


 



th 

 

 

 

DIRECTORATE GENERAL FOR INTERNAL POLICIES 

POLICY DEPARTMENT A: ECONOMIC AND SCIENTIFIC POLICY 

INDUSTRY, RESEARCH AND ENERGY 
 
 
 
 
 

Potential of Venture Capital in the 
European Union 

 
 
 
 

STUDY 

 

Abstract 
This study gives an overview of the situation of the VC industry in the EU, its 
perspectives for and barriers to further development. In addition, suggestions 
for policy initiatives that may help to diminish these barriers are provided. 

 
 
 
 
 
 
 
 
IP/A/ITRE/ST/2011-11 February 2012 
PE 475.088 EN 



Policy Department A: Economic and Scientific Policy 
____________________________________________________________________________________________________________________ 

PE 475.088 2 

This document was requested by the European Parliament's Committee on Industry, 
Research and Energy 
 
 
AUTHORS 
 
Dr. Tereza Tykvová  
Dr. Mariela Borell 
Tim-Alexander Kroencke  
 
 
RESPONSIBLE ADMINISTRATOR 
 
Dorthe Høst Sarup 
Policy Department Economic and Scientific Policy 
European Parliament 
B-1047 Brussels 
E-mail: Poldep-Economy-Science@europarl.europa.eu  
 
 
LINGUISTIC VERSIONS 
 
Original: EN 
 
 
ABOUT THE EDITOR 
 
To contact the Policy Department or to subscribe to its monthly newsletter please write to: 
Poldep-Economy-Science@europarl.europa.eu 
 
Manuscript completed in February 2012. 
Brussels, © European Union, 2012. 
 
This document is available on the Internet at: 
http://www.europarl.europa.eu/studies 
 
 
DISCLAIMER 
 
The opinions expressed in this document are the sole responsibility of the author and do 
not necessarily represent the official position of the European Parliament. 

Reproduction and translation for non-commercial purposes are authorized, provided the 
source is acknowledged and the publisher is given prior notice and sent a copy. 

mailto:Poldep-Economy-Science@europarl.europa.eu�
mailto:poldep-esc@europarl.europa.eu�


Potential of Venture Capital in the European Union 
____________________________________________________________________________________________________________________ 

PE 475.088 3 
 

 

CONTENTS 
 

LIST OF ABBREVIATIONS 5 

LIST OF TABLES 8 

LIST OF FIGURES 10 

EXECUTIVE SUMMARY 11 

INTRODUCTION 15 

1. HOW DOES THE VC INDUSTRY OPERATE? 17 

1.1 Original investors, VC funds, portfolio companies: Their roles and 
interrelations 17 

1.2 Size of the VC industries 19 

1.3 The impact of VC financing on the real economy 22 

1.3.1 Impact on growth and productivity 24 

1.3.2 Impact on innovation 25 

1.3.3 Negative effects? 25 

1.4 Recent development and challenges 26 

2. WHO RECEIVES VC IN EUROPE? 28 

2.1 Structure of VC investments 28 

2.2 Typical features of VC-backed companies and industries 34 

3. SUPPLY AND DEMAND PROBLEMS, THIN MARKETS 36 

3.1 Lack of VC supply 37 

3.2 Lack of VC demand 43 

3.3 Thin markets 44 

4. CURRENT REGULATORY FRAMEWORK 46 

4.1 Recommended features of a regulatory framework 47 

4.2 Regulatory framework and development in selected Member States and at 
the EU level 49 

4.2.1 Member State Level 49 

4.2.2 EU level 55 

5. PUBLIC SECTOR FINANCING SCHEMES 63 

5.1 EU level 64 

5.2 Member States level 73 

5.3 Real effects of public sector financing schemes on innovation, growth, 
employment and productivity 75 

5.3.1 Evidence on the EU level 75 



Policy Department A: Economic and Scientific Policy 
____________________________________________________________________________________________________________________ 

PE 475.088 4 

5.3.2 Evidence on Member States level 77 

5.3.3 Evidence from the US 77 

5.3.4 Worldwide evidence 78 

5.4 Planned financing schemes 78 

5.4.1 COSME 78 

5.4.2 Horizon 2020 79 

6. POLICIES FOR VC IN THE EU – WHAT SHOULD BE DONE? 81 

6.1 Why public support? 82 

6.2 The most serious barriers and problems 83 

6.3 Advice on future policies 85 

6.3.1 Systemic view 85 

6.3.2 Measures on the supply side 85 

6.3.3 Measures on the demand side 91 

6.3.4 Combined measures 93 

ANNEX 94 

List of interviewed experts 94 

Interview guide 94 

REFERENCES 96 

 



Potential of Venture Capital in the European Union 
____________________________________________________________________________________________________________________ 

PE 475.088 5 
 

LIST OF ABBREVIATIONS 
 
 

AIF Alternative investment fund  

AIFMD Alternative Investment Fund Management Directive 

ATP Advanced Technology Program (US) 

BA Business angel 

BVC Bank-related VC fund 

CIP Competitivness and Innovation Framework Programme 

CRD Capital Requirements Directive 

COSME Programme for the Competitiveness of Enterprises and SMEs 

CVC 

DG 

Corporate-related VC fund 

Directorate General 

DTI Department of Trade and Industry (United Kingdom) 

EBAN European Trade Association for Business Angels 

EC European Comission 

ECB European Central Bank 

EIB European Investment Bank 

EIF European Investment Fund 

EIM Research and consultancy organisation based in the Netherlands 

EIP Entrepreneurship and Innovation Programme 

EP European Parliament 

ERP European Recovery Programme 

ESMA European Securities and Market Authority 

EU European Union 



Policy Department A: Economic and Scientific Policy 
____________________________________________________________________________________________________________________ 

PE 475.088 6 

EUR Euro 

EVCA European Private Equity and Venture Capital Association 

G&E Growth and employment 

GDP Gross domestic product 

GIF High Growth and Innovative SME Facility 

GmbH Gesellschaft mit beschränkter Haftung 

GP General partner 

HNWIs High net worth individuals 

IEE Intelligent Energy Europe Programme 

IMF International Monetary Fund 

IORP Institutions for occupational retirement provisions 

IPO Initial public offering 

IRPEF Imposta sul reddito delle persone fisiche (Italian Income Tax) 

IVC Independent VC fund 

JASMINE Joint Action to Support Micro-Finance Institutions in Europe 

JEREMIE Joint European Resources for Micro to Medium Enterprises 

LfA LfA Förderbank Bayern 

LP Limited partner 

M&A Mergers and acquisitions 

MAP Multinational Programme for Enterprise 

MiFID Markets in Financial Instruments Directive 

NCF National Capital Fund 

NVCA National Venture Capital Association 

OECD Organisation for Economic Co-operation and Development 



Potential of Venture Capital in the European Union 
____________________________________________________________________________________________________________________ 

PE 475.088 7 
 

PRICAF Private Equity Investment Fund 

PVC Public-sector related VC 

R&D Research and development 

RCM Risk Capital Mandate 

RSFF Risk Sharing Finance Facility 

RVCF Regional venture capital fund 

SBICs Small Business Investments Companies 

SBIR Small Business Innovation Research 

SMART Small Firms Merit Award for Research and Technologie 

SMEG SME guarantee facility 

SMEs Small and medium enterprises 

UK United Kingdom 

UKFTF United Kingdom Future Technology Fund 

US United States of America 

VAT Value added tax 

VC Venture capital 

VCPE Venture capital and private equity 

VICO Financing Entrepreneurial Ventures in Europe 

WFG Deutsche Wagnisfinanzierungsgesellschaft 

YIC Young and innovative companies 

 



Policy Department A: Economic and Scientific Policy
____________________________________________________________________________________________________________________

PE 475.088 8

LIST OF TABLES

TABLE 1

STRUCTURE OF VC INVESTMENTS, BY INDUSTRY (2010) 29

TABLE 2

STRUCTURE OF VC INVESTMENTS, BY STAGES (2010) 31

TABLE 3

AVERAGE VC INVESTMENT SIZE (2010) 32

TABLE 4:

SIZE OF A TYPICAL VC-BACKED COMPANY (1994-2009) 33

TABLE 5

AVERAGE FUND SIZE IN EUROPE, INDEPENDENT FUNDS, INDUSTRY STATISTICS 
(2007-2010) 38

TABLE 6

PERCENTAGE OF COMPANIES WITH ACCESS TO FINANCE AS THE MOST PRESSING 
PROBLEM 40

TABLE 7

VC TEAMS’ EXPERIENCE BY NUMBER OF FUNDS RAISED (2011) 42

TABLE 8

R&D EXPENDITURES (2011) 44

TABLE 9

REGULATORY FRAMEWORK IN SELECTED MEMBER STATES 51

TABLE 10

STAGE OF BUSINESS DEVELOPMENT, PERCENTAGE OF BENEFICIARIES 68

TABLE 11

TURNOVER IN THE YEAR FINANCING WAS RECEIVED (EUR), PERCENTAGE OF 
BENEFICIARIES 68

TABLE 12

EMPLOYMENT (FULL-TIME EQUIVALENTS) IN THE YEAR FINANCING WAS 
RECEIVED, PERCENTAGE OF BENEFICIARIES 69

TABLE 13

PURPOSES FOR SEEKING FINANCE, PERCENTAGE OF BENEFICIARIES 69

TABLE 14

PERCENTAGE OF BENEFICIARIES ACTIVE IN INNOVATION IN THE PAST THREE 
YEARS 70



Potential of Venture Capital in the European Union 
____________________________________________________________________________________________________________________ 

PE 475.088 9 
 

 

TABLE 15 

AVERAGE GROWTH IN ANNUAL TURNOVER DURING PAST THREE YEARS, 
PERCENTAGE OF BENEFICIARIES 70 

TABLE 16 

TOP FOUR OF OTHER SOURCES OF FINANCE 71 

TABLE 17 

INFLUENCE OF FINANCIAL SUPPORT ON LONG TERM GROWTH PROSPECTS, 
PERCENTAGE OF BENEFICIARIES 76 

TABLE 18 

INCREASE IN ANNUAL TURNOVER ATTRIBUTED TO THE FINANCIAL INSTRUMENT, 
PERCENTAGE OF BENEFICIARIES 76 

TABLE 19 

NEW OR SAVED JOBS (IN FULL TIME EQUIVALENTS) ATTRIBUTED TO THE 
FINANCIAL INSTRUMENT, PERCENTAGE OF BENEFICIARIES 76 

TABLE 20 

USE OF FINANCING FOR INNOVATION, PERCENTAGE OF BENEFICIARIES ACTIVE 
IN INNOVATION 77 

 



Policy Department A: Economic and Scientific Policy 
____________________________________________________________________________________________________________________ 

PE 475.088 10 

 

LIST OF FIGURES 
 

FIGURE 1  

THE VC CYCLE 19 

FIGURE 2  

DISTRIBUTION OF SAMPLE OF VC INVESTMENTS IN THE VICO DATABASE BY VC 
TYPE 19 

FIGURE 3  

VC FUNDRAISING FROM INVESTORS LOCATED IN THE FIVE MEMBER STATES, 
EUROPE, US (BILLION EUR) 20 

FIGURE 4 

VC FUNDRAISING FROM INVESTORS LOCATED IN THE FIVE MEMBER STATES, 
EUROPE, US (% OF GDP) 21 

FIGURE 5  

VC INVESTMENTS IN COMPANIES LOCATED IN THE FIVE MEMBER STATES, 
EUROPE, US (BILLION EUR) 21 

FIGURE 6  

VC INVESTMENTS IN COMPANIES LOCATED IN THE FIVE MEMBER STATES, 
EUROPE, US (% OF GDP) 22 

FIGURE 7  

AVERAGE ANNUAL GROWTH RATE IN VC INVESTMENT SIZES (PER DEAL), 1989-
2010 32 

FIGURE 8  

SHARE OF GOVERNMENT AGENCIES IN TOTAL VC FUNDRAISING IN EUROPE 38 

FIGURE 9   

SUCCESS RATES OF OBTAINING FINANCE OF DIFFERENT SME TYPES ACROSS 
EUROPE 41 

FIGURE 10   

EIF EQUITY COMMITMENTS (IN EUR MILLION) 65 

FIGURE 11  

BUDGET ALLOCATION EIP – FACILITATE ACCESS TO FINANCE (IN EUR MILLION)
 66 

 



Potential of Venture Capital in the European Union 
____________________________________________________________________________________________________________________ 

PE 475.088 11 
 

EXECUTIVE SUMMARY 
Venture capital is usually the investment of long-term, unquoted risk equity finance in 
young firms by professional investors.  

The European venture capital industry is much younger and smaller than that of the United 
States. There is a great heterogeneity in the types of venture capital investors in Europe 
(independent, bank-controlled, corporate and public sector-related). EU Member States 
exhibit considerable differences in development stage and size of their venture capital 
industries. In Europe, VC activity is particularly low in a company’s seed phase. This is 
especially true for Poland and Italy. The seed segment is, to a large part, served by public-
sector-related venture capital investors. Business angels are also an important source of 
capital in this phase. The biotech industry dominates the industrial composition in Europe.  

Venture capital investments in the EU have positively affected companies’ growth, 
productivity, and innovation performance in recent years. However, the extent of these 
effects was contingent on the type of venture capital fund.  

Europe faces a combined problem of a shortage of venture capital supply, a shortage of 
venture capital demand and thin markets. There are problems with low fundraising from 
private institutional investors (low supply quantity) and the low number of qualified, 
experienced, highly professional and large enough VC funds (low supply quality). There is a 
low number of prospective high-tech potentially high-growth enterprises in Europe (low 
demand quality). Finally, the demand and supply side experience difficulties to match each 
other (thin markets problems). 

On the supply side, only a few large institutional investors are active in the venture capital 
industry. First, there is a small pool of potential investors in Europe (such as pension funds, 
university endowments, foundations and family offices). Second, the majority of existing 
institutional investors avoid the venture capital segment due to low returns. The main 
arguments behind these low returns are: small size of most VC funds, low experience of 
many VC funds, low involvement of large corporations, high fragmentation of the VC 
industry across national boundaries, risk of double taxation in some Member States and 
under certain circumstances, strengthening of capital adequacy requirements and low 
attractiveness of some public policy programmes for private investors. Some of these 
problems are equally relevant in all Member States (such as high fragmentation), other 
problems (such as risk of double taxation) only apply in some Member States.   

The demand-side reasons for low returns are: low levels of R&D expenditures, harsh 
penalisation of bankruptcy, cultural attitudes towards entrepreneurship and risk taking, low 
mobility, costly intellectual property rights protection, difficulty for innovative 
entrepreneurs to access public procurement contracts, and unfavourable general economic 
conditions, such as labour market rigidities (difficulties and high costs to hire or fire), 
bureaucracy and corruption. While some of these problems (such as low mobility or costly 
intellectual rights protection) have very similar magnitudes in all Member States, other 
problems (such as low R&D expenditures, bad general economic conditions) are more 
severe in some Member States than in others, but they are typically worse compared to the 
US. 

Factors mainly responsible for the thin markets problem are those factors hindering 
mobility of entrepreneurs and mobility of venture capitalists. Sometimes, public 
programmes are narrow, e.g. they are restricted to only one region, which may additionally 
aggravate the thin markets problem. 

More specifically, the regulatory framework varies from Member State to Member State and 
the VC market is highly fragmented.  
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Each Member State provides a different operating environment for VC in the EU. Cross-
border fundraising and investing is possible, but complex and costly due to legal burdens. 
Usually, funds have to set up additional companies in several EU countries. VC funds are 
repeatedly confronted with problems of double taxation, administrative obstacles related to 
taxation and substantial tax treatment uncertainties. 

The high fragmentation of the EU VC industry gives rise to additional costs that diminish 
funds’ returns. The high fragmentation, which hinders mobility of venture capitalists, also 
results in markets that are too small for large institutional investors. 

Double taxation is a major obstacle for cross-border VC. Double taxation and the 
uncertainty about the tax treatments it entails can cause cross-border VC to be very costly 
and hinder the development of larger EU markets. 

The European Commission has recently encouraged the introduction of a European 
‘passport’ for VC managers and funds. A voluntary registration has the potential to 
significantly reduce cross-border VC complexity. However, interviewed experts expect the 
passport to be insufficient to resolve all issues with respect to double taxation. Therefore, 
tax issues remain an important threat to European cross-border VC which should be 
addressed in the future. 

Overall, many Member States provide only few incentives for investee companies and 
investors. The study provides an overview of the most important areas dragging VC 
investment. Room for improvement is documented particularly in the support of young and 
innovative companies (YIC) and in establishing better insolvency treatments for failed 
businesses in order to encourage entrepreneurship. 

Any attempts to improve the regulatory framework in the European Union should not be 
completely self-contained. The European VC market should be attractive for third-country 
entities as well (e.g. VC funds and institutional investors from the U.S.). Any action plans at 
EU or Member State level should not have adverse effects on non-EU funds/investors. 
Regulatory changes which aim to improve intra-EU VC investment and fundraising should 
be designed such that they do not hamper VC investment and fundraising from outside the 
EU. 

The lack of capital from private investors in Europe caused an increasing dependence of the 
VC industry on public sector funding. In order to close the equity gap, governments have 
developed a wide range of measures to stimulate the VC market or to directly fund 
enterprises. Public sector financing schemes have been developed at the EU, national and 
regional level.  

At the EU level the European Investment Fund plays a crucial role. The European 
Commission allocates resources to the EIF on a trust basis, making use of EIF operational 
expertise to manage the different programmes. The EIF usually acts as a fund of funds. 
One of the key effects of the public schemes is the positive leverage effect (i.e., crowding 
in private investors). By supporting enterprises through equity or guarantees, the 
attractiveness of the investee firms for private investors increases. An evaluation report of 
the EU scheme Entrepreneurship and Innovation Programme, which is of high relevance for 
the VC industry, indicates that the financial support through EU instruments was the only 
option for the majority of enterprises to receive the financing needed. Furthermore, the 
Programme seems to ease the problem of thin markets, as it helps firms experiencing a 
further shortage of capital to find additional financing.  
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At the national and regional level, studies evaluating selected programmes in selected 
Member States document the main problems of such schemes: a lack of valuable 
investment opportunities (demand-side quality problem), a lack of experienced and 
competent VC teams (supply-side quality problem) as well as a small-size problem of the 
funds. 

As to the real effects of public sector financing schemes, several studies show that if 
designed properly the programmes may lead to an increase in the quantity and partly the 
quality of VC supply and VC demand, and the programmes have a positive impact on 
innovation, growth, employment and productivity. In more detail, the impact of public 
sector-related VC investors on growth seems to be positive for early stage firms, but not 
for more mature firms. A joint involvement of the private and public sectors (under the 
leadership of the private sector) seems to be beneficial. Furthermore, regional and national 
schemes seems to be less successful that international schemes.  

To address the remaining problems and barriers, economic policy actors should view the 
different measures as complementary and combine different actions. Both the direct and 
indirect measures affecting the venture capital ecosystem are of crucial importance. In 
addition, both the demand side and the supply side must be taken into account when 
establishing conditions for an active VC industry with a high number of successful 
innovative portfolio companies. 

More specifically, this study suggests that:  

 Public policy initiatives should target larger VC funds or funds of funds. In addition, 
these funds should be experienced and highly professional. 

 In the short and medium term, public policy should focus on experienced international 
VC funds from overseas.   

 In countries with less developed VC industries and ecosystems, public policy initiatives 
should focus on VCs with industry-specific experience.  

 In countries with more developed VC industries and entrepreneurial ecosystems, public 
initiatives should support VCs with rather general experience.  

 Public policy initiatives should support a greater involvement of large corporations in 
the European ecosystem. 

 Policy makers should provide clarity about expected capital adequacy requirements.  

 The European passport is an appropriate tool to reduce the complexity of cross-border 
VC fundraising. It should:  

- allow for investors beyond the MiFID definitions, i.e. high net wealth individuals, 
family offices, and business angels,  

- allow for investments other than SMEs,  

- consider an exempt rule from AIFMD for funds holding the passport.  

 The European passport could be used to clarify the EU definition of SME. It is also 
advisable to address the problem of linked enterprises.  

 A pan-European fund structure should be a long-term goal, providing tax efficiency for 
all original investors.  

 The public sector should initiate financial instruments that attract (crowd in) a greater 
amount of private finance and close the “equity gap” in investing in SMEs and in 
research and innovation.  
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 The public contribution should have clear objectives independent from political 
pressures and short-run goals.  

 Public funding should ensure market conformity, efficient management and simple 
access for enterprises.  

 Public funding programmes should take place on the country or EU level, not on a 
regional level.  

 Public initiatives should aim at creating synergies between different instruments at 
different levels.  

 Public policies should encourage (public and private) R&D investments. 

 Public policy measures should support and stimulate the provision of support services 
(e.g., business incubators, technology transfer offices, coaching, mentoring, etc.)  

 Bankruptcy laws should be amended to encourage serial entrepreneurship as well as 
first-time entrepreneurship. 

 In the long term, policy measures should shape the educational and cultural system to 
become more supportive of risk-taking and an innovation-prone attitude.  

 Policy measures should support entrepreneurial mobility, lower bureaucracy 
requirements and diminish labour market rigidities.  

 The EU may consider the provision of selective subsidies on a competitive basis on the 
EU level.  

 When modernising EU public procurement policy, a reduction of hurdles for SMEs is 
reasonable.  

 EU-wide patent costs should be reduced.  

 In addition, policy measures should favour the creation of liquid exit markets for VC 
investments.  

 EU should support the collection of reliable data (particularly on fundraising and public 
policy programmes) and related research.  
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INTRODUCTION 
Venture capital (VC, henceforth) is typically defined as the investment of long-term, 
unquoted, risk equity finance by professional investors in young firms. The origins of VC as 
an industry can be traced back to academic institutions in the US as far as the mid-1940s. 
Its introduction in Europe occurred almost four decades later and resulted in a very 
different outcome. From the very beginning the investment scope of VC investors in Europe 
moved away from the traditional investment in young, fast-growing knowledge-based 
companies, and shifted towards large, mature firms, mostly related to low and medium 
technology sectors.  

Despite the minor attention paid to immature, growing knowledge-based firms in Europe, 
VC investors remain the best-suited intermediaries to overcome information asymmetries 
found in knowledge-based projects. As a whole, the EU is said to lag behind global 
competitors regarding investment in innovation and R&D. The result is a widening 
innovation funding gap in the EU, threatening to hamper economic recovery in the long 
term. Over the past years, policy-makers across Europe have consistently stressed the 
importance of innovation and VC as the bedrock for future growth and economic stability. 
One of the means by which Europe aims to achieve its objective of becoming a knowledge-
based economy is by “making an efficient European venture capital market a reality” in 
order to “make financing available for start-up companies, and for innovative SMEs” 
(European Commission, 2010).1 

This study provides an overview of the situation of the VC industry in the EU, its 
perspectives for and barriers to further development. In addition, suggestions for policy 
initiatives are delivered that may help to diminish these barriers.  

The methodology employed is an analytical study. This analytical study is based on a wide 
variety of information and data sources and our own expertise. First, reports and studies 
cited in the list of references at the end of this study are used.  

Second, in order to give an overview of the VC industry’s situation in the EU and in the 
Member States, the study relies on different available data sources. It has to be noted that 
it is difficult to obtain information on VC investments, VC fundraising and on VC-backed 
companies as well as on public policy initiatives, since these data have not been 
systematically collected at a microeconomic level. Therefore, data from various sources are 
combined, which include: the European Venture Capital and Private Equity Association 
(EVCA), National Venture Capital Association (NVCA), European Central Bank (ECB), 
European Commission (EC), European Investment Fund (EIF), IESE Business School, 
Earlybird, International Monetary Fund, Oanda, and, finally, VICO database.2  

 

                                                 
1 European Commission, Europe 2020 Strategy, March 2010. 
2 This large scale database on European entrepreneurial companies was constructed in the VICO project, funded 
by the EU Seventh Framework Programme (grant agreement number 217485) and carried out between April 2008 
and September 2011. This dataset has been built in a joint effort of nine universities and research centers 
throughout Europe (Ecole des Mines de Paris, Politecnico di Milano, Libera Università Carlo Cattaneo, Research 
Institute of the Finnish Economy, Centre for European Economic Research (ZEW), Universidad Complutense de 
Madrid, University College London, Vlerick Leuven Management School, and Ghent University). The objective of 
this data collection was to build a large-scale database of young entrepreneurial companies in Europe. All 
companies included in this dataset were founded after 1984 and were independent at foundation. They operate in 
one of the following sectors: pharmaceuticals, ICT manufacturing, robotics, aerospace, telecommunications, 
internet, software, web publishing, biotech, other R&D services. The VICO data set contains two subgroups of 
companies: the first consists of a sample of VC-backed companies and the second of a control sample of non-VC-
backed companies. The data set consists of 8,370 companies from seven countries, 759 of which were VC-backed 
(see, e.g., Bertoni and Tykvová, 2011). 
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Third, numerous interviews with different types of market players in the EU and in the 
individual Member States were conducted to reflect the views of different stakeholders 
within the venture capital industry (institutional investors, private and governmental 
venture capital funds, entrepreneurs, public policy makers, etc.). Two types of interviews 
were carried out: numerous small-scale interviews on selected EU-wide or country-specific 
topics and five large-scale deep interviews on a broad range of topics covering the current 
situation of the EU VC industry, regulatory barriers, public-policy support schemes, etc. The 
interview guide for these large-scale interviews is provided in the Appendix. We would like 
to express our particular gratitude to the participants in the large-scale interviews for their 
insights: Matthias Ummenhofer (EIF), Roger Havenith (EC), Michael Brandkamp (High-Tech 
Gründerfonds), Emma Fau (EVCA), and an investment manager in alternative assets (large 
insurance company) who expressed his personal opinion and wishes to remain anonymous. 
They all gave us very detailed assessments of their views of the situation and potential of 
VC industry in the EU. Special thanks go to Ulla Hudina from the European Commission (for 
her detailed information on recent and planned EU policies) and to Cornelius Müller from 
EVCA (for his support in obtaining all the specific and detailed data on VC industry in 
Europe). Finally, many thanks to Helmut Kraemer-Eis (EIF) and to all the other market 
participants, analysts, researchers that contributed to this study with their feedback.  

This study considers the EU as a whole and, in addition, analyses in more detail the 
following Member States: Germany, the United Kingdom, Italy, Poland and Belgium.  

With this sample choice, we believe to have a good coverage across several dimensions. 
The study covers old and new Member States (Poland as an example of a new Member 
State), advanced and less advanced Member States with regard to VC industry policies (the 
UK as the largest European VC industry with a relatively favourable policy towards VC on 
the one hand and, on the other hand, Italy and Poland as examples of relatively small VC 
industries with unfavourable policies towards VC), small and large countries (Belgium as an 
example of a small country, Germany as an example of a large country), countries with 
different growth rates, different industry structures, and from different geographical areas 
(Mid, East, South, West).  

Last but not least, this choice also reflects the relatively ready availability of information on 
these countries. Our most important source of data and of impact analyses at the company 
level in Europe is the VICO database, which covers only seven European countries 
(Belgium, Finland, France, Germany, Italy, Spain, and the United Kingdom).  
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1. HOW DOES THE VC INDUSTRY OPERATE? 

KEY FINDINGS 

 The European venture capital industry is much smaller and younger than that of the 
United States. Furthermore, there are considerable differences in development stage 
and size of the venture capital industries across countries within the EU.  

 There is also a great heterogeneity in the types of venture capital investors in Europe 
(independent, bank-controlled, corporate and public-sector related).  

 Recent research suggests that, in recent years, VC investments in the EU have 
positively affected investors’ portfolio companies’ sales and employment growth, 
productivity, and innovation performance. However, the extent of these effects was 
contingent on the type of VC fund. Negative effects of venture capital are negligible.  

 While venture capital activity was inevitably affected by the recent financial crisis, 
venture capital investors proved to be beneficial in helping their companies to combat 
the crisis’ negative consequences.  

1.1 Original investors, VC funds, portfolio companies: Their roles 
and interrelations 
A venture capital fund is a financial intermediary. It collects capital from investors (such as 
pension funds, endowments, and other institutional investors) and, on their behalf, invests 
it in typically young and innovative portfolio companies. The returns from these 
investments flow as capital gains upon completion of the investment rather than through 
on-going dividend returns. This study considers a narrow definition of VC, i.e. private equity 
funds are not included in this analysis because private equity funds constitute a different 
investment class from venture capital for two main reasons. First, private equity funds 
focus on other types of portfolio companies and deals than VC investors (such as late-stage 
buyouts instead of young innovative companies). According to the study specification (p. 
1), the focus is on ”early stage, high-potential growth start-up companies”. Second, private 
equity funds typically employ other financing instruments. They usually make extensive use 
of leverage, which is irrelevant in most VC transactions.  

Independent VC funds are organised as limited partnerships, with venture capitalists acting 
as the general partners (GPs) of the fund and investors acting as the fund’s limited 
partners (LPs). VC funds typically invest in private companies (i.e., companies that are not 
listed at a stock exchange), with little publicly accessible information. Once the investments 
are made, the companies cannot be immediately traded on a public exchange. This 
distinguishes these investors from both the traditional investment classes (stocks and 
bonds) as well as from other alternative investment classes (hedge funds). A VC fund 
usually takes an active role in monitoring and advising the portfolio companies.  

While all “active” investment fund managers — mutual funds, hedge funds, private equity, 
and venture capital funds — select their stocks and are evaluated according to their ability 
to pick winners, not all of them actively influence management actions of the companies 
they invest in. With the exception of large block holders who gain seats on the boards of 
public companies, public company investors’ ability to influence the management is 
severely limited.  



Policy Department A: Economic and Scientific Policy 
____________________________________________________________________________________________________________________ 

PE 475.088 18 

In contrast, VC and private equity investors often condition their investments on 
contractual provisions, such as board seats, veto rights, and various contingent control 
rights, that enable them to influence the actions of the management during their 
investment holding period. Furthermore, portfolio companies also benefit from the network 
of contacts provided by reputable, well-connected VC investors, which may result in an 
improved access to investment bankers, for instance. VC-backing also increases the 
credibility of the company towards new investors.3 A VC fund’s primary goal is to maximise 
their financial returns by selling the companies at exit because they are required to return 
money to the investors. The two most important and most beneficial exit channels are a 
trade sale (sale of the portfolio company to a larger industrial company) or an initial public 
offering (IPO; taking the company public at the stock exchange). The requirement to exit 
and the focus on financial return differentiates VC funds from strategic investments made 
by large corporations. 

In summary, VC funds differ from both mutual funds and hedge funds in that they invest in 
illiquid, private companies, and differ from corporations in that they are required to return 
money to investors within a finite investment horizon and thus need to focus on targets 
with a clear path to exits.  

These functional differences are reflected in the ways VC funds are organised. VC funds 
have a finite life — typically 10 years — and a fixed fund size that is determined at the time 
of the fund’s inception. Both hedge funds and mutual funds are open-ended and do not 
have a finite fund lifetime. Within the fund lifetime, investors in VC funds must commit to 
illiquidity of up to 10 years since they are not allowed to withdraw their money from these 
funds. This is another difference compared to hedge funds and mutual funds, both of which 
allow redemptions on demand. This means that investors may withdraw their investments 
from these funds, albeit typically subject to some waiting period. Because of the illiquidity 
and the long-term nature of VC investments, reinvestments are not permitted or restricted 
to a modest fraction of the fund size; in contrast, hedge fund and mutual fund investors are 
offered options to automatically reinvest any dividends and distributions from funds on an 
on-going basis. Figure 1 summarises the roles of investors, VC funds and portfolio 
companies and their interrelations.  

In addition to independent VC funds described above, dependent VC funds play a significant 
role in the EU. Dependent funds differ from independent funds in terms of their objectives, 
investment horizons and governance structures. They can broadly be distinguished into 
three types:  

 Corporate VC funds, affiliated with a non-financial corporation (CVC); 

 Bank-controlled VC funds, affiliated with a bank (BVC); 

 Public-sector related VC funds (PVC), controlled by public regional, national or EU-level 
authorities. 

Figure 2 shows a distribution of the sample of VC investments by VC types and 
demonstrates that the VC landscape in the EU is very heterogeneous. The data stem from 
the VICO database, which comprises the following countries: Belgium, Finland, France, 
Germany, Italy, Spain, and the United Kingdom.  

 

 

 

                                                 
3 E.g., Megginson, W.L and Weiss, K.A (1991): Venture Capital Certification in Initial Public Offering. Journal of 
Finance, No. 46, 879-903. 
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Figure 1: The VC Cycle 

 

Source: Tykvová (2007) 

Figure 2: Distribution of sample of VC investments in the VICO database by VC 
type 

 
Source: VICO database 

1.2 Size of the VC industries 
Figures 3-7 give information about the size of VC industries (and their development in the 
period 2007-2010) in each of the selected Member States, in Europe as a whole and, for 
comparison purposes, in the US. For Europe as a whole, this study employs statistics 
generated by the EVCA, which covers nearly all EU Member States. 

More specifically, EVCA statistics include the following EU Member States: Austria, Belgium, 
Bulgaria, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, 
Ireland, Italy, Latvia, Lithuania, Luxemburg, The Netherlands, Poland, Portugal, Romania, 
Slovakia, Spain, Sweden, the United Kingdom plus the following countries: Ex-Yugoslavia, 
Norway, Switzerland and Ukraine.  

http://en.wikipedia.org/wiki/Lithuania�
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The reason for the focus on EVCA countries instead of EU Member States is data 
availability. However, VC activity in EVCA countries should be nearly identical to that of EU 
Member States, because there are only a few very small differences in country coverage. 
More specifically, EVCA statistics include four (regarding VC activity relatively small) non-
EU Member States and exclude two small Member States (Cyprus and Malta).  

The figures cover both fundraising from VC funds located in these countries and VC 
investments in companies located in these countries. Since these countries vary 
considerably in size, the figures present not only absolute numbers (in billion EUR), but 
also relate the size of the venture capital industries to the countries’ GDP, which allows for 
better comparisons. 

Both in terms of fundraising and investments, absolute and relative to GDP, Europe lags 
behind the US. For example, in 2010, the fundraising of US funds reached EUR 10.1 billion 
compared to only EUR 3.3 billion for European funds. These figures correspond to 0.09% 
vs. 0.03% of GDP. A similar relation between the US and Europe can be observed when 
investment levels in 2010 are compared. In the US, VC investments reached EUR 11.8 
billion (0.11% of GDP) in 2010 compared to EUR 3.5 billion (0.03% of GDP) in Europe.  

Large differences across Europe exist. Of the five Member States analysed, the United 
Kingdom reaches the highest levels of fundraising and investments (in absolute and relative 
terms) in all years under focus (with the exception of the year 2008, in which the absolute 
fundraising level of German funds exceeded that of UK funds). The smallest VC industry is 
found in Poland and Italy. As regards VC investments, Italy even ranks below a much 
smaller Belgium in absolute levels in all years under study.  

Figure 3: VC fundraising from investors located in the five Member States, Europe, 
US (billion EUR) 

 
Note: Europe includes all EVCA countries. In Europe the data on fundraising include VC funds with stage focus 
early stage, late stage venture and balanced (i.e., multistage). In the US the data on fundraising include 
fundraising by all venture capital funds (seed, start-up, expansion, late stage). For the definitions of stages see 
box below. Source: EVCA, NVCA, Oanda (exchange rate), own calculations 
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Figure 4: VC fundraising from investors located in the five Member States, Europe, 
US (% of GDP) 

 
Note: Europe includes all EVCA countries. In Europe the data on fundraising include VC funds with stage focus 
early stage, late stage venture and balanced. In the US the data on fundraising include fundraising by all venture 
capital funds (seed, start-up, expansion, later stage). For the definitions of stages see box below. Source: EVCA, 
NVCA, Oanda (exchange rate), IMF (GDP), own calculations 

Figure 5: VC investments in companies located in the five Member States, Europe, 
US (billion EUR) 

 
Note: Europe includes all EVCA countries. The data on investments include seed and start-up stage investments. 
In addition, in Europe late stage investments and in the US expansion stage investments are included. 
Consistently with EVCA suggestion, growth stage (in Europe) and later stage (in the US) are excluded. For the 
definitions of stages see box below. Source: EVCA, NVCA, Oanda (exchange rate), own calculations 
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Figure 6: VC investments in companies located in the five Member States, Europe, 
US (% of GDP) 

 Note: Europe includes all EVCA countries. The data on investments include seed and start-up stage investments. 
In addition, in Europe late stage investments and in the US expansion stage investments are included. 
Consistently with EVCA suggestion, growth stage (in Europe) and later stage (in the US) are excluded. For the 
definitions of stages see box below. Source: EVCA, NVCA, Oanda (exchange rate), IMF (GDP), own calculations 

STAGES IN VC INVESTMENT PROCESS 

 Seed financing is designed to research, assessment and development of an idea or 
initial concept.  

 In the start-up phase, the product is developed and initial marketing begins.  

 Seed and start-up phases are referred to as early stages. 

 In the later stage (EVCA definition) and the expansion stage (NVCA definition), the 
business has reached or is approaching breakeven (i.e., starts making profits) and is 
usually already backed by VC. In this stage, capital is used to increase production 
capacity and sales power, to develop new products, and to finance acquisitions. 

 In the growth stage (EVCA definition) and the later stage (NVCA definition), the 
enterprise is more settled and seeks capital to finance acquisitions, expansions or to 
restructure operations.  

1.3 The impact of VC financing on the real economy 
There is empirical evidence that VC financing is positively related to various performance 
aspects, such as innovations, at company level4, industry level5 and country level6. 

                                                 
4 Hellmann, T. and Puri, M. (2000): The Interaction between Product Market and Financing Strategy: The Role of 
Venture Capital. The Review of Financial Studies, No. 13 (4), 959-984. 
Bertoni, F., D’Adda, D. and Grilli, L. (2011): Cherry picking or frog kissing? The Matching Process Between Venture 
Capital and High-tech Entrepreneurial Ventures. Working Paper. 
Baum, J.A.C. and Silverman, B.S. (2004): Picking Winners or Building Them? Alliance, Intellectual, and Human 
Capital as Selection Criteria in Venture Financing and Performance of Biotechnology Start-ups. Journal of Business 
Venturing, No. 19 (3), 411-436. 
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Similarly, other works focus on VC investors’ impact on different measures of company 
growth, such as sales and employment growth7. Since capital infusion by VC investors 
could explain growth per se, some recent papers focus on productivity rather than sales or 
employment growth, the relevant issue being the manner in which productivity is 
measured. Alemany et al. (2006)8 focus on partial productivity measures (i.e., capital and 
labor productivity), whereas Chemmanur et al. (2011)9 and Croce et al. (2010)10 explore 
the impact of VC financing on a company’s total factor productivity.  

When analysing the impact of VC financing on company performance the literature dis-
tinguishes between the “selection” and “value-adding” effects, since a positive relation 
between VC financing and the portfolio companies’ superior performance may arise because 
of two very different reasons. On the one hand, better performance may be due to the VC 
investors’ superior ability to “pick winners”, i.e. to select high quality companies with high 
above-average future prospects (i.e., a selection effect). On the other hand, the positive 
relation may be the result of the VC funds’ superior ability to monitor and advise their 
portfolio companies, i.e. to provide them with financial and non-financial resources (i.e., 
value-adding effect). 

In the following, findings from the VICO project on these issues are briefly summarised 
(see VICO, 2011).  

                                                                                                                                                            
Engel, D. and Keilbach, M. (2007): Firm Level Implications of Early Stage Venture Capital Investment – An 
Empirical Investigation. Journal of Empirical Finance, No. 14 (2), 150-167. 
Bertoni, F., Croce, A. and D’Adda, D. (2009): Venture Capital Investments and Patenting Activity of High-tech 
Start-ups: A Micro-econometric Firm-level Analysis. Venture Capital, forthcoming. 
5 Kortum, S. and Lerner, J. (2000): Assessing the Contribution of Venture Capital to Innovation. RAND Journal of 
Economics, No. 31 (4), 674-692. 
Hirukawa, M. and Ueda, M. (2008): Venture Capital and Innovation: Which is First? CEPR Discussion Paper, No. 
DP7090. Available at SSRN: http://ssrn.com/abstract=1344669. 
Tykvová, T. (2000): Venture Capital in Germany and its Impact on Innovation. Social Science Research Network 
Working Paper. 
6 Popov, A.A. and Roosenboom, P. (2009): Does Private Equity Investment Spur Innovation? Evidence from 
Europe. ECB Working Paper, No. 1063. Available at SSRN: http://ssrn.com/abstract=1414208. 
7 E.g.,Engel, D. (2002): The Impact of Venture Capital on Firm Growth: An Empirical Investigation. ZEW 
Discussion Paper, No. 02-02. 
Bottazzi, L. and Da Rin, M. (2002): Venture Capital in Europe and the Financing of Innovative Companies. 
Economic Policy, Vol. 17 (34), 231-269. 
Davila, A., Foster, G. and Gupta, M. (2003): Venture Capital Financing and the Growth of Start-up Firms. Journal 
of Business Venturing, No.18 (6), 689-708. 
Alemany, L. and Martí, J. (2005): Unbiased Estimation of Economic Impact of Venture Capital Backed Firms. EFA 
2005 Moscow Meetings Paper. 
Belke, A., Fehn, R. and Foster, N. (2005): Venture Capital Investment and Labor Market Performance. In: 
Kanniainen, V. and Keuschnigg, C.: Venture Capital, Entrepreneurship and Public Policy. Google Books, 97-126. 
Chemmanur, T.J. and Loutskina, E. (2008): How do Corporate Venture Capitalists Create Value for Entrepreneurial 
Firms? Unpublished manuscript, Boston College. 
Bottazzi, L., Da Rin, M. and Hellmann, T. (2008): Who are the active investors? Evidence from Venture Capital. 
Journal of Financial Economics, Vol. 89 (3), 488-512. 
8 Alemany, L. and Martí, J. (2006): Productivity growth in Spanish venture-backed firms. In: Gregoriou G., Kooli, 
M. and Kraeussl, R.: (Ed.): Venture Capital in Europe, 101-114, Elsevier. 
9 Chemmanur, T., Krishnan, K. and Nandy, D. (2011): How does Venture Capital Financing Improve Efficiency in 
Private Firms? A Look beneath the Surface. Review of Financial Studies, forthcoming. 
10 Croce, A., Martí, J. and Murtinu, S. (2010): The Impact of Venture Capital on the Productivity of European High-
tech Firms: Screening or Value Added Effect? SSRN working paper 1705225. Available at: 
http://ssrn.com/abstract=1705225. 
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In several studies, the VICO project analysed the impact of VC financing on innovation rate, 
employment creation, sales growth, and productivity of young companies in the EU 
between 1994 and 2008 and the role VC investors play in helping these companies bridge 
their resource and competence gaps. A brief description of the VICO database is provided in 
the Introduction to this work.  

The findings from several VICO studies suggest that VC funds exerted a positive impact on 
European companies across the dimensions mentioned above. More interestingly, these 
studies highlighted considerable differences among different VC types.  

1.3.1 Impact on growth and productivity 

Independent and corporate VC investors (IVCs and CVCs) 

Firms that were backed by independent VC funds (IVC), i.e. funds that do not belong to a 
bank, a corporation, or a public body, exhibited a significant increase in productivity in the 
post-investment year. This effect can be attributed to the value-adding effect of the VC 
funds rather than to a selection effect. Generally, an increase in productivity can have two 
causes: a surge in sales growth and an advanced efficiency in the use of inputs (capital, 
labour). The productivity growth of IVC-backed firms originated mostly from sales growth. 
The improved efficiency in the use of labour and/or capital tended to have a minor effect. 
The short-term result of CVC investments on productivity was negligible.  

The dynamics of employment and sales growth of CVC- and IVC-backed firms in the post-
VC investment period was researched by Bertoni et al. (2011)11 in a study based on Italian 
data. Their study showed a positive short-term effect of IVC investments on sales growth. 
This effect turned out to be substantially stronger than that of CVC investments. The 
positive effect of IVC investments on employment growth was much lower than its effect on 
sales growth and more comparable to the effect of CVC investments on employment 
growth. It is, however, noteworthy that the positive long-term effects on employment and 
sales growth of both types of VC investments were of similar intensity.  

These findings are in line with the perception that IVC investors strive to increase sales and 
productivity of portfolio companies, because they need to exit quickly. This is especially the 
case for investors with less reputation who need to make a mark (i.e. document their 
investment ability to capital providers) to be able to raise new funds. CVC investors invest 
over longer horizons, as their investments are partially driven by different objectives. 

Role of public-sector related VC investors (PVCs) 

As highlighted by the VICO studies, PVCs in general did not have a substantial impact on 
their portfolio companies’ growth, with the exception of the employment measure. 
However, the impact of PVC appeared to be positive for companies backed by VCs in the 
early stages of their life (firms aged five years or less) and ineffectual for more mature 
firms (aged more than five years). This finding of the VICO project is in line with the 
pattern of specialisation of PVCs and suggests that if PVCs are to make direct investments 
in firms, these investments are more effective when focusing on very young 
entrepreneurial firms (seed and start-up stages). It is in these stages that the firms have 
difficulties in finding alternative sources of financing for their projects, and PVCs seems to 
reduce these financing constraints.  

                                                 
11 Bertoni, F., D’Adda, D. and Grilli, L. (2011): Cherry picking or frog kissing? The Matching Process Between 
Venture Capital and High-tech Entrepreneurial Ventures. Working Paper. 
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Role of the international span of VC investors 

The VICO studies showed that firms backed solely by cross-border VC investors initially 
grew more slowly than other firms that were backed solely by domestic VC investors. In 
later years, companies backed by cross-border VC investors experienced higher growth 
rates, although this only lead to a partial catch-up. Firms that were backed by a syndicate 
of domestic and cross-border VC investors experienced a rather vibrant growth compared 
to other VC-backed companies both in the short and the long term.  

Therefore, a company backed by a mix of domestic and cross-border VC investors, either 
from its inception or later on, is able to outperform companies backed by any other 
combination of investors.  

A possible rationale is that domestic VC investors are able to provide quick advice and close 
monitoring, while international VC investors can provide internationalisation networks and 
skills. 

1.3.2 Impact on innovation 

Several studies of the VICO project investigated the relationship between VC investments 
and the quantity and quality of companies’ patenting activity and analysed the extent of in-
vestor types’ moderating role in this relationship.  

These studies found that VC-backed companies exhibited more intense patenting activity 
than non-VC-backed companies before the investment and that patenting activity sharply 
dropped after, while still remaining greater than that of comparable non-VC-backed 
companies. These results prove the signalling role of patenting activity in attracting VC 
investments (the selection effect) and, at the same time, provide evidence for the positive 
impact of VC investments on firms’ patenting activity (value-adding effect). While the 
studies did not find any substantial differences in the technological quality of patents 
obtained by VC-backed firms and those obtained by the non-VC-backed companies, the 
first were of higher commercial quality.  

Both quality and quantity of patenting activity seemed to be significantly dependent on the 
type of VC investor. IVC investors were typically associated with firms with more and 
higher quality patents. Companies backed by CVC investors did not patent more or did not 
produce higher quality patents than firms backed by other types of VC investors. PVC-
backed firms typically had small patent stock with a low patent quality. The largest increase 
in patenting was found in companies financed by syndicates between IVCs and PVCs, led by 
IVCs.12 

1.3.3 Negative effects? 

The vast majority of studies on real effects of VC financing focuses on its positive effects 
(see above) and most scholars would agree that VC financing is beneficial to the portfolio 
companies and the whole economy. 

However, under certain circumstances and in certain cases, VC investors may have adverse 
effects on their portfolio companies. Only a few studies address these potential negative 
effects which may arise because VC investors have extensive formal and informal control 
rights over their portfolio companies. VC investors may misuse these rights to transfer 
wealth to themselves, thereby exploiting the company founder and other investors. In an 
extreme case, VC investors can oust these stakeholders and take over the portfolio 
company. 

                                                 
12 Bertoni, F. and Tykvová, T. (2011): Which Venture Capital Form is Best-suited for Innovation? Unpublished 
working paper. 
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Other negative effects on portfolio companies may arise due to the fact that VC investors 
typically finance several firms in the same or in related sectors. VC investors may be 
inclined to force one portfolio company to buy services, licences, or other assets from 
another portfolio company at excessive prices. Several examples of these and other bad 
practices can be found in Atanasov et al. (2008)13. An efficient judicial system that 
prevents and punishes such misbehaviour by VCs is of particular importance.  

Another potential conflict of interest between VCs and entrepreneurs may arise upon exit. 
This conflict is associated with young VC investors and the exit channel Initial Public 
Offering (IPO). More specifically, these young VC investors – who have not yet established 
a reputation – might be inclined to take their companies public at the stock exchange too 
early in order to demonstrate their success to institutional investors. Such demonstration 
makes it easier to collect money for their future funds. However, an early exit may entail 
negative consequences for the portfolio company’s value when it is not yet ready to exit. 
This behaviour was first demonstrated by Gompers (1996)14 and later on by other 
researchers. However, in Europe, this issue may be of less importance, as IPOs are a rather 
uncommon exit channel. 

Despite the current, mainly political, discussion on delocalisation15 this issue is not 
assessed as crucial for the VC industry in Europe neither by the interview partners nor by 
the authors of this report nor by the existing literature. To the best of our knowledge, no 
single scientific study has been published that would describe the delocalisation problem in 
the European VC context. However, the probability that VC investments would lead to 
shifting of firms’ activities to countries outside Europe in such an extent that the European 
economy suffers from this should be rather low. It is non-controversial that there are cases 
in which innovative firms are not incorporated in Europe (but instead, e.g., in Silicon 
Valley) due to the lack of capital, specialised service providers (layers, consultants, 
bankers) etc. Such cases can be reduced or even mitigated by improving the conditions for 
VCs and entrepreneurs in Europe. Many important recommendations regarding the 
establishment of conditions for an active VC industry with a high number of successful, 
innovative portfolio companies are presented in Chapter 6. 

1.4 Recent development and challenges 
The global financial crisis had a considerably negative effect on both fundraising and 
investments, as reflected by Figures 3-7. For example, Figure 5 shows that the annual 
amount of venture capital invested in European companies in 2009 and 2010 ranged 
between EUR 3.5–4 billion, i.e. it amounted to about 60% of the pre-crisis investment 
amount. While in the US, VC investments seem to recover in 2010, this is not the case in 
Europe, where a further decrease in investment levels between 2009 and 2010 can be 
observed. Also fundraising declined strongly, particularly due to a removal of many large 
institutional investors from this segment. The global financial crisis affected not only VC 
supply but also VC demand. The crisis has had a severe adverse impact on SME’s financing 
access, with access to credit tightening across the board.  

                                                 
13 Atanasov, V., Ivanov, A., Vladimir, I. and Litvak, K. (2008): The Effect of Litigation on Venture Capitalist 
Reputation. EFA 2009 Bergen Meetings Paper. Available at SSRN: http://ssrn.com/abstract=1343981. 
14 Gompers, P. A. (1996): Grandstanding in the Venture Capital Industry. Journal of Financial Economics, No. 42, 
133-156. 
15 Veugelers (2011) defines delocalisation as the “process of shifting economic activities towards foreign sites”. 
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Survey evidence suggests that this has led to increased demand for equity financing by 
enterprises that would have used debt issuance in the past. This has resulted in even more 
competition for limited business angel and venture capital funds.16  

The decline in VC fundraising and investments is worrying, especially when considering the 
recent original evidence from the VICO project on the effects of the crisis on European 
companies and on the role that VC played during the crisis. VICO research suggests that 
companies benefit from VC investors’ support particularly during times of crisis. More 
specifically, VICO sent a questionnaire to all companies included in the VICO database that 
still existed as independent firms by 1st January 2010. Positive pre-crisis development for 
employment and sales was observed for the almost 600 firms that responded.  

After the beginning of the crisis, however, sales declined by an average of almost 2% in 
2008 and by an additional 3.7% in 2009. Employment growth was still positive in 2008 
(+3.8%), while employment declined about 3% in 2009.  

It is quite remarkable that in 2009 sales and employment declined in all sectors under 
consideration in the VICO database and in all countries (with the exception of employment 
of Italian and Spanish firms, which exhibited a surprisingly modest increase). Larger 
companies experienced the negative effects of the crisis on sales and employment growth 
earlier than smaller firms. However, in 2009 firms of all size categories again exhibited a 
decline in sales and employment, documenting the universal nature of the crisis for the 
European economy. 

It is interesting to compare the effects of the crisis on VC-backed and non-VC-backed 
companies: before the crisis in 2007, VC-backed companies’ sales were growing at a much 
faster average rate (above 15%) than the non-VC-backed firms analysed by the VICO 
project. The employment growth rate was much larger as well (above 10%). This positive 
sales growth scenario was abruptly interrupted by the crisis: In 2008, VC-backed firms 
experienced no sales growth, even though they continued to perform better than non-VC-
backed companies, which exhibited declining sales. VC-backed companies also performed 
better in terms of employment creation, which was positive in 2008, even though smaller 
than in the pre-crisis period. Non-VC-backed companies actually ceased to create new jobs 
in 2008 and had an employment growth rate of 0%. Even more interesting, in 2009 VC-
backed companies exhibited a sales growth rate of about 4%, whereas non-VC-backed 
companies experienced a very steep decline of about 11%. While VC-backed companies’ 
employment growth rate was still positive, firms that were not backed by VC also made a 
portion of their workforce redundant.  

To conclude, VC funds did more than merely help firms grow rapidly in a booming period 
and reap the fruits of their work. The VICO project showed that they also protected 
European companies from the downturn of the global crisis, providing them with the 
competencies and resources necessary to react to these negative developments. 

                                                 
16 Pelly, R. and Krämer-Eis, H. (2011): Creating a Better Business Environment for Financing Business, Innovation 
and Green Growth. OECD Journal, Vol. 2011, Issue 1, Financial Market Trends. 
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2. WHO RECEIVES VC IN EUROPE? 

KEY FINDINGS 

 Characteristics of companies receiving venture capital greatly differ across countries. 
Furthermore, different types of VC investors focus on companies with different 
characteristics. 

 VC is most needed in the seed phase and in high-tech industries. It is less needed in 
later stages and low-tech industries, where other sources of capital are available. 

 Regarding the investment composition by investment stages, VC activity is very low in 
Europe particularly in the seed phase. This is especially true for Poland and Italy.  

 The seed segment is, to a large part, served by public-sector related venture capital 
investors. In Europe, business angels are also an important source of capital in this 
phase. 

 Biotech industry dominates the industrial composition in Europe.  

 Typical size of a VC-backed company in Europe is approximately 644 thousand EUR sales, 

1824 thousand EUR total assets and 14 employees (VICO database). The size differs 

considerably across countries.  

2.1 Structure of VC investments 
 
Previous Chapters highlighted differences in the size of venture capital activities between 
the US and Europe and also within Europe. In this Chapter, the focus is on VC investment 
structure in terms of industries, stages of development and investment size.  

Table 1 delivers the composition of investments by industry in 2010 (by volume in absolute 
terms in Panel A, by volume in relative terms in Panel B, by number in absolute terms in 
Panel C, and by number in relative terms in Panel D). In terms of both deal volume and 
number of companies financed, biotech industry dominates in Europe. This is, however, not 
true for all individual Member States under study. In the United Kingdom, the largest 
number of venture capital-backed companies can be found in computer and consumer 
electronics. In Poland, communications dominate in terms of investment number and 
volume.  

Unfortunately, the list of industries in EVCA statistics is quite short and, to the best of our 
knowledge, no finer-grade distinction of sectors is available. Cleantech sector has moved 
into investors’ focus worldwide, but particularly in Europe (according to the interviews).  
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Table 1: Structure of VC investments, by industry (2010) 

Note: Europe includes all EVCA countries (see Chapter 1 for a list of these countries). The industries (EVCA 
classification) are: business and industrial products, business and industrial services, communications, computer 
and consumer electronics, energy and environment, life sciences and others (agriculture, chemicals and materials, 
construction, consumer goods & retail, consumer services, financial services, real estate and transportation). and 
consumer electronics, energy and environment, life sciences and others (agriculture, chemicals and materials, 
construction, consumer goods & retail, consumer services, financial services, real estate and transportation). 

 

Panel A       
Volume, million 
EUR Germany UK Poland Belgium Italy Europe 
Business&ind. prod. 126.88 89.77 0.00 13.76 10.70 487.72 
Business&ind. serv. 76.11 54.04 0.80 7.20 8.40 259.41 
Communications 107.20 149.36 0.93 4.47 3.73 528.28 
Computer&cons. el. 113.60 135.05 0.07 17.27 1.69 711.79 
Energy & environ. 38.75 110.83 0.00 12.95 1.05 377.38 
Life sciences 225.99 168.76 0.77 21.19 24.58 1055.66 
Other 20.21 5.79 0.00 2.79 6.32 93.41 
Sum 708.74 713.59 2.57 79.63 65.92 3513.66 

Panel B       
Volume, % Germany UK Poland Belgium Italy Europe 
Business&ind. prod. 17.90% 12.58% 0.00% 17.28% 16.23% 13.88% 
Business&ind. serv. 10.74% 7.57% 31.00% 9.04% 12.74% 7.38% 
Communications 15.13% 20.93% 36.16% 5.62% 5.67% 15.03% 
Computer&cons. el. 16.03% 18.93% 2.88% 21.68% 2.57% 20.26% 
Energy & environ. 5.47% 15.53% 0.00% 16.26% 1.59% 10.74% 
Life sciences 31.89% 23.65% 29.96% 26.62% 37.29% 30.04% 
Other 2.85% 0.81% 0.00% 3.50% 9.59% 2.66% 
Sum 100% 100% 100% 100% 100% 100% 

Panel C       
No. of companies  Germany UK Poland Belgium Italy Europe 
Business&ind. prod. 210 40 0 16 7 520 
Business&ind. serv. 207 31 2 2 7 365 
Communications 118 68 4 8 6 420 
Computer&cons. el. 159 83 1 8 1 614 
Energy & environ. 42 32 0 5 6 224 
Life sciences 175 66 2 8 15 651 
Other 36 3 0 1 5 91 
Sum 947 323 9 48 47 2885 

Panel D       
No. of comp, % Germany UK Poland Belgium Italy Europe 
Business&ind. prod. 22.18% 12.38% 0.00% 33.33% 14.89% 18.02% 
Business&ind. serv. 21.86% 9.60% 22.22% 4.17% 14.89% 12.65% 
Communications 12.46% 21.05% 44.44% 16.67% 12.77% 14.56% 
Computer&cons. el. 16.79% 25.70% 11.11% 16.67% 2.13% 21.28% 
Energy & environ. 4.44% 9.91% 0.00% 10.42% 12.77% 7.76% 
Life sciences 18.48% 20.43% 22.22% 16.67% 31.91% 22.56% 
Other 3.80% 0.93% 0.00% 2.08% 10.64% 3.15% 
Sum 100% 100% 100% 100% 100% 100% 
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Table 2 depicts the composition by investment stages in 2010, distinguishing between 
seed, start-up and later stage (by volume in absolute terms in Panel A, by volume in 
relative terms in Panel B, by number in absolute terms in Panel C, and by number in 
relative terms in Panel D). This table points out a remarkable difference in the fraction of 
investments in the seed stage in Europe compared to the US. As to the number of 
companies financed by venture capital, 14.3% were in the seed stage in the US compared 
to 12.4% in Europe. This difference is much more pronounced when looking at investment 
volumes. Only three out of each 100 Euro were invested in the seed phase in Europe, 
compared to nearly 11 out of 100 in the US. These figures point to a much larger average 
deal volume in the seed phase in the US than in Europe. Poland and Italy exhibit a 
particularly adverse framework for seed financing. Italy and Belgium have a relatively large 
fraction of start-up deals. However, these figures must be relativised because they only 
include “official” VC activities (i.e. activities by funds). Unofficial capital providers, such as 
business angels, who are very important in this phase, are not covered by these statistics. 
Consequently, the seed capital available in Europe is higher that the official figures suggest.  

Table 2 also reveals that the EU share of later stage venture financing is lower than in the 
US, both in terms of volume and number of companies, particularly in Belgium and Italy. 
This may in some cases be due to the fact that public-sector financing schemes and 
business angels are active in the very early stages and private VC funds in the very late 
stages of a company (which, in a narrow definition, is considered private equity), leaving a 
financing gap “in the middle” where public investors and business angels are no more 
willing and private VCs not yet willing to finance a company. Nightingale et al. (2009)17 
argue that in the UK, for instance, this has left a funding gap for investments that exceed 
EUR 700,000 that are too large for business angels. This has implications for early stage 
funding and the commercialisation of innovation. Pelly et al. (2011)18 claim that venture 
investments in OECD countries have shifted towards the range of EUR 3 million to EUR 5 
million, which gives rise to an equity gap in the investment range of EUR 1 million - EUR 3 
million.  

                                                 
17 Nightingale, P., Baden-Fuller, C., Murray, G., Cowling, M., Mason, C., Siepel, J., Hopkins, J., Tidd, J.  and 
Dannreuther, C. (2009): Government Support for Entrepreneurial Finance in the UK: From “Market Failures” to 
“Thin Markets”. 
18 Pelly, R. and Krämer-Eis, H. (2011): Creating a Better Business Environment for Financing Business, Innovation 
and Green Growth. OECD Journal, Vol. 2011, Issue 1, Financial Market Trends. 
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Table 2: Structure of VC investments, by stages (2010) 

Panel A        
Volume, million EURGermany UK Poland Belgium Italy Europe USA 
Seed  43.83 8.08 0.00 4.83 0.70 111.31 1292.00 
Start-up  374.24 277.12 1.29 59.86 47.83 1730.42 4028.00 
Later Stage Venture 290.68 428.40 1.27 14.94 17.39 1671.94 6460.00 
Sum 708.74 713.59 2.57 79.63 65.92 3513.66 11780.00 
        

Panel B        
Volume, % Germany UK Poland Belgium Italy Europe USA 
Seed  6.18% 1.13% 0.00% 6.07% 1.06% 3.17% 10.97% 
Start-up  52.80% 38.83% 50.41% 75.17% 72.56% 49.25% 34.19% 
Later Stage Venture 41.01% 60.03% 49.59% 18.76% 26.38% 47.58% 54.84% 
Sum 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 
        
Panel C        
No. of companies  Germany UK Poland Belgium Italy Europe USA 
Seed  197 14 0 4 1 359 363 
Start-up  416 177 6 37 34 1,610 1147 
Later Stage Venture 349 136 3 7 12 973 1021 
Sum 947 323 9 48 47 2,885 2531 

         
Panel D        
No. of comp, % Germany UK Poland Belgium Italy Europe USA 
Seed  20.80% 4.33% 0.00% 8.33% 2.13% 12.44% 14.34% 
Start-up  43.93% 54.80% 66.67% 77.08% 72.34% 55.81% 45.32% 
Later Stage Venture 36.85% 42.11% 33.33% 14.58% 25.53% 33.73% 40.34% 
Sum 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 
Note: Europe includes all EVCA countries (see Chapter 1 for a list of these countries). The data on investments 
include seed and start-up stage investments. In addition, in Europe later stage investments and in the US 
expansion stage investments are included. Consistently with EVCA suggestion, growth stage (in Europe) and later 
stage (in the US) are excluded. Source: EVCA, NVCA, Oanda (exchange rate), own calculations 

These shifts are reflected in the increase of the average investment size of venture capital 
transactions. According to EVCA statistics, the average annual increase in the venture 
capital investment size between 1989 and 2010 was 12% for VC investors from the UK and 
Italy, and 5% for German VC investors. Investors from small countries have experienced 
an even larger increase in deal size (e.g. Belgium with 14%), as more funds undertake 
larger syndicated deals in the private equity segment. The average deal size in Europe 
grew by an annual 5%. These figures support the abovementioned shift from venture 
capital towards larger deals in late stage private equity.    
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Figure 7: Average annual growth rate in VC investment sizes (per deal), 1989-
2010 

 
Note: *Poland 1998-2010. Industry statistics. Total venture capital. Source: EVCA, own calculations 

The smallest average deals are found in Poland and the largest in the UK (see Table 3). The 
latter finding reflects the relative large number of late stage deals, which are typically 
larger than early stage (seed and start-up) deals, in the UK. 

Table 3: Average VC investment size (2010) 
 Germany UK Poland Belgium Italy EVCA 
Average deal volume, 
million EUR 0.75 2.21 0.29 1.66 1.40 1.22 

Source: EVCA, own calculations 

Comprehensive data on the size of companies that receive VC is not available in the EVCA 
databases. This study therefore relies on information provided in the VICO database. Table 
4 summarises information on a “typical” VC-recipient company across three different 
company size indicators – sales, headcount, and total assets – at the time of VC 
investment. This “typical” company is situated in the middle of the sample when all 
observations are arranged from the lowest value to highest value. In other words, median 
values of these three indicators are provided. Across Europe, the typical company in the 
VICO database has 14 employees, sales of 644 thousand EUR and total assets of 1.8 million 
EUR at the time of the VC investment. The table further distinguishes between different 
industries and different countries. When looking at sales and headcount, the table suggests 
that the largest companies are active in the web publishing and telecommunications 
sectors. When comparing total assets, the largest companies can be found in the web 
publishing and pharmaceuticals sectors. When comparing different countries, the UK 
dominates in all three size indicators. It cannot be generalized whether it is small or big 
companies that would need more VC. There are also no consistent patterns that would 
relate these numbers to performance.   
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Table 4: Size of a typical VC-backed company (1994-2009) 

  Sales (th. EUR) Headcount Total assets (th. EUR) 
 median median median 
All VICO countries* 644.00 14 1824.00 
    
Panel A:  
Breakdown by industries:     
Aerospace 300.00 28 1575.00 
Biotech 284.00 12 2244.00 
ICT manufacturing 789.00 15 2345.00 
Internet 1086.23 24 1823.00 
Other R&D 243,40 5 1127.00 
Pharmaceutical 1189.00 14 2472.00 
Robotics 596.50 10 714.00 
Software 568.00 12 1644.75 
Telecommunications 1335.50 25 3328.00 
Web publishing 1950.50 26 1302.00 
    
Panel B:  
Selected Member States:**     
BELGIUM 495.50 6 1602.00 
GERMANY 1000.00 10      n.a.                          
ITALY 556.00 12 1235.50 
UK 1677.00 33 1887.00 
Note: The table depicts medians of variables. *VICO database includes the following countries: Belgium, Finland, 
Germany, France, Italy, Spain, and the United Kingdom. **Data on Poland not available.  Source: VICO database, 
own calculations 

VICO findings point to substantial differences across VC types in terms of industries, 
stages, company sizes, and investment sizes in Europe. The main results can be 
summarised as follows19: 

 IVCs are, probably as a result of their greater risk aversion, not specialised in very 
young, small firms (seed or start-up stages). Contrarily, IVCs are more specialised in 
companies that are distant from the investor or located abroad. 
 

 CVCs tend to invest in younger, smaller and less developed companies, possibly 
because they aim at opening of new “technology windows” and hence do have a longer 
time horizon of their investments. Moreover, CVCs often invest in companies that are 
located abroad or far away from their parent companies since they have clear ideas of 
their ideal technology partner, not caring too much about borders. In this perspective, 
they are the prototype of the “average” global investor. 
 

 BVCs are specialised in investments in local companies to a much larger extent than 
other VC types and focus on larger and older companies.  Their objective is most likely 
to develop a strong banking relationship with their portfolio companies and to eliminate 
opaqueness through their investment.  

                                                 
19 See VICO (2011). Venture capital: Policy lessons from the VICO project. 
http://www.vicoproject.org/doc/policy/VICO_FinalPolicyBrief.pdf. 
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 PVCs seem to fill the financing gap left by IVCs and other commercially oriented 

venture capital investors and that is why they exhibit a pattern of specialisation that 
strongly differs from other VC types. They are more focused on young and small 
companies in seed and start-up phases. Moreover, they seem to focus their investments 
in biotechnology companies, which typically have longer product development cycles 
than companies in other industries. Accordingly, the duration of their investments is 
longer than for other VC types; they almost exclusively invest locally and do not tend to 
syndicate with other VC types.  

2.2 Typical features of VC-backed companies and industries 
Venture capital as a financing source is particularly relevant for young companies without 
an established track record, for companies in high-tech sectors (such as Aerospace, 
Biotech, Energy, ICT manufacturing Internet, Nanotech, Other R&D, Pharmaceutical, 
Robotics, Software, TLC, Web publishing), for innovative companies and/or for companies 
with a low fraction of tangible assets. The common feature of these companies is that they 
are little transparent and risky for more traditional financiers, such as banks. Also, very 
young firms do not tend to engage in public equity and debt underwriting, leaving VC the 
most appropriate form of financing. VC investors employ various mechanisms that help 
them to deal with these risks and intransparencies. The higher the risk and intransparency 
of a company (i.e., the higher the degree of innovativeness, the lower the fraction of 
intangible assets, the lower the age, etc.), the more relevant VC financing becomes.20 
These companies may have very different sizes.  

Another reason why these companies benefit from venture capital financing and why this 
type of financing is favoured over bank financing in these companies is that young 
innovative companies typically lack management experience. Commonly, their founders are 
natural scientists without a managerial background. VC investors typically offer a joint 
provision of funds and extensive management support. Banks, on the contrary, generally 
do not want to take on the large risks of young, high-tech firms and to carry management 
support.  

Both high intransparency and risk are often combined with high investment needs. Many 
young companies in high-tech branches have high investment needs that cannot be 
covered by own funds or by funds from family members and friends. In the seed stage, 
business angels (BA) may play an important role, but in the start-up and later stages, as 
the investment needs to exceed a certain limit, venture capital is the most appropriate 
source of finance. According to the European Trade Association for Angel Investors, seed 
funds, and other early stage market players (EBAN)21, the average amount invested per BA 
in Europe reaches 80.000 EUR and up to 250.000 EUR compared to an average VC 
investment of 1.22 million EUR (see Table 3). A typical example of a potential VC target is 
a young biotech company with an innovative idea, founded by a natural scientist. This 
company would usually have a low fraction of tangible assets, no management expertise, 
and high investment needs (in the VICO sample, the average investment size in a biotech 
sector amounts to 5 million EUR). 

Venture capital may be useful across different phases, for example for high-potential start-
up companies, growing entrepreneurial and innovative SMEs, spin offs, etc. and across 
different high-tech sectors. It is impossible to define, in general, the pros and cons in those 
different sectors.  

                                                 
20 See, e.g., Tykvová, T. (2000): Venture Capital in Germany and its Impact on Innovation. Social Science 
Research Network Working Paper. 
21 http://www.eban.org/component/content/article/43/112-Business-angels.html 
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The main criterion is a high potential for extraordinary growth and returns. Companies 
obtain venture capital only if investors see potential for extraordinary returns. Limiting 
venture financing to companies with the potential for extraordinary returns severely limits 
the number of SMEs a venture capital manager will consider for financing. For most SMEs 
VC is not the appropriate source of finance. However, VC is a very important niche – it 
finances a small number of highly promising companies with the features described above. 
Concrete examples of VC-backed companies that delivered extraordinary returns and 
became worldwide leaders are Microsoft, Apple, Amazon, Google, YouTube or Yahoo. There 
are also a few examples of (originally) European companies that became worldwide leaders 
and were backed by VCs, such as Skype, Q:Cells or MySQL.  
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3. SUPPLY AND DEMAND PROBLEMS, THIN MARKETS 

KEY FINDINGS 

 Europe faces a combined problem of supply shortage, demand shortage and thin 
markets.  

 There are issues of low fundraising from private institutional investors and the low 
number of qualified, experienced, and sufficiently large VC funds (low supply quantity 
and quality). The fundraising situation has been worsening during the past three years. 

 The vast majority of European VC funds are relatively small and low-experienced and 
thus not on large institutional investors’ radar.  

 There is only a small number of prospective high-tech, potentially high-growth 
enterprises in Europe (low demand quality).  

 Large corporations in the EU are insufficiently involved in the ecosystem. 

 There is a positive mutual relationship between the development of a dynamic sector of 
high-tech entrepreneurial ventures and an efficient VC industry. 

VC investments are the result of a dynamic equilibrium between the supply of capital by VC 
funds and by original investors (such as pension funds, insurance companies, etc.) on the 
one hand and the demand by companies in search of funding on the other hand. 
Understanding the evolution of VC financing requires a systemic view of the evolution of 
the various interacting parties within the industry.  

In the following, the controversially discussed question whether EU enterprises suffer from 
a lack of VC supply or whether VC funds suffer from the lack of VC demand will be 
discussed. In the first scenario, some profitable projects cannot be undertaken because 
companies do not obtain sufficient financing. In the second scenario, VC funds would like to 
finance more companies but they simply do not find enough profitable investment 
opportunities. It will also be discussed whether the European problem is neither low 
demand nor low supply but “thin markets”, where it is difficult for small numbers of high-
quality firms and small numbers of high-quality investors and funds to find each other. This 
discussion will first be based on the existing literature on the supply vs. demand shortage 
vs. thin markets. It will, second, be complemented by data. Third, it also incorporates the 
different market players’ perspectives obtained from large-scale interviews.  

This overview is crucial because different types of problems require entirely different 
policies. European policy has tended to focus almost exclusively on funding supply 
constraints. However, as will be explained below, the mere fact that firms find it difficult to 
obtain financing does not imply market failure, nor does it justify government intervention, 
nor does it mean that other aspects are not equally important.  
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3.1 Lack of VC supply  
The entrepreneurial finance literature widely agrees that young high-tech companies are 
the companies most likely to be financially constrained. This leads to a situation in which – 
due to insufficient capital supply – the foundation rate of such companies is below its 
optimum, many of these companies (more than would be optimal) fail and surviving 
companies are financially constrained and typically not able to carry out all profitable 
projects. Several studies suggest that VC financing helps alleviate financial constraints in 
these companies. The VICO project provides evidence on the positive role of VC investors in 
alleviating European companies’ financial constraints in recent years. More specifically, 
VICO studies found that VC-backed companies were generally less financially constrained 
than their non-VC-backed counterparts. Again, the effect differs with differing investor 
types. IVCs appear to be quite effective in increasing companies’ investments and alle-
viating their financial constraints. These positive effects turned out to be persistent over 
time. PVCs were also able to alleviate companies’ financial constraints. Finally, BVCs and 
CVCs do not seem to have any significant impact on companies’ investment activity.  

Firms, and particularly seed and start-up firms, in Europe face financing constraints, which 
VC investors may mitigate. Financing constraints in these firms have increased recently due 
to the financial crisis and because a non-negligible part of VC funds and institutional 
investors have moved their focus from seed and start-up VC investments to later stage VC 
investments or to private equity investments in Europe. As a consequence, the fraction of 
venture capital invested in seed companies is much lower in Europe than in the US (see 
Table 2 and related discussion in Chapter 2). This institutional investors’ behaviour is 
usually attributed to the poor returns experienced from this type of investments, especially 
in Europe, which makes this asset class unattractive for large institutional investors. This 
situation resulted from an unfavourable timing of the VC cycle in Europe. The European VC 
industry began to expand in the late 1990s and the young industry was severely affected 
by the dot.com bubble.22 As confirmed in several interviews, many institutional investors 
experienced large losses, withdrew from this segment and never returned. In addition, in 
the course of the financial crisis, many institutional investors ceased to invest in venture 
capital. Also, Europe lacks a pool of large pension funds, university endowments, 
foundations and family offices. This fundraising gap (see Figures 3 and 4 on the decrease in 
fundraising levels in recent years and related discussion in Chapter 1) was partially filled by 
public effort, such as EIF schemes (see Chapter 5 for more details). Figure 8 demonstrates 
the tremendous changes in the investor base structure between 2007 and today. In the 
first half of 2011, nearly 57% of all (known) new funds raised by European venture capital 
funds came from the public sector (a large part of it from the European Investment Fund) 
compared to less than 10% in 2007. In 2009 and 2010, the public sector already provided 
more than 30% of the capital raised by European VC funds.  

 

 

 

 

 

 

                                                 
22 See EVCA (1988-2011). EVCA Yearbooks 1988-2011. EVCA: Zavetem, Belgium. 
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Figure 8: Share of government agencies in total VC fundraising in Europe 

 
Source: EVCA/Perep_Analytics 

The vast majority of European VC funds are relatively small and thus not on large 
institutional investors’ radar. The small size problem was confirmed in our interviews. In 
the US, the average size of a venture capital fund in 2010 was USD 149 million 
(information on the NVCA webpage: www.nvca.org). In Europe (EVCA countries), the 
average size has continuously decreased and reached EUR 46.6 million (see Table 3 for 
more details).  

Table 5: Average fund size in Europe, independent funds, industry statistics 
(2007-2010) 

Fund stage focus 

In EUR thousand 2007 2008 2009 2010 
Early stage 81,851 66,780 65,431 27,675 
Later stage venture 75,764 114,694 71,107 53,393 
Balanced 93,614 66,083 38,235 62,039 
Total venture 85,124 74,167 53,939 46,640 
Note: EVCA countries. Source: Data provided by the EVCA on request 

However, it is impossible to determine the size of the financing gap, as demand for venture 
capital is impossible to quantify due to two reasons. First, information is only available for 
those enterprises that obtain VC funding and not for those enterprises that ask for VC 
funding but do not obtain it. This is important because the rejection rate on VC investors is 
very high (e.g., Metrick (2006)23 suggests that only 1% of companies applying for VC 
funding in the US obtain it). The second reason is even trickier. Some financially 
constrained companies do not apply for VC. Since recent research findings point to the 
financial and non-financial benefits VC brings to their portfolio companies, the following 
question arises: Why are these ventures not keen on receiving VC funding? The answer is 
that these companies are perceived to have a low chance of receiving VC finance, and 
preparing a business proposal and actively seeking VC funding entails costs. VICO project 

                                                 
23 Metrick, A. (2006): Venture Capital and the Finance of Innovation. Wiley. 
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evidence for Italy suggests that nearly half of the young high-tech companies in this 
country never tried to obtain VC financing for the reasons mentioned above.  

One possibility to obtain information on this financing gap is to ask the companies 
themselves about their perception of it. The study presents results from recent ECB, EC-
ECB and Eurostat surveys on this issue. The results from these surveys may deliver 
important insights, but they must be interpreted with caution when trying to assess how 
much venture capital is lacking. First, the sample includes all SMEs, the vast majority of 
which will be credit-financed and not targets or potential targets of VC funds. Therefore, 
specifically results for young companies as well as small and micro firms are provided. In 
these subgroups, the fraction of potential targets for VC funds will be higher. Second, the 
sample is unlikely to be representative since only a small fraction of companies are 
surveyed (several thousand companies in total). Third, only existing companies are under 
survey, which may bias the results. This implies that some projects that did not receive 
financing (due to insufficient supply) and never resulted in a foundation of a company are 
not included. Similarly, projects that were liquidated (i.e., those that probably suffer from 
insufficient supply) are not included. Fourth, only perceptions of the companies themselves 
are obtained. If a company thinks it is capital constrained, this does not necessarily mean it 
should be financed. The entrepreneur may just be overoptimistic about its project and this 
company may not be profitable. Fifth, the reports deliver information about the most 
pressing problem of these companies. Consequently, many more companies may feel that 
access to finance is an issue, but may consider another issue (such as few customers, 
insufficient availability of skilled staff, regulation, competition, costs of production or 
labour, etc.) a more pressing one. Sixth, on the basis of these surveys, it is impossible to 
assess whether or not companies that did not receive finance could have been more 
successful without a financial constraint.  

Table 6 refers to recent ECB surveys on SMEs in the Euro area.24 In addition, a few results 
from a joint EC-ECB survey25 are added. Unfortunately, the ECB surveys only contain 
information on the Euro area and thus, two of the countries covered in this study (UK and 
Poland) are not included. Furthermore, information is only available for the Euro area as a 
whole and a few large countries (of the countries covered in this study only for Italy and 
Germany). Information on Poland, the UK and Belgium comes from a survey conducted 
jointly by the European Central Bank and the European Commission. This survey has two 
major drawbacks. First, only data from 2009 is available. (In December 2011, the 
Commission expects to publish the results of the new wave of a joint EC-ECB survey; this 
survey will cover all EU-27 countries). Second, all types of companies are included; a fine-
grained distinction between different types of companies (such as SMEs, non-SMEs) is not 
provided. For the vast majority of these companies (old, established companies from non-
innovative branches) VC financing would not be an option. 

 

 

 

 

 

 

 

                                                 
24 ECB (2009, 2010a, 2010b, 2011): SME access to finance survey. 
25 Flash Eurobarometer SMEs Access to finance 2009. 



Policy Department A: Economic and Scientific Policy 
____________________________________________________________________________________________________________________ 

PE 475.088 40 

 

Table 6: Percentage of companies with access to finance as the most pressing 
problem 
Country Size  Age  Industry 2009 2010 
by size           
Euro area* SMEs all ages all industries 18% 15% 
Euro area* micro firms all ages all industries 19% 17% 
Euro area* small firms all ages all industries 18% 16% 
            
by countries           
Germany* SMEs all ages all industries 16% 12% 
Italy* SMEs all ages all industries 18% 15% 
Poland** All  all ages all industries 11% n.a. 
UK** All  all ages all industries 15% n.a. 
Belgium** All  all ages all industries 9% n.a. 
            
by company age           
Euro area* SMEs Between 5 and 9 years all industries 22% 16% 
Euro area* SMEs Between 2 and 4 years all industries 24% 23% 
Euro area* SMEs Less than 2 years all industries 14% 19% 
            
by sectors           
Euro area* SMEs all ages construction  22% 22% 
Euro area* SMEs all ages industry 20% 17% 
Euro area* SMEs all ages services 18% 13% 
Euro area* SMEs all ages trade 17% 17% 

Note: Percentage of companies stating their most pressing problem to be access to finance. *Average from two bi-
annual surveys conducted by the European Central Bank. **Does not contain separate figures for SMEs. Source: 
*European Central Bank, **European Central Bank and European Commission  

The average share of survey respondents reporting access to finance as their main problem 
is around 15% in the Euro area. Micro firms seem to suffer more (17%) from insufficient 
access to finance than small firms (16%), which themselves suffer more than the whole 
SME universe. In addition, in Italy the SMEs’ financing problem seems to be more pressing 
(15%) than in Germany (12%). Moreover, young firms are affected more severely than 
older firms. The financing situation seems to have worsened recently for very young 
companies and companies from the construction sector seem to face the worst financing 
situation (22%). 

Other surveys that tried to assess the financing needs of SMEs in the European Union were 
performed by Eurostat. The Eurostat Access to Finance surveys were conducted in 2007 
and 2010. The year 2007 indicated pre-crisis conditions whereas 2010 indicated post-crisis 
conditions. The 20,299 surveyed SMEs of 20 EU Member States (1800 each in Germany, 
the UK and Italy, 900 each in Belgium and Poland) did answer questions concerning their 
current standing and financing. The individual SMEs were marked as gazelle-type, other 
high-growth or other SMEs, thus facilitating a clear analysis of different growth rates.  

Based on the Eurostat survey26 Figure 9 summarises how SMEs were able to obtain finance 
in 2007 and 2010. The success rates in obtaining financing of all SMEs dropped 
significantly.  

                                                 
26 Eurostat Access to Finance 2007 and 2010. 
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This decrease is more dramatic for gazelle-type and other high-growth SMEs, for which 
success rates dropped by over 5 percentage points more than the success rates of their 
peers. This means that young companies with high growth potentials were relatively more 
threatened by a financing constraint than their peers and might still be in a distressed 
situation.  

Figure 9: Success rates of obtaining finance of different SME types across Europe 

 
Source: Eurostat Access to Finance 2007 and 2010  

When comparing VC fundraising between Europe and the US, it comes out that VC funds in 
the US have raised approximately 3 times more money than VC funds in Europe (see Figure 
3).  

It is very important to note that a lack of supply does not only refer to a quantitative lack 
of capital, but that expertise is also crucial.27 As described in previous Chapters, VC funds 
fulfil important functions in screening, monitoring and advising portfolio companies. VC 
investing requires considerable skills and experience – attributes which are largely fixed in 
the short-run and medium-run. In other words, VC supply is limited by the availability of 
experienced fund managers. Also, experienced funds tend to realise higher returns.28 
Europe, with a relatively short history of venture capital financing compared to the US (10-
15 years compared to 50-60 years), only has a limited number of experienced and 
established VC managers. There are many funds with insufficient expertise and no well-
established networks of contacts. According to Earlybird (2011)29, a large European VC 
firm, the gap between Europe and the US is very large. Table 7 suggests that the number 
of VC teams that have raised 2 or more funds is 4.6 times greater in the US than in Europe. 
When comparing the situation for very experienced VC teams, the things even get worse. 
The number of VC teams that have raised 6 or more funds is 16.3 times larger in the US 
than in Europe. When relating these ratios to the fundraising ratio, the conclusion follows 
that it is not only true that VC supply (i.e., quantity) is much lower in Europe than in the 
US, the “quality” of this supply is lower as well. Increasing the quality is much more difficult 
that increasing the quantity. It might be particularly challenging and time consuming. 
                                                 
27 E.g., Chemmanur, T., Krishnan, K. and Nandy, D. (2011): How does Venture Capital Financing Improve 
Efficiency in Private Firms? A Look beneath the Surface. Review of Financial Studies, forthcoming. 
28 E.g., Arthurs, J. D. and Busenitz, L. W. (2006): Dynamic Capabilities and Venture Performance: The Effects of 
Venture Capitalists. Journal of Business Venturing, No. 21, 195-215. 
29 Earlybird (2011): Turning Venture Capital Data into Wisdom: Why Deal Performance in Europe is now Outpacing 
the US? 
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Table 7: VC teams’ experience by number of funds raised (2011) 
Number of funds raised in the 
past Europe US 

Ratio US / 
Europe 

2 or more 73 334 4.6 
3 or more 58 202 3.5 
4 or more 28 132 4.7 
5 or more 8 94 11.8 
6 or more 4 65 16.3 

Source: Earlybird (2011)  

The VICO project provides evidence on the crucial role of VC experience in Europe. More 
specifically, VC firms with greater general experience seem to be particularly good at 
selecting promising entrepreneurial companies, while VC firms with more industry-specific 
experience are particularly good at increasing the growth of their portfolio companies. 
Several studies confirm that greater experience is associated with a better VC and private 
equity fund’s performance.30 

Finally, large corporations in the EU are insufficiently involved in the ecosystem. In the US, 
there is a long tradition of involvement of corporate investors (who were often themselves 
backed by VC) in the VC process. One example is Cisco, which was financed by Sequoia 
Capital, a large Californian venture capital firm, and later on taken public. Today, Sequoia 
Capital syndicates deals with and sells promising firms to Cisco. This and similar co-
operations enable venture capital funds to exit their investments more easily and at more 
favourable terms. Such strong linkages are common in the US, but nearly non-existent in 
the EU. Such co-operation would improve European VC funds’ returns. 

In summary, Europe suffers from a low supply quantity, i.e. low fundraising from private 
institutional investors. In addition, Europe suffers from a low supply quality, reflected in the 
low number of qualified, experienced, and sufficiently large VC funds. These problems are 
obviously closely interrelated: a higher VC fund quality would attract institutional investors 
and result in a larger VC quantity.  

                                                 
30 Lauterbach, R., Welpe, I. and Fertig, J. (2007): Performance Differentiation: Cutting Losses and Maximizing 
Profits of Private Equity and Venture Capital Investments. Financial Markets and Portfolio Management, Vol. 21 
(1), 45-67, Springer. 
Diller, C. and Kaserer, C. (2009): What Drives Private Equity Returns? - Fund Inflows, Skilled GPs, and/or Risk? 
European Financial Management, Vol. 15, Issue 3, 643-675. 
Schmidt, D., Nowak, E. and Knigge, A. (2004): On the Performance of Private Equity Investments: Does Market 
Timing Matter?. EFMA 2004 Basel Meetings Paper. Available at SSRN: http://ssrn.com/abstract=492982. 
Smith, R. L., Pedace, R. and Sathe, V., Venture Capital Fund Performance (2010): The Effects of Exits, 
Abandonment, Persistence, Experience, and Reputation. Available at SSRN: http://ssrn.com/abstract=1432858. 
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3.2 Lack of VC demand  
VC funds in Europe often complain about low demand, i.e. about a limited number of high 
potential firms on offer to venture capitalists, especially in early stage segments. According 
to Clarysse et al. (2009)31 the demand concerns the quantity and quality of innovative 
companies seeking VC finance that are expected to deliver a particular rate of return. To 
mention one example, Regional Venture Capital Funds (RVCFs) in the UK only invested in 
48 of the first 2,680 applications they received. This indicates major problems with the 
deal-flow quality attracted by the programmes.32 Some VC funds even had to return funds 
to investors as they were unable to find suitable investment opportunities. According to 
EVCA, only 3-4 out of 600-700 business plans in Europe are financed every year. Many of 
the major European VC funds invest in later stages or outside Europe, and would 
presumably invest in European start-ups if there were investment opportunities. Also 
business angel investors lament the abundance of money and the lack of good firms to 
invest in.33  

The causes for this unfavourable situation can be found in all phases of the entrepreneurial 
process. This process begins with the generation of new ideas. A strong R&D culture 
supporting the generation of new ideas, especially in universities or national laboratories, is 
important to encourage a growing VC industry.34 In addition, the higher education system 
can also provide strong incentives to focus on academic research with local economic and 
social benefits.35 As a result, spin-outs from US universities have been an important part of 
the group creating the demand side of the VC market. Table 8 summarises the absolute 
and relative levels of R&D expenditures in the five Member States subject to this study and 
compares them to those of Japan, the US and China. In Japan 3.3% of GDP is devoted to 
R&D. In the US, this figure reaches 2.7%. These numbers are much lower in all EU 
countries, which are at the core of this report, with 2.3% of GDP in Germany at the top and 
0.9% in Poland at the bottom. Poland and Italy have an even lower R&D intensity than 
China (0.9% and 1.1% compared to 1.4%). 

                                                 
31 Clarysse, B., Knockaert, M., and Wright, M. (2009): Benchmarking UK Venture Capital to the US and Israel. 
Report prepared for the British Private Equity and Venture Capital Association (BVCA). Available at: 
www.bvca.co.uk. 
32 Murray, G. C. (2008): Venture capital and Government Policy. In Landström, H. (Ed.): Handbook of Research on 
Venture Capital: Edward Elgar Publishing Ltd., London. 
Mason, C.M. and Harrison, R.T. (2003): Closing the Regional Equity Gap? A Critique of the Department of Trade 
and Industry’s Regional Venture Capital Funds Initiative. Regional Studies Vol. 37 (8), 855-868. 
33 Mason, C.M. and Harrison, R.T. (2003): Closing the Regional Equity Gap? A Critique of the Department of Trade 
and Industry’s Regional Venture Capital Funds Initiative. Regional Studies Vol. 37 (8), 855-868. 
34 Söderblom, A. and Wiklund, J. (2006): Factors Determining the Performance of Early Stage High-Technology 
Venture Capital Funds - A Review of the Academic Literature. Small Business Service, DTI, UK. 
35 Mowery D. and Sampat B. (2005): The Bayh-Dole Act of 1980 and University-Industry Technology Transfer: A 
Model for Other OECD Governments? The Journal of Technology Transfer, No. 30 (1/2), 115-127. 
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Table 8: R&D expenditures (2011)  
Country Expenditures on R&D % of GDP 

   billions of USD, PPP PPP 
 United States 405.3 2.70% 
 China 153.7 1.40% 
 Japan 144.1 3.30% 
 Germany 69.5 2.30% 
 United Kingdom 38.4 1.70% 
 Italy 19.0 1.10% 
 Poland 6.9 0.90% 
 Belgium 6.9 1.70% 

Source: Batelle (2011) 

The next phase comprises the transfer of these new ideas and their commercialisation. 
Mechanisms supporting idea transfer and commercialisation are crucial in this second 
phase. In many cases, the potential founders are natural scientist and have no expertise in 
management, finance, marketing or related issues.36 Several interview partners stress that 
in this phase, business incubators, technology transfer centres, etc. may play a crucial role.  

Finally, entrepreneurship is not only affected by the conditions during companies’ 
foundation phase, but also by conditions related to companies’ further development phases, 
i.e., concerning intellectual property rights, public procurement rules or taxation regimes.37 
More general economic conditions, such as labour market flexibility play a role (see Chapter 
4 for more detail).  

To sum up, the problem of the European VC industry is not only a shortage of venture 
capital supply, but also a lack of promising companies (shortage of demand for venture 
capital) due to different obstacles at different stages of the entrepreneurial process 
described above.  

3.3 Thin markets 
Recent research (see below for some examples) suggests that VC supply and VC demand 
are very closely interrelated. First, several factors are related to both, demand and supply. 
For example, well developed exit markets, where VC investors can sell their shares in 
companies, are beneficial to both the entrepreneur and the VC investor and thus positively 
affect both demand and supply. Second, demand and supply affect each other.  

Based on the sample of middle- and high-income countries (mostly OECD), the VICO 
project38 finds that VC supply in a country positively affects the foundations of high-growth 
and high-innovation companies.  

                                                 
36 See, e.g., Tykvová, T. (2007): What Do Economists Tell Us About Venture Capital Contracts?: Journal of 
Economic Surveys,No. 21(1), 65-89. 
37 Kelly, R. (2011): The performance and Prospects of European Venture Capital. EIF Research & Market Analysis, 
Working Paper 2011/09. 
Clarysse, B., Knockaert, M., and Wright, M. (2009): Benchmarking UK Venture Capital to the US and Israel. 
Report prepared for the British Private Equity and Venture Capital Association (BVCA). Available at: 
www.bvca.co.uk. 
38 See VICO (2011). Venture capital: Policy lessons from the VICO project. 
http://www.vicoproject.org/doc/policy/VICO_FinalPolicyBrief.pdf. 
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The availability of VC induces entrepreneurs to adopt high-growth and innovative strategies 
because they expect their companies to have a good chance to obtain VC later on. 
Consequently, a higher VC supply has positive effects not only on companies that receive 
VC funding, but on other companies as well. Consequently, low VC supply discourages 
potential entrepreneurs from founding high-growth and high-innovation companies and, 
thus, decreases the potential demand for venture capital. 

Another argument from the VICO project on the interplay between supply and demand39 is 
that if there was a higher VC supply, companies would see a higher chance to obtain VC 
financing, which would induce more of them to apply for it. Consequently, the demand for 
VC would increase. For example, firms located in areas with low VC activity abstain from 
seeking this form of financing. Another consequence of this “self-selection” is that it is most 
probably the best companies that do not apply for VC because they are good enough to 
survive without it and, thus, do not spend time and money on trying to obtain VC 
financing.40 Consequently, venture capital investors in countries / regions with low VC 
supply are not able to invest in the best companies. This is an unpleasant situation with a 
low number of VC-backed firms of mediocre quality. This behaviour of not searching for 
venture capital is conditioned by companies’ perceived likelihood to succeed with their 
search, by the costs incurred by developing business proposals and looking for VC funding 
and, finally, by alternative funds they may tap. 

Not only will demand react positively on VC supply, but the reverse is true as well. A higher 
number of profitable investment opportunities (high-quality demand) would probably 
increase the flow of capital from limited partners to VC funds if they matched to meet each 
other.  

                                                 
39 See ebd. 
40 Bertoni, F., D’Adda, D. and Grilli, L. (2011): Cherry picking or frog kissing? The Matching Process Between 
Venture Capital and High-tech Entrepreneurial Ventures. Working Paper. 
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 4. CURRENT REGULATORY FRAMEWORK 

KEY FINDINGS 

 Access to VC in the EU is complicated, as markets are highly fragmented. Fundraising 
and cross-border investment is complex and costly due to legal and administrative 
barriers. 

 Double taxation is a major barrier for cross-border VC. Double taxation and the 
uncertainty about tax treatments it entails can cause cross-border VC to be very costly 
and prevent the development of larger EU markets. 

 The European Commission has recently encouraged the introduction of a European 
‘passport’ for “European VC Funds” and VC managers. A voluntary registration has the 
potential to reduce cross-border VC complexity in a significant matter. As long as the 
European VC passport is not able to mitigate the problems associated with double 
taxation, tax issues remain an important threat to European cross-border VC which 
should be addressed in the future. 

 Overall, another barrier for a development of a viable venture capital industry is that 
many Member States provide only few incentives for investee companies and investors. 
Therefore, an overview of the most important areas dragging VC investment is 
provided. Improvements exists concerning the support of young and innovative 
companies (YIC), and in establishing better insolvency treatments for failed business in 
order to encourage entrepreneurship. 

 The European VC market should be attractive for third country entities as well (e.g. VC 
funds and institutional investors from the U.S.). Any action plans at EU or Member 
State level should not have adverse effects on non-EU funds/investors. Regulatory 
changes which aim to improve intra-EU VC investment and fundraising should be 
designed in such a way that they do not hamper VC investment and fundraising from 
outside the EU. 

This chapter describes and compares the regulatory framework, i.e. legal requirements, 
for the most important areas concerning VC (see also Chapter 3). It is supplemented with 
an evaluation of public funding programmes in Chapter 5. Because of the increasing 
importance of public funding programmes for VC, and to keep the readers overview, this 
subject is delegated to an own discussion. 

Chapter 4.1 discusses recommended features for a regulatory framework from the 
perspective of different players in the VC industry. Due to its importance (see Chapter 3), a 
focus is given on key elements necessary for effective VC fund structuring. Furthermore, 
issues related to the environment for investors and investee companies are discussed. 
However, the latter are more difficult to pin down as these are in general not completely VC 
specific issues. 

Chapter 4.2 gives a description and comparison of the current regulatory environments 
and developments in five selected Member States (the United Kingdom, Germany, Italy, 
Belgium, and Poland), based on existing available data, reports, studies and interviews. 
This comparison aims to pinpointing good and bad practices. In order to draw this 
comparison, the study employs in particular information received from the conducted 
interviews, data for each Member State provided by the EVCA benchmarking studies and 
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the IESE Business School Venture Capital and Private Equity Attractiveness Indices (IESE 
VCPE Indices), and further sources. Finally, recent issues and developments at EU level are 
described. 

4.1 Recommended features of a regulatory framework  
An adequate fund structure is required to bring original investors and portfolio investee 
companies together and to enable VC funds to operate efficiently. The “EVCA: 
Benchmarking European Tax and Legal Environments 2008” report proposes six 
requirements (best practices) for fund structures to facilitate transparent and effective VC 
industries in Europe. This study adopts these six requirements for its purposes. The first 
four characteristics are general and relevant for domestic as well as cross-border investors. 
The following two characteristics focus on best practices for cross-border VC investments. 

The EVCA overall scores are also used in the academic literature as an indicator for the 
favourability of the regulatory framework. For instance, Armour et al. (2006)41 show a 
positive relationship between VC activity in a country (investment and fundraising) and 
EVCA scores. 

The six requirements (best practices) are: 

 1.a) Availability of a suitable fund structure: 

The existence of an appropriate operating vehicle is a necessary condition for a VC 
fund. A fund structure should be accessible and marketable to all investors. Optimally, 
it should be cost efficient in terms of the fund’s incorporation and management, and 
should be accompanied by a simple taxation system. 

 1.b) Tax transparency for domestic investors: 

Tax transparency is achieved if taxation occurs only once at the original investors’ 
level. Tax transparency is necessary to prevent double taxation. Double taxation 
means that income is first taxed at the VC fund level and again when the original 
investor receives dividends or capital from the VC fund. It almost certainly makes VC 
investments uneconomic, reducing the attractiveness of indirect investment through a 
VC fund in favour of direct investment in a company. 

 1.c) Avoided value-added tax on management fees: 

Value-added tax (VAT) on fees raised by the VC fund management (so-called 
management fees) can occur due to a certain fund structure. If VAT on management 
fees is enforced, VC funds again find themselves in a worse position than other 
investment forms and original investors are discouraged. 

 1.d) No undue investment restrictions: 

Even if a country offers a suitable and tax transparent fund structure, this vehicle 
may nevertheless be inapplicable. Unreasonable investment restrictions, such as not 
allowing the fund to invest in the desired companies or to employ specific contractual 
features etc., may not allow the VC fund to benefit from the provided fund structure. 

                                                 
41 Armour, J. and Cumming, D. (2006): The Legislative Road to Silicon Valley. Oxford Economic Papers, No. 58, 
596-635. 
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 1.e) Avoiding a permanent establishment: 

A permanent establishment in the country of the investee company caused by a 
specific fund structure is likely to result in double taxation issues. (A permanent 
establishment is a fixed place of business as defined by national tax treaties and 
generally gives rise to tax liability.) 

 1.f) Tax transparency for foreign investors: 

Even without a permanent establishment, a fund structure can lack tax transparency 
for foreign investors. Tax classification and treatment vary from one Member State to 
another (see EC: “Expert group report: on removing tax obstacles to cross-border 
investments by venture capital funds” for various possible scenarios). 

In Chapter 4.2, a measure on achieving best practices on “fund structure issues” using 
equally weighted averages on the scores of 1.a) to 1.f) is calculated.  

Furthermore, important elements are the following four key regulatory issues affecting 
investors and investee companies. These four points attained most attention in the 
academic literature (see Chapter 3) and were also confirmed by our interviewees as 
important key regulatory issues. 

 2.) Supporting entrepreneurship (cultural and legal issues, e.g. bankruptcy): 

Supporting entrepreneurship is rather difficult to influence in the short-term. In this 
process, entrepreneurial culture and institutions that affect and support 
entrepreneurship are crucial.42 Important factors here are entrepreneurial mobility, 
bankruptcy law and costs related to bureaucratic procedures, such as time and money 
needed to register a company. 

As to entrepreneurial mobility, in the United States it is common for VC investee firms 
to move to the Boston area or Silicon Valley where the VC is located.43 In Europe such 
VC hubs also exist (albeit on a much smaller scale) and entrepreneurs can generate 
great benefits if they move to such a cluster area.  

The possibility to close a business and the related bankruptcy law should not be 
disregarded.44 If it is excessively difficult to close a failed business, entrepreneurs 
may be scared out of starting a business in the first place. In most EU Member 
States, the legal system penalises bankruptcy more harshly than in the US, 
discouraging entrepreneurship in general and serial entrepreneurship in particular. 
This is not only a legal issue, it is also a cultural one. In most EU countries, 
bankruptcy has a very negative connotation. People tend to judge failure and consider 
it a personal stigma. In contrast, in the US and particularly in Silicon Valley, 
bankruptcy is not seen as a disgrace.  

                                                 
42 E.g., Fitzsimmons, J.R. and Douglas, E.J. (2005): Entrepreneurial Attitudes and Entrepreneurial Intentions: A 
Cross-cultural Study of Potential Entrepreneurs in India, China, Thailand and Australia. Frontiers of 
Entrepreneurship Research 2005: Proceedings of the 24th Annual Babson College Entrepreneurship Research 
Conference, Wellesley, Massachusetts, US. 
Armour, J. and Cumming, D. (2007): Bankruptcy Law and Entrepreneurship, ECGI- Law Working Paper No. 
105/2008. American Law and Economics Review, forthcoming; University of Cambridge Centre for Business 
Research Working Paper, No. 300. Available at SSRN: http://ssrn.com/abstract=762144. 
43 See Lerner, J. (2009): The Boulevard of Broken Dreams: Why Public Efforts to Boost Entrepreneurship and 
Venture Capital Have Failed—and What to Do About It, Princeton: Princeton University Press. 
44 See, e.g., Armour, J. and Cumming, D. (2007): Bankruptcy Law and Entrepreneurship, ECGI- Law Working 
Paper No. 105/2008. American Law and Economics Review, forthcoming; University of Cambridge Centre for 
Business Research Working Paper, No. 300. Available at SSRN: http://ssrn.com/abstract=762144. 
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On a related note, cultural attitudes towards entrepreneurship as a career opportunity 
also play an important role.45 Citizens of most EU countries embrace risk-taking and 
individualism to a much lesser extent than US citizens. The top students usually go on 
to work for large corporations instead of starting their own business. Successful 
entrepreneurs are not always considered role models. Such general cultural attitudes 
towards risk-taking and seizing opportunities are an important driver of 
entrepreneurial processes.  

Finally, it is thought to have an effect on the entrepreneurial culture by giving fiscal 
incentives for R&D and providing prospects for starting and running a business. 

 3.) Offer an economic environment (labour market, bureaucracy, corruption): 

Again, difficult to influence in the short-term but important, as VC demand is also 
dependent on the educational quality and scientific research offered by a specific 
region. Of course, labour market rigidities (difficulties and high costs to hire or fire), 
bureaucracy and corruption are an important threat as well (in particular for young 
innovative and fast-growing firms). 

 4.) Provide schemes to support young and innovative companies (YICs): 

Incentives for YICs are a direct way to stimulate VC demand. Incentives can include 
fiscal support schemes such as special tax rates, tax reliefs, or special tax credits. 
Furthermore non-fiscal measures are an option to support YICs, such as lowered 
bureaucratic requirements or “green cards” to attract talents from abroad. 

 5.) Provide exit possibilities: 

The availability of a practicable exit from a VC investment and the existence of liquid 
exit markets (especially trade sale and IPO markets) reduce the planning uncertainty 
of the original investor and are thus likely to increase overall funding. 

4.2 Regulatory framework and development in selected Member 
States and at the EU level 
The study first assesses and compares the regulatory framework for five selected Member 
States, namely the United Kingdom, Germany, Italy, Belgium, and Poland. In the following, 
relevant issues and recent developments at the EU level are described. 

4.2.1 Member State Level 

This Chapter discusses the most important fund structure issues, entrepreneurship culture, 
economic environment, support scheme for YICs, and exit possibilities the five Member 
States. In order to assess fund structure issues, this study employs the score methodology 
of the EVCA benchmarking studies46. The score methodology of the EVCA is as follows: a 
score of 1 is assigned if a country satisfies a requirement overall, i.e. the country is close to 
best practices. A score of 2 is assigned if there is room for improvement with respect to 
this requirement. A score of 3 is assigned if the requirement is not fulfilled (bad 
practices). 

                                                 
45 Fitzsimmons, J.R. and Douglas, E.J. (2005): Entrepreneurial Attitudes and Entrepreneurial Intentions: A Cross-
cultural Study of Potential Entrepreneurs in India, China, Thailand and Australia. Frontiers of Entrepreneurship 
Research 2005: Proceedings of the 24th Annual Babson College Entrepreneurship Research Conference, Wellesley, 
Massachusetts, US. 
46 E.g., EVCA Benchmarking European Tax and Legal Environments - October 2008. 
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Raw data related to variables measuring “1.) Fund structure issues” are based, first, on the 
studies provided by EVCA. EVCA only provides data until 2008.47 Therefore these data are 
then updated by literature research48 and the expert interviews. 

To further assess conditions related to VC investors and investee companies as discussed in 
Chapter 4.1, namely the variables “2.) Entrepreneurship”, “3.) Economic environment” and 
“5.) Exit possibilities”, this study relies on the IESE VCPE Attractiveness Index from 2011.49 
To build each of these indices, an equally weighted average of relevant sub-indices is 
calculated. For example, the VCPE (sub-) indices on initial public offering (IPO) market 
activity and mergers and acquisitions (M&A) market activity are summarised (equally 
weighted averages) to measure exit possibilities. Since the original values of the sub-
indices range from zero to one, they are recalculated such that they are comparable to the 
EVCA-based variables ranging from one to three. The “EVCA Benchmarking European Tax 
and Legal Environments - October 2008”50 is used as primary source for the variable “4.) 
Support scheme for YICs”, and is updated as described for “1.) Fund structure issues”. 

Table 9 provides an overview of the scores for the five Member States. Country averages 
are calculated across the five rows: “1.) Fund structure issues”, “2.) Entrepreneurship 
culture”, “3.) Economic environment”, “4.) Support scheme for YICs”, and “5.) exit 
possibilities”. The numbers in row “1.) Fund structure issues” are equally weighted 
averages across the six requirements listed below to it. The United Kingdom can be seen as 
an example of good practices across nearly all dimensions.  

                                                 
47 EVCA Benchmarking European Tax and Legal Environments - October 2008. 
48 Such as EVCA Private Equity Fund Structures in Europe – June 2010.; country specific tax updates for the years 
2010 and 2011 provided by EVCA. 
49 IESE, The Global Venture Capital and Private Equity Country Attractiveness Index, 2011 annual. 
This index is based on a comprehensive research project on how to measure the attractiveness of a country for 
investors in VC and private equity (PE) limited partnerships. The project was initiated at IESE Business School in 
Barcelona in 2006. Researchers there selected and collected more than 300 different data series from different 
providers. 
50 EVCA Benchmarking European Tax and Legal Environments - October 2008. 
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Table 9: Regulatory Framework in Selected Member States 

     U.K.     Germany        Italy    Belgium  Poland 

Country average    1.1     1.7      1.9    1.3  2.0 

1.) Fund structure issues 1.0   1.3   1.0   1.0   1.3 

1.a) Suitable fund structure 
exists 

1.0  1.0  1.0  1.0  1.0 

1.b) Tax transparent, 
domestic 

1.0  1.0  1.0  1.0  2.0 

1.c) No VAT on 
management fees 

1.0  3.0  1.0  1.0  1.0 

1.d) No undue restrictions 1.0  1.0  1.0  1.0  1.0 

1.e) Perm. establishment 
avoidable 

1.0  1.0  1.0  1.0  1.0 

1.f) Tax transparent, non-
domestic 

1.0   1.0   1.0   1.0   2.0 

2.) Entrepreneurship 1.2  1.2  1.7  1.3  2.0 

3.) Economic environment 1.1   1.4   1.9   1.2   1.7 

4.) Support scheme for YIC 1.0  3.0  3.0  1.0  3.0 

5.) Exit possibilities 1.4  1.6  1.7  2.0  1.8 

Source: EVCA 2008, EVCA 2010, country-specific updates provided by the EVCA, IESE VCPE Index (IESE 2011). A 
score of 1 is assigned if the country is close to “best practices” in this area, and a score of 2 if there is room for 
improvement. A score of 3 indicates “bad practices” in the corresponding area. The regulatory measures 1.) to 5.) 
which the scores refer to are explained in Chapter 4.1. 

Other potentially relevant national regulatory measures (related to, e.g., investor 
protection, investor related rules, creditor rights, pension funds) were not seen as crucial 
by any of the expert interviews. These issues go beyond the focus of this study and are 
therefore not included. 

United Kingdom 

The United Kingdom provides a favourable environment for VC and ranges in the top group 
among European countries according to the latest available EVCA benchmarking study of 
2008. Based on the updated scores on key elements of the regulatory framework, the 
United Kingdom still provides an advantageous environment for VC. 

The United Kingdom offers a suitable vehicle for VC (the limited partnership), which 
provides tax transparency for domestic and non-domestic investors. VAT on management 
fees as well as permanent establishment for non-domestic investors can be avoided. There 
are no undue restrictions.51 

Even there is no specific “YICs support scheme” in the United Kingdom52, YICs may benefit 
in several ways from more broadly aimed support schemes. For example, SMEs may 
receive a tax relief, or in some cases a tax credit, on investments in R&D.  

                                                 
51 EVCA Benchmarking European Tax and Legal Environments - October 2008, interviewed experts. 
52 EVCA Benchmarking European Tax and Legal Environments - October 2008. 
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The tax relief on R&D costs was 175% in 2010, has been recently increased to 200% in 
04/2011, and was announced to further rise to 225% in 2012. The tax relief means that for 
each £100 of qualifying costs, a company can attain an additional £125 reduction of taxable 
income on top of the £100 spent.53 

The United Kingdom is also characterised by profound capital markets, coming along with 
high IPO market activity as well as M&A market activity (in comparison to other EU 
markets), as indicated by a low “exit possibilities” score. Furthermore, the United Kingdom 
provides a high level of entrepreneurial culture and a well-developed human and social 
environment.54 There also exist ample incentives for original investors. Private individuals 
investing in a Venture Capital Trust (listed VC fund) are entitled to an income tax relief at 
the rate of 30% (investments in new ordinary shares up to £200,000, if they are held for at 
least 5 years). Furthermore, ordinary shares benefit from an exemption from income tax on 
dividends, and capital gains tax.55 

Germany 

Germany ranks in the lower half of European countries in the EVCA benchmarking study of 
2008. Its position has not substantially improved since then. Fiscal R&D incentives are 
meagre (see below). 

There is a suitable fund structure available in Germany (GmbH & Co KG), which generally 
does not create a permanent establishment and is tax transparent for domestic and non-
domestic investors.56 There are also no undue restrictions. However, management fees are 
liable for VAT.57 

In Germany, there is no regulatory element targeting a support scheme for young and 
innovative companies, as there are only few fiscal incentives for R&D. It is possible to 
deduct business R&D expenditures, but there are no incentives for R&D capital expenditure 
or contracting researchers.58 This becomes quite prominent when comparing Germany to 
the U.K. and Belgium which may be regarded as good practices examples for R&D 
incentives. An interviewed expert expressed that bureaucracy, i.e. reporting requirements, 
can be quite burdensome in particular for small companies. However, there are many 
public funding schemes in Germany tailored to YICs, which are not covered in the 
regulatory motivated “4.) Support for YICs” score of this section. Public funding 
programmes are discussed separately from the regulatory framework in Chapter 5.59 

According to the IESE VCPE index, exit possibilities are generally provided. In international 
comparisons, Germany ranks among the top twenty in depth of capital markets and also 
provides a high degree of entrepreneurial culture. Labour market rigidity is quite 
substantial in Germany. Compared to other countries, it is difficult to release employees 
due to the legal environment. However, improvements were undertaken starting in 2005 
(“Agenda 2010”).  

                                                 
53 EVCA Tax & Legal Committee, U.K. - Tax and Legal Update 2011; http://www.hmrc.gov.uk. 
54 IESE (2011), interviewed experts. 
55 EVCA Tax & Legal Committee, U.K. - Tax and Legal Update 2011; http://www.hmrc.gov.uk. 
56 However, tax transparency is only assured if the GmbH & Co KG is classified by authorities as administrative 
and not commercial. 
57 EVCA Tax & Legal Committee, Special Paper 2010. 
The VAT in Germany is for most goods and services 19%, at the time this study was conducted. 
58 EVCA Benchmarking European Tax and Legal Environments - October 2008. 
59 Because public funding programmes are increasingly important for VC, and to keep the readers overview on 
important regulatory framework issues, funding programmes were devoted an own chapter in this study. 
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Because such labour market reforms are likely to take time to take effect, some further 
time may be needed for the reforms to become more visible.60 Accordingly, the score on 
“economic environment” is somewhat lower. 

Italy 

Italy ranks in the mid-field in the EVCA benchmarking study of 2008. As it is discussed 
below to this short summary, in the meantime, problems of tax transparency have mainly 
been resolved and the low company incentivisation was slightly improved, as discussed 
below. 

The most commonly used VC vehicle in Italy is the “Fondo Chiuso” (closed-end fund). The 
tax regime shift from taxation upon accrual to taxation upon realisation took effect in June 
2011. Profits are subject to a 12.5% withholding tax61, which will be applied at a rate of 
20% as of 01/2012. The witholding tax is final for Italian residents not holding the 
investment as entrepreneurs. Profits are taxed as income for Italian residents holding the 
investment as entrepreneurs. In the latter case, the withholding tax is credited.62 In 
general, the withholding tax also applies to non-resident investors. However, non-resident 
“qualified” investors (listed on the “white list”, Italian Minister of Economy 04.09.1996) are 
exempted, as are pension funds, investment funds and real estate funds.63 Since virtually 
all developed and most developing countries are on this white list, we appraise the fund 
structure as tax transparent for domestic investors as well as non-domestic investors. 
Furthermore, there is no VAT due to management fees and the fund structre is free from 
severe undue restrictions.64 

Italy formerly allowed for a lower tax rate if investments in SMEs were explicitly stated by 
the fund. However, the European Commission65 considers the lowered rate as state aid and 
requested Italy to abolish the advantage. It was then expressly repealed by Italian law in 
2010. In order to improve access to VC, profits distributed by harmonised funds which 
invest at least 75% in non-listed companies at the seed, start-up, or early stage will not be 
subject to income tax.66 Italy provides a minimum taxpayer regime for “very small” and 
new individual enterprises (“regime dei minimi”). Companies who meet certain 
requirements, benefit from significant accounting, VAT, and a substitutive tax of IRPEF 
(income tax), regional/municipal/local surcharge taxes at a rate of 5%.67 

According to the IESE VCPE index on IPO and M&A activity, exit possibilities are sufficiently 
provided in Italy. In international comparisons of the IESE VCPE index, Italy ranks in the 
mid-field concerning the human and social environment as well as entrepreneurial culture. 
In particular, starting and running a business is relatively burdensome.68 An interviewed 
expert expressed that in particular bureaucracy is a problem for starting a business and 
civil servants can be quite obstructive. It is quite common that official documents must be 
revised and resubmitted to authorities endlessly. The interviewed expert even expressed 
that VC investments in Italy can become a “nightmare”. Therefore, the “regime dei minimi” 
seems to be sensible, but efforts on a broader scale would certainly be advisable.  

                                                 
60 http://archiv. bundesregierung.de/artikel/81/ 557981/attachment/557980_0.pdf. 
61 Generally, a withholding tax is directly paid from the company to the government., i.e. the investor receives 
earnings less the withholding from the invested company. 
62 EVCA Tax & Legal Committee, Italy - Tax and Legal Update 2011. 
63 Ebd. 
64 EVCA Tax & Legal Committee, Special Paper 2010. 
This section benefited from help from a national tax expert. 
65 Decision IP/05/1103. 
66 According to the Law Decree No. 98/2011. 
67 Also this section benefited from help from a national tax expert. 
68 See also http://www.doingbusiness.org/data/exploreeconomies/italy. 
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In comparison to other highly developed countries, bribing and corruption are a particularly 
pronounced threat. According to the survey based Transparency International's Corruption 
Perceptions Index 201169 (this index is used for construction of the IESE VCPE index), Italy 
ranks behind Cuba and at the same level as Samoa. 

Belgium 

Belgium introduced the Private PRICAF (Private Equity Investment Fund- Investments in 
non-listed companies) in 2003. This investment vehicle is tailored to investments in non-
quoted companies and offers investors a suitable platform with various advantages. 
Belgium also provides many incentives for innovative companies (see below). While 
Belgium ranked in the lower half of the 2003 EVCA Benchmarking study70, it climbed up to 
the top three in the 2008 ranking. Based on the updated scores on key elements of the 
regulatory framework, Belgium still provides an advantageous environment for VC.71 

The Private PRICAF is (indirectly) tax transparent for domestic and non-domestic investors. 
VAT is not charged on management fees and the fund structure is free from undue 
restrictions. The Private PRICAF is fiscally attractive. Corporate income tax is minimal 
because this fund vehicle is allowed to substantially reduce the tax basis. Undistributed 
income or capital gains are not taxed. Furthermore, the tax withheld paid out by the Private 
PRICAF will usually be the final tax for the individual investor.72 

Provided certain conditions are satisfied, SMEs can profit from a lower tax rate (up to 
24.98% instead of 33.99%). For eligible young innovative companies, there have been 
partial exemptions from Belgian income withholding tax on salaries paid to researchers 
since 2008. Companies can have an increased tax deduction for investments in R&D if 
certain requirements are met (e.g. ecological purpose of the R&D). The Belgian YICs 
receive specific support if they spend 15% or more on R&D and are 10 years old or 
younger. In return Belgian YICs receive 50% reduction on social costs.73 

However, compared to other Member States, capital markets lag behind; IPO as well as 
M&A activity is low.74 Belgium provides a strong entrepreneurial culture as well as a strong 
educational system. The Belgium system is in particular efficient in solving bankruptcy. 
According to the World Bank, resolving insolvency takes less than one year on average and 
the recovery rate is about 87%.75 Both are top scores in international comparisons. These 
numbers reflect that Belgium provides an efficient system aiming to help viable business to 
survive. Belgium scores significantly above the OECD average in the PISA study of 201076 
and provides a skilled workforce necessary for R&D activity.77 

                                                 
69 See http://cpi.transparency.org/cpi2011/results/. 
70 EVCA Benchmarking European Tax and Legal Environments - 2003. 
71 EVCA Benchmarking European Tax and Legal Environments - October 2008; PLC Cross-border Venture Capital 
Handbook: http://www.practicallaw.com/crossborderhandbook7-500-0001. 
72 EVCA Tax & Legal Committee, Special Paper 2010. 
73 EVCA Benchmarking European Tax and Legal Environments - October 2008. 
74 IESE, The Global Venture Capital and Private Equity Country Attractiveness Index, 2011 annual. 
75 http://www.doingbusiness.org/~/media/fpdkm/doing%20business/documents/profiles/country/BEL.pdf. 
76 http://www.pisa.oecd.org/dataoecd/34/60/46619703.pdf. 
77 IESE, The Global Venture Capital and Private Equity Country Attractiveness Index, 2011 annual. 
Detailed comparisons of educational systems are beyond the scope of this study. Further information can be found 
at http://www.weforum.org. This source is also used for construction of the IESE VCPE index. 
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Poland 

Poland is the youngest Member State in this study’s sample. So far, its VC industry is not 
very well established. However, according to the EVCA Benchmarking study of 2008, the 
country has made many improvements in the last decade, ranking in the mid-field of 
European countries in 2008. Poland ranks in a similar position in the updated overview, but 
there is still much room for future improvements. 

The most suitable structure in Poland is the closed-end investment fund. Generally, it is not 
explicitly tax transparent, but it is likely to be implicitly tax transparent. The fund itself is 
exempt from income tax. Tax is paid at redemption of profits of the fund to the investors. 
Domestic investors are subject to income tax at a rate of 19%. Non-domestic investors can 
avoid a permanent establishment and can benefit from a lower tax rate or even full 
exemption. No VAT is due on management fees, and the fund structure is free from undue 
restrictions.78 

Poland does not provide considerable incentivisation for R&D and does not offer a fiscal 
incentive scheme to support young and innovative companies like the U.K. or Belgium.79 As 
an example, according to the EVCA, a specific R&D expenditure is tax deductible only if the 
result is negative. If the result is positive, the R&D expenditure must be treated as 
intangible asset in under specific circumstances. According to the IESE VCPE indices for IPO 
activity as well as M&A activity, exit possibilities are developed. Poland ranks behind the 
other four considered Member States in entrepreneurial culture as well as human and social 
environment. A lack of entrepreneurial culture is not uncommon among European transition 
countries due to history and may take considerable time to flatten. In particular, in Poland, 
it is burdensome to start and run a business (rank 61 of 80) as well as to close a business 
(rank 58 of 80). For example, starting a business suffers from excess bureaucracy - 
compared to the OECD average. It takes about three times the amount of time to register a 
new company.80 It is further about four times as expensive as in the average OCED country 
to register (compared in per capita income).81 

4.2.2 EU level 

This section focuses, also at the EU level, on the regulatory framework. Funding 
programmes (e.g. the Competitiveness and Innovation Framework Programme) are due to 
their increasing importance for VC delegated to Chapter 5. 

At present, the regulatory framework varies from Member State to Member State and the 
VC market is highly fragmented; to date, there is no integrated European VC market. First, 
each Member State provides a different operating environment for VC in the EU. Cross-
border fundraising and investing is possible, but complex and costly due to legal burdens. 
Usually, funds have to set up additional companies in several EU countries. Second, VC 
funds are repeatedly confronted with problems of double taxation, administrative obstacles 
related to taxation and substantial tax treatment uncertainties.82 

The high fragmentation of the VC industry in the EU gives rise to additional costs that 
diminish funds’ returns. The high fragmentation, which hinders mobility of venture 
capitalists, also results in markets that are too small for large institutional investors.83 

                                                 
78 EVCA Tax & Legal Committee, Special Paper 2010. 
79 EVCA Benchmarking European Tax and Legal Environments - October 2008. 
80 http://www.doingbusiness.org/data/exploreeconomies/poland#starting-a-business. 
81 Ebd. 
82 See, e.g., Expert Group Report: on removing obstacles to cross-border investments by venture capital funds 
and Expert Group Report: on removing tax obstacles to cross-border venture capital investments. 
83 See Chapter 3. 
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The EU is seeking to unify the VC market in order to provide young and innovative 
companies with easier access to financing. To achieve this, the EU is promoting cross-
border venture capital investments and fundraising from several directions. With respect to 
the regulatory framework, the European Commission (EC) has repeatedly committed itself 
to improving the legal environment. In chronological order:84 

 Already with its December 2007 Communication, “Removing obstacles to cross-
border investments by venture capital funds”, the EC proposed a short-term approach 
of “mutual recognition” of VC funds. Member States could recognise VC funds which 
were already registered and operated from other Member States such that they could 
operate across borders without a separate registration and regulation.85 However, due 
to reluctance of most Member States, this approach did not lead to a significant 
reduction of legal and tax obstacles.86 

 With its Europe 2020 Strategy (March 2010), the EC has committed itself to “making 
an efficient VC market reality”. 87 Moreover, the Innovation Union88 (October 2010) 
seeks to “ensure that venture capital funds established in any Member State can 
function and invest freely in the EU (by adopting a new legislative regime) and it will 
endeavour to eliminate any tax treatment unfavourable to cross-border activities” by 
2012. 

 As a continuation to the EC communications, the European Council of February 2011 
concluded that “every effort should be pursued to lift remaining legal and 
administrative obstacles to cross-border operations of VC”.89 The Commission was 
invited to present its proposal by the end of 2011, “for putting in place an EU-wide VC 
scheme building on the EIF and other relevant financial institutions and in cooperation 
with national operators, for scaling up the Risk Sharing Facility, and for assessing how 
best to meet the needs of fast growing innovative companies through a market-based 
approach”.90  

 In the Review of the Small Business Act (February 2011), the EC stressed the need to 
“improving SMEs” access to finance, including access to venture capital markets”. The 
action plan on SME finance is related to a large number of on-going and planned 
initiatives (see European passport below).91 The EC discussed the action plan with 
stakeholders at the SME Finance Forum on 18 October in Brussels and is currently 
drafting the action plan. In December 2011, the “EU Action Plan: helping SMEs access 
more financial resources” was released.92 With respect to the regulatory framework, 
the EC announced to adopt “a regulation on Venture Capital Funds, that should enable 
a true integration of the venture capital market in Europe and strengthen the supply of 
venture capital”.93 

                                                 
84  The bullet points below are based on information on the EC website and benefited from help by Ulla Hudina. 
85 Summary report: Cross-border venture capital in the European Union, European Commission work on removing 
obstacles, December 2009. 
86 European Commission work on removing obstacles. 
December 2009 http://ec.europa.eu/enterprise/newsroom/cf/_getdocument.cfm?doc_id=5646. 
87 European Commission, Europe 2020 Strategy, March 2010. 
88 European Commission, Innovation Union, October 2010. 
89 European Council, Communications, the European Council of February 2011. 
90 See public consultation on a possible successor to the Competitiveness and Innovation Framework Programme 
(CIP) and summary of the results: http://ec.europa.eu/cip/public_consultation/index_en.htm. Funding 
Programmes are discussed in Chapter 5 of the study. 
91 European Commission, Review of the Small Business Act, February 2011. 
92 http://europa.eu/rapid/pressReleasesAction.do?reference=MEMO/11/879. 
93 http://europa.eu/rapid/pressReleasesAction.do?reference=MEMO/11/879. 
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 Once more, in the Communications on the Single Market Act (April 2011), the EC 
committed itself to a new “legislation designed to make it easier for VC funds 
established in any Member State to invest freely in any other Member States, without 
obstacles or additional requirements”.94 

As a first step towards this new legal regime for VC funds, the EC opened a public 
consultation (which ended on 10 August 2011) based on which the EC proposed a plan by 
December 2011, “Proposal for a Regulation on European Venture Capital Funds”.95 
As stated in the document, the proposal on a new framework for VC funds can be also 
regarded as one of the “key priorities of the SME action plan”, which is congruent to the 
commissions plans on adopting “a new legislative regime to ensure that by 2012 venture 
capital funds established in any Member State can function and invest freely in the EU”.96  

The new legal regime under consideration basically consists of a European “passport” for 
VC funds (“European Venture Capital Funds”) and VC managers, which will be discussed 
below. The proposal now passes to the European Parliament for negotiation.97 

The European VC passport and the AIFMD 

In June 2011, the EC launched a consultation on a new European regime for VC, which 
presents feasible policy actions to create an internal market for VC.98 According to the 
consultation, two legislative alternatives emerge.  

First, a re-examination of the suitability of the AIFMD framework for VC activities could be 
considered. Because of their small size, most VC funds would have to opt in to AIFMD (see 
box). This would be quite cumbersome and expensive for such small funds (the AIFMD goes 
in hand with considerable and costly reporting requirements; see box for further details).99 
Therefore, a VC-modified AIFMD seems to be unlikely to succeed.  

                                                 
94 European Commission, Communications on the Single Market Act, April 2011, 
http://ec.europa.eu/internal_market/smact/docs/20110413-communication_en.pdf. 
95 http://ec.europa.eu/internal_market/investment/venture_capital_en.htm. 
96 See also, European Comission, Review of the Small Business Act, February 2011, and “EU Action Plan: helping 
SMEs access more financial resources”: 
http://europa.eu/rapid/pressReleasesAction.do?reference=MEMO/11/879&format=HTML&aged=0&language= 
FR&guiLanguage=en. 
97 http://europa.eu/rapid/pressReleasesAction.do?reference=MEMO/11/880&format=HTML&aged=0&language= 
FR&guiLanguage=en. 
98 European Commission, Consultation, “A new European regime for Venture Capital”, June 2011. 
99 The impact assessment accompanying the document “Proposal for a Regulation on European Venture Capital 
Funds”, which is discussed below, concludes accordingly, 
http://ec.europa.eu/internal_market/investment/docs/venture_capital/111207-impact-assessment_en.pdf. 
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Alternative Investment Fund Managers Directive (AIFMD) 

 The AIFMD introduces a European regulatory framework for fund managers of 
alternative investment funds (real estate, hedge funds, private equity, VC). The 
Directive aims to regulate management as well as marketing of AIF and will take effect 
in early 2013. The requirements imposed by the AIFMD include issues related to 
disclosure, use of depositaries, and capital adequacy. With limited exceptions, the 
requirements are not related to the nature of the AIF under management, i.e. it is not 
tailored to the business model of private equity or VC.100 

 Many important details of the AIFMD are not yet clear. Therefore it is difficult to judge 
how it impacts VC. Managers of AIF with assets under management below EUR 500 
million will be exempt from the Directive, and will be able to opt in AIFMD by choice. 
Thus many VC funds will not necessarily be affected. However, Member States might 
decide to apply the full AIFMD without any threshold. 

 The VC industry has recently formulated specific key concerns with respect to the 
AIFMD (EVCA Response to: ESMA's draft technical advice to the European Commission 
on possible implementing measures of the Alternative Investment Fund Managers 
Directive). In summary, it is expressed that the current level is insufficiently tailored to 
private equity and VC, namely that “concepts developed for the publicly traded equities 
markets are being applied to all alternative investment classes“ which “in a number of 
cases … results in requirements which are hard to make sense of or look to be 
unworkable“. All interviewed experts broadly agreed with this assessment. 

Second, a “tailor-made” system could be made. Such a system would be more promising as 
a stand-alone initiative, since a “tailor-made” regime could be designed more appropriately 
according to the needs of VC funds. All interviewed experts favour this second approach. 
The main elements of such a tailor-made VC regime, as proposed in the EC consultation, 
would include (bullet points are extracts from the EC consultation): 

 Voluntary registration with a competent authority (passport): The European “passport” 
would exist in addition to national rules. Registration would cover VC funds and 
managers, and could take place with the Member State in which the fund is 
established, or alternatively with the European Securities and Markets Authority 
ESMA.101 Registration would automatically lead to recognition by the competent 
authorities of the other Member States. 

 Simple notification procedure: Once registered in a Member State, a VC fund would be 
entitled to broaden the fundraising base and to freely invest in SMEs in its home 
Member State as well as all other Member States. A simple notification by the home 
country would be sufficient. 

 Restriction for retail investors: The VC funds would be sold to professional investors 
only, as defined by the Markets in Financial Instruments Directive MiFID.102 

                                                 
100 See, e.g., EVCA AIFMD Essentials. 
101 The ESMA is an independent EU Authority with the aim to contribute to the stability of the financial system. It 
does so, by “ensuring the integrity, transparency, efficiency and orderly functioning of securities markets, as well 
as enhancing investor protection“ (http://www.esma.europa.eu/). 
102 The MiFID is EU law harmonising regulation for investment services. It aims to increase competition and 
customer protection. Inter alia, MiFID provides a client categorization (professional and retail clients) with 
increasing degree of protection. See http://ec.europa.eu/internal_market/securities/isd/mifid_en.htm. 
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 Reporting obligations: The VC funds would have to provide annual reports including the 
annual financial accounts and a report of the activities. The financial information would 
be audited. 

 Operating conditions for VC entities: The new framework would aim to minimise the 
compliance costs relating to requirements on managers’ operating costs. The new rules 
would consider an approach lighter than that of the current EU legislation (AIFMD). 

 Legal form of the VC funds: The VC funds would be entitled to adopt any of the legal 
forms traditionally used in different Member States. 

 Investment focus on SMEs: The VC funds would be restricted to invest in SMEs and 
only minor stakes in other types of assets, cash or cash equivalents. 

 Determination of scope of the activities of VC funds: The new framework requires 
delineating what a VC fund is. Importantly, possible tax benefits that Member States 
might design for this type of investment could be linked to fulfil these criteria. 

 Third country entities: It is considered to provide an open VC market, i.e., the new 
framework should not have adverse effects on non-EU funds. 

 Impact on other pieces of EU legislation: The passport will have impact on other pieces 
of EU legislation, in particular AIFMD. The interaction between the VC passport and 
AIFMD should be clarified, e.g. if managers which opt in the passport should be exempt 
from AIFMD. 

 Supervision and sanctions: Authorities should have adequate supervisory tools and 
sanctions to ensure that the new legal framework is respected. 

Our interview partners (repeatedly) mentioned that the following two issues are of most 
importance related to the European VC passport:  

First, the investment focus on SMEs should be broadened (requirements on the 
investment portfolio). Many funds with focus on SMEs also invest considerably in larger 
businesses, special purpose vehicles or intellectual property rights (including structures 
such as research and innovation finance). Therefore, these funds would be arguably 
similarly useful as funds targeting classical SMEs and should also profit from the passport. 
The European VC passport should rather focus on funds with investment strategies 
supporting entrepreneurship and innovation than on SMEs only. 

Second, the investor restriction based on the MiFID definition is ill suited (requirements 
on eligible investors). The MiFID definition is designed to identify professionals which are 
trading listed securities, e.g. investors must frequently execute transactions and must have 
worked in the financial sector. Such a definition of professionals would exclude many highly 
professional investors such as high net worth individuals (HNWIs), entrepreneurs and 
business angels, which cannot be reasonable, given the lack of VC supply in Europe. 

These two issues are arguable also of most importance according to the feedback 
statement to the consultation released by the EC, which reflects the views of interested 
parties (e.g. the VC industry).103 

The subsequent and current EC proposal104 addresses both key issues as follows:  

                                                 
103 http://ec.europa.eu/internal_market/consultations/docs/2011/venture_capital/fs.pdf. 
104 “Proposal for a Regulation on European Venture Capital Funds”, released in December 2011. 
http://ec.europa.eu/internal_market/investment/venture_capital_en.htm. 
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With respect to the requirements on the investment portfolio, to qualify for the new regime, 
VC funds must invest more than 70% in unlisted SMEs. However, a 50% hurdle is an 
alternative and relevant option, as discussed in the accompany impact study.105 

The current proposal restricts eligible investors to professional investors as currently 
defined by MiFID and in addition all “traditional VC investors” (e.g. high net-worth 
individuals and business angels).106 

To date, there is no official statement from the industry with respect to all details on the EC 
proposal. However, overall, the EVCA welcomes the EU SME action plan, but notes that 
requirements on the investment portfolio possibly do not reflect “the practical 
circumstances of Europe’s venture and enterprise capital providers”.107 The EVCA concerns 
are in line with the replies of our interviewed experts, as described above. 

Capital adequacy requirements (Solvency II, IORPs, CRD IV) 

Insurance companies will be subject to the new Solvency II regime from the beginning of 
2013. Solvency II introduces a new capital adequacy regime for European insurance 
companies, and aims to establish new risk management standards. Solvency II treats VC 
investments as high risk which could lead to higher capital requirements for insurance 
companies investing in VC. The direct effect of Solvency II on the asset allocation of 
insurance companies is difficult to predict. On the one hand, EVCA (Technical Briefing Note: 
Solvency II) concludes that Solvency II could have a neutral impact on private equity 
allocations. However, as investments in VC are associated with higher risks than 
investments in private equity, the impact on the VC market might be negative. Several 
interviewed experts expressed that they expect rather reduced allocations of capital from 
insurance companies into VC as an asset class which would reduce additionally the VC 
supply from private investors. The EU Commission plans to assess the impact of Solvency 
II, in order to identify whether the capital requirements resulting from investments in VC 
need changing in the medium or long term.108 Due to the complexity of the capital 
adequacy requirements and substantial uncertainty about the final rules it is not possible to 
quantify these impacts within this study. 

A similar risk-based valuation and regulatory capital requirement regime has been 
requested for institutions for occupational retirement provisions (IORPs), i.e. a directive for 
European pension funds. Such additional requirements on pension funds could entail 
negative consequences for the allocation decision regarding asset class. Since VC is a long-
term investment which cannot be quickly undone, uncertainties related to these upcoming 
additional requirements are likely to hinder VC investments by pension funds even today. 

Finally, financial institutions will be subject to the new Basel III (CRD IV) capital 
requirements. The capital threshold is likely to be further increased, and thus may 
constrain financial institutions to invest in VC. 

                                                 
105 http://ec.europa.eu/internal_market/investment/docs/venture_capital/111207-impact-assessment_en.pdf. 
106 As discussed in the impact study, this option “would include two important safeguards aimed at avoiding mis-
selling of venture capital funds to unsuitable investors”. Namely, a minimum initial investment (e.g. 100000 EUR) 
and a requirement on the VC fund to assess the investors ability to understand the risks of the investment. 
107 http://www.evca.eu/WorkArea/linkit.aspx?LinkIdentifier=id&ItemID=6726. 
108 http://ec.europa.eu/internal_market/investment/docs/venture_capital/111207-proposal_en.pdf. 
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Double taxation 

The European VC industry is confronted with tax obstacles in cross-border investment and 
attracting international investors. Typically, investors are faced with the risk of double 
taxation, which makes investing in private companies through VC structures less attractive 
than investing in listed companies or even investing directly in a private company.109 

According to the interviewed experts, the aforementioned European VC passport itself is 
not able to overcome all double taxation problems that VC funds regularly face.110 A pan-
European fund structure is an option to remove all double taxation issues and ensure that 
investors are not subject to permanent establishment. In fact, the European Commission 
already stated that, “A single venture capital fund structure based on harmonisation could 
be the optimal solution, …”.111 However, the report also mentioned that such an initiative is 
difficult to implement and is rather a long-term goal. Instead, for the short-term, the 
(voluntary) concept of “mutual recognition” by Member States was the favoured approach, 
which turned out to become a failure (see discussion above in this Chapter and also the EC 
Consultation, „A new European regime for Venture Capital“, June 2011112). Therefore, if the 
European VC passport is not able to overcome the problems of double taxation, a pan-
European fund structure should remain a long-term goal. 

EU definition of SME  

An expert who participated in the interviews expressed the need for urgent clarification of 
the EU definition of SME. Under the current practices, SMEs owned by a fund managed by 
the same manager might be aggregated and thus lose their SME status. This can result in 
exclusions from certain benefits, such as grants, and is possibly counterproductive from the 
view point of the EU authorities which expressed to aim to support SMEs. 

Mobility 

Mobility is much weaker in the EU than in the US due to many different factors such as 
different cultures, languages, etc. One expert stressed that one of the important factors 
hindering mobility in the EU is that the cross-border transfer of supplementary pension 
rights, i.e. pension schemes supplementing or replacing statutory social security pensions, 
is still not working flawlessly. Entrepreneurs may lose their pension entitlements by moving 
abroad. The emergence of a European “Silicon Valley” and the cross-border mobility 
of entrepreneurs might be hindered by this obstacle.113 

Intellectual property rights 

A strong protection of intellectual property rights is important for a viable venture capital 
industry. In the EU, the fragmentation of the patent systems is still an important issue 
which gives rise to additional costs for entrepreneurs since the European Patent has not 
been introduced yet.114 The creation of a common jurisdiction regarding intellectual 
property rights in Europe would be favourable for high-potential SMEs and the VC 
industry.115  

                                                 
109 See Expert Group Report: on removing obstacles to cross-border investments by venture capital funds; Expert 
Group Report: on removing tax obstacles to cross-border venture capital investments. 
110 The “Summary of responses to public consultation on the new European regime for venture capital” came to a 
similar conclusion (http://ec.europa.eu/internal_market/consultations/docs/2011/venture_capital/fs.pdf). 
111 European Comission : Summary report, Cross-border venture capital in the European Union, December 2009. 
112 http://ec.europa.eu/internal_market/consultations/docs/2011/venture_capital/consultation_paper_en.pdf.. 
113 See http://ec.europa.eu/youreurope/citizens/work/migrant-worker/social-security/eu-eu_en.htm. 
114 http://ec.europa.eu/internal_market/indprop/patent/index_en.htm. 
115 See Chapter 3. 
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Public procurement policy 

One of the key drivers of the US venture capital industry is the public procurement policy 
which stimulates innovative SMEs’ demand.116 The “U.S. SBIR program” ensures that a 
certain amount of the total federal research budget is reserved for small businesses. This 
policy ensures that all companies participating in public contracts have a strong incentive to 
work with local SMEs. In the EU, access to this sector is very difficult for small and 
innovative entrepreneurs.117 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 

                                                 
116 http://www2.ed.gov/programs/sbir/index.html. 
117 http://ec.europa.eu/internal_market/publicprocurement/modernising_rules/consultations/index_en.htm. 
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5. PUBLIC SECTOR FINANCING SCHEMES 

KEY FINDINGS 

 The VC industry in Europe is becoming increasingly dependent on public sector funding. 
Here, EIF plays a crucial role.  

 Synergies between EU programmes and national programmes are evaluated as rather 
limited. 

 If designed properly, public sector financing schemes may lead to an increase in the 
quantity and partly the quality of VC supply and demand and may have a positive 
impact on innovation, growth, employment and productivity. 

 In contrast, if public programmes are designed improperly, as for instance with a tight 
focus on beneficiaries (SMEs) with very specific characteristics, problems with a 
demand shortage and difficulties in achieving the anticipated goals could arise. 

 As a shortage of good investment projects in different countries is identified, national 
schemes should make additional efforts on the demand side of the VC market such as 
creation of business incubators118 or strengthening the entrepreneurial activities by 
improving the managerial skills of scientists and engineers. 

 The typical SME benefitting from the current - and for the VC industry - most relevant 
EU scheme (the EIP which is part of the CIP) is a small, innovative and high-growth 
company in the expansion phase with less than 10 employees and a turnover below 
EUR 100,000. 

 According to the beneficiaries of the Entrepreneurship and Innovation Programme 
(EIP), the VC funding related to the EIP was very important but not sufficient. 

 Generally:  

 - One of the most important effects of the public schemes is the positive leverage 
effect (i.e., attraction of private investors).   

 - The impact of public sector-related VC investors on growth seems to be positive for 
early stage firms, but not for more mature firms. 

 - Joint involvement of the private and public sectors (under the leadership of the 
private sector) seems to be beneficial. 

 - Regional and national schemes seem to be less successful than international 
schemes.  

As presented in Chapter 3, the lack of private VC investors in Europe causes an increasing 
dependence of the VC industry on public sector funding. The importance of public sector 
funding indicates the crucial role of government agencies as stable investors during difficult 
times. It also calls for initiatives to “crowd in” private investors. 

In addition to the regulatory measures described in Chapter 4, governments try to 
stimulate the VC markets through direct financial support. The historical record suggests 
that it is impossible to start and maintain a viable VC industry without government support, 
given the fragility of the market.  

                                                 
118 Business incubators provide support resources and services for the creation of entrepreneurial companies. 
Successful business incubation programmes increase the likelihood that start-ups stay longer in business. 
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In Europe, the lack of a sufficient capital flow of private VC funds in early stage knowledge-
based firms has led to the creation of a large number of public sector schemes at the 
regional, country, and EU level. Several forms of these measures have been applied: 

1. The public sector provides capital – as a limited partner – to privately managed VC 
funds or funds of funds together with other limited partners from the private sector. 
The private VC fund takes responsibility for commercial investment decisions once the 
general focus, objective and distribution of incentives of the fund are agreed. Such an 
indirect approach (i.e., via private funds) is typically taken by the EIF.  

2. The public sector provides capital to VC funds either alone or with a small involvement 
of some private investors. These public or quasi-public funds invest directly in 
entrepreneurial companies (High-tech Gruenderfonds in Germany is an example of this 
approach). These funds may then act 

a. as stand-alone investors in companies,  

b. as co-investors alongside private VCs who may take the lead in particular 
projects.  

3. Government agencies may provide refinancing loans to VC firms on commercial or 
softer terms.  

4. These measures may also be combined with different forms of guarantees against a 
proportion of investment losses or loan repayment forgiveness.  

5. Furthermore, overhead subsidies can be used to cover part of the costs of VC firms.119 

5.1 EU level 
In the European VC industry the EIF plays a crucial role; in 2010 it provided around 50% of 
the funding from government agencies and around 16% of total VC and growth funding.120 
The European Commission allocates resources to the EIF on a trust basis, making use of 
EIF operational expertise to manage the various joint initiatives, such as the 
Competitiveness and Innovation Framework Programme (CIP), the European Progress 
Microfinance Facility, JEREMIE (Joint European Resources for Micro to Medium Enterprises), 
or JASMINE (Joint action to support micro-finance institutions in Europe). In addition to EU 
mandates, the EIF receives country-specific mandates, such as the recent appointment of 
EIF to manage the UK Future Technologies Fund with a volume of £ 200 million and the 
commitment of an additional EUR 500 million over several years in the German ERP 
facility.121 

As to the initiatives related to the VC industry, the EIF usually acts as a fund of funds. 
Entrepreneurs looking for investors submit their investment proposals and business plans 
directly to VC funds that have signed an agreement with the EIF. These funds make 
investment decisions based on standard commercial criteria. It is up to the funds in which 
the EIF has invested to decide whether or not to invest in particular SMEs.  

                                                 
119 Sunley, P., Klagge, B., Berndt, C. and Martin, R. (2005): Venture capital Programmesin the UK and Germany: 
In What Sense Regional Policies? Regional Studies, No. 39 (2), 255-273. 
120 EIF Annual Report 2010. 
EVCA Private Equity Fund Structures in Europe – June 2010. 
121 See EIF Annual Report 2010. 

http://www.eif.org/what_we_do/resources/CIP1/index.htm�
http://www.eif.org/what_we_do/microfinance/progress/index.htm�
http://www.eif.org/what_we_do/microfinance/progress/index.htm�
http://www.eif.org/what_we_do/jeremie/index.htm�
http://www.eif.org/what_we_do/eif.org/what_we_do/microfinance/JASMINE/index�
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Figure 10: EIF Equity Commitments (in EUR million) 

Note: NEOTEC: Spain-based fund of funds; UKFTF: United Kingdom Future Technologies Fund; IVCi: Istanbul 
Venture Capital Initiative; PVCi: Portugal Venture Capital Initiative; ERP (ERP-EIF Dachfonds): Germany-based 
fund of funds; LfA (LfA-EIF Facility): fund of funds supporting VC funds with focus on high-tech companies based 
in the Bavaria region of Germany;  JEREMIE (Joint European Resources for Micro to Medium Enterprises), CIP 
(Competitiveness and Innovation Framework Programme), MAP (Multiannual Programme for Enterprise), G&E 
(Growth and Employment scheme): European Commission Programmes. Source: European Investment Fund 
(EIF, 2010) 

In 2010, the overall equity commitments of EIF to venture and growth capital funds 
achieved a record of EUR 930 million (see Figure 10). EIF commitments have leveraged 
more than EUR 4.5 billion of private capital which will be invested over the next few 
years.122 

As Figure 10 shows, the largest share of equity commitments corresponds to the Risk 
Capital Mandate (RCM). A primary objective of RCM consists of supporting the development 
of risk capital markets in all Eligible Geography countries (EU Member States and accession 
countries). The RCM enables EIF to invest in support of SMEs who have their place of 
business in the Eligible countries. The RCM’s goal is to add value to SMEs by supporting 
“technology and industrial innovation through early stage, expansion and lower mid-market 
capital”, increasing economic growth and creating jobs, etc.123 Through the RCM, EIF has 
been managing EIB resources for equity (venture and growth capital) in Europe since 2000. 
The VC operations of EIF are conducted through the RCM as an evergreen facility124, and 
are complemented by the CIP for the time period 2007-2013 as well as by EIF’s own 
resources.125 RCM’s activities comprise investments in funds or other vehicles created 
especially to provide equity or other forms of risk capital to SMEs. 

                                                 
122 EIF Annual Report 2010. 
123 EIF, Risk Capital Mandate (RCM) Investment Guidelines, March 2006. 
124 The evergreen facility allows to re-use the revenues generated by the investments for further investments in 
SMEs even beyond the final date at which funds are available for SMEs (EIF 2010). 
125 EIF Annual Report 2010. 
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Figure 11: Budget allocation EIP – Facilitate access to finance (in EUR million) 

 
Note: *committed capital. Source: Final Evaluation of the Entrepreneurship and Innovation Programme (2011) 

The EIF equity commitments with regard to the EU Programme CIP (presented in Figure 
10) correspond to the Entrepreneurship and Innovation Programme (EIP) which is part of 
CIP. However, the equity commitments account for a very small part of the whole CIP 
budget. The CIP has a budget of EUR 3.6 billion for the time period 2007 to 2013. CIP 
consists of three operational programmes: the Entrepreneurship and Innovation 
Programme (EIP), the Information Communication Technologies Policy Support Programme 
(ICT-PSP) and the Intelligent Energy Europe Programme (IEE).126 The most relevant 
programme for the VC industry is the EIP. EIP represents the largest expenditure 
component of CIP, with 60 % of the CIP budget allocation.127 EIP comprises six objectives. 
One of them is EIP’s goal to facilitate access to (equity and loan) finance for start-ups and 
growing SMEs which is served mainly by the measure “Financial Instruments”. Financial 
Instruments include the High Growth and Innovative SME facility (GIF1 and GIF2) and the 
SME Guarantee facility (SMEG).128 According to the report “Final Evaluation of the 
Entrepreneurship and Innovation Programme April 2011”129 (referred to as “EIP Evaluation 
Report”) which is made by independent experts, the programme objective “facilitate access 
to finance” accounted for 53.6% of the total EIP budget allocated for the period 2007-2011. 
Figure 11 gives an overview of the budget allocation of this major objective between 2007 
and 2010 and the committed budget for 2011. 

As presented in the EIP Evaluation Report130, 19 agreements with VC funds had been 
signed for the time period 2007 to 2010 (13 under GIF1 and 6 under GIF2) and 
agreements with 7 funds (4 for GIF 1 and 3 for GIF 2) were approved to be signed. The net 
amount committed to the 19 intermediaries was EUR 221.6 million. The approximate 
distribution of the equity commitments can be found under the category “European 
Commission” in Figure 10. However, in addition to CIP this category also comprises MAP 
(Multiannual Programme for Enterprise) and G&E (Growth and Employment scheme). The 
target VC fund size supported by GIF investments amounts to EUR 1.5 billion.  

                                                 
126 http://ec.europa.eu/cip/. 
127 European Commission, Europe 2020 Strategy, March 2010. 
128 http://ec.europa.eu/enterprise/policies/finance/cip-financial-instruments/. 
129 Centre for Strategy & Evaluation Services (2011): Final Evaluation of the Entrepreneurship and Innovation 
Programme. Final Report. http://ec.europa.eu/cip/files/docs/eip-final-evaluation-report_en.pdf. 
130 Ebd. 
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The participating GIF funds are located in 12 Member States. Seven funds have a broader 
geographical focus than the country of establishment. Under SMEG, 36 agreements with 28 
intermediaries in 15 participating countries were signed between 2007 and 2010. As the 
main goal of the EIP is to facilitate access to finance for SMEs, the more important figures 
for the assessment of the programme’s success are related to the SMEs benefitting from 
the funding. The EIP Evaluation Report131 shows that the number of SMEs who benefitted 
from the financial instruments at the end of 2010 strongly deviates from the anticipated 
number for the whole period 2007-2013. While 1,200 SMEs had been anticipated for GIF on 
the seven year period, only 143 SMEs actually participated in the programmes until 2010 
(for SMEG, the respective numbers are 315,750 anticipated SMEs and 109,779 
participating SMEs ). This large discrepancy indicates that the high intended numbers 
cannot be achieved.  One of the main reasons is that the programme has a very tight focus 
on “innovative high growth firms” which indicates that a relatively low number of SMEs 
meet the conditions as potential beneficiaries. However, it seems that the whole budget will 
be spent at the end of the period as a significantly higher average capital was allocated to a 
lower number of SMEs. The positive effect of this lower diversification of the capital is that 
firms received greater financial support and follow-on investments which might be 
important for their growth. 

Despite the discrepancy between the target and real number of supported firms, the EIP 
Evaluation Report132 states that at the current stage of implementation, the programme is 
performing well and is generally on a good path towards achieving the anticipated goals. 
Survey evidence presented in the report demonstrates the “utility” of the programme, by 
confirming that it directly meets SME needs. One of the most important effects of the 
instruments is the positive leverage effect (i.e., attraction of private investors). By 
supporting the beneficiaries through equity or guarantees through the EIF, other investors 
or financiers come on board more easily. The findings of the EIP Evaluation Report133 are in 
line with a communication by the European Commission134 stating that “innovative financial 
instruments create a multiplier effect for the EU budget by facilitating and attracting other 
public and private financing for projects of EU interest throughout the various levels of the 
implementation chain (intermediaries and final beneficiaries)”. In addition, risk coverage or 
risk participation may encourage investors to invest (more) in projects which are not 
attractive without public intervention. According to European Commission (2011)135, 
projects with a total worth of more than EUR 6 billion were supported under the Risk 
Sharing Finance Facility (RSFF) at the end of 2010. Total EU budgetary commitments only 
amounted to around EUR 0.5 billion. 

According to stakeholders’ opinion presented in the EIP Evaluation Report136 and according 
to the interview partners, synergies between EU programmes and national programmes are 
rather limited. National programmes usually have a very narrowly defined national focus 
and do not support cross-border investments, while the Evaluation Report indicates that 
more beneficiaries can be supported through the EU programmes than just through 
national instruments. In some cases financial instruments, such as guaranteed loans, are 
provided to beneficiaries that are not covered by national schemes. 

                                                 
131 Centre for Strategy & Evaluation Services (2011): Final Evaluation of the Entrepreneurship and Innovation 
Programme. Final Report. http://ec.europa.eu/cip/files/docs/eip-final-evaluation-report_en.pdf. 
132 Ebd. 
133 Ebd. 
134 European Commission (2011): Communication from the Commission to the European Parliament and the 
Council. A framework for the next generation of innovative financial instruments – the EU equity and debt 
platforms. 
135 Ebd. 
136 Centre for Strategy & Evaluation Services (2011): Final Evaluation of the Entrepreneurship and Innovation 
Programme. Final Report. http://ec.europa.eu/cip/files/docs/eip-final-evaluation-report_en.pdf. 
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Furthermore, the EIP Evaluation Report137 shows that GIF indirectly supports cross-country 
investing of funds and internationalisation of beneficiating firms, as over half of the VC 
funds participating in the programme invest in more than one country, and the large 
majority of beneficiating firms are active on a European or worldwide market. 

The main objectives of EIP, set out in Article 10 of the CIP Decision138, are to facilitate 
access to finance for the start-up and growth of SMEs and investment in innovation 
activities. In order to evaluate if the instruments’ reach is good in this respect, this study 
presents some characteristics of enterprises benefitting from the programmes. The source 
of this information is a survey among 309 beneficiating SMEs adopted within the framework 
of the EIP Evaluation Report.139   

As to the objective to reach start-up and growth SMEs, the results of the survey provide 
evidence that the majority of SMEG beneficiaries (59%) are younger than 5 years. In the 
subgroup of beneficiaries of the SMEG’s micro credit window, the share of the firms 
younger than 5 years is even 71%. Thus, it seems that access to SMEG micro credit 
window to start a business is easier than access to other instruments. In contrast, the GIF 
instruments are more often used by companies older than 5 years (53%). This result and 
the fact that the majority of GIF beneficiaries are in their expansion stage (53%) indicate 
that usually mature enterprises with a high growth potential benefit from GIF capital (see 
Table 10). 

Table 10: Stage of business development, percentage of beneficiaries 

 GIF SMEG 
Seed 4%  4%  
Start-up 34%  37%  
Expansion 53%  38%  
Later stage  9%  21%  
Source: EIM and Centre for Strategy & Evaluation Services 

Table 11: Turnover in the year financing was received (EUR), percentage of 
beneficiaries 
 GIF SMEG 
Less than 100,000  45%  40%  
100,000-500,000  9%  25%  
500,000-2 million  11%  13%  
2 million- 10 million  17%  6%  
10 million- 50 million  8%  1%  
50 million or more  2%  0%  
Do not know / no 
answer / refusal  

8%  15%  

Source: EIM and Centre for Strategy & Evaluation Services 

Tables 11 and 12 show that most beneficiaries are relatively small firms with a turnover of 
less than EUR 100,000 (45% GIF and 40% SMEG) and between 0 and 9 employees (52% 
GIF and 89% SMEG) in the year they received financing. 

                                                 
137 Ebd. 
138 European Parliament (2006): Decision N° 1639/2006/EC of the European Parliament and of the Council of 24 
October 2006 establishing a Competitiveness and Innovation Framework Programme (2007 to 2013). OJ L 
310/15, 09.11.2006. 
139 Centre for Strategy & Evaluation Services (2011): Final Evaluation of the Entrepreneurship and Innovation 
Programme. Final Report. http://ec.europa.eu/cip/files/docs/eip-final-evaluation-report_en.pdf. 
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Table 12: Employment (full-time equivalents) in the year financing was received, 
percentage of beneficiaries 
 GIF SMEG 
0-9  52%  89%  
10-49  29%  10%  
50-249 19%  1%  

Source : EIM and Centre for Strategy & Evaluation Services 

Table 13 indicates that financing a new product or service is the main reason why SMEs 
benefitting from the GIF facility seek finance (62%), followed by financing working capital 
(45%) and entry into a new market (42%). For SMEG beneficiaries the most often stated 
reason is the funding of starting-up business (40%), followed by financing a new product or 
service (36%). 

Table 13: Purposes for seeking finance, percentage of beneficiaries 

 GIF SMEG 
Financing a new 
product or service  

62%  36%  

Working capital  45%  20%  
Entry to a new 
market  

42%  13%  

Start-up business  32%  40%  
Expansion of 
premises  

28%  18%  

Capital purchases  23%  16%  
Relocation  8%  3%  
Other  15%  23%  

Note: Multiple responses possible. Source: EIM and Centre for Strategy & Evaluation Services  

As to the objective to stimulate and encourage investment in innovation activities, the EIP 
Evaluation Report140 shows that beneficiaries of the GIF instruments are generally more 
active (see Table 14). 83% of GIF beneficiaries and 61% of SMEG beneficiaries were 
involved in product and/or service innovation in the previous three years (i.e. 2008, 2009 
and 2010). 76% of GIF and 60% of SMEG beneficiaries have innovated with respect to 
strategy and business practices. The results for GIF are in line with the focus of GIF1 to 
provide risk capital for innovative SMEs in the early stage phase. 

                                                 
140 Centre for Strategy & Evaluation Services (2011): Final Evaluation of the Entrepreneurship and Innovation 
Programme. Final Report. http://ec.europa.eu/cip/files/docs/eip-final-evaluation-report_en.pdf. 
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Table 14: Percentage of beneficiaries active in innovation in the past three years 
 GIF SMEG 
Innovation in products 
and services  

83%  61%  

Innovation in strategy 
and business practices  

76%  60%  

Innovation in process  70%  50%  
Note: Multiple responses possible. Source: EIM and Centre for Strategy & Evaluation Services 

Table 15: Average growth in annual turnover during past three years, percentage 
of beneficiaries 
 GIF SMEG 
Negative growth 
(decline)  

2%  7%  

0% growth  16%  24%  
1-10%  16%  24%  
11-20%  18%  17%  
21% or more  48%  28%  
Source: EIM and Centre for Strategy & Evaluation Services 

Around 48% of the firms benefitting from GIF realised a high average turnover growth 
(21% and more) during the previous three years (see Table 15). This result is not 
surprising, as a high growth potential is one of the main selection criterions for becoming a 
GIF beneficiary. Especially the GIF2 facility focuses on highly growing SMEs in their 
expansion stage. For the SMEG beneficiaries the share of firms with the largest past 
turnover growth is 28%. 

Furthermore the survey shows that GIF and SMEG were the only options for the majority of 
their beneficiaries to receive the full amount of financing needed. The entrepreneurs stated 
that they had a clear need which could not have been met by other sources of finance. 
Even though these financial instruments did provide access to the funding needed, 
beneficiaries indicated that it was not sufficient in all cases. Over half (53%) of the GIF 
beneficiaries stated that additional financing was necessary. In contrast, for 61% of the 
SMEG beneficiaries the amount of finance received was sufficient.141  

Table 16 shows the share of GIF/SMEG beneficiaries in need of more finance which applied 
for an additional finance source and received it. For instance, 83% of those GIF 
beneficiaries who needed more finance and applied for additional financing from business 
angels received that capital. These high success rates are an indicator for the importance of 
GIF in obtaining the additional finance.142 The Programme seems to ease the problem of 
thin markets, at least in a second stage, as it helps firms to find additional financing.  

                                                 
141 Centre for Strategy & Evaluation Services (2011): Final Evaluation of the Entrepreneurship and Innovation 
Programme. Final Report. http://ec.europa.eu/cip/files/docs/eip-final-evaluation-report_en.pdf. 
142 Unfortunately, the Evaluation Report does not provide information on the number of applications for the 
different financial sources. 
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Table 16: Top four of other sources of finance  
GIF  Success rate SMEG  Success rate 
Grants or subsidies  81%  Normal bank loan  83%  
Business Angels  83%  Personal investment  89%  
Personal investment  91%  Leasing  67%  
Normal bank loan  63%  Family and friends  63%  
Note: Multiple responses possible. Source : Centre for Strategy & Evaluation Services  

Regarding the question on the potential shortage of capital from the public sector, the 
stakeholders’ opinion is mixed. On the one hand, one interview partner stated that there is 
only a shortage of private but no shortage of public VC. On the other hand, another 
interview partner argued that, due to the lack of investment capital provided by the private 
sector, public supply is necessary; however, public funding is insufficient.  

According to the opinion of representatives of the Members States in the different CIP 
committees and a wide variety of stakeholders (associations of financial intermediaries, 
business organisations, companies, innovation agencies, universities, etc.) documented in 
public consultation reports, financial instruments are clearly a CIP success story. However, 
the venture capital industry is not seen as the unique solution to support innovative SMEs. 
Other instruments such as the mezzanine or the business angels are recommended as 
options to be further developed.143 

There is an interesting phenomenon with respect to the involvement of business angels 
presented in the EIP Evaluation Report.144 On the one hand, despite the support of co-
investment arrangements of VC funds with business angel networks via GIF1, none of the 
funds placed such co-investments with business angels. On the other hand, as presented in 
Table 16, GIF beneficiaries apply for and receive additional financing from business angels. 
The importance of business angels as a source of finance for high-growth early stage firms 
is well documented in the literature145 and has been confirmed by different interview 
partners. There exists the view that business angels’ networks with “super angels”146 and 
funds created by business angels could replace the traditional fund system in the near 
future.147 However, the public effort to encourage VC funds to co-operate with business 
angels has not yet been successful. The main explanation for this is that business angels 
mainly work on a deal-by-deal basis as opposed to the structured fund approach of the 
financial instruments. Business angels, who are informal investors, tend to be more flexible 
in dealing with the SMEs they invest in. Therefore, it is difficult for VC funds to work with 
business angels in the standardised framework required for the CIP financial instruments. 

Currently, the EIF is starting a pilot project targeting investments in Germany, which is 
intended to be extended to other geographies in the EU. The project seeks to increase the 
number of transactions financed by business angels and other non-institutionalised 
investors.  

                                                 
143 http://ec.europa.eu/cip/files/docs/public-consultation-final-report_en.pdf. 
144 Final Evaluation of the Entrepreneurship and Innovation Programme, April 2011. 
145 Mason, C. M. and Harrison, R. T. (2000): The Size of the Informal Venture Capital Market in the UK. Small 
Business Economics, No. 15, 137-148. 
Van Osnabrugge, M. and Robinson, R. J. (2000): Angel Investing: Matching Startup Funds with Startup 
Companies. San Francisco, California: Jossey-Bass. 
146 Super angels are business angels who have professionally managed funds and invest on a serial basis. Super 
angels are perceived to be experienced and well-connected in the start-up business community. 
147 Interview with the High-Tech Gruenderfonds, Germany. 
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This new EIF initiative aims to professionalise and institutionalise the investment activity in 
the business angels sector by applying pan-European standard terms, conditions and 
reporting guidelines as part of the framework agreements and by enabling co-investments 
between public/private entities and eliminating structural obstacles in cross-border 
collaborations. Furthermore, the EIF tries to improve visibility of the business angels 
market in order to attract new co-investors.148 

There are many ways in which public-sector financing schemes can influence VC demand. 
For example, programmes might make enterprises more competitive, provide support for 
improving innovation policy and deliver information on EU funding. Consequently, the 
demand for VC could increase. The Programme "Enterprise Europe Network" for instance, 
which is part of CIP and in particular of EIP, provides enterprises with a wide range of free-
of-charge services through business and innovation service centres all around the EU. This 
helps SMEs to develop their business in new markets, to source or license new technologies 
and to find access to EU finance.  

Furthermore, programmes supporting research and development may also support the 
creation of new enterprises, which are potential targets for VC funding.  

According to the Evaluation of the Sixth Framework Programmes for Research and 
Technological Development (2002-2006)149 and to the Interim Evaluation of the Seventh 
Framework Programme Report (November 2010)150 there is no available data about the 
extent to which projects in the 6th and 7th Framework Programmes for Research and 
Development have resulted in the creation of new high-tech firms. The Expert Groups, 
which have evaluated the Framework Programmes, find that the main performers of 
research - universities and research organisations, on the one side, and industries 
(especially SMEs), on the other side - are not connected as well as they could be. If this 
connection works well, SMEs can transform R&D outcomes into marketable products and 
services. In this way SMEs can commercialise R&D outcomes. Furthermore, new firms could 
be created as spin-outs from universities. The Expert Groups recommend that the SMEs’ 
role in fostering innovation should be better recognised and implemented in respective 
instruments, which strengthen the connection between research organisations and 
entrepreneurs or encourage the creation of new firms.151  

The European Progress Microfinance Facility (EPMF) as part of the Progress Programme 
(2007-2013) aims to increase the availability of microcredit for setting up or developing a 
small business. The microcredit providers may be banks and non-bank microfinance 
institutions as well as not-for-profit microcredit providers.152 JASMINE (Joint Action to 
Support Microfinance Institutions) is a joint initiative of the Commission, the EIB and EIF 
which aims to enhance the capacity of non-bank micro-credit providers and micro-finance 
institutions (MFIs) in various fields such as institutional governance, information systems, 
risk management and strategic planning.153 As the VC industry is not directly influenced by 
the EPMF and JASMINE, the programmes are not included in this study. JEREMIE (Joint 
European Resources for Micro to Medium Enterprises) is a joint initiative of the European 
Commission with the EIB and EIF to facilitate SMEs’ access to finance at a regional level.  

                                                 
148 Interview with the EIF. 
149 Evaluation of the Sixth Framework Programs for Research and Technological Development, 2002-2006, Report 
of the Expert Group. 
150 Interim Evaluation of the Seventh Framework Programme Report of the Expert Group, 12.  November 2010. 
151 http://ec.europa.eu/research/evaluations/pdf/archive/other_reports_studies_and_documents/fp7_interim_ 
evaluation_expert_group_report.pdf. 
152 http://ec.europa.eu/social/main.jsp?langId=en&catId=836. 
153 http://ec.europa.eu/regional_policy/thefunds/instruments/jasmine_en.cfm#2. 
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Under JEREMIE, national and regional authorities can deploy capital from the European 
Regional Development Fund (ERDF) in the form of market-driven financial instruments. 
Thus, the EIF’s geographical reach has been largely extended through the mobilisation of 
high levels of capital using European Structural Funds through Holding Funds managed by 
the EIF. The financial instruments have a revolving character which means that funds can 
be re-invested several times. JEREMIE is a complementary programme to other initiatives 
of the European Commission as for example to the CIP. While JEREMIE can be applied at 
regional level the CIP can be implemented at EU level.154 Due to its regional character and 
the relatively small size of the VC related instruments, the impact of JEREMIE on the VC 
industry in Europe was not seen as crucial by the polled experts. 

5.2 Member States level 
In addition to the European institutions the Member States have also implemented various 
schemes to encourage the VC industry.  

This Chapter provides examples of evaluations of such national programmes and the 
possibility to learn from the successful and less successful programmes.155 

In the early years many of the national programmes supporting the VC industry have 
focused on the supply-side needs of the market. Christofidis and Debande (2001)156 
evaluate programmes in several Member States and suggest that additional efforts should 
be undertaken in order to increase the professionalism and experience of management 
teams for investing in high-technology sectors. As a shortage of good investment projects 
is identified, additional efforts should also be made on the demand side of the VC market 
such as creation of business incubators157 or strengthening of entrepreneurial activities by 
improving the managerial skills of scientists and engineers. 

Dimov et al. (2001)158 describe 56 national schemes for supporting new technology-based 
firms in 16 European countries and conclude that it is necessary to establish national 
complementary schemes which address the needs of new technology-based firms in 
different stages (conception, start-up, early growth, rapid internationalisation). The authors 
find that although government initiatives in these areas exist in all analysed countries, 
there is only very limited complementarity among schemes. The lesson learned from the 
analysis is that programmes should include implementing schemes that cover early as well 
as later stages in the development of new technology-based firms in order to avoid possible 
financing gaps in the growth phase after the ending of the early stage programme. 

Considering national schemes in selected countries, a World Bank Report on the VC market 
in Poland159 concluded that in 2004, government-run VC institutions in Poland were not 
successful and should be transferred to the private sector. During the last years, the 
National Capital Fund (NCF), the first fund of funds in Poland, plays a key role in facilitating 
access to capital for Polish innovative enterprises. The NCF, which was established in 2005, 
is financed by EU funds (74%), state funds (17% by the Swiss government and 6% by the 
Polish government), and other sources such as international organisations.  

                                                 
154 http://www.eif.europa.eu/what_we_do/jeremie/faq/index.htm#What%20is%20JEREMIE. 
155 Due to the large number and diversity of national programmes an exhaustive description of all existing 
programmes in the selected Member States is not provided. 
156 Christofidis, C. and Debande, O. (2001): Financing Innovative Firms through Venture Capital. EIB Sector Paper. 
157 Business incubators provide support resources and services for the creation of entrepreneurial companies. 
Successful business incubation programmes increase the likelihood that start-ups stay longer in business. 
158 Dimov, D. and Murray, G. (2001): Literature Survey of Venture Capital Support Schemes in Europe, Draft. 
Project IFISE, No. IPSO29032PR, London Business School, London. 
159 World Bank (2004): Poland and the Knowledge Economy. Enhancing Poland’s Competitiveness in the European 
Union. 
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The NCF financially supports funds with a focus on seed capital and VC in Poland by means 
of investments in these funds’ equity or through long-term debt for a period of up to 12 
years.160 Through the CIP the NCF has EURO 180 million at its disposal for the period of 
2007–2013. The development of the PE/VC sector in Poland is described by Debski 
(2010)161 who indicates that the market is considerably supported by the EU, mainly 
through target programmes such as the CIP. The European programme supplements the 
capital provided through other programmes implemented in Poland. The responsible 
institution for such programmes is the Polish Entrepreneurship Development Agency. In 
addition to the EU support, a main factor for the positive development of the VC industry in 
Poland might be the fund of funds structure of the NCF which achieves a broad 
diversification with investments in different Polish PE/VC funds and combines public 
investors as well as private funding.  

Mason et al. (2003)162 criticise the regional VC funds initiative of the Department of Trade 
and Industry (DTI) in the UK. The main part of the UK government’s efforts was an 
“Enterprise Fund” with a volume of £270 million, originally announced in the December 
1998 Competitiveness White Paper of DTI. The initiative, which combined funding from the 
public and private sectors, intended to address the low availability of finance for SMEs by 
encouraging the supply of new sources of finance. In order to achieve this goal, the 
government intended to build a minimum of nine regionally based funds in the UK. The 
authors are mainly concerned about the proposal to create “new regional VC funds [which] 
will specialise in providing small scale equity to businesses with growth potential”. 
According to the study, the initiative may not be effective due to following reasons: 

1. There was a shortage of competent VC management teams specialised in early stage 
investments who could be supported by the government’s initiative. 

2. The regional Enterprise funds were too small to achieve financial viability (higher risks 
because of limited diversification, inability to provide follow-on investments, high 
proportion of fixed costs).  

3. The regional VC funds targeted the wrong problem. They were allowed to make 
investments of a maximum of £250,000 with the possibility of an additional follow-on 
financing of up to £250,000. However, the authors identify the funding gap in the UK to 
be in the range of £250,000 to £1 million.  

4. The initiative ignored the role of demand-side problems which enlarge the equity gap. 
Early stage investors were constrained in their investment opportunities. 

Nightingale et al. (2009)163 evaluate the impact of six UK government-backed VC schemes, 
including the Regional Venture Capital Funds (RVCF), on 782 funded firms and find that 
defining the funding problem of SMEs in the UK only in terms of supply-side financing 
constraints that can be solved by the provision of additional funding is “over-simplistic and 
misleading”. The study shows that firms’ quality, management, support and environment 
play an important role for the success of a scheme. The findings suggest that the UK has a 
demand-side problem characterised by a lack of high-potential firms worth investing in, a 
supply side problem in the provision of funding and a thin market problem where a limited 
number of investors and entrepreneurial firms have difficulties finding and contracting with 
each other at reasonable costs. 
                                                 
160 http://www.kfk.org.pl. 
161 Debski, W. (2010): PE/VC Sector in Poland between 2000 and 2008, Współczesna ekonomia Nr 1/2010(13). 
162 Mason, C.M. and Harrison, R.T. (2003): Closing the Regional Equity Gap? A Critique of the Department of Trade 
and Industry’s Regional Venture Capital Funds Initiative. Regional Studies Vol. 37 (8), 855-868. 
163 Nightingale, P., Baden-Fuller, C., Murray, G., Cowling, M., Mason, C., Siepel, J., Hopkins, J., Tidd, J.  and 
Dannreuther, C. (2009): Government Support for Entrepreneurial Finance in the UK: From “Market Failures” to 
“Thin Markets”. 
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Siegel et al. (2003)164 compare the U.S. Advanced Technology Program (ATP), the Small 
Business Innovation Research (SBIR)  and the U.K. “Small Firms Merit Award for Research 
and Technology” (SMART) Programme and find that the US programmes are more 
advanced than the UK programmes in terms of evaluation and assessment of programmes 
supporting innovative activity. However, the authors note that the UK government is 
working on developing more sophisticated benchmarking metrics and evaluation processes. 
Furthermore, the study indicates that shared costs between public and private programme 
participants and frequent evaluations of the programmes are the key success factors for 
such programmes. 

Becker et al. (2003)165 document the failure of the first German Venture Financing 
Corporation (Deutsche Wagnisfinanzierungsgesellschaft, “WFG”). The WFG realised 
significant financial losses with a rate of return lower than -25%. Nearly 70% of the WFG’s 
companies ended in partial or total losses, and less than 20% of the companies ever 
realised any returns. The WFG’s relatively modest capital base of DM 50 million was 
provided by 29 banks, including all big German retail banks and the head organisations of 
the savings and loan institutions. The government provided a downside guarantee (up to 
75% of the WFG losses), in order to encourage the banks to participate. However, from the 
beginning, there was a divergence of interest between the government and the banks.  

The study uncovers several reasons for the failure of the WFG: 

1. The shareholders of the WFG (large German banks and the government) did not follow 
shareholder maximisation goals. The government was most concerned about the 
technology-market gap and the commercialisation of new technologies. The banks 
worried about reputation risks resulting from a potential failure of the portfolio firms. 

2. The conflict of interests between the WFG’s shareholders caused inappropriate 
contractual and governance structures. The contracts the WFG offered to entrepreneurs 
contained too little protection for investors, and the governance structure prevented 
venture capitalists from adding value to or exercising control over their portfolio 
companies. 

3.  The availability of high quality entrepreneurs and the incentives for entrepreneurship 
are identified as critical determinants. Not the quantity but the quality of entrepreneurs 
was low.  

4.  An active stock market for the development of VC is necessary, but it is not 
sufficient. Further complementary changes in the economic system must precede the 
emergence of VC. Especially in a bank-based system as the German one, appropriate 
corporate governance is needed as well as changes of a country’s attitude towards 
entrepreneurship. 

5.3 Real effects of public sector financing schemes on innovation, 
growth, employment and productivity 
This Chapter discusses selected recent evidence on the real effects of public sector 
financing schemes across different dimensions. 

5.3.1 Evidence on the EU level 

A survey conducted within the framework of the EIP evaluation process shows evidence on 
the impact of the GIF and SMEG instruments on the companies’ growth, innovation and 
employment.  

                                                 
164 Siegel, D., Wessner, C., Binks, M. and Lockett, A. (2003): Policies Promoting Innovation In Small Firms: 
Evidence from the US and UK. Small Business Economics, Vol. 20, 121-127. 
165 Becker, R.M. and Hellmann, T.F. (2003): The Genesis of Venture Capital - Lessons from the German 
Experience, CESifo Working Paper, No. 883. 
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Enterprises, especially the GIF beneficiaries, are quite optimistic about the influence of 
public financial support on long-term growth prospects, (see Table 17). 94% of the firms 
state that the scheme has a positive impact on firms’ long-term growth and for 62% of the 
beneficiaries the influence is even very positive. 76% of the SMEG beneficiaries indicate a 
positive influence of the financial support on the growth prospects. 

Table 17: Influence of financial support on long term growth prospects, 
percentage of beneficiaries 
 GIF SMEG 
A very positive influence  62%  36%  
A fairly positive influence  32%  40%  
No influence at all  2%  23%  
A negative influence  4%  2%  
Source: EIM and Centre for Strategy & Evaluation Services   

The polled GIF beneficiaries are also very positive when asked about the levels of growth in 
annual turnover that can be attributed to the financial support. Table 18 shows that 47% of 
the GIF beneficiaries attribute between 26% and 100 % of the realised turnover increase to 
the financial instrument. Unfortunately, the report does not provide any information on the 
real turnover growth realised after the financing and/or a comparison to the growth of firms 
which didn’t receive any financial support. 

Table 18: Increase in annual turnover attributed to the financial instrument, 
percentage of beneficiaries 
 GIF 

(2010) 
GIF 
(2011e) 

SMEG 
(2010) 

SMEG 
(2011e) 

26%-100%  47%  64%  10%  14%  
1-25%  15%  11%  22%  20%  
0% 11%  8%  18%  14%  
Too early to say  10%  2%  8%  3%  
Not possible to estimate the effect  6%  6%  21%  27%  
Do not know / no answer  11%  9%  21%  22%  
Source: EIM and Centre for Strategy & Evaluation Services  

As to the number of created new jobs or saved jobs in 2010, Table 19 shows that a clear 
majority of GIF beneficiaries responded positively (89%). 49% indicated that between 1-10 
jobs were created or saved in 2010 as a result of the financing and 40% indicated that the 
new or the saved jobs attributed to the financial instrument were even more than 10. In 
contrast, only 49% of the SMEG beneficiaries state that they were able to create or save 
jobs in 2010. The expectations of both the GIF and SMEG beneficiaries for 2011 are less 
positive. 

Table 19: New or saved jobs (in full time equivalents) attributed to the financial 
instrument, percentage of beneficiaries 
 GIF 

(2010) 
GIF 
(2011e) 

SMEG 
(2010) 

SMEG 
(2011e) 

> 10  40%  28%  2%  1%  
1-10  49%  47%  47%  35%  
0%  8%  13%  45%  51%  
Not possible to estimate the effect, 
too early too say  

2%  8%  3%  8%  

Do not know / no answer  1%  4%  3%  5%  
Source: EIM and Centre for Strategy & Evaluation Services   
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Despite the fact that GIF and SMEG support a high number of innovative SMEs (see Table 
14), the facilities are not always directly used for innovation. While the large majority of 
GIF beneficiaries (83%) were active in the innovation of products and services in the last 
three years, according to Table 20, less than half of them finally used the funding 
specifically to finance new products or services.  

Table 20: Use of financing for innovation, percentage of beneficiaries active in 
innovation 
Financing used (partly) 
for innovation in: 

GIF SMEG 

Products and services  48%  44%  
Strategy and business 
practices  

58%  41%  

Process  54%  39%  
Note: Multiple responses possible. Source: EIM and Centre for Strategy & Evaluation Services   

5.3.2 Evidence on Member States level 

The results of various VICO studies summarised in Chapter 2 highlighted the positive 
impact of public VCs in selected EU Member States on the growth of early stage firms, 
while this impact appears negligible for more mature ones. It is in this stage that firms 
experience difficulties in finding alternative sources of financing for their (innovative) 
projects, and public VCs seems to be alleviating their financing constraints. In addition, 
public schemes seem to be most efficient when they operate under the leadership of 
private VCs (e.g., syndication between private and public VCs, where the private VC takes 
the lead). 

For the public sector financing schemes in the UK, Nightingale et al. (2009)166 find only a 
small positive effect. Funded firms were characterised by a single upward shift in 
employment and capitalisation. Employment growth is found to be stronger in the years 
immediately after investment with the largest effect realised in the seventh year. The study 
suggests that the public schemes are an expensive measure of job creation as the positive 
employment effect remains relatively small. When looking at profitability and labour 
productivity, the authors find a substantial, and immediate, collapse by the awardees in the 
three years after the initial investment and a recovery around four years later with strong 
growth thereafter. Unfunded firms did not follow such development.  

5.3.3 Evidence from the US 

Lerner (1999)167 provides an evaluation of the long-run success of firms participating in the 
Small Business Innovation Research (SBIR) programme. SBIR was the largest 
governmental programme (budget of over USD 7 billion) for supporting small high-
technology firms in the US between 1983 and 1997. Lerner finds that SBIR companies’ 
employment and sales growth was substantially higher than the growth of comparable 
companies without SBIR support. Furthermore, SBIR companies were more likely to 
subsequently receive VC financing. However, the study shows that only SBIR companies in 
industries with substantial new firm creations, as measured by early stage VC 
expenditures, achieved great performance and that in high-tech industries the relationship 
between SBIR funding and growth was much stronger.  

                                                 
166 Nightingale, P., Baden-Fuller, C., Murray, G., Cowling, M., Mason, C., Siepel, J., Hopkins, J., Tidd, J. and 
Dannreuther, C. (2009): Government Support for Entrepreneurial Finance in the UK: From “Market Failures” to 
“Thin Markets”. 
167 Lerner, J. (1999): The Government as Venture Capitalist: The Long-Run Effects of the SBIR Program. Journal of 
Business, Vol. 72, No.3, 285-318. 
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Lerner shows that SBIR companies receiving large subsidies did not perform better than 
those receiving smaller subsidies. The results suggest that SBIR funding served a 
certification function.  

At the same time, distortions in the funding process, which arise when large funds are 
awarded to only a few firms and when great efforts are made to insure a geographic 
dispersion of financed companies, may have a negative effect on the programme’s 
effectiveness. 

5.3.4 Worldwide evidence 

A project on behalf of the World Economic Forum168 analysed over 28,800 enterprises from 
126 different countries that received VC funding between 2000 and 2008. The study 
examined the impact of government support for VC in terms of value creation, innovation 
and employment. The industry distribution of the enterprises is dominated by high-
technology firms; however, a wide range of further industries are also covered. The 
channels for government support comprise: First, the direct provision of VC through 
government-owned VC funds; second, investments in independently managed VC funds 
that are also funded by private investors; and third, subsidies or tax concessions to VC 
investors. The study concludes that the strongest performance is associated with moderate 
levels of public VC (PVC). Enterprises with moderate PVC funding (i.e. PVC constitutes less 
than 50% of their VC) perform better on most dimensions than enterprises without any 
PVC support. Furthermore, enterprises with moderate PVC funding perform better than 
enterprises with extensive PVC support (i.e. PVC constitutes 50% or more of their VC 
funding). Therefore, it seems that moderate PVC activity contributes to value creation and 
innovation relative to purely private VC activity and PVC activity. The authors call this effect 
an inverted-U effect which applies to most of the major success indicators. The authors’ 
interpretation is that public VC support contributes to value creation through legitimation. 
However, the performance of the funded firms improves when the PVC activity is 
‘disciplined’ by private venture capitalists. Moreover, the study shows that the impact of 
sub-national governments (such as state or provincial governments) is not very good. In 
contrast, public support seems to be most effective, when provided at national or 
international level 

5.4 Planned financing schemes 
5.4.1 COSME 

The Programme for the Competitiveness of enterprises and SMEs (COSME) is a new EU 
programme aiming at encouraging the competitiveness of European enterprises and SMEs 
for the period 2014-2020. The foreseen budget is EUR 2.5 billion. The main objectives of 
COSME are:169  

 Facilitating access to finance for SMEs 

 Creating an environment favourable to enterprise creation and growth 

 Encouraging an entrepreneurial culture in Europe 

 Strengthening the sustainable competitiveness of EU enterprises 

 Supporting the internationalisation of SMEs and improving their access to markets. 

                                                 
168 World Economic Forum (2010): Globalization of Alternative Investments. Working Papers, Vol. 3 “The Global 
Economic Impact of Private Equity” Report 2010, Governments as venture capitalists: Striking the right balance. 
http://www.weforum.org/en/media/publications/PrivateEquityReports/index.htm. 
169 http://ec.europa.eu/cip/cosme/index_en.htm. 
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COSME aims to ensure continuity with EIP initiatives and actions. Furthermore, the 
programme plans to support, complement and coordinate actions by the Member States.  

It will specifically address problems of a transnational nature which, by means of 
economies of scale and demonstration effect, can be more effectively addressed at the 
European level.170 COSME will build on the expertise of the EIF and the Enterprise Europe 
Network. The objective of COSME which is most relevant for the VC industry is facilitating 
access to finance for SMEs through dedicated financial instruments.  

The financial instruments focus on SMEs in different stages: creation, expansion and 
business transfer. An equity facility for growth, for instance, will provide VC to enterprises 
in the growth-stage.171 Similar to the CIP financial instruments the facilities will be 
managed by the EIF in cooperation with financial institutions in the different Member 
States.  

5.4.2 Horizon 2020 

Horizon 2020 - The Framework Programme for Research and Innovation is the new funding 
programme for research and innovation in the EU for the period 2014-2020 presented by 
the EU Commission at November 30th, 2011. Horizon 2020 brings together all existing 
research and innovation funding, including the successor of the 7th Framework Programme 
for Research, the successor to the CIP, comprising the innovation related parts of the EIP, 
the Information Communication Technologies Policy Support Programme, and the 
Intelligent Energy Europe Programme, and the European Institute of Innovation and 
Technology.172 This new unified approach is widely recognised by stakeholders and aims to 
simplify the funding landscape in Europe173, “to make participation easier, increase 
scientific and economic impact, and maximise value of money”174. Across Horizon 2020 
programmes, SMEs can participate on a new dedicated SME instrument (similar to the U.S. 
SBIR model) which aims to fill gaps in funding for early-stage, high-risk research and 
innovation by SMEs as well as stimulating breakthrough innovations.175 Under Horizon 
2020, a budget of EUR 3.5 billion is planned for financial instruments, and further research 
and innovation measures. At least one-third of this amount will be dedicated to SMEs and 
small mid-caps.176 A more frequent use of financial instruments allows leveraging private 
research and innovation investments, including VC investments for innovative, high-tech 
companies, and in particular SMEs. Similar to the CIP financial instruments two financing 
facilities will be available - a debt facility and an equity facility. The equity facility, which is 
relevant for the VC industry, will focus on financing early-stage innovative and highly 
growing SMEs. The financial instruments will be implemented via a mandate to, or a 
partnership with, the European Investment Bank Group and other international and 
national financial institutions.177 The Horizon 2020 facilities will be operated in conjunction 
with the financial instrument facilities of COSME. 

                                                 
170 http://ec.europa.eu/cip/cosme/index_en.htm. 
171 http://ec.europa.eu/cip/files/cosme/cosme_factsheet_final_en.pdf. 
172 http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2011:0808:FIN:en.pdf. 
173  http://ec.europa.eu/research/horizon2020/pdf/consultation-conference/summary_analysis.pdf. 
174 http://ec.europa.eu/research/horizon2020/pdf/proposals/horizon_2020_impact_assessment_report.pdf#view 
=fit&pagemode=none. 
175 http://ec.europa.eu/research/horizon2020/pdf/press/fact_sheet_on_sme_measures_in_horizon_2020.pdf. 
176 http://ec.europa.eu/research/horizon2020/pdf/press/fact_sheet_on_sme_measures_in_horizon_2020.pdf. 
177 http://ec.europa.eu/research/horizon2020/pdf/press/fact_sheet_on_sme_measures_in_horizon_2020.pdf 
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The VC industry welcomes the EU Commission’s proposals. In particular the use of "equity 
financing primarily in the form of venture capital through financial intermediaries” through 
COSME and the intended support for "venture capital investments for innovative, high-tech 
companies, and in particular SMEs” through Horizon 2020 are evaluated positively by 
EVCA.178  

According to the secretary general of EVCA, Dorte Hoppner, the VC industry “… is 
encouraged they (the initiatives) will allow for a private sector managed funds of funds 
scheme to attract private sector investors into venture capital. If the private sector is to 
return to venture capital such schemes must be flexible, market orientated and create a 
level playing field for private sector investors in innovation...".179  

                                                 
178 http://www.evca.eu/uploadedFiles/News1/News_Items/2011-11-30_PR_Horizon2020.pdf 
179 http://www.evca.eu/uploadedFiles/News1/News_Items/2011-11-30_PR_Horizon2020.pdf 
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6. POLICIES FOR VC IN THE EU – WHAT SHOULD BE 
DONE? 

KEY FINDINGS 

 Venture capital financing has a positive real impact on companies and the economy and 
there is a market failure in this segment that justifies government intervention. 

 This intervention must address not only the shortage of VC supply, but also the low 
number of experienced VC investors, shortage of high-quality demand for VC and the 
problem of thin markets. 

 Thus, several actions must be combined. Both direct and indirect measures affecting 
the venture capital ecosystem are of crucial importance. In addition, both the demand 
and the supply side must be taken into account to establish conditions for an active VC 
industry with a high number of successful, innovative portfolio companies. 

 Public policy initiatives should target larger VC funds or funds of funds. In addition, 
these funds should be experienced and highly professional. 

 In the short and medium term, public policy should focus on experienced international 
VC funds from overseas.   

 In countries with less developed VC industries and ecosystems, public policy initiatives 
should focus on VCs with industry-specific experience.  

 In countries with more developed VC industries and entrepreneurial ecosystems, public 
initiatives should support VCs with rather general experience.  

 Public policy initiatives should support a greater involvement of large corporations in 
the European ecosystem. 

 Policy makers should provide clarity about expected capital adequacy requirements.  

 The European passport is an appropriate tool to reduce the complexity of cross-border 
VC fundraising. It should allow for investors beyond the MiFID definitions, i.e. high net 
wealth individuals, family offices, and business angels; allow for investments other 
than SMEs; consider an exempt rule from AIFMD for funds holding the passport.  

 The European passport could be used to clarify the EU definition of SME. It is also 
advisable to address the problem of linked enterprises.  

 A pan-European fund structure should be a long-term goal, providing tax efficiency for 
all original investors.  

 The public sector should initiate financial instruments that attract (crowd in) a greater 
amount of private finance and close the “equity gap” in investing in SMEs and in 
research and innovation.  

 The public contribution should have clear objectives independent from political 
pressures and short-run goals.  

 Public funding should ensure market conformity, efficient management and simple 
access for enterprises.  
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 Public funding programmes should take place on the country or EU level, not on a 
regional level.  

 Public initiatives should aim at creating synergies between different instruments at 
different levels.  

 Public policies should encourage (public and private) R&D investments. 

 Public policy measures should support and stimulate the provision of support services 
(e.g., business incubators, technology transfer offices, coaching, mentoring, etc.)  

 Bankruptcy laws should be amended to encourage serial entrepreneurship as well as 
first-time entrepreneurship. 

 In the long term, policy measures should shape the educational and cultural system to 
become more supportive of risk-taking and an innovation-prone attitude.  

 Policy measures should support entrepreneurial mobility, lower bureaucracy 
requirements and diminish labour market rigidities.  

 The EU may consider the provision of selective subsidies on a competitive basis on the 
EU level.  

 When modernising EU public procurement policy, a reduction of hurdles for SMEs is 
reasonable.  

 EU-wide patent costs should be reduced.  

 In addition, policy measures should favour the creation of liquid exit markets for VC 
investments.  

 EU should support the collection of reliable data (particularly on fundraising and public 
policy programmes) and related research.  

6.1 Why public support? 
In many countries, the public sector played a central role in the initiation of VC industries. 
In this way, governments hoped to support a higher degree of innovation of their 
economies, which should ultimately lead to higher economic growth. Even in the U.S., the 
birthplace of the free market economy, the public sector was heavily involved in the 
development of the VC industry, either through procurement contracts for start-up 
companies or through SBICs (Small Business Investments Companies). Although SBICs 
were heavily criticised, they have played a central role as a catalyst for the VC industry in 
the U.S.180 Another indirect measure of the U.S. government causing a sharp increase in 
VC activity was an amendment of 1979, which allowed pension funds to invest in VC. 
Today, pension funds are among the most important investors in the U.S. VC industry. 

The question remains why economic policy measures in this segment are required at all.  

                                                 
180 For a more detailed analysis, see, e.g., Lerner, J. (2009): The Boulevard of Broken Dreams: Why Public Efforts 
to Boost Entrepreneurship and Venture Capital Have Failed—and What to Do About It, Princeton: Princeton 
University Press. 
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The role of the government to support the VC industry is only justified if three criteria are 
met.181 First, VC-backing has to have a positive real impact on companies and the 
economy. The second criterion justifying government intervention is that there must be a 
market failure in this segment. The third criterion is that this market failure can be 
mitigated or even eliminated by the respective government initiatives. 

The previous Chapters (especially 1.3) suggest that the first criterion is applicable. Small, 
young companies are better able to commercialise new and innovative ideas than large, 
established companies. Numerous studies show that venture capital positively affects 
innovativeness and growth.   

The second criterion, the existence of a market failure in this segment, is also satisfied. 
This market failure may come from different sources. For example, other companies may 
benefit from the existence and the efforts of young, innovative companies when they 
imitate their products. This gives rise to so-called positive externalities which hinder 
research-based start-up companies from benefiting from all their R&D efforts. This means 
that, without an external intervention in the system, those innovative companies would 
choose a sub-optimal, low level of R&D spending. Economic policies can make R&D efforts 
more attractive (e.g., through fiscal incentives), as is the case in many countries. However, 
there is yet another form of positive externalities that comes up when young, innovative 
companies arise. These positive externalities arise because a well-functioning VC industry 
needs a critical mass of companies, a critical mass of VC investors and an established 
institutional environment (such as lawyers who are familiar with the problems of these 
companies). This is not only a matter of quantity, but the quality of these participants is 
equally (if not more) important. Since these factors can only develop over time as the 
industry grows and matures, the first VC “pioneers” give rise to positive externalities that 
benefit future VC funds and companies. The returns have been rather small in recent years, 
but the experience of various countries shows that economic policy can play an important 
role as an initiator for a viable VC industry. This process, however, may take some time 
and thus carries the risk that some programmes are cancelled after a few months or years, 
provided that success is not quickly achieved.  

The first two conditions justifying a policy of economic intervention in this segment seem to 
be satisfied. The third condition is more intricate. Can economic policy tools correct or at 
least reduce market failure without creating problems elsewhere? What programmes and 
measures are appropriate? Do those responsible have enough skills and incentives to 
implement such programmes? 

These questions are not easy to answer. This study has discussed the economic policies in 
the EU and in five Member States that affect the company, venture capitalists’ and original 
investors’ activities. On the one hand, these regulatory measures define the environment 
for entrepreneurship (the demand side) and the environment for venture capital fundraising 
and investing (the supply side). On the other hand, the study has discussed direct 
measures in the form of funding programmes.  

6.2 The most serious barriers and problems  
The EU faces a combined problem of a shortage of VC supply, shortage of VC demand and 
thin markets. In the previous Chapters, this study has identified several barriers for the VC 
industry in the EU.  

                                                 
181 see Lerner, J. (2009): The Boulevard of Broken Dreams: Why Public Efforts to Boost Entrepreneurship and 
Venture Capital Have Failed—and What to Do About It, Princeton: Princeton University Press. 
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On the supply side, there are only a few large institutional investors that in the EU venture 
capital industry. First, there is a smaller pool of potential investors in this segment because 
Europe lacks large pension funds, the major source of VC finance in the US. Also university 
endowments, foundations and family offices only play a negligible role in Europe. Second, 
the majority of existing institutional investors (such as insurance companies, banks and 
also pension funds) avoid this segment, as, in their opinion, these investments generate 
too little returns. The list of explanations for these unsatisfactory returns is very long. In 
the following, the main arguments on the supply side are summarised:  

1. Small size of most VC funds (see Chapter 3.1)   

2. Low experience of many VC funds (see Chapter 3.1)   

3. Low involvement of large corporations (see Chapter 3.1)   

4. High fragmentation of the VC industry (see Chapter 4.2)   

5. Risk of double taxation in some Member States and under certain circumstances (see 
Chapter 4.2)   

6. Strengthening of capital adequacy requirements  (see Chapter 4.2)   

7. Low attractiveness of some public policy programmes for private investors (see 
Chapter 5) 

8. Lack of large pension funds, university endowments, foundations and family offices 
(see Chapter 3.1)   

While some of these problems are equally relevant in all Member States (such as high 
fragmentation), other problems (such as risk of double taxation) only apply in some 
Member States.   

The most relevant demand-side reasons for low returns are: 

1. Low levels of R&D expenditures (see Chapter 3.2)   

2. Harsh penalisation of bankruptcy (see Chapter 4.1)   

3. Cultural attitudes towards entrepreneurship and risk taking (see Chapter 4.1)   

4. Low mobility (see Chapter 4.1 and 4.2)   

5. Costly intellectual property rights protection (see Chapter 4.1 and 4.2)   

6. Difficulty for innovative entrepreneurs to access public procurement contracts (see 
Chapter 4.2)   

7. Unfavourable general economic conditions, such as labour market rigidities (difficulties 
and high costs to hire or fire), bureaucracy and corruption (see Chapter 4.1)   

While some of these problems (such as low mobility or costly intellectual rights protection) 
have very similar magnitudes in all Member States, other problems (such as low R&D 
expenditures, bad general economic conditions) are more severe in some Member States 
than in others, but, they are typically worse compared to the US in most Member States.   

The presented problems have a negative impact on the quantity and the quality of the 
supply and demand side. Factors mainly responsible for the thin markets problem are those 
factors hindering mobility of entrepreneurs and mobility of venture capitalists which were 
already discussed above. Sometimes, public programmes are designed in a narrow matter, 
e.g. they are restricted to only one region, which may additionally aggravate the thin 
markets problem. 
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Thus, policy measures diminishing these barriers will have a positive effect on the supply 
and demand side quantity and quality. Chapters 6.3.2 and 6.3.3 describe these measures. 
Policies increasing these barriers would have negative effects and can be labelled as bad 
practices. 

6.3 Advice on future policies  
6.3.1 Systemic view 

In previous Chapters, this study identified the main remaining barriers for VC industry in 
the EU, which were summarised in Chapter 6.2. In the following, this study suggests policy 
measures for the supply and demand side that will diminish these barriers.  If the source 
for these recommendations is not specified, they are based on our own expertise. 

Economic policy debates often focus solely on direct actions on the supply side. However, if 
there is only a small number of promising investment opportunities, if VCs lack experience 
or if there are no good opportunities to sell their portfolio companies after a few years, 
state funds for VC investments alone are not able to promote the venture capital industry. 
In other words, it is typically not a mere lack of supply of venture capital, but also a lack of 
demand (i.e., a small number of profitable investment opportunities), a lack of experience 
and / or a bad environment, causing little VC activity in a country. Therefore, each 
programme must be placed in the context of other programmes and respective conditions 
must be considered. In addition to this static view, there are positive mutual feedbacks 
between the development of a dynamic sector of high-tech entrepreneurial ventures and an 
efficient VC industry.  

It is hence vital that the economic policy actors view the different measures as 
complementary and combine different actions. Both the direct and indirect measures 
that affect the venture capital ecosystem are of crucial importance. In addition, both the 
demand and the supply side must be taken into account when establishing conditions for 
an active VC industry with a high number of successful innovative portfolio companies. 

6.3.2 Measures on the supply side 

The low supply quantity is due to original (especially private) investors’ little interest in this 
segment. The low supply quality results from inexperienced VC funds. Both issues are 
closely interrelated, as low supply (quantity) from institutional investors in the European VC 
industry is mainly a consequence of a weak fund performance, which, to a certain extent, 
results from a low VC fund quality.  

In the following, this study suggests policy measures for the supply side that diminish the 
barriers identified in previous Chapters and summarised in Chapter 6.2:  

1. Public policy initiatives that provide capital for private VC funds (such as EIF 
programmes) should target larger VC funds that are more likely to also be attractive 
for private institutional investors than smaller VC funds. It is easier to “crowd in” 
private limited partners in large funds than in small funds. Successful existing policies 
should be continued and enhanced. Also, in this area, the EU should consider investing 
more intensively in Funds of Funds instead of VC funds. The former are better able to 
attract large foreign institutional investors, such as sovereign wealth funds or large US 
pension funds, since a direct investment in a VC fund might be too small for large 
institutional investors, even if this fund is large. Another advantage of the fund of funds 
concept is that it lowers investors’ risk through a suitable diversification over stages 
and geographies. It does, however, have a disadvantage, as investments in funds of 
funds are subject to higher costs than direct investments in funds (due to additional 
fees at the fund of funds level).  
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One possible solution of the return disadvantage for institutional investors is an upside 
sharing, i.e. the gap between the higher expected and the lower realised return can be 
closed by public funding. However, public involvement causes higher administrative 
costs arising from the additional requirements on reporting, compliance and additional 
coordination. These costs should be kept as low as possible.  

2. Public policy initiatives should target experienced highly professional VC funds (or 
experienced highly professional funds of funds) rather than spread pre-allocated 
public funding across a wide range of funds because experienced funds are more likely 
to attract private institutional investors than low-experience VC funds. This strategy is 
already pursued by the EIF. Moreover, experienced VC funds offer their portfolio 
companies a better and a more valuable support. Thus, policy measures targeting more 
experienced investors are likely to have larger positive effects on employment 
generation, asset accumulation and innovativeness within the economy. Hence, 
dedicated support to reputable players with a strong track record of successful 
investments would be warranted. If support is given to new VC funds, a move which 
may help make the European VC industry more competitive, the managers of these 
funds should be highly professional (for example, managers spinning out from existing 
VC funds). 

3. The low experience of many European VC funds is an issue that cannot be solved 
immediately. Public policy may aim at improving fund manager quality so that they are 
better able to identify investment targets with great future potential and can manage 
portfolio companies appropriately. This kind of support has already been provided to a 
certain extent by the EIF. Possible further measures could be, for example, 
sponsoring workshops and seminars on specific local market characteristics in a 
particular country, such as regulatory, tax, or even cultural features relevant for VC 
investing in this market; sponsoring local venture fairs to encourage network 
formation between international and local team;, or sponsoring local VC exchange 
platforms. As time passes experience increases, but it is a rather long-term issue. 

4. In the short and medium term, public policy should focus on experienced 
international VC funds from overseas to boost the supply of high-quality venture 
capital in Europe in order to serve the financing needs of high-tech enterprises. Not 
only is it true that these investors may offset the lack of experienced venture capital 
investors in Europe. Moreover, established and experienced VC funds from overseas 
can provide additional crucial benefits to the European VC ecosystem and to the 
enterprises. First, empirical literature suggests that it is of advantage for companies to 
have an international investor on board, as this investor may, for example, help the 
company in its internationalisation efforts.182 Second, considering the low liquidity of 
IPO markets in Europe, going public in the US might be an interesting exit option. It 
may be easier to go public in the US when a US VC investor finances a company. Third, 
the local, less experienced VC industry may also benefit from syndication with 
experienced international investors.183 When closing joint deals, local investors may 
gain know-how from their experienced foreign counterparts. When discussing cross-
border mobility, it is thus important to keep in mind that Europe only has a few 
experienced VC investors. Sometimes policy makers focus on cross-border mobility 
within Europe only.  

                                                 
182 E.g., Chemmanur, T., Krishnan, K. and Nandy, D. (2011): How does Venture Capital Financing Improve 
Efficiency in Private Firms? A Look beneath the Surface. Review of Financial Studies, forthcoming. 
183 E.g. Tykvová, T. and Schertler, A. (2011): Geographical and Institutional Distances in Venture Capital Deals: 
How Syndication and Experience Drive Internationalization Patterns, working paper. 
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It is important that the measures taken do not hinder activities of international 
investors from outside Europe (especially from the US), but rather support them. 

5. When developing entrepreneurial ecosystems, results from empirical research suggest 
that VCs with extensive industry-specific experience may be more important at the 
beginning of this process than VCs with more general experience. VCs with great 
industry-specific experience are hence more likely to help foster the survival of 
entrepreneurial companies which later become role models for future entrepreneurs 
(see Chapter 3.2) and increase the pool of second-generation entrepreneurs. Thus, 
especially in countries with less developed VC industries and entrepreneurial 
ecosystems, public initiatives should focus on the support of VC investors with 
industry-specific experience. In countries with more developed VC industries and 
entrepreneurial ecosystems, public initiatives should support VCs with rather general 
experience.  

6. A greater involvement of large corporations in the European ecosystem would be 
beneficial. This is, again, an issue which takes time. In the course of time, as VC 
investors make several successful deals with corporations, the willingness to cooperate 
again in the future increases. Again, international VC funds (particularly from the 
US) may be beneficial in achieving this goal as they bring in new contacts to their local 
corporations (see Chapter 3.1). 

7. As to the strengthening of capital adequacy requirements, it is not advisable to 
make exemptions for investors who invest in VC, since VC investments are indeed very 
risky.184 However, investors should be informed about expected capital adequacy 
requirements. Uncertainty is hazardous as well, because investments in VC are long-
term investments (see Chapter 1) and they are difficult to undo if policy changes. 

In addition, measures should be taken to encourage cross-border VC investments and 
fundraising and to reduce the national fragmentation of the European VC industry by 
generating a standardised European regulatory framework, which eliminates 
registration problems and double taxation. It is important to stress that none of the 
measures taken should create a barrier to investments of international investors from 
outside Europe (especially from the US), but should attract these investors (both original 
investors and VC funds). Given the fact that Europe suffers from a lack of large pension 
funds, university endowments, foundations and family offices, attracting foreign 
institutional investors is crucial. The need to attract experienced VC funds from abroad was 
highlighted above.  

In more detail: 

8. The European passport, as described in Chapter 4, is an appropriate tool to reduce 
the complexity of cross-border VC fundraising on a significant scale. The detailed 
arrangement will determine its success. We suggest to: 

a. Allow for investors beyond the MiFID definitions, i.e. high net wealth 
individuals, family offices, and business angels, as discussed in Chapter 4. These 
investors are highly professional and may be extremely important in Europe 
where the shortage of supply from private investors is currently a severe 
problem. 

b. Allow for investments other than SMEs in order to broaden investment 
opportunities and eligible funds, as discussed in Chapter 4. Most VC funds focus 
on SMEs anyway and will continue to do so.  

                                                 
184 See, e.g., Chen, P., Baierl, G. T. and Kaplan, P. D. (2002): Venture Capital and its Role in Strategic Asset 
Allocation. The Journal of Portfolio Management, 83-89. 
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Otherwise, many important VC funds will not be able to opt in the new 
framework, which will diminish the impact of the new legislation. 

c. Consider an exempt rule from AIFMD for funds holding the passport in order to 
reduce complexity. Most VC funds will be below the AIFMD threshold. However, 
Member States may decide to implement the AIFMD without the threshold even 
if AIFMD is not tailored to the business model of the venture capital industry. 
Therefore, an exempt rule through the passport could be a kind of carve-out for 
VC funds: They would register for the European passport and would be 
automatically exempted from AIFMD.  

9. If the European VC passport does not eliminate the problems entailed by double 
taxation, tackling this problem remains an important task. A pan-European fund 
structure could be a long-term goal, providing tax efficiency for all original investors. 
Their tax treatment would then be the same as if they had invested directly in the 
underlying portfolio company. It has to be noted that on a national level, i.e. leaving 
aside any cross-border aspects of fundraising and investing, certain Member States do 
not provide a legal and fiscal framework adequate for the local VC industry. A tax 
transparent pan-European fund structure would be of particular importance for VC 
industries in these countries. 

10. The European passport could be used to clarify the practices/soft-policies regarding to 
EU definition of SME, as described in Chapter 4. It is advisable to address the 
problem of linked enterprises. Under the current practice, SMEs owned by funds 
managed by the same manager might be aggregated. They would thus lose their SME 
status, which may have detrimental effects, for instance, on their grant eligibility. 

Finally, the public sector should initiate financial instruments such as equity financing and 
guarantees that attract a greater amount of private finance and close the “equity gap” in 
investing in SMEs and in research and innovation. The public contribution should ensure a 
high leverage effect (crowd-in private capital), market conformity, efficient management 
and simple access for enterprises. According to an interview partner, the most desirable 
government programmes are those that strengthen the private VC sector and are phased 
out as private markets mature. More specifically, public programmes should fulfil the 
following criteria: 

11. Follow market conditions and define objectives. Nearly all interview partners as 
well as Lerner (2009)185 argue that public schemes should follow market conditions and 
should not disturb the market. They should not crowd out private investors. Rather, it 
is important that public policy programmes at all levels are designed in a way that 
makes them attractive for private investors (including foreign investors). A clear 
objective of the public financing scheme as well as transparency in the evaluation 
criteria for prospective firms and funds are needed. The investment decisions should be 
taken on a commercial basis and the selection criteria should be close to those used in 
the private sector for evaluating entrepreneurs and VC funds. In this context Lerner 
(2009)186 suggests that programmes should first fund a few enterprises. After 
evaluating the early participants, further rounds of capital may be invested, or the 
capital of the participating firms and funds may be enhanced. A similar procedure has 
already been applied by the EIF (see Chapter 5). 

                                                 
185 Lerner, J. (2009): The Boulevard of Broken Dreams: Why Public Efforts to Boost Entrepreneurship and Venture 
Capital Have Failed—and What to Do About It, Princeton: Princeton University Press. 
186 Ebd. 
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Public programmes should not limit the flexibility of VC investors and entrepreneurs 
(e.g., they should not include restrictions on the firms’ location or future acquisitions, 
the type of securities private VC investors can use).  

12. Be independent from political pressure. An important feature of public instruments 
should be their independence from potential political pressure. According to an 
interview partner, the success of public instruments, even if they are well-designed, is 
commonly threatened by political motives and intervention. In this context, Lerner 
(2002)187 describes some protecting features of the SBIR programme in the US, which 
limit the pressure to select politically connected firms. First, awards are small in size 
(maximum USD 750,000).188 Lerner argues that the probability of intense lobbying 
activity for such awards is lower than for greater awards. Second, the awardees are not 
selected by a single body in each agency. Therefore, it is more difficult to influence the 
selection process compared to programmes with a single decision maker. Third, the 
scoring systems applied to rank applicants focus on the technological value of the 
proposals and not on subjective views regarding future commercial potential. 

13. Consider long-run goals. Public sector programmes should not force participants to 
focus on short-run returns or growth. The study of Nightingale et al. (2009)189 
presented in Chapter 5 showed that companies’ profitability and productivity worsened 
in the short-run (first three years after the involvement of the public VC investors), but 
these companies realised a strong growth from the fourth year onwards. These findings 
are in line with the well-documented fact that an entrepreneurial sector can only be 
built in the long-run.190 One important issue to add from the European perspective is 
that it is crucial for public investors not to exit their portfolio companies too early 
(before these companies become attractive for private VCs).  

14. Co-operate with the private sector. Empirical evidence presented in Chapter 2 and 
Chapter 5 as well as the interviews suggest that the performance of funded firms 
improves when public VC activity is “disciplined” by the presence of private venture 
capitalists. More specifically:   

a. At the fund of funds and fund level, the public sector should serve as one of the 
limited partners whose main goal is to “crowd in” private investors. Fund 
management should be in private hands.  

b. When the public sector invests directly in companies via its own VC funds, which 
is the case particularly in the early stages, it should try to “crowd in” 
experienced non-public syndicate partners to co-invest on a deal-by-deal basis. 
As these companies are usually too risky for formal venture capitalists, public 
VC funds may try to co-operate more closely with informal investors, such as 
business angels (see Chapter 5). The non-public syndicate partners should take 
the lead, make the screening and selection of the portfolio firms, take care of 
the monitoring of these companies, and be involved in coaching and provision of 
value-adding services to help the companies with their business skills.  

                                                 
187 Lerner, J. (2002): When Bureaucrats Meet Entrepreneurs: The Design of Effective “Public Venture Capital” 
Programmes". Economic Journal, Royal Economic Society, Vol. 112, No. 477, F73-F84. 
188 It is important to take into account that the structure of the SBIR programme differs significantly from the 
usual European funding solutions as federal agencies made awards directly to firms and not via VC funds or fund 
of funds. 
189 Nightingale, P., Baden-Fuller, C., Murray, G., Cowling, M., Mason, C., Siepel, J., Hopkins, J., Tidd, J.  and 
Dannreuther, C. (2009): Government Support for Entrepreneurial Finance in the UK: From “Market Failures” to 
“Thin Markets”. 
190 Lerner, J. (2009): The Boulevard of Broken Dreams: Why Public Efforts to Boost Entrepreneurship and Venture 
Capital Have Failed—and What to Do About It, Princeton: Princeton University Press. 
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c. The attractiveness of such syndication for private VC firms and for business 
angels could be stimulated by appropriate tax-based incentives. These direct 
public VC investments should focus on the seed and start-up phases with the 
objective to attract at least one private partner in these early rounds and add 
more private VC investors in subsequent rounds.  

15. Be not too large and not too small. Programmes that are too large may crowd out 
private investors, but a critical mass of schemes is required to cover high fixed costs, 
diversify portfolios, and to be able to provide follow-on funding for the firms through 
their different development stages. The study of Nightingale et al. (2009)191, presented 
in Chapter 5, provide an assessment of the optimal size based on UK evidence. They 
suggest that the minimum VC fund size is £50 million. Early stage funds and funds 
specialising in life sciences and clean technologies should be larger. The fund should 
have sufficient scale to manage a diversified portfolio with a mininum of 20 enterprises. 

16. Avoid funds with a regional focus. Public programmes should not focus on the 
regional level because the pool of potential good investment opportunities is typically 
small and funds are constrained in their ability to specialise by sector or technology 
(see Chapter 5). Several studies192 demonstrate that regional funds do not work 
efficiently and their performance is mostly unsatisfactory. Performing regional policy, 
i.e. supporting regions with low levels of VC activity with VC, is ineffective and 
inefficient because these regions lack the supporting infrastructure such as: skilled 
human capital, financial, legal and technical services, universities and research 
centers.193 Regional disparity may even increase through public policy initiatives 
towards VC, but this problem should be handled using other instruments, not VC 
funding. In the US, there are also steep regional differences in the levels of VC activity. 
Public support seems to be most effective when provided at the national or 
international level.194 The programmes should therefore preferably take place on the 
country or even the EU level. When they take place at the country level, 
governments should not restrict them to local operations only. For example, they 
should be allowed to invest in companies abroad or to hire experienced managers from 
abroad. Their portfolio companies must furthermore have the option to switch their 
location and move out of the country of origin (and fund), etc. As these measures may 
be difficult to accomplish (as countries would be reluctant to spend their taxpayers’ 
money abroad), it might be preferable to carry out these operations at the EU level.  

17. Keep bureaucracy and complexity low and communicate better. For example, 
the EIP Evaluation Report195 documents that potential financial intermediaries (e.g., 
private VCs) perceive the procedures to be more complicated than participating 
intermediaries, indicating a need for better communication towards potential 
intermediaries. Several interview partners stated that the access to finance for 
entrepreneurs could be made easier if bureaucracy and complexity were kept low. 

                                                 
191 Nightingale, P., Baden-Fuller, C., Murray, G., Cowling, M., Mason, C., Siepel, J., Hopkins, J., Tidd, J.  and 
Dannreuther, C. (2009): Government Support for Entrepreneurial Finance in the UK: From “Market Failures” to 
“Thin Markets”. 
192 E.g. ebd. 
193 See OECD (2004): Venture Capital: Trends and Policy Recommendations. Science Technology Industry, Paris: 
Organisation for Economic Cooperation and Development. 
194 See World Economic Forum (2010): Globalization of Alternative Investments. Working Papers, Vol. 3 “The 
Global Economic Impact of Private Equity” Report 2010, Governments as venture capitalists: Striking the right 
balance. http://www.weforum.org/en/media/publications/PrivateEquityReports/index.htm. 
195 Centre for Strategy & Evaluation Services (2011): Final Evaluation of the Entrepreneurship and Innovation 
Programme. Final Report. http://ec.europa.eu/cip/files/docs/eip-final-evaluation-report_en.pdf. 
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18. Create synergies. The EIP Evaluation Report196 and several of the interviewers agree 
that there are very limited synergies or overlaps between instruments at the EU and 
the national level. In many cases, programmes are fragmented and overlap (including 
programmes at the EU level).  

19. Try to attract highly professional experienced managers in the public 
schemes. Several interview partners suggested that it is very important for a 
successful public scheme to “attract talents and keep talents”. If the market recognises 
the professionalism of the public funds, the participation readiness for the private VC 
sector will increase.  

20. In line with recommendations of the OECD (2004)197 and our recommendation 14.b. 
we suggest that governments should intensify the connection between business 
angel networks, formal/institutional VCs and public programmes because 
business angels play a crucial role in providing capital in early stages. However, 
business angels are informal investors who follow their own selection and investment 
rules. In order to encourage formation of networks and strengthen synergies between 
institutional and non-institutional VC providers, governments can, on the one hand, 
sponsor venture fairs, workshops and seminars on VC markets. On the other hand, 
programmes can set up an institutionalised intermediation infrastructures (e.g., 
through establishing framework agreements) in order to standardise processes and to 
bridge the connection between informal and formal VCs, similar to the model applied 
by the EIF and described in Chapter 5. Furthermore, potential investment targets for 
business angels can arise if business angel networks are better connected to public 
start-up initiatives, such as technology incubators. 

21. We suggest additional policies such as “crisis planning” which would be useful in terms 
of stabilising the financing of SMEs when crisis scenarios occur.198 For example, it may 
be helpful to include rules for providing capital extensions, follow-on investments and 
flexible co-financing arrangements if a shortage of equity from private investors or of 
debt from banks arises in times of crisis. In these times, the financial needs of firms 
increase due to the pro-cyclical investment attitude of private investors and more 
restrictive lending policy of the banks (see also Chapters  1.4 and 3.1 for the discussion 
of the impact of the crisis). 

6.3.3 Measures on the demand side 

On the basis of the discussion in the previous Chapters and the brief overview of the 
remaining problems on the demand side, this study formulates recommendations regarding 
measures that should be taken which will increase demand quantity and quality, i.e., the 
creation of entrepreneurial firms with high-level human capital and entrepreneurs with high 
growth aspirations: 

1. Public policies should encourage (public and private) R&D investments, thereby 
creating a more supportive environment for the development of new ideas and thus 
more opportunities for high-tech entrepreneurship. Poland and Italy in particular have 
very low levels of R&D expenditures (see Chapter 3.2). 

                                                 
196 Centre for Strategy & Evaluation Services (2011): Final Evaluation of the Entrepreneurship and Innovation 
Programme. Final Report. http://ec.europa.eu/cip/files/docs/eip-final-evaluation-report_en.pdf. 
197 OECD (2004): Venture Capital: Trends and Policy Recommendations. Science Technology Industry, Paris: 
Organisation for Economic Cooperation and Development. 
198 E.g. Griffith-Jones, S., Tyson, J. and Calice, P. (2011): The European Investment Bank and SMEs: Key Lessons 
for Latin America and the Caribbean. Development Studies Section, Economic Commission for Latin America and 
the Caribbean. 
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2. Public policy measures should support and stimulate the provision of support 
services (e.g., business incubators, technology transfer offices, coaching, mentoring, 
etc.) by experienced private actors. In order to produce successful innovations, it is 
important to establish a smooth technology transfer from universities and research 
centres to the economy, so that the results of local research can be translated into 
marketable products. In the U.S. universities often take on this task and, historically, 
were essential for the development of a flourishing VC sector. Providing such support 
services would help researchers and young entrepreneurs to become attractive targets 
for VC funds. Often company founders are natural scientists, who usually have little or 
no management experience. Many countries have a very strong local research base but 
still not able to achieve a high level of entrepreneurship and venture capital (see 
Chapter 3.2).  

3. Bankruptcy laws should be amended to allow for failed entrepreneurs to start new 
businesses (serial entrepreneurship) and also to generate incentives for potential 
entrepreneurs to start their first business (first-time entrepreneurship), see Chapter 
4.2.  

4. In a rather long-term endeavour, policy measures should continue to shape culture 
and the educational system to become more supportive and more rewarding of 
entrepreneurial risk-taking and innovation-prone attitude, as the propensity to 
innovate and attitudes towards risk-taking seem to be key factors underpinning the 
supply of projects with high growth potential (see Chapter 4.1).  

5. Measures that increase entrepreneurial mobility (such as cross-border transfer of 
supplementary pension rights) would lead to a greater deal flow since it would be 
easier for entrepreneurs to move to the VC (see Chapter 4.1 and 4.2).  

6. Many countries lack regulatory support for young and innovative companies (YICs), 
particularly Germany, Poland and Italy. Support for YICs does not necessarily have to 
be tax based, e.g. lowered bureaucracy requirements and labour market 
rigidities are a supportive activity as well. We see Belgium as a good example of how 
to introduce a new regulatory framework and to improve the VC environment (see 
Chapter 4.1).  

7. The EU may consider the provision of selective subsidies on a competitive basis 
(similar to the US Small Business Innovation Research (SBIR) programme) on the EU 
level. The fragmented nature of past support provided by national governments and 
local public institutions in this area has in many cases been a source of inefficiencies.199 

8. When modernising EU public procurement policy, a reduction of hurdles for SMEs 
seems to be reasonable. The EU should examine the potential of reserving parts of the 
research budget for SME R&D in the spirit of the US SBIR scheme (see Chapter 4.2). 

9. We support the activities currently undertaken by the European Commission, which aim 
to reduce EU-wide patent costs (such as the London Agreement that reduces 
translating costs and will most certainly improve the situation and facilitate patenting). 
A replacement of the European Patent with the EU Patent is crucial and would improve 
the legal environment and the financial standing (through minimised translation and 
patenting costs) of high-potential SMEs and would therefore alter the attractiveness of 
the European VC market. Hence a quick implementation of the EU patent would be 
favourable and enhanced cooperation is a way to achieve this (see Chapter 4.2).    

                                                 
199 See VICO (2011). Venture capital: Policy lessons from the VICO project. 
http://www.vicoproject.org/doc/policy/VICO_FinalPolicyBrief.pdf. 
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6.3.4 Combined measures 

Most of the measures mentioned above directly or indirectly affect both sides, demand and 
supply. As discussed e.g. in Chapter 3.3, entrepreneurs (and particularly good ones) will be 
discouraged from seeking VC (low demand quantity and quality) if they expect that 
obtaining VC is difficult or that the costs of it are high (low supply). The policy implications 
are obvious. A larger and more competitive VC industry encourages entrepreneurs to 
look for VC and to adopt business models based on higher growth ambitions. Also, mobility 
on both sides is crucial so that demand and supply can match (thin markets). Making 
venture capital supply less fragmented and more able to move across regions and 
countries would help to mitigate this problem. Policies to reduce search costs for 
entrepreneurs, but also to increase mobility of entrepreneurs would be helpful to 
address this problem.  

In addition, policy measures should favour the creation of liquid exit markets for VC 
investments. Even if previous attempts to promote second tier IPO markets were 
unsuccessful, trade sale markets (such as measures related to merger regulation) have so 
far been neglected by policy makers. Exit is important for both sides, for the entrepreneur 
as well as for the VC fund (and its investors who aim at realising returns upon exit).  

Last but not least, it is of utmost importance with more high quality data to better 
understand the processes in the European VC industry and the role of public policy 
initiatives. In order to be able to assess supply and demand within venture capital 
industries in the EU and in selected Member States, the potential for public policies and 
their effects in more detail, data on the portfolio company level and the VC fund level is 
required. There is currently a serious shortage of detailed data on European VC fundraising.  
While in recent years, a good and reliable database of European companies, their VC 
backing and their development before and after the VC investment has been collected in 
the VICO project at least for selected Member States (VICO database), more effort is 
needed in collecting reliable data on fundraising (e.g., from the EIF, EVCA, EC, etc.). As a 
next step, a particular important task would then be to combine investment and fundraising 
data in a single database covering the whole VC cycle from (i) fund raising from the original 
investors to (ii) investments (and their impact on portfolio companies) to (iii) exit and (iv) 
return of capital to the original investors. A second important area in which data collection 
is necessary is national and EU-level public-policy schemes. Detailed data on these 
investments and the development of the funded companies over a sufficiently long time 
horizon would be helpful to better understand the effects of these schemes. The EU may 
consider supporting such data collection activities and related research.  
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ANNEX 
List of interviewed experts  

Name Institution Contact  

Brandkamp, Michael High-Tech Gründerfonds Ludwig-Erhard-Allee 2 
D-53175 Bonn  
Germany 

Fau, Emma European Venture Capital and 
Private Equity Association (EVCA) 

Place du Champ de Mars 5 
B-1050 Brussels  
Belgium 

Havenith, Roger  European Commission (EC) Rue de la Loi / Wetstraat 
200 
B-1049 Brussels 
Belgium 

Ummenhofer, Matthias  European Investment Fund (EIF) 
 

96, Boulevard Konrad 
Adenauer 
L-2968 Luxembourg 
Luxembourg 

Anonymous alternative 
investment manager  

Anonymous leading insurance 
company 

- 

 
 

Interview guide  

A. Questions related to the situation of the VC industry in the EU 

1. Do you think there is a shortage of capital from the public sector (supply side-
public), shortage of capital from the private sector (supply side-private) , 
shortage of enterprises (demand side-quantity), shortage of good enterprises 
(demand side-quality) or a problem of meeting the capital supply and demand 
(thin markets) within the EU? 

2. What are the most striking reasons for this situation?  

3. Does this situation differ across countries? Across industries? Across stages? 
Across firm sizes? Across other dimensions?  

B. Questions related to the regulatory framework 

4. In the following countries (the United Kingdom, Germany, Italy, Belgium, and 
Poland), do you see any regulatory (legal/tax) issues which are burdensome for 
VC funds / investors / investee companies, and avoided in other EU Member 
States? 

- United Kingdom 

- Germany 

- Italy 

- Belgium 

- Poland 

5. At present, the EC plans the introduction of a European passport for VC funds 
and managers. How do you assess this initiative? Do you see any problems 
which should be addressed? 
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6. Do you expect AIFMD to have a negative/positive impact on VC? If yes, which 
pieces are particularly burdensome for/beneficial to VC?  

7. Is there any other EU legislation under way which could have a substantial 
negative/positive impact on the industry (such as Solvency II, etc.)?  

C. Questions related to public-sector financing schemes 

8. How do public-sector financing schemes (EU Programmes, e.g. CIP, JEREMIE or 
national Member States programmes) affect VC supply?  

9. One of the main objectives of the public-sector financing schemes is to facilitate 
access to finance for the start-up and growth of SMEs. Do these schemes meet 
the financial needs of the SMEs and contribute to solving their financial 
problems? 

10. Do the EU programmes promote synergies with national programmes that aim 
at promoting similar objectives?  

11. Do you think that there are undesired gaps in the coverage within the targeted 
beneficiaries? If yes, is it on the country level, the industry level, related to 
certain firm sizes, development stages or other characteristics? 

12. Please list the most important features that make up a successful public-sector 
financing scheme (if possible please mention some examples). 

In addition, many other experts we consulted on specific issues. From the European 
Commission, we obtained very helpful insights from Ulla Hudina (DG Enterprise and 
Industry), Maciej Otulak (DG Enterprise and Industry), Vladimir Bilek (DG Economic and 
Financial Affairs), José Moncada (DG Internal Market), Andrea Conte (DG Economic and 
Financial Affairs), and Dominik Sobczak (DG Finance, Innovation and Growth). 
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