EUROPEAN STARTUP
ACT

Executive Summary
For the European Union, economically speaking, it is essential to create an
entrepreneurial framework in which big ideas can thrive and grow. European SMEs
already “produce 58% of EU GDP and account for 67% of all jobs in the private
sector”1 and there is still a great deal of room for improvement.
Whilst much is happening at the national level to encourage entrepreneurship, there
is a need for greater action at the European level. At the European Young Innovators
Forum (EYIF) we have illustrated the impact we would like to witness in the
European entrepreneurial ecosystem in our Vision 2020:
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In line with this vision and using our extensive knowledge of the European startup
ecosystem, we hereby outline our recommendations to achieve a competitive
entrepreneurial market:

1. Accessible Finance for Entrepreneurs
The European venture capital (VC) and lending markets have struggled since the
2008 financial crisis but have shown some signs of improvement in the last two
years. However, there have been a number of sources which have supplemented
these traditional markets, including alternative finance and European funding
schemes. To encourage financial support for entrepreneurs, the EU must simplify
regulation in the area of alternative finance and expand European programmes
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funding entrepreneurship, whilst encouraging foreign VC investment in Europe.

2. Simplified Startup Creation
From Member State to Member State there is a great deal of variance in terms of
company types and registration procedures. This makes the creation of startups
unnecessarily burdensome and can also create long-term difficulties in attracting
investment. To remedy this the EU should accelerate the process of harmonisation
in the field of company law with the end goal of creating a single European private
company format which would act as the main vehicle for the incorporation of
startups. This includes the harmonisation and digitalisation of registration
procedures, the harmonisation of minimum capital requirements and simplification
of
the
current
VAT
regime.

3. Entrepreneurial Exchange
There have been a number of efforts on the national level to attract foreign
entrepreneurs and provide national entrepreneurs with experience from abroad.
European action on this issue should be reinforced to support national measures
and make them more efficient by, for example, the extension of the EU Blue Card to
entrepreneurs. Policies should be pursued to encourage foreign entrepreneurs to
relocate to Europe and encourage European entrepreneurs to gain experience
elsewhere to improve their European businesses and enhance the innovation
process.

4. E-Skills for all
Europe is still suffering from a major deficit in digital skills to support, in particular,
growing digital startups. This is leading to unnecessary gaps in the job market which
could be filled by the growing number of unemployed remaining in many Member
States. The EU thus needs to continue to expand the campaign to equip the labour
market
with
the
necessary
digital
skills
to
fill
these
gaps.

5. Geo-Unblocking
In the provision of digital services, we are still far from the creation of a single
market. Services continue to be confined to national borders and far to often
consumers are unable to access content when they move from Member State to
Member State. This is particularly true in the case of the audio-visual sector. To
ensure these services are available as uniformly as possible, EYIF supports the
position of the Commission taken in the Digital Single Market Strategy2 to modernise
copyright law and implement a European standard. EYIF also advocates, to
complement this, a targeted competition policy ensuring the prohibition of
agreements for licenses which prohibit sales of services outside licensed territories.
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Introduction
According to the Innovation Union Scoreboard 20153, “compared to last year
innovation has not been improving” in the EU.4 This has been attributed, in part, to
the reduction of „innovation activities‟ and also, as a result of the delayed effects of
the 2008 financial crisis:
“Decreasing shares of enterprises with innovation activities, a reduced activity
in public-private interactions as measured by public-private co-publications
and declining venture capital investments all signal a possible negative effect
of the economic crisis on business activities”.5
For the European Union, economically speaking, it is essential to create an
entrepreneurial framework in which big ideas can thrive and grow. European SMEs
already “produce 58% of EU GDP and account for 67% of all jobs in the private
sector”6 and there is still a great deal of room for improvement.
The OECD have emphasised the importance of the regulatory environment in
fostering entrepreneurial activity:
“A combination of opportunity, capability and resources does not necessarily
lead to entrepreneurship if opportunity costs … and startup costs outweigh
the potential benefits. The regulatory framework, taxes, regulations etc. is
therefore a critical factor affecting countries‟ entrepreneurial performance.”7
There is no doubt that regulation is an important factor in the creation of a strong
European startup ecosystem. However, it is not the only relevant factor. As well as
creating the right legal framework for companies to flourish, it is equally important
to create an environment in which entrepreneurship is viewed as a positive career
choice, rather than a last resort for those who have failed to find a position in
established companies. Increasingly, it is also vital that every EU citizen is equipped
with the e-skills required to remain competitive in an ever-digitalised economy.
The European Commission has demonstrated its awareness of these issues by
creating the Entrepreneurship 2020 Action Plan8 as well as establishing funding
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programmes for innovative startups, an example of which is the SME instrument.9
However, there are still many obstacles for entrepreneurs, tempering latent
economic potential which could be realised through a more extensive policy
programme.
Whilst a great deal is happening at the national level to encourage entrepreneurship,
there is a need for greater action at the European level. The European Young
Innovators Forum (EYIF), with our pan-European presence in the different European
startup ecosystems and in cooperation with our community, outlines the following
solutions to achieve a competitive entrepreneurial environment:

1.

Accessible Finance for Entrepreneurs;

2.

Simple Startup Creation;

3.

Entrepreneurial Exchange;

4.

E-Skills for all;

5.

Geo-Unblocking

European economies still place the lowest social value on entrepreneurship of
anywhere in the world.10 Furthermore, European entrepreneurs possess the
greatest fear of failing in entrepreneurship.11 A comprehensive strategy which
addresses regulatory, social and educational factors can revert this trend and make
Europe the most competitive European entrepreneurial ecosystem in the world.
The following document outlines some key facts regarding the European market and
details the potential solutions to allow European entrepreneurs to develop in a
competitive environment.
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1. Accessible Finance for Entrepreneurs
The European venture capital (VC) and lending markets have struggled since the
2008 financial crisis but have shown some signs of improvement in the last two
years. However, there have been a number of sources which have supplemented
these traditional markets, including alternative finance and European funding
schemes. To encourage financial support for entrepreneurs, the EU must simplify
regulation in the area of alternative finance and expand European programmes
funding entrepreneurship, whilst encouraging foreign VC investment in Europe.

Facts
• The VC market in all European countries, understood as a percentage of GDP, is

significantly smaller than in Israel, the US and, to a lesser extent, Canada.12

• The European VC market has failed to keep up with the development of the US

market.13 Thus, not only does the US market already vastly outperform the
European market, but the gap is continuing to grow.

Figure 1.1 – Venture Capital Investments as a Percentage of GDP
Source: OECD (2014), Entrepreneurship at a Glance 2014, OECD Publishing.

• In the period between October 2014 and March 2015, SMEs have reported a greater

need for sources of external finance, up 3% from the previous period.14

15
• Bank lending has declined since 2008 and has not recovered. Thus, SMEs are

facing financial constraints resulting from the fact that they are “dependent on
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bank lending because of their small scale, limiting their ability to efficiently
overcome asymmetric information and to access to other forms of finance such as
capital markets”.16

Action
1. Simplified Regulation of the Alternative Finance Market
National alternative finance markets17 have been booming in recent years,
surpassing some traditional forms of investment. In the UK, for example the market
has grown by an average of 155% in the past two years to a £1.74B industry.18 The
European market for alternative finance raised close to €3billion in 2014 alone.19
“Including the UK, the overall European alternative industry is on track to grow
beyond €7B in 2015 if the market fundamentals remain sound and growth continues
apace”.20 EYIF advocates regulatory simplification and harmonisation of the
alternative finance market to encourage cross-border investment which is currently
being hampered by regulation to increase the channels of finance available to
entrepreneurs.

2. Expansion of Risk Guarantee Programmes to Foreign VC
Investment
The European Investment Fund and European Investment Bank have managed a
number of guarantee schemes operating within the borders of Europe to encourage
investment from private actors. Examples include the InnovFin SME Guarantee
Facility and the Risk Investment Instrument. However, these mechanisms remain
available only to private actors located within the EU. In an attempt to kick-start the
VC market, EYIF would like to see these risk guarantee programmes extended to
investors from non-EU countries, in particular the US and China. This is a tried and
tested strategy for attracting investment demonstrated most notably in the case of
the Israel VC market. The OECD Observer recounts the example of Yozma:
“Yozma, has been credited with creating Israel‟s vibrant venture capital
industry. Founded with a budget of $100 million in 1993, Yozma established 10
venture capital funds, contributing up to 40% towards the total capital
investment. The rest was provided by foreign investors, who were attracted by
risk guarantees. Nine of the 15 companies that received Yozma investment
15
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went public or were acquired. “In 1997 the government received its original
investment with 50% interest and the funds were privatised,” recalls Ms
Berry. A recent OECD report on innovation calls Yozma “the most successful
and original programme in Israel‟s relatively long history of innovation
policy.”21

3. Expansion of Public Finance Initiatives Supporting Startups and
SMEs
Initiatives such as the SME Instrument and the SME Initiative which have existed as
part of the Horizon 2020 Programme have been successful with entrepreneurs as a
mechanism to launch their ideas or fund their scale-up projects. To respond to the
demand for finance which exists in relation to SMEs, EYIF would like to see these
programmes expanded in the short/medium term by widening the scope of the
grants being made, whilst at the same time increasing the number of grants being
made. In the long-term, EYIF would also advocate an increase in the budget for such
support. The benefits of these schemes have been demonstrated consistently, most
prominently in the case of Israel.
In particular, EYIF would like to see the expansion of the Phase 3 segment of the
SME Instrument in two particular ways. Firstly, we support the opening of the Phase
3 application procedure to non-beneficiaries of Phases 1 and 2 of the SME
Instrument. Secondly, we advocate the optimisation of Phase 3 to include a cofinancing scheme utilising capital from the European Investment Fund. For startups
who have already attracted VC investment, it should be possible through Phase 3 to
acquire co-financing from the EIF, after an EASME assessment.
Following the aforementioned policy lines would demonstrably improve the
availability of finance for entrepreneurs and thus expand the potential of the
European entrepreneurial ecosystem. In addition, the first measure would create an
unparalleled market in alternative finance which has not yet been achieved
anywhere in the world. Diversifying funding sources also removes the overdependence on bank lending meaning the European entrepreneurial ecosystem
would be better able to cope with the constraints on lending associated with a
banking crises.
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2. Simplified Startup Creation
From Member State to Member State there is a great deal of variance in terms of
company types and registration procedures. This makes the creation of startups
unnecessarily burdensome and can also create long-term difficulties in attracting
investment. To remedy this the EU should accelerate the process of harmonisation
in the field of company law with the end goal of creating a single European private
company format which would act as the main vehicle for the incorporation of
startups. This should include the harmonisation and digitalisation of registration
procedures, the harmonisation of minimum capital requirements and the
simplification of the current VAT regime.

Facts
• The number of procedures which entrepreneurs are required to complete to fully

establish and operate in their chosen location averaged at 5.1 across Europe.
However, there is a great deal of variation between countries with the lowest
number of procedures required being 2 (Slovenia) and the highest number being 11
(Malta).22

• In terms of the time taken to establish a company in the EU, on average,

registration was completed within 11.6 days.23 Again, the variance is significant
with the fastest jurisdiction (Portugal) taking just 2.5 days and the slowest (Malta)
taking 34.5 days.24

• The cost of starting a business can also vary a great detail between Member

States. The EU average cost for starting a business is 4.1% of income per capita.
Looking at the extremes, the cost of starting a business can be up to 14.1% of
income per capita in Italy and 0% in Slovenia.25

• Discussions at the European level have been ongoing since 2008 in relation to the

creation of a European private company form to resolve many of the
aforementioned disparities. The initial 2008 proposal26 was rejected and has been
succeeded by a more recent proposal27, aiming to remedy the concerns outlined in
the previous legislative process.
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Corporation, available at
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Action
1. Standardised Registration Procedure for all Private Companies
Whilst it remains the case that there is no European company form, the EU should
promote the adoption of a single registration procedure which is consistent
throughout Member States. Where possible this process should also be digitalised to
increase the efficiency of the process of forming a startup.

2. Harmonised Minimum Capital Requirements
To ensure a minimum standard of protection for creditors and to simplify the choice
for entrepreneurs, the EU should aim to harmonise the minimum capital
requirements for private company forms. The aim of this measure should be to
ensure a balance between protecting creditors and not making the process of
incorporation overly burdensome.

3. Simplification of the VAT Rules for Startups
The 2015 changes to the way in which VAT is charged have created an unnecessary
administrative burden on startups and entrepreneurs who want to trade in more
than one Member State. EYIF supports the swift implementation of a threshold,
below which an enterprise would not have to pay VAT in jurisdictions where their
revenue does not exceed this threshold.

4. A Single European Private Company Type
The end goal of regulatory harmonisation should be the creation of a standard
company vehicle, used by all entrepreneurs looking to incorporate. All steps should
be taken in terms of harmonising company law to ensure this result is achieved.
However, what should be avoided throughout this process is a race-to-the-bottom as
we have witnessed elsewhere in the world. This point has been captured by the
European Parliament. Marlene Mizzi MEP commented:
“… we must be careful not to encourage quantity at the cost of quality and find
that companies who have been lured into cross-border activities because it
had been made so easy, do not find themselves insolvent a few months later,
leaving creditors and employees high and dry”.28
These policy lines are aimed at achieving two key results. On the one hand, they will
increase the efficiency in start-up creation meaning entrepreneurs can focus on
innovation rather than being held up with administrative burdens. On the other hand,
a harmonised company law structure will provide a greater certainty for investors as
there will be significantly less variation in levels of protection between various
Member States and in company structures.

28
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3. Entrepreneurial Exchange
There have been a number of efforts on the national level to both attract foreign
entrepreneurs and provide national entrepreneurs with experience from abroad. The
European action on this issue should be reinforced to support national measures
and make them more efficient by, for example, the extension of the EU Blue Card to
entrepreneurs. Policies should be pursued to, on the one hand, encourage foreign
entrepreneurs to relocate to Europe and, on the other hand, encourage European
entrepreneurs to gain experience elsewhere to improve their European businesses
and enhance the innovation process.

Facts
• Taking the UK as an example of a country employing an entrepreneurial visa policy,

between 2008 and 2014 applications saw an increase of 3400%. “This rise is
officially described as “encouraging news” for the UK business scene: it
encourages job and wealth creation, and is a positive indicator that the UK is still
an attractive place to start a business”.29

• “More than 40 percent of the Fortune 500 companies in 2010 were founded by an

immigrant or the child of an immigrant”30, according to the Kauffman Foundation.
They added that in the US “[i]mmigrant founded engineering and technology firms
employed approximately 560,000 workers and generated $63 billion in sales in
2012”.31

• Research has shown that the adoption of a entrepreneurial visa policy can have

highly positive effects on national innovation ecosystems: “Flexible and open
immigration policies play an important foundational and support role in growing
local pools of entrepreneurial talent, attracting innovative companies and creating
entrepreneurial clusters”.32

Action
1. Extend the EU Blue Card to Entrepreneurs
Given the success that many entrepreneurial visas have shown in recent years,
particularly in the UK, EYIF supports the extension the EU Blue Card to
29

Migreat, „UK Entrepreneur Visa Report: A UK Immigration System Open to Innovation and
Promising Entrepreneurs‟ published March 2014 available at
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30
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31
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entrepreneurs who meet a minimum standard of viability in terms of their business
proposition. This can include, but is not limited to, a minimum level of guaranteed
investment, an acquired European business partner and a viable 3-5 year financial
forecast.

2. Expansion of Entrepreneur Exchange Programmes Beyond
Europe
Erasmus for Young Entrepreneurs has achieved positive results for participants. An
example of this is that “78% of the new entrepreneurs who created their company
after the exchange consider that the programme contributed significantly to their
ambition to set up a business”.33 Given these positive results since 2009, EYIF
advocates the expansion of the programme to include placements which extend
beyond Europe, in particular to the Silicon Valley and China. As an addition to this is
the creation of Innovation Centres in the main entrepreneurial innovation hubs in the
world. EU entrepreneurs will have a reference point after arriving in these
ecosystems enabling them to think global, be inspired by the local mindset and in
some cases to tailor their growth strategy according to these experiences. In
agreement with the US and Chinese authorities, these exchange programmes could
be extended to bring their entrepreneurs to Europe.
These policies would attract a greater pool of talent to Europe from non-European
countries as well as giving our entrepreneurs the experience they need in other
markets to scale their businesses.
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Eurochambres, “5 Years of Erasmus for Young Entrepreneurs” 2014 available at
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4. E-Skills for All
Europe is still suffering from a major deficit in digital skills to support, in particular,
growing digital startups. This is leading to unnecessary gaps in the job market which
could be filled by the growing number of unemployed remaining in many Member
States. The EU therefore needs to continue to expand the campaign to equip the
labour market with the necessary digital skills to fill these gaps.

Facts
• A forecast conducted in 2014 predicted that by 2020 the EU27 will have a deficit of

between 750, 000 and 1.3 million IT professionals without intervention on the eskills
front.34

• 18% of individuals aged 16 to 74 living in the EU28 have never used the internet,

“whether at home, at work or from anywhere else and whether for private or
professional purposes”.35 There are vast regional discrepancies incorporated in
this statistic from 3% in Denmark to 39% in Romania.36

• “The three most important reasons for households not having internet access are

that it is not needed (45%), due to a lack of skills (41%) and because the equipment
(27%) and access (24%) costs are too high. In particular, lack of skills has gained
substantially in importance over the last year”.37

• “In 2014 32% of the EU labour force had an insufficient level of digital skills. 13%

had no digital skills at all, as they did not use the internet. In 2012 the figures were
39% and 14%, respectively.38

Action
1. Expand the E-Skills for Jobs Programme
Clear progress is being made on the E-skills front and figures are consistently
improving as demonstrated by the Digital Agenda Scoreboard. EYIF therefore
advocates greater investment in the drive to equip the labour market with the digital
skills they require to ensure the European workforce remains competitive. Key

34
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38
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considerations should be the accessibility of training and also emphasis on those
regions which still have digital aptitude well below the European average.

2. Emphasise the Benefits of the E-Skills Initiative to all Actors
Alongside the drive to equip the current workforce with digital skills, it is critical that
we also instil the value of digital skills in the minds of our future workforce. The EU
should therefore continue to emphasise the importance of incorporating digital skills
programmes in national education curricula and develop a new e-skills programme
tailored to entrepreneurial needs and lifestyles. Added to this should be a drive to
encourage undergraduates to pursue degrees which incorporate digital skills
training as a main component.
It is also critical that the benefits of European funds available are made clear to
private actors who can contribute to the program. There are many private actors
providing coding schools and IT workshops, for example, who are simply unaware of
the funds they could benefit from. The support available at the EU level needs to be
communicated more clearly to these parties.
The combination of these two policy measures will contribute to, on the one hand,
making the EU labour market more competitive and, on the other hand, reducing the
unemployment levels in a number of countries by providing the unemployed with the
digital skills to allow them to fill vacant positions.
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5. Geo-Unblocking
In the provision of digital services, we are still far from the creation of a single
market. Services continue to be confined to national borders and far to often
consumers are unable to access content when they move from Member State to
Member State. This is particularly true in the case of the audio-visual sector. To
ensure these services are available as uniformly as possible, EYIF supports the
position of the Commission taken in the Digital Single Market Strategy39 to
modernise copyright law and implement a European standard. EYIF also advocates,
to complement this, a targeted competition policy ensuring the prohibition of
agreements for licenses which prohibit sales of services outside licensed territories.

Facts
• The fact that copyright remains an issue governed, mostly, by national law is

creating problems for the European consumer. “The territorial limitation of
copyright licenses within EU Member States (so-called territoriality) , allows
copyright owners such as television broadcasters to prevent users from accessing
material when they are based in another country (known as geo-blocking)”.40

• A public consultation conducted in July 2014 indicated that “the vast majority of

end user/consumer respondents report facing problems when trying to access
online services in another EU country. They state that they are regularly confronted
with access restrictions depending on the geographic location of their IP
address”.41

• The same consultation found that “service providers distributing digital content

point to the lack of information on content (such as who represents particular
rights and for which territories) as a major problem for the clearance of rights and
licensing in the single market”.42
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Communication from the Commission to the European Parliament, the Council, the European
Economic and Social Committee and the Committee of the Regions, A Digital Market Strategy for
Europe COM(2015) 192 final.
40
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2015 available at
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41
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43
• An ECJ decision in 2011 outlined that in the case of geo-blocking it is critical to

take a broader approach. Free movement of services provisions and competition
policy can also be enforced to prevent geo-blocking in some cases.

Action
1. Creation of a Single European Copyright Title
EYIF recognises that in the short and maybe even the medium term, the creation of a
single framework for copyright to remove the aforementioned barriers will be a
major contributor to opening up digital service markets. In view of creating such a
framework, the Commission should identify the main problem areas in intellectual
property for the provision of cross-border services and proceed with simplification of
copyright laws, allowing startups to realise their full growth potential. Ensuring full
portability of content will be one way to address this, among others. This will be
critically important for cultural entrepreneurs who are looking to disseminate their
content across borders in order to facilitate a cultural exchange are not, at present,
afforded sufficient protection to do so.

2. Enforce Competition Rules in Relation to Copyright Licenses
There are many tools that remain under-utilised to remove the problem of geoblocking. EYIF supports a strong position on enforcing competition policy against
licensing agreements which restrict the use of those licenses to a confined territory.
This policy is key to the supplementation of the new proposal on European copyright
and can provide an immediate solution in some cases to the problem of geoblocking.
Both of these policy approaches will contribute significantly to the creation of a
digital single market by ensuring that startups and entrepreneurs are free to provide
their services without fear of intellectual property theft or undue competition from
already well-established service providers.
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