 
and Innovation Aušrinė Armonaitėis from the Liberal Party 
really tries to reduce redundant bureaucratic procedures. 
Beyond the Ministry of Economy and Innovation, we also 
have good relations with other important ministries, such 
as the Ministry of Finance, Ministry of Social Security and 
Labour, Ministry of Education, Science and Sport, and also 
the Office of the Prime Minister. And it’s not only that they 
listen to us. They also pro-actively approach us because 
they know that we are not pointing fingers at what’s wrong 
and what needs to be improved, instead we are inviting them 
to start a conversation about how to mobilize and encourage 
startups and the public to build the future of Lithuania - a 
successful modern country based on a high value-added 
economy. 

Why do you think the government invests  
so much in startups?

Clearly, they understand that if they want to make them 
stay in the country and decrease the amount of relocating 
startups, they have to create a favorable regulatory 
environment. 

We are not complaining, as other institutions representing 
business interests may be doing, but try to initiate and 
maintain an effective dialogue between the government 
and startups that creates value for everyone involved. This 
fruitful dialogue allows us to achieve tangible regulatory 
reforms. 

Our association is only 1.5 years old, but there has been a 
lot of advancement. For example, a year ago we initiated 
changes in enterprise law to favor startups. The legislation 
passed in parliament this November, liberalizing share 
classes, allowing for board meetings online, and convertible 
bonds. By fixing the regulation of preference shares, we 
have reduced the incentives for high-growth startups to 
move to jurisdictions with more liberal regulation. A more 
flexible pricing of convertible bonds creates the conditions 
for investors to more accurately determine the value of a 
startup. This is a huge achievement for the community, and 
we did it in a single year. 

Similarly, there is now progress underway in the field of 
stock options, and 2023 is going to be the year when stock 
option agreements in Lithuania will start being implemented. 
Three years have finally passed after the approval of a new 
tax regime. The tax regime applicable to stock options, 
also known as option contracts, took effect in 2020, after 
expanding Article 17 of the Law on Personal Income Tax by 
appending the following under non-taxable income: “benefits 
received by an employee from the employer, or a person 
related thereto, in accordance with an option contract 
following the purchase of shares at their full or discounted 
price, if the purchase of said shares was made no earlier 
than 3 years after the bestowal of the right to conclude an 
option contract”. However, since the Government is still 
revising its interpretation of what a stock option even is, and 
as long as this concept remains an obscure one in Lithuania, 
this same obscurity is obviously going to apply to its taxation 
under different scenarios.
 
What does your association do  
to increase governmental and societal buy-in?

As an association, we communicate a lot about the 
importance of the startup ecosystem for the national 
economy both in mass and social media. We are spreading 
the message that startups serve our growth. And even if 
the biggest ones relocate, their main office stays, they hire 
employees, and pay taxes here.  And the easier we make it 
for startups, the more money they will bring to the budget. 

We are looking for opportunities to work with the media to 
increase visibility and to convince decision makers. 
The weight of the sector is clearly growing, and we have built 
sustainable relationships with the main media outlets. Some 
topics are relevant not only to the startup community but 
also to the people who work in the sector, to investors, and 
ultimately, to the country itself. This is how we brought the 
issue of share classes in front of the public. We contacted 
journalists and onboarded them on the situation, and we 
recommended them startup founders they could interview. 
Increased public attention has made a big shift in the 
understanding of how important this issue is for the national 
economy. 

And there is one more important element to this. What we 
bring is a mindset change and a cultural change. We are 
different from traditional business associations because 
we do not cry publicly as others do, we do not complain or 
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require funding from the budget, or compensation for high 
energy prices. We talk a lot about how happy we are to pay 
taxes. In our society, there is still a stigma on entrepreneurs. 
Many think that if you are businessman, you must be corrupt, 
as it is impossible to earn money in a fair way. To break this 
stereotype, it is important to talk about what we, startups 
bring to the table and not about what we would like to take 
from the state budget. Sometimes, during an economic 
boom, it is more convenient for traditional businesses to use 
their profits for their own needs and ask for compensation 
from the state during a recession. We think that as a 
business, you have to deal with your own risks. Therefore, 
we do not ask for reliefs and discounts. This is a change of 
paradigm, and it resonates well both with politicians and 
Lithuanian society. 

What role do founders play in your association?

There have not been many big exits so far in our ecosystem, 
therefore our founders are usually very busy with day-to-day 
operations and have serious time constraints. Still, they are 
always there and brave enough to speak up when we have to 
discuss the big issues. 

There is also a great amount of knowledge sharing going on. 
We have a format called “Off the record”, where founders 
share confidential insights with each other. There is a high 
level of trust, which enables sharing. 

Does your ecosystem have any KPIs? What are you 
trying to achieve?

Sure, it is always useful to have a goal in your mind that helps 
you see the daily steps you need to take. 
The Association’s KPI is to triple the ecosystem by 2025, 
compared to 2020, in the dimensions of the number of 
startups, people working in startups, and the taxes paid by 
startups. 

How do you measure these KPIs? 

We use a lot of numbers and statistics to support our case. We 
have created a database with open data about our startups, 
which we analyze every quarter. The data is open source, it 
comes from the official business and social security registry, 
and the tax agency. The fact that the economic output of our 
ecosystem is measurable helps a lot to ensure government 
and public opinion buy-in. 

So the number of unicorns is not a KPI, right? 

No, because unicorns are outcomes of a booming 
ecosystem and not the goal itself. Not only unicorns but all 
other companies add value to the ecosystem. The number of 
unicorns is a popular topic, a good conversation starter, but 
we have to be aware that the birth of a single unicorn does 
not necessarily reflect the strength of the entire national 
ecosystem. 
I am convinced, based on what I see in Estonia or Israel, that 
we need to have a huge number of successes and exits, 
and money and talent flowing back to the ecosystem. When 
this spiral starts moving, it will organically result in the birth 
of new unicorns. Various studies show that we do have the 
potential in Lithuania and are moving in a positive direction.

The importance of companies developing innovative and 
globally competitive, high-value-added products will remain 
undiminished. For this reason, I would advise people not to 
be afraid to start businesses, to dream big, and to embrace 
making mistakes – without neglecting any of the necessary 
precautions, of course. On the other hand, learning from 
these mistakes must be quick, and people should make 
peace with the fact that it’s going to be hard. Businesses 
today are increasingly focusing on a more rational and 
moderate approach to growth, profitability, and creating 
real value. We shouldn’t give up our long-term vision and the 
courage to try different things.
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5.7. Interview with Eve Peeterson, 
Head of Startup Estonia

Startup Estonia is the governmental agency with the task to 
supercharge the Estonian startup ecosystem. According to 
Atomico’s recent report, Estonia is again leading in the EU 
in terms of investment per capita, number of startups and 
unicorns. What kind of processes led to such a flourishing 
startup ecosystem? We asked Eve Peeterson, head of 
Startup Estonia.

What do you think makes the Estonian startup 
ecosystem unique? 

It’s a combination of different things. First of all, the 
mindset. Starting from the nineties, there was a common 
understanding that digitalization is the only way to make 
the nation more potent than what its size suggests. IT and 
technology is still seen as our key resource.  
Secondly, there was a generation of startup entrepreneurs 
who made a significant initial impact on the ecosystem. Those 
who participated in building up Skype, acquired international 
know-how in a fast-growing company. When Skype was sold, 
many entrepreneurs founded new companies. This way, 
unicorns produce an important spillover effect. 
Thirdly, after the Skype exit and first success stories, 
government officials understood that there is a need for 
regulatory measures to make this type of entrepreneurship 
work on a bigger scale. The activities of Startups Estonia 
already started in 2011-2012, sharing the know-how on how 
to build international teams. 
Finally, ten years ago there were no private funds, so the 
government needed to take the first step. The government 
made the first direct investments into startup companies to 
increase the level of trust and make the country attractive 
for private funds. 
So altogether, it was a combination of developing the capital 
market, startup services and the emergence of global-
minded entrepreneurs that made this success story happen. 

Who are the key players in this ecosystem?

Today, the state still invests into startups although not 
directly but through a fund of funds. 
The government is very careful not to overfund and to only 
invest in areas with big global potential. If the government 
identifies an area in which the private market is interested 
but not willing to take the risk alone, it jump in. But the 
government never invests alone, only together with private 
capital, and only until the market regulates itself. Then it pulls 
out. This is a very important principal on the capital market. 
We are a new democracy, with very little money, so we have 
to use every euro wisely. 

What is the process of cooperation between the 
national government and startups like? 

If there is a European new law or regulation, there is a period 
when the law proposal is sent to stakeholders for review. 
Although not every feedback is taken into account, but there 
is definitely a sense of partnership. 
One of the tasks of Startup Estonia is to monitor if regulations 
are favorable for the startup economy. In Estonia, the two 
hundred most successful startup founders are united in a 
startup founders society. If they find something problematic, 
they report it back to Startup Estonia. Also, we have regular 
roundtable discussions with the participation of the prime 
minister or her representatives, the VC association, business 
angels, ministry officials and law firms. We come together, 
propose what is wrong and why, and suggest modifications. 
It takes time to change a law, but it has already been done 
several times. 
For example, as the startup economy is maturing, many 
startups are passing the 10 year threshold that the regulation 
for startup visa allows. A new regulation is necessary for a 
scaleup visa. This is a problem that the startup community 
identified and now the regulation will address.
 

Eve Peeterson 
Head of Startup Estonia
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How do you get the governmental buy-in for the case 
of startups? 

First of all, we collect data about the startup sector. We 
know exactly how much tax they are bringing and based on 
this argument we can initiate fruitful discussions. Creating 
such a database is clearly the responsibility of startup 
organizations. 
Second of all, it is important that politicians see the potential 
in startups. Our current government sees economic 
progress as the foundation of the country’s development. 
This kind of mindset is key. Kaja Kallas, our prime minister is 
very much aware that even during the turbulence of inflation 
and war, the only sector that produces 30-40 % growth a 
year is the startup sector. She is specifically talking about 
Estonia as a startup country, so the case of startups is high 
on her agenda. 

What is the strategic document that guides the 
government’s and Startup Estonia’s activities? 

We work based on a document issued by the Ministry of 
Economic Affairs and Communication that governs our 
activities for a period of seven years. This document is 
the result of both a top down and bottom up effort. The 
startup community has multiple entry points towards the 
government, they have strong ties with the Ministry of Interior, 
Ministry of Foreign Affairs and other portfolios. However, the 
Ministry of Economic Affairs is the coordinating ministry and 
it also lobbies within the government for the case of startups. 

Which are the organizations that facilitate the dialogue 
between the government and startups?
 
Startup Estonia is part of the Estonian Business and 
Innovation Agency. We are a recognized body that sits 
between the private sector and the government.
Apart from Startup Estonia, the Information Technology 
Companies’ cluster also plays an important role. Traditionally 
they represented more mature IT and telecom companies, 
but now there is a growing overlap in terms of important 
issues, such as a vision for the country, employment laws, 
and talent. 

What are the KPIs of your startup ecosystem?
 
The KPIs are set in our strategic document, and they are 
very quantifiable. For example, for the current 7-year period 
that ends in 2023, we need to have issued 3900 startup 
visas, make sure that there is at least three companies that 
have brought in a new breakthrough discovery, have 10 000 
companies gained help through Startup Estonia’s programs 
and have 120 active support organisations in the ecosystem. 
By 2023 there needs to be 5 companies that have been 
able to raise EUR 1 million on their own after being through 
Startup Estonia’s acceleration program.

What are the obstacles that the Estonian startup 
ecosystem is facing at the moment? 

We need to improve our share option regulation, because 
it is very vague. We also need to handle the challenges that 
technology transfer poses. Universities in Estonia are very 
independent, and they do not want to loose their scientists to 
entrepreneurship. We have to find out how higher education 
can work with entrepreneurship rather than compete with it. 
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According to the European Commission’s research on 
entrepreneurial attitudes, 37% of those surveyed would 
like to be their own boss, while in reality, only 10% are. It is a 
truism that education can provide the knowledge needed to 
succeed in life, but can the guts, risk-taking, and willingness 
to make a difference really be instilled in the classroom? This 
chapter focuses on the issues and options for developing 
entrepreneurial talent in the Central European region.

Innovation as a value and as a human resource
The Czech Republic, Hungary, Slovakia, and Poland are 
all post-socialist countries, where entrepreneurship was 
associated with illegality or semi-legality in the 1970s and 
1980s, and with the meaning of profiteering, speculation, 
and getting rich quickly and questionably in the decade 
after the change of regime. “The last time Hungary was 
featured in the Global Entrepreneurship Monitor - the 
leading annual entrepreneurship ecosystem report - was 
in its 2016/17, which showed that entrepreneurs hold very 
low social status in Hungary (3.75 out of 9, dropping to 2 
in 2018), ranking us #61 in the surveyed 65 ecosystems that 
year.” (Andrea Kozma, Hungarian Startup Report 2021). 
This Hungarian example also applies to the three other 
countries: becoming an entrepreneur in the countries of the 
region is not simply a difficult path today, as it is in Western 
Europe or overseas, but in addition to the personal and 

professional obstacles, there is also a social stigma at the 
macro level and a lack of supportive environment at the 
micro level, especially from the older generation (parents 
and teachers).
However, with the emergence of startups, this seems to 
be easing (interestingly, the word ‘startup’ has a much 
less pejorative linguistic connotation compared to  
‘entrepreneur’). A number of studies and surveys show 
that while there is a growing demand from the younger 
generation for schools to address skills such as 
creativity, strategic thinking, and risk-taking, a significant 
proportion of teachers and parents still do not consider 
entrepreneurship education a priority. This is the case even 
though it is common knowledge that these skills are not  
just about becoming an entrepreneur, they have simply 
become very important skills in our everyday and 
professional life.

This gap between the different expectations has  
implications for the whole innovation ecosystem, even if it is 
only one of the many factors influencing it. A good illustration 
of the diversity of factors is the European Innovation 
Scorecard, which provides an annual comparative analysis 
of innovation performance in the EU countries and looks at 
the performance of individual countries in terms of human 
resources and talent.

6.1. Education

European Innovations Scorecard / Performance of EU Member States’ innovation system

Source:
Source: European Innovation Scorecard, 2022, Accessible here. 

https://ec.europa.eu/docsroom/documents/8564/attachments/1/translations
https://ec.europa.eu/docsroom/documents/8564/attachments/1/translations
https://uploads.strikinglycdn.com/files/4444e9dc-d621-4817-95b5-48ccc5396272/Startup%20Hungary%20-%20Hungarian%20Startup%20Report%202021.pdf?id=3884034
https://heinnovate.eu/sites/default/files/oecdeu_2017_heinnovate_report_poland.pdf
https://national-policies.eacea.ec.europa.eu/youthwiki/chapters/czech-republic/38-development-of-entrepreneurship-competence
https://amcham.sk/publications/issues/2020-1-human-capital-education-and-labor/article/273240/the-taboo-called-entrepreneurship-education
https://amcham.sk/publications/issues/2020-1-human-capital-education-and-labor/article/273240/the-taboo-called-entrepreneurship-education
https://research-and-innovation.ec.europa.eu/statistics/performance-indicators/european-innovation-scoreboard_en
https://research-and-innovation.ec.europa.eu/statistics/performance-indicators/european-innovation-scoreboard_en
https://op.europa.eu/en/publication-detail/-/publication/f0e0330d-534f-11ed-92ed-01aa75ed71a1/language-en/format-PDF/source-272941691
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SUMMARY 
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CZ 92.6 75.9 114.8 61.5 44.4 106.1 96.1 114.1

HU 69.8 45.1 40.7 49.2 45.6 59.4 92.2 33.3

SK 64.3 71.8 85.2 89.6 33.3 54.6 66.2 22.8

PL 60.5 54.6 25.8 96.3 40.0 49.2 55.8 44.0

The graph above shows the average innovation scores by 
country, but it is also worth taking a look at the scores that 
are only relevant to this chapter:

European Innovations Scorecard/Education-related scores in CEE countries

“Human resources includes three indicators and measures the availability of a high-skilled and educated workforce.  
Human resources includes New doctorate graduates in STEM, Population aged 25-34 with completed tertiary  
education, and Population aged 25-64 involved in lifelong learning activities. Employment impacts measures the impact  
on employment and includes two indicators: Employment in knowledge-intensive activities and Employment in  
innovative enterprise.” 
Source:
European Innovation Scorecard

Hungary, Slovakia, and Poland all fell into the Emerging 
Innovators category in 2022, which includes the least 
innovative EU countries. Only the Czech Republic is a 
Moderate Innovator, one category higher. In terms of the 
energy invested in education and learning, the Czech 
Republic and Slovakia are in similar positions to each other, 
thanks in a large part to the ease of the educational exchange 
and cooperation between the two countries.

“Brno Technical University in the Czech Republic 
is jokingly called the largest Slovak university, as 
51% of the students are Slovak. The infrastructure 
is better, the standard of education is higher, and 
you can attend the university there without any 
administrative difficulties.”  
Michal Kardos,  
Executive Director,  
Slovak Alliance for Innovation Economy

The problem of emigration is also a significant issue for 
Hungarian and Polish students, who often start their BA 
studies at more expensive but better-quality universities in 
Western Europe, mainly in Austria and Germany. 
The figures are a perfect illustration of the state of talent 
management in Central Europe and one of the biggest 
challenges facing governments, i.e. keeping or bringing 
knowledge back within our borders. The problem is 
twofold: in addition to the lack of entrepreneurial education, 
emigration is also affecting startup ecosystems in the region. 
Fortunately, there are possible solutions and alternatives for 
this issue are discussed below.
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Are NGOs the saviors of startups in the region?
While there are significant initiatives at the government level 
to include entrepreneurship education as part of the national 
agenda in all four countries, it is NGOs that have been doing 
the most for startup education. 

“One of the biggest problems that people found 
out we have here is that we have a lot of good 
ideas, but people don’t know how to transfer them 
into business because they don’t have enough 
entrepreneurial knowledge, hence the change in the 
state educational policy. But since we don’t have the 
infrastructure to support it, we have the nonprofits. 
There are educational programs, mentorship 
programs, and academies. As I said, private bodies 
and nonprofit bodies organize these programs, 
and they usually look at least partially for the staff. 
So the leaders, the teachers, and the mentors are 
coming from the startup community of the founders 
themselves, and they can take you through the 
success story.”

Jirina Dunkova 
Operations Manager, Czech Founders

Interviews with other stakeholders in the local startup 
ecosystem confirm this, although there is also openness 
and interest from government and public actors towards 
startups, especially entrepreneurs. According to Dunkova, 
the Czech Ministry of Education is making entrepreneurship 
education compulsory in schools, and the Czech state is 
doing a lot for entrepreneurship education. While the idea 
has been welcomed by the ecosystem, its implementation 
has been criticized, as most teachers involved in traditional 
education do not have the knowledge and/or experience to 
be credible leaders of such a course, especially compared 
to a startup founder, who is a more credible representative 
of the entrepreneurship knowledge transfer.

On the other hand, although there is no compulsory 
entrepreneurship program for students in Hungary,  
the Hungarian Startup University Program has been 
launched across the country, with support from the 
government.  The two-semester e-learning course focuses 
on innovative thinking and startups, and students familiarize 
themselves with the definition of innovation, idea generation, 
financial planning, market strategies, IP rights, the investing 

world, and business presentations. The first semester ends 
with a final exam and a one-pager based on students’ own 
startup idea. In the second semester, students gain practical 
knowledge of the structure and organization of businesses. 
Students can pass the semester by either continuing 
the modular training on the HSUP e-learning platform, 
or by working in teams during the semester, supported 
by a mentor. By the end of the semester, teams prepare a 
Progress Report, in which they elaborate their idea, the 
problem for which they could offer a solution, describing 
the market position, the customer, the competitors, and the 
business model. At the end of the program, students present 
their idea at a pitch event, in front of an expert jury.

“Our aim is to create a critical mass of people 
who are attracted to and familiar with this world. 
It’s not a constraint imposed by the state, it’s an 
opportunity. This is the essence of evangelization, 
and this is where the state comes in: even if not 
everyone becomes a startupper, someone can 
become an SME manager or another entrepreneur. 
The point is to have what it takes to be successful in 
such a position in the future.”  
Krisztián Kölkedi 
Deputy Chief Strategy Officer of  
Express Innovation Agency, HSUP founder

Taking a look at the Slovakian ecosystem, the status of 
entrepreneurship education is similar to that of Czechia 
and Hungary, but there is no, or only emerging government 
action.

“What is strong in our ecosystem is clearly the 
action and initiative of NGOs to have corporate 
education. They don’t get government funding, so 
they have to be sustained by private funds, mainly 
from companies. However, it is important to mention 
that the government already has a plan to support 
entrepreneurship education, so there is an intention, 
but the details and implementation are still  
to be seen.”  
Michal Kardos 
Executive Director, Slovak Alliance for  
Innovation Econonomy

https://national-policies.eacea.ec.europa.eu/youthwiki/chapters/czech-republic/38-development-of-entrepreneurship-competence
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Somewhat earlier than other countries, Poland produced a 
lengthy and detailed document on the relationship between 
higher education and entrepreneurial education in 2017, 
setting out a concrete set of proposals for the Ministry of 
Science and Higher Education:

• “Build a resource base for entrepreneurship education 
and training, including platforms for good practice 
exchange and networks of entrepreneurship professors 
and entrepreneurs 

• Increase the legitimacy of entrepreneurship as an 
academic field by funding research and organizing 
Polish entrepreneurship conferences and exchange 
platforms to encourage academic staff to engage in the 
entrepreneurial agenda.

• Encourage the newly established Innovation Council to 
work with HEIs to define an entrepreneurial vision for 
the Polish higher education system and to oversee its 
implementation. 

• Co-operate with the Ministry of Economic Development 
(and the Polish Agency for Enterprise Development) to 
strengthen the start-up support infrastructure using 
European Union Structural and Investment Funds. 

• Develop a new international exchange program for 
academic staff to build on the experiences of the Top 
500 Innovators Programme, and strengthen animation 
of the existing network for past program participants.”

A few years earlier, Hungary had a less detailed but equally 
ambitious plan in this area, called Budapest Hub. In the years 
since, political and economic changes have undermined 
some of the plans, and new plans have emerged, but what 
has remained constant in each ecosystem is that NGOs 
and startup ecosystem actors, especially founders 
and mentors, have taken education into their own 
hands, and they have been working tirelessly to make 
entrepreneurship teachable. This has led to government 
initiatives that have given birth to public incubation and 
acceleration programs.

“The primary role of the state is to guard the fire. 
Until a system is self-sustaining and falls apart 
without the state, it is not ready. We need good 
examples and to allow - even with state support - 
institutions to join such programs. Until one or two 
actors in an ecosystem start to change, there will not 
be much change because the ecosystem is  
not a functioning entity in itself.

 
The more actors you approach (institutions, 
peers, companies, SMEs, large corporations, etc.), 
intervene and educate the same mindset to all, 
sooner or later it will become a common language. 
Irrespective of disciplines, stakeholder status, and 
generations, a common language should be built 
with a focus on development and change, and then 
slowly a paradigm shift will be created.”  
Krisztián Kölkedi 
Deputy Chief Strategy Officer of Express  
Innovation Agency, HSUP founder

Overall, civic and market actors are enjoying increasing 
success with government bodies, which seem to be 
responding to the needs of the ecosystem.

6.2. Startup Visa Program

When talking about talent and talent management in the 
context of a growing startup, international employment 
is an unavoidable topic. Attracting international talent is 
important for organizations as a whole, not to mention that 
there are skills the region lacks. 

“It is quite clear - with a few honorable exceptions 
- that Hungary and Eastern Europe lack sales 
and marketing skills. Our focus is also shifting 
westwards, we have a 30-member organization in 
London. From an engineering point of view, we are 
OK, although many people say that this knowledge 
will also be lost. I don’t completely agree, I would 
rather say that there are already some skills in 
engineering that are in short supply in the region, 
e.g. data science.”

 János Mátyásföldi 
CFO, Seon

This sentiment is echoed by Michal Kardos from the 
Slovak Alliance for Innovation Academy, who emphasizes 
that Slovak and Czech engineering education is of high 
quality (essentially, engineers from both nations study at 
the Technical University of Brno), and domestic IT talent is 
sought and found, but more talent will be needed in the 
future to meet all tech startup needs. To meet this demand, 
foreign workers will be needed. 
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“As long as you’re an EU citizen, it’s quite seamless 
to work. But from outside the EU, it’s very difficult 
to get past all the administrative hurdles, it takes 
months to get to the point where you’re a legal 
employee at a startup in the Czech Republic. But 
there are a lot of people from Asia, for example, 
and there is a demand for them because of their 
technical/IT skills.”  
Jirina Dunkova 
Operations Manager, Czech Founders

It could be assumed that if there is such a demand for various 
skills in the region, the relevant administrative and policy 
conditions are in place, since an ecosystem of good workers 
and talent can have a fruitful impact at the national level. 
However, the reality is that there is no policy on startup 
visas in CE countries, in fact, there is a complete lack of 
dialogue and initiative. When asked if there is a startup visa in 
their country, the Czech, Hungarian, and Slovak ecosystem 
actors we interviewed all answered with a very quick no. 
Dunkova told us that they recently conducted a survey on 
startups in the Czech Republic, where they also asked how 
much the Czech government cares about startups and 
startup employees, and more than 50% of respondents said 
that they did not feel it was important at all at the policy level. 

“They don’t even believe that the government 
is doing what they’re saying or they’re doing, so 
yeah, so I wouldn’t say it’s exactly a supportive 
environment for attracting foreign talent.” 
Jirina Dunkova 
Operations Manager, Czech Founders 

The situation of Poland is a little different from the other 
three countries. The war in Ukraine has led to huge 
migration to Poland, with 1.4 million Ukrainians registered 
in the country in 2022 according to UNICEF. The Polish 
government had to take action, and it did: it made 
administration easier for Ukrainian workers, held forward-
looking professional dialogues relatively quickly on how 
to help Ukrainian immigrants, and it adjusted the VC and 
IP market to the new situation. The Polish government 
has made it easier for Ukrainian entrepreneurs to obtain 
the so-called pecel number, which is necessary to set up 
a private limited company in Poland, and it has launched 
the Poland Prize initiative, which explicitly invites 
international startups to the country. 

“Its objective is to effectively attract and adopt 
foreign technology and business culture into 
the Polish startup ecosystem. The programme 
combines the idea of soft landing and acceleration 
for startups and puts a special emphasis on 
preparing foreign entrepreneurs to operate in 
Poland and on their further development,” 

says the Polish Agency  
for Enterprise Development.

Poland Prize is a package of benefits
• grants up to 300,000 PLN (ca. 66,000 EUR);
• soft landing: dedicated visa pathway, assistance from 

a concierge in official, banking, and settlement-related 
matters;

• individual development and acceleration plan;
• legal, consulting, design, and mentoring services;
• specialized technology consultancy, MVP development 

and testing;
• acceleration and post-acceleration with corporates, 

MSCs, SMEs, public bodies, etc.;
• support and investments from VC Funds/investors;
• sharing a network of door-opening contacts.

In addition, the Poland Business Harbour Program was 
launched two weeks after the 2020 elections in Belarus. 
They “offer a full range of services helping IT specialists, 
startups and established companies relocate easily to the 
Republic of Poland. Here, you will be able to find out i.e. how 
to start your own business quickly and hassle-free, how to 
easily relocate your employees and their families and how 
to obtain business-related and legal aid of a “business 
concierge”. Moreover, Belarusian people and companies 
can receive our support in liaising with local authorities and 
special economic zones in Poland, who have made office 
and residential space available to the incoming guests. 
Furthermore, all children continuing their education in a 
Polish school will be entitled to additional hours of Polish. 
We also offer connecting the incoming entrepreneurs with 
investors and grants for research and development.”

Therefore, it seems that it took a serious political, economic 
and, unfortunately, humanitarian crisis for at least one 
country in the region to take action to enable international 
talent to set up a business in their country quickly, 
efficiently, and relatively smoothly. Other positive examples 
include Estonia, which is often held up as a role model for 
Startup Visas, and Bulgaria, which launched its own visa 
program in the summer of 2022. We asked a local expert  
about this issue.

https://www.unicef.org/stories/rebuilding-lives-of-ukrainian-refugees-in-poland
https://www.parp.gov.pl/component/site/site/en-poland-prize
https://startupestonia.ee/visa
https://startupestonia.ee/visa
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Ivan Vasilev is the Policy and Strategy Director of Besco, the 
Bulgarian Startup Association. After years of negotiations, 
the Bulgarian Parliament voted in favor of the Startup Visa 
program in August 2022, opening the door to a wide range 
of talent and startup founders from outside the EU. What 
does the program look like, and how has a country that is in 
many ways in a similar situation as CE countries managed to 
get the startup visa done?

Let’s start with what Central European entrepreneurs 
are most interested in these days: how did you manage 
to get public decision-makers interested?

In 2019, we started the negotiation process with what was 
then the Ministry of Economy and is now the Ministry of 
Innovation and Growth. I won’t say it was an easy process, 
but I can’t really share any magic tricks. We have been 
terribly consistent and persistent because this is a very 
important issue for us. We have built up our contacts, we 
have had so many coffees with important decision-makers, 
and eventually we brought the idea of a start-up visa to the 
Minister and then to Parliament. 

What has happened in these three years, and what has 
made this case so important to you?

We conducted a survey, and it was very clear that the  
Bulgarian startup community is very interested in this topic. 
We want to make Bulgaria a better place, and together with 
startups we can do this because they have the right tools  
to do it. And we have to see that without opening up 
internationally, without welcoming foreign talent, we 
cannot make any changes. It’s good that this has finally 
been recognized at policy level, too. We negotiated hard 

for 15 months with various people from the Ministry of 
Economy, and after a year we saw that we were not really 
getting anywhere. Then we started talking to other MPs, 
and through persuasion from many directions, we managed 
to break through the wall when the startup visa came 
before Parliament in March 2021. We had to make some 
amendments, but I am very proud, for example, that we 
also managed to make sure that the application is not 
paper-based. Yes, we also had to discuss this with the 
policy makers. I said it was not an easy ride. Then there 
was a political crisis, a new government came to power, 
a new ministry was formed, new iterations started, but 
fortunately there was a common understanding, and finally  
the Ministry approved it.

How is the visa process done?

You can apply online through the Ministry’s website, through 
a pretty standard procedure: you present your startup 
idea and business plan, pitch deck, and team. Three types 
of review panels then evaluate the materials: government 
experts from the Ministry of Innovation and the Ministry 
of Education, academic and education experts, e.g. 
university professors, and finally business people, non-profit 
organizations (such as BESCO), and VCs vote on whether or 
not to grant a visa based on the uploaded materials. If they 
are approved, they will receive a certificate to get their visa 
redeemed. This entitles them to stay in Bulgaria for one year. 
After the one year, they have to go back to the committee 
and show what progress has been made. If everything has 
gone according to plan, they have received an investment 
or are very close to it, there is the possibility of a one-year 
extension. If the objectives have not been achieved, however, 
you have to leave Bulgariayou have to leave Bulgaria.

“We want to be an entry point 
for the EU market”

Ivan Vasilev
Policy and Strategy Director of Besco

6.3. Interview with Ivan Vasilev, 
Policy and Strategy Director at 
the Bulgarian Startup Association
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When figuring out the process, what did you have to pay 
special attention to, were there any pain points?

We have learned a lot from the Netherlands and Estonia, 
where the startup visa is very developed. Their experience 
has helped us a lot. Otherwise, at the government level, the 
most important thing was to do everything possible to filter 
out anybody with illegal or bad intentions immediately. This 
is obviously very important. We also struggled to somehow 
overcome the old-fashioned bureaucracy, as I mentioned, 
e.g. not to have to apply on paper. We also had to educate 
the policy makers for a long time.

Who is the target of the Bulgarian startup visa?

Basically talent, of course. There are great engineers in 
Bulgaria, and when you combine that with entrepreneurial 
skills, it’s wonderful. We’re looking for talent that can turn into 
capital and business. 

In practice, we are mainly expecting applicants from 
Bulgaria’s neighboring countries, Asia, and some African 
countries, and that is where we want to promote the 
program. We want to provide them with an entry point to the 
EU, help them meet local founders, and support both them 
and Bulgaria in creating the startups of the future. 
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One of the most important tools for attracting and retaining 
talent in the global startup world is ESOP, the employee 
stock ownership plan, or employee participation plan. Silicon 
Valley has the longest tradition of such plans, although there 
are countries (e.g. the Baltic States or Israel) where it is even 
more developed than in the US, so fortunately there is no 
shortage of good practices in this regard.

Generally speaking, the issue of ESOPs, and the need to 
encourage policy-makers to make tax and other public 
financial systems and processes more flexible for startups, is 
a pan-European problem. Nothing shows this more than the 
creation of Not Optional, a joint action of 63 leading startup 
founders calling on European policy-makers to do more to 
retain entrepreneurial and employee talent. “Without delay, 
we call on legislators to fix the patchy, inconsistent and 
often punitive rules that govern employee ownership — the 
practice of giving staff options to acquire a slice of the 
company they’re working for. This isn’t just a perk on top 
of a salary: universally, stock options reward employees for 
taking the risk of joining a young, unproven business, and 
give them a real stake in their company’s future success. 
Stock options are one of the main levers that startups use 
to recruit the talent they need; these companies simply 
can’t afford to pay the higher wages of more established 
businesses.”

Especially in the early days of a startup, ESOP is often the 
only ‘payment’ option for employees. However, in many 
places, this does not fit into local tax, incorporation, and 
other bureaucratic systems, so founders usually either try to 
work within the existing system (which often does not allow 
ESOP), or they set up in a country where it is already common 
practice.

Of the countries in the region, Poland is the most advanced 
in terms of ESOPs. For example, Not Optional ranks Poland 
in the middle of the ESOP development ranking (24 countries 
are included in the list, Poland is ranked 10th). Poland owes 
this ranking in large part to having created the simple-joint 
stock company as a form of incorporation in 2021. The Polish 
government has tried to provide entrepreneurs with a quick 
and easy-to-understand type of company formation in 
the wake of Covid-19, which offers start-ups very favorable 
conditions. 

6.4. ESOP

Limited Liability Company 
(sp. z o.o.)

Simple joint-stock 
company
(PSA)

Joint Stock Company
(spółka akcyjna)

Possibiliy to establish a company via Internet YES YES NO

Minimum capital of the company 5000 PLN 1 PLN 100 000 PLN

Minimum nomival value of share 50 PLN NONE 0,01 PLN

Requirement to make contributions before company 
resigtration YES NO

YES 
(at least in 1/4)

Possibiliy to make contributions in the form of provision 
of work or services for the benefit of the company NO YES NO

Possibiliy to establish a Board of Directors NO YES NO

Obligation to establish a Supervisory Board
As a rule-

NO 
NO YES

Possibiliy of simplified procedure of winding up of tech 
company (taking up the company by one of the 

shareholders)
NO YES NO

Type of companies in Poland

Source:
cgolegal.com

https://www.notoptional.eu/en/letter
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The table above shows the basic differences between a 
simple joint stock company and the two other traditional 
company forms. It is worth comparing limited liability 
companies and simple joint stock companies in particular, as 
45% of Polish startups belong to the former. This is obviously 
also due to the fact that simple joint stock companies are a 
recent development. However, in terms of ESOP, this situation 
is particularly disadvantageous because the limited liability 
company form does not offer much opportunity to offer 
ESOP, as it is too complicated and difficult to get through  
the bureaucratic system. When asked why their startup  
does not have ESOP, 45% of founders said that as a limited 
liability company, its introduction is too complicated from 
a legal point of view. 23% also said that they did not see 
any value in an ESOP. Both figures are quite telling, so 
although Polish policy-making on this issue seems to be 
quite advanced, the entrenched bureaucratic elements are 
difficult to remove, and education is probably also much 
needed, not only for policy-makers but also for startups.

The Czech Republic is also mentioned in the Not Optional 
list above, ranking 17th out of the 24 countries analyzed. 
Although the country has made on the list, the situation does 
not look too rosy to local experts.

“Unfortunately, Czech tax laws do not contain 
special provisions for ESOPs and do not provide 
participants with any special tax relief compared to 
the normal regime of taxation of employee income 
or income from the sale of shares. In practice, 
this means, for example, that participants may 
incur a tax liability during the ESOP even though 
they have not yet realised any cash income (e.g. 
when receiving shares for free or buying them at a 
discounted price compared to the market price). 
In addition, if participants work abroad during the 
ESOP, tax liability may also arise in those countries.”

Jana Osecká 
Manager, Deloitte

Similar comments were made by Jirina Dunková from Czech 
Founders, who also believes that while there is evidence of 
demand from both policy-makers and startups for ESOP to 
be implemented, bureaucracy is winning so far.

Hungary and Slovakia are not on the Not Optional list,  
as ESOP is in its infancy in these countries. “ESOP is one 
of the reasons why our startups establish their companies 

abroad. There are many other countries where the ESOP 
and the whole tax system is easier for a startup compared  
to Slovakia,” says Michal Kardos, Executive Director at 
Slovak Alliance for Innovation Econonomy. At the same 
time, it is important to note that Innovative Slovakia and the 
Ministry of Economy are in continuous discussion on the 
issue, and state-level support for ESOP is already on their 
agenda. 

“There is a well-established structure, 75% of 
startups set up in Delaware. Businesses exist there 
as a holding company, where you can manage the 
structure, ESOP, shares, and other rights. And the 
operating company is a Hungarian limited liability 
company. It’s a well-established thing now, it doesn’t 
even cost much extra. If a startup starts on a growth 
path, it will end up flipping, which is why many 
people set up abroad at the beginning.”

Zsolt Weiszbart 
Partner, Hungarian Day One Capital

According to the Hungarian Startup Report 2021, 45% of the 
founders surveyed say that it would be extremely important 
to set up an ESOP program at the policy level, but there is 
little sign of it so far. Instead, flipping and a lot of education 
about ESOPs often remain, not only for decision-makers but 
also for employees.

For more information on the legal and other state rules 
governing ESOP, see the next chapter, including an expert 
article on Hungarian ecosystem situation.

https://startuppoland.org/wp-content/uploads/2021/12/Polish-Startups-Report-2021_final.pdf
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The usefulness of Startup Visa and ESOP in Hungary

Startup Visa & ESOP policy

Usefulness of Startup Visa program and ESOP 
% of all respondents, n=212

not useful at all usefulsomewhat useful extremely useful no answer

Startup Visa ESOP

5%

27%

21%
21%

26%

2% 11%

25%

45%

17%

Source:
Hungarian Startup Report 2021, p. 109
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VC funding in CE countries shows a dynamic increase in 
recent years, with exceedingly high growth in 2021.

In terms of unicorns, 7 out of the 11 Polish unicorns were 
born in 2021, although the total number of unicorns in CEE is 
relatively low compared to the rest of Europe.

A unique feature of the CEE startup funding landscape 
is the relatively low amount of private equity and the 
abundance of public funding, especially in Poland and 
Hungary. Governments in CEE seem to have a growing 
influence in startup funding, while in Western Europe 
startup funding is more market-driven. This difference can 
be traced back to some historical reasons in that due to 
the long-lasting communist regimes in Eastern Europe, the 
number of high-net worth individuals and family offices is 
much lower, therefore government intervention was needed 
to build up the startup ecosystem in this part of the world. 
However, after some time, ecosystems work well if they 
become market-driven.

The proportion of public funding in VCs grew from 25% to 
40% between 2016 and 2020 in CEE, while this proportion 
has been stable at 6% in Europe. 

According to Karsai, approximately two-thirds of the 
region’s public funding went to Polish and Hungarian 
funds between 2016 and 2021. In light of this, it is even  
more interesting that Poland produced seven unicorns 
in 2021, while Hungary had none. Of course, Poland is 
a much bigger economy, and there are several other 
factors influencing the growth of an ecosystem, so a direct 
comparison cannot be made. However, it is worth examining 
how the abundance of public money has shaped the startup 
ecosystem in these two countries. While in Poland there 
are more and more private funds and international VCs, in 
Hungary there are almost no funds without public money, 
and the dominance of public funding seems to be increasing. 
Even those funds which were originally private have secured 
public money by now.

Another interesting fact is that the percentage of startups 
with a valuation above 1 billion USD that could not or did 
not want to use VC money is 31% in CEE and 7% in Europe. 
This also shows that it is much more difficult to get market-
based VC funding in CEE, or believe that the funding will be 
provided on professional grounds.

7.1. Startup funding in CEE

The proportion of public funding  in VC’s 
%

Source: 
Judit Karsai. Negative Outlook of Central and Eastern European Startups on the International Venture Capital 
Market. 2022 September. 
Accessible here. (In Hungarian)

http://www.kszemle.hu/tartalom/cikk.php?id=2070
http://www.kszemle.hu/tartalom/cikk.php?id=2070
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Based on our interviews with representatives of local 
VCs from CE countries, it seems that too much public 
funding has a negative effect on the startup ecosystem. 
A comparison between Czechia and Hungary is a good 
example, as in Czechia the government is less involved, 
and the ecosystem is thriving compared to Hungary, where 
state-owned Hiventures is among the most active VCs in 
CEE in terms of pure funding volume, although significant 
Hungarian success stories are still lagging behind (see 
amount of VC funding per country above).

Funding in Hungary. According to the Hungarian Startup 
Report 2021, 70% of VC-backed teams in Hungary raised 
money purely from “public funds” (i.e. from either fully or 
majority EU or government-backed funds). However, none 
of the most valuable scaleups in Hungary, for example Seon, 
Bitrise, aiMotive, Turbine.AI, or Shapr3D, have ever received 
funding from government-backed funds. According to 
the Hungarian Startup Report 2021, more than half of the 
most successful startups in Hungary raise money locally 
and internationally, while the majority of startups with state 
funds, as well as the less successful companies, raise money 
only locally. This clearly shows that the Hungarian startup 
funding ecosystem suffers from a lack of private funding.

“Venture Capital is an interesting profession. At 
the end of the day, the product (money) is the same 
regardless of which fund wires it. However, what 
makes the difference is what comes with it.”

Zsolt Weiszbart 
Partner, Day One Capital

At the same time, a large amount of public money arrived 
with the start of the JEREMIE (Joint European Resources 
for Micro to medium Enterprises) funds in 2010. Before 
that time, there had been an enormous gap in the early-
stage investment market (in the 1-4 million EUR investment 
range). JEREMIE was a new program for SMEs in the 2007-
2013 EU budgetary period, offering EU Member States and 
regions the opportunity to invest some of their EU structural 
funds allocations in revolving funds and thereby recycle 
financial resources to enhance and accelerate investments 
in enterprises. 

To manage the JEREMIE program, Hungary established 
the predecessor of the Hungarian Development Bank (MFB 
Zrt.) in 2007, which started to operate as a fund of funds. 

In this new model for state involvement in the VC market, 
the program could channel much more public funds to the 
early-stage VC market, and instead of direct involvement,  
the state had an intermediary role by providing the funds 
but allowing market players to manage the VC funds that 
invest the money.

The investment period lasted until 31 May, 2016. During 
JEREMIE I, 132 billion HUF (330 million EUR) became 
available for Hungarian companies, at least 30% from private 
sources. Out of the public sources, 85% came from the  
EU and 15% from the Hungarian government. 
  
Due to insufficient private sources, when the JEREMIE 
program ended in May 2016, there was a lack of resources 
on the Hungarian VC market. For this reason, state-owned 
fund management company Hiventures was launched in 
2016, with a 55 billion HUF (137.5 million EUR) capital, out of 
which 20 billion HUF (50 million EUR) was provided by the 
Hungarian Development Bank, and the rest was provided 
by the Economic Development and Innovation Operational 
Program (GINOP). By the end of 2020, over 38 billion HUF 
(95 million EUR) had been invested in 344 portfolio 
companies, out of which 53 were co-investments with 
private investors.

“Hiventures jumped with both feet into trying to fill 
the gap from first check to seed. Founders need the 
money to grow, so having public money is fine, but 
the vehicles and terms by which this is done are not 
appropriate, therefore not helping the ecosystem 
creating successful startups, as we have seen in 
other countries where government VC involvement 
has worked.” 

Jared Schrieber 
angel investor

The reason for the lack of private investors in Hungary 
is mainly historical, just like in other CE countries, as  
mentioned earlier. Due to the long communist regime, there 
are not as many high-net worth individuals and family 
offices as in Western-European countries, therefore 
support from the state is indeed necessary in order to build 
up the ecosystem. In a healthier environment, however, there 
should be more private investors on the market and less 
public intervention after some time.

7.2. Problems with public funding 
in startups

https://uploads.strikinglycdn.com/files/4444e9dc-d621-4817-95b5-48ccc5396272/Startup%20Hungary%20-%20Hungarian%20Startup%20Report%202021.pdf?id=3884034
https://www.hvca.hu/documents/How-does-the-JEREMIE-program-affect-the-Hungarian-Venture-Capital-Market.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
https://www.hvca.hu/documents/HVCA_Jubilee_30_Years_Yearbook_2021_s.pdf
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“In Hungary there is a reversed tendency, as today 
there are almost no VC funds without government 
sources.” 

Zsolt Weiszbart 
Day One Capital

One reason for this situation is that there were not enough 
big successes with high returns on the Hungarian market 
that would have been attractive enough for private investors 
to invest in the VC asset class instead of investing in real 
estate for example, which have brought much higher returns 
in recent years. Therefore, for the very few high-net worth 
individuals and family offices in Hungary, it is not worth 
investing in such a risky asset class when they can get much 
higher returns from real estate investments. 

“Although I suppose the lack of unicorns in Hungary 
has a complex set of explanations, I would highlight 
one: the predominance of public funding. Many 
of these public funds operate with terms that are 
distant from market realities or the expectations 
of a foreign VC. This phenomenon distorts the 
market. When the early startup champions, like 
Prezi and LogMeIn appeared in Hungary, the public 
funding ecosystem was nonexistent or only in its 
nascent stage. Therefore, they had to look for other 
investment opportunities. Today, there is so much 
public money on the market that it is easy to get too 
comfortable.” 

Csongor Bias 
Managing Director at Startup Hungary

Funding in Czechia. Based on our interviews with Czech 
ecosystem players, the situation is very different there. 
Czechia does not have a state-owned fund management 
company, and there are only a couple of VCs that operate 
with EIF money, so most VCs are private. 

“The lack of public funding left Czech investors 
with no other choice than to raise their own funds, 
and convince more and more wealthy individuals to 
follow suit.”  

Roman Novacek 
Presto Ventures

Despite the shared Eastern-European history, Czechia has 
more high-net individuals and family offices than Hungary, 
which can be another reason for more private investors 

there. The early successes of the first VC funds, like Credo, 
were also very important in paving the way, and in 2021 and 
2022 Czech VC funding skyrocketed and grew even higher 
than the funding in Poland. Due to the little support received 
from the government, this is a great example of the flywheel 
effect.

“14 years ago, Credo Ventures – the first Czech 
VC fund – was launched, and their early success 
with UiPath was extremely helpful in educating the 
LP market in Czechia. Credo’s LPs were private 
individuals and with their success, they set an 
example for other private individuals, convincing 
them that venture capital can be a very profitable 
asset class.”

Vojta Rocek 
Presto Ventures

The situation was exactly the opposite in Hungary. There 
was a lot of public money, but no great returns, so private 
individuals were not convinced to invest their money in a VC 
fund, as it did not seem to be a profitable investment, resulting 
in a low number of private investors in Hungary. As mentioned 
earlier, one unicorn is worth more for an ecosystem than ten 
100 million  USD companies due to the previously described 
flywheel effect. This growing reproductive capacity is badly 
missing from Hungary.

Funding in Slovakia. The startup scene in Slovakia is closer 
to the Czech ecosystem. However, as it is the smallest country 
among the four CE countries, its startup ecosystem is also 
the smallest in terms of number of startups and investors. 
Similarly to Czechia, there was not much governmental 
intervention in the beginning, when the first startup events 
were organized in Slovakia in the early 2010s. That was 
when serious mobilization around startups and innovation 
intensified in Slovakia, according to a report by Civitta. During 
this time, events like Startup Weekend and Startup Awards, 
and the first co-working spaces played an important role in 
the development of the startup ecosystem.

According to the EC’s Boosting the Slovak startup ecosystem, 
the first EIF-backed VC funds also appeared during this time, 
with the help of the Slovak government. This had a positive 
impact on the market, bringing more private and public 
money to the early-stage ecosystem, as well as introducing 
transparency.

https://drive.google.com/file/d/10hoz0He0TlhjDoeFVjy0IMDx6CPRHXIJ/view?usp=sharing
https://drive.google.com/file/d/1cnPXHEnVcgfzT4qnYL9sLTiacKHIUOwt/view?usp=sharing
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Just like in Czechia, some of the early successes, like 
that of ESET, Pixel Federation, or Vacuum Labs, had an 
important impact on the local startup community, showing 
a good example for future Slovak founders. Although  
many successful companies in Slovakia were bootstrapped, 
the availability of investment capital has grown steadily. 
Multiple VC funds, supported by government or European 
funding, have come into existence, providing much  
necessary seed and Series A round financing. The Slovak 
Investment Holding has played a key role in establishing 
many of the existing venture funds in Slovakia. However, the 
accessibility of angel capital is still lacking in Slovakia, 
and there has been no support from the government for  
business angels so far.

An important milestone in the Slovak startup ecosystem was 
that on 12 November, 2015, the Slovak parliament adopted 
the amendment of the Slovak Commercial Code, introducing 
a wholly new type of legal vehicle, i.e. the simple joint-stock 
company, which is basically a lean version of the joint-stock 
company with a minimum registered capital of 1 EUR. The 
aim of the new vehicle is to serve startups and VC investors 
with low incorporation requirements and a simple corporate 
structure. In addition, the implementation of ESOP schemes 
will also be substantially easier. Beside the simple joint-stock 
company, the Ministry of Finance of the Slovak Republic 
drew up some other measures for supporting startups in the 
same year, namely the exemption from the obligation of tax 
license payment, and changes in making a security deposit 
upon voluntary VAT payer registration, among others.

Another important recent development in Slovakia is that a 
new unit under the Prime Minister’s Office was established 
last year, with the aim to establish new startup policies and 
put together a new innovation strategy. Its goals include 
preparing a legislative update to make ESOP functional in 
Slovakia, as well as supporting angel investors. This new 
department is led by Slovakia’s first Chief Innovation Officer, 
Michaela Krskova, who was the co-founder of the Startup 
Awards back in 2011 (now FTRNW), as well as Neulogy 
Ventures, the first Slovak VC fund, founded in 2014. Having 
such an experienced professional in this important position 
in the government is a very promising step towards a thriving 
startup ecosystem.

Funding in Poland. The Polish ecosystem is more similar to the 
Hungarian one considering the fact that these two countries 
received the largest amount of public funding between 2016 
and 2021. In Poland, 81% of venture capital rounds over the 
past decade were supported by the government. The share 
of capital raised from Polish public funds and EIF is 52% of 
the total VC market. The biggest players in terms of public 
funds in Poland are the National Centre for Research and 
Development (NCBR), the Polish Agency for Enterprise 
Development (PARP), and the Polish Development Fund 
(PFR). Their main goal, however, is not to invest in as many 
startups as possible, as indicated by the Polish Startups 
2022 report: 68% of Polish startups are bootstrapped, 28% 
of them obtained investment from domestic VC funds, 22% 
from NCBR, 18% from PARP, and only 9% from PFR.

PFR Ventures, together with Inovo, publishes a quarterly 
report on the Polish VC market. According to their latest 
report of Q3 2022, the share of private and public-private 
funding is 33% private and 67% public-private in terms of 
value of transactions. The share of public programs and 
private programs in Q3 2022 is the following: in terms of value 
of transactions, 47.5% of the deals was done by PFR Ventures, 
29.2% by international private funds, 15.2% by NCBR, 6.8% by 
Polish private funds, and 1.3% by BGK (Polish Development 
Bank). In terms of number of transactions, 66 were done by 
NCBR, 32 by PFR Ventures, 11 by Polish private funds, and 9 
each by international private funds and BGK. This shows that 
international private funds invest much larger amounts, while 
NCBR invests smaller amounts but in much larger number 
of companies. The share of funding from international 
and Polish funds was almost fifty-fifty in Q3 2022: in terms 
of value of transactions, 49% was done by international 
funds and 50% by Polish funds, while in terms of number of 
transactions, 14 were done by international funds and 113 by 
Polish funds. This also clearly shows that international funds 
invest much higher amounts but in fewer companies. 

A significant increase in investment from international funds 
is a trend that has intensified in recent years and is expected 
to continue. This is partly due to the growing popularity of 
the Polish startup environment, as well as the increasing 
number of VC funds looking to invest in high-growth 
companies. Another interesting trend is the increase in 
co-investments between international and Polish funds. 
According to PFR Ventures’ summary on Polish VC market 
activity in Q3 22, the reason for this can be that more and 
more Polish startups are attracting interest from abroad, and 
local investors see the potential of high returns. 

https://www.lexology.com/library/detail.aspx?g=65fca85d-f8cd-48aa-aba8-706d0a8d40c4
http://www.davidpublisher.com/Public/uploads/Contribute/5c25d2bf4fdd5.pdf
https://startupjedi.vc/content/start-poland-fastest-growing-east-european-vc-market-part-2-ventures-grants-and-national
https://startupjedi.vc/content/start-poland-fastest-growing-east-european-vc-market-part-2-ventures-grants-and-national
https://startuppoland.org/wp-content/uploads/2022/12/Polish-Startups-2022-ENG-www.pdf
https://startuppoland.org/wp-content/uploads/2022/12/Polish-Startups-2022-ENG-www.pdf
https://pfrventures.pl/en/news/polish-vc-market-activity-in-q3-22-summary.html
https://pfrventures.pl/en/news/polish-vc-market-activity-in-q3-22-summary.html
https://pfrventures.pl/en/news/polish-vc-market-activity-in-q3-22-summary.html
https://pfrventures.pl/en/news/polish-vc-market-activity-in-q3-22-summary.html
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According to our interviews with local ecosystem players, 
government support is not necessarily a bad thing in Poland, 
at least the situation is not as bad as in Hungary. This is 
probably also due to the fact that Poland is a much larger 
market.

“Startup founders usually think of going global from 
day one. However, Poland is big enough to offer a 
strong internal market that can play the role of a test 
market or an expansion market for startups from 
smaller countries with more developed ecosystems, 
like the Baltics.” 

Maciej Sadowski 
Startup Hub Poland

Although Polish startups want to go global too, still a startup 
with public funding, staying on the Polish market - due to its 
size - can become successful as well.
Another argument for government funding is that in certain 
industries, access to capital from private investors is more 
difficult. An example for this is the space sector, where 
attracting investors due to high entry threshold and longer 
perspective for commercialisation of the services offered can 
be a problem. Similar industries are cleantech (greentech), 
agtech and the medtech sectors, where the solutions offered 
are very high-tech and therefore require both time and a lot of 
money. These industries should be more strongly supported 
by state money. 

It is also important to mention that according to the Polish 
VC market activity in Q3 22 summary, the Polish VC market 
appears to be immune to the current turbulent economic 
and geopolitical climate due to the high public sector 
involvement, which has undoubtedly helped stabilize the 
market. Many experts point out that the Polish market is 
much more influenced by the actions of key state entities 
investing in startups, such as PFR or NCBR, than by smaller 
or larger turbulences on the global market, according to the 
Polish Startups 2022 report.

According to various startup reports, the Polish VC market 
is doing very well overall compared to other markets, and 
it is expected to continue its rapid growth. In general, most 
ecosystem players in Poland agree that this would have 
been impossible without significant engagement of funding 
from public partners. Therefore most of them hope to see 
continued engagement of public funding on the VC market, 

as the convergence of the Polish VC market with international 
markets would otherwise take much more time. However, 
public entities should adopt the outlook and practices 
of private investors, which means not overwhelming the 
investment vehicles they established with excessive red tape 
and constraints.

Despite a fast-growing VC fund market in Poland, as pointed 
out in the Polish Startups 2022 report, there is still a shortage 
of money for companies, especially in the early stages. The 
business angel scene in Poland is still very small. There 
is a lack of initiatives where ‘friends & family’ can invest 
effectively. A good example is the SEIS/EIS program in the 
UK, where those investing up to 250,000 GBP can get 50% 
off that amount from their taxes and 0% tax on capital growth 
after three years. 

In the VC Golden Book 2021, Startup Poland makes a few 
recommendations to continue the current upward trend 
in the startup investment sector and to ensure that Polish 
startups have access to equity from investors with a large 
funding potential and a global perspective. These include 
enabling a broad adoption of ESOPs in Poland, which could 
help bring capital and grow the Polish market, also potentially 
helping startups build their competitive advantage among 
employers and thus acquire and retain top-tier staff. Another 
recommendation is to introduce incentives for private 
investors to increase their presence on the Polish market, 
diversify startup funding sources, and remove tax barriers 
that limit VC funding. Reducing the cost of establishing and 
running companies, and reducing the cost of employing the 
highest-paid specialists are also recommended, together 
with keeping the public sector open to dialogue with startups 
and VC funds, as well as wide-ranging consultations of 
draft legislation concerning the startup ecosystem with 
representatives of startups and VC funds. It is also noted 
that without reducing bureaucratic barriers, introducing 
incentives for private investors, and assistance for companies 
operating in Poland, it will be difficult to catch up with the 
leaders in the industry.

https://pfrventures.pl/en/news/polish-vc-market-activity-in-q3-22-summary.html
https://pfrventures.pl/en/news/polish-vc-market-activity-in-q3-22-summary.html
https://startuppoland.org/wp-content/uploads/2022/12/Polish-Startups-2022-ENG-www.pdf
https://startuppoland.org/wp-content/uploads/2021/11/ENG_VC-Golden-Book-2021.pdf
https://startuppoland.org/wp-content/uploads/2021/11/ENG_VC-Golden-Book-2021.pdf
https://startuppoland.org/wp-content/uploads/2022/12/Polish-Startups-2022-ENG-www.pdf
https://startuppoland.org/wp-content/uploads/2021/11/ENG_VC-Golden-Book-2021.pdf
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7.3. Investment-related regulations

In most CE countries, national regulations are not favorable 
for startups. The lack of a startup-friendly legal entity, ESOP, 
and incentives for private investors places startups from 
Central Europe in a disadvantaged position compared to 
more mature ecosystems. While in Poland and Slovakia,  
a relatively newly introduced company form, the simple joint 
stock company makes it easier for startups to secure funding 
and apply ESOP, Hungary and Czechia are still missing  
a separate legal entity specifically designed for startups. 
Thus, lawyers in Czechia and Hungary need to be very 
creative to adjust startups’ needs to local legal requirements. 
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Many things have been said about the obstacles that 
founders and investors alike find themselves facing in 
Hungary when it comes to founding a new business, getting 
investors on board, and navigating the early days of a fragile 
startup company. Among the most well-known complaints 
are the fact that (i) issuing registered shares or convertible 
bonds is not possible in Kfts (Hungarian LLCs), (ii) opening 
securities accounts and creating shares in Zrts (Hungarian 
PLCs) present unexpected and frustrating administrative 
burdens, (iii) putting in place ESOP programs in a seed 
startup company may be a real headscratcher and does 
not benefit from tax exemptions otherwise available 
for larger PLCs (through the employee shareholder 
program known as the MRP program), and (iv) providing 
convertible notes and SAFEs may pose regulatory issues 
for investors. 

Over the last few years, the criticism of the Hungarian legal 
system has been vocal to the point that consistent lobbying 
is shaping up in an effort to push through legislative changes. 
The aim is to free up the path to a company that is both easy 
on the founders (with inexpensive incorporation, minimum 
initial capital requirements, low-cost operation, and the 
ability to put in place ESOP programs without having to 
create complex contractual relationships that may be tricky 
to enforce and do not enjoy tax benefits) and the investors 
(with various funding methods and a more robust protection 
of investors’ preferential rights). In essence, the argument is 
that by creating a new company form or adopting changes 
to existing company forms catering to these needs, legal 
solutions that are now provided by an intricate web of 
contractual provisions (the enforceability of which is yet to 
be tested) would become enacted legal instruments. 

We note that some progress has been made with Kfts, the 
go-to company form for start-up founders. Although initial 
capital requirements remain high, the amount can be paid 
up at a later stage. Also, as of 2021, the incorporation itself 
is free of stamp duty. Furthermore, it is now possible for one 
quotaholder to hold different classes of quotas (e.g. ordinary 
quotas and separate preferential quotas), due to a recent 
legislative change. Despite these reliefs, it seems unlikely 
that other, more drastic changes will be introduced, or a new 
company form will be created anytime soon. Accordingly, 
one of the most frequently raised issues, i.e. that quotas of 
a Kft. are essentially a stack of rights and obligations not 
appearing in the form of shares and that a Kft. is barred from 
issuing convertible bonds, will likely remain unresolved. 

We can only guess what lies behind the legislator’s reluctance 
to consider a more comprehensive reform. However, one 
counterargument could be that the existing legislative 
environment provides solutions to almost all concerns in 
question. One must simply broaden its perspective and look 
past the confines of Kfts. 

If we follow this train of thought and examine the logic from 
which Hungarian company forms emerged, we can see that 
Kfts are designed for one to around five founders and are 
generally recommended in less capital-intensive industries. 
As a general rule, quotaholders have more control over who 
can join the company, and Kfts are based on the principle 
of partnership and of pulling together people rather than 
capital. With Kfts, personal contacts, founder’s insight 
into the business, and closer cooperation is the norm.  
In that sense, it is a perfect fit for pre-seed startups, where 
the founder level and the management level are, in many 

“While we wait for reforms,  
let’s use what we already have”
Dária Szabó, 
Senior Associate at Bird&Bird

7.3.1. Expert’s view

Dária Szabó
Senior Associate at Bird&Bird
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cases, identical, where incorporation is speedy and cheap, 
and administrative costs are low. With the ability to create 
different classes of quotas and with almost complete 
freedom in assigning all kinds of preferential rights to quotas, 
this company form can function very well even after seed 
investors have joined the company (acknowledging the fact 
that ESOP programs and financing with convertible notes 
remain contractual arrangements only, carrying a certain 
enforceability and/or regulatory risk). 

The vehicle truly designed for investors, however, is the Zrt, 
which, to this day, remains a vastly underutilized company 
form. True, incorporating a Zrt. or transforming a Kft. into a 
Zrt. may have its difficulties (more on that below). However, 
once Zrts are up and running, they reveal themselves to be 
adept at accommodating investors’ needs. This is because, 
Zrts are more versatile than Kfts, i.e. are equally suited to 
a smaller as well as a larger group of shareholders and are 
based on the principle of pulling together capital, where the 
shareholder level is generally not involved in the business 
and where participation takes form in monetary investment 
rather than in anything else. 

Zrts are of course more costly to incorporate than Kfts. For 
one, the incorporation is subject to stamp duty, and the initial 
capital requirement is also higher. Furthermore, there is less 
flexibility as to the deadline of paying up the full amount of 
the initial capital. These aspects are perhaps less relevant 
if a start-up company is incorporated as a Kft. and only 
transforms into a Zrt. at the time of a seed investment, or 
better yet, at the series A round. What may be frustrating 
however, is the fact that for dematerialized shares to be 
created, either at incorporation or when an investor steps 
in, a securities account must be opened in Hungary. In other 
words, shares cannot be created on the investor’s existing 
foreign securities account. Because of the applicable AML 
rules, the opening of a securities account can sometimes 
take months. It is also worth mentioning that the creation 
of shares is relatively pricey (especially compared to Kfts, 
where no such costs arise). 

On the bright side, however, Zrts basically possess all 
the attributes that make them a good fit for startup 
companies, especially following the seed investment 
round. Shareholders’ rights and obligations, for example, 
are represented by shares (printed or dematerialized), and 
in addition to regulated classes of shares (ordinary shares, 
dividend preference shares, voting preference shares, 
employee shares, just to name a few) shareholders are 
free to create atypical shares, tailored to their business 
arrangement. Customary transfer restrictions set out in 
investment agreements also become easily enforceable 
by using escrow securities accounts instead of simply 
relying on contractual provisions (as is the case with Kfts). 
Furthermore, convertible loans can be granted through 
the subscription by investors to convertible bonds issued 
by the company. The laws regulating these securities are 
clear and easily applicable. In addition, Zrts offer various 
options to incentivize employees, through well-developed 
legal instruments, such as the issuance of employee shares 
regulated in the Hungarian Civil Code, the issuance of 
atypical shares, created entirely by the shareholders and the 
MRP program, the main draw of which is that remuneration 
paid to employees through this vehicle enjoys favorable tax 
treatment.

While acknowledging the various challenges founders and 
investors face in Hungary, in the absence of conceptual shifts 
in the legislator’s approach, market players and especially 
their legal advisers are left with exploring the options that 
Hungarian law can offer. Considering that the year 2020 
brought about the implementation of new FDI clearance 
regimes across the EU, which, in many member states, apply 
to a surprisingly wide range of sectors and transactions with 
often poorly drafted rules and with regulators having been 
granted excessive discretionary rights, the FDI regime is 
now perhaps the biggest uncertainty when it comes to 
investing in Hungarian startups. One might even say that a 
legal environment that may be a bit rough around the edges 
but still has a lot to offer seems now the least of founders’ 
and investors’ worries. 
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7.4. Incentivizing private 
investments to startups

The lack of sufficient private investment is a problem in most 
CE countries. Many ecosystem players complain about 
the lack of pre-seed funding, arguing that a stronger angel 
investor network would be needed to bridge the gap. 

In most CE countries there are not many incentives for 
private investors. In Poland, however, a new tax relief for 
investors in VC funds and business angels was introduced in 
2021 as part of the Polish Deal. According to this regulation, 
investors in VC funds and business angels are able to deduct 
as much as 50% of the total amount of investment from 
their tax base. The total limit for the deduction is 250,000 
PLN (62,500 EUR) per tax year, and the solution is based on 
similar tax incentives in France, Germany, or the UK.

Ecosystem players from other CE countries claim that similar 
tax reliefs would also be needed in their countries in order to 
incentivize angel investors.

Another suggestion from ecosystem players is making the 
use of convertible notes, SAFEs, and ESOPs legal. These 
are officially not possible in limited liability companies, the 
most common company form used by startups in the CE 
countries, therefore lawyers have to adopt some creative 
workarounds to make use of these vehicles. Since this is of 
course not ideal, most ecosystem players are trying to push 
policy makers to make them legal. There has been some 
progress on this front in Slovakia and Poland, where a new 
company form, the simple joint-stock company has been 
introduced. Low incorporation requirements and a simple 
corporate structure (with or without supervisory board) 
serving the initial stages, and a variety of share classes 
together with statutory drag-along and tag-along regulations 
serving investment scenarios, are designed to accommodate 
both entrepreneurs’ requirements as well as the goals and 
strategies of investors.

A much-needed incentive for private investors would be 
co-investments. A co-investment fund invests in startups 
in cooperation with groups of business angels and venture 
capital funds, lowering the risks for private investors. The 
benefit for private investors is that the fund limits its return 
on investment in the event of a successful exit and shares 
its profits with the investors. Good examples are some 
EIF-backed co-investment fund schemes in Lithuania,  
e.g. Coinvest Capital or the Business Angels Fund.

The Seed Enterprise Investment Scheme (SEIS) in the UK is 
another example for incentivizing private investment. SEIS 
investors can invest a maximum of 100,000 GBP in a single 
tax year, which can be spread over a number of startups, and 
receives up to 50% tax relief in the tax year the investment is 
made, regardless of their marginal rate. The scheme includes 
several other advantages, like capital gains tax exemption or 
loss relief.

These measures would definitely help in incentivizing private 
investors, although what would help the most would be more 
successful exits with high enough returns for founders to 
invest their gains in new, promising startups. 

“In Hungary the total amount of capital invested 
by angels is very small. Founders themselves did 
not work at Google and Facebook, making a lot of 
money, and did not work at successful startups 
where they had stock options and cashed out for 
a million dollars, and were able to use that money 
to found their own startup. So founders lack the 
resources themselves, they also lack the experience 
of growing a startup, and they lack access to angels 
who are ready to invest.” 
Jared Schrieber 
angel investor

https://pfrventures.pl/en/news/a-new-tax-relief-up-to-50-deduction-for-investors-in-vc-funds-and-business-angels.html
https://www.lexology.com/library/detail.aspx?g=65fca85d-f8cd-48aa-aba8-706d0a8d40c4
https://www.lexology.com/library/detail.aspx?g=65fca85d-f8cd-48aa-aba8-706d0a8d40c4
https://www.coinvest.lt/en/homepage
https://angelsfund.eu/en/home/
https://www.seis.co.uk/
https://www.seis.co.uk/about-seis/investors
https://www.seis.co.uk/about-seis/investors
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