digital success
programme

DIGITAL STARTUP
STRATEGY OF HUNGARY



| D digital success
o progre 30 September 2016

TABLE OF CONTENTS

TABLE OF CONTENTS. ...ttt e e e e e e e e e e eerebb e e e e eeea e 2
LT 11T B PP PP PPUPPPRPPPN 4
EXECULIVE SUMMIANY......cciiiiii i e i i i e et e e e e ee e e e e e eeeeeeeaaaaaaaaaaaaaaaeeessasssansaansasnnnsnnennne 6
O 11 (0T [0 Tox 1 o] o TP TP POPPPPUPPPPPPPRPN 20
I [ E=Y o] = [0 A I= U To I 4 F= 1 o F= L (= T 20
1.2. Definition and iNterpretation. ... ......oceereiieeeeiieie e e s 21
1.2.1. Def i.nid.n.g... .St al b U .S e 21
1.2.2. Definition by the type Of QCTIVILY........uuviiiiiiiiiiiieee e 22
1.2.3. Technicalefinition by EU grantS.........ccccceee i 23
1.2.4. Definition by size and economic iNICALOLS............uuuiiiiiiiiiiiiieiieeieee e, 24
1.2.5. The Way StartupS OPEIALE.........uuuuiiiiiiiiiiiiiierrieeeeeeeeeeeeeeaeeeeaaeeeae e s s e e e s e e s e sssssnnsennennne 26

1.3. Designatinghe piers Of the Strategy.........oocvreiiiieiiiiee e 32
2. SITUALION BSSESSIMEIIL . ..eiiiiiiitiieitee e e ettt e e e e s st e e e e e e s e e e e e e e e e s asb b e e e e e e e e s e sbrne e e e e e e e annnrreeeens 34
2.1. Supportive BUSINESS ENVIFONMENT. ..........vieiiieeeiiiirie e e e e e s e e s s e e e e e e aanes 34
2.1.1. The state of affairs iN HUNQALY.........uuviiiiiiiiiiiiiieeeeeeeeeeeee s 34
2.1.2. International DESt PracCliCES.........cooiiii i e e e e e e e e e e e e 35
2.1.3. SWOT ANAIYSIS . ...tteeeieeiiiiiiei et e e e s e e e e e e bbb e e e e s s aabbneeeeeeeaane 38

2.2, ENIrePren@UISRID. ..ottt a e e e 39
2.2.1. The state of affairs FUNGArY.........ccuriiiiii e 39
2.1.2. International DESt PracCliCES.........coiii it e e e e e e e e e e e e e 40
2.3. Entrepreneurial COMPELENCIES. ....uuuuuiiiiiiiiiiiiieieeee ettt 40
2.3.1. The state of affairs iN HUNQALY.........uuiiiiiiiiiieeiiieeeeeeeeeeeeee s 40
2.3.2. International DESE PraCliCES. ... .uuiiiiiiiiiitiii e e e 43
2.3.3. SWOT ANAIYSIS .. teeeeeieeiiiiiit ittt e e e e e e e e s s r e e e s e eabbeeeeeeeeaane 43

2.4 The CUltUre Of COOPEIALION. ... .cciiiiiiiiiiiiee ettt e e 45
2.4.1. The state of affairs iN HUNQALY..........uuuieiiiiiiei s 45
2.4.2. International DESE PraCliCES. .....coiiii i e e e e e e e e e e e e e e e e e e 47
2.4.3. SWOT @NAIYSIS. ..o iiiiiii ittt e e e et et e e et e aaaaaaaaaaaeaaeeaeeaaaaasaaaaaaaaannnne 48

2.5 S0UrCES OF fINANCING. ... uuieiiiie ettt e e e e e s e e e e e e eeeaeeas 49

2



| D digital success
o progre 30 September 2016

2.5.1. The state of affairs iN HUNQAKY..........uuuimiiiiiiiiiiieee s 49
2.5.2. International DESE PraCliCES. ......uuiiiiiiiiiieiie e 50
2.5.3. SWOT ANAIYSIS . ...eeeieiieeiiiiiiii ittt e e e e e e e s e e e e e e e e e e e e e aaans 51

3. The system of objectives under the Strate@gy..........cuuveeveeriiiiiiiiie e 52
3.1, OVETAI VISION.....eiiiiiiiiie ittt e e e et e e e 52
3.2. Oveall StrategiC ODJECHVES..........cce i e e e e e e e e e e 54
3.3. Objectives UNder @aCh PIBN.........ooviiiiiie e 55
3.3.1. Supportive bUSINESS ENVIFONMENT........coiiiiiiiiiie et 55
3.3.2. ENrepren@UISHIP. ...c. oot 57
3.3.3. Entrepreneurial COMPELENCIES. ........ocuiiiiiiee it 60
3.3.4. The culture Of COOPEIALIOLL........uuuiiiiiiiiiiiiieiieer e 62
3.3.5. S0oUrces of fINANCING.......uuuiiiiiiiiieiieeeee e 64

4. The system of tools under the SIrategY.........ccouiiuiiiiiiee e 66
4.1. Overall, SYyStemIC ProPOSAIS........uuriiieeiiiiiiiiiee e e e e e e e e e e e 66
4.2. INStruments UNAEr aCKH PIBL........oiiiiiiiiiee e neees 67
4.2.1. Supportive busSINESS ENVIFONMENL.........c.coviiiiiiieiieee e 67
A 011 (=T o (=Y g ToT 0T =] 1T o TPy £ |
4.2.3. Entrepreneurial COMPELENCIES........cccoiiiiitr e e e e e e e e e e e e e e e e e e e 16
4.2.4. The CUtUIre Of COOPEIATION ... .ciiiiiiitiiiei e e ettt e e e e e eaed 81
4.2.5. SOUICES Of fINANCING. ... .uueiiieeeiiiiiii it e e e e e e e e e e e e snneees 92



| D digital success
o progre 30 September 2016

Greeting

Digitalisation is one of the most important driving forces of economic competition, national
development and social wellbeing. Smart governance and government administration wish
to be an active participant of natural development in order to take advantdgts benefits

and minimise its disadvantages by all means. Therefore, the Hungarian Government wants
to give impetus to digital transformation, ensuring that all Hungarian citizens and enterprises
should benefit from that change of historic proportions.

In Hungary, the digital economy accounts for%0of the gross value added (GVA) of the
national economy as a whole, employing nearly%d5of all employees. In terms of the
weight of the digital economy within the national economy, Hungary is among #ukeis in

the European Union. While that advantage may be increased by conscious measures, it may
even disappear as a result of the fierce global competition for resources of the digital
economy, i.e. skilled manpower.

Since digital economy may be an oppmity for growth for the Hungarian national
economy, welthought-out, comprehensive (startups, ICT businesses etc.) development
projects are of key importance. The declaration of will by citizens during the national
consultation campaign on the Internand digital development projects (InternetKon) of the
Government reinforced that awareness as the
that the digital development of Hungarian businesses must be given extra support in order

to improve the competiveness of Hungarian ICT businesses as well as of small and medium
sized enterprises using infocommunication devices and services.

On the basis of the results of the InternetkKon, the Government has drawn uPitjital

Success Programme order to faciliate the digital development of Hungarian society and

the Hungarian national economyheDigital Startup Strateggf Hungary drawn up as part

of the Programme, formul ates the Government'’
to 2020. First and fomaost, it prefers a system of regulation that is flexible and open toward

the changes involved by new technologies, recognising the competitive advantage of the
ability to respond rapidly in the global economy.

With the Digital Startup Strategy of Hungampe Government aims at supporting and
espousing the Hungarian startup ecosystem a
objective and perceptional limits of growth, the strategy has identified policy, development

policy and regulatory instruments consiiing a balanced system, better suited to the actual

needs, lifecycle and growth potential of startup companies.

Its overall strategic objective is to ensure a balanced development of the startup ecosystem
by strengthening entrepreneurship, entrepremgal competencies and the culture of
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cooperation, developing a supportive business environment and making available sources of
financing in a targeted manner. Such measures are taken in order to enable that the
beneficial effects of the establishment ane\wklopment of innovative businesses with a
substantial potential for growth contribute to the international competitiveness of the
Hungarian national economy.

| am convinced that by implementirtge Digital Startup Strategy of Hungatiie Budapest

startup ecosystem, which has achieved a great deal in recent years in the fields of economy,
cultureand communigpb ui | di ng, may become one of Europe

DrTamas Deut sch
Commissioneof the HungarianPrime Ministe
Digital Succes€Brogramme
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Executive summary

Digital startupsare typically micro or small enterprises with a high growth potential,
relevant even on the global market. Based on innovative products, organisations, business
models or services within the digital economy, they are in need of external financing.

Most rgpidly growing startup companidgsansfer an existing service into the digital space

thus reaching a higher number of users more efficiently than the existingdimptal
solution.B2B startupghat deliver industrial solutions bring about a similar changéerms

of the business model, work organisation and sales techniques of large companies or entire
industries or commercial sectors. Due to that characteristiartups are established in all
sectors of the economyas all traditional sectors have semscthat can be transferred into

and operated more efficiently in the digital space.

Since startup companies are a complex phenomenon related to the entrepreneurial
culture of the digital community t he term ‘startup’ i aw di ff i
and statistical terms. Based on international examples, rather than attempting to identify
startup companies in an inevitably arbitrary manner, this strategy applies the distinction
‘early-stage businessés i n order to identighydeldeagr 6sp ao!

Why the need for a startup strategy

Relatively small, verjast-growing and innovative startup companies, producing for the
global market from the first dayof their operation, abound in one of the most dynamic and
most innovative sgment of the Hungarian economy. Such businesses, typically focusing on
infocommunication technologies (ICT), that have mushroomed in recent years, are far more
than a mere subcultural phenomenon. They are the building blocks, concomitant
phenomena as welhs the drivers of a much more extensive global phenomenon and
economic paradigm shift.

An overwhelming part of startups are part of tlugital economyfrom the beginning. In
Hungary, the digital economy currently accountsrwre than 20% of the GDP, raploying
nearly 15% of all employeesAs the digital economy may be an opportunity for growth for
the Hungarian national economy, its wdksigned development covering all areas, including
the startup ecosystem, is of key importance.

Typically aiming to enter the global market, startup companies with a high growth potential
tend to add new and innovative products, services or business models to the development
of the digital economy, which may alsatalysedigital development project®y Hungarian
SMEs and large companies falling into the INDU&TIRMategory.

While successful startups have a substart@bsting effect on the economyn themselves,
they also have a significant indireaippling effect by improving the culture of
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entr epreneur ship, t he country’s i nternationa
destination and itsbility to attract foreign investors and capital investment.

Developing the Hungarian startup ecosystem is therefore important for the following
reasons

1 such businesses represent one of the most rapidly growing group of companies all
over the world, just as in Hungary, which is an indication of@benomic growth
stimulating potential of digital startups

1 while influencing growth in their respective gers, technological companies
transform all traditional industries

1 the development of the startup ecosystem heldemestic talent to realise their
potential and build their businesses at home;

1 alot of new segments are still in the emerging phase, just as the infrastructure of the
digital economy is still being built and developed. In a nhumber of areas, almost all
countries/regions are starting from scratch, i.e. tbeuntry is not lagging decade
behind. The Hungarian ecosystem can get off to a good start, laying the foundations
for future economic growth.

TheDigital Startup Strateggf HungaryDSS) focuses on the ecosystem as a whole, based on
the following main points:

1 Entrepreneurship

Entrepreneurial competencies
The culture of cooperation
Supportive business environment
Sources of financing

= =4 4
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szabdlyozas (pl. adminisztrativ terhek

csokkentése, stb.)
adozas (pl. ad6- és/vagy

jarulékkedvezmények, egyszerdsitett

adozas, stb.)

Tamogaté R - ¢ ¢
intézmények (pl. inkubatorhazak,

tzleti

* masodik esély biztositdsa (Ujrakezdés a kornyezet akceleratorok, rendezvények, stb.)

cs6d utén)

magveto finanszirozas

elérhetosége (seed capital)

piaci és kedvezményes

hitelek elérhetGsége Fin:
tamogatasok ro

Vallalkoz6i

pénziigyi és
management
kompetenciak
marketing és
kommunikéciés
ansz{- Egyitt- kompetencidk
mikodés nyelvi és

(visszatéritendd és vissza forrasok kultdraja infokommunikaciés

nem téritendd)

kompetenciak

klaszterek, szovetkezetek, egyéb tarsuldsi formak;

K+F és innovacios egylittmiikddés (hazai vallalkozasokkal,
egyetemekkel, stb.)

nemzetkozi egylittmiikodések (H2020, egyéb unids

programok)
Tamogatoé uUzleti kédrnyezet Supportive business environment
e szabéalyozas (pl. adminisztratiye regulation (e.g. reducing admi
e adobézast Alpdy jadroul ékkedvezményekl s« taxation (e.g. tax and/ or camt
e intézmények (pl. inkubatorhéadzale institutions (e.g. business in
Vall al kozdi kompetenci ak Entrepreneurial competencies
e pénzugyi és management kompet e/ ¢financialand management competencies
« marketing és kommuni k&dci 6s komjfe marketing and communication co
e nyelvi és infokommunikéaciés kofe Iinguistic and infocommunicat:i
Egyittmikodés kulturéaja The culture of cooperation
. kl aszterek, szovetkezet ek, egyqe* clusters, cooperatives and oth
e K+F és eigymidvandikddés (hazai vale+s R&D and innovation cooperation
sth.) « international cooperation (H2020 and other Union programmes)
e nemzetkozi egyuttmikodések (H2
Finanszirozéasi forréasok Sources of financing
e« magvetd finanszirozéas el érhetége availability of seed capital
e« piaci és kedvezményes hitel ek « avail ab i-dased and poivileged doank e t
e« tamogatasok (visszanhdé6)tenddbé6 é4e+ grants (bot hrepagap@yabl e and non
Vall alkozé szellem Entrepreneurship
« vallalkozéi | ét és onfoglalkozte+ perception of -employe@pgersamnneur s an
e fiatalokatmé@dhyos dislkekzehlek vall-e young peopl e, wo men and di
« masodi k esély biztositasa (U] r g entrepreneurs

e« providing (sesumiagatienmhnkwptey)n ¢ e

startup oOkoszisztéma a startup ecosystem

This document sets out the Digital Startup Strategy for Hungary, by no means for Budapest
only. However, in all countries worldwide, a substantial stagapsystem typically develops

in large cities as such metropolises are the only places where the capital, knowledge and
highly skilled young workforce required for the rapid growth of digital enterprises, of a
global nature since their birth, are availabile sufficient concentration. However, in a
properly functioning startup ecosystem, provincial universities, research bases and talents
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also play an enormous role. All successful startup cities have innumerable links with such

provincial university knowlege centres.
Situation analysis

Whil e t he term

startup

ecosystem’ has

gai I

comprehensive analysis covering all elements of the ecosystem surrounding startup

companies has been drawn up so.fdihe existing programes have been restricted to a

particular element of the startup ecosystem (incubation, launch on the market, attracting
venture capital etc.), lacking an integrated situation assessment and strategy to cover all

factors of the ecosystem from the public ezhtion system to the development of
restrictive factors associated with

entrepreneurial
environment.

competences to

This strategy therefore aims at setting quiblic policy, development policy and regulatory
instruments, based on determining t ar t up s

objective and

which constitute a balanced systepbetter suited to the actual needs, lfg/cle and growth

potential of startup companies.

SWOT analysis

Strengths WWEETGIEREES

1T A favourable geopolitical
location.

1 Hungary is thoroughly
embedded in the global
economy.

1 A relatively higHevel of research
infrastructure.

1 A dynamically improving meet
up culture in Budapest.

1 Dynamic urban life; Budapest ig
an attractive location for young
entrepreneurs.

1 Events lining upHungarian and
foreign  presenters  meeting
international standards; a
dynamic meeiup culture.

T
l

High administrative burdens.

The taxation environment has a negative
effect on the propensity to invest.

Up to 2017, no tax allowance was
available to encourage investments by
business angels.

The conditions of seémployment are
complicated and have a deterring effect.

The group of persons qualifying for
privileges/participation is typically set too
narrow or in a too complicated manner
under programmes granting privileges.

There are few diversified eweorking

offices providing a range of serviceg
outside Budapest; there are few
accelerators integrated into the

the business

perc
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Satisfactory level of training in
engineering, economics, desigr
and arts/social sciences.

1 Ease of setting up a business.

1 Existing preferential

taxation
schemes.

Satisfactory level of university
education in a number of fields

(IT, engineering, economics,
design etc.).
The number of female

entrepreneurs exceeds the EU
average.

An increasing proportion of the Y
generation are willing to go self
employed; being seémployed

IS becoming increasingly
attractive for them.
Since 2011, the number of

capital placements has increaseq
at a dynamic rate.

Sufficient capital is available for
startup  development. (Its
distribution and the access to
capital are, however, not
necessarily satisfactory.)

international circulation.

Young per stances lag behindn
t he EU average ( b
survey).

1 Low level of linguistic competences.

1 Low quality of financial culture.

1 Non-publiceducation solutions are too

Budapestcentred and too expensive.

Low awareness of innovation and theg
protection of intellectual property.

The focus of career advisors is overtl

restricted to multinational and large
companies.
Few teachers have entrepreneuria

competences, while there is no relevani
training for teachers.

Entrepreneurship is low in Hungary in &
global comparison.

The fear of failure is high whereas the
willingness to take risks is low.

1 There are few young entrepreneurs.

1 Successful

entrepreneurs are  stil
underrepresented in mass media ang
have only become role models for a sma
group of people.

Enty to the international market is
difficult.

The lack of university partnerships
reinforces the lack of market cooperation
among young graduates.

There is a minimum level of cooperatior
between large Hungarian companies an
startups.

The financing of both earsgtage startups
and scaleup companies is unresolved.

Most EU grants are only available ir

10
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T

The digital economy is currently
being built up, i.e. Hungary is still
not lagging years behind.

Adopting international models of
ecosystendevelopment.

Emphasising role models
extensively; reinforcing positive
media feedback.

Developing programmes in order
to attract foreign startups and
expertise to Hungary.

Building the  culture  of
entrepreneurship at an early age.

Developing new tools for
efficient incubation (e.g. open
labs & tech shops).

Successful entrepreneurs  will
feed their skills back to the new
generation.

Taking advantage of the
“"Entrepreneur sh
Plan of the EU.

Collaboration among businesseg

and development
institutions/institutions

possessing infrastructure  will
lead to new innovative

Opportunities Threats

T

provincial regions and they often include
restrictions that may distort the business
model of startups.

There are few entrepreneurs with
international experience and there are
few experienced and  successfu
investors.

The best experts leave the country whilg
Budapest is not attractive enough for
foreign startup entrepreneurs to settle
there.

There are years of gaps between eac
global Hungarian startup success story
there are only a few new role models.

There & increasing global competition
among big cities to attract the best
creatives, programmers and
entrepreneurs.

There are no close links between
stakeholders of the ecosystem ang
government decisiommakers.

The educational system has been unabl
to catch p with the challenges of the
21st century; there is an increasing
shortage of skilled experts.

The educational curriculum still lacks
training for the entrepreneurial spirit,
which widens the gap and curbs
entrepreneurship.

People with low education and égome
may drop even more behind, i.e. socia
inequalities may increase.

A weak entrepreneurial spirit resulting
from cultural traditions has not changed,
while the perception of the ecosystem

11
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development projects.

1 Increasing role of the economic
role of (industry) clusters.

1 Cooperation between cities and
local communities.

1 Living Labs

1 The Hungarian ecosystem
becoming more irgrnational.

1 Adopting development models
related to international financing
patterns.

1 By filling in gaps in the financing
infrastructure, businesses will
have fast access to capital and bg
able to grow quickly.

1 The activities of some well
known business aels are
becoming apparent (e.g. Power
Angels and the Hungarian
Business Angel Network).

1 New government capital
programmes are to be launched
in the near future, which will also
be available in Budapest, while
most of them will be used for
early-stage firancing.

has not improved.

Demand for college courses is unable t
meet the expectations of businesses-vig
a-vis higher education on the output side.

As the European market is not expecte(
to grow less fragmented, it is more
difficult to grow big within the EU than in
the US.

Starups fail to choose the right sources
of financing, which distorts their
development and reduces the number of
sustainably growing startup companies.

Due to the system of grants, a lot of
startups have specialised in competing
for government grants.

The rato of international capital remains
negligible, i.e. the startup ecosystem wil
remain deficient in terms of foreign
resources (networking, knolwow).

Hungarian startups will skip the
Hungarian ecosystem, building up thei
businesses abroad from the beging
unless they find Hungarian investorg
sufficiently experienced and/or their
conditions sufficiently attractive.

Vision

Technological development destroys, upsets and transforms entire sectors of the economy.
While changing economic mechanismsexerts a serious influence on the structure of
society. That evolution, however, offers possibilities apart from the dangers. A responsible,
flexible and modern regulator is able to identify both at the same time, creating

opportunities by turning a chaltge into an advantage.

The Digital Startup Strategef Hungaryf or mul at es
digital startup enterprises up to 2020. First and foremost, it prefers a system of regulation
that is flexible and open toward the changes ineal\by new technologies, recognising the

12
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competitive advantage of the ability to respond rapidly in the global economy.

Between them, the small size of the Hungarian market and the low entry threshold for
digital enterprises have the result thetungarian lusinesses targeting global markets from
the start will have a better chance of growing higguch companies should therefore be
given priority in terms of financing.

Moreover, it is important to keep in mind that while successful startup companies grow fast
they are therefore alsovulnerable The strategy sets out eealistic vision Billiondollar
business emporia being built up from Budapest is not the sole indicator of success. Success
also includes a fagjrowing Hungarian startup being bought up byaeger company after a

while, and a new group of entrepreneurs emerging, who have acquired their wealth through
their own resources and are responsible for their environment. As role models for a new
generation, they may contribute to thdevelopment of theculture of entrepreneurship
Similarly, it is an important achievement if certain very fgsiwing startups later become

small or mediurrsized enterprises that keep on growing more conservatively yet at a steady
rate while keeping creating new jobs.

Theecosystem, as the name suggests, is a system made up by numerous stakeholders. In the
digital Hungary of 2020, such stakeholders will not be individual actors who have met by
chance as, by that time, there will have emerged those channels betwe®ersties and
accelerators, Hungarian and foreign investomsunicipal governments and startupghat

are indispensable in order to make Budapest and Hungary attractive for the most talented
startup entrepreneurs worldwide.

At this very moment, dozens of courds are investing massive amounts of energy into
implementing visions similar to the above, not sparing time or money. We are in a
competition. TheDigital Startup Strateggf Hungaryaims at providing an opportunity to be

at the cutting edge.

System oftools and objectives

The overall strategic objectiveis to ensure a balanced development of the startup
ecosystem by strengthening entrepreneurship, entrepreneurial competencies and the
culture of cooperation, developing a supportive business environmedtraaking available
sources of financing in a targeted manner in order to enable that the beneficial effects of the
establishment and development of innovative businesses with a substantial potential for
growth contribute to the international competitiverss of the Hungarian national economy.

There aretwo horizontal instruments supporting the achievement of the comprehensive
strategic objective

A TheDSS Action Plaaiming to put the measures of the strategy into operatibreak

13
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them down by persons in charge and deadlines and accurately determine the
activities required for their implementatian

A The Startup Hungary Centre for Methodology and Coordinatjoresponsible for
breaking down the measures of the strategy into actplans and coordinating the
parties involved in their implementationA horizontal centre that bridges piers, it
ensures and supports the coordinated and integrated implementation of the system
of instruments.

14
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Objectives and instruments for each pier:

The comprehensive objective of tf8upportive business environmergier is to ensure that
the business environment should support, rather than hinder, the establishmeentry to

the market and development of startup companies in a targeted manner. Toethd, the

following instruments have been identified by the strategy under the pier:

Pier:

Supportive business
environment

Group of instruments:

1. Improving the regulatory environment of startups

Proposed instrument

Target

Reducing the socialsecurity
burden of business starters

Encouraging becoming a ftilne entrepreneur by
reducing the tax and social security burdens relatec
employment.

Supporting the resumption of
operation (faster liquidation
of businesses)

Facilitating the circumstances of resumption L
reducing papeibased activities related to th
termination of companies left over from unsuccess
attempts at running a business and by simplifying
liquidation procedure.

Option to acquire a business
share and preferetial
taxation of exchange gain
achieved on the sale of
business shares for private
individuals

Creating the opportunity for offering and sellir
business shares and stocks simply and at a prefere
tax rate in order to facilitate fasgrowing startups
which have not yet achieved steady growth, to attrs
good-quality workforce and to retain their workers.

Setting up a Special Economig

Zone (SEZ)

Initially vulnerable startups that have a large grow
potential yet require a longer research ai
development phase should evolve in a congen
regulatory environment.

Extensive communication of
government programmes and
grant opportunities

Exploiting existing government grant opportunities i
more efficient manner.

Avoiding duplication

Completelyeliminating or minimising duplication withi
the system of institutions.

15
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In the meaning of the comprehensive objective of thatrepreneurship pier the social
perception of entrepreneurs must be improvedpersons belonging to communities
disadvantagedn terms of entrepreneurship must be assisted in becoming entrepreneurs,
and an entrepreneurial approach must be reinforced and-tédling and the assumption of
responsibility must be encouraged at all levels of education. Awareness of being an
entrepreneaur or selfemployed must be promoted in all groups of society, presenting it as a
realistic alternative.

Pier: Group of instruments
Entrepreneurship 2. Improving the perception of entrepreneurship by

society
Proposed instrument Target

There should be more targeted programmes &g

Supporting femalel campaigns to help women become entrepreneurs &
entrepreneurs/cofounders thus increase the ratio of women among entreprene
(too).

Raising the awareness ¢ Underpinning the necessity of developing dig
potential offered by innovative| competences, presenting their potential and develop
digital technqlog|es (data digital competences.Digital Education Strategy of
technology, Big Data, IoT .
Hungary(DES) sets out measures concerning the lai

Cloud etc.) among woukbe .
entrepreneurs on all levels of the educational system.

Strengthening both schoand outof-school activities
aiming to present entrepreneurial lifestyles a
introducing trainings, thematic weeks etc. to strength
the entrepreneurial spirit at the public educatio
vocational training, higheeducation and adul

Making the lifestyle of i R ,
education systems, atuding in particular:

entrepreneurs attractive within
the educational system T emphasising role models extensively;

1 placing an increased emphasis in the media
the benefits of being an entrepreneur;

1 presenting inspiring success stories through 1
models.

Improving the image of starting Awarenesgaising with a view to improving the imag
over at running a lisiness of starting over.

16
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(Since certain objectives and tools of Entrepreneurship overlap with measures of the
Supportive business environment and the Entrepreneurial competencies piers, they are set
out in detail in those two chapters.)

The overall objective of the Entrepreneurial competencies pier is to ensure that no startup
company should be squeezed out of the startup ecosystem due to a lack of entrepreneurial
competencies.

Pier: Group of instruments:

Supportive busness environment 3. Developing entrepreneurial competencies
Proposed instrument Target

To reach and support the widest possible age gr
and group of interestedpersons with a view tg
developing the appropriate and necessd
competencies.

Etraining ¢ Programme for
developing entrepreneurial
competencies

To integrate, on a national level, and to provi
Entrepreneurship HUBs  d support to existing or future training centrg
Hungary specialising in developing entrepreneur
competencies.

National Eskill Development Public—_domain, gualitycontrolled educationa_

materials for the development of entrepreneuri
Tools :

skills.

Providing upto-date information to trainers involve(
Train the Trainer in the complex training programe so they car

efficiently develop entrepreneurial competencies.
Establishing an appropriate platform for autonomg
groups providing the best practical method for t
development of entrepreneurial copetencies.

Platform for entrepreneurial
competency development

Regarding the Culture of cooperation pier, the overall objective is to achieve that

1 as many Hungarian businesses as possible should realise that various forms of
cooperation represent a substantial reserve in terms of competitiveness;

1 clusters as well as intenstitutional and interdisciplinary relations should improve
both within Hungary and across the border;

1 Hungarian involvement should increase in major R&D&I projects and tenders
implemented in international cooperation;
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1 the highest possible number of Hungarian startups should reach global startup and
business hubs and as many global technology companies should open development
and training centres in Hungary as possible.

Group of instruments:
Pier: 4. To strengthen the links between Hungarian SME

The culture of cooperation and large companies and between public
administration and startups
Proposed instrument Target

Achieving a legislative and technological environm
enabling that public data are shared with startu
simply and rapidly.

Opening of public data on ¢
strategic level

With a view to strengthening the Hungarian indust
Industry 4.0 startup ¢ | Startup community sensitive to digital innovation, ne
ecosystem developmen| business models should be created on the basis of
programme technological platform of large companies in k
segments of Hungarian industry with a global reach.

To enable the purdising of innovative solutions undg
public procurement projects by broadening the scg
of pre.commercial procurement schemes.

Precommercial procurement
(PcP)

Organising the innovative ideas of SMEs and
Spinoff incentive programme | Professional teams of large companies into spin

businesses.
5. Attracting foreign startups to Hungary
Proposed instrument Target

Encouraging foreign  startup companies a
Startup Budapest Programme |[ent r epr eneur s to mo v e
drain’).

To facilitate foreignentr epreneur s
Hungary, and thus promote the relocation of forei
Startup visa companies to Hungary. The aim is to attract as m
talented entrepreneurs as possible to establ
companies and create value in Hungary.

6. Promoting Hungarian startups abad

Proposed instrument Target
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Getting Hungarian startups acquainted with Silig

Silicon  Valley inspiratonVal | ey’ s startup ecosy
programme requirements with a view to achieving a similar leve
success.

Programme to support Facilitating and supporting the presence of Hungal
presence in the Silicon Valley | startups in the Silicon Valley.

The overall objective of th8ources of financingier is to ensure the availability stifficient
funding for startup companiesat varbus stages of their lifecycles from private investors,
credit institutions and refundable and nerefundable government/EU financing. In that
context, it is indispensable that the distribution of government funds should function in a
fast and transparent @mnner (coordinated with global trends) and that such government
funds should reinforce motivation, ensuring that applicant companies seek financing for an
existing project idea rather than the other way round.

Pier: Group ofinstruments:
Sources of financing 7. Encouraging angel investments
Proposed instrument Target
Encouraging angel | The kind of legislation to be created should prov
investments  through tax | sufficient incentive in order to multiply the number
allowances angel investmentsi Hungary.

The impact of angel investment is multiplied if t
government tops up the investment in accordance w
a coinvestment scheme.

8. Upskilling programme for investors

Proposed instrument Target

Coinvestment scheme tg
accompany angel investment

Upskilling programme for | Further training and upskilling for angel investors &
investors venture capital investors investing in startups.
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1. Introduction
1.1. Inspiration and mandate

Section 6(a) of Government Decree RQi12/2015 (XI1.29.) on the Digital Success
Progamme c al | s upon t he Pri me Mi ni ster’s
implementing the Digital Success Programm®SPk to draw up and submit to the
Government, in cooperation with the Minister of National Economy, theisttiy of National

Development and the Minister of Human Capacities, the Digital Startup Strategy for the

development of an innovative business environment (startup ecosystem) in Hungary.

While there have been various initiatives by the government, NGO®asidesses in recent

years in order to reinforce the startup ecosystem, these programmes have typically focused

on individual elements of the startup ecosystem (e.g. incubation, market launch, attracting

venture capital etc.), there has been no integratsitiation assessment and strategy to
cover all factors of the startup ecosystem. That gap may be fillethéyDigital Startup
Strategyof Hungary drawn up under théigital Success Programr{i2Sh.

Based on det er mi ni abjgctiveland geeceptioaah limgstofagrowth, phs ’
strategy strives to identify policy, development policy and regulatory instruments

constituting Aim a balanced system, better suited to the actual needs;ylitke and growth
potential of startup companies

In parallel with the startup strategy, various other strategic documents have been drawn up

in the framework of thedDSR several of which have links with the startup ecosystem:

A Digital Education Strategy of Hungary (DES) sets up conditions for digital

transformation on all levels of the educational system: from public education to

vocational training to higher education

departure is that there is much more to digital education than supporting
conventional eductzon with digital tools, i.e.:

A awhole new attitude;
new pedagogical methodologies;
new learning methods;

the traceability of the learning cycle;

o To Do D>

the emergence of an open educational environment that responds to the
challenges of the digital age.

A Digital Export Development Strateggf Hungary(DEDS), which aims at achieving an
intensive, high addedalue digital product export increase through development
policy instruments in order to
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A create a high number of high addelue jobs that are attractive asto
young persons;

A encourage digital innovation;

A exert a modernising influence on the economy;

A promote the implementation of the Irinyi Plan and thus improve the
country’s competitiveness,; through e
innovation,toimpr¢ € Hungary’'s international p

1.2. Definition and interpretation

One of the characteristics of the term st a
difficult to define or categoriseVh i | e t he title of this strateg
it could easily be omitted as today, the activity of most startups is closely linked with
digitalisation, i.e. they will often specialise in transforming an existing activity, service or
business model in an innovative manner, using digital devices and services. There is a
different kind of startup companies that, while not operating directly in the digital space, are
equally characterised by employing innovative solutions, fast scalahilidythe intensive

use of infocommunication tools and services, just as in the case of the first group of digital
startups.

Obviously, startup companies are not restricted to micro enterprises specialising in
infocommunication services. Often, they ar@sg#ly associated with the creative industry,

the arts, applied arts or design. A separate segment of the startup ecosystem includes B2B
startup companies that, whether they arrive from design or infocommunication, play a
decisive role in renewing traditi@h industries, strengthening their competitiveness and in

their digital transformation. Thereforethere is no real justification for the distinction
WRAIAGIRAIPEaPMEYRgver, in the future, all e
extent, which will render that distinction irrelevant in the first place.)

MOPHPM® S5STAYAYI WwWaildl NI dzJaQ

Due to the novelty of the field and the nature of the businesses concerned, the term
“startup’ is rather difficult eguallyaceeptédibye. Th e
all. In economic terms, their definition is particularly problematic since that category of
businesses is currently unknown in both statistics and taxation law. If, however, one chooses

to get to grips with the difficulties of defindh and come up with a concise definition, it is

worth getting to know the opinions accepted by most.

Let ' s s ekeown defaition firs. tAccording to Silicon Valley serial entrepreneur and
academicSteve BlankWl & (| NX dzLJ A a | sédcvihgdoNa rdjeataBléNdad y A T I |
aolftlofS odzaAySaa Y2RSEQ
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The international consultancy comparBwC gives the following definition for startup:

W{ i NI dzLgowth dBparies @ik high risks and an uncertain outcome: while they

hold out the promise ohigh profits, they experiment with new ideas, products, business
models and markets, which means that, statistically, most startups will fail, as there is fierce
competition on that market, where circumstances keep changing at a fast rate. In terms of

their size and legal form, therearenohaadd-F I &G F2NX I da 2F adl NI dzLd «

In a study commissioned by the government, tBetrepreneurship Foundation Hungary

defines the concept as followd#{ (I NIidzLd YSIFya | ySg O2YLI ye& oA
or a project team starting the process of becoming a business and preparing entry to the
YIEN] SGoQ

In his textbookWt y 2 & + BrddessSryEéndritus of Corvinus University of Budapest, who

works for the Small Enterprise Development Centre that is part ledf Enterprise

Devel opment Institute, defines a ‘yBkzeftesda
are dynamic, fasgrowing and particularly vulnerable enterprises. Gazelle companies tend to

start small yet think big from the start, i.e. the faling entrepreneurs envisage a large
company. The rate of growth of gazelles is twice that of the industry average. That fast
INRPGUGKEI K28SOSNE YI1Sa GKSasS odzaaySaasSa LI NI
It can be seen that the international and Hungarian definitions agree that startups are
typically micro or small enterprises with a high growth potential and in need of external
financing, based on innovative products, organisations, business modelsvaresethat are

rel evant even on the gl obal mar ket . Whil e th
the digital economy, since this is practical
will hereinafter be omitted as an adjective sthrtups.

1.2.2. Definition by the type of activity

Most rapidly growing startup companies transfer an existing service into the digital space,
thus reaching a higher number of users more efficiently than the existingdigital
solution. B2B startupshaat deliver industrial solutions bring about a similar change in terms
of the business model, work organisation and sales techniques of an industry or a
commercial sector. Due to that characteristic, startups are established in all sectors of the
economy & all traditional sectors have services that can be transferred into and operated
more efficiently in the digital space. Therefore, no sedpecific restriction is
recommended with regard to the definition of startups.

Based on international practicesjost governments and trade organisations do not use a
sectorbased approach when defining startup companies as the businesses changing at such
a rapid rate are in need of flexible legislation, and as startups may emerge in virtually any
industry.
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With regad to the definition of startups in terms of taxation law or financing policy, in the
UK and the US, the activities listed are those thatNOT fall intathese sectors rather than

the other way round.For example, theSeed Enterprise Investment Scher(®EIS) a
framework system set up by the UK government for the encouragement of investment into
early-stage companies, takes a number of sectors out of the group of potential beneficiaries.
(They include the steel dustry, coal mining, forest management, legal services etc.; these
sectors, however, have access to financing under the Enterprise Investment Scheme.)

According to the American economist and social scientist Richard Flotita global
economy is undergag a paradigm shift as a result of which the creative industries will
account for about twethirds of national economies in twenty years. The two fastest
growing segments of that sector are design and software development. Most startups are
associated wh these two segments by all means, whether they specialise in health
technology, biotechnology, smart kitchen equipment, toys or communication. One of the
broader economic horizons of startups is the creative industry, based on the classification of
industries by the Department for Digital, Culture, Media and Sport.

1.2.3. Technical definition by EU grants

When it comes to the technical definition of startups, one should not forget about the
classification according to the financing system of the Europdamion. It is all the more
important as it will substantially influence the opportunities of financing Hungarian startups
between 2014 and 2020 (including the JEREMIE 1l programrie)es 21 and 22 of the
General Block Exemption Requlafidiefine the businesses eligible for financing as follows:

Article21 RISK FINANCE AID

Eligible undertakings shall bendertakings which at the time of the initial risk finance
investment are unlisted SMEs, and fulfil at least one of the following conditions:

a) they have not been operating in any market;

b) they have been operating in any market for less than 7 years folpwheir first
commercial sale;

c) they require an initial risk finance investment which, based on a business plan
prepared in view of entering a new product or geographical market, is higher than
50% of their average annual turnover in the preceding 5 years

! http://www.seis.co.uk/

’Fl orida, Richard (2002): The Rise of the Creati
Everyday Life, Basic Books.

% http://tvi.kormany.hu/download/4/16/21000/COMF20150073202-02-HU-
TRA_GBER_&it0for%20acces%20t0%20financé620for%2BMEs.pdf
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Article22 AID FOR STABPS

Eligible undertakings shall be unlisted small enterprises up to five years following their
registration, which have not yet distributed profits, and have not been formed through a
merger. For eligible undertakings that aretrsoibject to registration, the five years eligibility
period may be considered to start from the moment when the enterprise either starts its
economic activity or is liable to tax for its economic activity.

1.2.4. Definition by size and economic indicators

It is significantly simpler to define startups according to their size and economic indicators.
The UkbasedSEI&pplies the following definition:

1 unlisted SMEs not owned by any other company;

1 the beneficiary undertaking has been established in the Bastars;

1 prior to the investment, the gross value of the assets of the undertaking does not
exceed GBR00,000;

1 the company has up to 25 fttiilme employees;
1 the total amount of investment under the SEIS must not exceedX5BP00;

1 no company havingeceived an investment from a venture capital fund or having
passed on a business share regarding which a SEIS compliance statement has been
submitted shall receive SEIS investment;

1 the company has at least 3@ shareholding in its affiliates;
1 the companydoes not have an existing angel investment;
1 the company has no liquidity problems.

According to the angel investment incentive programme drawn uBA¥A( Bunde s amt f
Wirtschaft und Ausfuhrkontrolle) of Germany, startups must comply with the following
conditions when applying for financing by business angels or to benefit from tax incentives:

1 the company has been established in the past 10 years;

1 it meets the SME definition of the EU;

1 it engages in ‘innovative ®&ffice;i vities’ as
1 itis not controlled by any other company.

Techrunch an internationally renowned medium specialising in tech companies, however,
proposes the following technitaule’ to determine whether a company is a startup and the

* https://techcrunch.com/2014/12/30/whatthe-hell-is-a-startup-anyway/
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turning point when it has outgrown that <cat e
which a company is a startup as long as it has not or is not any of the following:

1 USD 50 million revere run rate (forward 12 months);
1 100 or more employees;
1 worth more than USD 500 million, on paper or otherwise.

These approaches and examples show that while startups can be defined more or less
clearly as a phenomenon, theannot be unambiguously defineds a statistical unit

Based on international examples, rather than attempting to identify startup companies in an
inevitably arbitrary manner earlytstage busiressésat emgy
order to identify the companies that qualifior benefits and preferential treatmentin

addition to numerous other countries, this approach is employed in the UK, regarded as the best
international practicgsee theSeed Enterprise Investment Scherns& s

Earlystage undertakings should be distinguished from other companie
using the following standard characteristics:

1 itis a company not in the majority or exclusive ownership of any other
company;

it is not more than 3 years old;

its net annual turnover des not exceed HUEDO million;

it has up to 20 fultime employees;

it has not received an investment from a venture capital fund;

it holds no business share in any other company;

= 4 4 -4 A -2

it does not have unpaid taxes (rather than a definition issue, this is a
condition of eligibility for aid).

The definition of startups emerged with regard to two measures of the DSS. In both cases,
“startup’ be equally bestagg @epdkeatadi bgys ' 't.heOntee
measures is thencouragement of angel investmenivhere angel investors benefit from a

tax allowance where they invest in an eastpge company. The other such measure is
reducing the social security burden of business startenghere a ninth group of eardgtage
undertakings is added to the eight preferred groups under the Job Protection Action Plan.

The risks of different approaches:
1 The General Block Exemption Regulation concerning European Union aid is a

reference with regard to numerous grants and government capital programmes.
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While it employs a definition similar to that of the UK SEIS, the terms it uses are less
explicit and clear. (One should not forget, however, that SMEs (not startups) are
defined by the Regulation.)

1 When it comes to the financing of startups, experts should make the distinction
regarding whether or not a business is considered innovalivat approach is slow,
involves excessive red tape and costs, while the selection of expeatsekeroom for
corruption, and is therefore unsuitable for the desired purpose.

1 A company should be considered a startup if it has R+D+I costs in the previous year or
the current yearWhile that is an accounting issue, i.e. it is relatively easy to make
fake innovations appear as genuine innovation expenses in the books, esdge
businesses tend to spend as little as possible due to the lack of revenues. Moreover,
investigations are slow and circumstantial. The proposal is unrealistic and is easy to
evace.

1 Companies with low variable costs should qudlifys is a characteristic of rapidly
scalable companies, whereas rapid scalability is one of the main characteristic of
startups): just like the previous parameter, this is very easy to manipulate.

1 A pané should be appointed to decide whether or not a particular business is
regarded as a startup: this is slow and bureaucratic option, leaving room for
corruption.

It is important to note that while this document is the Digital Staripategy of Hungary

(and is by no means restricted to Budapest), significant startup ecosystems tend to emerge
in big cities anywhere in the world. Such metropolises are the only places where the capital,
knowledge and highly skilled young workforce reqdi for the rapid growth of digital
enterprises, of global nature since their birth, are available in sufficient concentration.
However, in a properly functioning startup ecosystem, provincial universities, research bases
and talents also play an enormousle. All successful startup cities have innumerable links
with such provincial university knowledge centres. Budapest might be the only Hungarian
city able to be included in the global map of startups, yet even that necessarily requires the
existence of kowledge hubs at provincial university centres.

1.2.5. The way startups operate

In international practice, no standard conceptual approach exists regarding the lifecycles of
startup companies. This document uses the lifecycle model set up based on ata@¢%y

the Entrepreneurship Foundation Hungary, entittd & dzZNB@Seé 2F (G KS & A (dz
LINPOfSYa YR 20ai0l0tSa Ay GKS adl NIldzl 6dza Ay S
Over a longer time frame, the lifecycles of the operation of agamy may be broken down
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to the phases shown in the chart below.

Uzleti életciklus: korai fazis
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Uzleti életciklus: korai féazis Business lifecycle: early stage
KORAI FAZI S EARLY STAGE
NOVEKEDESI (FEJLESZTESI) FAZI S GROWTH (DEVELOPMENT) STAGE
ELOKESZI TES PREPARATION

CEGALAPI TAS FOUNDATION OF THE BUSINESS
TERMELES |1 NOITASA START OF PRODUCTION
ELADASOK SALES

TOKEI GENY NEED FOR CAPITAL

CASH FLOW CASH FLOW

I DO TIME

FI NANSZI ROZASI FORRAS SOURCE OF FINANCING
Megtakaritéadsok, csal dad és bar &t ol Savings, family and friends
Kockazati toéke Venture capital

Kéz06sségi finanszirozas Crowdfunding

Uzl eti angyalok, magveté al apok Business angels, seed capital funds
Banki hitel, magant 6ke bef ekt et ég4 Bankloans & private capital investment

Source: Entrepreneurship Foundation Huyg, !
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During the early stage, i.e. from the idea to the beginning of growth, the lifecycle of startup
companies can be bken down to four stages:

Idea

Validation

= =4 =4

1 Start of growth

Efficiency and business model

Financing requirements vary during the particular stages of the lifecycle.
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VALIDALAS HATEKONYSAG GAZADAS!

CENE .y L. - .
; " .__.-. 5 D6
- . N
0.~ ..
L 2
'~’ n.
~
L 2
‘e ] o‘
~ E *
.."él--.-‘
KUMULATIV NYERESEG/ VESZTESEG CUMULATIVE PROFIT/LOSS
OTLET IDEA
VALI DALAS VALIDATION
HATEKONYSAG EFFICIENCY
GAZADAS! ACCELARATION
NOVEKEDES GROWTH
I DO TIME
HALAL VOLGYE DEATH VALLEY
Source: Entrepreneurship Foundation Hungdry KF I A LY¢ al ST uU2NI SNA

11 Ny&si &

1. Idea

w A

KStel SGsySi1=z aisi

Objective:

To verify whether the hypothetical problem is real, and thers
genuine market demand for the solution. This is followed
drawing up the business concept.

Organisation and
events:

The idea for a potentially marketable product or service is drg
up. A single person or a very small team is involved, without
commitments, while no balance has yet been achieved wi
the team in terms of the skills required for the implementatic
By the end of the period, the founding team has taken shap
number of interviews have been conducted with potent
customers, the first serviceable product/service has b
produced and, where appropriate, an incubator and
accelerator has been contted.
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Source of financing:

Needs for services:

Duration:

2. Validation

Objective:

Organisation and
events:

Source of financing:

Needs for services:

Duration:

30 September 2016

Financing by the family and friends, perhaps a government ¢
or a preseed venture capital fund.

A mentor, a coach or a business angel to guide the team toy
a realistic business course with criticismdapatience; ideg
contests and hack days to meet potential-fooinders and to
receive feedback and advice for the start. In these fields,
government should provide direct financing to lar
stakeholders (trade organisations, associations, socie
universities etc.) as well as require them to train entrepreneu
skills on a compulsory basis.

5 to 7 months.

Early validation of a product or service: is it really wg
developing the product/service in question, dods have a
(potential) market, is there any growth opportunity?

Producing the MVP (Minimum Viable Product). Validation 1
take place as an actual sale or otherwise. Essentially, it cor
of producing a prototype based on theed, then presenting i
to customers by selling it or otherwise, gathering feedbg
analysis and learning
Development is being firkuned, the first real customers com
forward.

While funding may be provided by a seed capital fuia, tole
of business angels is extremely important during that stage
addition to the investment, they assist the business throt
their experience, skills and network.

Mentor, incubator, accelerator, business angel network, gen
business services.

3 to 5 months.
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3. Efficiency and business model

Objective:

Organisation and
events:

Source of financing:

Needs for services:

Duration:

4. Start of growth

Objective:

Organisation and
events:

Source of financing:

Needs for services:

Developing a version of the product/service and a busir
model that are fit for the market and finding the salled PMR
(Product Market Fit).

Based on the lessons learnt during validation, developing
product/service to be presented on the market. Drawing up
marketing strategy and preparing for implementation. T
startup is finetuning its business model and improving
custome service activities. The company is achieving
significant growth.

While income is being generated, all of it is reinvested in fur
development projects. Seed capital or venture capital.

Mentor, incubator, acelerator, business services. T,
government should intervene in cooperation with the exist
accelerator, incubator and consultants as the stakeholders
thus able to distribute financing among the startups wh
expanding their portfolios, which inwgs a number of benefitg
government financing can be paid in a more substantial Iy
sum (thus avoiding the scattering of the system of governmn
institutions), private stakeholders are able to find the b
startups etc.

5 to 6 months.

Acceleration, increasing market penetration.

Turning into a higher gear, the startuptrives to achieve
aggressive growth. The first real manager gets involved whilg
company is reorganised (diversification). During that stage,
company reaches the end of
generating profit.

Venture capital.

Mentor, incubator, accelerator, business services. Later
during the scalaip stage (late startup, growth phase), eaq
business is large enough to be financed directly or thro
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specialised programmes such as MEE

Duration: 7 to 9 months.

Based on the foregoing, the chart below sums up the lifecycle of startups, showing the type
of support stakeholders are able to provide during each stage.

Koncepcio Prototipus, Piacra lépés Scale-up

Otlet (Stand-up) MVP Arbevétel generalas

Finanszirozas: kockazati toke, allami
forrasok, kedvezményes hitel

Piacra lépés tamogatasa és
nemzetkdzi expanzio

Akcelerator programok
Inkubatorok

Validacio (helyi és globalis),

angyalbefekietdk

Networking, tréning, oktatas,
rendezvények

Val:zlﬁ{;i?tl -athtﬁd 1d6 (Startup
a asa életciklus)
FFF tamogatas

Pre-seed Seed Start up Consolidation / Growing phase
Multiplikatorokon keresztiili {pl. Towvabbi jelentSs mértéki, direkt és
E Inkubatorok /Akceleratorok egyéni tamogatas a vallalatok
altali) timogatas felskalazasara
Otl et Idea
Koncepci 6 Concept
(Standup) (Standup)
Pr ot oMMPpus, Prototype, MVP
Piacra | épés Market entry
Arbevétel generdal as Sales
Finanszirozas: kockazati t&ke, &l Financing: venture capital, government funds, privileged loans
Piacra | épés tamogatasa és nemzel Suppatingthe market entry and international expansion
Akcel erdator programok Accelerator programmes
Validaci 6 (helyi és globalis), ai Validation (local and global), angel investors
Net wor ki ng, tréning, oktat as, r e I Networking, trainiy, events
Vall al kozdéi attitld kialakitasa Shaping the entrepreneurial attitude
FFF tamogat as FFF support
Il dé6 (Startup életciklus) Time frame (Startup lifecycle)
Szeml él etformdl 6 / érzékenyitdé pi1 Awarenesgaising programmes
Mul t i pl i kkéetroersozktolnl i (pl . I nk ub a| Supportthrough multipliers (e.g. incubators/accelerators)
t Aamogat as
Tovabbi jelentés mértékdua, di r e K Additional substantial direct and individual support order to upscale
felskaldzasar a businesses

Source: based on innomine Group, INCYDE Foundation, The lifecycle of startups and required
supporting services, 2016.
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1.3. Designating the piers of the strategy

While the eeomystseéemrthps gained currency 1in
analysis covering all elements of the ecosystem surrounding startup companies has been
drawn up According to our hypothesis, the low number of Hungarian startup success stories
has been duen particular to the fact that the existing programmes have been restricted to a
particular element of the startup ecosystem (incubation, launch on the market, attracting
venture capital etc.), lacking an integrated situation assessment and strategywér at
factors of the startup ecosystem from the public education system to the development of
entrepreneurial competences to restrictive factors associated with the business
environment. The Digital StartupStrategyof Hungaryintends to fill that gap byeviewing

the ecosystem as a whole and putting forth a proposal for the development of the
ecosystem as a whole

The strategic approach assumes that the analysis actually covers the ecosystem as a whole,
from developing entreeneurship and entrepreneurial competencies to providing sources

of financing to strengthening the culture of cooperation and to entry to the international
market. Between them, an attractive business environment, a certain financing background,
awarenesgaising and competence development from public education to higher education

to adult education and the ability to participate in Hungarian and international cooperation
may result in a powerful startup ecosystem which, by significantly expanding R&D and
innovation activities and strengthening the SME sector as a whole, will make a substantial
contribution to increasing the competitiveness of the Hungarian economy.

Based on the abovédiyve piers are identifiedby the strategy:

Entrepreneurship

Entrepreneuial competencies
The culture of cooperation
Supportive business environment
Sources of financing

To o To To I

32



ID digital success
o prog 30 September 2016

The chart below shows the areas covered by each pier

* szabdélyozas (pl. adminisztrativ terhek
csokkentése, stb.)

vallalkoz6i lét és 6nfoglalkoztatas addzas (pl. adé- és/vagy

tarsadalmi megitélése jarulékkedvezmények, egyszerisitett

fiatalok, ndk, idosek, hatranyos T4mogat6 adézas, stb.)

helyzetliek véllalkoz6va vélasa leti intézmények (pl. inkubatorhazak,

masodik esély biztositasa (Gjrakezdés a kornyezet akceleratorok, rendezvények, stb.)

cs6d utén)

Vallalkoz6i
kompe-
tencidk

pénziigyi és

management
magvetd finanszirozds kompetenciak
elérhetdsége (seed capital) marketing és
piaci és kedvezményes kommunikéciés
hitelek elérhetdsége .- Egyilitt- kompetenciak
tamogatasok r0Z4si mkodés nyelvi és
(visszatéritendd és vissza kultirdja infokommunikacios
nem téritendd) kompetenciak

klaszterek, szovetkezetek, egyéb tarsuldsi formak;

K+F és innovacios egylittmiikodés (hazai vallalkozasokkal,
egyetemekkel, stb.)

nemzetkozi egylittmiikddések (H2020, egyéb unids
programok)
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2. Situation assessment

2.1. Supportive business environment

2.1.1. The state of affairs in Hungary

T

According to the rankings of the EbJma | | Business Act (“ SB/
administrative and legislative background, Hungary is below the European
average, roughly sidby-side with the Visegrad Four.

In the aggregated competitiveness rankings of téorld Economic Forum,
Hungary is at the 63rd place, somewhat above the world average. Within the
European Union, however, we are at the end of the list, followed only by Cyprus
(65th), Slovakia (67th), Croatia (77th) and Greece (81st). (Of the Visegrad Fo
Czechia heads the list at the 31st place.) Our position is substantially deteriorated
by the legislation and the administrative burdens of SMEs. (Effect of the fiscal
environment on the willingness to invest: 120th place; effect of the fiscal
environment on employment: 117th place; government legislative and
administrative burdens as a whole: 128th place.)

On the Nesta European Digital City index (EDCIi), Budapest is the 22nd out of 35
European cities, preceded only by Tallinn (20th) and Prague (19thinwhe

regi on. On the basis of the EDCiIi’'s conc
t er ms of t he admi ni strative environme:t
competences and the command of English.

Reviewing the best international examples, it can lbaatuded that while the
success of various successful ecosystems (Estonia, Finland, Ireland, UK,
Singapore) may be due to the entirety of a range of different factors, all of them
have a simple and clear legislation and impose little administrative buasen
businesses.

From a regulatory point of view, complicated financing systems and
administrative burdens constitute the most important competitive disadvantage
of the Hungarian startup ecosystem.

Under Hungarian programmes granting privileges, the groygeofons qualifying
for privileges/participation is typically set too narrow, in an excessively
complicated manner, particularly when compared to other countries.

While various minor tax allowances and preferential forms of taxation are
available, none othem gives a significant lead to startups or facilitates their
access to financing.
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1 With regard to taxation, both startups and fiscal poliogkers are faced with
various major challenges:

o one of the special characteristics of startups is that while thgyically
generate no profit in the first years, significant risks are involved in product
and service development. In most cases, they are thus unable to rely on the
classic taxelated support tools of research, development and innovation,
such as writig off research and development costs from their corporate tax
base;

0 again as opposed to other types of companies and due to higher risks,
technological startups typically use special models to acquire financing and
investment, other than classic bank Is(risk capital, equity financing, angel
financing, options in lieu of/in addition to payment etc.); therefore, a startup
friendly fiscal environment should take such factors into consideration.

1 While in Northwest Europe and the United States, due to waritscal incentives,
early-stage financing is increasingly provided by angel investors, by the time of
drawing up this strategy, Hungary had not implemented such an incentive
scheme. (At the time of closing the manuscript, however, the BillTMN&741
amending certain tax laws and other related laws has become known; it includes
a proposal for a corporate tax base allowance for investors into startup
companies.)

1 As far as the support environment other than legislation and fiscal policy is
concerned, improgments are called for regarding the following areas:

0 mapping’ the support environment of

ensuring the widest possible accessibility of information related to the
support environment;

o emphasising role models extensively;

0 supportive city marketing and attracting foreign startups to Hungary.

2.1.2. International best practices
In terms of a supportive business environment, the best European examples for Hungary
include:

o Berlin (similar conditions: low subsistence costs, cultural similarities,
bureaucratic hurdles, high quality cultural life etc.);

o Tallinn(similar historical heritage, similar qualification issues);
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o Lisbon(similar size, the same problems a few years ago, whale been
successfully addressed).

1 The Berlin ecosystem s organi sed mw@h . mdarhe ‘munt tc
government and the central government have been successfully cooperating with
interest organisations (pl. German Startups), carrying out thajgestions.

1 Characteristics of the Estonian approacbonscious and consistent ecosystem
development and economic strategy spanning several governments, aiming to
strengthen the creative industries and digitalisation; about that, there has always
been an agreement between governments over that past 15 years. Great
attention has been paid to education (inclusion of programming and design in
public education), the ongoing reduction of red tape and administration, very
useful websites where the persons intsted can easily access information
concerning opportunities and financing.

1 In Austriag while measures to support the startup ecosystem have been
implemented for years, the Austrian government has only recently come up with
a coherent longerm strategy, fo the first time. The launch of a comprehensive
startup programme is to be launched in January 2017. Under the programme,
more than EUR85 million (about HUB8.2 billion) will be granted to finance
innovative enterprises. The strategy also includes #muction of social security
payments, a startup visa and new risk capital programmes, while a website
entitled Global Incubator Networkhas also been set up. It lists and connects
startups, investos and incubators and presents the most important events of the
ecosystem.

1 Inlsrael the Yozma programme was launched with a budget of L0&Dmillion,
setting up ten risk capital funds. Each risk capital fund operated with a basic
amount of USI20 to 25.Between 40 and 5% of that amount was provided by
the Israeli government while the remaining amount was granted by foreign
investors. Government funds, however, were only provided in order to start off
the funds. Business stakeholders joining and acqgiarshare in the funds were
granted a call option, i.e. they could buy out the government share at any time
during the initial 5 years of the fund at% interest. As a result of the launch of
the programme, major international investors had soon enteré@ tmarket
before the programme was privatised in 1998. The Israeli government realised
that they were lacking the required knowledge and experience to manage the
funds and thus mainly US investors were involved in the risk capital funds. Later
on, these cmpanies, including for example, Benchmark, Sequoia and Intel

® http://www.gin -austria.com/index.html
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Capital, established offices of their own in Israel.
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Strengths Weaknesses

1 Dynamic urban life; Budapest is arn
attractive  location  for

young
entrepreneurs.

1 Events lining up Hungarian and

foreign presenters meeting

international standards; a dynamic
meet-up culture.

9 Due to the low subsistence and
labour costs, investments into
startups in Budapest are worth
significantly more than in a more
expensive city.

1 Satisfactory level of training in
engineering, economics, design an(
arts/social sciences.

1 Ease of setting up a business.

1 Existing taxation

schemes.

preferential

1 The digital economy is currently
being built up, i.e. Hungary is still not
lagging years behind.

international models of

Opportunities Threats

1 Adopting

1 High administrative burdens.

 The taxation environment has a
negative effect on the propensity to
invest.

1 Up to D17, no tax allowance was
available to encourage investments by
business angels.

1 While various minor tax allowances
and preferential forms of taxation are
available, none of them gives 4
significant lead to startups or
facilitates their access to finangjn

1 The conditions of seémployment are
complicated and have a deterring
effect.

1 The group of persons qualifying for
privileges/participation is typically set
too narrow or in a too complicated
manner under programmes granting
privileges.

1 There are obstdes to hiring
employees and too much taelated
administrative activities.

1 There are few diversified eworking
offices providing a range of services
outside Budapest; there are few
accelerators integrated into the
international circulation.

1 The hest experts leave the country
while Budapest is not attractive
enough for foreign startup
entrepreneurs to settle there.
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ecosystem development.

More efficient help could be
provided by mapping the support
environment of the Hungarian
startup ecosystem.

Ensuring the widest possible
accessibility of information related to
the support environment.

Emphasising role models extensively
reinforcing positive media feedback.

Developing programmes in order to
attract foreign startupsand expertise
to Hungary.

The activities of some welihown

angel investors are becoming
apparent (e.g. Power Angels and thé
Hungarian Business Angel Network).

Improving the programmes of
festivals and increasing the ratio of
international visitors.

1 There are years of gaps between eac

M As there are no close links betweer

global Hungarian startup success
story; there are few new role models.

There is increasing globabmpetition
among big cities to attract the best
creatives, programmers and
entrepreneurs. Budapest must offer
an attractive value proposition in
order to stand its ground in that
competition.

participants of the ecosysm and
government decisiommakers, bottom
up initiatives may weaken without
support, while topdown support lacks
in efficiency.

2.2. Entrepreneurship

2.2.1. The state of affairs in Hungary

1 Entrepreneurship in Hungary is low on a global scale, whemeaa European
comparison, it is the least accepted way of life in Hungary.

1 The low level of entrepreneurship correlates with the message of various

While young people are most concerned of uncertainty and risks, society fails to

properly acknowledge those who are willing to take that risk.

An essential element of success, omgpexperimentation is part of the culture of

entrepreneurship. Failure goes hand in hand with experimenting. That is how failure
IS seen in successful entrepreneurial ecosystems, rather than as a stigma. Hungarian

society, however, including a lot of youmpgople, are very worried about failure,

which tends to discourage them from further experimentation. Changing that

attitude is a cultural issue to be resolved in the long term.
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international reports (e.g. the European Digital City Index) concerning Hungary:
rather than talent, innovation or expertise, the missing factors include the skills and
abilities required in order to build a successful enterprise based on innovation.

1 This weakness of our ecosystem demonstrates that the development of startups calls
for a complex, multdimensional approach. Successful entrepreneurs will not emerge
on the strength of ample available capital; that is but a single element in the formula
of success. Creating an efficient ecosystem is as much a matter of culture, i.e.
developing entrepreneurship starts at school.

1 Developing entrepreneurship requires a letggm, consistently implemented
strategy, which involves a number of important staketesk (from schools to global
festivals in Budapest to initiatives presenting successful entrepreneurs as role
models).

1 Since the enterprises of the future will emerge in a digital world, it has become
increasingly important to pay attention to the developnt of persons left out of
digitalisation (senior entrepreneurs, people with lower levels of education etc.).

2.1.2. International best practices

1 International examples of communities of female entrepreneurs:
o Girl meets money portal for women on opportunities in the US
0 Women Founder Network
o Start Up Chicks

1 Examples of international programmes targeting experienced, active and motivated
seniors:
o0 Senior Enterpris¢lreland
0o Bestager4 Denmar k, Estonia, Germany, Litv:
o Female schemgUnited Kindgom, Cyprus, Netherlands, Italy, Malta
0 Exprieneurshig United States

For the SWOT analysis, see the end of the Entrepreneurial competencies pier.

2.3. Entrepreneurial competencies

2.3.1. The state of affairs in Hungary
1 As far as entrepreneurial competencieseaconcerned, there are two different
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approaches: one claims that entrepreneurship is essentially a natural endowment, a
complex of characteristics that cannot be taught, whereas according to the other,
entrepreneurial skills can be trained and learnt.

1 Thetwo approaches, however, agree that the skills concerned can be developed, at
least in the persons already possessing such skills to a certain extent. The social
perception of being an entrepreneur is extremely important: the cultural
environment has grdainfluence on the number of successful entrepreneurs in a
particular society. Those two points can and should be developed.

1 A dozen countries are currently experimenting with the inclusion of entrepreneurial
skills in public education. The most efficiesuch initiative has probably been that of
the UK. Within our region, Czechia and Bulgaria have implemented similar
programmes. In Hungary, exemplary private initiatives have been introduced in some
foundation schools in the past few years. Even more inguly, however, since
2013, entrepreneurial skills and competencies have been part of public education in
Hungary. According to the Government Decree No 110/2012 (VI. 4.) on publishing,
introducing and applying the Basic National Curriculum, key competenoclude
entrepreneurial competencies. The training of entrepreneurial skills thus appears in
primary education as part of social, civic and economic skills within the field of
financial and economic culture. As part of optional, eligible subjects, fnarie
curricula have been drawn up for the training of entrepreneurial skills in grades 7 to
12. In addition to that, a number of curricula in vocational training also include
relevant framework curricula. For the academic year 2016/2017, public education
announced its relevant thematic week for schools as part of the ordinary curriculum.
It should be noted, however, that there are still too few competent teachers in order
to ensure that entrepreneurial skills are taught in a professional and sufficiently
interesting manner and that the effect of entrepreneurial skills, included now in
public education as an eligible subject, has not yet resulted in any significant
improvement in terms of the willingness of young people to start a busir@@sshe
basis of the relevant OECD survey, Hungarians show a distinctly poor performance
regarding the competencies required in order to run a successful business. The
quality of our financial culture is expressly low (that said, alb@alist countries
have performed at a similarly poor level), whereas we are also lagging behind most
other European countries in terms of linguistic competencies. As far as digital
competencies are concerned, on the whole, we perform roughly at the average of
the European uWion. However, there are enormous problems concerning the
digitalisation of older people, and in particular of people with a low level of
education. In the future, the latter problem may increase the gap between people
with a low level of education and aw income and the rest of the society and thus
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social inequalities.

1 The results of the OECD are confirmed by the European Digital City Index: Within the
gl obal startup ecosystem, in addition to
main competitive dadvantages are a poor command of English and weak
entrepreneurial competencies.

1 As far as competence development is concerned, it can be concluded that the
training of entrepreneurial skills is rather deficient on all levels of public education
andevenwere it does exist, the training of
often mixed up even though they are two different things that require different
approaches. There is hardly any entrepreneurship training at universities and colleges
not for economics. It would, however, be extremely important as young people
working on new and innovative solutions are taught at science, applied arts and
engineering programmes.

1 As for noracademic entrepreneurship programmes targeting college students,
various initiatives to introduce college students into entrepreneurship have been
launched in recent years. Among others, they include Startup Campus, called into
being by the Enterprise Hungary. It helps students develop ideas, raise funds and
achieve market valiation while also providing mentoring services. The services of
Startup Campus are currently available 1in
London. At the Budapest University of Engineering, there has been Demola, an open
innovation platform for uniersity students for years. Demola enables students,
entrepreneurs, the university and large enterprises to collaborate on growing
successful enterprises out of new and innovative solutions.

1 Nonpubliceducation solutions are too Budapestntred and too expensive.
Generally speaking, however, there i s a
ecosystem independently acquires the required entrepreneurial skills, i.e. the skills it
has not beertaught at school. Working off that competitive disadvantage probably
constitutes an important challenge for the educational system.

1 The Digital Startup Strategyof Hungary focuses on the development of
entrepreneurial competencies; the development of dijitompetencies has been
one of the priorities othe Digital Educational Strate@f HungaryDES). Articles 4, 5,
6, 9 and 11 of the DES Government Resolution address the availability of digital
equipment required for the development of digital competégs and the
devel opment of teachers’ competences,; it
acquire at least basic digital literacy, ordering the establishment of the Digital Higher
Education Competence Centre.
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2.3.2. International best practices

1 In two-thirds of European countriesthere are signs even in the primary school
curriculum, which indicate an intention to improve certain entrepreneurial
competencies, such as pactivity, creativity and riskaking.

9 Slovakiahas i ncluded @ar&ukjdectatcahl egveéew in
curriculum, which includes entrepreneurship.

1 In the Netherlands schools may apply for a grant if an entrepreneursieiated
curriculum is developed and included in their syllabus.

1 Practical entrepreneurial skillsre currently being taught in four countries oniy:
Lithuania, Romania, Liechtenstein and Norwaln certain countries, the concept

‘“enterprise’ i s par tCzexhRepublicavheEetthe subject iss u b | e ¢
optional), inPoland apart from social sciences, the topic also appears in the teaching
of mathematics, whereas iBulgaria It I's part of the subje

technol ogy’

1 Special teacher training in the field is only providedha Flemish part of Belgium,
Bulgaia and the Netherlands A central guidance and teacher training material is
only available in on¢hird of all European countries. One of the greatest advances in
the field has been achieved in thdK Following the expert study entitlegnterprise
for all , published by the UK government, radical changes are proposed in public
education in the UKFollowing thedevelopment projects entrepreneurial skills will
be given a lot more weight in secongaschools.

2.3.3. SWOT analysis

Strengths WEELGQEREES

1 Diversity:  significant  industrial| {1 The digitalisation of senior citizens ang

traditions in various sectors. people with a low level of education is
 Satisfactory levels of university notsupported.
education in a number of fields (IT| 1 Young persons’ <coO
engineering, economics, desigrl  behind the EU averagbased on the
etc.). OECD’ s survey).
1 Female entrepreneurs are| 1 Low level of linguistic competences.

overrepresented in  comparison| ¢ |ow quality of financial culture.
with the EU average (Hungary

women account for 346 of all
entrepreneurs, which exceeds the
average EL28 indicator of 3%.)

1 Non-publiceducation solutions are
too Budapesicentred and too
expensive.
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1 An increasing proportion of the Y
generation are willing to go self
employed; being selemployed is
becoming increasingly attractive for
them.

1 Good quality digital competencies.

Opportunities Threats

1 Theeducational system has been

1 Entrepreneurial skills and

should be developed.

can

1 The development of a culture of
entrepreneurship at an early age
has begun with the establishment
of ‘“entrepreneld
whereaspublic education has been
reinforced by  entrepreneurial
competence development
programmes. They are expected tg
bring results on a medium term, in
particular if the programme
continues to improve and develop
based on the feedback received.

1 Developing newtools for efficient
incubation (e.g. open labs & tech
shops).

1 There are few young entrepreneurs.

1 Successful entrepreneurs are still

1 A continuously ageing society.

1 The social perception of

Low awareness of innovation, and the
protection of intellectual property.

Thefocus of career advisors is overtly
restricted to multinational and large
companies.

Few teachers have entrepreneurial
competences, while there is no
relevant training for teachers.

Entrepreneurship in Hungary is low on
a global scale, whereas in a Europea
comparison, it is the least accepted
way of life in Hungary.

The fear of failure is high whereas the
willingness to take risks is low.

underrepresented in mass media and
have only becme role models for a
small group of people.

unable to catch up with the challenges
of the 21st century; there is an
increasing shortage of skilled experts.

The educational curriculum still lacks
training for the entrepreneurial spirit,
which widens the gap and curbs
entrepreneurship.

People with low education and income
may drop even more behind i.e. social
inequalities may increase.

entrepreneurs has not improved due
to the excessive tax and social security
burdens.

44



| D digital success
o progre 30 September 2016

1 Successful entrepreneurs will feed A weak entrepreneurial spirit resulting
their skills back to the new from cultural traditions has not
generation, i.e. persons to pass orf  changed while the perception of the
relevant and meaningful skills are  ecosystem has not improved.

visible. { The educational system fails to

1 Exploiting the EU action plan encourage people to start a business.
“Entrepreneur 201
specifically aiming at boosting
entrepreneurship.

1 Reactivating women, senior citizeng
and restarters.

1 Achieving that people consider
failure as a necessary concomitan
of experimenting and success ang
providing efficient support to
restarters.

2.4 The culture of cooperation
2.4.1. The ste of affairs in Hungary

1 Cooperation, knowledge sharing, clustering and the culture of cooperation in general
are important elements of a successful ecosystem.

1 While linguistically and in terms of its market, the European Union is more
fragmented than theUS, it has endeavoured to implement numerous initiatives in
order to improve cooperation between Member States, between large companies
and startups, within particular industries and between industries. Union allocates a
great deal of funds for these puopes, both proportionally and in absolute value.

1 Nevertheless, success has been moderate: this is called the European Paradox.
(Despite lots of financial support, generous financing and initiatives, a lot fewer large
global companies grow out of an innoi@t than in the US, for example.)

1 That fact demonstrates that business development is not a-dingnsional issue,
i.e. support and financial incentives are not the only factor, in fact, are not the most
important factor that determines whether a succedsémtrepreneurial ecosystem is
achieved in a country or regioit;is, first and foremost, a cultural issue
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1 Changing the cultural environment is a complex loergn challenge that requires a
consistent and uniform development strategy.

1 There are, however, simple tools that enable achievements and partial achievements
even in the short run: these include the creation of open innovation models to
improve cooperation between large companies and startups or of living labs that
enable startug, large enterprises, researchers and public institutions to conduct joint
experiments.

1 Such type of cooperation requires support, a service approach and an active
facilitator role by municipal governments and the strategic opening of public
municipal data. These measures may target priority sectors (the Helsinki, way
Helsinki Region Infoshaje

1 The data industry is one of the most dynamically growing industries of the present
and the near future, growing at a rageven times faster than other fagtowing ICT
industries. Within the industry, public data play an extremely important role in the
fields of collection, processing and access as well as in the development of services
and products based on the above. Acxés public data is indispensable for the start
of successful new startups. Hungary should come forward with legislation that is
exemplary on a global scale.

1 Currently, there are hardly any links between innovative startups and large
Hungarian companies iHungary. In order to enable flexible innovative businesses to
enrich large structures, it is both necessary and important to strengthen the links
between them.

1 In Hungary, the presence of startups is currently relatively insignificant, whereas their
B2B value chains are virtually nesxistent. At the same time, supply by large
multinational companies is heavily overrepresented in the volume of simple supplier
value chains that determine the traditional balance and model and is also heavily
focused on cedin industries (i.e. the automotive industry). From the point of view of
the Hungarian economy, such tvdirectional restriction: 1) carries substantial risks
in terms of both of its aspects (international exposure, geographical flexibility; the
state of aparticular industry); 2) contributes to the maintenance of a (relatively)
medi ocre production; 3) while preserving
value chains, i.e. our involvement in mainly lower addgatlie processes.

1 Precommercial proctement (PcP) could be an efficient tool for strengthening the
links between startups and the government.
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2.4.2.

International best practices

A startup visa has been introduced by more than 10 countries worldwide. The
startup visa encourages foreign entrepeurs to establish companies in the country.
For entrepreneurs, this may offer a better or more supportive environment for
invest ment and for founding companies,
country, it represents a new kind of knowledgenovative spirit and new jobs, not to
mention the increase in tax revenues.

Best international practices related to providing access to public data and to data
policy:

1 municipal and regional level: Helsinki Region Infoshare, Forum Virium, French
Tech @Qies;

1 national programmes: data.gov;

1 international programmes bringing cities together: OASCities, FiWare,
CitySDK, geeks 4 cities;

1 (municipal) organisational units: CTO, Digital Transformation Department.

TheAalto University in Finlandvas essentially established by merging three formerly
autonomous universities, intending to leverage the synergies resulting from linking
up three distinct professional fields, i.e. engineering, economics and applied arts. In
addition to highlevel reseach and education, the university focuses on cooperation
with businesses and government organisations.

Earlier examples from the US include the cooperation programme between the
Berkeley and Stanford universitieghe research results of which have also bhee
made available to third parties.

Israeli startup ecosystemthe Office of Chief Scientist (OCS) of the Ministry of
Industry, Trade and Labour manages and exercises supervision over the government
funds allocated for industrial innovation research and @epment projects.
Successful projects will result in the sale of companies, which are thus able to repay
the amount of financing to the OCS. The OCS cooperates with other ministries (each
of which also has a department supporting R&D) and with foreignntcies
regarding potential joint projects. Government policies and the activities of the OCS
have created an investment environment attracting hundreds of international
businesses into the country.

w h

EXISTs a programme supported lyermany s Economy and Energy

to encourage and develop entrepreneurship at universities and research institutes.
Through supporting graduates, scientists and college students, it also aims at
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increasing the success of technology and knowleoigssl startup businesses
starting from universities. Under the programme launched in 1998, nearly 1,700
startups have been given support and almost all universities of the country have
been involved in the universitigvel development of the culture of entrepneurship.

2.4.3. SWOT analysis

Strengths Weaknesses

1 A favourable geopolitical location. | I Entry to the international market is

the global economy. startups).
1 A relatively higHevel of research | 1 The *“ European Par a
infrastructure. 1 Changing the cultural environment is &
1 A dynamically improving meetp complex longerm challenge that
culture in Budapest. requires a consistent and uniform

development strategy.

1 The lack of univesity partnerships
reinforces the lack of cooperation among
young graduates, which would be
necessary for operation on the market.
Moreover, the diversity of research
serving as the basis for university
development projects is negligible.

1 There is very lite cooperation between
large Hungarian companies and startups

M1 No online centre to embrace the
ecosystem.

Opportunities Threats

7 Collaboration among businesseq § The international, interegional and

and development inter-company digital gap remains.
institutions/institutions  possessing| ¢ A substantialgap may form between
infrastructure  will lead to new future market requirements and the
innovativedevelopment projects. highereducation demand.

9 Increasing role of the economic role 1 As the European market is not expecte
of (industry) clusters. to grow less fragmented, it is more

1 Spreading of the Living Lab difficult to grow big within the EU than in
collaboration, one of the most the US.
common forms of open innovation.
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T

An increasing number of Hungariar

the Hungarian ecosystem i

Powerful efforts to achieve
cooperation between cities and
local communities.

startups are acquired by foreign
businesses (m&a) or vice versa, i.€

becoming increasingly
international.

2.5 Sources of financing

2.5.1. The state oéffairs in Hungary

1

The United States, Silicon Valley in particular, boast the most advanced financing
infrastructure worldwide. In Europe, the role of London, Paris and Berlin should be
emphasised, while Scandinavian countries and Israel have also ddne wel

In Hungary, since 2011, the number of capital allocations has increased at a dynamic
rate. In a regional comparison, the country ranks among the best. That growth,
however, has been mainly due to the JEREMIE programmes of the EU, which account
for 70%of all capital allocations. Without the JEREMIE, the country would lag behind
Western Europe and would do poorly even in a regional comparison.

According to experts, the JEREMIE programme has been controversial. Despite
allocating a great deal of risk c#gdi investors have been unable to achieve a
sufficient number of successful exits and, on a pro rata basis, JEREMIE funds have not
promoted the development of the ecosystem to the desirable extent. (However,
another 2 or 3 years must still pass until teal evaluation of results as some fund
managers did not start their operation before 2014, i.e. potential exits are still to be
seen.)

Moreover, the financing situation is improving slowly but steadily: both investors and
entrepreneurs are becoming inasingly skilled, the activities of some wtiown
angel investors are becoming visible while new government risk capital programmes
are being launched in which earlier mistakes have been corrected.

The Hungarian risk capital financing infrastructure hae significant deficiencies:

the financing of both earkgtage and growtkstage startups has not been resolved,
i.e. it is just as difficult to receive an investment of 50 to 200 thousand euro as 3 or 4
million. Most JEREMIE funds have preferred allocatmiman amount of EUR)0000
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to 1 million. Problems have also included that, due to the difficulty of obtaining seed
capital, startups in too early stages of development have received a
disproportionately high investment.

1 The data shows that, in Hungamevelopment is hindered by factors other than a
shortage of venture capital or the low amount of aid. Distribution, accessibility and
the framework system of aid must be reviewed. Similarly, the use of potential,
relatively lowcost regulatory instrumentée.g. encouraging angel investors) in order
to give further impetus to the ecosystem should be considered.

2.5.2. International best practices

1 In terms of encouraging angel investments, the Argéxon (US and UK) model is
traditionally considered as thbest international practice. The UK model is a rather
complex one, which goes beyond the granting of a tax relief to individuals investing
into a startup as various types of tax relief are available to the startups themselves.
While various aspects of tHeeed Enterprise Investment Scheme (SBIShe United
Kingdom, based on a complex yet simple logic, may be a good basis for the Hungarian
legislation, they should be adapted to local conditions.

1 The point of theGerman modeis to:
1 review legislation by addingpitable tax incentives
1 provide fundsto companies with atew restrictionsas possible; and
1 graduallyremove bureaucratic hurdles

1 Turkeyhas in recent years developed a remarkable infrastructure in order to support
angel inestments and innovative enterprises. Certified angel investors (members of
the Angel Club) can deduct up to 75 to ¥@0of their invested capital from their
annual taxable income by investing in particular SMEs.

1 More than 24USstates have implemented ax credit system of a rate between 10
to 100% as an incentive to earBtage investment. The programmes and the details
vary by state. Most states offer rates between 25 anddQ(In each state, however,
angel investors are only required to pay income ta the added value generated by
their investments once a profit has been achieved.)

1 Portugal a country similar to Hungary in various respects, tops up angel investments
based on a generous and efficient-iwestment scheme, grants a tax refund on
invedment and cefinances the maintenance of angel investor networks.
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Strengths Weaknesses

1 Exemplary investments exist, serving
as a model for others.

1 In Hungary, since 2011, the numbe
of capital allocations has increased a

a dynamic rate. In a regional
comparison, the country ranks
among the best (JEREMIE
programme).

1 Sufficient capital is available for
startup development. (Its distribution

and the access to capital are
however, not necessarily
satisfactory.)

1 Learning from former experiences,
investors can invest their capital at

better conditions, with  higher
chances of success.

1 Adopting  development models
related to international financing
patterns.

9 Due to the accelerators and mentor
programmes (among othefactors),

Opportunities LGES

1 In Hungary, theonditions of access to
financing (that is sufficient and is
adjusted to each stage of the
entrepreneurial lifecycle) are currently
far from ideal.

1 The financing of both eadstage
startups and scaleip companies is
unresolved.

1 There is currently no taxelief
programme to encourage angel
investments, by contrast with other
countries with a successful startup
ecosystem.

1 Most EU grants are only available in
provincial regions and they often
include restrictions that may distort
the business model of startgp

1 There are few professional
accelerators.

1 There are few entrepreneurs with
international experience and there are
few experienced and successful
investors able to pass on their
experience.

1 Startups fail to choose the right
sources of financing, which distorts
their development and reduces the
number of sustainably growing startup
companies.

1 Due to the system of grants, a lot of
startups have specialised in competing
for government grants.

1 The ratio of international capital
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startups and SMEs are not more remains negligible, i.e. the startup
capable of attracting capital. ecosystem will remain deficient in

1 A review of distribution, accessibility| terms  of  foreign resources
and the framework system of grants| ~ (networking, knowhow).
may generate new suggestions. 1 Hungarian startups will skip the
T By filing in gaps in the financing Hungarian ecosystem, building upg
infrastructure, businesses will have their businesses abroad from the

grow quickly. investors  sufficiently  experienced

and/or their conditions sufficiently

1 The activities of some wetinown )
attractive.

angel investors are becoming
apparent (e.g. Power Angels and thé
Hungarian Business Angel Network).

1 Tens of billions of Hungarian forints
will be available to launch new
govemment capital programmes in
the near future, which will also be
available in Budapest, while most of
them will be used for earkgtage
financing.

3. The system of objectives under the strategy
3.1. Overall vision

It is a cliché, but true nonethel ess, t hat
transforms entire sectors of the economy. While changing economic mechanisms, it exerts a
serious influence on the structure of society. That evolution, however roff@ssibilities

apart from the dangers. A responsible, flexible and modern regulator is able to identify both

at the same time, creating opportunities by turning a challenge into an advantage.

The Digital Startup Strategpf Hungaryformulates the Goveftme nt ' s vi si on of
digital enterprises up to 2020. First and foremost, it prefers a system of regulation that is
flexible and open toward the changes involved by new technologies, recognising the
competitive advantage of the ability to respond rdlyi in the global economy.

According to the vision under the strategy, by 2020, a thriving Hungarian startup ecosystem
will have been developed, which:
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1 ensures that the indispensable institutions of a startggosystem (business
incubators, mentor networks etc.) should emerge and strengthen;

1 ensures the availability cfufficient funding for startup companieat various stages
of their lifecycles from private investors, credit institutions and refundable am n
refundable government/Union financing;

1 ensures a business environmentthat supports, rather than hinders, the
establishment, entry to the market and development of startup companies in a
targeted manner;

1 encourages the strengthening afntrepreneurship on all levels of education,
improves awareness of being an entrepreneur and -smiployment and the
perception of entrepreneurs by the society at large;

1 supports the development of digital, linguistic, communication and marketing
competenciedn all startup companies;

1 helps as many Hungarian businesses as possible to realise that vitous of
cooperation (clusters, cooperatives and other partnerships) represent a substantial
reserve in terms of competitiveness.

The regulator is also award the fact that, between them, the small size of the Hungarian
market and the low entry threshold for digital enterprises have the result that Hungarian
businesses targeting global markets from the start will have a better chance of growing big.
Since itis looking for breakout points, it gives priority to the development of such
businesses.

In 2020, while the Hungarian startup ecosystem is not afraid to experiment on a new terrain,

it is also aware of the industries where it has the most authenticitythedsegments where

its entrepreneurs may be among the best worldwide. By that time, as role models and taking

an active role in building the startup ecosy
generation of entrepreneurs, who are embedded iniaternational network and in touch

with their role models at the same time. A generation full of confidence and not afraid of
failure, who speak English as a matter of course.

Their enterprises have access to financing across all stages of their lifagkekher from
Hungarian, US or Israeli investors. The latter may be reached through the networks of
Hungarian investors as, in five years time, there will be a lot more of Hungarian investors
(both angels and institutional investors) sharing investmerith foreign partners.

Consisting of multiple actors, the ecosystem constitutes a system. In the digital Hungary of
2020, such stakeholders will not be individual actors who have met by chance as, by that
time, there will have emerged those channels betweeniversities and accelerators,

Hungarian and foreign investors, municipal governments and startups that are indispensable
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in order to make Budapest and Hungary attractive for the most talented startup
entrepreneurs worldwide.

Despite their achievementshis new group of confident tech entrepreneurs will not be
arrogant. They will be aware of the need to integrate entrepreneurs left out of the fast
evolution of digital businesses, particularly women and people over 45, in the development,
as failing to doso will, on the long term, be harmful to society. Therefore, in cooperation
with government institutions and initiatives, it will launch programmes to help drofs to

be involved in digitalisation.

The vision outlined above is not a dream. Indeed, & trary moment, dozens of countries
are investing an enormous energy into implementing visions similar to the above, without
sparing time or money. We are part of a competitiorhe Digital Startup Strategyf
Hungaryaims at providing an opportunity to takthe lead in that competition.

3.2. Overall strategic objectives

The differences between the current situation, described in 8iwiation assessmentand

the target to be achieved during between 2016 and 2020, as presented i@\vkeall vision
chapter, mar k out the framework of the strat
building on the ‘Strengths’ of the SWOT anal
the factors identified as ‘' We@ppesstsesitiaaes’
to avoid or to minimise ‘Risks’

A strategic approach is proposed which is suitable for the removal of factors curbing
development, regarding the ecosystem as a whole, and assigns clear indicators to the
interventions, breaking dow the overall strategic objectives to objectives assigned to each
pier.

As the outcome of the above, thmverall strategic objective ofhe Digital Startup Strategy

of Hungaryis to ensure a balanced development of the staregnsystem by strengthening
entrepreneurship, entrepreneurial competencies and the culture of cooperation, developing
a supportive business environment and making available sources of financing in a targeted
manner in order to enable that the beneficiafetts of the establishment and development

of innovative businesses with a substantial potential for growth contribute to the
international competitiveness of the Hungarian national economy.
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szabalyozas (pl. adminisztrativ terhek
csékkentése, stb.)

vallalkozéi lét és 6nfoglalkoztatas * adozas (pl. adé- és/vagy

tarsadalmi megitélése jarulékkedvezmények, egyszer(sitett

fiatalok, n6k, idosek, hatranyos Témogaté addzas, stb.)

helyzettiek vallalkozova valasa lizleti + intézmények (pl. inkubatorhazak,
masodik esély biztositasa (Ujrakezdés a kornyezet akceleratorok, rendezvények, stb.)
cséd utan)

Véllalkoz6i
kompe-
tencidk

Véllalkoz6
szellem

pénziigyi és

4 management
magveté finanszirozas : kompetenciak
elérhetdsége (seed capital) * marketing és
piaci és kedvezményes kommunikacios
hitelek elérhetdsége Finanszic Egyiitt- kompfet’enciék
tamogatasok rozasi mékodés * nyelviés
(visszatéritendé és vissza forrasok kultdraja infokommunikaciés
nem téritendd) kompetencidk

klaszterek, szovetkezetek, egyéb tarsulasi formak;

K+F és innovacios egyiittmikodeés (hazai vallalkozasokkal,
egyetemekkel, stb.)

nemzetkdzi egyiittmiikodések (H2020, egyéb unids
programok)

The piers ofhe Digital Startup Strateggf Hungary

3.3. Objectives under each pier

In terms of the various components of the ecosystem (and the pier structure of this
strategy), it means the following: (the objectives by each pier are presented in a single
structure, i.e. the overall objective related to the piarquestion is presented first, followed

by the system of objectives according to the pier components).

Note: quite a few of the indicators required in order to monitor development are currently
not being measured. The Startup Hungary centre for methodobgy coordination,
mentioned among the strategic instruments, may provide assistance with that issue.

3.3.1. Supportive business environment

Overall objective:

The business environment should support, rather than hinder, the establishment, en
the market and development of startup companies in a targeted manner.
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Objectives affecting the legislative and tax systems:

T

investment into earlystage businesses should become attractive to startup investors
(encouraging business angels);

supporting angel investor networks;

simplifying the conditions of being an entrepreneur or setiployed and developing
preferential sociakecurity payment schemes for eadyage startups;

creating the opportunity for offering business shares and stocks simply and at a
preferential tax rate in order to facilitate fagrowing startups, which have not yet
achieved steady growth, to attract gd-quality workforce and to retain their
workers;

in addition to simplifying administrative and tax burdens, a consistent and efficient
information platform must be developed in order to support the lawful operation of
businesses, while direct and peztive communication must be ensured between the
authorities and entrepreneurs;

initially vulnerable startups that have a large growth potential yet require a longer
research and development phase should evolve in a congenial regulatory
environment.

¢ KS YldeadfBuppbrtive environment:

1
il

= =2 =2 =2

emphasising role models extensively;

increased emphasis in the media on the benefits of being an entrepreneur; should
present inspiring success stories through role models;

mapping the support environment of the Hungariaarsup ecosystem and ensuring
the widest possible accessibility of information related to the support environment;

supportive city marketing and attracting foreign startups to Hungary;
strengthening the links between large enterprises and startups;
widening the range of events lining up international speakers;

efficient cooperation between municipal governments/the central government and
interest organisations.
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Indicators:

Base value | Target value

Indicator e e

13 (2016) 25 (2020)

Number of accelerators/incubators
(Budapest)

Number of community office spaces 13 (2016} 20 (2020)
(Budapest)
Number of accelerators sponsored by | 4 (2016) 10 (2020)
large companies
Number of foreign startupsperating in n/a (2016) + 30% (2020)
Hungary
(Annual) number of international startup| n/a (2016) +50% (2020)
competitions

Supportive
business

environment

World Economic Forum ranking: the effel 120th 50th position
of the fiscal environment on the place/140 or higher
willingness to invest (2015¥ (2020)
World Economic Forum ranking: the effel 117th 50th position
of the fiscal environment on employment place/140 or higher
(2015Y (2020)

3.3.2. Entrepreneurship

Overall objective:

With a view to strengthening entrepreneurship, the social perception of entrepreneurs
be improved, persons belonging to communities disadvantaged in terms of entreprenel
must be assisted in becoming entrepreneurs, and an entrepreneurial appnoast be
reinforced and riskaking and the assumption of responsibility must be encouraged ¢
levels of education. Awareness of being an entrepreneur or-eseffloyed must beg
promoted in all groups of society, presenting it as a realistic alternative.

Strengthening entrepreneurship:

®Based on data collected by the Working Group.
"Based on data collected by the Working Group.
8 World Eonomic Forum rankings
®World Economic Forum rankings
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T By strengthening entrepreneurship (e. g.
achieve a better ranking in similar international surveys in public education,
vocational training, higher education and adult education.

T Making the lifestyle of entrepreneurs attractive on all levels of the educational
system.

1 Presenting and encouraging rigkking, experimenting and the assumption of
responsibility as important values should become an essential part of all levels of
educaion.

T Reverse brain drain attracting foreign
nationwide programs and legislation (e.g. Startup Budapest programme, Startup
Visa, see the chapter on Strategic instruments), which will in turn positively affect
entrepreneurship and knowledge among Hungarians.

Improving the perception of entrepreneurship:

1 The perception of being an entrepreneur or sefhployed should remarkably
improve by 2020.

1 The level of starting a business as a desirable career choice shotddse by 2020
according to statistics shown among the indicators.

1 Media attention concerning entrepreneurs should reach the EU average by 2020.

1 The stories of positive role models should reach a higher number of people.

Supporting starters andestarters:
1 The number of young entrepreneurs should increase at a significant rate by 2020.

1 There should be a higher number of targeted programmes and campaigns to help
45+ persons become entrepreneurs and thus increase the ratio of entrepreneurs in
that age group (too).

1 There should be more targeted programmes and campaigns to help women become
entrepreneurs and thus increase the ratio of women among entrepreneurs (t00).

1 According to statistics included in the indicator, the fear of failure shdeldrease
significantly among Hungarian people by 2020.

1 The process of winding up a business should be streamlined and speeded up when
entrepreneurs intend to wind up their businesses through final settlement.
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1 Raising awareness concerning the potential idteby innovative digital technologies
(data technology, Big Data, 10T, Cloud etc.) among woelentrepreneurs.

Indicators:

The indicators assigned to the target indicators have been based on the data and statistics
discussed in th&ituation assessmerfsince this is the field where the gap between Hungary
and the EU average is the greatest, the target for 2020 is to catch up with the EU average for
most indicators.

Indicator Base value (year Target value

(year)

Entrepreneurship 188.67 (2014) | 145.8 (2020Y
Perception of being an 45.7%(2013}" | 56.9%(2020§*
entrepreneur
Media attention on 28.4%(2013f° | 49%(2020}*
entrepreneurship
Starting a business, as a desirab| 47 %(2016) 57 %(2020)"
career objective

S ENERIESl] Level ofsupporting restarters 69% (2013) 82 9%(2020)°
Fear of failure 44.8%(2013) | 39.8%(2020}"
Number of young entrepreneurs | 3.7 %(2013)° 10%(2020)
Number of entrepreneurs aged | n/a +20% (2020)
40+
Number of female startup n/a +20%(2020)
founders/cofounders
Number of foreign entrepreneurs| n/a +10%(2020)

19 Average Entrepreneurism scor@he Global Entrepreneurial Report (Emerging Wealth) 2014,
Oracle Capital Group

" European Commission: SBA Report, 2014: Hungary;hage

2EU average.

13 European Commission: SBA Report, 2014: Hungary; page 7

“EU average.

*Entrepreneurship Education at School in Europe; Education, Audiovisual and Culture Executive
Agency, 2016. EU average.

®EU average

"EU average

BFEVOSZsurve,013. (Source: Ilona Kovacs: Changes in e
SME sector; 2014. page 19)
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3.3.3. Entrepreneurial competencies

Overall objective:

No startup company should be squeezed out of the startup ecosystem due to a lag
entrepreneurial competencies.

The development of entrepreneurial competencies is closely linked to the educational
system, discussed in detail llye Digital EducatiorStrategyof Hungary(DES). However,
since the DES focuses primarily on developing digital competencies, the DS®rsoihsid
important to develop entrepreneurial competencies, which are critical for the
development of startupsThe development of the startup ecosystem may be affected by
the educational strategy with regard to the following questions

il

Is enterprise include in the national curricula as a topic? Has it been integrated
into other disciplines?

Do regulators support the training of key entrepreneurial skills at school, including
the development of the required skills and mentality?

Do entrepreneurship trainingorogrammes exist outside the school system? Do
such programmes take people with a low level of education and people living in
rural areas into consideration?

Do strategic objectives exist for implementing a wider range of interactive and
experiencebased eucational methods in the educational system?

Do schools exist specifically for the training of business experts and local
entrepreneurs?

Does the explicitly acknowledged objective of becoming an entrepreneur appear in
the national syllabuses for vocatidnatechnical and commercial secondary
education?

Have special training and incentive programmes been included in the training of
instructors of entrepreneurial skills?

Are entrepreneurship activities outside the classroom (e.g. student activities,
businesglan competitions, business development programmes etc.) supported?

Has a national network of entrepreneurship teachers been set up with a view to
facilitating the application of programmes?

As far as the development of competencies outside the educatibsygstem is concerned,
the strategy should be based on the following questions:

il

Are regulators aware of the special needs of young people, women and other
target groups?
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1 Do career advisers use available local case studies and the materials of
entrepreneurship courses?

1 Do scientific institutions receive financing in order to enable them to provide
trainings, advising, diagnostic and consulting services to young entrepreneurs?

1 Can privatesector financing be mobilised for the training of entrepearial skills?

1 Are mentor and coaching programmes available for the development of
entrepreneurial skills?

Consequently, the strategy proposes the followsygtem of objectivedor the development
of entrepreneurial competencies:

A inclusion of thedevelopment of entrepreneurial competencies into education within
and outside the school system;

A supporting efficient entrepreneurial careers;
A teacher training;

A private sector partnerships.

Indicators:
Indicator Base value Target value
(year) (year)
Ratio of the participants of n/a (2015) | +20% (2020)

entrepreneurial competency training
programmes in primary education
Ratio of the participants of n/a (2015) +15% (2020)
entrepreneurial competency training
programmes in secondary education
Ratio of the participants of n/a (2015) | +10% (2020)
entrepreneurial competency training
programmes in higher education
Number of university sphoffs n/a (2015) | +25% (2020)
Number of natioawide networking n/a lyear +12/year
events (2015) (2020)

Ratio of the participants of n/a (2015) | +10% (2020)
entrepreneurship trainings outside the
school system

Number of teachers participating in n/a (2015) | +10% (2020)
entrepreneurship training

Entrepreneurial
competencies
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Ratio of the participants of language | n/a (2015) | +10% (2020)
courses (business English)

Note: the proposed indicators are currently not being measured; target figures specified in
the table only provide a reference point regarding the direction and dynamics of growth. The
monitoring activity of the Startup Hungary centre for methodology aondrdination,

mentioned among the strategic instruments, may resolve the problem of indicators not being

measured.

3.3.4. The culture of cooperation

Overall objective:

As many Hungarian businesses as possible should realise that various farazpefation
represent a substantial reserve in terms of competitiveness.

The primary objective is tetrengthen the culture of cooperation, clusters as well as ins
institutional and interdisciplinary relations, both within Hungary and across the border

Hungarian involvement should increase in major R&D&I projects and tenders implem
in international cooperation.

The highest possible number of Hungarian startups should reach global startup and by
hubs and as many global technology companies khapen development and trainin
centres in Hungary as possible.

In order to achieve the overall objective, the following targets must be met:
1 The spreading and specialisation of accelerator programmes.

T The inclusion of Hungarian startups in foreign éeedors.

1 Strengthening the cooperation between Hungarian businesses, the academic

community and NGOs.
1 Supporting cooperation between startups, large enterprises and accelerators.

1 Supporting SMEs to set up their own spiii companies.

1 Strengthening cooperation between INDUSTRY 4.0 companies and startups in order

to develop B2B startups.

T Supporting and encouraging clusters, cooperatives and other types of partnership in

order to ensure that they are created on a continuous basis, intgneabers and in
an organised manner.
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1 Presenting and popularising EU calls for proposals for innovation and consortium
projects to the public at large, presenting best practices and Hungarian projects and
businesses having been awarded-fowmncing in orde to achieve that as many
proposals are submitted to such calls for proposals by Hungarian businesses and that
there should be a lot more successful applicants than at present.

T Supporting partnerships in higher education and promoting the creating of tsiiye
research groups and spoff companies.

1 Encouraging, supporting and strengthening cooperation between higher education
and the market (ICT companies and educational institutions) by setting up research
and competence centres and supporting exportaefes.

1 Organising a high number of meetups and partner networking events, involving all
relevant stakeholders (startups, higheducation institutions, government bodies,
SMEs, large enterprises etc.).

1 Creating a higheeducation research archive in ond® ensure the visibility of which
institution or research group is engaging in research in which fields.

1 Organising and supporting interdisciplinary events in higher education.

Indicators:

Indicator Base value  Target value
(year) (year)
Number of organisations that have 172 (by 600 (2020)
successfully participated in the H2020 | 2015)°
programme (successful candidates)
Number and specialisation of acceleraf 12 (2014) 30 (2020)
programmes
LIV =Rej8 Number of organisationsaving applied | 1841 (by 3500 (2020)
wolelssIrzuls )M under the H2020 programme 2015¥°
Number of M&A transactions 130 (2015)" | 250 (2020)
Number of patents submitted to the 176 (2015) | 300 (2020)
European Patent Office
Number of relevant startup meetups | 30-40 / year | 100 / year
and conferences

¥ Horizon2020 Country Profile
20 Horizon2020 Country Profile
2L E& Y- M&A Barometer 2015 CSE.
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Interdisciplinary events in higher n/a (2016) Yes
education

Highereducation research archive - Yes
Number of research sites in higher ~ 1300 2500 (2020)
education (2014)

Note: some of the suggested indicators are currently not being measured; the monitoring
activity of the Startup Hungary centre for methodology and coordination, mentioned among
the strategic instruments, may resolve that problem.

3.3.5. Sources dinancing

Overall objective:

Sufficient funding should be available to startup companies at various stages of t
lifecycles from private investors, credit institutions and refundable and roefundable
government/EU financing

In that context, it isndispensable that the distribution of government funds should funct
in a fast and transparent manner (coordinated with global trends), and that
government funds should reinforce motivation, ensuring that applicant companies
financing for an aesting project idea rather than the other way round.

In order to achieve the overall objective, the following targets must be met:

T Supporting proven businesses with a high growth potential (scale ups) in a targeted
manner and accelerating their growth.

1 Managing financingelated problems of startup companies, providing financing for
their development (primarily as some sort of seed financing, indispensable for
startups to get going).

1 Developing canvestment schemes and thus providing financing whileupialg risks
for angel investors.

1 Improving the ability of startups and SMEs to attract risk capital.

1 Providing sufficient funds on a continuous basis for development projects to extend
e-services to the entire public administration system, all backgromsttutions as
well as all components of regional and technical administration.

1 Providing refundable and nerefundable financing.
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1 Transforming the new JEREMIE programme in order to improve its efficiency and

increase the number of exits.

Indicators:
Pier

Indicator

Base value

(year)

Target value
VEEY)

Industry-specific awarenesgising
programme to develop, shape and n/a (2016) Yes
reinforce an entrepreneurial mindset
Angel investment incentive programme n/a (2016) Yes
Entrepreneur s’ cl u + 100%
n/a (2016
( ) (2020)
Number of businesses included in
. ~ 160200 / year| 500 / year
Hungarian accelerator programmes
Number of angel investors 80-100 (2015) | 350 (2020)
Number of angel investments ~ 15 (2016) ~ 58 (2020)
Sources of : :
: . Amount of angel investments ~ €3 mil~ €20
financing
(2016) (2020)
Ratio of Hungarian ICT SMEs havin EU average
) of Hungaria 9 | nia (2016) J
received risk capital (2020)
Number of businesses having received
risk capital investment (from institutiong 109 (20153 200 (2020)
investors) (Source: HVCA)
.Totz.al a.moun'F of mve?-strrllent by EURLO2.8 El.JI.?ZOO
institutional risk capital investors million (20155 million
(Source: HVCA) (2020)
Number of exits (Source: HVCA) 15 (20153 25 (2020)

Note: some of the suggested indicators are currently
activity of the Startup Hungary centre for methodology and coordination, mentioned among

the strategic instruments, may resolve that problem.

2 HVCA Report
% HVCA Report
2 HVCA Report
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4. The system of toolander the strategy
4.1. Overall, systemic proposals

The strategy envisages the following horizontal strategic instruments that cannot be
classified under any pier:

A DSS Action Plan

A Startup Hungary Centre for Methodology and Coordination

Instrument Startup Hungary Centre for Methodology an
Coordination

Horizontal
component

Nature of instrument development policy

Breaking down the measures of the strategy into action plans
Objective of coordinating the parties involved in their implementatioA. horizontal
measure centre that bridges piers, it ensures and supports the coordinated
integrated implementation of the system of ingtnents.

1 Develops the detailed implementation plan of the DSS
coordinates implementation.

Develops and operates the DSS monitoring system.

Is responsible for breaking down the strategy instruments i
action plans, forimplementing them where appropriate and fc
submitting expert documents for the bodies/institutions to «
involved under the Strategy.

Content of the 1 Coordinates the programmes under the strategy and carries
measure the technical supervision of the implementation of vario
projects.

1 Monitors and measures the proposed indicators in order to eng
the monitoring of the development of the ecosystem.

1 On that basis, puts forward policy proposals and guidances to
regulator.

1 Coordinates and mediates between the measures ofious
ministries that affect startups.

Proposed Establishing the Centre (i/n).
indicator(s)
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Other remarks g

Horizontal Instrument ‘ DSS Action Plan
component

Nature of instrument development policy

Putting the measures of the strategy into operation, break them down
persons in charge and deadlines and accurately determine the activ
NIEEEElE required for their implementation.

Objective of

With a view to implementing the Strategy, drawing apdetailed action
plan that sets out specific tasks, the persons in charge and deadlines.
Content of the

Within the action plan, specific measures are drawn up in coopera
measure

with the Aid Monitoring Office (TVI) on the basis of Section 7
Government Decree N&7/2011(lll. 22.).

Proposed Drawing up the Action Plan (i/n).
indicator(s)

Other remarks g

4.2. Instruments under each pier

The strategic instruments by each pier are presented in a single structure: in addition to
setting out the objective and content of thmeasure, the person in charge, the budget and
the schedule of the project and success indicators are also shown where possible.

4.2.1. Supportive business environment

Improving the regulatory environment of startups
A Reducing the social security burdenbufsiness starters.
A Supporting the resumption of operation (faster liquidation of businesses).

A Preferential taxation of exchange gain achieved on the sale of business shares for
private individuals.

™

Call option to acquire a business share for private iddias.
A Setting up Special Economic ZoneSKZ).
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A Extensive communication of government programmes and grant opportunities.

A Eliminating duplications.

A The proposed instruments in detail:

Supportive
business
environment

Objective of
measure

Instrument Reducing the social sectyi burden of
business starters

Nature of instrument \ public policy and regulation ‘

Analysis and impact assessment of how reducing employsredated
taxes and social security payments would encourage people to bec
full-time entrepreneurs and of its potential impact on competitivene
employment and the budget.

Content of the
measure

Under the allowance to be analysed, a new, 9th group of beneficie
would be added to the 8 groups of beneficiaries currently under the
Protection Action Plar{workers under 25; workers above 55; worke
working in unskilled jobs; lorgrm job-seekers; workers with sma
children; agricultural workers; enterprises operating in free enterpr
zones; researchers employed).

That new group of beneficiaries consistsvadrkers employed by early
stage enterprises It should be noted that whiléghe current legislation
does not enable the provision of allowances to the -satiployed, the
social security allowance of eadyage businesses must be extended
partnerships (i.e. to persons working for their own companies and te ¢
employed persons

The amount of the allowance (which is equivalent to the employmen
researchers) is 2& of the gross wage (up to HBB0,000) in the first two
years of the business and 14&from the third year.

Definition of earlystage enterprises:

1 an unlistedpartnership not owned by any other company;

1 the undertaking has been established in the past 3 years;

1 the net annual turnover of the company does not exceed HQIF
million;

1 the company has up to 20 fitiilme employees;

§ it has not received an investmenbin a venture capital fund;

1 the company does not have a participation (business share) in
other company.

According to the proposal, an eaidyage company may receive th
allowance with up to 3 employees.
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Proposed
indicator(s)

Completion of the impacanalysis (i/n)
In case the measure gets implemented, the number of registe
employees and the number of new enterprises.

Other remarks

Apart from promoting the growth of businesses and encouraging pec
to start a business, the solution has two posstsideeffects:

1 since unregistered, black employment is very common am
start-up businesses, the allowance is expected to have a signifi
whitening effect, resulting in an increase in white employme
indicators;

1 the measure will be conducive to teaching entrepreneurs to ab
by the laws from the start. Entrepreneurs who have employ
workers legally from the start are much more likely to contin
that practice after their businesses have achieved a high turnc
over the years.

Supportive
business
environment

Objective of
measure

Facilitating the circumstances of resumption by reducpaperbased

Instrument Supporting the resumption of operatior
(faster liquidation of businesses)

Nature of instrument ‘ regulation

activities related to the termination of companies left over frd
unsuccessful attempts at running a business, and by simplifying
liquidation procedure.

Content of the
measure

It will significantly simplify the liquidation of a business if the scopg
“simplified |liquidation’ i's ext
Thus the |1l c’s whose assets ar
dues could be liquidatednore simply and in a significantly shorter tin
compared to the current length procedure.

Proposed
indicator(s)

Reducing the fear of failure according to the statistics included in
indicators.

Other remarks

Experimenting and failure are inherently involved in star
entrepreneurship. They must be digested, their lessons must be learn
a new enterprise can be built based on these experiences. A succ
startup entrepreneur may find the appropriate empgise/business mode
following several failed attempts. The administrative burdens resu
from past failures and dragging on for years make that experimentg
even more difficult. Apart from streamlining the liquidation of compan
it is also impatant to change the way failure is perceived by society. W
managing that change requires coordinated action in the long term, it
important challenge and a cultural issue.
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Encouraging private individuals to act as angel investors, consultants

30 September 2016

Instrument Preferential taxation of exchange gain
achieved on the sale of business shares
private individuals

Nature of instrument | public policy and regulation

other helpers.

Content ofthe
measure

Analyses and impact assessment of the potential -effect
competitiveness, employment and the budget of the following: if
investment made through businesses is sold at a profit, followin
holding period of 12 months, a notified businessah would grant
exemption from corporate tax.

The measure to be analysed would also introduce notified business ¢
into personal tax. In other words, if an individual subject to persc
income tax in Hungary

i acquires a business share of Z0or more
9 in a Hungarian incorporated entity or in a foreign entity (with t
exception of a controlled foreign company, i.e. an offshe
company)
and such acquisition is notified to the tax authority within 75 days, sl
individual is exempt from personal income tax when the notified busir]
share is sold after a #onth holding period. The exemption also appli
to health insurance payment.

Proposel
indicator(s)

Completion of the impact analysis (i/n).

Other remarks

Supportive
business
environment

Objective of
measure

Instrument Call option to acquire a business share f
private individuals

Nature of instrument regulation

Encouraging private individuals to act as angel investors, consultants
other helpers.
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As the main rule, the call option related to business shares beco
subject to tax at the time the option is exercised. Tax liabilityoiserned
ScNORGEE by the rules concerning exchange gain. In other words, the objectiv
measure the measure is achieved througl
exchange gain achieved on the sale of a business share for pi
I ndi vidual s’ measur e.

Proposed Introduction of the measure (i/n).
indicator(s)

Other remarks g

Supportive Instrument Special Economic (Development) Zone

business

: Nature of regulation / development policy
environment

instrument

Among its other goals, for high addedlue Hungarian and Centr
European SMEs implementing technological/R&D&I projects, the meg
aims to create an environment, i.e. an economic ecosystem

- ensuring competitive advantages (among other things) for
foundation and growth of enterprises, their entry to the region
European or global markets, the development of their ability

- export goods and services and their successful further grg

Objective of (including going public where appropriate);

measure - supporting economigrowth by reducing burdens, taxes and so
security payments;

- helping their operation through professional services,

T able to keep the availabl e
the country, and

1 to attract professionals from the region in a broader sense
Carpathian Basin/CEE/SEE) and to lure back profess
having left the country/region.

A Special Economic Zone enables the reduction of tax and social s4
burdens for startups specialising in specific activities (R&D&I), W
require research and innovation.

Essentially, a Special Economic
function:

Content of the
measure
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while it requires alegislative environmenthat assumes efficien
and competitive operation,

it includes a business modelrequiring initial support yef
subsequently assuming independent operation on the market

The legislation applicable to ¢hZone (including in particular the rul
concerning budgetary burdens, i.e. tax, duty and social security paym
is stable and cannot be changed to the detriment of businesses oper

wi t

hin the Zone (‘Zone Comp a nrace

between the Zone and Zone Companies. A contractual obligatig
created between Zone Companies and the Zone (representing
Government/the Hungarian State) and includes guarantees and sang
for potential breaches of the contract. The aim oftlbgparties is to
maintain longterm cooperation.

The Zone exerts its effect enhancing competitiveness if the benef
ensures are guaranteed in the |
should be 20(+) years, whereas on entering the Zone, Zomep&ues
should commit themselves to stay in the Zone for a minimum of 5(+) y
The primary location for the Zone should be Budapest, where all
benefits can be exploited and synergy effects can be achieved to thg
effect. Alternatively, in addibn to the Budapest hub, sutentres can be
set up in other cities, typically with an industrial or academic centre
Debrecen, Gyo6r, Szeged).

Based on the best international practices, there are strict conditiong

membership:

1) R&D&Il activity in a neferred industry (research plan, busine
plan, Zone accreditation etc.);

2) availability of Zone permit;

3) payment of the annual charge;

4) commitment to stay within the Zone for a minimum period o
years;

5) attestingthat the conditions of membership are met on a regu
basis (e.g. annually).

1 number of companies established within the Zone;

1 number of companies operating within the Zone;

1 number of jobs created by the companies established within
Zone;

1 number of companies having received capital investment wi

the Zone and, subsequently, the number of successful exits.
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For the establishment of Special Economic Zorestablished foreigr
Ol EINEEIN models (e.g. UK, France, Poland, Australia etc.) should be takern
consideration.

Supportive programmes and grant opportunities
business — — _ :
environment | Nature of public policy

instrument

Instrument Extensive communication of governmer*

Objective of Exploiting existing government grant opportunities in a more effici
measure manner.

In order to ensure that existing or future government projects &
programmes should be communicated to therget public as efficiently
as possible, they must be communicated through the channels
suiting the mentality and interests of the potential beneficiaries (e
Facebook, Twitter). Moreover, it is important to review ftl
communication channels withithe system of institutions and to develo
an efficiencyenhancing programme as a result.

Content of the
measure

Proposed Number of times the media covers the issue; access.
indicator(s)

It is not easy for the users, i.e. entrepreneurs to access the syste
grants in a simple and readily comprehensible manner on a si
website.(See the Situation assessment chapter for the solution empils
by the Estonian government and the Budapeskbts proposal.)

Other remarks

Supportive Instrument Eliminating duplication

business Nature of public policy
environment e

Objective of Completely eliminating or minimising duplication within the system
measure institutions.

In order to ensure the efficient implementation of programmes a
activities and accountability, it is indispensable to identify the person
Content of the charge. The currently fragmented and functionally clumsy model n
measure be reviewed and a more consistent and e division of labour
between the stakeholders must be found while duplications must
eliminated or minimised.
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Proposed -
indicator(s)

Other remarks -

4.2.2. Entrepreneurship
Supporting female entrepreneurs/eounders.
Raising awareness of tipotentials of innovative digital technologies.

Making the lifestyle of entrepreneurs attractive within the educational system.

- == =2 =2

Improving the image of starting over at running a business.

The proposed instruments in detail:

Instrument Supporting female entrepreneurs/cdounders

Entrepreneurship
Nature of instrument public policy

Increasing the number of female start@mtrepreneurs. The number (¢
Objective of women should reach a substantial level in the technology se
measure dominated by males, in order to prevent the new technological €
from reproducing gender inequalities.

While supporting existingnarket initiatives, announcing governme
programmes (conferences, competitions, events etc.); with regar
grants, an extra score should be added for female founders etc.
main directions of the measure are as follows:

Content of the 1. a separate, dedicated fund feeltemployed women;
measure 2. competency development— a network to support femalg
entrepreneurs;
3. setting up a female lending network with ngmofit micro-
financing.

The measure requires further elaboration.

Proposed Number of female startugntrepreneurs/women working for startups.
indicator(s)
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Other remarks -

Instrument Raising awareness of the potentials
innovative digital technologies

Entrepreneurship
Nature of instrument public policy

Raising the awareness of potential offered by innovative dig
technologies (data technology, Big Data, 10T, Cloud etc.) among W
be entrepreneurs.

Objective of
measure

Underpinning the necessity of developing digital competen
Content of the presenting their potential and developing digital competenc@se
measure Digital Education Strategy of Hungary (DES) sets out measur
concerning the latter, on all levels of the educational system.

Proposed Level of digital competence of startup companies.
indicator(s)

Other remarks -

Instrument Making the lifestyle of entrepreneurs

: attractive within the educational system
Entrepreneurship

Nature of instrument public policy

Objective of Strengthening programmes to introduce the lifestyle of entrepreneur
measure school and outside the school system.

Introducing trainings, thematic weeks etc. to strengthen entrepreney
spirit at the public educationvocational training, higheeducation and
adult education systems, including in particular:

Content of the 1 emphasising role models extensively;

m r . . . . .
casure 1 placing an increased emphasis in the media on the benefits of |

an entrepreneur,

1 presenting inspiring success stories thgh role models.
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Proposed Ratio of students considering becoming an entrepreneur as a potg
indicator(s) career choice.

Other remarks -

Instrument Improving the image of starting over a
running a business

Entrepreneurship

Nature of instrument public policy

Making people understand that starting a business, a startup busing
particular involves risks and, therefore, failures are not necess
indicators of your incompetence. Everyone deserves another chancs

Objective of
measure

SO RGCI Awarenesgaising and communication campaign with a view
measure improving the image of starting over.

Proposed Ratio of persons regarding starting a new business as a natural res
indicator(s) by an entrepreneur.

Other remarks -

4.2.3. Entrepreneurial competencies

Developing entrepreneurial competencies

Etraining— Programme for developing entrepreneurial competencies.
Entrepreneurship HUBs of Hungary.
National Eskill Development Tools.

Train the Trainer.

o Do o Io o

Entrepreneurial comgtency development platform.
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The proposed instruments in detail:

Entrepreneurial
competencies

Objective of
measure

Content of the
measure

Instrument Etraining ¢ Programme for developing
entrepreneurial competencies

instrument

Nature of public policy

To reach andsupport the widest possible age group and group
interested persons with a view to developing the appropriate &
necessary competencies.

Creating a comprehensive and complex entrepreneurial compete
development programme in and out of the school system with a viey
developing digital, linguistic, communication, marketing, financial i
management competence$n accordance with the sche to develop
financial consciousness, proposed by the Ministry of National Econ
to the Government,a training package must be produced with tf
support of the competent ministry and made available to the targ
group free of charge. It should be based a more practical approacl
that goes beyond basic entrepreneurial skills and focuses on a
needs and requirements and provide training in the following areas:

developing the marketing, finances, linguistic (essentially busir
English), communicatioand digital skills of startup entrepreneurs. TI
syllabus should be based on best international practices and oper
along with the instrument targeting the continuous training of traine
and with the programme to develop the training material.

Possille ways must be considered to incorporate in school education
a compulsory or optional elemenat least one practical class a week
having students develop a single major comprehensive project du
term based on the skills acquired, in order tanferce soft skills and the
ability to accept failure

During the current review of the National Basic Curriculum (to
completed by 2019), particular attention should be paid to t
development of entrepreneurial skills; Entrepreneurship Weeks mus
held on a regular basis and similar thematic camps should be orgar
at summer Erzsébet Camps. M ¢
entrepreneurship and the development of entrepreneuri
competencies must be included in the system of further education
teacthers;

Research (efficiency review) is required in order to validate the res
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indicator(s)

Other remarks

Entrepreneurial
competencies

Objective of
measure

Content of the
measure

30 September 2016

of efforts to date in terms of developing entrepreneurial competenc
(and openness) in young people, considering that compara
international analyses tend to show the lowessults for Hungary.

Similarly, with regard to neschool trainings, suitable incentives shou
be included in order to enable the quality assurance of -sohool
trainings, whether existing or to be created during the programme,
an easy, fast and f€ient method, either through a setfontrolling and
automatic recommendation system or by another qualificati
procedure.

Trainings should essentially have a practical focus, with an attemy
adjust them to the needs and abilities of the age groupcawned. All
training materials should also be accessible online and be suitable 1
used in a seléducation format.

Ratio of participants of entrepreneurship trainings outside the sch
system.

Ratio of participants oéntrepreneurship trainings at school.

Trainings adjusted to the programmes of higleelucation institutions
should be developed based on and in addition to the programme
secondary education.

Instrument Entrepreneurship HUBs of Hungary

Nature of public policy
instrument

To integrate, on a national level, and to provide support to existing
future training centres specialising in developing entrepreneu
competencies.

Based on a programme that was developed by the Ministry of Nati
Economy but never put into practice, the possibility of setting
entrepreneurship centres must be reconsidered. Exploiting
synergies offered by networks, thesmtrepreneurship centres shouls
be organised into a network. Having familiarised themselves with €
ot her ' s projects, it woul d es
centres within the network to allocate and use the required expert
and resources mme easily.

The earlier draft by the Ministry must be reviewed and its viable i
valueadding components must be incorporated into the ne
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Other remarks

Entrepreneurial
competencies

Objective of
measure

Content of the

measure

30 September 2016

programme.

Once the project is completed, a physical network of platforms
have been created as an addition to the&tual platform, which may
enable the launching of neschool startup and entrepreneurshi
training. Proposals to be given chief priority include the ones that int
to utilise existing resources or rent existing real properties.

The hubs would essentig be developed and supported based on
bottom-up scenario. According to local needs, a single Hub for se
settlements or a several Hubs in a single settlement may be develc
and supported. The primary focus should be on the more disadvante
regions outside Central Hungary.

Number of competency development centres integrated into t
national network.

Instrument National Eskill Development Tools

Nature of public policy

instrument

Drawing up the training material for teaching basic entrepreneu
skills.

Publiecdomain, qualitycontrolled educational materials should b
created for the development of entrepreneurial skills and distributed
the relevant target groups.

Trainings should essentially have a practical focus, with an attemy
adjust them tothe needs and abilities of the age group concerned.
training materials should also be accessible online and be suitable 1
used in a seléducation format.

The use of digital educational tools is a must; proper reasons mus
offered for the use o&ny other tools.

The main criterion is to create interesting and attractive content
young people; moreover, an attempt must be made to get across
WIA PGS &az2 @& 2 guinciple,yto rhide Qp8blicd&v@reness |
entrepreneurship and to strengtheihe ability to accept failure.
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Proposed Number of completed teaching materials.
indicator(s)

Best international practice: training materials of Nesta of UlKe
training materials should be developed in collaboration with
stakeholders and in cooperation with the-training and Train the
Trainer programmes.

Other remarks

Instrument Train the Trainer

Entrepreneurial
competencies Nature of public policy
instrument

Providing upto-date information to trainers involved in the comple
training programme so they can efficiently develop entrepreneu
competencies.

Objective of
measure

Developing and collating training modules, selecapgropriate experts
and conducting trainings; passing on-tgpdate knowledge in the form
of brief and concise training modules.

The training can be implemented as an adult training; its modt
SLUICRCRUEEIN should preferably be developed in accordance with the bz
measure entrepreneurial skills training material based on the training material
Nesta of the UK (Nationaldkills Development Tools). The continuo
updating and expansion of the knowledge of trainers in secondary
higher education are an indispensable prquisite of the efficient
development of entrepreneurial competencies.

Proposed Number of teachers having patrticipated in entrepreneurship training.
indicator(s)

Members of the target group should be involved in drawing up |
Other remarks training modules since this is the best way to integrate the nee
language, approach etc. of the target group into the materials.
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Instrument Platform for entrepreneurial competency
Entrepreneurial development

competencies
‘ Nature of instrument = public policy

Establishing an appropriate platform for autonomous groups provic
the best practical method for the development of entrepreneur
competencies.

Objective of
measure

Linking up youth, voluntary, mentor and expert networks and provic
MO RGEE them with an accessible online platform for knowledge transfer ¢
measure participation as well as in the community space where platfc
participants are present and aeély involved.

Proposed The number of organisations and participants having joined
indicator(s) platform.

Other remarks -

4.2.4. The culture of cooperation

To strengthen the links between Hungarian SMEs and large companies and between public
administration and startups

1 Opening of public data on a strategic level.

1 Industry 4.0 startup- ecosystem development programme.
1 Precommercial procurement (PcP).
1

Spinoffincentive programme.

Attracting foreign startups to Hungary

9 Startup Budapest Programme.

i Startup visa.

Promoting Hungarian startups abroad

9 Silicon Valley inspiration programme.
1 Programme to support presence in the Silicon Valley.
The proposed instrumenti detail:
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The culture of Instrument Opening of public data on a strategic level
cooperation

Nature of instrument | regulation

0)s][<wi\=Ne]8 Achieving a legislative and technological environment enabling that p
NEEETGI data are shared witlstartups simply and rapidly.

i@ The data industry is one of the most dynamically growing industries o
QNG EEEIEN present and the near future, growing at a rate seven times faster than @
fast-growing ICT industries. Within the industry, public data play
extremely important role in the élds of collection, processing and acces;
well as in the development of services and products based on the abov

Proposed areas of intervention:

(Coordinated with the system of objectives under the NHIT White Bg
Data Policy, theéNational Geograpical Data Infrastructure geportal and
public data portal programme developed by the Lechner Knowledge C
and the KKSZB (Central Government Service Bus) programme

Data asset survey

Assessing and consolidating the data assets of municipal goversraedi
local, regional and national bodies carrying out public functions and cre
the framework for the systematic collection, recycling and developmer
data.

While the scale of the programme is comprehensive, -nentralised
solutions should also beonsidered. For marketased enterprises, th
collection and processing of data may offer an opportunity equivaler
using existing and available data for development.

1. Surveying data assets (data groups, data owners, data man
collection method, formats and protocols, metadata arrangement).

2. Consolidating data collection (arranging and standardising data gr|
collection methods, sources and organisations).

3. Preparing data recycling (processing and database development

Programmeto utilise data assets

Reutilising data for service and product development and boosting
economy in cooperation with third parties.

1. Demanebased utilisation (creating partnership for the collection and
of data, market analysis, provision dhta to buyers and users on th
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Proposed
indicator(s)

Other
remarks

market).

2. Supphbased utilisation (launching and operating hackathons
facilitating programmes, R&D and incubation activities in cooperation
third parties).

Competence development

Developing the organisational and knowledge bases of the municipa
publicservice sectors in order to enable the strategic activity of munig
governments in connection with their data assets and data managen
This will critically affect the utdation of data for internal, public an
business uses and activities in order to boost the economy and img
competitiveness.

Creating data enabler platforms

Creating basic infrastructures based on the collection and processing o
and offeringaw de range of opportunitie
systems linked to public utilities, infrastructure etc.). On a pilot lg
project, neighbourhood, street, square, local or possibly district level, t
scaled up at a later date. Enabling ghl@tforms for external uses. Launchi
incubation and development programmes based on the above.

How many startups are created through the use of data@w many
research projects are given a stimulus by the initiative?-Niafit initiatives
increase the efficiency of specific urban functions which will fung
measurably more efficiently once the innovation has been implemented

Hungarian references:

- White Book on Data Policy, 2016;

- existing urban / corporate open data programmes;
- existing hackathons;

- relevant data owners.

International references:

- municipal and regional levels: Helsinki Region Infoshare, Forum VY
French Tech Cities;

- national programmes: data.gov;

- international programmes bringing cities together. OASCities, FiV
CitySDK, geeks 4 cities;
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- - (municipal) organisational units: CTO, Digital Transformation Departm

The culture of
cooperation

Objective of
measure

Content of
the measure

Proposed
indicator(s)

Other
remarks

With a view to strengthening the Hungarian industrial staragmmunity

Instrument Industry 4.0 startupg ecosystem development
programme

Nature of public policy / development policy
instrument

sensitive to digital innovation, new business models should be create
the basis of the technological platform of large companies in key segm
of Hungarian industry with a global reach.

Since large enterprises tend to function in an euegulated structure that
hinders the emergence of innovation situations, they are in need of flex
and innovative businesses. However, innovative Hungarian startups
currently rarely able to becomiategrated into the supplier value chains ¢
traditional industrial structures. Encouraging links between startups
large enterprises is therefore extremely important for both parties.

As part of the measure, the creation of large company acceleratoosid
be facilitated and the establishment of a Startup Voucher program
modelled on UK and Czech ideas, should be considaiédting the setting
up of a fund based on the idea of thighTech @ U n e r df Germdng

The financing needs of the INDUSTRY 4.0 stgitogramme should be
made available under the 1st Priority of the GINOP. Similarly to the Si
Valley inspiration programme, the INDUSTRY 4.0 startup progra
should be adjusted to the INPUT programme (GI8QAB1 5 ‘ cr e
expert/mentor networkassisting ICT startups in entering the internatiot
mar ket’) currently in progress
as possible.
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Instrument Pre.commercial procurement (PcP)

The culture of
cooperation

Nature of instrument regulation

Os][[ei\=Ne]@ TO enable the purchasing of innovative solutions under public procurer
measure projects by broadening the scope of ptemmercial procurement schemeg

For the public sector, preommercial procurement (Pgks clearly a methot
to reduce costs and increase the efficiency of operation. Based or
sharing of risks and benefits and carried out prior to public procurem
through cooperation between the public and private sectors, the m
stage PcP promoteshe creation of new technologies, products a
services, which represent innovative solutions to the problems face
public institutions. Through cooperation between the public and pri\
sectors, it strengthens innovation from the demand side (innmeaSMES
stand a better chance of being eligible in procurement processes).

It is recommended that the PcP be introduced and implemented base
the following Union model: where no solution is currently available on
market, the organisation obliged tocarry out public procurement may he
the development of new, bespoke solutions for relevant pubécvice
requirements in a foustage process (idea feasibility study— prototype
production — pre-commercial tests) under a dmancing scheme with th
developers. The conditions of the future utilisation of the product
Content of developed are set out in a contract between the parties.

WERMEEREIER The following stakeholders would be involved in the proposed national
procedure:

1. The National PcP programme coordinator (Wi)be responsible fo
nationatlevel coordination and for carrying out the preliming
demand assessment surveys with various publicly finan
organisations coordinating the operation of government bodies.

2. Process owner (PG)A publicly financed orgasation carrying ou
public functions. It is responsible for identifying needs, professior
supervising and implementing the relevant PcP programme an(
financing the programme.

3. Utilising Organisation (UG) A government institution required b
the law to publish calls for proposals in public procurement tend
which will utilise the results of the PcP programme (may coin
with the PO).

4. Project (idea) owner (I0» A company applying for the Pg
programme and having developed an innovative solutior the
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existing publieservice needs. It is offered an opportunity to furth
develop its idea and to carry out its project in two stages (produg
of a prototype and precommercial product development).

5. Supplier (S)- The companysubmitting an offer for a publi
procurement tender adjusted to a specific PcP progran
announced by the Utilising Organisation, which company is
awarded the contract; however, it need not be an entity that |
been involved in the PcP process.

PcPis a procurement model that can be implemented in the curr
Hungarian legislative environment. It can primarily be employed in
following areas:

- e-government;

- healthcare;

- public protection and public safety;

- renewable energy sources;

- information and ommunication technologies;
- transport.

Proposal: drawing up a specific programme on the areas where laun
the PcP is useful; establishing and supporting research institutes,
companies, SMEs and consortia of startups in these fields. Such topyg
include, for example, the incorporation of sensors and robots
manufacturing processes in Hungary in the field of Industry 4.0 and
relevant research and development.

On the selection of thematic fields, it is of absolute importance to en
coordination with the Irinyi Plan, the Industry 4.0 strategy and with glg
trends (e.g. digitalisation, automation etc.).

Proposed Number of startups having participated in ptemmercial procurement.
indicator(s)

Other -
remarks
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Instrument Spinoff incentive programme

The culture of
cooperation

Nature of instrument regulation

@]\ Ne]@ Organising the innovative ideas of SMEs and the professional teams o]
measure companies into spinoff businesses.

The problem: In Hungary, while there are a significant number of innov
SMEs as well as competence centres within large companies
numerous innovative and progressive ideas are born, these are ofter
launched or implemented due to the scarcitf resources or for othe
reasons (e.g. the idea does not fit in with the corporate strategy). At
same time, a number of startups do not possess sufficient entrepreng
competencies of the required quality despite the fact that they may
have imovative ideas.

In order to resolve the problems of these companies, to facilitate t
cooperation and sharing of knowledge and to ensure that the emer|
Content of project ideas are utilised to the best effect, it is recommended 1
N alra innovative SMEs that have emated successfully for several years shg
organise startup competitions, launching or implementing the n]
innovative project or projects nominated in the competition in the form ¢
separate (spiroff) company.

According to our proposal, (initiallyp0 innovative SMEs should |
supported. They should be granted 50% aid intensity.

The businesses formed as a result of the programme would have acc
the experience, knowledge and information accumulated by the SMES
most innovative project ideasrpposed by thirdparty startups, which are i
accordance wi t h t h ehouse Mileass would 1
implemented by separate spioff companies.

Proposed Number of SME spiaffs.
indicator(s)

Other -
remarks
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The culture of
cooperation

Objective of
measure

Content of
the measure

Proposed
indicator(s)

Other
remarks

The culture of
cooperation

Objective of
measure

Instrument Startup Budapest Programme

Nature of instrument  public policy / regulation / development policy

Encouraging foreign startups companies and entrepreneurs to mou
Hungary (‘reverse brain drain’).

Budapest offers a complex package of services to foreign startup
developing their businesses in the ciyimilar initiatives include Statp
Chile, French Tech Ticket or Stapt City Wien, while similar aid is al
offered by Amsterdam or BerliThe best startups will receive the followi
benefits in return for relocating to Budapest for a minimum period ¢
mont hs: a grant, mentoring, hel j
optionally, a startup visa, office space etc.

The amount of capital investment received by the participating compa
the increment in their sales, the number of such companiesin 2to 5y
how many of them have chosen to move their headquarters to Budape
the long run, the number of Howledge sharing meetings are held f1
participants of the Hungarian ecosystem.

While the programme involves a substantial cost, the companies will s
their grants in Budapest, employing and teaching Hungarian programi
designers, engieers and economists. Moreover, the Hungarian ecosyg
will have access to invaluable experience and networking opportunitie
an additional benefit, it owi | o
The measure is closely related to the starttipa proposal.

Instrument Startup visa
Nature of instrument  regulation

Encouraging the Hungarian activities of innovative entrepreneurs and
highly qualified employees.

To facilitate foreign entreprense
the relocation of foreign companies to Hungary. The aim is to attrad
many talented entrepreneurs as possible to establish companies and ¢
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Content of
the measure

value in Hungary.

The problem: the international integration of the Hungarian entrepren
community (startup ecosystem) is insufficient while professiq
entrepreneurial skills are missing, and there is a shortage of innov|
workforce (there are about 22,000 eancies in the digital industry).

It is recommended that a startup visa and an incentive programme
introduced based on German and Austrian models. The startup visg
special kind of visa, issued by a particular country, aiming to attract int(
country ambitious, qualified and young entrepreneurs and young wor
who plan to establish potentially higgrowth businesses and to inve
capital.

As part of the startup visa programme, three programmes, focusing
different topics, could be implemeat!:

1. visa supporting startup entrepreneurs;

2. visa supporting the employees of startups and innovati
businesses;

3. aprogramme to support the settlement of
entrepreneurs/employees/investors and their mentoring.

Startup visa and developing the related mentoring and incubat
programme. As part of the above, in the beginning, selecting and suppq
10 to 25 foreign startups each year. In addition to the visa, the progral
would include a certain amount of monetary dimcing, mentoring
networking as well as other instruments. In return, founders could
required to come up with a serious business plan, investment or
creation. (That is the Startup Budapest Programme concept.)

Under the programme, the entrepreneuasriving in Hungary would receiy
support through various channels (e.g. financial support, tax reliefs, sf
(preferential) loans etc.). The selected innovative businesses are
expected to stay in Hungary in the long term, which in turn leads &
creation of new jobs, the appearance and sharing of new type
knowledge, an increase in fiscal revenues and thus to a substantial g
of the Hungarian economy as a whole. Moreover, it would have a signif
positive i mpact oHghlyquadfieccwonkerstconyribut
to strengthening Hungarian production and human capacities and ag
the increase in Hungarian added value.

Within the programme, emphasis should be placed on the foreign polici
opening to the East/South, while ¢hprogramme should be promote
abroad through economic development networks (e.g. embassies
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Science & Technology attacheés).

Applications lodged by persons possessing or employed by an innov
scalable and technologyriven enterprise are assessed/ la dedicated
committee consisting of risk capital investors and representative
accelerators and other institutions. The residence permit is available
period of one year, which may be extended by another year; if the com
has had serious econuc achievements and development, it can
extended for a period over 2 years.

Number of startup/employee visas awarded# how many of these hav
built up a successful business on the medium term (within 2 to 5 years
turnover of these businesses and their number of employees.

Proposed

indicator(s)

Since startupsilways aim at the global market, some of their activities (
development) are not locatiospecific. Therefore, there has be{
increasing global competition in order to attract the most talent
Other entrepreneurs to establish a business in a particular nomlis. Startup|
CIYEIS visas are an important trump card in that game. Various countries
implemented a similar scheme (e.g. France or Lithuania). Their progral
are popular, inexpensive and have been implemented in a short time
measure is closely ratied to the Startup Budapest programme.

Instrument Silicon Valley inspiration programme

The culture of

cooperation \atyre of instrument | public policy / development policy

Getting Hungarian startupascquai nt ed wi t h Si
ecosystem, best practices and requirements with a view to achievir
similar level of success.

Objective of
measure

Training Hungarian business in Silicon Valley as part of a targ
programme lasting for a few weeks. As part of the programme, sele
startups can gain an insight into local best practice and familie
Content of themselves with the local ecosystem. To that emloey attend coaching
WERQEEEIEAN and networking sections, can visit the biggest companies, n
accelerators and incubators and participate in other business developr
workshops. The programme can be implemented as part of the Innoti
programme of the HungariaNational Trading House.

Proposed Number of startups having participated in the programme.
indicator(s)
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Other

remarks

The culture of
cooperation

Objective of
measure

Content of
the measure

Proposed
indicator(s)

Other
remarks

The programme was launched with a few companies in 2016 to ¢
success as the joint project of the Hungarian National Trading Hanurde
the Design Terminal. It should be continued and extended, noting that
journey need not necessarily be restricted to Silicon Valley.

Facilitating and supporting the presence of Hungarian startups in Si

Instrument Programme to support presence in Silic
Valley

Nature of instrument public policy

Valley.

Ensuring the presence of Hungarian startupsSilicon Valley, creating th
required conditions, including selecting a custtailored location,
developing a local organisation, the hiring of employees, development
marketing strategy etc. (Within the region, Czechia and Poland |
establisheda noteworthy representation in Silicon Valley; it may
worthwhile to find a way to establish a common house/representation
the Visegrad Four.Possible ways should be considered to adjust |

proposal into the framework of the existing GINGR.315 * cr e ¢
expert/mentor network assisting ICT startups in entering the internatio
mar ket'’ I NPUT progr amme.

Number of startups with presence/sales in Silicon Valley, numbe
startups receiving American risk capital investments and the numbel
startups acquired by US companies

It should be further assessed whether Hungary should focus prim
and/or exclusively on Silicon Valley. For example, under the French
Hub programme of the French government, France has establi
bridgeheads in 11 ecosystems, including Abidjan, Cape Town, Toky
Hong Kong, apart from San Francisco.
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4.2.5. Sources of financing

Encouraging angel investments

1 Encouraging angé&ivestments through tax allowances.
1 A coinvestment scheme to accompany angel investment.

1 Upskilling programme for investors.

The proposed instruments in detail:

Instrument Encouraging angel investments through tax
Sources of allowances

financing
Nature of instrument regulation / development policy

O]\ Ne] 8 The kind of legislation to be created should provide sufficient incentiy
measure order to multiply the number of angel investments in Hungary.

In a country with a tradition of capital scarcity, where there are restricti
concerning the allocation of EU financing, the availability of angel inve
is a prerequisite of the emergence of a successful startup ecosys
Currently, no cheaper, fast and more efficient methods exist to provic
financing to innovative eargtage startups. The number of active busin
angels in Hungary is far below the European average; encouraging
investors is therefore of critical importance regarding thevelepment of
the startup ecosystemBased on the best international practices, t
following measures may be implemented in order to multiply the num
oo ki of angel investments:

R 1) the active operation of local business angel communities;

2) tax allowance foangel investors, which may attract numerous potent
relatively inexperienced angels towards startups;

3) establishing cinvestment schemes that reduce risks for angel inves
while multiplying the value of their investment.

This measure focuses dine tax allowance, while pointing out that it is al
necessary to support business angel networks that are active in the sh
of knowledge and establishing a network and capable of bringing togg
international syndicates. It should be noted that a&tie@g coeinvestment
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schemes will further increase activity while reducing risks.

Proposed Number of angel investors, the amount of investment by enterprise anc
indicator(s) number of successful exits.

A relevant proposal package haégen drawn up and is currently beif
OILEIREINEE] reviewed by experts of the Ministry of National Economy before it is fur
elaborated.

Instrument Caoinvestment scheme to accompany angel
Sources of investment
financing

Nature of instrument ‘ development policy

O[N] The impact of angel investment is multiplied if the government tops up
measure investment in accordance with a @vestment scheme.

Angel investors play an important role in any successful staxtgsystem.
They invest at an early stage, the riskiest phase of the lifecycle of a ste
when it is still difficult for such companies to have access to financin
government ceinvestment scheme contributes to reducing risks a
Content of multiplying the podive effect of angel investments. The scheme essenti
WEENEEEIEIN consists of the government capital fund topping up the amount to
invested by the angel investor, while the amount the parties receive fi
the exit is not in proportion with their investment, i.the angel investors
will receive a greater proportion of the profit generated than ti
government fund.

Proposed Number of existing angel investments and the number of successful ex
indicator(s)

Other A similar scheme is employed imamber of countries, such as Germany
remarks and Portugal (the latter scheme being more sophisticated).
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Instrument Upskilling programme for investors
Sources of

financing Nature of public policy
instrument

Objective of Further training and upskilling for angel investors and venture cal
measure investors investing in startups.

Angel investors investing in startupsncubators, accelerators and ri
capital investors should have access to the mosttaidate and most
topical expertise, continue to learn from the cream of the global ecosys
and be knowledgeable concerning the unique characteristics of sp
industries.

Any investment has two leading characters: the investor and the enterg
| n an emer ging ecosystem, i n é
competencies, it is also very important to provide training to investor
order to prepare them forlie characteristics of specific industries, of dig
businesses in particular.

The Hungarian entrepreneurial ecosystem is undeveloped, incly
investors in particular. Within the programme, education and furt
[oea1 - Mo Rl training activities should be carried bim the following stages and format:

EEELE 1. Employing foreign experts, to provide training and workshops
Hungarian investors (brief online and eteeone training; train the
trainer methodology).

2. Employing foreign experts, to provide 1:1 personal discussamais
specific trainings to Hungarian investors (custtaimored mentoring
to be provided continuously during the programmes).

3. Silicon Val |l ey education, t
investors (primarily for fund manager executives).

4. AttractingWestern European executives with expertise in risk ca
investment into Hungary for training purposes.

The programme will result in substantially more efficient and better inve
decisions and improve the chances of success of Hungarian startups.

Proposed Risk capital investors/managers involved in the further training program
indicator(s)

According to our proposal, the new JEREMIE programme will only be o
OILEIAEINEEN for fund managers whose managers have committed themselves to edd
themselves in order to improve their skills.
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Note: on drawing up the action plan, based on Section 7 of Government DecB&é2Nbl

of 22March2011, it will have to be considered, in cooperation with the Aid Monitoring
Office, whether there is an oppartity for State aid in the meaning of the competition law of
the European Union, i.e. whether the criteria under Ari€®e(1) TFEU have been met.
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