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Foreword

In an era marked by rapid technological
advances and evolving market dynamics,
the vitality of the European startup eco-
system is a cornerstone of our economic
future. The forthcoming EU Startup and
Scaleup Strategy will be critical in support-
ing and driving European innovation to new
heights. The Investment Volume presented
hererepresents a crucial component of that
effort, a strategic dive to address the press-
ing longstanding investment challenges
that the startup ecosystem faces today.
Following the foundational work laid out
in the ESNA Compendium, this document
is a vital part of a series of volumes that
delve into the five strategic pillars essential
for the EU Startup and Scaleup Strategy.
These guidelines connect EU-level ambi-
tious objectives with actionable solutions
at the national level. Built around three key
investment actions - focusing on increas-
ing allocation of pension and insurance
funds to Europe venture capital, encour-
aging investments through tax incentives,
and updating public funding strategies for
innovation - it offers concrete steps for-
ward, instilled with the collective wisdom
of our Advisory Board which has served as
a central conduit for market insights. These
recommendations emerged from a collab-
orative process steeped in cross-sector
strategic thinking and reinforced by the
collective expertise of the Network & Stra-
tegic Initiatives Department.

The richness of this Volume emerges from
adual vision: one that harmonises strategic
foresight and other grounded in empirical
data. Leveraging collaborative insights and

best practices, it delineates a clear path
towards a vibrant and resilient investment
landscape that not only nurtures novel
ideas but also equips them with the cap-
ital necessary to thrive. As you delve into
the sections of this Investment Volume,
you will encounter a carefully structured
narrative that guides you from foundational
context to actionable recommendations.
Each segment is designed to provide clar-
ity and coherence, ultimately concluding
with a phased roadmap aimed at fostering
sustainable growth throughout Europe’s
startup ecosystem.

In addition to detailing these strategic
actions, this Volume provides a structured
framework with comparative tables of
national policies. These tools offer tangible
support for understanding the relation-
ships between practices, objectives, and
potential outcomes, facilitating informed
decision-making. Ultimately, this docu-
ment aspires to deploy these insights to
enhance investment in innovation, ensure
sustainable growth, and create a lasting
impact on the landscape of European en-
trepreneurship.

It is our hope that through collaboration,
insight, and strategic action, we can un-
lock the full potential of our entrepreneurial
spirit.

Let’s embark on this journey towards a
thriving European startup environment,
driven by a shared vision of inclusive
growth and lasting impact.

Arthur Jordao

Executive Director, ESNA




Executive Summary

This document is the continuation of
ESNA’'s Compendium. Published in No-
vember 2024, this publication analyses
Europe’s past, present and future by
acknowledging the previous 20 vyears
within the European startup ecosystem.
This policy-centred document is one of a
five-part series of volumes, each of them
focusing on a strategic pillar that will be
instrumental in the upcoming EU Startup
and Scaleup Strategy (Investment, Red
Tape, Entrepreneurial Culture, Talent, and
IP & Tech Transfer).

Through a dual vision — both strategic and
grounded in empirical data — this Volume
maps a clear pathway with the support
of best practices, roadmaps, KPIs, and
tangible policy levers. This is the result of
a series of internal correlation analyses on
the current European setting - not only at
an EU level, but also with a national per-
spective.

It suggests three major investment actions
that are both evidence-based and for-
ward-looking:

Action #1

Pension funds &
insurance funds
allocation to
European venture
capital

Action #2

Tax incentives for
angel investment -
connecting business
angels, corporates
and VCs with the
ecosystem

Action #3
Updating the public

funding strategy for
innovative companies

These actions were developed thanks to the strong guidance of ESNA’s Advisory
Board, acting as our voice from the market. The actions are rooted in cross-sector
strategic thinking and collaborative insights stemming from the Network & Strate-

gic Initiative Department.

Finally, this document acts as a backbone for a future aligned with ESNA’s vision to
position Europe to the forefront of the global startup ecosystem.



Document Structure

This Volume is structured to progres-
sively guide the reader from context to
action, aligning strategic insights with
operational feasibility:

Each section lays a foundation towards Comparative

landscape across EU
Member States.

Investor's
perspective, Europe’s
innovation ROI and
its risk mindset, cost
of failure and capital
markets narrative
—evolving from a
Capital Market Union
to a Savings and
Investment Union.

Policy actions,
expected impact,
and performance
indicators.

A phased roadmap
for implementation
and three-year

strategy alignment.

EU-level investment
policies and
frameworks.

a comprehensive vision for unlocking
Europe’s investment potential and
positioning its startup ecosystem for

Deep dives into sustainable growth.
three proposed

actions, supported

by evidence and

benchmarking.




ESNA Volumes’ methodology

Strategic thinking

Foresight analysis: identifying signals of change across sectors.
Horizon scanning: tracking innovation across the EU and globally.
Strategic intelligence gathering: drawn from expert white papers,
market reports, and innovation indexes.

Systems thinking: mapping how different actors and policies interact
within the innovation ecosystem.

Design sprints: framing the problem and rapidly iterating solution
pathways (online and in-person AB meetings).

Structured expert: forecasting and consensus building.

Sharing insights: 1:1 meetings to share inputs and follow up on
actions content.

Participatory co-creation: involving stakeholders in defining
problems and solution framing.

Ecosystem mapping: identifying roles, interdependencies, and
resource flows.

Asset-based thinking: leveraging strengths already present in the
ecosystem.

Knowledge exchange labs: facilitating cross-border learnings and
policy co-design.

Benchmarking & comparative analysis: identifying global frontrun-
ners and patterns of success.

Case study methodology: deep dives into implementation and
context with qualitative insights.

Expected impact on the startup ecosystem: researching of
expected impact each practice can bring to the ecosystem.

Policy review & legal scan: understanding institutional context.

A strategic and deep dive volume with an overview of the European startup ecosystem
and concrete actions to the challenge faced

Pension funds &
insurance funds
allocation to
European venture
capital

Tax incentives for
angel investment -
connecting business
angels, corporates
and VCs with the
ecosystem

Updating public
funding strategy
for Innovative
Companies

13



l. Setting the Scene

Framing the past
20 years through an
investor’s view

In the past 20 years, especially after the
financial crisis of 2008, Europe has wit-
nessed a growth on startups and scaleups
companies. The ecosystem has become
stronger and a series of manifestos, doc-
uments and papers have been released
to materialise this push. Public funding
programmes and initiatives have been put

Snapshot of the evolution
of the startup ecosystem
over the last 20 years

To understand the evolution of these 20
years in more depth, it is necessary to
separate Europe into different stages of
growth. To do so, a brief history of this phe-
nomenon will be provided in this chapter.

Figure 1. Number of EU - Backed startups with 1M+ total
VC investment, per cohort.
Source: dealroom.co, August 2024

Copyright © 2025 ESNA - Europe Startup Nations Alliance, Associacao, registration number 516715607. All rights reserved. —@

in place (as will later be elaborated in this
document) - however money allocated ei-
ther directly to new companies or venture
funds is still not enough when it comes to
supporting a more mature and competitive
startup and scaleup ecosystem within
Europe.

Furthermore, flexibility in terms of regula-
tion and documentation, as well as more
harmonised policies to operate under the
logic of a Single Market are also constantly
under discussion, especially during the
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past year. Following this logic, while legal
fragmentation exists between the 27 differ-
ent Member States, there is also a financial
fragmentation - this is one of the main
reasons why the Capital Market Union
(CMU) has been framed as a major pillar to
address.

Needs have now shifted to certain verticals
that are mostly aligned with strategic poli-
cies and EU strategies’. Additionally, when
considering the amount of capital
allocated to research and devel-
opment (R&D) in critical industries,
European companies outside tech
are by far the biggest R&D spenders.
Before 2008, European companies faced
a stark disadvantage in attracting venture
capital. Despite having a larger talent pool,
European startups often struggle due

l. Setting the Scene

to limited VC funding. This gap has been
partially bridged by US investors stepping
in to fund European startups, however
structural changes are needed to bolster
Europe’s venture capital landscape.
Investment policies and strategies run by
the European Innovation Council (EIC) and
the European Investment Bank (EIB) to
support startup-led innovation in the tech
sector have been long documented (See
Chapter 1l: “Mapping Europe: EU Policy
Landscape).

Evidence shows that Europe allocates a
relevant amount of funding to innovation,
however only 5% of the total (225 billion
euros as part of the EU Innovation funding,
as highlighted by the Inovation Radar
Bridge consortium report?) actually goes to
startups. It demonstrates that the percent-
age of funding granted to startups is still
low, especially when analysing the usual

2

positive return of investment for this type
of companies.

Therefore, having a clear understanding
of Europe's position regarding investment
in the startup and scaleup landscape is
fundamental. This chapter will provide
evidence laying a foundation for this doc-
ument as per:

A - The reasoning behind the selection of
solutions and their potential impact.

B - A practical approach to improve the
startup and scaleup ecosystem: expand-
ing the amount of capital flowing within the
region, assessing the possibilities to create
funds-of-funds or specific tax incentives
for stakeholders willing to inject cash-flow
into the ecosystem.

C - Removing constraints that may exist for
pension and insurance funds to allocate
capital into riskier investments (either ven-
ture capital and/or private equity) or more
flexible co-investment schemes.

D - The overarching goal to achieve a
stronger Market Union, thereby acknowl-
edging the paradigm shift of the past few
years, from a more banking and finan-
cial-focused narrative to a more united and
single market approach.

Fragmentation plays against Europe to
operate as a single market. It is clear that
Europeans have been navigating complex-
ity by managing 24 different languages, 27
legal frameworks and 9 different curren-
cies. The relevance of this point demon-
strates that by fostering specific methods
recommended here, we could alleviate
the constraints related to this fragmented
ecosystem and move forward to achieve a
better and more startup-friendly environ-
ment in Europe.

Only 5% of the EU’s innovation

€225B funding goes to startups
. directly...

EU Innovation

Funding

5% to startups

...and this 5% startup funding drives objectively
measurable economic sucess

€400B Enterprise Value

Venture Capital

EU

EU programmes are a major backer of frontier
technologies...

deep tech

physical tech

marketplaces

. %EU-backed % not EU-backed (number of startups) .
... and EU-backed physical %EU-backed |
tech startups have higher physical tech

graduation rates % not EU-backed

physical tech

/

Figure 3. Main highlights of startup funding.

Source: “Startups backed by the EU’s Framework Programmes”,
March 2025.
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The return on investment of
European innovation

In the book Europe, Tech and War by Oliver
Coste published in 2024, he recalls the
distinction between incremental versus
disruptive innovation. The incremental one
follows improvements made to be more
efficient (it is the case of the Airbus A320
Neo), versus disruptive innovation, which
takes many failures before achieving one
successful project °.

The chronological retrospective of the in-
dustrial revolutions is also mentioned in the
book, where technology and information
are the major factors of the one currently
taking place. It is worth acknowledging that
Europe once was the leader in previous in-
dustrial revolutions, such as the steam en-

Only 5% of the EU’s innovation funding
goes to startups directly ...

€225B

EU Innovation
Funding

5% to startups

...and this 5% startup funding drives
objectively measurable economic sucess

€400B Enterprise Value

Venture Capital

EU

Figure 4. EU’s innovation funding.

Source: “Startups backed by the EU’s Framework Programmes”,

March 2025.

Framework
programmes in the Pr::::;fme
last 40 years
€80 B over 7 years
over 7 years
€60 B over 7 years m
Horizon 2020
over 22 years
2021-2027
Current Framework
1984-2006 2007-2013 2014-2020 Programme 2028-2035
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gine in the 1800s and combustion enginein
the 1900s. Later, in the 2000s, technology
and information became dominant forces,
with the United States emerging as a clear
global leader. We are now entering a new
reality, as mentioned by Coste, where
China may be taking the lead. It has now
adopted France’s industrial policies from
the 1960s-1970s, applying monopolistic
environments, guaranteed medium-term
markets and close to bottomless public
funding. It can be argued that the whole of
Europe should consider going back to this
model, however the following points are
worth keeping in mind:

» These policies are implemented in a way
to mitigate a country’s initial delay in devel-
oping a technology. This was the case in
post-World War II’'s France, and could be
applied to e.g. semiconductors, operating
systems, or cloud computing. However, it
cannot be applied to disruptive innovation
such as Al or quantum.

» These measures can only be successful
in a large market. EU Member States and
their 449+ millions of inhabitants generate
a nominal GDP of approximately 17.935
trillion euros.

» Considering the ‘Faire return’ clause,
money coming directly from the Member
States to be injected in the EU budget must
then be reinvested in national companies.

Competitiveness
highlights - China

1. Telecom evolution:

» 2000s: Europe led with, Alcatel,
Ericsson, Nokia, Siemens

+ US: Motorola, Lucent

» Chinarising: Huawei and ZTE
began gaining ground

2. Strategic industrial

policy — Made in China 2025
+ 2025: Aim to become a major
manufacturing power

» 2035: Targeted as a global manu-
facturing power

» 2049: Vision to be the leading
global manufacturing power

Key sectors targeted:

* biomedicine, new materials,
agriculture

* energy equipment & saving
technologies

* next-gen iot, robotics, aviation &
space

* maritime engineering, advanced
railway transport

3. A large population and
market

» Chinais projected to nearly
double US STEM PhD graduates by
2025

» China’s population is an estimated
1.4+ million (source World Bank)
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4. R&D investment

» China’s GDP share on R&D
surpassed the EU in 2014

» Now approaching US levels

5. Intellectual Property -
quantum patents (2018)
* China: 1,157 patents/year

» US: 363 patents/year

* UK: 29 patents/year

,

While Europe led the first two industrial
revolutions, it has fallen behind in the third
industrial revolution (in the tech/IT era) and
now faces the risk of becoming even less
relevant as the US dominates and China
rises in the 4th wave (Al, loT, quantum, bi-
otech etc.). Therefore, it is crucial to frame
industrial revolutions as intertwined with
geopolitical changes.

Europe is now producing unicorns —
companies valued at $1 billion at the
same rate as the United States but
is missing the scale of investments,
due to a lack of capital. Dealroom.
co’s analysis shows how, after a
30-year late start, VC-backed
startups are claiming a
growing share of global

new enterprise value

Figure 6. Europe and the US create unicorns at the same rate.

Source: dealroom.co
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A series of documents, manifestos and re-
ports were published all around Europe in
2024, highlighting the differences specific
to Europe when it comes to the scalability
of our startups, such as how many of them
reach an IPO or how many of them scale to
become global players.

As mentioned in the Innovation Radar
Bridge consortium Report® that came
out this year, public funding support for
innovation has been growing constantly
since 1984. However, just 5% of the total
EU innovation funding goes to startups,
even though they generate a great return
per investment, as previously mentioned.

Europe

Europe has a significant
VC investment gap at every
stage, and the gap grows
the later the stage gets

At an early stage - what is also known as
“Startup capital” ($0-15M) - American
startups raised over 35% more capital
than the European ones. This gap increas-

The startup ecosystem has not necessarily
been as strong as the industrial legacy of
Europe. As it will be further developed in
this Volume, while Europe is generating
unicorns at the same rate as the United
States is today, there is a 30 year late start
in the Venture Capital Industry due to the
general environment of the startup and
scaleup ecosystem.

There is a stark contrast between Europe
and the US when it comes to startup
activity and investment. Despite Europe’s
large population and strong academic and
industrial foundations, its startup ecosys-
tem significantly lags behind the US in both
number and valuation of unicorns (startups
valued at over $1 billion). For example,
France has 33 unicorns with a combined
valuation of €77 billion, while the UK has 61
unicorns worth €271 billion. This disparity
is even more pronounced when comparing
the entire European Union to the United
States.

The main difference lies, not in the possibil-
ity for companies to operate efficiently, but
rather in the absolute amount of venture
capital flowing into the market. Startups
in the Silicon Valley attract a significantly
higher amount of investment than startups

es later on when jumping to “breakout
capital” (round from $15-100M), and
when referring to scalability the gap gets
even wider. When it comes to rounds that
amount to higher than $100M, founders
from the United States raised 667% more
money than their European counterparts®.

Startup capital

. $18.6B
. $13.8B

Breakout capital

— -

Scaleup capital

$120.8B
] stas
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in Europe. European Startups have the
same capital efficiency in turning money
raised into unicorns as their American
counterparts (same output for the same
input). What makes a difference is the
amount of capital that flows within Europe
allocated into risk capital, angel investment
or venture capital.

The European legacy
in industrialisation is
not sufficient to propel
the startup ecosystem,
however there are
opportunities.

Before these last two decades, Europe
was highly recognised for its legacy as a
region where innovation at an industrial

level was a seal of excellence. European
companies have been applying a logic of
consortia, which has become a tradition to
collaborate and move forward.

A clear example comes from the late 1960s
and early 1970s where industrial power-
houses drove major innovation, as seen
in cases such as aircraft manufacturers.
The establishment of Airbus Industrie GIE,
created by countries such as France and
Germany, and later Spain and the United
Kingdom, showcases how a commercial
organisation created by joining forces is
still running today. It came to life with the
support of public money, following a logic
that was not only happening in Europe, but
also in the United States.

It is well known that major inventions
part of today’s technological landscape

Enterprise value of VC-backed companies, by cohort

Europe USA

I $236.5B
l $405.9B
l $300.8B
' $596.3B
. $700.2B

. $899.3B

l $263.6B

$917.1B
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Global

Europe’s share

5%

$1.7T 17.8%

The investment gap: in 2023, US
startups attracted around $150
billion, compared to a mere $50
billion in the EU—three times less.
Coste argues that if we consider
Europe’s population size, the region
should theoretically be capable of
attracting a similar volume of start-
up investment as the US. This points
to structural issues within Europe’s
capital markets, policy environment,
and investor mindset, which collec-
tively hinder the continent’s ability
to scale innovation and compete
globally in the tech arena.

come from publicly supported ventures,
especially in places such as the United
States, for example the GPS (the Global
Positioning System; developed by the
United States Department of Defence in
the 1970s).

This case is one of many that highlights
the need for new technologies to emerge
from a collaborative effort among military
engineers and scientists, something that
Europe’s startup and scaleup ecosystem
has been looking into even deeper in the
past three years.

This is notably exemplified by the EUDIS
Business Accelerator, a programme that
supports European startups and scaleups
that wish to focus on the defence industry.
In this context, the amount of public fund-
ing available for research and innovation in
Europe becomes even more relevant.
Europe is now producing unicorns - com-
panies valued at $1 billion virtually - at the

Structural issues
Capital markets
Policy environment
Investor mindset

3x investment gap

us EU

Figure 9. startup investment in 2023, in billion dollars
Source: Dealroom

same rate as the US but is missing out on
the scale of investments. The value of Eu-
ropean startups, even considering these
gaps, keeps on growing - already reaching
almost 20% of global shares. While some
of this growth could be argued by some as
a factor of “stagnation”, the overall reality
appears positive when comparing the peri-
ods between 2010-2019 and 2020-2024. A
recent analysis shows how, after a 30-year
late start, VC-backed startups are claiming
a growing share of global new enterprise
value.
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Risk Mindset approach
under the investor’s
rhetoric

Along with this global comparison, as men-
tioned in ESNA’s Compendium, Europe
has all the conditions to set up a strong
startup ecosystem that can regain its
power as a hub of innovation, akin to what
happened during the 1960s and 1970s with
the industrial boom®.

“European company leaders have
spent their first 10 to 20 professional
years focusing on meticulously
chosen projects to be profitable in
Europe, therefore limiting risk-tak-
ing. Consequently, by the time they
ascent to leadership positions, they
have ingrained a “culture” of extreme
caution towards risk-taking.””

Europe has 40% more software develop-
ers than the United States, which is a fun-
damental factor in having more startups
with cutting-edge technology coming from
Europe to the world. At the same time, it
is also well-known that Europe is already
a hub for early-stage startups; Europe
created more startups from 2014 to 2023
compared to the US (35,000 early-stage
startups over this period®), despite the
differences in the amount of cash-flow
available, regulation constraints, as well
as the varying participation of corporate or
big companies in the process of investing

l. Setting the Scene

Europe has all the
conditions for startup
growth

From STEM students to startups
founded, Europe is ahead of the US

Europe has 40% more developers than the US

Europe 6.1M

European students are more into science
(portion of graduates in Science, Technology,

Engineering and Mathematics)

Germany
France

UK

Europe created more startups from 2014 to
2023 compared to the US

Europe 15.8k

# of Startups

Europe created more startups from 2014 to
2023 compared to the US

Europe $122k

Median salary ($)

Figure 10. Europe has all the conditions for

startup growth

Source: Stack Overflow; Benedict Evans/ Mosaic
Ventures, Dec. 2020; Atomico State of the European
Tech 2023; Levels.fyi End of Year Pay Report 2024.

Both Europe and the US begin with a high number of startups, with Europe slightly

leading. Around 16,000 startups are established in each region, indicating strong

entrepreneurial activity.

in new ventures.

One of the ways risks can also be meas-
ured is based on the amount of money
that is available for what are considered
“riskiest” investments. In this case, a good
example showcasing the current situation
in terms of savings in Europe can be found
in the following image:

Insurance, pensions and standardised guarantees
Investment fund shares/units

Equity
Currency and deposits

European households have a sufficiently high savings rate but prefer cash over
long-term market investments; they end up with 2.7x lower financial assets

> $330k

2.7x

$120k

$204k $210k

$270k
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This frames well the relationship Europe-
ans have with risk, which has been studied
for decades. The Hofstede model is a
foundational concept to assess cultures
and their specificities, and is often applied
in business environment. One of the points
assessed through this method is uncer-
tainty avoidance. Hofstede and his team

Weak Uncertainty Avoidance

If laws cannot be respected, they should
be changed

Citizens are competent toward
authorities

Civil servants are positive toward the
political process

Citizens trust politicians, civil servants,
and the legal system

There is high participation in voluntary
associations and movements

The burden of proof for identifying a
citizen is on the authorities

Outside observers perceive less
corruption

Tolerance, even of extreme ideas

created a framework to assess countries’
relationships to uncertainty, and therefore
to risk. Its main features can be found in
the table below.

Each country’s relationship to risk is as-
sessed with a score ranking from O (indicat-
ing a certain tolerance for ambiguity) to 120
(for societies that lean towards structure).

Strong Uncertainty Avoidance

Many and precise laws or unwritten rules

Laws are necessary, even if they
cannot be respected

Slow result in case of appeal to justice

Citizens are incompetent toward
authorities

Citizen protest should be repressed
Civil servants have law degrees

Civil servants are negative toward the
political process

Citizens are not interested in politics

Citizens are negative toward politicians,
civil servants, and the legal system

There is low participation in voluntary
associations and movements

Citizens should be able to identity
themselves at al times

Outside observers perceive
more corruption

Conservatism, law and order

Negative attitudes toward young people

Extremism and repression of extremism

Figure 12. Key differences between weak and strong uncertainty-avoidance societies
Source: Cultures and Organizations: Software of the Mind by Geert Hofstede & Gert Jan Hofstede
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As seen below, most European countries
tend to score higher, with only Denmark,
Finland, Ireland, the Netherlands, Slova-
kia and Sweden scoring below 60. This
suggests that Nordic countries tend to be
more flexible, as their scores are closer to
a country like the US — whose score is 46.

Country Uncertainty Avoidance
Austria 70
Belgium 94
Bulgaria 85
Croatia 80
Cyprus 90 (est.)
Czechia 74
Denmark 23
Estonia 60
Finland 59
France 86
Germany 65
Greece 100
Hungary 82
Ireland 35
Italy 75
Latvia 63
Lithuania 65
Luxembourg 70
Malta 96
Netherlands 53
Poland 93
Portugal 100
Romania a0
Slovakia 51
Slovenia 88
Spain 86
Sweden 29

Figure 13. Countries’ relationship to risk.
Source: geerthofstede.com

While the table on the left provides a
cultural outlook on Europeans’ attitude
towards uncertainty, the graph below
focuses on risk appetite when it comes to
making investment-related decisions. Its
approach is centred on financial risk, and
how it is handled in the most populated
European countries. They both complete
each other by displaying the intricacies of
societal mindset and investment-related
behaviours observed across the continent.
In conclusion, Europe provides an excel-
lent foundation for innovators: a robust
framework for public grants, a large pool of
talented startups, and decades of industri-
al pre-eminence, to name a few. However,
it is the allocation of funding and the overall
mindset that make it more difficult to take
the next step. While actually reaching
a paradigm shift in terms of risk will take
some time, we can act concretely when it
comes to fostering private investment - this
will be more broadly detailed in the rest of
the Volume.
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The following section will be focusing on
the Capital Market Union, which notably in-
tends to provide a framework that unlocks
access to capital for businesses. This im-
plies opening up to risk capital, and there-
fore igniting a cultural shift as mentioned
in this chapter. We will be exploring how
market fragmentation is impacting the cur-
rent European investment ecosystem, and
what has been implemented to mitigate it.

From Capital Market Union
to Savings and Investments
Union strategy: an evolution
of the narrative

The Capital Market Union (CMU) narrative
has been evolving ever since it first started
to be commonplace for the most relevant
financial and economic stakeholders
in Europe. It had to pivot between 2015

l. Setting the Scene

and 2024, as stated in the report “Cap-
ital Market Union: a Deep Dive®” due to
changes in macroeconomic conditions,
EU policy priorities, geopolitical events
and other major changes such as Brexit
and Covid-19. In early years (2015), the
discussion was “centred on banking,
financial stability and investor topics,
with terms such as ‘banking’ and ‘crisis’
dominating the discourse”. Today, as
stated in this same paper, the focus has
now shifted to market integration, where
the terms “single”, “members”, “states”
are more common, highlighting a unified fi-
nancial framework as a main point of unity.
As stated in this Volume, understanding
how we can unite and fight against market
fragmentation, and therefore financial
fragmentation, is key. Europe is still lagging

when it comes to available risk capital,
therefore the concrete actions the Member
States can take to solve this issue and
unlock significant amounts of investment
capital are correlated. They are directly
tied to the logic of a Capital Market Union
(CMU) and are a concrete step forward to
improve the general market conditions for
the startup and scaleup ecosystem. As
noticed by Oliver Coste in his book — in
Europe entrepreneurs seek funds, while in
the US investors seek entrepreneurs.

Fragmentation, as previously defined in
other chapters, stems from the fact that the
EU’s 27 Member States have diverse poli-
cies and languages, among other barriers.
This makes it challenging for founders to
scale their businesses - unlike the United
States, which offer a unified regulatory and
operational environment. As outlined in the

Letta Report', the establishment of a fully
operational Single Market is a necessity
for Europe’s economic integration and a
thriving startup ecosystem.

Different publications have been revolving
around the CMU. In 2024, as stated in
the recent ECB Occasional Paper Series
No. 369", a Task Force of French public
and private sector leaders (mandated
by the French Ministry of Finance and
chaired by Christian Noyer), set out four
key recommendations for the CMU. In
the same year, former ECB President
Mario Draghi launched his well-known
report focused on competitiveness,
supporting the publication for a strong
Single Market prepared by the former

T

Figure 15. CMU narrative over time

Source: Table from Occasional Paper Series, Capital markets union:
adeep dive, Five measures to foster a single market for capita by
Alexia-Styliani Arampatzi, Rebecca Christie, Johanne Evrard, Laura

Parisi, Clément Rouveyrol, Fons van Overbeek

Copyright © 2025 ESNA - Europe Startup Nations Alliance, Associacao, registration number 516715607. All rights reserved.
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ltalian Prime Minister, Enrico Letta.
All reports focus on similar priorities.
Some, however, are more high-level pro-
posals while others are more specifically
focused on how to move forward into a less
fragmented financial market. To achieve
this, the role of public investment, the crea-
tion of safe EU assets, and other practices
may be of support, specifically when it

Eurogroup Letta Report
Priorities Recommendations

Targeted "Urgent need to take action" on N/A

convergence harmonising insolvency regimes.
of national

corporate

Insolvency

frameworks

Better Create an EU stock exchange for Convergence in national

Noyer Report
Recommendations

comes to the connection with the startup
and scaleup ecosystem. Relevant points
can be highlighted in each of these reports.
One topic clearly highlighted refers to
Europe’s lack of productivity investment.
The challenges that the EU Competitive-
ness Compass is willing to solve - such
as climate change, rapid technological
advancements, and shifting geopolitical

Draghi Report
Recommendations

Harmonise the insolvency
framework.

Foster centralisation in clearing

integrated "deep tech" to provide firms with securities law to foster the and settlement. Create a single

market equity funding at the IPO stage.
infrastructure Implement a single access point
for public capital markets for
smaller firms. Consolidation

in the post-trading landscape
to overcome barriers to cross-
border investment, combined
with harmonisation of rules and
practices.

Improve Combine the European long-term N/A

conditions for investment funds (ELTIF) scheme
investment in with national tax incentives.
equity Harmonise prudential frameworks
for large insurance groups to tailor
capital requirements to the risk
profile of each entity.

possible consolidation
of CSDs. Pursue reforms
of T2S to (i) extend its
remit to additional CSD
functions and (i) support
the settlement of financial markets for IPOs and for
instruments on DLT.

central counterparty platform
(CCP) and a single central
securities depository (CSD) for
all security trades. Increase
the appeal of European stock

companies after going public.

Expand incentives for
business 'angels' and private/
public seed capital investors.
Eliminate taxation obstacles
to cross-border investment.
Assess the need to further
reduce the Solvency Il capital
charges on equity investments
held for the long term.

Wider use of Launch an EU-wide auto- Creating a European long- Encourage retail investors
longer-term enrolment Long-Term Savings term savings product based  through the offer of second
savings and Product in order to stimulate on adecentralised "label" pillar pension schemes, based
investment retail investments, leveraging tax approach allowing Member on successful examples

products, incentives from Member States

States to create national

in Netherlands, Sweden,

incl. pension and enhancing the Pan-European products under this label Denmark.

schemes Personal Pension Product.

Develop
attractive
investment/
savings
products for
retall investors

based on certain criteria,
including a long-term
horizon, at least 80%
allocation to European
assets, a role for employers
(e.g. auto-enrolment and
co-investment) and an
attractive tax regime.

Table 1. Comparison of the Letta, Noyer and Draghi report recommendations on CMU with the Eurogroup priorities.

Sources: Table from Occasional Paper Series, Capital markets union: a deep dive, Five measures to foster a single market for capita by
Alexia-Styliani Arampatzi, Rebecca Christie, Johanne Evrard, Laura Parisi, Clément Rouveyrol, Fons van Overbeek
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dynamics - require substantial invest-
ment. Under this same logic, and with a
strong focus on defence, the Draghi report
also comments that an additional €750-
800 billion per year by 2030 is needed.
Europe has €10 trillion accumulated in
savings'® held in low yield bank deposits.
Meanwhile, SMEs and innovative compa-
nies cannot rely solely on traditional bank
financing. Therefore, supporting new
strategies for productivity investment must
be a major objective for the next few years.
This is one of the reasons why the Sav-
ings and Investment Union strategy was
launched in March of 2025. It pledges to
support new money allocation in sectors
such as climate transition, innovation and
defence. By doing so, this new mechanism
will provide options for European citizen to
have access to higher returns and prepare
for their future, following a “European blue-
print for savings and investments accounts
or products for retail investors based on
existing national best practices, including
recommendations to Member States on
the tax treatment for such investment ac-
counts”

The Savings and Investments Union serves
as a key enabler in building a funding eco-
system that supports investments aligned
with the EU’s strategic priorities.

A significant portion of these investment
requirements pertains to SMEs and inno-
vative companies that cannot rely solely
on traditional bank financing. By fostering
integrated capital markets alongside a
unified banking system, the Savings and

Investments Union will play a crucial role in
efficiently channelling savings into produc-
tive investments, strengthening Europe’s
financial resilience.

B o

Private Savings and Business
savings Investments sector
Union

Figure 16. The Savings and Investments
Union Factsheet. ESNA.

How does the Savings and
Investments Union differ from
previous CMU Action Plans?

The Savings and Investments Union (SIU)
builds upon past CMU initiatives and com-
plements Banking Union efforts by taking a
system-wide, integrated approach. Unlike
earlier plans, the SIU explicitly links capital
markets and banking to accelerate invest-
ment, support EU strategic priorities, and
strengthen open strategic autonomy.

Key distinctions:

Whole-system focus: Combines capital
markets and banking to deepen market li-
quidity and channel savings more effectively.

Citizen-centred: Prioritises retail in-
vestor participation to enhance individual
financial resilience across life events.

National alignment: Calls for coordi-
nated action between the EU and Member
States, with shared responsibility for
implementation.

Strategic impact: Anchored in broader
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goals - green and digital transitions,
innovation - and long-term EU competi-
tiveness.

The SIU marks a shift from market integra-
tion alone to a more inclusive, policy-driven
financial strategy.

The hidden structural
barrier to investment and
innovation

After the constant focus on providing new
investment to cutting-edge technologies,
such as deep tech, and critical industries
for Europe, e.g. defence, increased R&D
spending, improvement of capital markets,
and mitigation of market fragmentation
must be addressed.

In the publication “Europe, Tech and War”
arelevant pointis introduced regarding the
real cost (compared to the United States)
that comes with restructuring and how this
factor may be much more relevant when it
comes to investment decision-making.

To support and verify this argument, the
Employment Protection Legislation (EPL)
is a primaty factor of Europe’s relative
underperformance in high-tech, high-risk
innovation - particularly at the frontier of
artificial intelligence, software, and semi-
conductors.

The impact of labour regulations on the
European Venture Capital sphere has also
been mentioned by Bozkaya & Kerr, 2014,
confirming that strict labour regulations,
combined with high labour volatility gener-
ated by radical innovation, hinder venture

l. Setting the Scene

capital investment. Employment protec-
tion in Europe and venture capital investors
may be particularly impacted by this, given
the sectors in which they operate, and the
dynamic business models of startups and
scaleups.

Adding to this point, contrary to wide-
spread narratives, many macroeconomic
barriers typically mentioned - such as the
lack of a pan-European capital market
or entrepreneurial culture - are either
overstated or less relevant in the context
of radical innovation. This can be directly
related to the “profitability of high-risk
tech companies, associated with high
rates of failure, is very dependent on the
cost of restructuring, which itself is driven
by employment protection legislation”">.
Moreover, tech innovation increasingly
occurs in sectors where traditional barriers
- such as transport costs, customs duties,
or even domestic market size - are largely
irrelevant. Cloud services, Al infrastruc-
tures, and Saa$S solutions operate globally
from day one.

Additionally, while the EU may regulate
“ex ante” with a preference for caution,
the United States frequently compensates
with strong legal enforcement “ex post”.
Yet, these differences are pale in compari-
son to the structural impact of employment
protection and are a potential additional
reason for higher concerns for any new
tech and innovation investment.

In short, restructuring costs are approxi-
mately ten times higher in Western Europe
than in the United States, which may

significantly influence capital allocation
decisions’®. Investors in high-risk tech
sectors, which is the case for the startup
and scaleup ecosystem, rely on their ability
to scale rapidly or reallocate resources. If
the cost of failure is too high, the expected
returns on large bets diminish - thereby
reducing incentives to invest in European
tech firms, as per Coste’s view.

How is this topic related to this Volume?
Cost structure affects not only large
corporations but also distorts the venture
capital model itself, which depends on a
few outliers’ successes to justify a broad
portfolio of high-risk investments. If scal-
ing becomes inefficient or failure is too ex-
pensive, investors will favour geographies
where agility and capital efficiency are
better aligned with innovation dynamics.
Therefore, employment protection re-
gimes, while crucial for Europe’s social
model, must be critically assessed for their
impact on innovation and growth-stage
investment. Without any reform or creative
mitigation strategies, EPL may continue to
drive the innovation gap between Europe,
the United States, and China - despite
Europe’s world-class talent, research in-
frastructure, and entrepreneurial ambition.
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Main takeaways:

1. Europe’s fragmented
market still hinders growth

» Despite progress, market and financial
fragmentation across 27 legal systems
remains a major barrier to startup
scalability.

 This fragmentation is a key reason
behind the push for a Capital Market
Union, aiming to unify and ease
investment across EU borders.

2. Framing the past 20
years through an investor’s
view

+ Since the 2008 financial crisis, Europe
has increased private sector involvement
and enhanced regulatory flexibility for
startups.

 Success stories such as Bending
Spoons, N26, Revolut and Skype show
Europe’s potential despite structural
hurdles.

+ However, Europe started its venture
capital journey 30 years later than the US,
leading to chronic undercapitalisation.

3. The investment gap:
same efficiency, less
capital

* European startups are just as
efficient as their US counterparts in
creating unicorns, however:

o Early-stage (0—15M USD): US startups

raise 50% more.

> Breakout stage (15-100M): significant

discrepancy.

o Growth stage (>100M): US startups

raise 567% more.
* Europe has more startups (2014-
2023), however with a lower survival
rate due to limited capital inflow.

4. Startups receive only 5%
of EU innovation funding

» Out of €225 billion in EU innovation
funding, just 5% reaches startups.

* This is disproportionate given their high
return on investment.

* There is a clear need to redirect or
increase capital toward early-stage
innovation.

5. Key policy
recommendations for
strengthening the ecosystem

 Select high-impact solutions aligned
with EU strategies.

* Expand regional capital flow through
funds-of-funds and tax incentives.

* Remove legal constraints that limit
pension and insurance funds from
investing in venture capital.

« Shift from a fragmented finance-first
model to a unified, startup-friendly Single
Market.

6. Industrial legacy vs
startup potential

« Europe’s innovation roots lie in industrial
collaboration (e.g., Airbus).

 But startup-driven innovation needs risk
capital, agility, and cross-border financing,

not just legacy consortia.

 Lessons from US defence-funded R&D
(e.g., GPS) are influencing Europe’s recent
startup support logic.

7. Risk aversion and
cultural challenges

* Cultural aversion to risk, shown in
Hofstede’s uncertainty avoidance index,
limits startup momentum in many EU
countries (e.g., Belgium 94, France 86).

* Leaders are often risk-averse due

to traditional career paths focused on
security and incremental gains.

* Encouraging a risk mindset is key to
unlocking Europe’s startup potential.

8. Europe Is becoming a
unicorn factory

» Europe now produces unicorns at the
same rate as the US.

* The challenge lies not in innovation or
talent, rather than in the insufficient capital
to scale.

* From 2020 to 2024, European VC-
backed startups have significantly grown
their share of global enterprise value.

9. Europe’s Strengths and
Hidden Potential

* Europe leads in startup creation.
» Despite systemic gaps, early-stage
activity is vibrant, and the region is

showing steady progress in value creation.

* The key barrier is capital allocation
and risk-taking rather than capability or
ambition.

10. Structural barriers
beyond capital markets

* Restructuring costs, driven by strict
employment protection laws, are a major
hidden barrier in Europe.

* This discourages investment in risky
innovation and reduces startup agility as
cost of failure rises.

* These barriers distort the European
venture capital model.

11. Policy alignment and
systemic action

 Key reports urge harmonised EU rules,
safe assets, and stronger public-private
investment frameworks.

» Supportive pension regulations and
targeted tax incentives are needed to
boost venture capital.

* Tools such as convertible loans may
help startups grow and attract institutional
investors.

12. Strategic investment
barriers and proposed
actions

* Five systemic barriers are identified: risk
capital, institutional access, VC scaling,
early-stage funding, and public-private
leverage.

* Three concrete actions address these
barriers: 1) Pension & insurance funds to
unlock institutional VC, 2) Tax incentives
for business angels to boost early-stage
risk capital, 3) Public funding tailored to
startups’ needs.




Il. Mapping Europe:

EU Policy & Guidelines on investment

State of play of the EU
policy landscape: Political
Guidelines, EU Mission
Letters under Investment

Letta Report

“Much More than
a Market”

Appointment of
Commissioner for
Startups and Scaleups

Ekaterina Zaharieva
(Bulgaria) was approved by
the European Parliament as
the EU’s first Commissioner
for Startups, Research, and
Innovation

To understand the major activities that
support our ambition, a general timeline of
main events regarding the Europe Startup
and Scaleup Strategy may be found below:

Ursula von der Leyen’s
Political Guidelines

17/04

2024 “Europe’s Choice: Political
Guidelines for the
Next European
Commission
2024- 2029”

18/07

2024 m

%%/349 Draghi Report
“Report on the
Future
of European
Competitiveness”

05/11

2024
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Launch of the ESNA
Compendium

5 building blocks: ~ [=]&)n /A
Red Tape, In-

vestment, Talent,
Entrepreneurial

Culture and IP

Tech Transfer i
01/12 . L . ,
2024 Stéphane Séjourné, Valdis

EU Competitiveness

Establishment of the
Project Group on Startups
and Scaleups

Project Commissioners:
Ekaterina Zaharieva,
Henna Virkkunen, Maria
Luis Albuquerque,
Michael McGrath,

Dombrovskis 2024- 2029

Compass m
An EU Compass to regain 29/01
competitiveness 2025
and secure =
sustainable e Release of the Startup &
, Scaleup Strategy
prosperity
The Startup and Scaleup
[ 3] May Strategy is to be presented
= 2025 by the EU Commission in Q2
2025

1. Political guidelines

President Ursula von der Leyen’s over-
arching guidelines set the tone for the
European Commission’s strategic goals.
Published in July 2024 these guidelines

define six broad objectives to prepare the
EU for the next five years and beyond.

Six key goals underpin the Commission’s
approach to fostering prosperity and com-
petitiveness:

~
Key Political guidelines ESNA Volumes
A.1. Make business easier and deepen the Single Market
A.2. Build a Clean Industrial Deal to decarbonise and bring Red Tape
down energy prices

L J

1l. Mapping Europe: EU Policy & Guidelines on investment

Key Political guidelines

A.3. Put research and innovation at the heart of the economy

ESNA Volumes

IP Tech Tranfer

Key Political guidelines

(Y (. .)

A.4. Boost productivity through digital tech diffusion Entrepreneurial Culture

ESNA Volumes

-/

Key Political guidelines

A.5. Invest in sustainable competitiveness

ESNA Volumes

Investment

Key Political guidelines

A.6. Tackle the skills and labour gap

ESNA Volumes

Talent

All these goals are — directly or indirectly —
related to innovative companies. Startups
are mentioned three times in the 31-page
document, indicating that the EC does
not leave them behind during this new
mandate. A new EU Startup and Scaleup
Strategy is indeed in the pipeline, going
beyond the traditional outlook on SMEs.
While there is not yet a European-wide
definition of startups,’” the ecosystem’s
consensus goes for a young, innovation
and/or research-intensive company with
250 or so employees.

The EU Startup and Scaleup Strategy will
become a common thread connecting the
missions mentioned above, ensuring that
research, innovation, skills development,
access to finance, and industrial strategy
all contribute to the same goal: to make
the EU a global leader in the startup
ecosystem.
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2. EU Missions Letters*

Missions National/ EU level | Legislation type
1. Digital Networks Act

2. European Data Union Strategy (simplified
legal framework)

3. Horizontal single market strategy

4. SME passport

5. Single Digital Gateway EU level Legislative Act: Regulation (EU) 2018/1724
6. Facilitate labour mobility

7. Review regulatory framework to help
startup financing

Ongoing reviews (specific legislative
outcomes pending)

Under exploration by the European Central
Bank; legislative framework in development

National level

8. Digital Euro EU level

9. SME and competitiveness check "one in,
one out"

10. 28" regime

Missions National/ EU level | Legislation type
11. European Green Deal

- Clean Industrial Deal

- Industrial Decarbonisation Accelarator Act

/ Net Zero Industry Act

- Circular economy

Missions National/ EU level | Legislation type

12. EU Cloud and Al Development Act

13. Have capital markets that invest in National/  Strategic goal (supported by various
Innovation EU level legislative measures)

14. Intellectual property policy

15. European Research Area Act - "fifth
freedom"

16. Strategy European Research Infrastruc-
ture

17. Strengthen Universities Alliances
18. European Innovation Act
19. Advanced Materials Act

Legislation type
20. Europe’s 2030 Digital Decade

21. European Digital Rulebook

22. Impact of digitalisation in the world of
work

Note: Mission Letters related to Investment, highlited in grey.

1l. Mapping Europe: EU Policy & Guidelines on investment

Missions | National/EUlevel | Legislationtype

23. Defence industrial competitiveness

National level

Supported by various policies and

programmes

24. New Industrial Strategy EU level Strgteg_lc initiative (encompasses various
legislative measures)

25. European Competitiveness Fund EU level Proposed initiative (legislative framework to

26. Invest EU programme

28. New approach to competition policy National/ EU level

29. SMEs and small midcaps killer
acquisitions

30. Increase availability of venture and
other risk capital

31. Enhance EIF to finance high-potential

- ; EU level .
and fast growing EU companies various programmes)
Missions National/ EU level | Legislation type

32. Quality Jobs Roadmap / Union of Skills /
Pact for Skills

33. Talent Pool
34. STEM Education Strategic Plan

National level

be defined)

National/ EU level Legislative Act: Regulation (EU) 2021/523
27. Critical raw materials act EU level

Proposed legislation (details pending)
Policy initiative (implemented through
various guidelines)

Addressed through amendments to
competition regulations

National/ EU level Supported by various legislative measures

Policy initiative (implemented through

Figure 19. EU Missions and theirimpact at National and EU level. ESNA analysis.

3. The EU Competitiveness
Compass under an
investment lens

The Commission presented the Competi-
tiveness Compass in January of this year,
aroadmap to support and restore Europe’s
dynamism and boost economic growth. It
follows an analysis of Draghi’s report, as it
acknowledges three imperatives that were
mentioned in this report as essential to
reach competitiveness:

Closing the innovation gap
The EU must reignite its innovation en-

gine - to do so, startups and scaleups are
fundamental. As indicated in the EU Com-

1. Closing the innovation gap

2. Increasing security
and reducing excessive
dependencies

3. A joint strategy for
decarbonisation and
competitiveness

petitiveness Compass; to create a habitat
for young innovative startups, promote in-
dustrial leadership in high-growth sectors
via deep technologies as well as the dif-
fusion of technologies across established

4
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companies and SMEs, we need to take the
following topics into consideration:

1. Al Gigafactories

2. Apply Al

3. Advanced materials, quantum, biotech,
robotics and space technologies

4. EU Startup and Scaleup Strategy

to address the obstacles that are
preventing new companies from
emerging and scaling up

The 28th legal regime will simplify "appli-
cable rules, including relevant aspects of
corporate law, insolvency, labour and tax
law, and reduce the costs of failure. This
will make it possible for innovative compa-
nies to benefit from one single set of rules
wherever they invest and operate in the
Single Market"."®

18

Competi-

tiveness
Coordina- Better

tion Tool coordination
of policies at EU
and national
level

Volume
Red
Tape

Volume
Invest-

ment Competi-

tiveness
Fund

Promot-
ing skills
and quality

Volume j
Talent jObS

Financing
competiti-
veness Investments

Figure 20. Lowering barriers.

Competi-
tiveness
Compass Lowering

European Savings and
Investment Union

The EU needs a more effective capital mar-
ket to better channel savings into invest-
ments. To address this, the Commission
will introduce a European Savings and In-
vestments Union, designed to develop in-
novative savings and investment products,
encourage risk capital, and facilitate the
smooth movement of investments across
Member States. A revamped EU budget
will simplify access to EU funding, aligning
it with the Union’s strategic priorities.'

Volume
Red
Tape

Horizontal
Single Market
Strategy

barriers to
the Single Volume
Market Red

Tape

European
Savings and

Union
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Competitiveness Fund

In the upcoming Multiannual Financial

~€120 ~€50
billion/year billion/year

from Nation's contributions

0.7% of EU’s GDP
70% of EU’s core EU
budget and others

from own resources
including customs duties,
VAT-based contributions,

instruments with similar goals, offering tar-
Framework, a Competitiveness Fund geted financial support for initiatives under

will consolidate various existing financial the Competitiveness Coordination Tool.

€115B/year

Borrowing from financial
markets NextGeneration

(AAA-rated and typically
heavily oversubscribed)

European Commission

33 Directorate Generals

~€170 Core EU budget
billion/year ~1% of EU27 GDP

¥
EIB & EIF

Two independent entities

that work closely alongside
the EU and support in
various programmes

EU bonds, launched in 2020 )

Recovery and Resilience Facility (RRF)

~30%

Cohesion and Regional Development

Reduces disparities and promotes balanced growth
across EU regions.

~30%

Common Agricultural Policy (CAP)

Supports farmers and sustainable agriculture to
ensure food security.

~10%

Innovation Horizon Europe ~5% Rest: InvestEU,
Digital Europe, and European Space Programme

~10%

Green Transition & Climate

~8%

Other (e.g., Erasmus +, Security)

~6%

Foreign Policy

AN N

~6%

Administrative Expenses

—rf et et \—
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27 EU Member States
Typically +50% of individual states’ GDP is government, of which +1% allocated to EU budget

European Investment Bank (EIB)

Independent institution

~€250 billion capital from EU Member States

(of which 10% paid in, the remainder callable)

+ €435B bonds outstanding large-scale funding for
infrastructure, green projects, and innovation through
loans

AAA rating
Capital increases are rare

European Investment Fund (EIF)

60% owned by EIB, 27% by EU

10% by public & private institutions incl KfW, Bpifrance,
CDP

Specialist arm of EIB focuses on SMEs, enhancing their
access to finance

SMEs and Venture Capital

EIF plays a significant role in implementing EU financial
instruments under programmes like InvestEU

Investments in (Venture) debt and
VC funds Co-investments

In 2023, committed €5.6B equity
€2.8Bto 78 VC funds. commitments in ‘23
To date, committed

€22B

European public funding
and special framework from
EU to national level

General public funding

To understand the dynamic of money flow
and it public relevance, it is important to
highlight not only the amount of public
investment that goes to innovation, but the
system that allows it to be delivered at a
local level.

When it comes to the general public
funding set to support innovation, the
EU’s budget, managed by the European
Commission, is financed through contri-

European Commission (EC)

Organised in Directorate-Generals (DGs)

DGs = Equivalent to Ministries at the EU level
Composed of 33 Directorate Generals
Commissioner = political appointee

Some key DGs for innovation are DG Research and

Innovation (DG RTD) and DG CONNECT but many
others involved too

InvestEU EU Chips Act

€26.2B (EU guarantee) €43B semiconductor
to mobilise over €370B financing programme
in investments in with €3.3B direct EC
strategic projects (clean funding

tech, green energy,

digital infrastructure)

Loans, guarantees,

equity investments

EU “core” Budget

+1% of EU GDP
7-year Multiannual Financial Framework (MFF)
~€170 billion annually, ~€1.2 trillion for 2021-2027

Funds the EU’s policies and activities
Draghi report mentions downside of long-cycle and
inflexibility to respond to new developments

Mobilise capital in Individual calls for
strategic projects proposal

butions from Member States (€120 billion/
year), own resources (€50 billion/year), and
borrowing from financial markets (€115
billion/year via NextGeneration EU bonds).
The total budget of €170 billion/year is
distributed across various sectors: 30%
for Cohesion & Regional Development,
30% for the Common Agricultural Policy
(CAP), 10% for innovation (Horizon Europe,
InvestEU, Digital Europe, and the Euro-
pean Space Programme), 10% for Green
Transition & Climate, 8% for programmes
such as Erasmus and security, 6% for
foreign policy, and 6% for administrative
expenses. The European Investment Bank
(EIB) and European Investment Fund (EIF)

1l. Mapping Europe: EU Policy & Guidelines on investment

Framework Programmes (FP) 9
= Horizon Europe € 95B
Main EU funding instrument for research and innovation

EU Bonds

Additional borrowing from

financial markets

NextGenerationEU (NGEU) launched in 2020

Created during COVID, to strengthen the focus on green
and digital investment, and allowed the overall budget to
go from €1.2 to €2 trillion

Bonds have AAA rating and are typically heavily
oversubscribed

DGs and agencies EIC

€53B over 2021-2027 €10B over 2021-2027

EIC EIC Fund

Grants to startups and Equity investments to
SMEs startups

€ 6.5B over 2021-2027 € 3.5B over 2021-2027

work alongside the EU to support various
initiatives. This budget structure aims to
ensure balanced regional growth, sustain-
ability, innovation, and economic resilience
across the EU.

In terms of coordination

Coordination of capital flow, the system
is built up with the EU Member States,
with the European Investment Bank (EIB)
and the European Commission being the
main coordinators of the funds supply.
Alongside them, there is the European
Investment Fund (EIF). The funding is used
for a diverse range of projects and pro-

ERC EIT
€16B over 2021-2027 €3B over 2021-2027
(+ funding from private
partners)

Grants to groundbreak- Grants / co-investing

ing research

grammes, such as InvestEU, EUChip Act,
and the Framework Programme (FP) 9, also
known as Horizon Europe, which allocates
a total of €95B to Research & Innovation.
The coordination role of the Horizon
Europe Programme is divided into four dif-
ferent entities: Directorates General (DGs)
and agencies, European Innovation Coun-
cil (EIC), European Research Council (ERC)
and European Institute of Innovation and
Technology (EIT), which are responsible
for allocating those funds in grant, equity
investments and co-investing in innovation
projects.



Total size for 7 years period

Figure 23. total size for 7 years period

Source: “Startups backed by the EU’s Framework
Programmes”, March 2025.

€95 billion

Science

Global Challenges
and Industrial
Competitiveness

Next steps after Horizon Europe
FP10 #°

Mario Draghi acknowledges in his recent
report that clean technologies should be
one of the strategic priority areas of FP10.
It implies:

* A dedicated new competitiveness joint
undertaking for applied and breakthrough
industrial research where the EU can
become a leader for the next generation
technologies. The objective is to attract
adequate resources for the deployment of
first-of-its-kind tech, particularly for large-
scale projects and related infrastructure.

A particular focus on the revamped break-
through innovation programmes which
would notably include:

» Offering various instruments adjusted
to different TRLs (Technology Readiness

20 pisclaimer: Budget not yet confirmed.
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“Double the size of next
Framework Programme”

Support for breakthrough science
and spin-outs

Global Challenges
and Industrial
Competitiveness

Level, which measures at which develop-
ment phase a product is). FP10 should ex-
tend to the phase of deployment to market.
Public R&D spending in the EU is highly
fragmented across Member States, not
consistently directed towards EU-wide
priorities, and often difficult to access.

European Investment
Fund (EIF) and the

InvestEU programme
(2021-2027) leverage
public capital to mobilise portfolios.
private institutional

EIF-backed fund-of-funds
or VC reduce capital
allocation requirements
by offering diversified

\|

Public co-investment and
diversified, professionally
managed funds lower
risk perception and
indirectly ease regulatory

EIF’s presence reassures constraints.

investors. institutional investors,
indirectly improving
regulatory compliance

and minimising capital

charges.

Certain investment structures indirectly
ease regulatory constraints by reducing
perceived risk and optimising capital re-
quirements for institutional investors. Indi-
rect investments through a fund-of-funds
or VC model lower direct risk exposure,
allowing investors to benefit from lower
regulatory capital charges compared to
direct investments. Similarly, public co-in-
vestment and government guarantees
signal reduced risk to regulators, which in
turn lowers capital set-aside requirements,
making venture capital investments more
viable for institutional players.

Additionally, portfolio diversification helps

Main takeaways:

1. Political guidelines set
the strategic direction

» Ursula von der Leyen’s 2024 political
guidelines define six overarching goals
shaping the EU’s next five years, focusing
on prosperity, competitiveness, and
innovation.

Figure 24. Impact descrip-
tion of EIF and InvestEU
programmes. ESNA.

investors comply with regulations such as
Solvency lland IORP II, as a well-diversified
portfolio carries a lower risk. Furthermore,
government endorsement and regulatory
signalling play a crucial role by implicitly
influencing regulatory interpretation over
time. When public institutions actively sup-
port or invest in venture capital, they create
a favourable environment that can lead
to more flexible regulatory approaches,
ultimately encouraging greater institutional
participation in the startup ecosystem.

 Startups are mentioned through a new
EU Startup and Scaleup Strategy is
being developed.

* This strategy aims to connect
innovation, industrial strategy,
research, and finance to position the EU
as a global startup hub.




2. EU Mission Letters
support startup ecosystem

» Multiple EU Commissioners have direct
or indirect mandates related to startups
and scaleups.

* These Mission Letters help align
national and EU-level efforts to advance
innovation and entrepreneurship.

3. The EU Competitiveness
Compass (2025)

* Inspired by Mario Draghi’s report,
the Compass outlines three core
imperatives:
o Close the innovation gap.
> Increase security and reduce
dependencies.
> Align decarbonisation with
competitiveness.
» The EU Startup and Scaleup Strategy
is key to closing the innovation gap,
focusing on:
1. Al initiatives (e.g., Al Gigafactories)
o Deep tech sectors (quantum, robotics,
space, etc.)
* A new 28th legal regime to simplify
cross-border operations for startups.

4. Five horizontal enablers
for competitiveness

¢ Includes the European Savings and
Investments Union to improve capital
flows and risk capital access.

* Introduction of a Competitiveness
Fund to unify funding instruments.

5. Public funding and
financial architecture

* The EU budget (approx. €170B/year)
allocates 10% to innovation through:

1. Horizon Europe, InvestEU, Digital
Europe, etc.
2. Supported by the EIB and EIF.

» Funding is coordinated through various
EU bodies (e.g., DGs, EIC, ERC, EIT).

* Horizon Europe alone provides €95B to
research and innovation.

6. Next Steps - FP10

(Framework Programme 10)

* Mario Draghi recommends FP10
to address the fragmentation and
inaccessibility of EU R&D funding.

7. Role of EIF and InvestEU
in risk reduction

* Fund-of-funds or VC models, public
co-investments, and guarantees help
lower the perceived risk for institutional
investors.

» These mechanisms enable regulatory
flexibility and improve institutional capital
participation.

+ Align with regulatory frameworks

like Solvency Il and IORP Il through
diversification and signalling.

1. Understanding what
Europe needs through
pension funds, tax
incentives and public
funding strategy

Action #1 Pension funds &
insurance funds allocation
to European venture capital

Europe’s pension funds, which
manage an astounding $9 trillion,
represent an untapped resource.
Allocating just 5% of these funds to
venture capital could dramatically
outpace US VC funding. However,
current European policies make it
difficult for pension funds to invest
in venture capital. Reforming these
policies and creating fund-of-funds
structures to channel investment
into multiple VCs could solve the
liquidity issue and provide much
needed capital for European
startups.

lll. Advisory Board’s input: proposals for the new
startup and scaleup strategy

Action #2 Tax incentives to
increase angel and venture
capital Investment (increase
cash-flow)

Support or implement a new policy
strategy to encourage more private
individuals and/or firms (angel in-
vestors and venture capital funds) to
invest in startups and scaleups by
offering them tax benefits/ incentives.

Potential incentives:

* Income tax deductions or credits:
investors can deduct a percentage
of their investment from their taxable
income, reducing their overall tax
liability.

* Capital gains tax exemptions/
reductions: profits made when inves-
tors sell their shares in a startup could
be partially or fully exempt from cap-
ital gains tax, especially if they hold
the investment for a certain period of
time.
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Loss relief: if the startup fails, in-
vestors can offset their losses against
other income, reducing the financial
risk of investing in startups.

Update public
funding strategy for
innovative companies

Ensuring that a greater share of public
funding is directed towards startups,
rather than larger corporations or tra-
ditional enterprises, to fuel innovation
and economic growth.

Rather than providing direct sub-
sidies (which are non-repayable),
public funding could be structured as
convertible loans, a type of debt that
can later be converted into equity.
This approach encourages sustain-
ability, aligns public interest with
business success, and ensures that
funds are reused rather than being
one-time grants.

Public funding would be leveraged
through co-investment models, par-
ticularly in collaboration with angel
investors. This enhances private sec-
tor participation, mitigates risk, and
provides early-stage startups with

both capital and mentorship from

experienced investors.

Europe’s industrial heritage influences its
startup ecosystem. Approximately 80%
of European startups focus on developing
physical technologies, leveraging the re-
gion’s industrial capacity. By contrast, the
United States’ startup ecosystem is pre-
dominantly driven by Software as a Service
(SaaS) and digital solutions. Despite this
difference, European physical tech-based
startups demonstrate higher graduation
rates when EU-backed. Most EU-backed
startups are in the early stages, offering
a significant opportunity to nurture and
scale these?' enterprises further.

It is fundamental to understand the num-
bers. For example, the public fund Horizon
Europe (FP9)??, boasting a €95 billion in
assets under management (AUM), has the
resources to drive transformative change.

However, despite promising results,
significant challenges remain, especially
in attracting venture capital (VC) and
fostering a unified ecosystem for startups
and scaleups. This volume explores the
current conditions in Europe, as well as the
potential policies that could mitigate the
investment constraints.

21
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Key issues in Europe’s
financial fragmentation

To first understand the main scenario that
we are targeting, it is important to highlight
that Europe’s fragmentation is present also
in the banking and finance fields, and that
this has historically challenged the pace at
which some policies or regulations could
be implemented nationally.

National fragmentation in

banking & finance

Cross-border banking integration is
lower today than before the Global
Financial Crisis (GFC).

Private capital remains confined to
national markets, limiting efficient
allocation.
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Pension and insurance

constraints

Most occupational pension schemes
do not operate across borders due to
differences in national social benefits
and labour laws.

Pension funds and insurers have a
strong home-country bias in asset
allocations, reducing diversification.
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Regulatory, legal, and tax

frictions

Complex regulations and tax barriers
hinder cross-border investment and
trading.

Lengthy and complicated procedures
for reclaiming withholding taxes act
as a major deterrent to investing
across EU countries.

Market consolidation is restricted,
preventing deeper capital pools and
more liquid markets.
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Europe has a significant
VC investment gap at every
stage, and the gap grows
the later the stage gets

When it comes to the stages of the startup
journey, they each have a major impact on
the way capital is raised as highlighted in
the image below.

Seed Pre-seed

Later stage Early stage

Exit

Figure 28. Innovation financing ecosystem

I1l. Advisory Board’s input: proposals for the new startup and scaleup strategy

Startup capital
$0-15M rounds

US startups

- $18.6B

European startups

. $13.8B

ESNA actions

Action 2: Tax incentives (early-stage)
- mostly “early stage”

Action 3: Update of public funding
schemes (a,b,c)

A. Increase funding allocation to
startups. - mostly “early stage”

B. Convertible loans as alternatives
to grants - mostly “early stage”

C. Co-investment in angel investors -
mostly “early stage”

2. Deep diving in each
suggested action

Pension funds
& insurance funds
allocation to European
venture capital

“For tech to capture 0.5% of Eu-
rope’s GDP, historic funding levels
would need to have been 2.5x higher
compared to the US.”

Scaleup capital
$100M+ rounds

US startups

$120.8B

European startups

—

ESNA actions

Action 1: Pension and insurance
fund investment — all stages, mostly
late stages (scaleup)

Action 3:
D. Co-investment with VCs- late
stage

“EU scaleup firms have raised, on
average, 50% less capital than their
US counterparts in the last ten years.”

“Investments by US pension funds
account for more than 50% of private
equity and VC.”

“European pension funds commit-
ted €6.5 billion (11%) of new funds
raised by private equity, and only €0.6
billion of the new funds were raised
by VC. These amounts represent
0.4% and 0.02% of the total assets of

pension funds.”
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While some might argue that Europe’s lack
of arobust stock market is a disadvantage,
others maintain that listing European start-
ups on NASDAQ - or other global markets
- does not harm the ecosystem. The focus
should remain on ensuring that the capital
raised flows back to European startups
and scaleups, along with a greater money
allocation to venture capital and other pri-
vate investors that can raise the bar.

The pension reforms that stopped pen-
sions from investing in risk assets is even
seen as a problem at a stock market level.
Indeed, Solvency | and IORPI were imple-
mented in 2002 and 2003. Before that,
Member States regulated pension and
insurance fund investment, discouraging
them from investing as the region may
have needed.

It is worth noting that European pension
funds used to invest in stocks, however
regulations eventually prevented pensions
from investing in European businesses:
“We used to have pension funds that
invested a huge amount of their assets on
driving risk capital into our economy, and
when we did our growth rates were as high
as anyone else in the world, and our capital
market were as vibrant as anywhere in
the world” shared the CEO of the London
Stock Exchange, Julia Hoggert.?®

One of the actions to be elaborated
therefore has to do with encouraging the
establishment of an indirect finance mech-
anism, such as pension funds and other
institutional investors, to become stronger
participants when it comes to inject money

23

into the ecosystem. This can not only in-
crease the amount of money allocated into
startups and scaleups, but also diversify
private capital allocation.

When analysing the past 40 years, there
is a clear correlation between a positive
return for the final employees® and the
allocation of pension fund money into a
more “risky asset” such as venture capital
funds, especially when comparing with
other alternatives such as country loans.

Despite managing trillions in assets
(European pension funds collec-
tively manage around €9 trillion in
assets) European pension funds
allocate only a minuscule amount to

venture capital. Shifting even a small
portion of these assets towards
VC could transform the startup
ecosystem. As of today, these funds
invest only a tiny fraction (0.01% to
0.02%) in venture capital.

In Europe, Pension funds have been
mentioned as a possible solution to in-
crease the amount of money flowing into
innovative companies, especially when
approaching larger rounds of investment.
In this instance, tickets are higher, and
companies that need to continue scaling
require a higher ticket to keep on growing.

24
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When comparing the allocation to do-
mestic and non-domestic equities across
different countries’ pension systems, the
US leads with a balanced and relatively
high allocation to equities (46% domestic,
18% non-domestic), promoting a healthy
investment in both local and global mar-
kets. Countries such as Australia and Can-
ada also maintain high equity exposure,
contributing to their vibrant investment
ecosystems.

Wen analysing the European reality,
particularly Germany, France, and ltaly,
significantly lower equity allocations can
be observed. For example:

+ Germany allocates just 14% to equi-
ties (13% domestic, 1% non-domestic);

* France invests even less, with 7%
allocated to equities;

* The UK demonstrates a relatively
higher allocation (20% domestic, 28%
non-domestic), indicating a more equi-
ty-friendly approach compared to other
European counterparts.

Lastly, and considering potential impli-
cations for innovation, the conservative
investment behaviour of European pen-
sion funds limits the flow of capital into
high-growth sectors such as startups and
technology. Initiatives such as Germany’s
WIN, the Tibi Initiative in France, and the
UK’s Mansion House proposals aim to
encourage pension funds to allocate more
to VC, thereby fostering innovation.

@ Domestic @ ROW (Rest of the World)

USA 36.0 44%

AUS 2.67 24%

HKG 0.18 22%

JPN 3.28 19%

KOR 1.04 14% 32%

59%

46%

65%

39%

46%

51%

[=
SWE §0.74 10% 41%
DNK . 0.79 5% | 24% 29%
o 200 D
NOR 1.72 [ 71%

72%
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A recent study conducted by Lakestar®
displays the differences when investing
$100 in pension funds in various countries,
which indicates significantly different
values across pension plans as seen in the
image below:
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| $100 invested today

Valuein
45 Years

$6,446

« I
*

S A

Figure 31. $100 invested in pension fund today
amounts to significantly different value across
pension plans.

Source: Lakestar.com, January 2023.

Assuming same historical performance observed 2010-
2020 for each fund.

In this case, as an example, in 2023,
European pension funds committed to
allocating €6.5 billion (making up for 11%)
of the amount of new funds raised by
private equity funds and 0.6% of the new
funds raised by venture capital firms. This
amount represents 0.4% and 0.02% of the
total assets at pension funds’ disposal *°.
European pension funds have historically
allocated a minimal portion of their assets
under management (AUM) to venture
capital (VC). In 2022, it was reported that a
mere 0.024% of European pension funds’
AUM were invested in European VC funds.
This figure aligns with the average alloca-
tion over the past five years, indicating a
consistent trend of low engagement in the
VC sector?.

In contrast, US public pension funds have
demonstrated a more substantial commit-
ment to alternative investments, including
venture capital. As of 2023, these funds
allocated approximately 40% of their total
assets to alternative assets, up from 30%
five years earlier. Within this category, pri-
vate equity - which encompasses venture
capital - grew from 9% to nearly 15% of
total assets during the same period?®.

This could help address the liquidity
challenges that currently hamper growth.
First, even in Europe, countries with the
highest level of venture capital investment
by pension funds still display a significant
gap when compared to the United States.
In the US, investments by national pension

27

28

I1l. Advisory Board’s input: proposals for the new startup and scaleup strategy

funds represent more than 50% of the pri-
vate equity and VC investment nationwide.
Furthermore, a study highlighted that
88% of US public pension funds invest a
portion of their portfolios in private equity,
with these investments making up about
14% of their portfolios on a dollar-weighted
basis®.

The graph on the right highlights the distri-
bution of VC funds raised by private funds
(PFs) across the Member States. Three
main groups of countries can be identified
as follows:

1. Leading countries: The Netherlands
leads with 24% of the total VC funds
raised, followed by Sweden at 19%,
France at 16%, Germany at 12%, and
Denmark at 9%. These five countries
dominate the VC landscape in the EU,
with 80% of total EU VC funds raised
by private funds, showcasing strong
investment ecosystems that attract
substantial venture capital.

29

22% Government agencies

17% Family offices and private individuals
14% Corporate investors

7% Fund of funds

6% Insurance companies

6% Banks

5% Pension funds

7% Other

18% Unclassified

Figure 32. EU VC funds raised from IC and PF

Source: “How to tap pension funds as limited partners for
European VC?”, CEPS, ECMI. December 2024.

SE 19%
FR 16%
DE 12%

DK 9%

FI 8%

ES 4%
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BE 0%

HU 0%

CZ 0%

PL 0%

BG 0% Figure 33. Total EUVC

funds raised by PFs

EL 0% Source: “How to tap pension
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RO 0% B ecamber 2024
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Mid-tier performers: countries like
Finland with 8% and Spain with 4%
also contribute, albeit significantly less
than the top five. Ireland, Italy, and the
Baltics States each account for 2% of
the total VC funds, indicating moderate
activity in venture capital fundraising.

Low and zero contributors: several
countries, including Austria, Portugal,
and other Central and Eastern Euro-
pean (CEE) countries, show minimal
contributions, each at 1%. Interestingly,
numerous countries such as Belgium,
Bulgaria, Czechia, Greece, Hungary,
Luxembourg, Poland, and Romania are
marked with 0%, indicating either neg-
ligible or no VC funds raised by pension
funds.

a. Europe’s limited investment in
pension funds — main challenges

As the discrepancies speak for them-
selves, the question remains: why? Con-
sidering the wide gap between the United
States and Europe, how come European
countries do not invest as much as their
counterparts? In order to acknowledge
this factor, it is worth highlighting that over
10 European countries do have pension
funds investing in venture capital.

One of the debates that one usually
encounters falls into whether this action
should become mandatory for pension
funds managers or not; that is, providing
them with a legal structure making such
an investment feasible versus forcing them
to do so. Therefore, regulations such as
the EU Pension Fund Regulation (IORP Il)
should be keeping with the task at hand,

which is to bring more liquidity to the
market, despite the risk that comes with
investing in innovative companies.

In this sense, its implementation may vary;
from building up a type of guaranteed
mechanism for pension funds to invest
in some alternative assets that may be
considered as highly risky in some nations
today, to not giving an advantage to pen-
sion funds over other individual investors.
Following the rhetoric of considering Mem-
ber States and policies on a national basis;
it is essential to bear in mind that pension
systems across Europe are different and
are governed at a national level. They are
therefore set up to provide a legal frame-
work accordingly, so that it is correctly
translated and can reach some consensus
at a national level.

While a series of general guidelines for the
EU regulation to allow pension funds to
invest in alternative assets does exist (by
the OECD?®), it is up to the willingness and
power of each local government to decide
which measure to impose for pension
funds’ investments and for their managers
to follow.

Constraints regarding regulation

EU-level guidelines could be an option
to incentivise future money allocation of
pension or insurance funds into startups
or scaleups directly (even though this may
not be the ideal option depending on the
cases®'). However, providing liquidity to
venture capital firms, LPs or other relevant

I1l. Advisory Board’s input: proposals for the new startup and scaleup strategy

actors of the ecosystem could be a serious
advantage, as they can provide support
when it comes to scouting and setting up
directives for those investments to take
place.

European pension funds have historically
been facing overly cautious regulations
(IORP I, Solvency Il, and national laws) and
have underinvested in VC, thereby missing
significant diversification and growth
benefits enjoyed by their US counterparts.
To remain competitive, pension funds in
Europe should:

Advocate for reduced regulatory
barriers and reassessment of the risk
categorisation of VC under Solvency Il.

Gradually increase VC allocations,
using prudent, diversified fund-of-
funds or VC strategies, mirroring suc-
cessful practices in the US.

Engage with EU policymakers to
recognise the strategic economic and
financial value of higher VC allocations.
This shift can significantly enhance port-
folio performance, provide risk diversifi-
cation, and support European economic
competitiveness and innovation.

Benchmarking proposed
solution

To understand the regulatory frameworks
better and possible constraints faced by
pension and/or insurance funds investing
in venture capital, comparability between
different regulations in Europe versus
the United States may be relevant. The
following table features specific insights
covering both regions.
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Other structural

(unlisted equity)

VC

(risk weighting)

limitations

Existing relevant policies
throughout Europe

Some Member States such as the Nether-
lands and some Scandinavian and Baltic
countries have already progressed on
the topic of pension and insurance funds’
investment in VC, usually following a set

No explicit EU-wide cap, but IORP II’'s
prudent person rule requires “assets not
admitted to trading” be kept at prudent
levels. Many EU States impose quanti-
tative limits on pension VC investments
(e.g. Germany limits unlisted equity to
15%; France allows up to ~30% in unlisted
assets). These caps constrain how much
pension plans can allocate to venture
capital.

IORP Il does not impose capital charges
on assets (pensions have no solvency
capital like insurers). however some
national rules label VC as a higher-risk
investment, effectively limiting its ap-
peal. For example, IORP Il encourages
most assets to be in regulated markets,
implicitly classifying unlisted VC as risk-
ier. Pensions must consider the higher
volatility and illiquidity of VC in their risk
assessments.

IORP Il and national laws impose diversifi-
cation and quality rules that can indirectly
limit VC. For example, a pension fund may
invest at most 5% in a single venture fund
or company, or 10% if part of a group.
Many EU pensions also prefer liquid
assets due to liability constraints. Some
States require that pension investments
in alternatives be via regulated funds
(UCITS/AIFs) rather than direct, adding
complexity. Overall, strict governance
and liquidity requirements under IORP I
make large VC exposures less common.

precisely,

No hard investment caps in Solvency Il (insurers
follow a prudent person principle). However,
under Solvency | (pre-2016) many countries had
strict limits (e.g. insurers in some EU states were
capped ~5-10% in private equity/alternatives).
Solvency Il eliminated fixed quotas, however all
insurers now face the same risk-based regime
(no country-specific % cap on VC).

Treated as high-risk equity under Solvency
I's standard formula. Unlisted equities (which
include VC funds) are categorised as “Type 2”
equity with a base capital charge of 49%. By
contrast, listed equities carry ~39%. This heavy
risk weighting raises the capital cost of VC in-
vestments for insurers, discouraging allocation.
Recent Solvency Il tweaks allow lower charges
for certain long-term or qualifying funds, howev-
er VC generally remains capital-intensive.

Solvency II's “look-through” rule requires
insurers to transparently see underlying fund
holdings. This means an insurer investing in a
VC fund must obtain data on the startups in the
portfolio — a burdensome requirement that can
deter VC fund investments unless managers
provide detailed reporting. Also, insurers must
match assets to liabilities, so the long lock-up of
VC can be a structural hurdle. Before Solvency
Il, some countries had legal lists (e.g. Germany’s
Anlageverordnung) limiting illiquid assets,
however now the main constraints are risk-man-
agement: insurers can only invest in VC if they
can properly monitor and manage those risks.

they are typically perceived today. More
Scandinavian countries and
the Netherlands appear to be reasonably
well-positioned in terms of pension funds’
investments into VC and PE funds: at the
EU level, about 0.4% of pension funds’
assets were invested in PE funds in 2023,
and only 0.02% in VC funds, which is par-

of guidelines that are prudent. Executive
boards of pension funds and insurance
representatives can understand, and
therefore perceive, this kind of investment
in alternative assets as less risky than how

ticularly low
To find out more on best practices,
we recommend reading Chapter IV.
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No regulatory percentage limits on VC or
private equity. ERISA enforces a “prudent
man” fiduciary standard and diversification
duty, but does not set fixed caps by asset
class. Thus, US pension funds are free to
allocate a substantial portion to VC/PE if
deemed prudent (indeed, many large plans
invest 5 - 15% + in private equity/VC).

No special risk classification for VC - invest-
ments are evaluated under overall portfolio
prudence. ERISA fiduciaries just must
understand the risks; VC is considered part
of the equity/alternative allocation. There
is no regulatory capital charge for pension
assets. Thus, VC is not penalised by regu-
lations, apart from the need for fiduciaries
to be comfortable with its risk/ illiquidity
profile.

US pensions operate under a broad
“prudent diversification” framework - no
prescriptive rules on types of assets. There
are few structural barriers to VC: for exam-
ple, ERISA’s plan asset rule can impose
fiduciary status on fund managers if pension
ownership of a fund exceeds 25%, however
this is typically managed by fund structuring
and doesn’t cap investment. Overall, US
pension trustees can freely decide their VC
allocation strategy, provided they document
due diligence and ensure the overall portfo-
lio remains prudent.

No uniform cap on VC investments. State insurance
laws largely use a prudent investor approach (or
defined “basket” limits that are typically broad). US
insurers have no explicit % limit on private equity;
they are constrained only by general diversification
rules and risk-based capital (RBC) requirements.
(The NAIC RBC charge for common equity — public
or private — is ~30%, lower than Solvency II's 49%
charge, making VC somewhat more feasible for US
insurers.)

No specific “VC asset” classification in statutes
— insurers categorise these as equity or other in-
vested assets. U.S. risk-based capital rules do not
penalise “unlisted” equities more than listed (both
about 30% factor). Thus, regulators don’t explicitly
label VC as higher risk beyond normal equity risk.
However, insurers still account for VC’s illiquidity in-
ternally and for credit rating considerations. Over-
all, regulatory treatment is more neutral, making VC
relatively more attractive than under Solvency Il.

US insurance regulators historically set some cate-
gorical limits (e.g. limits on below-investment-grade
bonds or real estate), however today most States
allow a portion of “basket” investments (often
5-10% of the portfolio) for any asset not otherwise
allowed - VC can fall in this basket. Insurers must
also maintain liquidity for claims, which naturally
moderates extreme VC exposure. That said, the
regulatory environment (prudent person norms and
moderate RBC charges) gives US insurers more
flexibility to invest in venture capital compared to
their EU counterparts.

Mapping policy at a national level for the 3

actions”.

Examples of countries that have a legal
framework supporting these new paths to
unlock new investment are well-known.
From the United Kingdom to the United
States, flexibility to invest using pensions,
or in other cases, insurance funding, is a

well-established practice.
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Pension Fund VC Investment Restrictions
Jurisdiction: France

Pensions (new FRPS - Fonds de Retraite) must
ensure that at most 30% of assets can be in instru-
ments not traded on regulated markets. In practice,
this means French pension funds can put up to
~830% in illiquid assets such as VC/PE. Apart from
this 30% cap, they follow general prudent diversifi-
cation. (France thus imposes a relatively generous
but clear limit on VC as a share of the portfolio.)

Jurisdiction: Germany

Occupational pensions regulated as Pensionskass-
en are subject to strict allocation limits: total equity
is capped at 35% of the portfolio, with only 15%
allowed in unlisted equity (which includes VC). There
is also a small 7.5% cap on alternative investment
funds (hedge funds, etc) in some cases. Newer
Pensionsfonds are freer (no hard percentage caps),
however in practice many German pension plans
remain cautious. These limits significantly constrain
German pensions’ VC allocations (often just a few
percent at most).

Insurance Fund VC Investment Restrictions

French insurers are under Solvency Il (no extra na-
tional % limits on asset classes). Prior to Solvency
I, insurers had an “investment category” approach
with limits (for instance, a cap on total equities/
alternatives), however those were replaced by the
EU-wide Solvency Il framework. Today French
insurance companies’ ability to invest in VC is mainly
limited by the standard formula capital charge, not
by a separate French cap.

German insurers likewise face Solvency Il rules
now. Under the prior regime, Germany’s insurance
investment ordinance limited “speculative” assets
(including PE/VC) to around 5% of the portfolio, and
overall equity to 35% — mirroring Pensionskassen
rules. Solvency Il removed these fixed limits, how-
ever German insurers still invest conservatively. In
sum, while legally an insurer could invest more in VC
today, the combination of Solvency Il capital charges
and traditionally conservative governance means
German insurance allocations to VC remain very low.

Jurisdiction: Netherlands (and similar prudent regimes e.g. Denmark, Ireland)

No explicit national cap on venture or private equity -
pensions follow the prudent person principle with no
fixed ceilings. Dutch funds can invest freely in VC as
part of their strategy (allocations are determined by
fund policy; some large Dutch pensions allocate ~5
—10% to private equity). Overall, “no specific ceiling”
allows maximum flexibility for VC investments.

Jurisdiction: Poland

Polish pension funds (OFE) historically have no
allowance for VC - by law they could only invest in
listed securities and government bonds. Private eq-
uity and venture capital were effectively prohibited
for mandatory pensions (even after recent reforms,
Polish occupational funds are extremely limited in
alternative investments). The lack of exposure to
unlisted assets means Polish pension funds have
virtually no VC investments.

Jurisdiction: Spain

Spanish pension funds have a relatively low ceiling
on private asset exposure. Regulations cap unlisted
securities (including private equity/VC) to about
20% of the fund’s assets (2024 Survey of Investment
Regulation of Pension Providers). Within that, strict
per-issuer limits apply (max 2% in any single unlisted
company). These rules sharply limit VC investment —
Spanish pensions tend to invest only a small portion
(often <56%) in venture capital.

Solvency Il applies uniformly - no country-specific
limits. Dutch insurers (like all EU insurers) abide by
Solvency II's risk-based rules (high capital charge
on VC) but have no additional Dutch law capping
VC. Historically, the Netherlands moved early to
prudent-person for insurers as well, so there are no
extra quantitative limits beyond Solvency I

Polish insurance companies are also extremely
restricted in practice. Solvency Il governs them now,
however local regulations and market practice keep
allocations in safe assets. Traditionally, Polish insur-
ers had a “legal list” permitting mainly government
bonds and public equities — venture investments
were not on the list. Today, while Solvency Il tech-
nically allows some flexibility, Polish insurers have
negligible VC holdings, reflecting both past legal
barriers and current risk aversion.

Spain’s insurers fall under Solvency Il with no unique
national limits, but historically had conservative
asset rules. Before EU harmonisation, Spanish insur-
ance law capped equity-type investments (including
VC) and required heavy allocation to fixed income.
Now no explicit percentage cap exists aside from
Solvency Il, however in practice Spanish insurers
allocate minimally to VC. The risk-based regime and
conservative culture result in near-zero VC exposure
in insurance portfolios.
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Jurisdiction: US

No statutory caps on pension investing in VC. US pri-
vate pension plans operate under ERISA’s prudent
fiduciary rules, which do not set any fixed percent-
age limits. As long as the plan’s overall portfolio is
prudent and diversified, substantial allocations to
venture capital are permitted. Public pensions in the
US likewise face few limits; some states had nominal
caps which have been raised over time. Conse-
quently, US pensions have much greater freedom
and many allocate significant shares to PE/VC (the
largest public plans average ~13% in private equity).

More flexible framework. US insurers are regulated
by State laws that emphasise solvency viarisk-based
capital rather than preset investment bans. There is
no across-the-board limit on how much an insurer
can put in venture capital, aside from practical RBC
considerations. The NAIC’s risk-based capital factor
for equities is about 30% for both public and private
stock - considerably lower burden than Solvency II’s
charge. While insurers must manage liquidity and
diversification, they have discretion to make mean-
ingful VC investments. Overall, compared to Europe,
US insurance companies have greater latitude to
invest in VC, though allocations are still modest in
practice (insurers tend to invest a few percent in PE
via limited partnerships).

Table 3. Pension and insurance funds VC investments restrictions. ESNA analysis.

Sources: EU Directives (IORP Il, Solvency Il and OECD reports on pension investment regulations; national regulations (France (2024
Survey of Investment Regulation of Pension Providers), Germany, Spain (2024 Survey of Investment Regulation of Pension Providers),

etc.); US Department of Labor and NAIC guidelines.

Note: These frameworks determine how much pension and insurance funds can commit to venture capital, with European rules

generally imposing more constraints than the US system.

Why European pension
funds should increase
investment in venture
capital

@ )

Superior long-term
performance

Over the last two decades, VC
has consistently generated higher
long-term returns compared to tra-

ditinnal acant placeae FAar avamnla
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Cambridge Associates reports that
VC generated annualised returns of
approximately 18% over a 25-year
period (as of 2023), significantly out-
performing public equities (around
7-10%) and fixed-income assets.

. J

Diversification and
reduced correlation

VC investments generally exhibit a
low correlation with public markets.
Unlike listed equities and bonds, VC
investments are less directly affect-
ed by short-term market volatility,
providing pension funds with val-
uable diversification and reducing
overall portfolio volatility.

Because VC valuations are deter-
mined by long-term business po-
tential rather than short-term market
sentiment, they provide a hedge
against downturns in public equity
markets. In periods when stock mar-
kets decline sharply, well-diversified
VC portfolios often remain resilient,
protecting institutional investors
from steep cyclical downturns.

. J
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Strategic portfolio
diversification
(endowment model)

Endowment model validation

Prominent endowment funds (e.g.,
Harvard, MIT, Yale) allocate sub-
stantial portions (typically 20 — 40%)
to alternatives, especially VC and
private equity. These sophisticated
institutional investors recognise
VC’s role as a strategic hedge and a
high-return-generating asset class.

Resilience and stability

Endowments utilising VC invest-
ments historically have shown more
stable returns during periods of eco-
nomic downturn, precisely because
VC investment returns are largely
uncorrelated with market-driven
asset price fluctuations, protecting
capital through downturns.

J

-
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Risk mitigation through
diversification

Perception vs Reality of risk

While VC is categorised as a “high-
risk” asset under regulatory frame-
works like Solvency I, data from
sophisticated allocators consistently
demonstrates that including a pru-
dent VC allocation can reduce port-
folio volatility through diversification
benefits.

Managed risk through
professional management

Investing via reputable VC funds
(especially diversified funds-of-funds
or multi-stage funds) mitigates indi-
vidual company risk. Pension funds
benefit from professional selection,

monitoring, and risk management
strategies employed by experienced

J

VC managers.

-

~

Enhancing returns
in a low-interest rate
environment

Combatting low-yield
environment

With persistently low vyields on
bonds and public-market equities
facing valuation pressures, pension
funds must seek higher-yielding al-
ternatives. VC provides potential for
substantial capital appreciation and
higher returns, offsetting low yields
and ensuring pension sustainability.

Addressing funding
shortfalls

European pension funds face struc-
tural funding shortfalls exacerbated
by aging demographics. Higher-re-
turn assets like VC become essential
to close this funding gap, ensuring
sustainable and sufficient future
pension payments.

US pension fund
case study

No restrictive caps
(ERISA advantage)

Unlike European counterparts con-
strained by explicit allocation limits
and high-risk classifications, US pen-
sion funds under ERISA regulation
are not subject to specific asset-class
caps. This flexibility has allowed US
pension funds (such as CalPERS,
CalSTRS, and New York State Com-

mon Retirement Fund) to consistently
invest 5 -15% or more into VC, signif-
icantly boosting long-term portfolio
performance.

US results

US public pension funds that allocate
meaningfully to VC consistently re-
port stronger returns, validating the
strategy of allocating to VC as part
of a balanced portfolio, despite its
perceived riskiness.

-

I1l. Advisory Board’s input: proposals for the new startup and scaleup strategy

Alignment with
strategic and ESG
goals

Innovation and ESG alignment

VC investments often focus on
innovative, future-oriented sectors
(e.g., technology, healthcare, sus-
tainability). European pension funds
investing in VC can align portfolios
with ESG criteria and support eco-
nomic transformation, achieving
both financial and non-financial
strategic objectives.

EU and National initiatives

Recent European initiatives (e.g.,
France’s Tibi Initiative, ltaly’s tax
incentives, and other national re-
forms) actively encourage pension
and insurance funds to allocate
more capital into VC to promote
innovation and economic resilience.
Pension funds adopting early can
gain early-mover advantages and
potential preferential access to
high-quality funds.
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Arguments for pension
funds to invest in VC

Higher long-term returns

Historically outperforms public equity
and bonds, crucial for pension funds
needing growth.

Diversification

VC provides exposure to economic
sectors not correlated to public
market fluctuations, thereby reducing
overall portfolio volatility and risk.

Economic hedge

Supports the European ecosystem
of innovative startups, aligning
investments with ESG and societal
impact objectives.

Flexible risk management

Risks managed effectively via profes-
sional VC fund management and due
diligence processes.

Funding sustainability

Higher returns from VC investments
help close funding gaps due to demo-
graphic pressures.

Alignment with ESG goals

Supports innovation and sectors
aligned with sustainability and future
economic growth.

Proven US pension success

US pensions track record validates
strategic VC allocation as beneficial
and prudent.

Tax incentives
for angel investment -
connecting business
angels, corporates and
VCs with the ecosystem

Being able to raise equity finance
makes firms 13 percent more likely
to innovate.

Europe’s shortfall on VC is around
€400 billion — 5x less than US.

Europe generates the same num-
ber of unicorns per money invested
(same rate per output as the US).

Europe must address a €375
billion growth capital funding gap:
European startups are half as likely
to raise growth rounds as their US
counterparts. Europe has 35,000
early-stage startups, more than any
other continent globally, but displays
funding gaps at every single stage.
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Tax incentives play a crucial role in foster-
ing the startup and scaleup ecosystem in
Europe, providing fiscal advantages that
encourage investment in high-growth,
innovation-driven enterprises. By offering
tax reductions, credits, or deferrals, Euro-
pean governments aim to attract venture
capital, promote research & development
(R&D), and support early-stage companies
in scaling their operations. Examples
feature countries such as Ireland, with a
historic support for novel tech companies
thanks to the relocation of tech companies
and their global or international accel-
eration programmes, or Estonia, which
boasts a series of innovative startups and
unicorns - proving that no matter the size
of the nation and its population, they can
become a global relevant player in this
field.

Many European countries have leveraged
corporate tax incentives to build thriving
startup hubs, while France’s R&D tax
credit and the UK’s Enterprise Investment
Scheme (EIS) have stimulated investment
in innovative sectors. However, while these
incentives have proven to be effective
in certain cases, their success depends
on strategic design, ensuring they target
high-impact industries such as deep
tech, green innovation, and export-driven
startups. The effectiveness of tax in-
centives is also influenced by regulatory
harmonisation, cross-border investment
accessibility, and political will, all of which
shape Europe’s ability to compete globally
in fostering a robust entrepreneurial eco-
system.

These measures would be particularly rel-
evant when it comes to positioning Europe

in the global ecosystem. As can be seen in
the image below, R&D spending is much
more significant in the US and quite spread
out between companies in tech, outside
tech, and public R&D. On the contrary,
European companies outside tech are by
far the biggest R&D spenders, followed by
public funding — tech companies making
up just above 10%.

Companies
R&D in tech

Companies R&D
outside tech

Public
Large groups R&D
> $100m R&D

300

168

Europe
us (incl UK and CH)

Figure 34. Enterprise R&D and public support, US vs.
Europe. Billion euros.

Source: “Europe Tech and war”, Coste, Oliver, November 2022.
OECD and European Commission.
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Benchmarking the
proposed solution

One of the best-known examples in Europe
when it comes to tax incentives support
for venture capital and other forms of risk
investment were created after the 1990s*?,
demonstrating an urge to increase money
allocation paired with specific benefits for
the innovation ecosystem. Both of these
cases are from the United Kingdom.

As of today, London continues to act as
a hub of cash-flow and investment when
it comes to venture capital, in addition to
a high number of unicorns and IPOs in
the region. Therefore, highlighting both
the Seed Enterprise Investment Scheme
and the Enterprise Investment Scheme is
relevant.

SEIS and EIS successfully drive risk capital
into early-stage startups, reducing investor
risk while enabling high-growth business.
SEIS is critical for launching startups, while
EIS supports scaling. Despite challenges,
these schemes have been instrumental in
developing the UK’s startup ecosystem,
fostering innovation, job creation and eco-
nomic growth.

33

Impact of SEIS & EIS on
early-stage Startup funding

Overview of SEIS & EIS

|SEIS (Seed Enterprise Investment Scheme):
For startups <3 years old, <25 employees, and
<£350k in assets. Allows up to £250k in funding,
with 50% income tax relief for investors.

EIS (Enterprise Investment Scheme): For compa-
nies <7 years old, <250 employees, and <£15m
in assets. Allows up to £56m per year (£12m total),
with 30% income tax relief.

Both schemes require investors to hold shares for
at least 3 years and target high-growth startups.

Driving risk capital into startups

SEIS/EIS bridge the funding gap by incentivising
angel investors to back high-risk startups.

£30B+ invested in 53,000 startups since incep-
tion.

2/3 of investors would not invest in early-stage
startups without these tax reliefs; nearly 50%
would not invest at all without SEIS/EIS.
SEIS-backed firms grow revenue 23% faster and
create 12% more jobs than non-SEIS firms.

Impact on startup fundraising

4,205 companies raised £1.96B via EIS (2022-23);
1,815 raised £157m via SEIS.

Nearly 75% of EIS-backed firms credit the scheme
for enabling their growth; 50% of EIS firms say
they wouldn’t exist without it.

Many unicorns (Just Eat, Monzo, Revolut) used
SEIS/EIS in early funding rounds.

Challenges & limitations

Startup eligibility constraints: only certain indus-
tries qualify; strict rules on company age, size, and
funding history.

Funding limits: SEIS (£250k cap) often too low
for scaling; EIS (£12m total) insufficient for hy-
per-growth startups.

Compliance burdens: founders must navigate
complex rules, maintain eligibility, and manage
documentation for investors.

Investor downsides:

Illiquidity: 3-year lock-in.

Tax complexity: investors must claim relief man-
ually.

No control: investors cannot own >30% or hold
paid roles in the startup.

Table 4. Impact of SEIS & EIS on early-stage startup
funding. ESNA analysis.
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Why tax incentives will
benefit investors

4 )
Investor benefits &
risk mitigation
Income Tax Relief

50% (SEIS) and 30% (EIS) upfront
tax rebate.

Capital Gains Tax (CGT)
Exemption

No tax on startup exit profits.

Loss relief

Offsets losses against income tax—
worst-case SEIS investor loses only

~27.5% of capital vs. full loss without
the scheme.

Capital gains reinvestment relief
(SEIS only)

50% CGT exemption for reinvesting
gains.

Inheritance Tax Exemption
100% relief if held for 2+ years.

. J

Arguments for tax
incentives connecting
business angels,
corporates and VCs with
the ecosystem

Driving inovation and growth

Studies show that firms with access to
equity finance are 13% more likely to
innovate. Tax incentives that facilitate
access to VC and angel investment
drive higher R&D output, leading to
economic expansion and increased
startup success rates.

Addressing Europe's growth

capital gap

Europe faces a €375 billion funding
shortfall, with startups being half as
likely to raise growth rounds as their
US counterparts. Targeted tax relief
schemes (like SEIS/EIS in the UK)
incentivise risk capital, filling this gap
and fostering a globally competitive
startup ecosystem.

Attracting earty-stage and

scaleup funding

58% of countries implement tax
incentives for business angels. SEIS/
EIS have deployed €30 billion into
53,000 startups. These schemes
enable pre-seed and scale-up financ-
ing, ensuring that startups progress
through funding stages without cap-
ital bottlenecks.

De-risking private investment

SEIS offers 50% income tax relief
and EIS 30% tax relief, significantly
lowering investor risk.

Additional mechanisms such as Cap-
ital Gains Tax (CGT) exemptions, loss
relief, and reinvestment relief further
de-risk startup investments. Without
these, nearly 50% of investors would
not invest at all.

Enhancing market

competitiveness

Europe's VC allocation is five times
lower than the US, yet it generates the
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same number of unicorns per dollar
invested. This demonstrates that start-
ups are capital-efficient, and scaling
tax incentives can significantly boost
their competitiveness.

Sustainability and ESG-

aligned investments

Tax incentives targeting green innova-
tion and deep-tech sectors can help
European firms capitalise on 65%
export growth in low-carbon technol-
ogies. ESG-aligned funds, combined
with fiscal incentives, would further
drive sustainable investment.

Facilitating cross-border

investments

SEIS/EIS funds often enable foreign
investors to participate in early-stage
European startups.

Harmonising tax incentives across
the EU would enhance cross-border
capital mobility, reducing friction
in startup funding across Member
States.

Increasing startup survival

and scalability

SEIS-backed firms grow 23% faster
but have higher failure rates due to
riskier bets. Meanwhile, EIS-backed
firms demonstrate sustainable rev-
enue and job growth, proving that
structured tax incentives at different
stages optimise risk allocation for
investors and startups alike.

Policy lessons from the UK's

SEIS & EIS

* 75% of firms credit these schemes
for enabling their growth.

* Unicorns like Just Eat, Monzo and
Revolut were backed by SEIS/EIS at
early stages.

« Compliance and funding caps re-
main limitations, however the scheme
demonstrates how strategic tax
incentives build a sustainable startup
ecosystem.

Update public
funding strategy for
innovative companies

EU firms are more likely to respond
to targeted policy incentives. The
probability that EU firms will invest in
energy efficiency, cleantech or inno-
vation is 20% higher when support

is targeted.
Only 5% of EU innovation funding
goes to startups directly.

Note: More information on this topic under next
Chapter “Proposed Solutions”. Action 3.

In late 2024 and early 2025, Europe has
been shifting priorities to strategic indus-
tries within the framework of a global con-
text that encourages additional effort in
areas that are relevant to the development
of new technologies and growth in innova-
tion, enabling resources is fundamental to
achieve radical innovation.

Most European investments today fall
mostly into the category of green (around
€400 to €700 billion per year®’) and digital
transition, with some specific areas that
are becoming more strategic as part of
both verticals. Some suggested that public
funding is not enough and that digital and
green transitions (especially the latter),
need the private sector: “relevant, public
investment alone cannot expand on the
scale needed, even combining national
and European efforts”. *°

Europe has put together a system that
directly or indirectly supports the financial
development of many new digital and
green technologies with examples such
as the Multiannual Financial Framework
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Pillar |
Scientific breakthroughs

European Research Council (ERC)
Funding frontier research

€16.1B

Marie Sktodowska-Curie Actions
(MSCA)

Support researcher mobility & training
€6.6B

Research Infrastructures

Developing and integrating world-class
research facilities

€2.4B

€25 billion

(MFF) and the Recovery and Resilience Fa-
cility (RRF), which allocates around €660B
for the period 2021-2027 to, among others,
climate action. This is relevant under the
startup and scaleup lenses, as Europe
is internationally recognised as a hub for
climate and green tech startups.

The EU Digital Decade programme pro-
vides a cohesive framework that outlines
a set of policies enabling both current
and future founders to compete on a level
playing field.

Europe is a major backer of frontier tech-
nologies, and numerous startups and sca-
leups continue to grow and scale thanks to
a series of grants that stem from European
public money. Since the beginning of Hori-
zon Europe (the 9th framework programme
that started in 2021 and is set to end in
2027), a total of €95B in funding has been
divided in three main pillars.

Pillar 1l
Scientific breakthroughs

Supports large collaborative projects
across six thematic areas

Digital/Industry/Space

€15.3B

Climate/Energy/Mobility

€15.1B
Food/Bioeconomy/Agri/Environment
€8.9B

Health

€8.28

Culture/Creativity/Inclusive Society
€2.3B
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Civil Security for Society
€1.6B

Funds EU Missions addressing societal
challenges like cancer, smart cities, and
climate action

Managed by DGs (RTD, CNECT, ENER,
CLIMA))| alongside Joint Research
Centres (JRCs) and Public-Private
Partnerships (PPPs).

The EU publishes "calls" for project
proposals.

Researchers, companies, and
institutions can apply and often do as
consortia.

€53.5 billion

Pillar 1l
Disruptive innovation
& startups
EIC & EIC Fund

€6.5B for grants (Accelerator/ Transition/
Pathfinder)
€3.5B for equity

One-stop-shop approach: Pathfinder,
Accelerator, Transition, Step, EIT Fund

Innovation ecosystem

Strengthens collaboration via ecosystem-
building activities and innovation networks
€0.5B

Why Europe should update
its public strategy for
innovative companies

European Institute of Innovation and
Technology (EIT)

Funds & accelerates key sectors like
climate, health, and digital

€3B

€13.5 billion

Horizontal programme
Widen participation across
Europe

Support less-developed regions in
building research and innovation
capacity

Spreading Excellence

Supporting research and innovation
capacity
€2.9B

R&l system

Promotes collaboration and knowledge
sharing among research institutions

€0.5B

Managed primarily by the European
Commission's DG RTD with support from
agencies like REA and JRC.

€3.4 billion

Figure 35. Horizon Europe programme.

Source: “Startups backed by the EU’s Framework Programmes”,

March 2025.

six times lower than the US, and Eu-
rope’s VC market is five times smaller.
While European startups generate the
same number of unicorns per dollar
invested as the US, the lack of growth
capital severely limits their ability to
scale globally. Without a modernised
innovation strategy, Europe risks
losing its competitive advantage in
emerging technologies such as Al,
quantum computing, and biotech.

More strategic
allocation of public
funds

Currently, only 5% of EU innovation
funding directly benefits startups,
even though they are the most agile
and disruptive drivers of technologi-
cal breakthroughs. Europe needs to
prioritise startup-driven innovation
in its financial frameworks, ensuring
that funds from programmes like
Horizon Europe, the Recovery and
Resilience Facility (RRF), and the
Multiannual Financial Framework
(MFF) actively support the commer-
cialisation of breakthrough technol-
ogies.

The innovation
investment gap:
falling behind global
competitors

Europe is lagging behind the US and
China in terms of both public and
private investment in innovation. The
EU's public funding for innovation is
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Targeted policy
incentives increase
innovation adoption

Research shows that EU firms are
20 percentage points more likely to
invest in cleantech, energy efficiency,
and R&D when incentives are tar-
geted. Countries like the US and UK
have successfully used tax schemes
(e.g., EIS, SEIS) to de-risk investment
in high-tech industries, attracting
billions in private funding. Europe

should modernise its fiscal policies to
create stronger incentives for venture
capitalists, angel investors, and cor-
porate funds to invest in deep tech,
Al, and sustainability-driven startups.

r
Aligning with the
global shift toward
green & digital
innovation

With the European Green Deal
and Digital Strategy, the EU has
positioned itself as a leader in
climate tech and deep-tech-driven
transformation. However, without
stronger financial incentives for
startups, these sectors will struggle
to scale. The green transition alone
requires €400-700 billion per year,
far beyond what public funding
alone can provide. The private sec-
tor must be better integrated into EU
industrial policy, with co-investment
mechanisms and risk-sharing mod-
els designed to attract more private
capital.

G

r
A regulatory
framework that
encourages scale

Europe has historically focused on
risk mitigation in regulation, often at
the expense of scalability and market
growth. The current regulatory envi-
ronment makes it difficult for innova-
tive companies to scale beyond their
national markets, creating fragmen-
tation that hinders EU startups from
competing globally. A more harmo-
nised EU-wide framework (a potential
28th regime) would reduce red tape,
enable cross-border investment, and
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ensure a level playing field for scaling
businesses.

Leveraging Europe’s
strengths: deep-tech
and research hubs

Despite its challenges, Europe pro-
duces some of the world’s leading
deep-tech and research-driven
startups, particularly in biotech, Al,
quantum computing, and space
technology. However, these com-
panies often struggle to attract
late-stage capital, leading to tech-
nology transfer losses to the US and
Asia. Updating Europe’s innovation
strategy should include dedicated
funding instruments for high-risk,
high-reward sectors, as well as
faster commercialisation pathways
for research-backed startups.

Strengthening public-
private partnerships

Successful models like Germany’s
High-Tech Grinderfonds (HTGF)
and France’s BPI France show that
public-private investment funds can
de-risk high-growth startups. Eu-
rope should expand co-investment
schemes, ensuring that govern-
ment-backed funding is matched by
venture capital and institutional in-
vestors. This would mobilise private
capital more efficiently, reducing the
reliance on subsidies and improving
capital recycling.

Arguments for updating of

public funding strategies for
innovative companies

Higher impact through

targeted policy incentives

Studies show that EU firms are 20%
more likely to invest in cleantech,
energy efficiency, and innovation
when financial support is targeted.
This highlights the need for precision
funding mechanisms that align with
strategic industry priorities.

Addressing the startup

funding imbalance

Despite startups driving radical inno-
vation, only 5% of EU innovation fund-
ing goes directly to them. Increasing
this allocation would enhance tech-
nology commercialisation, improve
economic resilience, and create more
globally competitive European firms.

Bridging the private

investment gap

The green and digital transitions
require massive private sector partic-
ipation. Public funds alone (€400-700
billion per year) cannot scale up
the required investment levels. The
EU must mobilise venture capital,
private equity, and corporate funding
alongside government-backed pro-
grammes.

I1l. Advisory Board’s input: proposals for the new startup and scaleup strategy

Horizon Europe’s strong ROI

Leveraging the EU’s financial

frameworks for startups

The Multiannual Financial Framework
(MFF) and the Recovery and Resil-
ience Facility (RRF) allocate €660
billion for climate action between
2021-2027. However, without a
startup-specific mechanism, much
of this capital is locked in large-scale
corporate projects rather than start-
up-driven innovation.

Since 2021, Horizon Europe has
allocated €95 billion, leading to €400
billion in enterprise value from just
€12 billion in startup funding—a 33x
ROI. Expanding startup access to
this programme would maximise Eu-
rope’s economic return on innovation
investments.

Enhancing competitiveness

against global counterparts

Public funding for innovation in Eu-
rope is six times lower than in the US.
Without better startup integration into
EU industrial policy, the region risks
losing its edge in deep tech, climate
tech, Al, and space tech, as empha-
sised by the Draghi Report (2024).

Strengthening the EU Digital
Strategy

The EU Digital Strategy offers a
unified regulatory framework, but
financial backing remains insufficient.
Increasing direct funding to frontier
technologies and high-growth start-
ups would help level the playing field
for European founders competing
with US and Chinese rivals.

Boosting private sector

confidence in risky
investments

Europe needs to encourage business
angels, venture capitalists, and funds
of funds to back early-stage and high-
risk ventures. Government-backed
co-investment schemes, coupled
with tax incentives for strategic
industries, could reduce risk percep-
tion and accelerate funding flow into
critical sectors.
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Main takeaways:

1. Europe needs a strategic
shift in investment to scale
innovation

 Europe’s startup landscape, especially
in deep tech, has strong potential but
lacks sufficient capital to scale.

* Only 5% of EU innovation funding
reaches startups, despite high returns.

* A new strategy must unlock long-term
capital through structural reforms in
pension funds, tax incentives, and
public funding.

2. Three priority actions to
bridge the investment gap

Action #1: Unlock pension and
insurance fund investment in
venture capital

* Pension funds in Europe manage €9
trillion yet allocate only 0.02-0.04% to
VC—far below US counterparts (which
invest ~14%).
» The US benefits from pension funds
contributing over 50% of VC and PE
capital.
¢ Increasing EU pension fund VC
allocations could transform capital
availability, especially for later-stage
rounds.
* Barriers include:
> National-level pension system
governance.
> Regulatory constraints (IORP I,
Solvency ll).
o Conservative investment culture.

* Recommended solutions:
> Incentivise or de-risk VC allocations
(e.g., via guarantees or fund-of-fund or
VC models).
> Encourage national reforms and
best practices (e.g., Netherlands, UK’s
Mansion House reforms, Germany’s
WIN, France’s Tibi).
o Advocate for EU-level guidelines to
support long-term diversification into
high-growth sectors.

Action #2: Expand tax incentives
for business angels, corporates &
VCs

» Tax incentives boost startup
investment and innovation (firms that
raise equity are 13% more likely to
innovate).
* Europe has successful precedents:
o UK’s SEIS/EIS schemes driving
early-stage capital.
o France’s R&D tax credit, Ireland and
Estonia’s startup tax models.
Key benefits:
o Encourages cross-border capital
flow.
o Attracts corporate and angel
investors into the ecosystem.
o Targets deep tech and export-driven
startups.
Needs:
o Strategic targeting of high-impact
sectors.
o Better harmonisation across EU
jurisdictions to reduce complexity for
cross-border investors.

Action #3: Modernise public
funding strategy for innovation

 Current public funding is heavily
focused on green and digital
transitions, but startups only get a
fraction.
* Horizon Europe (2021-2027) has
delivered €400B in enterprise value from
€12B invested—a compelling ROI.
* Priorities:
> Increase startup-specific allocation
within EU instruments.
o Support high-risk, high-reward
sectors like climate tech, Al, biotech,
space.
o Use programmes such as the MFF
and RRF to blend public and private
funding more effectively.
o Calls for a policy update to match
market needs and maintain global
competitiveness.

3. Fragmentation remains
a core challenge

» Europe’s financial system is

fragmented at the regulatory, capital,
and ecosystem levels, slowing policy
implementation.

» Fragmentation extends to banking, VC
activity, and cross-border investments.
* Unified capital market and harmonised
regulatory frameworks are needed to
accelerate funding flows and scale
startups across borders.

4. Summary of key
recommendations

* Increase VC participation of pension
and insurance funds via incentives,
regulation updates, and de-risking
mechanisms.

* Enhance tax incentives to stimulate
private investment, especially in early and
growth stages.

* Update public funding allocation
strategies, prioritising scalable and
high-impact startup innovation.




IV. Mapping policy at a national level for the three

actions

Action #1: Pension
funds and insurance
fund allocation to
European venture
capital

In Europe, pension funds have been
indicated as a potential solution
to increase the money flow to
innovative companies, especially
when approaching larger rounds of
investment. In this instance, tickets
are higher, and companies that need
to continue scaling require a higher
investment.

Europe has almost six times less
funding allocated from pension
funds to startups and scaleups in
comparison with the United States.
Opening the option for pension
funds and/or insurance funds to in-
vest in either venture capital or, even
directly, through equity investment
in startups, could be a game chang-
er for the region.

Key policies carried out
in Europe to support this
action:

European countries are increasingly imple-
menting initiatives to encourage pension
funds to invest in venture capital (VC), aim-
ing to stimulate innovation and economic
growth. Below is an overview of notable
efforts:

Additionally, some other major examples
and practices outside the EU are worth
acknowledging.

The table below details various initiatives
across multiple countries where pension
funds are leveraged to stimulate innovation
and economic growth through investments
in venture capital, small to mid-sized
companies, and startups. In Denmark, the
Danish Growth Capital, via Dansk Veek-
stkapital, channels capital into venture,
small-cap, and mid-cap funds to support
Danish companies, with the aim of creating
up to 20,000 jobs over the next decade.
Germany's Zukunftsfonds focuses on
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[ Sweden ______Mtay | France ___ Estonia___ ]

Policy allowing VC investment

Pension funds (mainly second-pil-
lar mandatory funds) may invest
in VC and startups. A 2014 reform
liberalised pension investing,
removing previous asset class
limits.

Under the Tibi Initiative, institu-
tional investors (including pension
funds and insurers) are encour-
aged to invest in tech through
large-scale pledges. The govern-
ment plays a convening role.

Italy uses tax incentives and reg-
ulatory changes to indirectly en-
courage pension fund investment
in VC. The 2024 Competition Law
ties tax breaks to pension funds'
VC allocations.

Swedish public pension funds
(e.g., AP1-AP4) can invest in VC.
AP6 fund focuses on unlisted
assets, including VC. Historically,
exposure was more limited but
has been increasing.

Restrictions / regulations

Up to 30% of fund assets
can now be allocated to
VC, startups, and local
businesses.

No specific legal mandate,
but strong government co-
ordination and visibility for
institutional participation.

Tax breaks apply only if 5%
of investments go to VC
by 2025, rising to 10% by
2026. There are no outright
prohibitions, but incentives
are conditional.

Since 2013, reforms allow
more  risk-taking  and
diversification in AP funds.
AP6 is exclusively focused
on unlisted assets, while
AP1-AP4 have restrictions
based on liquidity and risk
constraints.

Pension asset allocation to VC

Relatively higher flexibility compared
to other EU countries. Estonia

shows a willingness to modernise its
pension investment rules to support
innovation and local capital markets.

Allocation is growing due to policy
encouragement. Phase 1 raised €5B
(2019-2022), Phase 2 aims for €7B
(2023-). France is seen as one of the
leading EU countries in mobilising
long-term capital for tech and VC.

Currently low, but expected to in-
crease due to strong incentives. The
approach is gradual, relying on fiscal
advantages to nudge pension funds
toward VC investments.

Growing allocation, but still modest
compared to US and UK. Sweden's
model distinguishes between gen-
eral pension funds and a dedicated
fund (AP6), offering a strategic ap-
proach to VC exposure.

Figure 36. Policies snapshot and pension asset allocation to VC. ESNA analysis.

facilitating institutional investments in ven-
ture capital by providing diversification and
risk reduction through public co-invest-
ment, with a target of mobilising €30 billion
by 2030 to support growth-stage tech
startups. In the Netherlands, Invest-NL
works alongside pension and insurance
funds to fund innovation and scaleups,
having invested over €1 billion by January
2025, using pooled investment vehicles
and diversified strategies to manage risk
in compliance with regulations. The United
Kingdom offers several initiatives, includ-
ing the British Business Bank's Growth
Fund and the Local Government Pension
Scheme (LGPS) Investment Pooling, which
support access to startup financing and

regional economic development by pool-
ing pension fund resources. Additionally,
the British Patient Capital (BPC) aims to
mobilise investment into high-growth Brit-
ish companies, having already managed
over £3 billion. In the United States, the
California Public Employees' Retirement
System (CalPERS) manages a portfolio
exceeding $450 billion, with significant
allocations into venture capital funds to
support innovation and economic devel-
opment while ensuring long-term returns
and meeting the retirement needs of public
employees.
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Practice: Danish Growth Capital

Description: The Danish Growth Capital is a partnership between the Danish state and Danish pension
funds to invest in a wide range of funds, which in turn invest in all types of industries. The money is
channelled to Danish companies through Dansk Vckstkapital, which conducts fund-of-funds and
targets venture, small-cap and mid-cap funds. The capital of Dansk Vckstkapital stems from Danish
pension funds, three quarters of which is a loan invested by Vékstfonden. Dansk VCEkstkapital only
makes commercial investments in funds managed by professional, private managers with specialised
knowledge within the types of companies they invest in. Furthermore, investments in funds can only be
made if, in addition to the capital supplied by Dansk V¢kstkapital, they can be supplemented by private
capital. The funds can invest in all types of industries and as such Dansk Vakstkapital can invest in:
— Small & mid cap funds - that is, funds that invest in companies of up to 1,000 employees and with a
turnover of up to DKK 1,250 million.

—Venture funds.

- Funds which offer subordinated loan capital.

There have been three phases - Dansk Vaekstkapital I, Dansk Veekstkapital Il and Dansk Vaekstkapital I11.

(Expected) impact on the startup ecosystem: The investments made by Dansk Vaekstkapital Il are
expected to support companies in creating 15,000 to 20,000 jobs over the next 10 years, driving employ-
ment growth and strengthening industries critical to economic development.

Practice: Zukunftsfonds

Description: Zukunftsfonds aims to mitigate regulatory constraints in investments through profes-
sionally managed funds (fund-of-funds), ensuring diversification, risk management, and thus more
favourable capital treatment under Solvency Il and IORP Il. Additionally, public co-investment provides
additional risk reduction, indirectly supporting institutional compliance. This practice helps institutional
investors by a diversification via fund-of-funds and public backing lowers perceived risk and capital
requirements for institutional investors.

(Expected) impact on the startup ecosystem: Germany's Zukunftsfonds aims to mobilise institutional
investors to invest up to €30 billion by 2030 into VC, supporting growth-stage tech startups

Practice: Invest-NL

Description: Invest-NL invests alongside pension and insurance funds to stimulate innovation, VC, and
scale-up funding. By using pooled investment vehicles and diversified investment strategies, AP Funds
manage risk exposure in line with regulations.

(Expected) impact on the startup ecosystem: Until January 2025, Invest-NL programme reached 135
investments, representing more than I1bn, divided by equity, debt, funds and guarantees.

Practice: Mansion House Reforms - British Business Bank Growth Fund

Description: The Growth Fund within the British Business Bank was created to give pension schemes
access to promising startup investment opportunities.

(Expected) impact on the startup ecosystem: The Growth Fund intends to enable £7 billion in capital
to significantly boost startup financing.

Practice: Local Government Pension Scheme (LGPS)

The Local Government Pension Scheme (LGPS) Investment Pooling initiative consolidates the assets
of individual local authority pension funds in England and Wales into larger, regional investment pools.
Around 30% of public-sector Defined Benefit (DB) assets are invested in the UK, mostly through in-
vestment in UK listed equities, UK Government Bonds and property. This approach allows funds to
make larger, diversified investments, including in high-growth areas such as venture capital, private
equity, and infrastructure. By pooling resources, LGPS funds gain access to opportunities previously
unavailable to smaller, individual funds, enabling them to contribute to regional economic development
while achieving cost efficiencies.
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recent years.

Practice: British Patient Capital (BPC)
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United States

capital funds supporting startups.

The following table highlights how both
the United Kingdom and the United States
leverage pension funds to support startup
ecosystems through targeted investment
policies. The Mansion House Reforms -
British Business Bank Growth Fund and
the Local Government Pension Scheme
(LGPS) Investment Pooling in the UK,
alongside the California Public Employees’
Retirement System (CalPERS) Total Fund
Investment Policy in the US demonstrate
a strategic approach to unlocking capital
for startups. The UK initiatives focus on
consolidating local authorities’ pension
funds and channelling investments into
high-growth areas such as venture capital
and infrastructure, whereas CalPERS
diversifies its vast portfolio by including
venture capital investments to support
technology-driven startups. Both strate-
gies share the common goal of increasing

(Expected) impact on the startup ecosystem: The Local Government Pension Scheme (LGPS) pool-
ing reforms have increased capital access for startups by enabling investments in venture capital and
growth funds, supporting innovation in sectors like technology and clean energy. Pension funds now
represent a significant portion of venture capital funding, with $660 billion allocated to alternatives as of

Established in 2018 as part of the British Business Bank to mobilise institutional investment into
growth-oriented British companies and VC funds. It is structured as a government-backed "patient cap-
ital" vehicle, it reduces risk perception by offering long-term, diversified exposure. Additionally, pension
funds that invest indirectly through BPC see reduced compliance burdens and capital set-asides.

(Expected)impact on the startup ecosystem: The BPC programme already achieved 1,350 innovative
companies in portfolio with more than £3B assets under management (as of 31 March 2024).

Practice: California Public Employees’ Retirement System Total Fund Investment Policy

CalPERS, one of the largest U.S. public pension funds, governs the fund’s strategy for managing its
$450+ billion portfolio. The practice emphasises diversification, including private equity and venture
capital, to optimise returns while balancing risk. By investing in private equity funds, including those
targeting startups, CalPERS supports high-growth companies that drive innovation. These investments
aim to generate superior long-term returns and promote economic development while ensuring sustain-
ability and meeting the retirement needs of California's public employees.

(Expected) impact on the startup ecosystem: CalPERS has contributed to a $785.6 billion allocation
by US. public pension plans to global private capital from 2019 to 2023, including investments in venture

Table 5. Best practices identified for Action 1. ESNA best practices catalogue

liquidity in the startup ecosystem while
maintaining risk management and achiev-
ing long-term financial sustainability. The
significant financial impact—£7 billion from
the Growth Fund, £660 billion in pension
funds under LGPS, and $785.6 billion from
US public pensions—illustrates the poten-
tial of pension funds as a powerful tool for
economic development and innovation.

Action #2: Tax incentives
for angel investment:

- connecting business
angels, corporates and
VCs with the ecosystem

To foster entrepreneurship, inno-
vation, and economic expansion,
targeted tax incentives are essential
in attracting more angel and venture

IV. Mapping policy at a national level for the three actions

. Policy allowing VCinvestment

United Kingdom

United States

UK pension (and insurance)
funds may invest in venture cap-
ital and unlisted startups under
a “prudent person” approach
— there is no statutory prohibi-
tion. The government is actively
encouraging more  pension
investment in VC; for example,
the 2023 “Mansion House Com-
pact” saw major defined-con-
tribution (DC) schemes pledge
~5% of default fund assets into
unlisted equities (including VC)
by 2030 (UK government, reg-
ulators prompt to clear way for
long-term investment funds).

US pension funds (public and
private) have been allowed to
invest in venture capital and
other private equity since the
late 1970s. A key change was a
1978-79 clarification to ERISA
(Employee Retirement Income
Security Act) that embraced the
prudent investor principle — this
opened the door for pension
money to flow into VC funds. As
a result, US pensions became
major limited partners in venture
and buyout funds. Today, they
are among the largest sources
of VC capital.

capital investment. By

reducing

Restrictions / regulations

Investors must apply a "pru-
dent person" approach when
dealing with VC and unlisted
startups.

Limits: there is no explicit
legal cap on pension allo-
cations to VC/PE in the US;
investments are governed by
fiduciary duty and diversifica-
tion standards under ERISA.
Public pension plans set their
own target allocations for
“alternative  assets.” Many
large plans target ~10-15% for
private equity (which includes
venture). Some state laws his-
torically restricted risky assets,
however most have shifted
to prudent-investor rules. In
short, U.S. pensions can invest
in VC as part of their portfolio
mix, subject to prudent risk
management - there is no
blanket restriction.

Table 6. Pension funds analysis. ESNA analysis.

Pension asset allocation to VC

With over £1.1 trillion in pension
assets, the government seeks
to unlock investments to drive
economic growth. Proposals in-
clude merging Local Government
Pension Scheme (LGPS) assets
and consolidating DC schemes
into "megafunds" to manage £500
billion by 2030.

Current allocation: moderate -
venture capital is a subset of US
pension funds’ sizable private eqg-
uity portfolios. On average about
9% of public pension assets are
in PE (Pension Report - American
Investment Council). Within that,
venture capital typically accounts
for a smaller portion (e.g. a few
percent of total assets). For exam-
ple, one study found 85% of US
public pensions hold private eg-
uity (Pension Report - American
Investment Council). Thus, while
not prohibited, US pensions’
direct VC allocations are only a
small single-digit percentage
of assets — albeit far higher than in
Europe.

Key policies carried out
in Europe for effective tax

financial risk, these incentives cre-
ate a more appealing investment
landscape, encouraging funding for
early-stage and high-growth start-
ups. This, in turn, enhances capital
flow within the startup ecosystem,
accelerating business development
and job creation.

incentive schemes:

Tax credits & deductions — advocate for
policies that offer tax credits or deductions
for individuals and institutions investing
in startups, making venture capital more
attractive.

Capital gains tax reductions - support
reduced or deferred capital gains taxes
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for investments held over a defined period,
incentivising long-term commitments to
innovation-driven enterprises.

Loss offsets — encourage policies that
allow investors to offset losses against
taxable income, mitigating the risks as-
sociated with early-stage and high-risk
investments.

Sector-specific incentives - push for
tailored tax benefits in strategic industries
such as technology, green energy, and
social enterprises, fostering investment
in sectors with high economic and social
impact.

Simplification & accessibility — ensure that
tax incentive programmes are clear, easy
to access, and well-promoted, enabling
broader investor participation and reduc-
ing administrative burdens.

By implementing these strategic tax poli-
cies, policymakers can increase liquidity in
capital markets, provide startups with the
funding needed to scale, and create a more
resilient, competitive, and innovation-driv-
en economy. Such an ecosystem can in
turn ensure successful exits for angel in-
vestors, which would lead to a virtuous cir-
cle of new incoming angels. As mentioned
in their joint publication, Business Angels
Europe and Business Angels Deutschland
highlight that these newcomers “always
ask for proven ‘results’.

1. The United Kingdom’s SEIS and
EIS schemes

Tax incentives for venture capital investors

and angel investors are essential in foster-
ing a thriving startup ecosystem, particu-
larly in high-risk, high-growth industries.
Best practices from the UK’s SEIS and EIS
schemes demonstrate how well-structured
tax relief programmes can drive substan-
tial early-stage investment, addressing the
funding gap that often prevents startups
from scaling. These schemes reduce the
perceived risk for investors by offering
income tax relief, capital gains tax exemp-
tions, and loss relief, effectively de-risking
startup investments. As a result, nearly
two-thirds of angel investors in the UK
have credited these programmes for their
willingness to back startups, providing a
critical influx of capital that fuels innovation
and job creation. The evidence suggests
that without such incentives, a significant
portion of high-growth startups would
struggle to secure early funding, stalling
their potential for expansion and economic
contribution.

SEIS/EIS-type of incentives would encour-
age more angel investors, pension funds,
and corporate investors to allocate capital
toward innovative, high-risk startups. Fur-
thermore, incorporating fund-of-funds or
VC structures and targeted tax incentives
for deep tech and sustainability-focused
startups could align with Europe’s invest-
ment landscape with its strategic innova-
tion goals.

IV. Mapping policy at a national level for the three actions
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Relevant initiatives in Europe

Key tax benefits Positive outcomes

Tax incentive scheme: Tax Shelter for Startups

30-45% tax reduction on investments Increased equity financing for
up to €100,000 per year: exemption startups; encouraged private
from withholding tax on dividends for investment.

4 years.

Tax incentive scheme: Madelin Tax Reduction

25% income tax reduction on in- Encouraged individual invest-
vestments up to €50,000 (€100,000 for ment in SMEs: provided signifi-
married couples or civil partnerships): cant tax relief for high-net-worth
wealth tax reduction of 50% of the individuals.

investment amount, which can be

capped depending on the type of young

innovative company.

Tax incentive scheme: INVEST - Grant for Venture Capital

Business angels investing in innovative = The maximum purchasing grant
startups receive a purchasing grant per investor is €100,000. The
worth 15% of the sum invested. Inves- maximum amount eligible for
tors can receive an exit grant if they sell funding that can be invested
their shares. The amount provided is in a single company per year is
equivalent to 25% of the capital gains €3,000,000.

from the sale and thus more or less cov- The shares must be held for a
ers the tax imposed on the profit from  minimum of three years.

the sale.

Tax incentive scheme: Employment and Investment Incentive (Ell)

Up to 40% income tax relief on invest- Supporting SMEs in securing
ments up to €250,000 per year: CGT necessary capital; encouraging
exemption on disposal after 4 years. domestic investment.

Tax incentive scheme: Tax incentive Programme

The exemption is aimed at reducing the If the shares are sold after this
tax burden on profits earned from selling  period, the gains can be exempt
shares in startups after a minimum hold-  from personal income tax.

ing period (typically 3 years).

Tax incentive scheme: Programa Semente (Seed Programme)

25% income tax deduction on invest- Promoted early-stage invest-
ments up to €100,000 per year: CGT ex- ments: strengthened the startup
emption on gains from eligible startups.  ecosystem.

Tax incentive scheme: Spanish Startup Law

Up to 50% income tax deduction for Aims to boost investment in
investments in new or recently created startups; enhancing Spain's at-
companies: (i) deduction base up to tractiveness for entrepreneurs.
€100,000 per year; (i) capital gains

rollover relief if reinvested in another

startup.

Negative outcomes

Complex eligibility crite-
ria for companies.

High minimum holding
period of 5 years may
deter some investors.

Perceived as less attrac-
tive compared to UK's
EIS/SEIS due to lower
relief rates.

Limited awareness
among potential inves-
tors.

Implementation is
recent; long-term
outcomes yet to be fully
assessed.
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relief against income or capital gains.

of shares.

Table 7. Tax incentives in Europe. ESNA analysis.

The following table showcases diverse
national best practices aimed at fostering
startup ecosystems through govern-
ment-led financial initiatives in Italy,
Singapore, Sweden, and Canada. While
each country has tailored its approach
to its economic landscape, all share a
common objective: increasing capital flow
into startups and early-stage enterprises.
Italy’s Decreto Rilancio focuses on tax
incentives to encourage individual invest-
ments in innovative startups, leading to
a significant contribution to the national
venture capital market. Similarly, Singa-
pore's Enterprise Financing Scheme (EFS)
provides structured financial assistance
to enterprises across different growth
stages, helping 10,000 businesses access
funding. Sweden’s Swedish Venture Initia-
tive (SVI) takes a fund-of-funds or VC ap-
proach, leveraging European investment
resources to channel capital into SMEs
and impact startups, with 75% of the funds

Tax incentive scheme: Enterprise Investment Scheme (EIS)

30% income tax relief on investments Encourages substantial angel Potential funding for
up to £1 million per year: (i) Capital investment, fostering a vibrant low-prospect compa-
Gains Tax (CGT) exemption on dispos- startup ecosystem: attracted nies: (i) encourages pre-
al after 3 years; (ii) loss relief against over £32 billion in investments, mature exits for tax-free
supporting the creation of nearly = gains; (ii) funding gap for
400,000 jobs.

later-stage companies.

Tax incentive scheme: Seed Enterprise Investment Scheme (SEIS)

50% income tax relief on investments = Stimulates early-stage invest- Similar concerns as EIS
up to £200,000 per year: (i) CGT exemp- ment;
tion on disposal after 3 years; (ii) loss = startupsin theirinitial phases. funded companies and

supported numerous regarding the quality of

potential for premature
exits.

Tax incentive scheme: Venture Capital Trusts (VCTs)

30% income tax relief on investments Provides a vehicle for indirect High risk due to focus on
up to £200,000 per year: (i) tax-free div- investment in startups; raised early-stage companies;
idends; (i) CGT exemption on disposal over £41 billion since inception. recent low returns and

high fees.

directed toward them. Meanwhile, Can-
ada’s Venture Capital Action Plan (VCAP)
strategically mobilises private-sector
investment by attracting a diverse range
of institutional investors, resulting in over
$1.356 billion in funding. Despite variations
in mechanisms—whether tax incentives,
loan accessibility, or public-private fund
structures—these initiatives illustrate the
effectiveness of targeted national policies
in strengthening startup ecosystems and
venture capital markets worldwide.

IV. Mapping policy at a national level for the three actions

Practice: Venture Capital Action Plan (VCAP)

Description: The Venture Capital Action Plan aims at increase the private-sector investment in early-
stage companies through venture capital funds. The plan attracted both pension funds and institutional
investors.

(Expected) impact on the startup ecosystem: The VCAP has raised $1.356 billion from a diverse set of
investors that included pension funds, high-net-worth individuals, corporations, banks, etc.

Practice: Decreto Rilancio

Description: The Decreto Rilancio introduced a tax incentive offering a 50% personal income tax de-
duction for individuals investing in the share capital of innovative startups.

1) Eligibility requirements: direct or indirect investment eligibility through collective investment vehicles
(OICR). Startups must be registered in the special section of the Companies Register as innovative
startups.

2) Investment limitations: maximum deductible investment is €100,000 per year, with the potential for a
maximum IRPEF saving of €50,000 annually

3) De minimis Regulation: the benefit is limited by EU regulations on de minimus aid, capping total assis-
tance to €200,000 for each startup over a three-year period.

4) Carryforward of Unused Deductions: investment must be held for at least 3 years, with penalties for
early exit.

(Expected) impact on the startup ecosystem: The Decreto Rilancio has enabled 8,000 individuals
to invest per year, with a €200 million total of investments and a €90 million total of deductions, which
translates into 20% of the total Italian Venture Capital market.

Practice: Enterprise Financing Scheme (EFS)

Description: The Enterprise Financing Scheme (EFS) is a comprehensive tool to enable Singapore
enterprises to access financing more readily across all stages of growth.

It covers seven areas to address enterprises’ financing needs: green loans, working capital loans, fixed
asset loans, venture debt loans, trade loans, project loans, as well as Merger & Acquisition loans.

(Expected) impact on the startup ecosystem: The EFS has assisted approximately 10,000 enterprises
in accessing necessary financing.

Practice: Swedish Venture Initiative (SVI)

Description: The Swedish Venture Initiative is among the first first fund-of-funds that EIF has invested
into, combining resources from the European Structural and Investment Funds (ESIF) resources and
from the European Fund for Strategic Investments (EFSI), the heart of the European Commission's
Investment Plan for Europe.

The fund-of-funds, using ESIF resources, supports early stage venture capital fund management teams
with a strong track-record and commitment to invest into SMEs in Sweden. Co-investment from EFSI by
the EIF into the underlying funds encourages private investors to commit additional resources into these
funds. The amount of the fund-of-funds is over SEK 1 billion (approximately €110 million).

(Expected) impact on the startup ecosystem: 75% of the venture capital investment in the whole
country was raised by impact startups.

Table 8. Best practices identified for Action 2. ESNA best practices catalogue.
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Action #3: Update
public funding
strategy for innovative
companies

a) Ensure more funding is
allocated to startup

b) Ensure that more public
funding goes to convertible
loans instead of subsidies

Key policies carried out

Around the globe, not just around Europe,
many nations have implemented targeted
funding programmes to ensure more cap-
ital flows into startups, thereby fostering
innovation and economic growth.

The table below outlines several initia-
tives across different countries aimed at
providing alternatives to public funding.
Denmark's Export and Investment Fund
(EIFO) offers both loan financing and
equity investment to companies ranging
from early-stage startups to more mature
businesses. EIFO’s investments, typically
ranging from DKK 5 to 200 million (ap-
prox. €700,000 to €27 million), focus on
enterprises with a market-ready product
or those nearing market launch, and it has
already supported more than 30 compa-
nies. In the United States, the Silicon Valley
Innovation Programme (SVIP), launched
by the Department of Homeland Security,
connects startups with government agen-
cies to address critical homeland security
challenges. The programme provides up

to $2 million in non-dilutive funding over
24 months to help startups develop proto-
types and transition successful projects to
production. In Israel, the Yozma Fund 2.0
incentivises institutional investments in |s-
raeli venture capital funds, offering match-
ing contributions from the Israel Innovation
Authority and the opportunity for institu-
tions to buy out the government’s stake
at a low interest rate. This programme has
mobilised approximately $155 million in
institutional investments, supporting local
startups. In India, the Startup India Seed
Fund Scheme (SISFS) provides INR 9.45
billion (approx. €100.5 million) in funding
to assist startups at critical stages such as
proof of concept, prototype development,
and market entry. The scheme is expected
to benefit around 3,600 startups, providing
essential financial support for their growth
and commercialisation. Collectively, these
initiatives highlight the role of govern-
ment-backed funding in fostering inno-
vation, supporting startups, and driving
economic growth.

IV. Mapping policy at a national level for the three actions

Practice: Export and Investment Fund (EIFO) - Loan financing and Equity investment

Description: Denmark’s Export and Investment Fund (EIFO) provides a single point of access for all
Danish companies in need of risk-tolerant government financing to unfold their full potential. From
small fast-growing startups to all the well-established small, medium-sized and large companies that
Denmark is full of.

EIFO provides companies with financing for their development plans, either in the form of loans or equity
investments.

In terms of loans, EIFO provides special loans to startups in the very early stage of their development to
the more mature companies planning to invest in operation, development or change of ownership. For
highly scalable, innovative company with global ambitions, equity investments are suggested to get
risk-tolerant capital.

(Expected) impact on the startup ecosystem: Every year, EIFO invests in many new enterprises
across sectors with investments typically ranging from DKK 5 to 200 million. Focus is on enterprises
with a position in a clearly defined market with a market-ready product or where product development
is nearing completion and the product is ready for market launch. It includes already a portfolio of more
than 30 companies.

Practice: Startup India Seed Fund Scheme (SISFS)

Description: Startup India Seed Fund Scheme (SISFS) with an outlay of INR 9.45 billion, provides
financial assistance to startups for Proof of Concept, prototype development, product trials, market
entry, and commercialisation. Funding from angel investors and venture capital firms becomes available
to startups only after the proof of concept has been provided. The Seed Fund will be disbursed to eligible
startups through eligible incubators across India.

(Expected) impact on the startup ecosystem: The Startup India Seed Fund Scheme has enabled
crucial financial assistance to startups in India at various stages of their development, particularly focus-
ing on proof of concept, prototype development, product trials, market entry, and commercialisation.
Approximately 3.600 startups are expected to benefit from SISFS.

Practice: Yozma Fund 2.0

Description: The Yozma Fund 2.0 is anew programme aimed at encouraging investments by institutional
entities in Israeli venture capital funds that support Israeli companies. The fund targets institutional
investors such as insurance companies, pension funds, and provident funds, providing them with a
unique mechanism to enhance returns on their investments in Israeli venture capital funds over the next
20 months.

The Israel Innovation Authority will contribute 30 cents for every dollar of institutional investment in Israeli
venture capital funds as part of the programme. Additionally, it will waive its relative share of returns from
these investments, either fully or partially, with the aim of enhancing returns for the institutions involved.
1) During the first four years from the date of investment in the institutional fund, the institutional entity
can buy out the government’s stake at an annual cumulative interest rate of 1%.

2) After the initial four years, the institutional entity can buy out the government’s stake at an annual
cumulative interest rate of 5% (retroactively from the date of the fund’s initial investment).

3) In the event of a loss-making fund, the Israel Innovation Authority will proportionally share the loss with
the institutional investor based on its investment share.

(Expected) impact on the startup ecosystem: The Yozma Fund 2.0 has moblised insurance compa-
nies, pension funds, and provident funds to invest in Israeli venture capital funds. It has allocated about
$155 million to 18 institutional entities in Israel to support investments in local venture capital funds that
willin turn finance startups.
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Practice: Polish Development Fund

Description: Polish Fundusz Rozwoju S.A. together with its subsidiaries creates a group of financial
and advisory companies for entrepreneurs, local governments and individuals investing in sustainable
social and economic development of Poland. In addition to PFR S.A. acting as the parent company and
strategic center, the PFR Capital Group also includes: PFR Ventures — the largest fund of funds in the
region of Central and Eastern Europe offering repayable financing to innovative companies from the SME
sector through selected financial intermediaries, e.g. VC / PE funds or business angels; The priorities
of the PFR Capital Group are: infrastructure investments, innovations, entrepreneurship development,
export and foreign expansion of Polish enterprises, support for local governments, implementation of
the Employee Capital Plans programme and service of foreign investments.

(Expected) impact on the startup ecosystem: The Polish Development Fund (PFR) has managed
around €1.3 billion, enabling SMEs to scale and expand. This initiative has contributed to a sharp in-
crease in Poland’s venture capital market, with startups raising over €500 million in 2022 alone, reinforc-
ing innovation and entrepreneurship across the region, according to PFR Ventures.

Practice: Startup Voucher

Description: Startup Voucher refers to financial support for startups with projects within the green and
digital areas, amounting to €30,000 per startup (provided it is an incorporated company in Portugal).
Projects must be developed by startups that have (or want to develop) digital, scalable, green business
models, products or services, and in sectors with a higher intensity of technology and knowledge, or that
value the application of R&D results in the production of new goods and services.

(Expected) impact on the startup ecosystem: The Startup Voucher has enabled funding to 228 ap-
proved projects since its creation.

Practice: Silicon Valley Innovation Program

Description: The Silicon Valley Innovation Program (SVIP), launched by the U.S. Department of
Homeland Security (DHS) Science and Technology Directorate, is designed to connect innovative
startups and small businesses with government agencies to address critical homeland security
challenges. By tapping into the expertise and cutting-edge technologies of the startup ecosystem, SVIP
aims to drive forward-thinking solutions that enhance national security. The programme offers U.S. and
international startups up to $2M in non-dilutive funding over 24 months to carry out prototype projects
and possibly transition successful projects to production.

(Expected) impact on the startup ecosystem: The SVIP has enabled solutions to critical homeland
security challenges created by startups.

Table 9. Best practices identified for Action 3 a) and b). ESNA best practices catalogue.

c) Co-investment focused
on angel investment and

co-investment focused on
vC

The following table lists relevant initiatives
related to co-investment. Business Finland
Venture Capital Ltd is a state-owned com-
pany that invests in venture capital funds
managed by private companies, primarily
focusing on early-stage SMEs in Finland.

These companies, typically in their seed
and startup phases, are developing prod-
ucts and business models that have yet to
break into the market. Business Finland’s
involvement has contributed to a 25-30%
increase in venture capital investment over
five years, facilitating access to funding for
high-risk startups. In Sweden, Saminvest,
a government-backed investment compa-
ny, supports the venture capital ecosystem
by investing in venture funds that provide
capital to innovative startups and SMEs,
helping to stimulate growth and innova-

IV. Mapping policy at a national level for the three actions

tion, particularly in high-potential sectors.
Since its creation, Saminvest has enabled
around $400 million in investments in over
200 startups. Meanwhile, Singapore’s
Startup SG Equity scheme fosters private
sector investment into innovative, tech-

Practice: Business Finland Venture Capital Funds

nology-focused startups by co-investing
with qualified third-party investors and
funding selected venture capital firms. This
initiative has supported approximately 400
startups and attracted over 100 investors.

Description: Business Finland Venture Capital Ltd is a state-owned company steered by Business
Finland, the Finnish Funding Agency for Innovation (Tekes, before 2018). The company invests in venture
capital funds managed by privately owned management companies. The target funds make investments
in early-stage SMEs domiciled mainly in Finland. Early-stage companies are companies in their seed
and startup phases. Typically, the products and/or business models of these companies are still in their
early development stages, and they have not made a breakthrough onto the market. Emergence of
new early-stage VC fund managers and funds also helps universities and research institutions to find

financing to their research spin-offs.

(Expected) impact on the startup ecosystem: Business Finland Venture Capital Ltd has increased
access to early-stage funding, having contributed to a 25-30% increase in venture capital investment
within five years, helping high-risk startups in their seed and growth phases.

Practice: Saminvest

Description: Saminvest is a Swedish government-backed investment company established to
strengthen the venture capital ecosystem in Sweden. Its mission is to enhance the availability of capital
for innovative startups and small and medium-sized enterprises (SMEs) by investing in venture capital
funds. This support aims to stimulate growth and innovation in the Swedish economy, particularly in
sectors with high potential for development. It has a total capital allocation of approximately SEK 3.4

billion (around €300 million).

(Expected) impact on the startup ecosystem: The Saminvest has enabled approximately $400 million
in investment in over 200 innovative startups, since its creation.

Practice: Startup SG Equity

Description: The Startup SG Equity scheme aims to stimulate private sector investments into innovative,

Singapore

funds approach.

Singapore-based technology startups with intellectual property and global market potential.

As part of the Startup SG Equity scheme, the government will:

1) co-invest with independent, qualified third-party investors into eligible startups;

2) invest in selected venture capital firms that will in turn invest into eligible startups, through a fund-of-

(Expected) impact on the startup ecosystem: The Startup SG Equity has enabled support to approx-
imately 400 startups and attracted over 100 qualified third-party investor.

Table 10. Best practices identified for Action 3 c). ESNA best practices catalogue.
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Main takeaways:

1. Innovation & deep tech
investments

The EU aims to support Al, quantum,
biotech, robotics, and space technologies
while simplifying regulations to foster
startup growth through a unified "28th
legal regime."

2. Public procurement &
strategic industries

Policy updates will promote European
preferences in procurement for critical
sectors, aiming to boost local innovation
and security.

3. European public funding
system

Public investment, mainly through Horizon
Europe (€95B for R&l), is key to supporting
innovation, alongside coordinated efforts
from the European Investment Bank and
European Investment Fund.

4. Pension & insurance
funds for VC

Policymakers should consider redirecting
pension and insurance funds toward Eu-
ropean venture capital to increase funding
for scaling startups, drawing from UK and
US models.

5. Tax incentives for angel
& VC investment

European countries should adopt best
practices, such as the UK’s SEIS, to in-
crease early-stage investment through tax
credits, capital gains reductions, and loss
offsets.

6. Public funding measures

Proposed reforms include increasing fund-
ing allocation to startups, shifting subsi-
dies to convertible loans, and establishing
co-investment models with angel investors
and venture capitalists.

V. Suggested solutions and KPIs

1. Pension fund and
insurance fund allocation to
European venture capital

Description

European pension funds currently invest
significantly less in VC compared to their
US counterparts. This disparity arises
from regulatory constraints imposed by
European frameworks such as IORP |l and
Solvency Il, as well as national-level caps
on unlisted equities. By adopting targeted
regulatory adjustments and proactive
policy initiatives, the European Union can
enhance access to VC investments, ben-
efiting both pension beneficiaries and the
broader innovation-driven economy.

Recommended regulatory
and policy actions

@ )

Recommendation
Fine-tune regulations

Explanation & rationale

Fine-tune regulations for larger VC
funds and insurers investing in them.

. J

Recommendation
EIF-led funds-of-funds development

Explanation & rationale

Develop EIF-led funds-of-funds to
bring EU institutional investors into
cross-border financings of large
pan-EU VC funds.

~

S

Recommendation

Eliminate or relax caps on unlisted
equities (VC)

Explanation & rationale

Remove or significantly relax ex-
plicit national percentage caps on
pension funds' investments into
unlisted equities, allowing pension
managers greater flexibility to diver-
sify and capture higher returns from
venture capital opportunities. This
mirrors the US ERISA model, which
does not impose fixed asset-class
ceilings.pan-EU VC funds.

~

Recommendation

Risk reduction
a) Reduce risk classification for VC
fund-of-funds investments
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Explanation & rationale

Clearly differentiate fund-of-funds
investments - such as the EIF - from
direct VC investments by catego-
rising them as lower-risk assets. By
doing this, pension funds face lower
regulatory capital or risk penalties, in-
creasing attractiveness and allowing
greater allocations into professionally
managed, diversified VC fund-of-
funds vehicles.

Recommendation

b) Open door for reclassifying Certain
VC fund-of-funds or VC investments

Explanation & rationale

Specifically designate certain struc-
tured investments, such as European
Investment Fund-backed or other
institutionally diversified VC fund-of-
funds, as moderate-risk or prudent
investments rather than high-risk
under EU solvency and pension fund
regulation. Such classification would
reduce capital charges under Sol-
vency Il and make these funds more
accessible and attractive to pension
investors.

justification to invest in higher-return,
innovation-driven assets, aligning
with best practices established by
successful US endowment funds and
large public pensions.

v

~

Recommendation

Establish recommended minimum
allocation into VC funds

Explanation & rationale

Encourage European pension funds
to allocate at least 5% of their long-
term capital into diversified either
smaller funds (which cannot afford
the expensive infrastructure required
to get funding from a pension) and/
or insurance funds, and/or funds-of-
funds. Such a recommendation, while
not mandatory, provides pension
trustees with regulatory comfort and

V. Suggested solutions and KPIs

Table 11. Explanation and rationale of recommended
regulatory for action 1. ESNA analysis.

EU level

Fine-tune regulations for larger
VC funds and insurers investing in
them.

Develop EIF-led funds-of-funds
to bring EU institutional investors
into cross-border financings of
large pan-EU VC funds.

Reduce risk classification for VC
fund-of-funds investments

Clearly differentiate EIF-backed
funds-of-funds from direct VC,
allowing lower regulatory capital
requirements and making them
more attractive to pension funds.

Open door for reclassifying
certain VC fund-of-funds

Designate these investments as
moderate-risk or prudent under
Solvency Il to lower capital charges
and attract pension money.

Establish recommended
minimum allocation into VC funds

Encourage EU pension funds to
allocate at least 5% of long-term
capital into diversified VC fund-of-
funds, providing regulatory comfort
without being mandatory.

National level

Ensure PFls invest on commercial
terms to attract private capital, par-
ticularly from institutional investors
like pension funds and insurers.

Develop private and Pillar Il pen-
sion funds to expand capital pools.

Eliminate or relax caps on unlist-
ed equities (VC)

Remove national limits on pension
fund investments in unlisted equities
to allow higher allocation to VC,
inspired by the US ERISA model.

Expected impact for the
startup ecosystem

Higher long-term returns

Historically, VC has significantly out-
performed traditional public equities
and fixed-income assets.

Enhanced portfolio diversification

VC provides exposure to economic
sectors not correlated to public
market fluctuations, thereby reducing
overall portfolio volatility and risk.

Economic development and

innovation

Supports the European ecosystem of
innovative startups, aligning invest-
ments with ESG and societal impact
objectives.

Greater portfolio resilience

Especially in volatile market environ-
ments

Key Performance Indicators

2. Tax incentives to increase
angel and venture capital
investment (and other
mechanisms for cash-flow)

Description

Support or implement new policy strate-
gies to encourage more private individuals
and/ or firms (angel investors and venture
capital funds) to invest in startups and
scaleups by offering them tax benefits/
incentives.

Potential incentives: three main topics may
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be highlighted: a. Income tax deductions
or credits, which allow investors to deduct
a percentage of their investment from their
taxable income, reducing their overall tax
liability. b. Capital gains tax exemptions/
reductions: profits made when investors
sell their shares in a startup could be
partially or fully exempt from capital gains
tax, especially if they hold the investment
for a certain period. c. Loss relief: if the
startup fails, investors can offset their
losses against other income, reducing the
financial risk of investing in startups.

Recommended regulatory
and policy actions

4 N
Recommendation

Develop and implement tax incen-
tives

Explanation & rationale

Introduce policies similar to the UK’s
SEIS to encourage angel invest-
ment.

\, J

4 N
Recommendation
Streamline access and awareness

Explanation & rationale

Improve the accessibility and pro-
motion of tax incentives to ensure
investors are aware and can take
advantage of them easily.

G y

4 N
Recommendation

Certification process for eligible
startups

V. Suggested solutions and KPIs

Explanation & rationale

Establish a certification mechanism
to ensure funds are directed to start-
ups that meet pre-defined innovation
and scalability criteria.

J

Recommendation

Extend tax incentives to VC fund
investments

Explanation & rationale

Expand eligibility of tax benefits
to include capital invested directly
into VC funds, not just startups,
to strengthen the entire startup
financing ecosystem and attract
institutional and individual investors.

1

J

Recommendation
Introduce compliance mechanisms

Explanation & rationale

Ensure tax incentives are used as
intended through regular audits and
penalties for misuse.

\

N\

S

Table 12. Explanation and rationale of recommended
regulatory for action 2. ESNA analysis.

EU level

(No specific actions listed
at EU level)

National level

Implement preferential tax treat-
ments for equity investments in
startups and VC funds and reduce
regulatory and tax frictions.

Develop and implement tax
incentives

Introduce policies like the UK's SEIS
to encourage angel investment.

Streamline access and awareness

Improve accessibility and promotion
of tax incentives so investors know
about and can benefit from them.

Certification process for eligible
startups

Establish a mechanism to certify
startups that qualify for tax-incentiv-
ised investment based on innovation
and scalability criteria.

Key Performance Indicators

*Disclaimer: our recommendation is to set
a long-term goal. We recommend check-
ing the Table: comparing different tax
break schemes for angel & venture capital
in Europe.

3. Update public funding
strategy for innovative
companies

a) Ensure more funding is
allocated to startups & b) ensure
more public funding is convertible
loans instead of subsidies/grants;

Description

This action aims to ensure more public
funding is directed toward startups and
that a greater proportion of these funds
are deployed as convertible loans instead
of grants. Additionally, it recommends
co-investment models focusing on angel
investment and venture capital to stimulate
private-sector engagement.

Key objectives include:

* Increasing the proportion of public
funding allocated to startups beyond the
current 5%.
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- Shifting from grant-based funding to
loan or equity-based financing to create a
reinvestment cycle, compounding availa-
ble funds over time.

+ Allowing the majority of shareholders to
choose the loan repayment method - either
through a direct cash payment (with low
or zero interest rate) or equity allocation,
ensuring long-term financial sustainability
without distorting cap tables.

 Ensuring clean cap tables, with strict re-
quirements that key team members are full-
time (with a maximum of 5% exceptions).

Recommended regulatory
and policy actions

@ )

Recommendation

Increase allocation of public funds
to startups

Explanation & rationale

Revise current public funding frame-
works to ensure a greater proportion
is invested in startups.

Align funding mechanisms with the
Draghi Report's recommendations
to maximise impact and economic
return.

. J

@ )
Recommendation

Transition from grants to convertible
loans

Explanation & rationale

Ensure startups receive convertible
loans instead of grants, with the
option to convert into a grant if the
company fails (excluding fraudulent
cases).

Enable startups to choose repayment
methods - either a percentage of
revenue/equity or a direct repayment
to the government.

J

~

Recommendation

Establish co-investment funds for
angel investment and VC

Explanation & rationale

Develop a structured co-investment
framework modeled after success-
ful initiatives.

Public-private co-investment
mechanisms should be designed
to attract private capital, reducing
reliance on government funding.

~

Recommendation
Single market integration

Explanation & rationale

Further integrate and deepen the
single market to foster innovation
(long-term goal).

J

Recommendation
Stock market fragmentation

Explanation & rationale

Reduce stock market fragmentation
to align with the CMU agenda.

.

~

J

~

Recommendation

EIF and EIB instruments

V. Suggested solutions and KPIs

~

Explanation & rationale

Expand the capacity and instruments
of the EIF and the EIB to support VC
growth funds. )

a4 )
Recommendation

Streamline funding application
processes

Explanation & rationale

Reduce bureaucratic barriers to
ensure proposals can be submitted
and processed within one month.

Introduce digital platforms to facili-

tate funding applications, tracking,
and reporting.

L J

Table 13. Explanation and rationale of recommended
regulatory for action 3 a) and b). ESNA analysis.

EU level

Further integrate and deepen the
single market to foster innovation
(long-term goal).

Reduce stock market
fragmentation to align with the
CMU agenda.

Expand the capacity and
instruments of the EIF and the
EIB to support VC growth funds.

National level

Enhance the role of national Public
Financial Institutions (PFls) in devel-
oping the VC ecosystem.

Increase allocation of public funds
to startups

Revise national funding frameworks
to boost startup investment and align
with recommendations like the Draghi
Report.

Transition from grants to
convertible loans

Provide startups with convertible
loans instead of grants, with repay-
ment flexibility or grant conversion in
case of failure.

Establish co-investment funds
for angel investment and venture
capital

Develop public-private co-investment
schemes to crowd in private capital,
modelled on successful programs.

Streamline funding application
processes

Digitise and simplify application
procedures to reduce bureaucracy
and improve processing speed and
transparency.

Key Performance Indicators
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c) Co-investment focused on
angel investment and venture
capital

Description

This action proposes the development
of structured co-investment frameworks
between public institutions and private
investors — specifically targeting angel
investors and VC funds.

By reducing reliance on public funds alone,

V. Suggested solutions and KPIs

the approach aims to leverage private cap-
ital to multiply the impact of innovation fi-
nancing, as only 5% of public funding goes
to startups. The co-investment mecha-
nism should include clear eligibility criteria,
risk-sharing provisions, and sector priori-
tisation aligned with strategic innovation
goals (e.g. green and digital transitions).
The objective is to stimulate earlier-stage
investments and close the funding gap for
startups during critical growth phases.

Recommended regulatory
and policy actions

f N
Recommendation

Design and launch public-private
co-investment vehicles

Explanation & rationale

National or EU-level agencies (e.g.
EIF) should partner with private
investors to establish co-investment
funds, ensuring clear governance,
transparent selection criteria, and
appropriate risk-sharing.

Recommendation

Incentivise angel investors and VC
participation

Explanation & rationale

Provide tax incentives or matching
schemes to increase private investor
appetite, especially for early-stage
and high-risk startups.

\ y

7
Recommendation

Create legal frameworks to standard-
ise co-investment practices

Explanation & rationale
Harmonise definitions, legal instru-
ments, and investor rights across the
EU to ensure smooth cross-border
co-investment.
\, J
4 N
Recommendation
Deploy dedicated technical
assistance and capacity-building
programmes
Explanation & rationale
Support angel networks and emerg-
ing fund managers to profession-
alise operations and comply with
co-investment requirements.
\, J
4 N
Recommendation
Monitor outcomes and scale
successful models
Explanation & rationale
Implement  monitoring  systems
to track fund performance and
gradually scaleup initiatives based
on evidence of market impact and
financial return.
G J

Table 14. Explanation and rationale for action 3c)’s
recommended regulation and policy. ESNA analysis.

Key Performance Indicators
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Main takeaways:

1. Increase pension and
insurance fund investment
inVC

European pension and insurance funds
invest significantly less in VC compared
to the US due to regulatory constraints
(IORP I, Solvency Il, and national caps on
unlisted equities). Regulatory reforms can
unlock more capital for startups and drive
innovation.

2. Tax incentives to boost
angel and VC investment

Policies should encourage private invest-
ment in startups through tax benefits such
as income tax deductions, capital gains
tax exemptions, and loss relief. These
incentives reduce investment risks and
improve capital flow into startups.

3. Shift public funding
towards convertible loans

Public funding should prioritise startups
and transition from grants to convertible
loans. This shift enables a reinvestment
cycle, ensuring sustainable funding while
giving startups flexibility in repayment.

4. Structured co-
investment frameworks

Public-private co-investment models
should be expanded. These models
attract private capital, share risks, and
focus on strategic sectors like green and
digital innovation.

Sources

Private equity delivers the strongest returns
for retirees across America — 2024 Public
Pension Study (2024, July)

What is the Enterprise Investment Scheme
(EIS)? (n.d.)

Annual Survey of Investment Regulation of
Pension Funds and Other Pension Providers —
2022 edition. (2022)

Annual Survey of Investment Regulation of
Pension Providers - 2024 edition. (2024)

Nation deal regulations France - 2024 Survey
of Investment Regulation of Pension Providers
(n.d.)

German government to review investment

rules for Pensionskassen. (2024, February 29)

Spain: Sweeping pension reforms fail to get
off the ground. (n.d.)

Want to invest in startups? Your pensions may
already be doing it. (2019, January 23)

UK government, regulators prompt to clear
way for long-term investment funds. (2024,

September 11)

How Much Did Polish Startups Raised In
2024: H2 2024 Deals Breakdown. (2025,
January 31)

INVEST - Venture capital grant. (2024, March)

Tax Incentives for Investment and Innovations.

(2024, August 29)

Semente. (n.d.)

The Portuguese Start-Up environment. (n.d.)

Occasional Paper Series, Capital markets
union: a deep dive, Five measures to foster

a single market for capita by Alexia-Styliani
Arampatzi, Rebecca Christie, Johanne Evrard,
Laura Parisi, Clément Rouveyrol, Fons van
Overbeek. (2025).

Draghi, M. The future of European
competitiveness. Part A and Part B. (2024)
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Leyen, U. Political Guidelines for the next
European Commission 2024-2029. (2024).

DIRECTIVE (EU) 2016/2341 OF THE
EUROPEAN PARLIAMENT AND OF THE
COUNCIL of 14 December 2016 on the
activities and supervision of institutions for
occupational retirement provision (IORPs)
(recast)

DIRECTIVE 2009/138/EC OF THE EUROPEAN
PARLIAMENT AND OF THE COUNCIL of 25
November 2009 on the taking-up and pursuit
of the business of Insurance and Reinsurance

(Solvency ll) (recast)

EU Startup Ecosystem: Driving change past,
present and future How and Why we should
all act together. ESNA. (2024, November).

Accelerating Europe — Part 1 of 3-The
State of European Innovation and Why It
Matters. Innovation Radar Bridge. Created by

Dealroom.co, Dealflow.eu. (2025, January).

Startups backed by the EU’s Framework
Programmes. Innovation Radar Bridge.
Created by Dealroom.co, Dealflow.eu, EU
Startups. Supported by ESNA. (2025, March).

Coste, Oliver. Europe, Tech and War.

EUDIS Business Accelerator — Driving through

defence innovation. (n.d.)

State of the European Tech 23. Atomico (n.d.
I
Levels.fyi End of Year Pay Report 2024. (n.d.)
I

Hofstede, Geert; Jan Hofstede, Gert; Minkov,
Michael. Cultures and Organizations: Software
of the Mind. (2010).

Letta E. Much more than a market — Speed,
Security, Solidarity Empowering the Single
Market to deliver a sustainable future and
prosperity for all EU Citizens. (2024).

Countries’ relationship to risk (n.d.)

Wiley & Sons Ltd, John. The Authors.
International Journal of Finance & Economics.
(2023).

Savings and investments union (n.d.)

ESNA Best Practices Catalogue (n.d.)

I

Angel Investment Research in Europe
Documentation & Debate, Business Angels
Deutschalnd e.V (Band) & Business Angels
Europe (BAE). (n.d.)

Andrez, Paulo. Zero Risk Startup. (2024).

Acronyms

Al Artificial Intelligence

AUM Assets Under Management

BA Business Angel

BAE Business Angels Europe
CalPERS California Public Employees
Retirement System

CAP Common Agricultural Policy

CGT Capital Gain Tax

CEE Central and Eastern Europe

CEO Chief Executive Officer

CMU Capital Market Union

DG Directorate General

EBAN European Business Angels Network
ECB European Central Bank

EFS Enterprise Financing Scheme

EIB European Investment Bank

EIC European Innovation Council

EIF European Investment Fund

EIFO Export and Investment Fund

EIS Enterprise Investment Scheme

EIT European Institute of Innovation and
Technology

EPL Employment Protection Legislation
ERC European Research Centre

ESG Environmental, Social and Governance
ESNA Europe Startup Nations Alliance
EU European Union

FP Framework Programme

GDP Gross Domestic Product

GIE Economic Interest Group

GPS Global Positioning System

IF Insurance Funds

IPO Initial Public Offering

loT Internet of Things

IORP Institutions for Occupational
Retirement Provision

IP Intellectual Property

IT Information Technology

KPI Key Performance Indicator

LGPS Local Government Pensions Scheme
MFF Multiannual Financial Framework

PE Private Equity

PEPP Pan-European Pension Product

PF Pension Funds

R&D Research & Development

ROl Return on Investment

RRF Recovery and Resilience Facility
SaaS Software As A Service

SEIS Seed Enterprise Investment Scheme
SISFS Startup India Seed Fund Scheme
SIU Savings and Investment Union

SME Small and Medium Enterprise

STEM Science, Technology, Engineering and
Mathematics

SVI Swedish Venture Initiative

SVIP Silicon Valley Innovation Programme
TRL Technology Readiness Level

UK United Kingdom

US United States

VC Venture Capital

VCAP Venture Capital Action Plan

YoY Year on Year
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