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Introduction
The transition from a manufacturing economy to a knowledge economy needs a
cultural change entailing a new executive class which takes on innovative strategies
and behaviour.
Therefore, a new academic class, able to understand the needs of new products and
processes arising from entrepreneurs, a new entrepreneurial class, able to take on
entrepreneurial risks concerning process innovation, and a new politic class, able to
develop and carry out new policies capable of fostering communication and
technological transfer between entrepreneurs and researchers, are necessary.
The new start-up generation, often involving young entrepreneurs, researchers and
students, needs new financial sources (i.e. venture capital and business angels) and
new incentive policies such as the reduction of red tape.
For over a century, the economy was developed across big innovations: steam
machine, electricity networks, railway. Now this cycle has ended. According to many
economists, new inventions - such as the light bulb - are needed in order to restart
the economy. A new industrial revolution has started and is re-designing the world.
New technologies are reversing production dogmas. This new revolution has
changed the importance of finance. Everyone who has new ideas has the potential
to develop a new product with little money.
This report aims to highlight some regions which have been able to embrace this
change, identify best practices for a vibrant ecosystem. This element has turned out
to be essential for a social-economic development of regions.
The report analyses the development of start-ups around the world, mainly focusing
on factors that lead hubs such as Silicon Valley to their current success. The start-ups
phenomenon cannot be neglected and nowadays this topic is on the agenda of every
forward-looking government. Entrepreneurs play a fundamental role in the
development of a healthy and vibrant economy. Today, more than ever, their
contribution is essential, since several countries are facing challenging economic
conditions and high unemployment levels. Governments, as well as the whole
society, are increasingly leveraged on entrepreneurs to drive the economy in the
right direction, stimulating growth and improving the employment rate. Boosting
entrepreneurship is one of the most efficacious ways for policymakers to support
economy.
The entrepreneurship culture cannot be developed overnight, but it has to be built
from one day to another. Silicon Valley, the most successful start-up hub in the
world, took 60 years to create the structural, cultural and financial infrastructure to
produce the most cutting-edge technology based hub. People and governments
underestimate the long term impact of the current technology trends and market
shift impacted by technology.
High impact entrepreneurs and ecosystem that foster innovation are essential to the
ongoing and future economic development both of developed and emerging
markets. Innovation is a product, a service or process invention that produces
significant economic value as soon as it is launched in the market, filling a market
gap or completely recreating an entire sector. Start-ups are the vehicle to reach this
aim.
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The first chapter of the report analyses the meaning of start-ups and their main
characteristics. Since much confusion is still made today about which companies can
be defined as start-ups, a thorough definition has been given. Understanding startups mean to also figure out their lifecycle and the several typologies existing, as all
kinds of start-ups require different solutions. Finally, the funding requirements
during the venture’s development have been analysed.
Chapter 2 presents the main funding sources available for start-ups. It’s important to
have all of them in mind as, in different phases, ventures need specific amounts of
money to develop and scale, and not all sources are useful for each stages of
lifecycle. Moreover all of them have pros and cons and entrepreneurs should be
really careful in their choice. Furthermore, it has been highlighted if the funding is in
a form of debt, equity, gift or grant, since they involve different legislative
obligations.
Developing accelerator and incubator programs is essential to create a dynamic
ecosystem. Too much confusion is made between these two programs, although
they are quite different vehicles. In fact, they differ in terms of duration, cohorts,
incentives, educational programs, mentorship and network development. The main
accelerators worldwide have been analysed (i.e. YCombinator and TechStars) and
their main characteristics. Incubator programs are more difficult to frame, since they
are a more fragmented phenomenon. However, several kinds of incubators have
been identified and analysed, with a particular focus on the ATP Innovation, an
Australian incubator which was awarded as the best in the world in 2014.
Chapter 4 reports on the main developed and developing hubs around the world.
Four of the best start-up ecosystems in the world were studied, namely Silicon
Valley, recognized worldwide to be the best ecosystem; Tel Aviv, the only external
US hub really capable of competing with US ecosystems; London, the main WesternEurope ecosystem; and finally Sydney, which represents the best city for start-up
development in Australia. Furthermore four developing start-up hubs were studied,
namely Beijing, Bangalore, Santiago and Milan. It is worth noting the initiatives that
governments are developing in these countries.
In the last chapter the Australian start-up system was framed. The Australian
government ‘Industry Innovation and Competitiveness Agenda’ and the South
Australian ’10 strategic priorities’ were briefly described, highlighting the main
initiatives concerning start-ups and young entrepreneurship. Finally, the
development of Adelaide as a flourishing hub was investigated, identifying the main
initiatives concerning the six most important start-up actors: high impact
entrepreneurs, community, government and regulations, universities and education,
funding providers and incubators and accelerators.
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Chapter 1
General introduction to Start-Up world
1.1 Definition of Start-up
‘A start up is a human institution designed to create a new product or service under
conditions of extreme uncertainty’ (Ries, 2011).
This is the definition provided by the book “The Lean Startup”, in which the author
has studied how to effectively implement a new successful business.
The most important part of the definition is what it omits. There is no reference
about the size of the company, the industry or the sector. Anyone could be an
entrepreneur, creating a new product or business in an extreme uncertain
environment.
In order to understand the deep meaning of start-ups, we have to analyse carefully
every piece of the definition.
First of all, a start-up is an institution. This word is often linked with bureaucracy,
processes or even lethargy and seems to be far from the common concept of startup. Despite this, successful newborn companies have to manage many activities
associated with building an institution, such as hiring creative employees,
coordinating their activities and creating a company culture that delivers results. A
start-up is not simply an implementation of a brilliant idea or a technological
breakthrough, it is a human enterprise.
Moreover, a start-up’s product or service is generally a new innovation, anything
that can provide an add value to the customer experience in the interaction with the
company. The word ‘innovation’ has to be understood broadly. This means that
start-ups can use many kinds of innovations: a novel scientific discovery, a new use
for old technologies, identification of a new business model that reveals a hidden
value or simply the expansion of a product in order to meet a new market demand.
Finally, the context in which the start-up grows is fundamental. They are conceived
to face extreme uncertain conditions. Developing a new business completely
duplicating an existing one, its business model, pricing, target customers and
products, may be a great investment but it is far away from the concept of start-up.
In fact, in a start-up the future is unpredictable, customers have to be found and the
pace of change is ever increasing (Ries, 2011).
Another important distinction has to be made between the idea of start-up and
small business.
The former is an organisation which is still looking for its purpose and aims at widely
growing as soon as it finds. It isn’t a business yet, it is a guess. When the guess turns
into reality, it then becomes a business. It is a high-growth and high-risk venture,
setting out in order to identify a scalable business model in a broad market. Start-ups
can have the capacity to make economic and cultural contributions that are much
larger than their initial moderate dimension.
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On the other hand, a small business knows exactly its object and is likely to stay
small forever. It already knows that the product is valued by customers, and the
business is just a matter of running it efficiently.
Business start-ups can positively affect a country’s development. Turning an idea
into reality means to translate a business concept into sustainable jobs and sales. If a
start-up launches a new product or service on the market, it can also support and
contribute to a country’s competitiveness.
It has been demonstrated that the majority of new jobs are being created in SMEs,
so this will have to be a central point of every government’s agenda. The potential
benefits are not limited to developed countries, since new businesses can widely
support the growth of emerging and developing country and, for this reason, it is a
fundamental matter in the field of development cooperation (Muller, 2012).
There is not a unique and globally-accepted definition of start-up. Governments and
experts around the world have adopted different definitions of it, but there is just
one thing on which everybody agrees: the key characteristic of a start-up is its
aptitude to grow and scale very quickly.
Nowadays, people have started linking start-ups with tech companies and in fact the
two are strictly connected. Start-ups often use technology in order to solve
problems, due to the fact that these days people have access to new technologies in
ICT, biomedical service and advanced manufacturing and the use of smartphones is
increasing at a brisk pace. Despite this, a start-up doesn’t necessary have to be a
tech oriented company (Robehmed, 2013).

1.2 Stages of development
As there is no single definition, there is not even a unique description of the stages
of start-ups, but most agree that their growth path is composed of 5 or 6 stages. In
this report 6 stages have been identified in order to be clearer about all the phases
and needs of a start-up during its growth path.
1. Ideation/Discovery
Everybody agrees that all the start-ups are established from an idea or a
discovery. In this phase a potential product or a service concept is thought
and an initial business plan is produced. A small team could be formed and
they will have to identify a hypothetical market for their idea or solution.
2. Concepting
The team has to identify a clear and meaningful target. It has to decide the
deadlines for the product development and maintain the direction to get
there. The team could be composed of 2/3 people with the right skills in
order to balance the ownership. There could be also an extended team with a
less commitment. It is also fundamental to find the right source of capital in
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order to start developing the product/service, generally from founder
savings, family, friends, competition & grants or crowdfunding.
3. Commitment
The first real phase of a start-up. In this stage a prototype product/service is
developed. An agreement among the founders can be signed in order to
decide milestones, time frame and money usage. There is a committed and
skills-balanced founding team. In this stage the team can join an accelerator
or incubator program and have its first mentors and advisors on board. New
financing sources can be used, such as incubator and accelerator funding or
angel investors. Arriving at this phase could take on average between 5 and 7
months.
4. Validation & Efficiency
In this stage of development there could already be user growth or some
revenues. There is an incrementing need of money because of the
refinement of core features in order to get a validation from people who are
interested in their product through the exchange of money or attention and
then move into scaling. In this phase the role of investors starts being crucial
for the product development. Then start-ups will have to review their
business model in order to better meet customers’ expectations and improve
the efficiency of the customer acquisition process. This phase can take
between 8 and 12 months.
5. Scaling
In this phase start-ups step on the gas pedal and try to drive growth very
aggressively. There is clear, increasing and measurable user/market traction
in a fast-growing market. The company can attract significant funding. There
is a massive customer acquisition, back-end scalability improvements, a
process implementation and departments can be established. This is a long
process that needs on average between 7 and 9 months.
6. Establishing
Once a start-up has achieved a great growth rate, it is expected to be
maintained at that pace. Now the company requires minimal funding
because it can rely upon its own revenues. They keep growing and behaving
like a start-up for as long as possible. At the end of this phase, founders
usually exit or continue business as usual.
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Figure 1: Start up Development Phases

Source 1: Startupcommons

1.3 Types of Start-ups
In order to increase the success rate of start-ups and speed up pace of innovation
around the world by turning entrepreneurship into a specific framework, Start-Up
Genome has elaborated a report called ‘A new framework to understand why startups succeed’. This research is a part of a larger project conducted by Start-up
Genome which aims at laying the foundation for a new paradigm of assessing startups and understanding the drivers of entrepreneurial performance.
Many entrepreneurs consider describing the repeating patterns of start-ups as
impossible or even as reducing the art of entrepreneurship to mere numbers and
charts. Actually, obtaining a deeper knowledge of recurring patterns leading to
success or failure, entrepreneurs can significantly improve their performance and
capability of innovating. For this reason, understanding which kind of start-up you
are running is essential (Marmer at al., 2012).
In the first part of the chapter the main differences between small companies and
start-ups have been highlighted. It has been reported that one of the main
characteristics of start-ups is their attitude to scale, otherwise we are in presence
just of a small business. Start-ups can create innovative products in different sectors,
such as ICT, healthcare, electronic, software, manufacturing, etc. Despite this, it is
undoubtedly true that one of these markets has been widely predominant in the last
years, both in the Australian and global economy, namely ICT and internet start-ups.
Being a recent phenomenon, there is still a lot of chaos about the real nature of
these start-ups and therefore clarification is essential.
Startup Genome has identified 4 kinds of internet start-ups, each of which evolves
through the developmental stages differently:
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1. The Automizer
They are product centric using a self-service customer acquisition strategy.
There is little or no space for human interaction with the start-up during the
use of the product. These generally have low fixed costs and it gives them
more space to figure out product market fit. Also for this reason, they usually
have a faster growing process than other kind of start-ups, are more
consumer-focused and generally automate procedures.
Automizer start-ups usually have products limited in scope and they have to
be really careful to identify a market big enough to scale. Once they have
succeeded in scaling, they are often bought by a bigger company or they try
to evolve into a new platform able to increase growth and create higher
barriers to entry.
Since there is no human contact, the highest risk these kinds of start-ups will
face is not being able to acquire enough customer base because the product
cannot be differentiated from its alternatives.
Other common pitfalls are the identification whether there is a real market
demand for the product they offer and the ease to create copy products,
unless you have a strong technological team.
Examples of successful Automizer companies are Google, Dropbox,
Eventbrite, SlideShare, Mint, Groupon, Pandora, and Amazon.
Box 1: Dropbox Success History
Dropbox is a Silicon Valley company run by CEO Drew Houston which has developed
an extremely intuitive file-sharing tool. It can be downloaded from every computer
or smartphone. Once this is done, it will appear as a folder on your computer
desktop in which you insert files to be automatically uploaded to the Dropbox
service and then immediately copied across all your computers and devices.
The founding team was composed of engineers, since its invention required a high
rate of technical knowledge. It had to be adapted to a vast range of computer
platforms and operating systems, such as Windows, Macintosh, iPhone, Android, etc.
Its great competitive edge is that the product is compatible with all kinds of
technologies and the competition is struggling to emulate it.
In parallel with this, the founders of Dropbox had to test their leap-of-faith question:
will people try our product if we offer them a better customer experience? They
rightly believed that file synchronization was an increasing problem for most people,
although they didn’t know it yet. Allowing people to experience this solution, meant
that they will never be able to live without it.
Today Dropbox is considered one of Silicon Valley’s hottest companies, with a value
of approximately US $1 Billion.
Source: Ries, 2011

2. The Social Transformer
The main features of this kind of start-up are the self-service customer
acquisition and the network effect products. This means they need to reach a
critical mass of users to stand out but once they have reached it, the
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customer base is self-sustaining and generally the market is ‘winner takes all’.
The aim of these start-ups is to create new ways for people to interact.
Social Transformers are the kind of start-ups that have to face more
challenges but also have the greatest rewards. They have to be focused on
the product and their value lies in attracting a vast number of users by
creating value for each other.
They usually create a new market and those markets are usually dominated
by few players. The highest risk is to reach the critical mass and, because of
this, most of these companies fail before reaching that point. Furthermore, a
careful evaluation of the scale process is necessary.
Examples of successful Social Transformer companies are eBay, Skype,
LinkedIn, Facebook, Twitter, Foursquare, YouTube, DailyBooth, PayPal,
Quora, and Instagram.
Box 2: Sharing knowledge through Quora
When we think about social transformer companies, certainly Facebook comes into
mind. But there many other ways to engage with people. One of the greatest
examples of a socially useful start-up is Quora, a website that allows you to connect
and share knowledge from the web. The website is organized in different topics in
order for you to find the most valuable information easily for yourself.
Quora was founded in 2009 by Charlie Cheever and Adam D’Angelo. Now it counts
more than 160,000 active users monthly; 18,000 daily. After it was opened, it
suddenly became popular due to its initial users being among some of Silicon Valley’s
finest and influential people. People such as Mark Zuckerberg (founder of Facebook),
Steve Case (co-founder and former Chief Executive of AOL) and D’Angelo himself
were very active on the website. Once the website reached its critical mass, it
started self-sustaining.
Information is organized like Wikipedia and Google, prioritized by their usefulness,
but the site uses Twitter-style following to track the best contributors.
On Quora, you can create a personalized page of everything you want about a topic.
One point that makes Quora different from the crowd is that people are supposed to
use their real names, unlike other similar websites such as Yahoo Answer or
WikiAnswers.
Sources: Bonner, 2012
Artur and Kiss, 2011

3. The Integrator
They have a semi-automated customer acquisition strategy. They usually
have SMEs as customers, have the highest problem-solution certainty and
aim at monetizing a high percentage of their users early. These companies
are often focused on improving the existing business processes by
repurposing innovations from the consumer internet. Because of this, they
target large existing markets, by providing a product that is cheaper than
alternatives. Marketing apperas to be the main driver of customer
acquisition. It is also fundamental to acquire customers but price and
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complexity of the product is usually so high that human interaction with a
sales or customer service representative is necessary.
One of the main advantages of the Integrators is that they can have an early
validation about the product. The main problems are generally cost efficiency
and the sales process in order to increase the revenue per customer and be
profitable. For this reason, the choice of the price is a key decision that can
highly influence the success of the business. Moreover, creating an integrated
environment aligning engineering, marketing and a sales team is a
fundamental challenge. Unlike the previous kind of start-ups, in the
integrators the customer development process is very qualitative and the
importance of the person in charge to sell is higher, as well as the marketing
team’s ability to generate high quality leads. Finally, the ability to manage the
cash position is vital, due to the fact that the revenues are generally collected
on a monthly basis, minimizing the free cash flow and making it difficult to
evaluate the lifetime value of a customer.
Examples of succesful Integrator companies are: HubSpot, Marketo, Xignite,
PBworks, Zendesk, UserVoice, Get Satisfaction, Flowtown, KISSMetrics,
Mixpanel, Dimdim, Kontagent and Zoho.

Box 3: HubSpot, a software product for inbound marketing1
Founded in June 2006, the object of this start-up is to provide an affordable way to
reach new customers similar to larger businesses do. The company offers an
integrated easy-to-use service in order to help businesses attract, engage and delight
customers by delivering inbound experiences that are relevant, helpful and
personalized. It includes search engine optimization, online analytics and social
media like Facebook, LinkedIn and Twitter.
This idea was established when the two founders, Brian Halligan and Dharmesh Shah,
understood that the thinking behind marketing had changed. Nowadays the internet
and especially social networks have a central role in the way people shop and learn.
The software is designed to help businesses increase the traffic on their websites,
leveraging on social media marketing, email marketing, content management, web
analytics and search engine optimization among others. The program is designed to
help SMEs with 5 to 500 employees. After an initial fee, users of HubSpot have to pay
a monthly fee, which represents the main source of revenues for the company.
HubSpot is now the world leader in marketing platforms, designed to replace the
world’s interruptive and annoying marketing with marketing that people enjoy, and it
is used by nearly 10,000 customers in 56 countries.
Sources: Keohane, 2007
Stone, 2011

1

Inbound Marketing is the promotion of a company through blogs, podcasts, video, eBooks,
enewsletters, whitepapers, SEO, social media marketing and other forms of continent marketing. Its
purpose is to attract new customers through innovative ways, bringing visitors in by getting their
interest through internet contents. (Investopedia)

18

4. The Challenger
Their success depends on the capacity to generate enterprise sales. They
generally have high revenue per customer, focusing therefore on a smaller
number of profitable customers. For this reason, they are usually dependent
on these few key deals and work in large and very rigid markets, in which
entering can be tough because most companies are tied to their status quo.
So, the product offered to the market has to be far superior to the pervious
in order to convince large corporations that they need to change to remain
competitive in a new emerging market.
They are the kind of internet start-ups that monetize the highest percentage
of their customers and with the broadest market size, typically 6/7 times
bigger than other types. Because of the high switching costs for the
customers, they have a great potential to earn large amount of revenues per
customer with a high lifetime value. The key factor is to develop a customer
friendly product, able to attract large customers without developing an
overly complex product. The risk is to remain stuck being a consultant of a
few large companies and, for this reason, they have to develop a product
appealing to a broad number of companies.
Examples of successful Challenger companies are Salesforce, Zimbra, MySQL,
Red Hat, Ariba, RapLeaf, Involver, Oracle, Yammer, Bazaarvoice, Atlassian,
Buddy Media, and Palantir.
Box 4: Next-Generation messaging and collaboration: Zimbra collaboration Suite
Realised in 2005, Zimbra is a server and client software based on an open source
technology for communication systems and collaboration used by companies, internet
service providers, universities and public institutions. It is designed to increase
productivity with a complete set of collaboration tools while maintaining total control
over the company’s security and privacy. It includes an email server and web client.
Thanks to its functionality, it allows companies to save money, conserving and
protecting their information at low cost. In addition, it is easy to manage, helping
system administrations to work. Finally, its intuitiveness and organization of emails
and data will support final users in their work.
Another relevant aspect of Zimbra is its capacity to interface with different operating
systems (Microsoft, Mac, Linus) and also through many mobile phones (Smartphone,
Blackberry, Apple iPhone, Treo, notebook, palmtop computer).
Sources: http://www.axiomaopensource.it/software-opensource-collaborazione.htms
http://www.zimbra.com/

1.4 Start-up Financing Models
Choices regarding how to finance a start-up are one of the vital decisions for the
start-up survival. There are many types of financial options available in all the
different stages of the start-up lifecycle, from the first to final stages, along with
their growth and production scale. For this reason, knowing all the alternatives is
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essential in order to ensure the best development of a start-up in all its phases. It
has been shown that access to finance options has been one of the major causes
behind start-up failures, along with bankruptcy and owner’s health (Tariq, 2013).
Other main issues related to start-up failures are the lack of entrepreneurship skills,
the market choice (too much competitive or a declining market) and a poor business
plan. Finally, the Startup Genome Report has identified premature scaling as the
main cause of start-up flops. It identifies 5 dimensions of premature scaling, namely:
 Customer: spending too much on customer acquisition before identifying the
right product or market
 Product: creating a product before validating a problem/solution fit
 Team: ciring experts or too many people before they are required
 Business Model: focusing too early on profit generation rather than creating
a solid long term business model or not adapting the business model to the
context
 Financials: raising too much money early or using the wrong funding sources
Research conducted by CB Insight has analysed a set of start-up failures in order to
identify the main reasons entrepreneurs believe their company failed.
Figure 2: Top 20 Reasons Start-ups Fail

Source 2: CB Insight
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As can be seen, the lack of sufficient capital has been pointed out from
entrepreneurs as the second main issue of failure, just after the lack of market need
for their products.
Therefore, funding issues are a central point for all the entrepreneurs wishing to
start a new business. Moreover, the comprehension of all the alternatives has to be
a central focus for all the institutions supporting the start-up phenomenon, in order
to have a better idea of how to finance and foster the development of these
companies.
Before understanding the sources of finance, it has to be clear the type of financing
options available during the different stages of firm lifecycle, as the type of finance
can substantially change during different phases. These types are classified as:
1. Seed Financing
This is the primary source during the first stage of development of a venture’s
lifecycle, before determining if an idea can be effectively developed in a
doable business opportunity. In this phase the primary source of funding is
the entrepreneurs’ own assets. They can use their personal savings or use
their assets to gain money (e.g. selling an automobile or a home) or as a
collateral to obtain a loan. Secondary sources in this phase are loans given by
family members and friends. Even though there is the presence of few
professionals or business angels, their funding in this phase is quite
uncommon.
2. Start-up Financing
This coincides with the start-up stage of a venture’s lifecycle and it is the
phase when the venture starts producing and selling its first products.
Therefore start-up financing usually aims at funding companies with a solid
management team, a developed business model and plan, and is about to
generate revenues. Although some sources of seed financing could still be
used, in this stage entrepreneurs should start thinking about approaching
other more formal business investors. In fact, even though the company
starts gaining money, costs are still higher than revenues and the venture
needs external equity financing. This equity is called ‘Venture Capital’,
because of the substantial risk of total loss concerning the investment. On
the other hand, in case of success of the start-up, there is a potential for
great returns. There are two primary sources in this phase, namely business
angels and venture capitalist. Business Angels (BA) are wealthy individuals,
who can operate as informal or private investors, providing venture financing
for small business, generally because they have previous experience and
personal interest in developing a technology, product or service. Venture
Capitalists (VCs) are individuals working in a venture capital firms with the
aim of raising and distributing capital to new and fast-growing ventures. They
typically invest in a large number of companies in order to reduce the risk of
total loss of their capital invested. The purpose of their investment is to earn
profits from their company stake. During this stage the venture can be also
supported by accelerators and incubators which are programs created in
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order to foster star-ups development providing them equity, mentorship,
office space, etc. Finally, a new source of financing that is becoming popular
in this phase nowadays is crowdfunding.
3. First-Round Financing
This is given during the validation phase, that is the critical stage in order to
determinate the future success or failure of the start-up. Despite the
company already receiving revenues, investment to gain market share
generally leads the venture to have a cash deficit. In this stage marketing and
organizational investment are required in order to survive in the market
competition. As well as BAs and VC, at this point suppliers and customers
become a crucial source of financing. In particular ventures can ask their
suppliers for trade credit, paying their purchase on a delayed basis. During
this phase many state and local governments have developed special
government assistance programs aimed at improving local economic
conditions and creating jobs. Finally, commercial banks2 can start having a
greater role than in the previous stages of life cycle.
4. Second-Round Financing
It is the financing for ventures in their rapid growth stage, supporting
investment in working capital and the expansion of the core business. In this
stage, the major sources of financing still come from business operations,
suppliers and customers, commercial banks and also some investment banks.
5. Mezzanine financing
Once a company has reached its breakeven3, it will probably need funding for
the plant expansion, marketing expenditures, working capital, and product or
service improvements. Mezzanine financing provides to this need, through
debt that often includes an equity ‘kicker’4 in the form of warrants. At the
end of this stage, the company will be ready to attract funding from public
and large private markets, and to start to think about an exit strategy.
6. Liquid-Stage Financing
In this final stage the entrepreneur has the opportunity to cash in on the
return associated with their venture risk or he can get the access to public or
private markets in order to gain the capital necessary to pursue the
company’s mission. The firm could decide to provide their investor an
2

A commercial bank is a financial intermediary that provides services such as taking deposits, making
business and personal loans and offering basic investment product. This term is especially used to
distinguish it from an investment bank. In fact, the former can only engage in banking activities
whereas the latter is limited to capital markets activities
3
The breakeven refers to the point of balance between costs and revenues, thus generating a zero
result in the income statement
4
An equity kicker is a type of equity incentive typically issued in combination with privately placed
subordinated or mezzanine debt to improve the return for subordinated debt-holders. Equity kickers
can have a convertible feature exchangeable for shares or warrants to purchase shares at a set price
at some point in the future
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injection of liquidity by establishing a public market for its equity. For this
reason, bridge financing may help companies restructuring their current
ownership and get ready its equity for its initial public offering (IPO). In this
framework, investment banking firms are very useful, advising and assisting
corporations with regard to their structure, timing, costs of issuing new
securities and are especially suitable to support firms undertaking IPO.
Finally venture law firms play a significant role in providing legal services to
young, fast-growing, entrepreneurial firms, advising them about legal
structure, tax and licensing obligations, intellectual property strategy,
employment agreements and incentive compensation.
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Start-up Financing
Life Cycle Stage

Major Sources/Players

Ideation

Types of
Financing
Seed Financing

Concepting/Commitment

Start-up Financing

Entrepreneur’s assets
Family and friends
Business Angels
Venture capitalists
Accelerator/Incubator
Crowdfunding

Validation

First-round
Financing/
Second-round Financing

Business Angels

Entrepreneur’s assets
Family and friends

Venture capitalists
Suppliers and Customers
Government
assistance
programs
Commercial banks
Suppliers and Customers
Government
assistance
programs
Commercial banks
Scaling

Second-round Financing/
Mezzanine Financing

Business operations
Suppliers and customers
Commercial banks

Establishing

Liquidity-stage Financing

Commercial banks
Investments bankers
IPO
M&A
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Chapter 2
Start-ups: Considering the different sources of finance
Start-up funding can be compared to gears. As we have seen, start-ups will get
through different stages and at each they will want to raise enough money to reach
the speed where they can shift into the later gear. Just a few can do it right, whereby
most of them are overfunded (the majority) or underfunded (a minority). Start-ups
often have to face more problems related to their investor than competitors. For this
reason, it is fundamental to understand all the resource-providers available on the
market, their pros and cons, and the different dynamics established between all the
stakeholders. Moreover, it is worth noting the difference between finance coming
from the forms of debt, equity, gift or grant.
1.1 Owners’ Capital (Equity)
Generally this is the first source of funding that start-up founders use for their
purpose. Owner’s capital is “seed financing” and can be a valuable resource at the
beginning of a start-up lifecycle, when the venture has no collateral or track record,
making it hard to obtain external resources because of high uncertainty about the
future development and inability to signal its creditworthiness.
Owners can use their savings or bootstrap5 to finance the business. It can be used in
the first stages of business and can help ventures start nimbly, but it won’t be
enough to support the future development of the venture.
There are many pros in the use of this source at the beginning of the start-up
lifecycle, such as: entrepreneurs can keep control of the business; they will remain
strongly tied to the business in order not to lose the investment; could be tough to
find other sources in this stage because of the reasons mentioned above; there are
no obligations related to this financing, allowing entrepreneurs to work freely on
their projects. On the other hand, founders’ resources will be probably limited in
terms of the amount, making necessary the use of other sources in the subsequent
steps in order to overcome the so-called “Death Valley Curve”6.
1.2 Family and Friends (Equity or Debt)
The first source of finance most start-ups usually get is funding from friends and
family. Often the difference between a wealthy family or friends and angel investors
5

It happens when an entrepreneur starts a company with little capital. An entrepreneur is said to be
boot strapping when he or she attempts to found and build a company from personal finances or
from the operating revenues of the new company. Compared to using venture capital, boot strapping
can be beneficial as the entrepreneur is able to maintain control over all decisions. On the downside,
however, this form of financing may place unnecessary financial risk on the entrepreneur.
Furthermore, boot strapping may not provide enough investment for the company to become
successful at a reasonable rate (Investopedia)
6
This is a slang used in venture capital to point out the period of time from when a start-up firm has
its first initial capital contribution and when it will start to generate revenues. During this period,
capital is usually limited, leaving the firm vulnerable to cash flow requirements. Unless the firm can
effectively manage itself through the death valley curve, it is going to fail because of the negative
cash flow. (Investopedia)
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could be slight, because of the similar aim. As for owners’ capital, this is a popular
source since family and friends already know you and can help you to achieve your
purpose. Despite this, it can be hard to mix money and friends/family, especially
considering the high risk of failure to which all start-ups are exposed. So, it is
essential to manage all the people involved as business partners and to be clear
about expectations and risks up-front, clarifying if it is a loan or an investment, the
deadlines and interest rate (if loan) or percentage of the company they acquire and
their role (if investment).
This can be an excellent source of financing because your financers know you and
they can be more focused on your success than strangers or other capital providers
that will be more interested in their own return. Moreover, the financing ways could
be more flexible and creative than other sources, minimizing the bureaucratic
burden. However, there is a high risk to strain the relationship with them in case
things will go wrong and they could interfere with a business they don’t understand.
Finally, they will not probably be accredited investors7, which could make the life
complex in the last stages of start-ups (e.g. in case of IPO).
1.3 Loan / Line of Credit (Debt)
After owners’ capital, banks are the financial institutions better known. They can
provide finance to all types of firms, regardless of their size. Banks have a key role in
all the bank-based systems, facilitating the flow of money between various investors
and organizations along with any surplus cash. A loan provides cash to start-ups and
expects repayment over a predetermined schedule (generally an X amount per
month) of the amount borrowed plus interest percentage. Having a line of credit can
be useful in order to avoid shortage of cash but it will increase the risk of the
venture, so it is fundamental to evaluate carefully the capacity to pay it back.
Having a bank loan allows entrepreneurs to keep their ownership, due to the fact
that banks demand less monitoring and controlling rights in comparison to other
financing options. Another advantage is the limitation of interest payment
commitments since ventures have to pay interest only for the time the money is
borrowed, making them more flexible. Despite this, having a line of credit from a
bank could be hard because their conservatism, the lack of information about the
past of the company and the request for warranty which entrepreneurs could not
have in the first stages of company life. Lastly, having too much debt can stiffen
companies, limiting the field of action of entrepreneurs.

7

Accredited investor is a term used to identify investors permitted to invest in certain types of high
risks investments such as seed financing, limited partnership, hedge fund, private placements and
angel investment networks. Accredited investors can be individuals, banks, insurance companies,
employee benefit plans and trusts. Criteria to identify accredited investors depends on the country.
The most famous definition is someone with over a million dollars in liquid assets or an income over
US$ 200,000 a year (US definition).
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1.4 Supplier credit (Debt)
Supplier credit means to buy from suppliers today and pay them back later on. This
could be a way to get a short-term source of credit for current operations. It has to
be evaluated if the credit is worth more than a discount of paying immediately. The
discount for immediate payment could be seen as the intrinsic interest rate you
should pay to a bank.
So, this could be a great way to get short-term financing, but could be difficult to
obtain in the first stages of the company’s lifecycle. In addition to this, not all
suppliers could give you credit and, in case of delayed payments, they can charge
you more.
1.5 Crowdfunding (Equity, Debt or Gift)
We have seen in the previous pages that one of the main reasons for failure of a
start-up business is the inadequate financing. Given the global economic situation
and the consequent decrease of funding coming from the typical actors of start-ups
(e.g. banks, venture capital investors), there has been an increasing need of financing
for new entrepreneurs developing a new start-up at the first stages of life. Financiers
have started to be more careful with their investments, due to the drop in returns
during the last few years. This is the main reason that has led to the development of
crowdfunding, which is ‘the use of a small amount of capital from a large number of
individuals to finance a new business venture. It makes use of the ease of access to
new people and investors through social networks and crowdfunding platforms, such
as kickstarter.com or indiegogo.com. Crowdfunding has a great potential to strongly
increase entrepreneurship by broadening the pool of investors from whom funding
can be raised beyond the traditional sources of financing, such as owners’ capital,
relatives and venture capitalists’ (Investopedia). In a few words, crowdfunding is
based on raising a small amount of money from a large number of people, typically
through the internet.
BOX 5: Funding projects through crowdfunding – The establishment of Kickstarter
Kickstarter is a funding platform for creative projects. All kinds of projects can be
found there, from films, games and music to art, design and technology. Whoever is
ambitious, innovative and has an imaginative project, can use the platform to bring
to life their ideas through the direct support of others.
The website was launched on 28 April, 2009 and since then it has been pledged over
US $1 billion by more than 7.4 million people, funding more than 73,000 creative
projects.
But, how does it work? Every project creator sets their project funding goal and
deadline, spending weeks building their projects pages, shooting their videos and
brainstorming what rewards to offer backers. When they are ready, creators launch
their projects on the platform and share their ideas with the community. If people
like the project, they can pledge money to make it happen. This means that all
backers are charged just when and whether the project succeeds in reaching its
funding goal. If the project falls short, no one is charged. It is a ‘all-or-nothing’
funding.
The idea of a platform for helping entrepreneurs obtain financing has deeper roots.
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It was 2001 when one of its founders, Perry Chen, had the idea to create a site
where anybody could pledge to buy a ticket for a show and be charged only if the
show succeeds to collect enough money to make it happen. But it was just between
2005 and 2006, when he moved to New York, that he tried to develop the project.
Here he met Charles Adler and Yancey Strickler, who helped him find financers, build
the site and expand the idea. It took almost 3 years to complete Kickstarter. There
are many projects that have defined early days, such as ‘Designing Obama’, ‘Robin
Writes a book’ or ‘Mysterious Letters’. People supporting projects started to increase
over and over again. An icon of crowdfunding on Kickstarter has been Allison Weiss,
a young singer-songwriter that was able to fund her song album in just 10 hours
from the launch of her project. But probably, the most remarkable story will remain
the one of Pebble e-paper watch, a customizable watch which raised funding for US$
10 million, 100 times more than its request.
Source: https://www.kickstarter.com
Angel investors and venture capitalists are very selective and many businesses have
been left out in their stringent selection process of investing. Many innovative ideas
have been lost because of a lack of alternative funding and at this juncture the
concept of crowdfunding has come up, which can help entrepreneurs raise the
capital they need. So, crowdfunding enables a firm to outsource specific tasks
essential for the making or sale of its product to a general public (the crowd) with
the aid of an open call over the internet and consumers volunteer to contribute to
production processes and create value. Crowdfunding can be viewed as combining
concepts of crowdsourcing (i.e. seeking financing) and microfinance (small amount
contributed, no collateral). (Larralde & Schwienbacher, 2010). Crowdfunding is like
posting advertisements of a project on a website, with the difference that, through
crowdfunding platforms, the entrepreneur can advertise a business concept and
raise funding from the crowd (Griffin, 2012).
Crowdfunding is more than a mere way to collect capital. In fact it represents a way
to validate a creator’s business ideas, since it gives a projection of the target market.
Moreover, it is a marketing tool for start-up firms to help them increase their
product and brand awareness among the public. The idea can also be tested among
the financers of crowdfunding in order to better understand the expectations of the
target customers. The cost of basic crowdfunding, when equity is not transferred, is
almost zero and the amount of money collected can give genuine feedback about
the idea and eventually to rethink about the product concept. Finally, crowdfunding
can generate more money than you expected, as can be seen in the example in box
5.
On the other hand, there are also different cons that cannot be ignored. Firstly,
crowdfunding has a limited capacity for raising money. For example, in the US the
limit, according to the U.S.A. JOBS Act, 2012 is US$ 1 million. Moreover, there is
always a little fear sharing ideas with strangers, due to the risk of the product
concept being stolen before implementation. Finally, advertising your idea on
crowdfunding platforms is just the first step and the promotion of an idea through
campaigns requires a lot of time and effort.
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BOX 6: Is crowdfunding a threat for venture capital industry?
Since its introduction in USA, many speculation has been done about the impact that
equity based crowdfunding might have over the venture capital industry. In fact,
while VC industry hasn’t been able to outperform the capital market in more than a
decade, leading to a loss of trustworthiness in the market, crowdfunding has proved
to be a great source of capital, convenient for all the parties. Moreover, the VC
industry has often claimed to be too focused just on their own interests and blamed
for leading the companies to premature initial public offerings (IPO), affecting
negatively the future of the companies.
Anyway, it’s not completely true to say that crowdfunding will be a direct competitor
of VC. In fact there are some key features shared by both these financing vehicles
that can make them complementary to each other for the future. Crowdfunding can
help venture capitalists to identify promising start-ups more easily thanks to its
‘validation effect’ and collect public reviews giving a long-term picture of any
business future.
Many VC firms have already invested millions into crowdfunding platforms or are
trying to create their own crowdfunding website.
Source: Manchanda & Muralidharan, 2014

The demand for crowdfunding technologies is still mainly based in the USA and
mainly directed to start-ups. Despite this, crowdfunding is not just used to invest in
new companies, but other investments can be done through it. An increase in
demand for crowdfunding portals for other assets such as real estate has been
observed, clean-tech and energy among many others. Nevertheless, the demand for
private company funding remains the main driver of this phenomenon.
Figure 3: Investment per asset Type

Source 3: Ravanetti et all, 2014
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Moreover, there is a broad field of potential clients interested in crowdfunding
technologies and related services. There are no just start-ups, but other types of
organizations such as private equity funds, investment advisors, broker dealers,
banks, incubators, angel investors, etc. In particular, this phenomenon is really
interesting for private equity funds, as crowdfunding is allowed to raise capital in a
very cost efficient manner from a wider pool of investors compared to conventional
approaches.
Figure 4: Crowdfunding Client Profile for organization types

New Company
Other
Investment Advisor
Private Equity Fund
Broker-Dealer
Asset Manager
Bank
Crowdfunding Platform
Incubator
Angel Network

Source 4: Author’s reworking of Ravanetti et all, 2014

Finally, it’s important to assess the demand for crowdfunding services globally. As
previously mentioned, US is largely the main crowdfunding market, but also Europe
is moving in this direction. On the other hand, this phenomenon seems not yet
developed in countries such as Australia and South America.
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Figure 5: Crowdfunding by Regions

Source 5: Ravanetti et all, 2014

Figure 6: Crowdfunding by country
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Source 6: Autor's reworking of Ravanetti et all, 2014
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BOX 7: The need to kickstart Australian innovation: new laws to support Australian
crowdfunding
In the last 12 months Australia has created more start-ups, incubation programs and
angel investments than at any other time. However, such a great increase in the
start-up entrepreneurship needs to be supported by a growth in funding avenues. In
the last years, many countries gained an understanding of the potential of equitycrowdfunding to open up these channels, offering at the same time great
opportunities to potential investors. With regard to crowdfunding, Australia has
arrived a little late to the party, at least from a legislative prospect. Currently, in
Australia law allows investors just to use crowdfunding sources if they are
sophisticated investors8, preventing the crowdfunding market to develop its
potentiality. If legislative changes are made in order to open this to a broader crosssection of the population, many other Australians could invest in innovative, early
stage, high-growth start-ups, with benefits for the entire economy.
Despite this, being late to adopt this new funding avenue can be positive, due to the
fact that Australia can learn from the successes and failures of other countries which
are adopting a similar path.
For example, in the US many problems have arisen since its introduction, causing
difficulties and a high burden of regulation.
On the other hand, the UK is experiencing an extraordinary growth in crowdfunding
for start-ups, with an increase of 618% in one year with investments hitting US$ 47
million (AUD$ 53 million) in 2013.
Thanks to these crowdfunding platforms, investors can diversify their start-up
portfolio, reducing the risk connected to pick just one or two start-ups. In fact it is
known that generally 9 start-ups out of 10 are doomed to fail and on average about
90% of the returns in a diversified portfolio come from 10% of the start-ups.
Recently, the U.K. introduced a new regulation to prevent investors from investing
more than 10% of their savings into equity crowdfunding, because of its riskiness.
Meanwhile, New Zealand has enabled equity-based crowdfunding, allowing earlystage start-ups to raise up to AUD$ 2 million in a 12-month period through a licensed
platform and individual investors to invest up AUD$ 2 million for the same period.
So, there is not a clear path to follow the introduction of this new funding avenue,
but a balance between a liberal stance on investors and preventing the general
population’s involvement in too risky investments will have to be found.
Looking at the previous lessons from other countries, if implemented correctly,
crowdfunding has the potential to kickstart the Australian technology sector, which
could potentially be worth AUD$ 109 Billion to the GDP by 2033.
Source: Heasley, 2014

8

A sophisticated investor can be seen as the Australian synonymous of Accredited Investor in the US
According to the Australian Corporations Regulation 2001, in order to meet the criteria for being
certified as a ‘Sophisticated investor’ , the investor has to have net assets of at least $ 2,5 million, or a
gross income for each of the two last financial years of at least $250,000.
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1.6 Business Angels (Equity)
Business angels (BAs) are ‘knowledgeable private individuals, usually with business
experience, who directly invest part of their personal assets in new and growing
unquoted businesses. Besides capital, BAs provide business management experience
for the entrepreneur’9. (DG enterprise)
Despite identifying clearly the BA phenomenon, the following points are a reliable
definition of it. Many are the factors that characterized BAs10 (EBAN):
 They are individual investors
 They invest directly their own money
 They are financially independent (possible loss coming from their BA
investment will not influence dramatically their economic situation)
 Mainly invest in seed or start-up companies
 Do not have a family relationship
 Makes their own investment decision and not through a vehicle
 Medium-long term investment
 Not just a funding provider but also follow-up strategic support to
entrepreneur from investment to exit
 They have a code of ethics including rules for confidentiality and fairness of
treatment.
The EBAN characteristics highlight a crucial and sometimes controversial point: the
distinction between BAs and friends and family. In fact, despite that the investment
pattern could be similar under certain aspects, the motivation that leads them to
invest are completely different. Family-related investors are driven by kinship, social
obligation and reciprocity rather than commercial factors.
Investment made by family and friends in new businesses represents in Europe the
main investment source as numerousness. Anyway, BAs constitute the largest source
of external funding, after family and friends, in newly established ventures.
Sometimes it could be problematic to identify if a person has to be included in the
BA category. For example, is a BA a person who is looking for an investment but
hasn’t found a suitable deal yet? Or is it someone who has previously invested but
not for a few years? And also the distinction between family and friends and BA can
be sometimes debatable.
Apart from the funding they bring, entrepreneurs look for BA also because they are
expected to contribute in other ways, such as: (McKaskill, 2009)
 Industry experience
 Experience in start-up or business building
 Networks
 Experience in raising venture capital
 Access to VC firms
 Access to strategic partners

9

http://ec.europa.eu/enterprise/policies/finance/glossary/index_en.htm#
http://www.eban.org/glossary-page/

10
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Now that we have explained what is a BA and its value add to companies, another
question arises: Who are generally BAs?
Research led by EBAN has identified the typical profile of BAs, namely:
 A male aged between 35 and 65 (generally just between 3-5% in the
measured market are female)
 A successful previous experience as entrepreneur or manager
 Investment between € 25,000 and € 250,000 or the equivalent of 15% of
their own funds in a single venture
 Supporting the company with advice and networking in business and
company finance circle
 Making their investment decision according to their own previous experience
in a particular sector and mainly focusing on a particular local area
 Generally they prefer to invest alone, but can invest also jointly with other
angels or institutional investors in various forms
 Investing in various firms in order to diversify the risk
BAs are a fundamental part of start-ups funding. The statistic compendium made by
EBAN shows BAs are largely the main source of European early stage investment in
Europe.
Figure 7: The three main areas of early stage investment in Europe

Source 7: Statistic Compendium 2014

This trend is mainly leading from the UK, which can be considered as the main
source of BAs investment worldwide, especially if compared to the total venture
capital market in the same year.
34

Figure 8: Comparison of BA and Venture Capital Market in the 4 main markets

Source 8: OECD 2011

It’s worth noting the main sectors and stages in which BAs are inclined to invest. The
EBAN Statistic Compendium shows that Information and Telecommunication
technologies have preference of this kind of investor and the tendency to invest in
the first stages of company lifecycle.
Figure 9: Sectors distribution of BA in 2013 by investment amount (left) and number of deals (right)

Source 9: Statistic Compendium 2014
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Figure 10: Investment by investee's development stage

Source 10: Statistic Compendium 2014

Another fundamental issue to investigate is how to engage with BAs. In fact, while
investors such as venture capitalists or crowdfunding platforms are easier to deal
with, because of their structure, making in contact with BAs seems to be much more
complex. In fact, the main leading flow source is personal recommendation, which
represents 20% of total lead received. Despite this, we can say that nowadays the
market seems to be opening up to non-related individuals who can approach
investors during events, through the internet or in other ways.
Figure 11: Deal Flow Sources in 2013

Source 11: Statistic Compendium 2014

To sum up, BAs are a great source of funding for entrepreneurs, especially when
they are at the first stage of their start-up lifecycle. In fact, they will invest enough
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cash to develop the start-up, opening also doors by introducing the entrepreneur to
new customers or investors. They operate as an ambassador for the company,
sharing experiences and they may become executives in the company, based on
their experience. Despite this, before dealing with a BA, entrepreneurs need to be
careful about possible different views of the company by the side of the investor.
The money it gives is not a gift, but there are many expectations about the company
in terms of returns. Finally, some investors could take advantage of entrepreneurs
who lack experience, so advice from an expert during the funding process would be
recommended.
1.6.1 Business Angels Investment in Australia
The Australian BAs market is difficult to pin down, because of the lack of readily
available data. According to OECD, the first BA group in Australia was located in
Melbourne in 1980s, but it fails to take off due to a lack of interest among the
community. During the 1990s many State and Federal Government initiatives were
developed to foster BA networks, including the ‘Business Equity Information Service’,
aimed to engage angel investors with entrepreneurs, which ceased in 1997. After
that, numerous researches have been made about the phenomenon, until the
federal department of Industry, Tourism and Resources commissioned a report
entitled ‘Study of BA Market in Australia’. This report highlighted that the majority of
BA investors in Australia were not part of any formal angel networks (and did not
wish to be), and made research about Angel Investors complex. In fact, despite a key
issue for angel investors is to work collaboratively, joining into investment groups
and syndicates, most of them are private about their deal, and getting them to work
in such structured and formal networks has proved to be difficult.
To date, the most visible Aussie BA network is the Australian Association of Angel
Investors Ltd (AAAl), which was founded in 2007 as a non-profit company with the
purpose of providing a supportive and fostering angel investor community.
According to the AAAl, in 2010 BAs invested around AUD$ 1 billion in 5,000 earlystage businesses, which created an estimated 25,000 jobs.
As already reported, although it is a significant phenomenon for the economy, few
studies have been made about Australian BAs. However, a study conducted by the
Australian Government succeeded to determinate the profile and the main
characteristics of a typical Australian BA.
This research identified 3 kinds of angels:
1) Early winners: They typically have a significant financial wealth gained during their
mid-30s or 40s through fortuitous investment or start-ups, or in some cases
inheritance. They have enough funds to allocate a small percentage in angel
investment. They are more likely to invest in their own field (generally ICT) and they
leverage on their network. Investors with inheritance are often leading by
philanthropic motivations, investing in a business which has a particular relevance
for them personally and they try to make the difference globally.
2) The Professionals: They generally achieved wealth and experience through their
professional path, working as consultants, bankers, lawyers, accountants or venture
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capitalists. They know in detail investment opportunities and have a great
professional network. This kind of BA investor usually doesn’t join any formal angel
networks. They mainly see their angel investment as a sensible component of their
investment portfolio.
3) The experienced entrepreneurs: They have both wealth and a lot of experience by
running their own business. They had generally sold their business when still in their
50s and for this reason they can have a lot of money to invest. Their main motivation
is to help others achieve his/her same goals and generate high returns from higher
risk ventures. They are often in semi-retirement. This kind of investor is more likely
to be part of angel networks or other professional networks as a way of sourcing
their investment. They invest mainly in their own industry and, for this reason, they
are both a great source of money as well as expertise.
If we look at where they are located, it can be easily seen that they are mainly
presented in 2 States (New South Wales and Victoria), whereby they are less
developed in Western Australia and South Australia.
Figure 12: Location of the Australian BAs
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Source 12: Vitale et all, 2006

They are leading not just by financial returns (that, however, remains the main aim
and substantially a significant factor on many successful deals) but there are many
other reasons, such as enjoyment and satisfaction, altruism and the availability of
time. The response seems not to change significantly through the different clusters
of BA investors. Investors who are more skilled or have more knowledge or
experience to share are easier led by enjoyment and altruism.
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Figure 13: Reason of the BA investment
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Source 13: Vitale et all, 2006

Almost 95% of BAs offer their advice and, expertise with the money and, in around
50% of cases, they invest in the industry they are experienced in.
The origin of the initiatives is mainly within their own business network (81%),
whereby friends (9%), formal BA networks (6%) and accountants or financial advisers
(4%) represent a minority.
Another interesting statistic concerns the impact of Government support on
business angels’ investment opportunities: 41% of the respondent BA investors have
said that government support can affect positively the success of the deal (and, for
this reason, major attention should be given to this phenomenon).
Being a BA is not as easy as it seems. This phenomenon shows there is large room for
improvement. In particular, more institutions should start supporting BAs
entrepreneurship, allowing more people to be involved in it. In fact, the limited
comprehension of angel investing has been highlighted as the main reason for
stopping people, with enough funds to be a BA, to effectively invest.
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Figure 14: Reason why people they know are not angel investing
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Source 14: Vitale et all, 2006

1.7 Venture Capital (Equity)
Venture capital (VC) investment is often associated with private equity (PE). This is
not completely wrong since the two are complementary, but a clear distinction has
to be made. Both private equity and venture capital funds generally invest in
companies considered to have
Figure 15: Comparison between Venture Capital and Private Equity
a high-growth potential with
the purpose of obtaining
returns in terms of capital
gain. The main difference
between the PE and VC is that
VC usually invests in early
stage firms, whereby PE in
growth/expansion
and
buyout stages. Despite this,
there are a few areas of
overlap (Deloitte Access
Economics, 2013).
Source 15: Deloitte Access Economics, 2013

VC firms collect and invest other people’s money and they invest on average several
million dollars. Therefore venture capitalists are organized in funds, and they
generally take an annual fee (very low) plus a percentage of the fund’s gain, which
represents their real earnings.
Venture Capital is a considerable source of finance for start-ups. In fact, it represents
the main source of funding for high technology firms. Venture capital is the source of
finance provided by venture capitalists in the early stages of a firm, which takes a
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great risk that often leads to a total loss or failure for the start-up. Despite the highrisk, they invest in start-ups because the funding at the initial stages of life of
ventures is very cheap considering the potential earnings. Moreover, start-ups in
these stages have a great need of money and not many sources are available.
There are many pros in using venture capital funding. Firstly, they provide companies
with money that is vital for their ability to grow at a much faster pace. Secondly,
having a VC investor investing in your company will highly improve the venture’s
credibility, opening up doors to other investors and large customers. On the other
hand, they could not look at start-ups in their very first stage and their only aim is to
obtain returns and warranties. This means that they will put a lot of pressure, they
often insist on having the control of the board of directors and having their hands in
corporate decisions regarding future equity dilution. Moreover they can ask for
particular covenants in the contract which can partially protect them in case of
failure of the start-up (e.g. ‘look up’ and ‘permitted transfer’ clauses, staging
techniques, shares with embedded options, tag alone rights and right of first
refusal).
Therefore venture capitalists are very active and have a lot of experience. For this
reason, despite all the problems related to their will to lead the company as they
want, their investment and advice increases significantly the chance of success of
start-ups. Making sure the availability of venture capital is now a priority in the
policy agenda of many of the advanced countries.
Since they are focusing on economic returns, in comparison to the previous funding
providers, they are more careful in evaluating their exit strategy. Generally the two
most common strategies used by VC funds in order to sell their start-up stocks are
initial public offerings (IPO) or by selling them to presumably larger organization
through acquisition, M&A or trade sale.
At a global level, considering the most important VC provider countries, in 2013
there was an increase in the investment levels of Venture Capital, which rose from
US$ 47.6 billion in 2012 to US$ 48.5 billion in 2013, reversing the downward trend
seen in 2012.
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Figure 16: Global annual VC Investment 2006-2013

Source 16: Ernst&Young, 2014

As can be seen, US VC activity is largely the engine of this sector. Despite this, in the
last few years there has been a slight decrease in the total amount of US VC
investment. This is the same with China, which was just partially counterbalanced by
the increase of the European market in 2013. Although Europe saw a 19% rise in
capital invested and a 6% rise in the number of deals, this wasn’t enough to lead to
significant movement in the complex VC activity, since Europe accounts just 15% of
the total whereby US almost 70%.
Figure 17: VC investment by region 2013

Source 17: Ernst&Young, 2014

In fact, if we look at the amount decreased in the US and Chinese VC investment in
the last 3 years, both respectively dropped by more than US$ 3b (totalling a complex
reduction of US$ 6.1 billion), it is easy to see that the US$ 6.2 billion collapse of the
total VC investment worldwide is almost completely related to these 2 markets.
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Figure 18: US venture capital investment
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Source 18: Ernst&Young, 2014 and author’s elaboration

Figure 19: Other VC investments in the main markets
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Being that the US VC is market more mature and far higher in terms of investment
than those of other countries, it needs to be analysed separately. In fact, it accounts
for 68% of global VC activity.
As we can see, despite a reduction of venture capital investment in the US between
2011 and 2012, the sector seems to have completely recovered from the 2009 crisis.
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With regard to the other main countries, Europe represents the second biggest VC
investment market and since 2006 it presents a floating pattern. In the last year it
seems to have started an upward trend that could be sustained in the future. China
is the third VC investment market. After the 2009 crisis, the Chinese venture capital
investment has boosted from 3 million to more than double in 2011, then collapsing
in the last 2 years. Despite this, the new prospects for the Chinese VC market are
positive. In fact there has been an increase in the number of VC rounds of 20% and
the recent introduction by the Chinese government of policies designed to support
growth among SMEs is expected to translate into new opportunities for VCs.
Furthermore, VC activity is historically linked to levels of economic growth, making
China one of the most interesting countries for investments in the next few years.
Finally, it’s worth highlighting the growth of India’s VC investment. Since 2009 India
has shown a continuous upward trend, doubling the values of 2009. Although
investors seem to not be completely confident in investment in India in the early
stage, there has been an increase in confidence in making late-stage investments in
companies as they scale. In fact, investment made at the profitable stage during the
year represents a third of total investment.
Figure 20: 2013 median by round class and by stage of development (US$million)

Source 20: Ernst&Young, 2014
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Most VCs prefer to make bigger investments at second or later investment stages,
due to the fact that companies are perceived to be less risky. Just few markets invest
significant amounts of money in the earlier phase of development of start-ups.
Moreover, Europe and Israel were the only regions which have shown an increase in
the median of investments during the stage of development in 2013. If we consider
the median deal size by stage of development, China and India were larger than
other regions. In particular, India has shown considerable investment at the
profitable stage of companies. This can be explained by the fact that Chinese
companies are typically more developed and ready for an exit strategy within 18 to
24 months, which increases their valuation. On the other hand, India has 3 deals that
are worth more than US$ 200 million, which affects highly their median size.

BOX 8: The crucial role played by governments for Venture Capital investment
Governments have a crucial role both in creating the right funding environment for
entrepreneur and start-ups businesses and providing them the necessary funding
that complements private VC.
“EY G20 Entrepreneurship Barometer 2013”, a research lead by Ernst&Young, shows
public aid is considered the second most important funding source, after bank credit.
Moreover, government start-up programs are considered a considerable source of
help. Public money has a catalyst effect, in particular if it’s delivered in partnership
with the private sector. It has been shown that enterprises which receive at least
part of their funding from the government-sponsored sources generally perform
better than those which received money from only private VCs. This is also due to
the fact that access to government-sponsored funding improves a company’s ability
to obtain debt and other kind of funding, creating a multiple effect. Many innovative
firms in the US were founded by public programs (e.g. Small Business Innovation
Research) more than private VC. Probably the greatest example of this is the
algorithm that led Google’s early success, which was funded by a public sector
National Science Foundation grant.
For these reasons, governments are increasing their support to entrepreneurship all
around the world, also through supporting VC. Across the G20 as a whole, 34% of
entrepreneurs consider access to VC to be improved, while 38% think the same
about access to angel funding.
In order to encourage greater VC investment, many efforts by regulators have been
done. In the European Union, governments have made it easier for VC firms to offer
partnership interests in funds, rather than needing to register them in every country
where they want to operate. Other governments are creating governmentsponsored VC funds in order to make investments directly in ventures. Still others
are evaluating a change in regulations in order to allow governments and pension
funds to invest in VC assets or adapting the tax and regulatory environment to foster
investment from overseas VC firms.
Another crucial point is about capital gain taxes. Many countries, such as Canada,
Australia, Japan and the UK, having recognized the importance of this topic, put in
place capital gain tax deductions so that entrepreneurs are not penalized too much
on the sale or exit of their business.
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Regulatory changes have resulted in a doubling of India’s VC investment, risen from
US$ 600m to US$ 1.4b between 2006 and 2012, especially thanks to the elimination
of tax on capital gains and a relaxing of rules against foreign investment.
In US, the completion of the JOBS Act will allow companies to access crowdfunding,
enabling more investors to make small investments in private ventures.
Finally, also the EU is trying to make crowdfunding more effective. After a period of
wide consultation closed at the end of 2013, the European Commission has started
evaluating new measures in order to foster crowdfunding, aligning support from
government funding to crowdfunding platforms and investment opportunities which
can attract significant popular attention.

Source: Ernst&Young, 2013

1.7.1 Venture Capital in Australia
Australia doesn’t represent one of the leading regions in Venture Capital Investment
but many efforts have been undertaken by the government in order to improve this
sector. In fact, Australia is the 13th country for venture investment as a percentage of
GDP, but it is still behind countries such as Cyprus, Uruguay, Sweden and Cambogia.
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Figure 21: Venture Investment as a Share of GDP

Source 21: Lerner, J.

The Australian start-up sector is fertile ground for investors looking for developing
new technologies and products. It can count on vibrant communities of
entrepreneurs and innovators in most key cities, and are supportive government
policies to help nurture start-ups into mature companies being able to make
substantial contributions to the Australian economy.
In particular, Australia was the 3rd most active market for tech deals globally in 2013,
and the 7th in terms of aggregate transaction value. Australia had a higher number of
tech deals per capita than UK, Germany and Canada, showing high-quality
opportunities for tech investors. Despite this, the average tech deal size in 2013 was
still less than half of the average of US tech deals, exhibiting further room for
improvement in investment activity as the start-up segment matures.
Figure 22: Internet and Information technology deals & Tech deals per million people, 2013

Source 22: Internet DealBook (2013), Online Agility

In the last year, Australian VC fundraising was 21% lower than the previous year,
with a total amount of AUD$ 120 million across four funds. For the first time since
2007, there are no new Government commitments to VC funds. In May 2014, it was
announced in the federal Budget that the Innovation Investment Fund (IIF)
programme was terminated, contributing to the tougher fundraising environment
for VC firms. This decrease of VC investment has been partially filled by corporates
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and super angels/entrepreneurs, which have mainly targeted technology ventures in
the early stage. Two new funds were launched: Reinventure Group, a AUD$ 50
million VC fund by Westpac aimed at investing in Australian technology Ventures,
and Oxygen Ventures, backed by internet entrepreneur Larry Kastelman and
launched with AUD$ 50 million of investable capital to back digital start up.
Figure 23: Australian VC fund raised by fiscal year (in AUD millions)

Source 23: 2014 Yearbook (2014), AVCAL

VC investment activity in Australian ventures was mainly supported by foreign
investment during FY201411. In fact, the total VC investment rose nearly four-fold
year-on-year to AUD$ 516m in FY2014, mainly due to US-based Insight Venture
Partners’ US$ 250m (AUD$ 266 million) investment in Campaign Monitor, a Sydneybased email marketing campaign developer. This deal was the largest ever single VC
investment in an Australian technology company. Even excluding this single deal, the
total amount of VC investment in FY2014 was 89% higher in comparison to FY2013.
This increase in early stage investment is proof of the strength of the Australian
entrepreneurial system, especially in the ICT sector. Also excluding the Campaign
Monitor deal, the average VC investment has increased in size during FY2014,
reaching an average of AUD$ 2.1 million, almost double than the previous two years
(AUD$ 1.1 million in both FY2013 and FY2012), thanks to the rise of large crossborder deals. 39% of VC deals during FY2014 were in new venture (17% higher than
in the previous year), mostly made in technology start-ups.

11
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Australian fiscal year or, more commonly, ‘financial year’, starts on 1 July and ends on 30 June
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Figure 24: VC Investments by fiscal year (in AUD millions)

Source 24: 2014 Yearbook (2014), AVCAL

As much as 75% of VC investment by total value were made up in the ICT sector
during FY2014 (even excluding the Campaign Monitor deal, the sector would still
represent the largest percentage of VC investment, at 48% of the total). In the last
years a decrease in the total proportion of the health and life science sectors has
been noted which, despite having received AUD$ 57 million of VC investment, AUD$
14 million higher than in FY2013, made up only 11% of total VC investment by dollar
value, much lower than the 33% registered in the two previous FYs. Finally, despite a
large number of investments in computer and consumer electronic (25%), the
average deal by amount of money represents only 8% of the total amount. To date,
energy and environment, healthcare & life science and consumer good and retail
seem not to be as attractive as the previous sector.
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Figure 25: VC investment by sector in FY2014 based on AUD millions

Source 25: 2014 Yearbook (2014), AVCAL
Figure 26: VC investment by number of companies in FY2014 based on AUD millions

Source 26: 2014 Yearbook (2014), AVCAL

It can be useful to look at the distribution of investments within the Australian
States. The most VC investments are located in New South Wales, with a total
amount of AUD$ 607 million, representing more than 60% of the total VC investment
in the country, which include 65 companies receiving investment during FY2014. At
the same time, many investments were made in Victoria (around AUD$ 188 million,
around 20% of the total country investment, invested in 50 ventures) while
Queensland ($ AUD 63 million, 6,5% of total), South Australia ($ AUD 20 million, 2%
of total) and Western Australia ($ AUD 18 million, 1,9 % of total) showed significantly
less investment.
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Figure 27: Distribution of Australian investment in FY 2010 - FY 2014 (by location of company headquarters)

Source 27: 2014 Yearbook (2014), AVCAL
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Figure 28: Percentage of Australian Investment in FY2010 - FY2014 by country (by location of company
headquarters)
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Source 28: Autor's reworking of 2014 Yearbook (2014), AVCAL

1.8 Governments Grants (Grant)
Federal and state governments often offer their aid in order to support and finance
start-ups through Grants or tax credit. These programs give grants for specific profile
of entrepreneurs or companies, with the aim to develop a particular sector of the
economy.
Governments can organize programs or business plan competitions which set out to
help budding entrepreneurs. Moreover, many of these programs will give grants,
favourable loans or loans guarantees12. Finally, receiving a grant can give more
credibility to a venture, which might attract the interest of other investors, lenders
or customers.
Despite these pros, government grants show some cons as well. Firstly, each
program has its own specific requirements and its agenda, so the company has to
make sure it fits their criteria. As already mentioned, government programs to
support start-ups are aimed at stimulating their economy and for this reason are
looking for specific company or entrepreneur profiles. Furthermore, in order to meet
this criteria, entrepreneurs will have to spend a lot of time and effort to demonstrate
it and gather the documentation required.
According to the EY G20 Entrepreneurship Barometer 2013, public aid and
government funding are considered by entrepreneurs as the second most-important
source after bank credit. Also government start-up programs are seen as valuable
resources.

12

Loan guarantee repayment to the bank in case you can’t pay it back, which will allow the company
to get the loan at a lower and affordable interest rate
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Improving access to funding is not an unproblematic task, since there are many
aspects to take into account in order to create a broader mix of funding options able
to foster start-ups during all their stages of life.
Figure 29: Access to Funding

Source 29: EY G20 Entrepreneurship Barometer 2013

The same research investigated the ease of access to funding across the G20
countries and, without great surprise, the US is ranked first, thanks to its rich and
wide funding ecosystem, followed by the UK, China, Canada and Australia. Despite
this, considering just the access to start-up funding, Saudi Arabia and Indonesia
reach respectively the first and second place, overtaking Canada and US. Amongst
the G20 countries where funding access is more complex, at the end of the ranking
there is Argentina and Italy, both in terms of start-up and general funding.
Companies at the seed and start-up financing stage are struggling to access new
funding. However, there are signs of improvement in this situation. In fact, the
majority of G20 countries entrepreneurs assert that early-stage funding has
improved in the last three years, although the pace of this change depends on the
country. The first place of Saudi Arabia is surprising, as ease to access to start-up
funding, thanks to several measures to support the sector, such as the Government
scheme to guarantee 50% of certain bank loans and a corporate venture capital fund
backed by Saudi Aramco, a state-own oil company.
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Figure 30: Access to funding for start-ups

Source 30: EY G20 Entrepreneurship Barometer 2013, EY

The research has highlighted that access to funding remains a critical barrier to
entrepreneurship, especially in countries such as Italy and Argentina, where 40% of
entrepreneurs find it very difficult to access funding, whereby only 15% of their
American peers think the same about the US.
Moreover, government aid cannot be limited to funding but they have to teach
entrepreneurship. Capital without mentorship is lost capital (Ernst&Young, 2013).
Combining them together is the only way to make business performance good after
they are established. This combination of funding and advice has been the base of
some of the most successful programs covered in government leading practices (e.g
StartUp Chile).
Then, especially in the first stage of businesses, it is fundamental to develop
innovation around the broaden early-stage funding ecosystem, trying to foster new
emerging financing sources such as crowdfunding or microfinance. These provide
credits to entrepreneurs who lack access to traditional bank services, and
encourage investment of BAs through helpful policies such as tax credit or
deductions for investment in entrepreneurial businesses and more favourable
capital gain treatment on the sale of those business.
Governments should also encourage banks to provide a new lending model for
entrepreneurs. Bank lending is still by far the most important source of financing for
start-ups, but during their rapid growth phase many of them could not have the
collateral in order to meet traditional bank requests. It’s necessary for banks to
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develop a new system capable of identifying the high-potential businesses of the
future. One way to do that might include enabling the use of intellectual property as
collateral to secure lending and support the identification of new specialized banks
able to understand the dynamic of younger businesses. In order to unlock bank
lending as a way of fostering economic growth, governments have achieved great
success in recent years through their credit guarantee schemes13.
BOX 9 : Other Government Credit Guarantee schemes around the world
Apart from the Saudi Arabia government credit guarantee scheme, many other
countries have undertaken this way, such as Mexico, Turkey, Indonesia and South
Korea. A similar scheme has been offered by the UK’s National Loan Guarantee
Scheme since 2012, which has reduced by 1% the cost of bank loans, provided £2,5
billion in cheaper loans to more than 16,000 businesses.
In the same way, EU is offering funds to entrepreneurs through the ‘Program for the
Competitiveness of Enterprises and Small and Medium-Size Enterprises’, which will
operate during the period 2014-2020 with a budget of €2,5 billion.
Source: Ernst&Young, 2013

Governments should support corporate investment in start-ups to help fill the
funding gap. Generally, investments made by corporation in ventures are around 6
to 10% of all venture investment (Ernst&Young 2013). This kind of investment is a
great source of financial returns for companies, since they can get early access to
cutting edge new technologies and intellectual property. With more and more
companies looking for profitable and promising investments in order to further
develop, this form of investment might be particularly noteworthy and will become
more important in the future. Examples of this are General Motors, which founded a
US$ 100m venture capital subsidiary in 2010, and Qualcomm Ventures, an Israeli
corporate venturing unit of the US-based semiconductor company, sold to Google
for a reported US$ 1,3b, with a tenfold return. Governments should encourage
corporate venturing though favourable tax regimes toward USequity investment, as
well as the creation of a forum where companies could receive advice and support
with regard to this investment option.
Finally, during the last stage of development of a start-up, namely the expansion,
ventures are looking for a larger amount of capital which can have the potential to
help them express their full potential growth. This generally leads to IPO, which can
help both to finance their strategic acquisition, find opportunities to expand the
business into new markets, provide exit strategies, improve the awareness of the
business among suppliers and customers and operating as an incentive to employees
through the distribution of stock options. IPOs historically accelerate the job creation
significantly. For all these reasons, governments should ease the access to
expansion capital. However, not all ventures are able to complete the path from
being private company to the main stock market. Junior exchange can have an
important role in filling the gap by allowing these companies access to public equity
investment. In order to be successful, junior markets require the right environment
13

In a credit guarantee scheme government underwrites partially the risk banks take in lending to
start-up
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for entrepreneurs to tap that market. Governments have to guarantee policies which
incentivise and foster investment in entrepreneurial companies.
BOX 10: Governments’ policies to support the access capital market
The best example is provided by the US JOBS Act made in 2012, which has allowed
ventures easier access to capital and has simplified the policies for growing
companies to go public on US exchanges by confidential filing and phasing in
particular regulatory criteria during a five-year on-ramp period.
Also European policymakers are making a lot of effort to improve EU-wide capital
market access for European companies, in order to ease the listing process and
widen the accessibility of their shares to more investors.
Source: Ernst&Young, 2013

On the side of investors, governments and policymakers will have to guarantee large
institutional investors to invest in shares and debt from newly listed companies or
those in junior markets. They also foster liquidity on their capital markets and a new
regulation to protect investors’ interests.
Figure 31: Funding Sources

Source 31: Blohm, 2014

56

Chapter 3
Boosting start-ups development: the role of Incubators and
Accelerators
3.1 Accelerators vs Incubators: definitions and main differences
Accelerators and incubators are innovative investment vehicles and business service
providers which support and boost the development of entrepreneurship all around
the world, helping young entrepreneurs and their start-ups, especially high-tech
start-ups, to grow and thrive in an increasingly competitive and international
environment, often characterized by limited resources. These start-up programs are
often the main source of knowledge to young companies, helping not just the needy
but encouraging also the worthy.
Accelerator and incubator programs are often mixed up. Despite having the same
aim, namely supporting the start-up ecosystem, the way they work is fairly different.
Incubators were created with the aim to nurture start-ups by protecting them from
the environment, providing them room to grow in a safe place sheltered from
market forces.
On the other hand, accelerators were designed to speed up venture development
within the market in order to help them compete in a dynamic environment,
adapting to the market and learning quickly.
Practically, five main different characteristics between the two programs can be
identified:
Duration
Accelerator programs have a limited duration, typically 3 months, and end with a
graduation date. Incubator programs don’t have a specific term, although research
suggests that they last between one to five years after they have begun (Amezcua,
2011). This means that accelerators reduce the co-dependency with the ventures,
forcing them to face the strict selection of the global market. Taking part in an
accelerator program does not ensure the company’s survival but certainly it speeds
up the development process during the first stages of its lifecycle. Their concept is
‘quicker growth or quicker failure’, so that in the worst case scenario entrepreneurs
can move on to another new valuable opportunity exploiting the previous
unsuccessful experience. In an accelerator program, founders are more focused and
they work at an unsustainable pace for a three-month program, often working 7
days a week with almost no free time. This is the main reason for these programs to
have a short period, otherwise entrepreneurs could not sustain the pace if they were
longer or ongoing.
Cohorts
Another typical characteristic of accelerator programs is that ventures enter and exit
the programs in groups, known as cohorts or batches. Although venture founders in
incubators may also develop strong ties with other founders taking part in the same
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program, the experience of starting and finishing a program all together and sharing
co-working space for a high-intensive 3 month course, fosters the emergence of
strong relationships with other founders of the accelerator program. Moreover,
accelerator programs are very selective (top accelerator programs accept around 1%
of applicants), attracting high-skilled entrepreneurs from a wide or even global pool.
Therefore it could be said that the quality of start-uppers in accelerator programs is
on average higher than incubators. On the other hand, incubator programs allows
entrepreneurs to know a broader network of peers during the period, which can be
highly useful in order to improve their ideas and find others with whom to cooperate
in the start-up development. Finally, accelerators have the pros to generally be
oriented on a particular topic, sector or market, easing the process of development
inside that field, whereby incubators are open to all types of entrepreneurs,
fostering a more open-mind mentality.
Incentives
Despite, in recent years, more and more accelerators becoming publically backed,
most of them are privately owned, investing and taking an equity stake in ventures
they accept in the programs. This is unlike incubators which, being publically owned,
generally do not have their own investment funds. For this reason, accelerator
managers are often more hands-on and close to their ventures than professional
incubator directors. Furthermore, many accelerator managers generally have more
‘experience on the field’ as entrepreneurs or business angels’ investors, supporting
and understanding better the needs of their participants, from customer and
business plan development to fundraising, hiring and scaling. While accelerators are
looking for quick growth leading to a positive exit strategy, incubators follow a
slower path, in order to stop premature scaling, which, according to the Startup
Genome Report, is the main cause of start-up failure. Because of the different
incentives given to the two types of programs, start-ups in incubators are also called
tenants, while those in accelerators are labelled as portfolio companies, since most
accelerators have a stake in participating companies.
Educational Program
Mentorship and education plans are the main reasons which attract participation of
ventures. Incubators mainly offer a fee-based professional service, while
accelerators offer a real educational program, composed of classes and seminars on
a wide range of topics, such as unit economics, search engine optimization, and term
sheet negotiation. These are set out by both the course directors and external
speakers who can also provide an individual mentorship after their talks.
Mentorship and Network Development
Mentorship is considered by many the most valuable and helpful resource given by
accelerators. Some of their programs can schedule meetings with up to 75 mentors
just during their first month (Cohen & Hochberg, 2014). Other programs could also
arrange introductions depending on the needs or simply give start-uppers a list of
pre-selected mentors. They could meet with four or five mentors a day for the first
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month of mentoring, giving them a unique opportunity to widen their network, learn
about their strategies and validate their ideas.
The main characteristics which differentiate accelerators and incubators are
summarized in the table below:

Duration
Cohorts
Business Model
Selection frequency
Venture stage
Education offered
Venture location
Mentorship

Accelerators
3 months
Yes
Investment; non profit
Competitive, cyclical
Early
Seminars
Usually on site
Intense, by self and others

Incubators
1-5 years
No
Rent; non-profit
Non competitive
Early, or late
Ad hoc, hr/legal
On-site
Minimal, tactical

3.2 Reaching success through accelerator programs: how to speed up your
business
Nowadays accelerator programs are increasingly becoming a crucial factor, not just
for young eager entrepreneurs, but for the entire economy. They are more and more
essential in the development of ventures, giving their founders mentorship, funding
and facilities.
This phenomenon, as we know it today, was established in 2005 in CambridgeMassachusetts (US), with the foundation of YCombinator by Paul Graham, and soon
moved and re-established itself in Silicon Valley. One year later four start-up
investors set up TechStars in Boulder, Colorado, in the hopes of rebuilding its startup ecosystem through the accelerator model. Today it is estimated there are over
2,000 accelerator programs spanning six continents (Cohen & Hochberg, 2014). At
the beginning, these programs were very generalist, with start-uppers developing
ventures in many sectors, whereby today they have started focusing on specific
industries. Some examples are:
‘Surge’, an accelerator program based in Houston (Texas) focused on energy startups
‘Kaplan EdTech’, based in New York and focused on education-related start-ups
‘Healthbox’, based in Chicago, Boston, San Francisco and Cambridge- Massachusetts,
focused on healthcare-related start-ups
Accelerators can be defined as ‘a fixed-term, cohort-based program, including
mentorship and educational components that culminates in a public pitch event or
demo day’ (Cohen & Hochberg, 2014).
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BOX 11: YCombinator and TechStars: learning from the best
Launched in 2005 by Paul Gram, Robert Morris, Trevor Blackwell and Jessica
Livingston, YCombinator is seen as the first accelerator in the world and its aim was
to help promising start-ups to develop their business in exchange for equity in the
start-up. TechStars was founded in 2006 by David Cohen, Brad Feld, David Brown
and Jared Polis, and it was determinated that to avoid typical start-up mistakes,
ventures need mentorship and support. Here a few facts about the two programs:
Accelerator
Location
Launched
Length of program
Batch Size
Seed Funding per Team
Equity Stake Required
Acceptance Rate

TechStars
YCombinator
Boulder, Boston, New Silicon Valley
York, Seattle
2006
2005
3 months
3 months
9-12 teams
65 teams
US$ 6,000- 18,000*
US$ 11,000-20,000**
6%
2-10%
1%
3%

*The start-up received US$ 6,000 plus US$ 2,000 per each founder, up to a maximum of US$ 18,000
** The start-up received US$ 11,000 plus US$ 3,000 per each founder, up to a maximum of US$ 20,000

Both have a strong reputation built by distinguishing themselves from the crowd.
YCombinator - thanks to its start-ups high successful rate and TechStars – by creating
a new business ecosystem around its community. They have a very low acceptance
rate and they don’t mainly focus on the idea but on teams (single entrepreneurs are
unlikely to be chosen because of the high efforts required by the accelerator
programs). This is due to the fact that the idea is likely to change in a more or less
radical way during the program. While no one is excluded from the beginning, most
start-ups are web or mobile based and, for this reason, having a skilled coder in the
team is highly recommended.
Unlike many other accelerators, YCombinator doesn’t offer common work spaces for
its teams so that, working from home, participants can feel more like entrepreneurs
and less like employees. On the other hand, TechStars offer its participants the
option to work in a shared office space or from another location. Apart from the
typical accelerator services, such as mentoring and seminars, both the accelerators
organize dinners with successful guest speakers, fostering informal networking
among start-ups. Both the programs culminate with a Demo Day where start-ups can
have around 8-10 minutes to explain and pitch their ideas to potential investors.
Since TechStars is not located in Silicon Valley (the hottest start-up hub worldwide
with a huge concentration of investors) its best participants are brought there once a
year to meet new investors, seeking further funding.
The amount funded is generally limited to just the essential amount in order to cover
their living expenses and it is composed of a fixed part plus a variable amount
depending on the number of founders, receiving in return an equity stake in the
company. Additional funding is generally available at the end of the program, on the
Demo Day.
Another great value of both the programs is their alumni network. An alumni demo
day is arranged before the final Demo Day in order to receive feedback. Moreover,
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this network allows the teams to always get support when the program ends. What
is surprising is that this alumni network wasn’t planned but it rather developed on its
own.
The two accelerators differ significantly in their mentor structures. YCombinator has
about ten full time mentors currently employed, whereas TechStars has hundreds of
mentors, but none of whom are formally hired.
Source: Barrehag et all, 2012
http://www.ycombinator.com
http://www.techstars.com

BOX 12: Accelerator structures around the world
Besides YCombinator and TechStars, many other accelerators have been developed,
especially in Europe. In the table below eight of the most important accelerators all
around the world are shown. It is easy to note that there is not a unique model but all
of them have their own characteristics, depending on their developers’ belief and
their location.
Accelerator
Launched Location
Batch
Length(days)
Size
YCombinator
2005
Silicon Valley
65
90
TechStars
2007
Boulder, Boston,
10
90
New York, Seattle
GSVA
2012
Berlin
6
45-90
SpringBoard
2009
Cambridge,
10
90
London
Startupbootcamp 2010
Copenhagen
10
90
Nordic Startups
2011
Stockholm
10
90
betaFACTORY
2011
Oslo
5
90
Startup Sauna
2010
Helsinki
15
49
Accelerator

Acceptance rate

YCombinator
TechStars
GSVA
SpringBoard
Startupbootcamp
Nordic Startups
betaFACTORY
Startup Sauna

3%
1%
4.5%
2.5%
7%

Equity Stake
required
2-10%
6%
0
6%
8%
8%
6-8%
0

Seed Founding
US$ 11k- US$ 20k
US$ 6k - US$ 18k
0
£ 5k-15k
€ 15k
€5k – €15k
€ 1.5k

Source: Barrehag et all, 2012

Distinct phases can be identified in a start-up development through an accelerator
program. These phases are Awareness, Application, Program, Demo Day and Post
Demo Day (Barrehag et all, 2012)
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Figure 32: The Accelerator Cycle

Source 32: Barrehag et all, 2012

1. Awareness
It refers to the time a team of start-uppers becomes aware of the existence
of an accelerator program. Since few accelerators can afford to do massive
marketing campaigns, the best way to connect with entrepreneurs is through
social media such as Facebook and Twitter. Another way is to recruit famous
and experienced mentors who can attract more entrepreneurs
2. Application
It usually starts by way of completing an online application, which sometimes
includes a video presentation of the team and the project. Being that the
number of requests are generally very high, every accelerator asks specific
requirements of their applicants (e.g. project in a particular sector, team with
at least one person with technical skills, etc). It is commonly known that
accelerators do not take into account, team ideas as highly as the team itself,
as the idea will change considerably during the 3-month path. For example,
features which are positively valued by SpringBoard, one of the top
accelerators globally located in Cambridge, UK, are passion, dedication,
diversification and adaptability. Finally, many programs are unwilling to
accept teams with a similar idea and which compete in the same market, but
they usually choose the one which seems to be more aligned with their aim.
However, some accelerators don’t consider it an issue, because of the large
number of companies they mentor which makes it impossible not to have
any overlap (e.g. YCombinator) or due to the fact they don’t take any equity
stake in the company (e.g. GSVA)
3. Program
This is the phase during which start-ups develop their products supported by
mentors. The programs generally last 3-months and are commonly split in 3
phases. In the first month, participants are helped by mentors in redefining
their ideas, advising them how to build a scalable business. Then, after the
team has identified how to proceed, they will have to start focusing on
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developing the real product. Finally, last but not least, they will have to sell
their ideas in order to get funding for the future development of the start-up
once the program has ended.
During the program period, many accelerators want their participants to live
in the city where the program is held, in order to foster an active
participation and increase teams’ interaction opportunities. Most of
accelerators think all start-ups should work at the designated office in order
to benefit from common support as much as possible, but there are some
exceptions (e.g. YCombinator, see BOX 9).
Most accelerators don’t have a rigid program but provide a model adaptable
to all start-ups, because no two start-ups have the same needed or manage
their product development in the same way. In addition to this, it would be
difficult to provide a program composed just of lectures in which everybody
can benefit simultaneously.
So, it could be said that there are no two accelerators that use the same
program and no two start-ups which receive the same treatment within an
accelerator. Finally, many studies have provided the positive effect of peer
interaction within the accelerator programs (Miller & Bound, 2011)
4. Demo Day
The program generally ends with a Demo Day, during which teams can
network with hundreds of investors, mainly VCs and business angels. The
number of investors in attendance is often linked to the location.
During the Demo Day, many accelerators (e.g. Startupbootcamp and
TechStars) give each team a set time frame of up to ten minutes to promote
their idea to the audience. It is important to say that these are generally offlimits events, so that not everybody can participate. In fact, if it was opened
to everybody, there would be the risk that the gathering of investors would
certainly attract other start-ups which didn’t take part in the program and
that could compete with the accelerator teams for investors’ attention.
It’s uncommon for teams to be able to raise money immediately on the
Demo Day but this represents their best opportunity to improve their
network of potential investors that could lead later to further funding.
5. Post Demo Day
After the Demo Day, start-ups finish their path with the accelerator and are
on their own. However, as having most of the accelerators have an equity
stake in the ventures, they are highly incentivised to give them further
support, in order to maximize their stake value. So, the level of post
engagement is generally linked to how much equity is retained, although
many studies have pointed out that accelerator ownership is typically
passive, allowing start-ups to have broad margin of freedom in their choices.
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3.3 Start-ups development through Incubators: a business-support process to
help launch ventures
The aim of business incubation programs is to speed up a successful development of
entrepreneurial companies through an array of business support resources and
services, developed or managed by incubator management, and offer both through
the incubator and its network of contacts. So, its main goal is to produce successful
firms which, once they leave the program, will be financially viable and freestanding.
Key factors in incubators’ services are the provision of management guidance,
technical assistance and consulting tailored to young, growing companies.
Incubators are often confused with accelerators, due to the fact that the latter is a
more recent phenomenon developed by the inspiration of the former.
Apart from accelerators, which we consider a sort of cutting edge incubator, there
are three other kinds of business incubators:
1. Virtual Incubation
This is when incubators don’t offer on-site space for clients. However, as their
clients may not be located in the same area, they may have a central office to
coordinate all the services they provide. This can include hosting the
management staff, arranging meetings with their clients and also providing
conference room facilities for their clients. The pro of this kind of incubator is
that they are less expensive than traditional ones, due to the minimal
expenses related to the operation and management of physical plant. Some
clients may prefer this kind of incubator when their local area is particularly
spread out or they have already established offices. The most significant
challenge for this kind of incubator is encouraging networking among clients,
which is one of the main advantages, if not the best, of incubators providing
an on-site space where entrepreneurs can work together. Moreover, if clients
are scattered around the local area, it could be hard to deliver an
entrepreneurial support service. For this reason, virtual incubators are often
compared with well-operated Small Business Development Centres.
2. International
This is a recent phenomenon arising in the US to help firms enter the US
market.
These international Business incubators provide the same
entrepreneurial services as typical incubators, but are more focused on a
‘soft landing’ for international firms eager to enter the US market, partner
with US firms or access other resources. Apart from typical incubator
services, they offer also translation services, language training, help to obtain
business and drivers’ licenses, cultural training, housing assistance,
immigration and visa assistance, often both for spouse and children so that
entrepreneurs can easily settle in the new location.
3. Incubation on-site
This is the most common type of business incubation. The incubator provides
a business incubator program with a multitenant business incubator facility
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and on-site management. Despite providing office space to develop the
entrepreneur’s business, the main focus remains still on the business
assistance services provided to the start-ups and not on the building itself.
Incubator graduates have the potential to foster the economy by creating
jobs, improving neighbourhood conditions, commercializing new
technologies, and strengthening regional economies. The great potential of
an on-site incubator is not the ease of providing all the typical services
offered by incubators, but mainly the network effect and shared knowledge
between all the participants, which strongly help the development of their
ideas and projects. In comparison to accelerators, one of the main cons is
that, although start-uppers have more freedom to plan their work time, they
face significant funding challenges, both because incubators generally don’t
offer financing in exchange of share and because the accelerators’ investors
network is usually much broader.
If we look at key incubator Performance Statistics it is easy to see how they work
differently in comparison to accelerators such as YCombinator or TechStars. These
values are based on an analysis of the CSES survey data and discussions with
incubator managers on best practices and standards, and then reported in the report
‘Benchmarking of Business Incubators’.
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Setting up and Operating
Average capital
investment cost
Average operation costs
% of revenue from public
subsidies
Incubator space
Number of incubator
tenants
Incubator Functions
Incubator occupancy rates
Length of tenancy
Number of Management
staff
Ratio of incubator staff:
tenants
% of managers’ time
advising clients
Evaluating Services and
Impacts
Survival rates of tenant
firms
Average growth in client
turnover
Average job per tenant
company
New graduate jobs per
incubator p.a.
Cost per job (gross)

Average
€ 3.6 million

Range
€1.5 to €22 m

NA

€ 480,000 p.a.
37%

€50,000 to € 1.8 m
0% to 100%

NA
25%

3,000 m²
27 firms

90 m² to 41,000 m²
1-120 firms

2,000 – 4,000 m²
20-30

85%
35 months
2.3 managers

Range
9% -100%
6 months –no max
1-9 managers

Benchmark
85%
3 years
2 managers min

1:14

1:2 – 1:64

1:10 – 1:20

39%

5% - 80%

50%

Average

Average

Benchmark

Range

Benchmark

85%

65% - 100%

85%

20% p.a. (2001)

5% to 100 % p.a.

25%

6.2 jobs per firm

1 to 120

NA

41 jobs

7 to 197

NA

€4,400

€ 124 to € 29,600

€ 4,000 to € 8,000

BOX 13: ATP Innovation: An Australian incubator recognised as the best in the
world
Founded in 2000, ATP Innovation is a Sydney-based technology business incubator
was awarded top honours in 2014. It recently won the 2014 Randall M. Whaley
Incubator of the Year Award at the National Business Incubation Association Awards
(NBIA) in New Orleans, Louisiana (the peak global body for business incubation and
entrepreneurship, with more than 2200 members in over 60 countries).
The Australian incubator has been selected by industry peers because its general
excellence in delivering business building services and its successful track record of
high growth technology companies.
ATP Innovation accelerates the growth of technology companies which aim to
compete in the global market by providing advice and support thanks to their
seasoned entrepreneur team, access to investors, customers and main specialists,
besides having a world-class infrastructure suited to the needs of start-ups. ATP
Innovation has evolved to be more than just a mere incubator. It is home to
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Startmate, a network of founders offering mentorship and seed financing to
technical teams creating global Internet start-ups from Australia, Ignition Labs, an
immersive, co-creating and co-solving movement where independent professionals
and side hustlers help and support each other, and university accelerator programs,
such as Griffin Accelerator.
Over the last 5 years they have worked with more than 80 companies across a broad
spectrum of technologies, such as engineering technology, information technology
and Life Science. Since 2006 they have been able to raise over AUD$ 79 million from
private investors, secured more than AUD$ 17.5 million of competitive government
grants, filed 234 patents and trademarks applications and granted 94 and the
acquisition of 6 companies. In 2013 they raised AUD$ 14 million of equity capital,
launched 80 products, had seven patents granted, and ATP Innovations’ companies
had combined revenues of over AUD$ 45 million, half of which were from exports.
The award has recognized the capability of ATP Innovations to provide companies
with assistance in different areas, such as negotiating technology licenses, insight
into government support and financial aid, access to a strong network of investors
and advisors, and strategic support.
Mr. Hawthorn, the Chief Executive Officer of ATP Innovations, said that ATP
Innovation is undergoing an important change reflecting the increasingly demand
from Australia’s growing start-up ecosystem, including activities such as launching
and supporting accelerator programs in parallel with their core incubators service.
Sources: Hartnett, 2014
http://atp-innovations.com.au/
http://theignitionlab.com/
http://griffinaccelerator.com.au/
http://www.startmate.com.au/
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Chapter 4
Start-up Ecosystems: main and emerging hubs all over the world
4.1 The global expansion of entrepreneurship
Historically start-ups have emerged from no more than 2-3 start-up ecosystems such
as Silicon Valley and Boston. Nevertheless, this trend has now changed and the
globalization has allowed every hub all over the world to have a chance to create a
new, vibrant ecosystem, as long as governments, entrepreneurs and corporations
work together aiming at the common good.
With the global expansion, there has been a rise in the number of start-up
ecosystems around the world and a further maturity of the previous successful
ecosystems.
This trend has been mainly driven by high-growth technology start-ups, which are
the primary growth engine of the new information economy. The great news about
technology start-ups is the fact that they can compete internationally from the day
of their launch, affecting not just the local economy, but impacting on the future of
the global economy.
Many researches have identified several key factors in order to develop a dynamic
ecosystem. Six main factors are seen to drive the creation of successful innovative
and entrepreneurial environments:
1. High Impact of Entrepreneurs
‘The people, not the buildings, make Silicon Valley’14. This sentence, stated
by Paul Graham, technologist, investor & founder of YCombinator, endorses
the sense of entrepreneurship. Ecosystems are developed around
entrepreneurs who attempt to solve large, pressing problems through
innovative, scalable technologies and business models. They can create new
industries and generate new growth that results in high-paying jobs for
skilled workers, a better life standard in the local area and innovation which
can potentially affect the entire world. Entrepreneurs are hackers, not just
engineers and scientists, people who breaks rules through determination,
flexibility, imagination and strong friendship.(Graham, 2004). Entrepreneurs
are people with pioneering sprits, they daily face challenges and the status
quo, possess imagination, put into reality experiments with seemingly crazy
ideas, and, most of all, they are not afraid of failure.
2. Community and Culture
Start-up ecosystem cannot thrive without a culture able to sustain
entrepreneurship. Entrepreneurs need to be able to trust other people,
14

Silicon Valley is a part of the San Francisco Bay area known for the many hi-tech companies which
started and have their offices and headquarters here, such as Google, Facebook, Apple and Yahoo.
Silicon Valley is famous for the most important start-up ecosystem.
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building informal networks capable of encouraging collaboration, sharing,
learning, research, exploration, risk-taking and entrepreneurship. Culture is
an intangible asset, something that cannot be created overnight, but that has
to be built from one day to another over many years and even decades.
When all the elements supporting entrepreneurship are established, culture
is the intangible element which allows the ecosystem to thrive,
differentiating it from the rest of the world. Culture is the most important
factor that differentiates Silicon Valley from any other start-up hubs in the
world. There the main cultural attributes are ‘Give before you get’ (‘pay it
forward culture’) and ‘Share your knowledge and give it back’.(Feld, 2013), as
well as ‘everyone is a mentor’. Silicon Valley’s informal social relationship
supports experimentation and allows entrepreneurs to create a flexible
network-based industrial system promoting learning, encouraging risk taking,
embracing failure and enables information to diffuse quickly. Entrepreneurs
in Silicon Valley don’t think about failure as a shame. On the contrary, failure
is seen to be honourable due to the fact that at least they tried which is often
well-regarded by employers. The Silicon Valley philosophy can be seen in the
words of Drew Houston, the Dropbox Co-Founder and CEO: ‘Don’t worry
about failure; you only have to be right once’.
3. Government and Regulations:
Governments have to establish effective policies able to reduce barriers to
entrepreneurship and encourage innovation and investment in new ventures.
Successful start-up ecosystems have laws that guarantee property rights,
strengthen business contracts, protect IP, and incentivize investment
minimizing the bureaucratic burden. They have to support the innovative
environment by making it easy to start or close a business, allowing domestic
and foreign skilled entrepreneurs to flow freely, being an early customer of
young start-ups, and providing a legal infrastructure which can guarantee
entrepreneurs’ rights.
4. Universities & Education
Private and public institutions have to support higher education in a broad
pool of sectors, building networks of skilled people including engineering,
scientists, designers and businessmen coming from all around the world.
Heterogeneity is vital to develop cross-pollination of ideas which are essential
for innovation. Research universities have also available in house advanced
labs which help students in the realization of breakthrough inventions and
their commercialization through technology transfer to start-up companies.
This is what happened in Silicon Valley, where the universities has always
been a magnet, drawing the best people from thousands of miles away. In
the US, the country with more flourishing start-up ecosystems in the world,
there are no technology hubs without first-rate universities. So, universities
have to attract the best talent globally and develop a network of
relationships with local technology companies to help commercialise
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university R&D. A start-up hub cannot exist if it’s not supported by first-rate
universities.
5. Incubators and Accelerators
Entrepreneurs need guidance in their growth, entities specialized in providing
support to start-ups including office space, internet access, mentoring
networking, accounting and legal services. Incubators tend to accept more
start-ups in exchange for a monthly fee for its services whereas accelerators
offer mainly mentoring and networking to speed up the growth process, and
share the risk with a few selected start-ups by taking an equity stake in the
company in exchange for funding. Accelerators should be mentor driven,
since entrepreneurs learn best from other successful entrepreneurs.
Incubators and accelerators have also a role of first quality filters, finding the
best ideas and teams and introducing them into their network of investors.
6. Funding and Capital
Start-ups need funding to thrive, coming from a multitude of private and
public sources. Business angels, accelerators, seed funds, VC funding,
crowdfunding are all fundamental actors that allocate capital to high-risk and
high-return equity investment in emerging start-ups. They don’t just provide
capital, but often also guidance and services in order to help them flourish. In
this framework, an important role is in the hands of governments, which
have to develop a law infrastructure able to support these kinds of actors and
investments, supporting furthermore exit strategies such as IPO and mergers
and acquisitions (M&A). Successful venture funds are an important indicator
of the well-being of an entrepreneurial ecosystem. Investors should be
former entrepreneurs and operators with can exploit their network to
provide young entrepreneurs with contacts, advice, technical understanding
and capital. It’s not enough to develop one category of investors, but a large
number and variety of funders is necessary to fund start-ups in all the phases
of their lifecycle.
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Figure 33: Innovation Factors

Source 33: Blohm, 2014

4.2 The best start-ups ecosystem around the world: best practices to develop
a dynamic and vibrant venture environment
Evaluating a start-up ecosystem can be a subjective task. People can have different
views of the most important factors which influence the ecosystem. Despite this, it is
generally agreed that Silicon Valley is by far the most prosperous start-up ecosystem
in the world, hosting many of the most important start-ups launched during the last
10-15 years.
A research led by the World Startup Wiki, a community-powered guide for starting a
company anywhere in the world, has developed the report ‘The Internet wall of
fame’ in which it identifies the 3 best companies by market value in more than fifty
countries, showing the following results:
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Figure 34: Value of the three biggest companies per country

15

Source 34: World Startup Report

In this ranking, the US is obviously in first place with Google, estimated to be worth
more than US$ 400 billion, while China is in second place thanks to the giant Alibaba,
with an evaluation of US$ 200 billion and South Africa is in third merely because of
only one firm, namely Naspers, evaluated at more than US$ 50 billion.
Despite this, the research cannot give us a significant evaluation of the different
ecosystems’ development, due to the fact that this report is just based on the top 3
companies per country.
A better description of the development of the different ecosystems around the
world is given by the Startup Ecosystem Report, which has identified the best startup ecosystems in the world on the base of eight weighted component indexes,
namely:
1. Start-up Output: the total activity of entrepreneurs in the region
15

The Graph is in a log scale
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2. Funding Index: activity and width of the risk capital in the ecosystem
3. Company Performance Index: total and potential performance of start-ups in
an ecosystem
4. Mindset Index: measures the capacity of founders in an ecosystem to think
like great entrepreneurs, being visionary, resilient and a risk taker as well as
having a strong work ethic and an ability to overcome the typical start-up
challenges
5. Trendsetter Index: measures the ecosystem velocity to adapt to new
technologies, management processes and business models
6. Support Index: the quality of the ecosystem’s network, including mentorship,
service providers and types of funding sources
7. Talent Index: measures the talent of founders, taking into consideration their
age, education, experience industry domain expertise, ability to face
challenges and their previous start-up success rate
8. Differentiation Index: how much a start-up ecosystem is different from Silicon
Valley
The result of this report is synthetized in the table below:
Figure 35: The Global Start-up Ecosystem Index

Source 35: Herrmann et all, 2012

The first column shows the overall ranking while the following eight weighted
indexes show the inputs for the overall ranking.
Since Silicon Valley is the best ecosystem globally, it is the benchmark to assess other
ecosystems. Moreover it has been assumed that other ecosystems will perform
better if they differentiate themselves from that ecosystem and develop their own
strengths.
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4.2.1 Silicon Valley (USA)

Figure 36: Silicon Valley Entrepreneurs’ persona

Age
Gender (F/M)
Education (dropout vs. master + PhD)
Serial Entrepreneur
Percentage of non-technical founding
teams
Working hours per day
Percentage of founders who lived in SV
Motivation (product vs impact)
Customer (B2B vs. B2C)
Market (new vs. niche)
Local start-up examples

34.12
10%/90%
1:2.5
56%
16%
9.95
100%
1:1
2:1
4:1
Google, Apple, Facebook, Twitter, Quora,
AirBnb

Source 36: Herrmann et all, 2012

Silicon Valley is by far the best and most influential start-up ecosystem globally. It
represents the benchmark for all the other ecosystems and it is at the top in all the
evaluated dimensions.
Compared to the global average of all start-up ecosystems, Silicon Valley is able to
attract on average 32% of capital more across all stages of the start-up lifecycle. It
also has 20% more mentors and 35% more entrepreneurs. Their unique
characteristic is to be much more ambitious than in the rest of the world, working
longer hours daily, being more committed to working full time, being more likely to
target the global market than the local, aiming at changing the world.
Most entrepreneurs and researchers around the world consider that Silicon Valley is
not able to be replicated in other parts of the world since it is a phenomenon which
started more than 50 years ago and required great effort and time to reach its actual
level.
In Silicon Valley there are more billion dollar companies than any other ecosystem,
thanks to its risk capital, world class entrepreneurs, a dynamic ecosystem, and
especially an open-minded, trust, ‘pay it forward’, change the world culture. On the
other hand, it has a high living cost and a high-competitive market.
Here some key statistics of Silicon Valley, developed by the Startup Ecosystem
Report:
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Figure 37: Silicon Valley funding per stage

Source 37: Herrmann et all, 2012

Figure 38: Silicon Valley funding sources

Source 38: Herrmann et all, 2012
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Figure 39: Silicon Valley Market Type

Source 39: Herrmann et all, 2012

4.2.2 Tel Aviv (Israel)
Figure 40: Tel Aviv Entrepreneurs’ persona

SILICON VALLEY
Age
Gender (F/M)
Education (dropout vs. master + PhD)
Serial Entrepreneur
Percentage of non-technical founding
teams
Working hours per day
Percentage of founders who lived in SV
Motivation (product vs impact)
Customer (B2B vs. B2C)
Market (new vs. niche)
Local start-up examples

36.16
9%/91%
1:2.33
47%
11%

34.12
10%/90%
1:2.5
56%
16%

9.42
9.95
13%
100%
1.5:1
1:1
1.6:1
2:1
4:1
4:1
Mirabilies, Babylon, SunDisk, Jajah, Fring,
Waza

Source 40: Herrmann et all, 2012
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Figure 41:Tel Aviv Component Index

Source 41: Herrmann et all, 2012

Israel is a young country with a small population of around 7 million, but it has stood
out as the hub with the highest density of tech start-up in the world.
Israel is a country that has historically faced great challenges but it has been able to
transform them into the cornerstone of its culture of innovation. It has come under
all kinds of adversities, such as being under attack, small, isolated and lacking
resources, forcing Israel to become more clever than others, by maximizing the
exploitation of its scarce resources, to innovate and be global from the beginning.
In 2009, Israel had 63 listed companies on the tech-orientated NASDAQ, more than
the sum of the companies coming from Europe, Japan, Korea, India and China. All
the biggest tech companies, such as Inter, Microsoft, Google and Cisco, have now at
least a subsidiary in Israel. Almost 40% of the total Israeli high-tech employees work
in R&D departments of multinational companies. In the ‘Global Start-up Ecosystem
Index’ Tel Aviv is ranked second thanks to the second highest output index and a
high developed funding system. Moreover, Tel Aviv’s expansion in the start-up
sector seems not to have slowed it down.
Tel Aviv displays many similarities with SV. It has entrepreneurs with a comparable
education to SV, with as many employees as SV and whom work a similar number of
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hours. They have a well-developed funding system, a little bit more dependent on
angels and less on families and friends in comparison to SV.
As well as SV, they target their start-ups towards large total addressable markets,
focusing on new and niche markets with the same proportion. Israel’s nature of
thinking ‘out of the box’ is probably its best characteristic in comparison to SV.
Despite this, Tel Aviv start-ups seem to be less ambitious, being 46% more likely to
target smaller markets and more focused on building a great product rather than
‘changing the world’. Challenges are more likely to be on the product rather than on
the team and it has half as many mentors per start-ups on average (2 vs. 4).
In Tel Aviv there are more than 1,000 high-tech companies, representing
approximately 23% of all high-tech companies in Israel. Internet is the primary sector
(43%), followed by the ICT sector, which accounts around 20% of all high-tech
companies in the city.
Around 63% of the Israeli hi-tech companies are start-ups, providing employment to
around 31,000 people. Between 2007 and 2011 Tel Aviv has seen the establishment
of 635 hi-tech companies and the closure of 345. This points out the dynamic nature
of this industry.
In the same period, there were 70 exits by Israeli hi-tech companies in Tel Aviv,
whose total value was more than US$ 3 billion, accounting about 17% of all exits by
Israeli hi-tech companies in all the country and about 20% by value.
The policymakers are strongly relied on the start-up sector and for this reason they
are formulating a plan to maintain this leading position as a hub, planning further
improvements through the internalization of the local ecosystem by attracting skilled
people, ventures and investment from abroad, in order to widen the diversity across
the local community.
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Figure 42: Tech start-ups per million of population

Source 42: The Australian, 14/10/2014

Figure 43: Breakdown of Tel Aviv Hi-Tech Companies by number of companies
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Source 43: Start-up Grind, 2013
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Figure 44: Breakdown of Tel Aviv companies’ stage of development
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Source 44: Start-up Grind, 2013

Figure 45: Opening and Closing of Hi-Tech Companies in Tel Aviv (Period 2007-2011)
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Source 45: Start-up Grind, 2013
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4.2.3 London (UK)
Figure 46: London Entrepreneurs’ persona

SILICON VALLEY
Age
Gender (F/M)
Education (dropout vs. master + PhD)
Serial Entrepreneur
Percentage of non-technical founding
teams
Working hours per day
Percentage of founders who lived in SV
Motivation (product vs impact)
Customer (B2B vs. B2C)
Market (new vs. niche)
Local start-up examples

35.98
9%/91%
1:3
42%
15%

34.12
10%/90%
1:2.5
56%
16%

9.78
9.95
25%
100%
1.3:1
1:1
1.8:1
2:1
3:1
4:1
Tweetdeck, Moshi Monster, Wonga,
Autonomy, Moo.com

Source 46: Herrmann et all, 2012

Figure 47: London Component Index

Source 47: Herrmann et all, 2012
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London is ranked at 7th place but it’s worth describing the hub since it represents the
main Western - European hub (ahead of Paris, ranked 11th, and Berlin, ranked 15th),
showing a different development model in comparison to US hubs and Tel Aviv.
For the last 50 years, the start-up scene has been led by Silicon Valley, Boston and
Tel Aviv. Nevertheless, in recent years London has grown into the most thriving startup ecosystem in Europe, establishing the largest number of start-ups in the
European Union by far. Despite this, its start-up production is still 63% lower than
Silicon Valley. London seems to be the city where the European start-up sector can
evolve and the first choice for fast-growing US start-ups willing to establish their
headquarters in Europe.
In comparison with SV, the main issue related to London is the lack of funding, with
81% less capita raised by start-ups in the first stages of development. This is
probably due to a shortage of super angels and micro VCs, designed to target the
deal sizes of 500,000 to 2.5 million.
London entrepreneurs have shown to be less ambitious and more risk adverse than
their peers in SV,and are 31% more likely to aim at smaller markets. They are more
motivated by the hope to build a great product rather than change the world.
Moreover, they are 10% less likely to work full time before finding the best fit for the
market and the number of serial entrepreneurs is 42% fewer than in SV.
Europe is typically famous for having young people committed in lifetime
government or corporate jobs. However, the global crisis is changing this,
representing also a great opportunity for the growth of the start-up sector. London,
Berlin, Paris and Stockholm seem to be the hottest hubs for start-ups, but many
other countries are also developing in this direction.
The most important problem for the whole of Europe is the shortage of funding. A
lot of work has to be done to improve access to early stage funding.
Moreover, many countries have a regulation which doesn’t incentivize the founding
of start-ups, because of the complexity and the time needed to sustain the entire
bureaucratic burden. In this sense the UK, and therefore London, seems to be much
more developed, being one of the easiest countries in the world to set up a business,
as it takes minimal time. On the other hand, living in London means a high cost of
living but, thanks to shared work spaces and tech incubators, it is possible to find a
place at an affordable price.
Finally, the European policymakers should help the sector by making it easier to
import talents from oversees through lighter immigration policies, tax breaks and
incentives for later stage companies to set up a venture in Europe.
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4.2.4 Sydney (Australia)
Figure 48: Sydney Entrepreneurs’ persona

SILICON VALLEY
Age
Gender (F/M)
Education (dropout vs. master + PhD)
Serial Entrepreneur
Percentage of non-technical founding
teams
Working hours per day
Percentage of founders who lived in SV
Motivation (product vs impact)
Customer (B2B vs. B2C)
Market (new vs. niche)
Local start-up examples

33.43
3%/97%
1:1.8
45%
20%

34.12
10%/90%
1:2.5
56%
16%

9.17
9.95
17%
100%
2:1
1:1
5:1
2:1
1.7:1
4:1
Atlassian,
Spreets,
Freelancer.com,
Wooboard, Pygg, BigCommerce

Source 48: Herrmann et all, 2012

Figure 49: Sydney Component Index

Source 49: Herrmann et all, 2012
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Ranked 12th, Sydney is the first tech start-up hub in Australia. The city is well-known
for its beach lifestyle, people’s open mind and the healthy environment surrounding
all of Australia. The main question about Sydney, and generally Australia, is whether
this laid-back atmosphere interferes with the success of entrepreneurs in scaling
their start-up into large businesses. Despite being the most important start-up hub in
Australia, Sydney has not yet been able to reach a position of influence in the global
start-up market and community.
Sydney entrepreneurs have shown to be more educated than SV peers, have a
similar number of mentors per start-up but are 20% less likely to be serial
entrepreneurs, 86% less likely desire wealth, 45% less likely to want to change the
world and 37% more likely to want to build a great product. They also work on
average almost one hour less a day than SV entrepreneurs. All these statistics show a
weak point of Sydney and Australian entrepreneurs, compared to other prosperous
hubs. Moreover, Sydney start-ups are 9% less likely to monetize directly, raise 59%
less capital, have 43% less employees per stage and are 57% more likely to aim at a
smaller market.
Comparing the main Australian hub to the other 2 big hubs, New York and Silicon
Valley, it can be seen how a minor percentage of Australian start-ups is able to scale
and therefore develop itself in the global market, mainly because of the lack of
funding at scale stage.
Figure 50: Percentage of companies that scale

Source 50: Morle et all, 2012
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Figure 51: Proportionate amount raised at scale stage

Source 51: Morle et all, 2012

The lack of funding could be seen as a great opportunity for new investors, especially
super angels and venture capital, since Australians show a creative mentality and
have created a start-up market able to differentiate from other main start-up hubs.
Sydney start-ups can benefit from the diversification of their focus, targeting not just
SME customers in niche markets. The growth of the Asian economy represents an
opportunity to develop the Australian start-up sector internationally, since Sydney
companies are increasingly feeling part of the Asia Pacific ecosystem.
With regard to the policies supporting the sector, there is still plenty of room for
improvement, especially concerning immigration policies, tax breaks and incentives
for start-ups and investors.
4.3 Analysis of the emerging Start-up hubs
In a previous part of the chapter it has been reported how the main worldwide hubs
have been developed before becoming the great start-up ecosystems they are
today. Anyway, there are many other ecosystems that are struggling to stand out as
places where venture and entrepreneurship can be developed. The world of
innovation and entrepreneurship are changing at a quick pace. Silicon Valley is no
longer the only model to follow. Unlike cooking or chemistry, entrepreneurship and
an innovative ecosystem cannot be created with a recipe or formula. In order to try
to develop a thriving ecosystem, each country, city and community have to
consider its own characteristics. Government support is a must, but without a
commitment and involvement from community and its entrepreneurs, universities,
funding providers, mentorship programs, all the policies supporting the sector are
useless.
For this reason, analysing other different regions around the world, which are
approaching entrepreneurship and are at a different phase of development of their
entrepreneurial ecosystem, can be useful.
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In this part of the report, four start-up ecosystems will be analysed, namely Beijing in
China, Bangalore in India, Santiago in Chile, and finally Milan and the Italian
ecosystem.
4.3.1 Beijing (China)
In 2012, PriceWaterHouse Coopers International Ltd. reported that Beijing is the city
with most economic clout, representing the city with the ‘mostest’ opportunities.
Between the developing ecosystems that have been analysed in this part of the
report, Beijing seems to have the most potential, with sufficient funding available, a
huge addressable market, a large pool of talents and a supportive government. On
the other hand, there is still a lack of mentorship by successful entrepreneurs, a lack
of a transparent community willing to share information, and a shortage of business
angels. Moreover the relationship between universities, R&D and local start-ups has
to be closer. Most of all, the highest weak point of the Chinese ecosystem is the fear
of failure.
The good performance of Beijing and the Chinese ecosystem is not surprising, since
the Chinese economy is amongst the best in the world. In Beijing there are also many
of the world’s largest and wealthiest companies, with both positive and negative
implications for the start-up community. Businesses are easier to start and
government encourages them with the incredibly low cost of starting a venture in
comparison with the rest of the East-Asian region. Furthermore, Beijing has the
technology and communication infrastructure to develop a competitive ecosystem.
Despite this, the city lags in terms of internet penetration and mobile phone usage.
However, with China having billions of citizens and Beijing having more than 21
million residents, the market is a unique opportunity in the world in terms of size.
(Weber, 2014)
In order to create a new entrepreneurial environment a change needs to be made to
the Chinese community entrepreneurship spirit, turning the ‘if you win, I lose’
conception, to an across-company collaboration, information sharing and collective
learning mentality. People are the secret to a thriving start-up ecosystem, not
infrastructure. Chinese experts and successful entrepreneurs are in a great position
to drive this initiative by sharing their experience and mentoring young people, as
well as investing some of their wealth into the ecosystem.
The Chinese government is struggling to support the ecosystem, attract foreign
capital to open China’s internet market up, and foster investment in domestic VCs
and start-up ventures. Also a lot of work is still to be done for IP protection.
Universities are essential to develop a good start-up ecosystem. Nevertheless,
Chinese universities are still far from the US excellences. In the last few years China
is trying to attract more technical professors and students, and support the tech
education in the country, in order to produce better R&D. Moreover, ventures and
universities should work closer, increasing the number of high impact ventures
developed and launched by Chinese universities.
An improvement in the community mentality could lead also to the ease of the role
of incubators and accelerators in attracting foreign mentors with relevant
experience, who can help young entrepreneurs to develop their ideas.
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SV entrepreneurs have accepted failure as a part of their learning process. For most
SV employers, having a failed experience behind them is well-regarded. In China,
failure is viewed as shame, in this sense, a lot of work will have to be done. The
Government is focusing more and more on developing relationships and trust.
Finally, Chinese education is focusing too much on understanding ‘what is the right
answer’ and not to ‘how get to the right answer’. (Blohm et all, 2014)
4.3.2 Bangalore (India)
The Bangalore start-up ecosystem is a recent phenomenon. It presents a large pool
of technical talents, an increasing network of VCs and angel investors, a government
encouraging ventures and a new generation of young entrepreneurs who are
increasingly taking risks earlier in their careers. Nevertheless, India’s community is
still too much tied to the taboo of failure, the exit strategies are limited, the
government support isn’t effective enough and the community has still to develop a
culture of start-up partnerships more than see them merely as financial transactions.
Indian entrepreneurs possess world-class technical talent and managerial skills. They
are highly motivated and educated. However, they lack mentorship mentality and in
the capacity to develop effective exit strategies such as a favourable environment for
IPOs.
The Bangalore culture needs to strive to develop a more risk-taking environment and
has to be more tolerant towards failure. Moreover there is a lack of successful
entrepreneurs able to give to the start-up community the right tips and provide
capital to the ecosystem.
The Indian Government is struggling to provide funding to ventures and develop
incubators and accelerators which can lead young entrepreneurs to succeed.
However, as in China, many efforts will have to be made in order to develop better
policies for IP protection, as well as providing tax incentives to early stage start-ups
and, most of all, easing the regulation on foreign investment.
The Bangalore ecosystem lacks also an advanced system to interface university R&D
and commercial enterprise. Moreover, investment in hiring and retaining
engineering and management staff should be made.
Incubator and accelerator programs are suffering from the low quality of applicants,
and incentivizing successful entrepreneurs to mentor participants can improve the
learning process.
In conclusion, the Bangalore start-up ecosystem is growing in a particular social and
economic context that cannot allow it to be compared with other developed
ecosystems such as Silicon Valley. Also if there is an abundance of smart people, the
lack of exit strategies makes the sector less tempting. It will be important to realize
how to develop effective policies for the sector, considering the particular overall
context. Finally there is still a huge room for improvement in terms of mentoring
quality and capital funding. (Blohm et all, 2014)

87

BOX 14: The Indian Government’s ‘10,000 Start-ups’ initiative
In 2013 the Indian government launched a new initiative called ’10,000 Startups’,
aimed at providing start-ups with US$ 25,000 worth of products and services. The
initiative is an enterprising attempt by The National Association of Software and
Services Companies (NASSCOM16) to expand and strengthen the Indian start-up
ecosystem by 10x. Over the next 10 years, the programme aims to provide
incubation, funding and aid for 10,000 innovative and scalable early and growth
stage tech start-ups through the aggregation of all the key actors of the ecosystem
including incubators, accelerators, business angels, venture capitalists, mentors,
technology corporation and start-up support groups. Selected start-ups will receive a
Start-up kit – a package worth US$ 25,000 of value added services and credit from
’10,000 Start-ups’ partners such as Google, Microsoft and Amazon. These selected
entrepreneurs will be also offered 3 to 4 months of incubation at leading incubators
in India, as well as co-working space at an affordable price. NASSCOM and its
partners will focus on many different activities aimed at fostering entrepreneurship,
improving entrepreneurs’ scale capabilities and providing early stage support
through mentorship.
To date the program has received encouraging responses from the start-up
community. In the second phase of the program, 197 start-ups were shortlisted from
3,000 applications. This is a clear signal of the success of this initiative. Since its
launch in early 2013, the program has held over 220 events across 15 cities, with a
major focus on big cities. However, in the third phase (currently in development),
the initiative aims at increasing its presence in tier 2 and 3 cities of India.
Nowadays start-ups are amongst the most critical pillars of the Indian IT industry,
being a great opportunity for the country to sustain its competitive advantage. In the
last few years, the start-ups sector has highly contributed to the industry by creating
new niche products and services, filling the market gap in non-core markets. Having
more entrepreneurs is imperative for the Indian economy in order to sustain its
overall economic growth. New entrepreneurs will be able to transform the
landscape and play a vital role in finding new opportunities for the industry and the
whole country.
The NASSCOM ‘10,000 start-up’ program will give thousands of entrepreneurs the
opportunity to start-up and develop their venture and will support the Indian
economy’s growth process.
Source: Advani, 2014
http://10000startups.com/
http://www.nasscom.in/nasscom-10000-startups-invites-applications-funding-andacceleration
http://www.google.co.in/entrepreneurs/initiatives/10000-startups.html

16

NASSCOM is the industry association for the IT-BPM sector in India. A not-for-profit organisation
funded by the industry, its objective is to build a growth led and sustainable technology and business
services sector in the country. Established in 1988, NASSCOM’s membership has grown over the years
and currently stands at 1,400. These companies represent 95% of industry revenues and have enabled
the association to spearhead initiatives and programs to build the sector in India and globally.
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4.3.3 Santiago (Chile)
Santiago is a fascinating ecosystem. In 2010, an earthquake having a magnitude of
8.8 occurred off the coast of central Chile, causing the evacuation of over 2 million
people, destroying over 350,000 homes, as well as taking hundreds of lives. The
country was in the middle of an epochal change and many people were concerned
about the future of Chile. Overtaking the crisis and adversities, new opportunities
and hopes have arisen. A new vision emerged, namely that Chile would rise again
from adversities, stronger than ever, and Santiago would become the leading
innovation hub in Latin America.
Santiago is still in the first stage of development of its ecosystem. The Chilean
government and its community are probably amongst the most active in order to
sustain the start-up sector, mainly thanks to the initiative of ‘Start-up Chile’ to
catalyse a culture of entrepreneurship, improving awareness and support of startups, making Chile, and especially Santiago, one of the most dynamic hubs in the
world. Start-up Chile is a government-sponsored accelerator offering US$ 40,000
funding to international and local entrepreneurs to spend in Santiago within 6
months to develop a start-up and foster the local entrepreneur ecosystem by
mentoring and participating in conferences. This initiative has led the relocation of
many entrepreneurs to Santiago and establish there for least the first phases of
development of their start-up.
Santiago will continue to struggle to attract foreign entrepreneurs but it should also
make many efforts to attract those who will establish roots and help build the
community for the future. Entrepreneurship should be celebrated and counterculture members of society should be involved in the ecosystem.
The Chilean Government has played a central role in the development of Santiago’s
ecosystem, and has been doing an excellent job. The major challenge for Santiago
will be to ensure continued support from the new political party and country’s
leaders to the start-up sector. Entrepreneurship is a long-lasting path that Santiago
and Chile have just undertaken, so a long-term commitment is necessary. Moreover,
the Chilean resources should be focused more on few high-impact programs
concentrating on core innovation than on many low-impact programs.
Universities have made great progress to support R&D, patent filing and technology
transfer, but the venture funding of university-based technologies has been limited.
Moreover, there is a shortage in the access to higher education across all segments
of society and there is a significant gap between private and public schools. Santiago
has to stand out as a magnet for top regional and international students, improving
its research capabilities and differentiating itself from the other Latin American hubs
by focusing on its strong points, such as physical security and quality of life, in
comparison to other South American countries.
Having dozens of incubators and many accelerators and co-working spaces, Santiago
is highly leveraging on networking, mentoring and collaboration opportunities.
However, the sustainability of all these programs in the long run is uncertain.
With regard to the high-impact entrepreneurs, Santiago has an abundance of mobile
application start-ups. Despite the high number of entrepreneurs developing capital
efficient products such as mobile application, companies able to create disruptive
innovation in the market should be developed. Moreover, being that the ecosystem
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is still young, this represents the first generation of successful and globallyconnected entrepreneurs that could provide mentorship to young entrepreneurs
and give life to a new generation of talent start-uppers. (Blohm et all, 2014)
BOX 15: Government support to the Chilean Ecosystem: ‘Startup Chile’
Startup Chile is an accelerator program sponsored and funded by the government
with the aim to strengthen Chile’s position as the central hub of entrepreneurial
innovation in Latin America. The program offers a US$ 40,000 grant for preselected
and approved applicant start-up teams, a 1 year resident visa to all members
associated with the project, and workspace to carry out daily professional tasks. It is
probably one of the most interesting and successful government initiatives
supporting a start-up ecosystem around the world.
Start-up teams will have to support the local entrepreneurial ecosystem by teaching
classes, mentoring local entrepreneurs and participating in meetings and
conferences.
The aim of the program is to develop a local culture of entrepreneurship by enlarging
the network of international entrepreneurs.
To apply, applicants require a valid passport, a recommendation letter from an
investor, mentor or academic to certify previous experience and talent of the team
or individuals, completing a form and, finally, pitching the idea in a 3 minute video
on youtube, highlighting the social impact of their start-up for Chile and which
problem they are going to solve. The evaluation is made by entrepreneurs, investors
and academics, who consider business connections, previous experience and the
potential of their idea. To date, ‘Start Up Chile’ has attracted over 1,000 participants
to the country, reaching an applicant record last year, with 2,500 applicants for one
of the 100 coveted spots.
The benefits of the program haven’t been the economic output or the real firm
creation, but all the other impacts it has created, attracting people, the improved
Chilean network and positioning Chile on the map. It has been determined that, by
the end of 2013, 150,000 Chileans have benefited from exposure to the programme,
through about 2,500 workshops.
Source: Blohm et all, 2014
Timm, 2014
http://www.justlanded.com/english/Chile/Chile-Guide/Visas-Permits/Chile-startup-visa

4.3.4 Milan and the Italian ecosystem
Every country needs its focal hub. In Italy, Milan is rapidly transforming itself into an
emerging and fast-growing hub for innovative start-ups in Southern Europe and is
becoming a vital bridge to the Mediterranean area. Milan is certainly famous for
fashion, design and style, but the economic and financial capital of Italy becoming
known in the global start-up scene and positioning itself as a place where highquality of life and business opportunities meet young and innovative entrepreneurs.
Milan is innovation. Many initiatives have been developed, such as informal
meetups, start-up weekends. Most of all, a start-up community is catching on.
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In this context, co-working spaces are playing a central role. Talent Garden is
probably the most well-known working place, gradually becoming the centre of
Milan’s start-up community. It occupies an entire 3,000 square meter building with
over 250 desks for start-ups, innovators, designers and freelancers.
Many institutions are also supporting Milan’s ecosystem. The new EuroMediterranean Centre for the Development of Micro-Enterprises and SMEs (EMDC)
established its headquarters in the city and the city government with the Chamber of
Commerce formulated a report called ‘Milano Capitale delle Startup’ (Milan Capital
of Startup), aimed at fostering the development of the start-up ecosystem through a
series of proposals to turn Milan into a financial, industrial and international hub.
Milan is developing across 3 keywords: industry, finance and internationalization. In
the city, a high density of industries, companies and multinationals have been
established. Moreover there is an increasingly number of financial institutions, such
as major banks, the stock exchange venture capital firms, seed funds and business
angel networks.
The city is in a great location, easily accessible from all Europe, the Mediterranean
area and the entire world, thanks to its three airports and the train system, other
than being about one hour from the Swiss border.
As can be seen, Milan has all the ingredients to become a prosperous start-up hub.
Even though there are many innovative start-ups around the country, most of them
need to move to Milan to connect with industrial, financial and international
markets. Milan is a perfect place where start-ups can also find a way to expand
themselves internationally, achieve exit strategies in the US or the UK, where the
ecosystem is already in a mature phase. In fact, Milan is not yet like London or Berlin,
since its ecosystem is still in a young phase of development, but it aims at becoming
a central start-up centre globally. Thousands of people are struggling to make Milan
one of the hot start-up hubs on a world-wide scale. Many people have already
noticed the potential of the city and have started to invest.

BOX 16: Milan, the capital of Start-ups
Milan’s Chamber of Commerce and the municipality of Milan have supported the
development of a steering committee for ‘Milan, the capital of start-ups’. It drew up
a summary regarding the situation in the area and initiatives that the ecosystem
actors can undertake autonomously to develop new innovative start-ups in Milan.
Firstly, It had studied the Milan overall context, identifying strong and weak points.
With regard to the strong points, they recognized:
1. Milan’s finance context
2. The favourable ecosystem to produce technologies and develop
entrepreneurship
3. High start-up concentration
4. The international network
5. The combination of innovative product with the Italian design
6. Culture, with the presence of an entrepreneurship mindset
7. Milan ranking in the first 40 international hubs according to ‘Start up
Genome’ (the only Italian hub in the top 40)
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8. The wide network of incubators and co-working spaces
On the other hand, many problems emerged:
1. Capital shortage in all start-up development phases
2. Many actors isolated each other
3. Low presence of Business Angels, not yet at the level of international start-up
benchmarks
4. Proximity to Switzerland, its competitor in attracting entrepreneurs and their
ideas
5. High profile work opportunities which create difficulties for start-ups to find
high-skilled staff
6. High-cost of rent and life in general
7. Low internationalization, few international teams and consequently poor
capacity to understand international trends
Once analyzing the sector, the steering committee developed rapid implementation
proposals and medium-long term initiatives. With regard to the former, the team
identified the importance of:
1. Developing an English website for start-up initiatives
2. Integrating the start-up generation process (training, data collection and
support of business ideas)
3. Grants for international incubators
4. Supporting venture capital investments with a successful track record for
investors at all levels
5. Attracting capital and start-ups from overseas.
Then it generated 10 medium-long term initiatives:
1. Improvement of the legislative system in force
2. Public entities sponsorship
3. Creation of a Fund of Funds supported by public entities and territory
foundations
4. Co-financing contribution grants for certain categories of professional startup services
5. Development of crowdfunding
6. A system able to ease the relationship between mature industries and new
venture industries
7. Internationalization by organizing events capable of positioning Milan in the
centre of international view
8. Teaching entrepreneurship from childhood
9. New infrastructure supporting all the actors of the ecosystem
10. New initiatives to spread and make aware of this new phenomenon
Source: Steering Committee for Milan capital for start-ups, 2012

Under a legislative point of view, even though Italy has always been seen as a
country where the entrepreneurial spirit and innovation have been neutralized by
burden regulations and a shortage in the government support to companies, today it
seems that there are considerable growth opportunities. Italy has been the first
country worldwide to recognize and regulate equity crowdfunding, with the ‘Decreto
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crescita bis’ made in 2012. To date, there are 3 crowdfunding platforms in Italy,
namely StarsUp, AssitecaCrowd and UnicaSeed. A waek point is that Italian policies
regulate just the Innovative start-ups, greatly limiting the field of action. Moreover, it
doesn’t take into account the ‘reward based crowdfunding’ (that made the fortune
of platforms such as Kickstarter or Indergogo) but just ‘equity participation
crowdfunding’, leaving still several flaws in the legislation. The Italian Government
has introduced another apparently simple but meaningful measure: the opportunity
to give easily and quickly ‘Start-up Visas’ to foreign entrepreneurs. Following the
example of countries such as Canada, Chile, Ireland and many others, with the
decree ‘Destinazione Italia’ (Destination Italy), Italy has started the process to ease
access to new Visas for foreign founders, who can find or invest capital in Italy, using
incubators as promoting agents.
Italy’s challenging situation and the widespread lack of funding has led the Italian
Government to strongly support investors able to give more mentorship in order to
exploit the limited resources.
Figure 52: Distribution of investments by investor type

Source 52: Osservatorio Startup Hi-tech, 2014

It can be seen that Italy is highly leveraging on the ICT sector, while Clean and Energy
and Life Science are just marginal in terms of investments.
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Figure 53: Distribution of investments by sector

Source 53: Osservatorio Startup Hi-tech, 2014

BOX 17: The new Italian legislation on innovative start-ups
Since 2012 with the Law 221/2012 the Italian government has put a lot of effort into
the building of a structured start-up sector.
Firstly, the definition of an innovative start-up has been made. In order to be
classified as an innovative start-up, ventures have to follow many requirements:
1. companies with shared capital
2. being operative for less than 4 years
3. headquarters in Italy
4. turnover lower than €5 million
5. do not distribute profits
6. develop and commercialize innovative products or services with high
technological value
7. not a result of a merger, split-up or selling off of a company or branch.
8. moreover they have to show at least one of the following innovative criteria
to be regarded: (1)at least 15% of the company’s expenses imputable to R&D
activities (2) at least 1/3 of total workforce are PhD students, holder of PhD
or researchers. Otherwise 2/3 of total workforce must hold a Master’s degree
(3) the venture holds, is depositary or licensee of registered patent or owns a
program for original registered computers.
If an innovative start-up satisfies all the requirements, the new Italian legislation
framework gives them many benefits:
1. They don’t have any registration fees
2. They can have a flexible corporate management: innovative start-up
registered as limited companies can decide to assign non-voting or preferred
stock
3. They are exempt from the regulation relating to companies with systematic
losses and dummy companies
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4. It has been developed a tailored made labour law: It is possible to stipulate
easily renewable contracts of different lengths for new staff
5. Flexible remuneration system
6. Remuneration through stock options and work for equity scheme
7. Tax credit for hiring highly skilled staff
8. Tax incentives for people or legal entities to invest in corporate and private
start-ups in the period 2013-2016
9. Possibility to use an innovative funding source such as Equity Crowdfunding
10. Quick, easier and free-of-charge access both for innovative start-ups and
certified incubators to the Fondo Generale di Garanzia, a government fund
fostering access to credit through guarantees on bank loans
11. More support to the internationalization process provided by the Italian
Trade Promotion Agency with regard to financial, corporate and fiscal
activities. In addition, free-of-charge participation in a selection of
international fairs, events and initiatives
12. ‘Fail fast’ procedure, so that entrepreneurs can avoid to be ‘stuck’ for ages
because of the liquidation process, allowing them to start with a new project
earlier
In addition to these, the Italian Ministry of Economic Development is committed to 2
further activities supporting start-ups:
1. Developing a visa policy for extra-UE innovative entrepreneurs, in order to
attract investment and high-skilled workers. Furthermore, since June 2014,
the Italian Ministry of Economic Development has introduced the ‘Italia
Startup Visa’, which has simplified and accelerated the process for granting
working visas to start-uppers willing to set up their business in Italy
2. Formulating a pilot project for the creation of Contamination Labs, aimed at
offering university students from southern regions a new stimulating
environment where to develop their start-up initiatives
Source: Italian Ministry of Economic Development – Minister’s Technical Secretariat, 2014
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Chapter 5
Australian Start-ups
5.1 How to support and accelerate Australia’s start-up ecosystem
Australia is going through a time of transaction from being an exporter of mineral
and agricultural resources to becoming a developer of Australia’s future industries,
based on adoption of technological innovation to develop high-volume products and
services for the global market.
Potentially, the Australian tech start-up sector could contribute AUD$ 109 billion
(around 4% of GDP) to the Australian economy and could create 540,000 jobs by
2033 if all the actors (entrepreneurs, educators, government and Australian
corporations) work together in the same direction (PricewaterhouseCoopers
Australia, 2013).
Figure 54: Potential economic contribution of the tech start-up sector

Source 54: PricewaterhouseCoopers Australia, 2013

The Australian tech start-up sector shows a great potential for development. In 2012
there were 1,500 tech start-ups in Australia mainly located in Sydney and
Melbourne.
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Figure 55: Location of Australian tech Start-ups

Source 55: PricewaterhouseCoopers Australia, 2013

The main target sector is the Information, Media and Telecommunication, but there
are many other opportunities in sectors such as Finance and Insurance;
Manufacturing; Health Care and Social Assistance industry.
One of the strong points of the Australian tech start-up ecosystem is the rapid
growth of the network supporting start-ups, namely incubators, accelerators and
angel groups.
The Technological sector is fundamental for the future of the Australian economy, as
Internet and computers allow companies to work globally from the first day of their
establishment. Start-ups represent a huge opportunity as they: can reach about 2
million potential customers at low cost through Internet platforms such as iTunes,
GoogleDrive, eBay, 99designs, Freelancer, Airtasker, etc; have a high revenue per
employee yield and low capital is required; can support and improve the ‘customer
experience’ in many industries.
According to the research undertaken by PricewaterhouseCoopers Australia in 2013,
it has been estimated that the start-up sector needs to generate AUD$ 160 billion
(i.e. 600 firms with AUD$ 200 million annual revenue plus 5,000 younger firms
contributing to the sector) in order for the tech start-ups to contribute 4 % of GDP by
2033.
Figure 56: Economic contribution of Australian tech start-up sector

Source 56: PricewaterhouseCoopers Australia, 2013
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Figure 57: Movements in the number of Australian start-ups each year

Source 57: PricewaterhouseCoopers Australia, 2013

In order to accelerate the growth of the Australian tech start-ups ecosystem, there
are 5 main areas of action that have to be developed.
Firstly, culture and community engagement has to enhance. Australia has already a
favourable environment for entrepreneurship and this is the best time to become an
entrepreneur in the country. In order to develop a prosperous start-up ecosystem,
an entrepreneurial culture has to improve, as well as the regulatory conditions that
are already among the best in the world. Most of all, the Australian community has
to overtake the fear of failure, which can prevent them from starting a business.
Secondly, there is a need for more entrepreneurs with the right skills. While
Australian young people appear to have a lower interest in entrepreneurship than in
other countries, people who are interested are more likely to become entrepreneurs
in Australia than in any other innovation-driven economy in the world, as shown in
the table developed by PWC Australia in the report ‘The Startup Economy’.
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Figure 58: The Entrepreneurship funnel

Source 58: PricewaterhouseCoopers Australia, 2013
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In the longer term, more Australians should to be encouraged to study computer
science. In particular, while 29% of founders studied Computer Science, just 2.6% of
the domestic students actually graduated.
The Australian government is working in this direction. In fact, in the second
ambition of the Industry Innovation and Competitiveness Agenda the government is
committed to further fostering student engagement with Science, Technology,
Engineering and Mathematic (STEM) by funding an additional AUD$ 12 million to:
 Support, develop and implement ‘Mathematics inquiry’ programmes
for primary and secondary schools
 Support, develop and implement ‘Coding across the curriculum’
programme
 Provide seed funding to drive an innovation-focused ‘P-TECH’ styled
secondary education initiative
 Improve and support the participation in ‘Summer schools for STEM
students’
Figure 59: Educational background of founders

Source 59: PricewaterhouseCoopers Australia, 2013
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Figure 60: Percentage of Students per field of Education
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Source 60: http://docs.education.gov.au

In order to enhance the Australian start-up competitiveness, Computer Science
education needs to start early in life.
Another crucial aspect is related to open up markets to Australian tech start-ups. In
fact, with 23 million inhabitants the Australian start-up market is relatively small
compared to the population of the US (314 million), the UK (63 million) or the
European Union (around 500 million). Australian start-ups need to start competing
globally rather than locally, overcoming the current procurement processes of
governments and large corporations to compete with established tech companies.
Moreover, with the increase of the number of start-ups there will be an increasing
need for early funding. At the moment in Australia many angels and micro-VCs are
active. However, VC funds are relatively scarce in Australia, mainly because of the
fact that start-ups are not still able to generate enough returns to be attractive to
these investors.
Finally, the last point is related to the improvement of the regulatory environment.
The role of the Commonwealth and State Governments is limited to developing a
supportive ecosystem for innovation and entrepreneurship, as many researches
show that government initiatives are seldom a major driver for growth. The
Australian start-up regulatory environment is rather favourable to ventures, thanks
to its short time to start a business, the low number of procedures requested and
total tax rates aligned with other developed economies.
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5.2 The Industry Innovation and Competitiveness Agenda
The growing integration of the global economy and the simultaneous increase of
economic strength in Asia represent great opportunities for Australia. Thanks to the
fall of trade barriers and the improvements of technology, new markets are being
created and services that once were just developed locally now are regularly
imported and exported. In order to catch these opportunities, Australia will compete
with the best in the world. Although it compares well against a number of
international economic benchmarks, in recent years its competitiveness has
decreased and, without a change, the risk is to be out-competed in the world
market, entailing a decrease in the number of jobs and a lower economic growth.
Improving competitiveness is necessary in order to sustain and improve the living
standards of all Australians.
Australia’s proximity to the fastest growing region in the world represents a great
opportunity to gain access to a countless number of customers, but it means also
proximity for suppliers and competitors to the Australian market.
Australian competitors are cutting taxes, decreasing compliance costs, building new
infrastructure and constraining government expenditure. In order to build a strong
prosperous economy and ensure Australia remains safe and secure, improving its
competitiveness has to be a central part of the Government’s Economic Action
Strategy.
For this purpose, in the recent period the Australian Government has developed the
“Industry Innovation and Competitiveness Agenda”, an action plan that aims to
strengthen the Australian economy. The Commonwealth Government through its
action plan is refocusing its priorities, revitalising Australia’s business and
entrepreneurial drive, to prevent Australia’s economy from drifting.
Even though established businesses which have made commercial success in
Australia will be still vital to the country’s future, the government has understood
the importance of supporting entrepreneurship, as entrepreneurs and a dynamic
start-up community can support job creation and productivity growth.
Australia has to develop a workforce able to provide skills and create the ideas
needed for business to thrive and for jobs and incomes to grow. In order to compete
successfully, the country needs especially people with experience and knowledge in
the field of science, technology, engineering and maths.
One of the main points of this vision is the need for strong and self-reliant Australian
businesses, which are the base for prosperity and job security.
The Industry Innovation and Competitiveness Agenda brings together and relies on
the Government’s other economic reform efforts in order to make the most of
Australia’s strengths and business opportunities.
Through this Competitiveness Agenda, the Government aims to achieve four main
ambitions relating to:
 Business Environment
 Labour Force
 Infrastructure
 Industry Policy
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With regard to the Business Environment, the Government will make it easier and
cheaper to do business through a set of actions designed to reduce the burden of
regulation and taxation and improve access to international markets, in order to
enhance domestic and international competition.
Concerning the second ambition, the Labour Force, the Government is committed to
enhancing the skills of the Australian labour lfForce by improving Australia’s
education and training system, attracting the most talented to Australia, returning
the workplace relations systems to the sensible centre and helping parents stay in
the workforce.
The third ambition is the Government’s commitment to increase public investment
and foster greater private investment in Infrastructure, and improving infrastructure
project selection, funding, financing and delivery.
Finally, the Government is refocusing the Industry Policy to support innovation and
entrepreneurship. Industry policies will be retargeted to leverage on Australia’s
strength and speed up the growth prospects of their high potential SMEs and most
promising sectors. The Government will foster winning strategies by businesses that
spend their own money and take their own risks. The Government is also committed
to better translating Australia’s good ideas into commercial success.
Some of the above listed initiatives have already undergone extensive consultation
and development and they a few minor adjustments are required prior to
implementation. Other proposals will require further consultation and analysis in
order to find the best way to implement them.
Improving competitiveness will be a continuous challenge. Developing the four
ambitions is a process that will require further reforms over the long term, drawing
on additional consultation with businesses and lessons from the implementation of
the initial measures.
5.3 The 10 South Australian priority areas
South Australia is facing significant challenges to grow in the right direction.
Therefore, the SA Government is attempting to find the right ways to develop
education, increase the number of jobs and their security, and make accurate
investments.
A report developed by the Government of South Australia in collaboration with
KPMG entitled ‘Shaping the Future of South Australia’ has highlighted that 10 top
actions need to be implemented, namely:
1. create a vision for South Australia
2. improve SA’s inbound and outbound trade
3. decrease the burden of regulation to improve the economic growth
4. new funding to grow SA businesses
5. improve connection and the networking activity among businesses,
universities, research institutions and Government;
6. develop roundtables for SA’s strategic growth sectors
7. develop new skilled business leaders to grow globally competitive businesses
8. new ways to commercialise more intellectual property
9. exploit the existing SA infrastructure
10. improve skilled and business migration to SA
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In order to reach these goals a new approach is required. The Government has a
central role coordinating and sustaining this transformation through its policies,
enabling businesses to grow and create wealth.
Fuelled by the report ‘Shaping the Future’ and its ideas, the Government has
identified a precise State vision enclosed in one phrase: “South Australia: the place
where people and business thrive”. This is the vision of the Premier, J. Weatherill. His
approach to government is based on a partnership between strong businesses, a
strong government and a strong community (Helix models).
The Premier’s economic priorities and actions reflect this partnership.
In one of the latest reports of the Government of South Australia, the 10 economic
priorities are identified as follows:
1. Unlocking the full potential of South Australia’s resources, energy and renewable
assets
2. Premium food and wine produced in our clean environment and exported to the
world
3. A globally recognised leader in health research, ageing and related services and
products
4. The Knowledge State, attracting a diverse student body and commercialising our
research
5. A growing destination choice for international and domestic travellers
6. Growth through innovation
7. The best place to do business
8. Adelaide the heart of the vibrant state
9. Promoting South Australia’s International connections and engagement
10.South Australia’s Small businesses have access to capital and global markets.
The first five priorities highlight five key sectors. The second five are priorities
enabling and facilitating economic development across all parts of the South
Australian economy.
5.4 South Australia: the development of Adelaide as a flourishing start-up
hub
In order to create an innovative environment for start-ups, in the previous chapter it
has been highlighted the importance of six factors, namely high impact
entrepreneurs; community & culture; university & education; government &
regulation; incubators & accelerators; and funding & capital sources. Adelaide in
these years is showing great progress in all of these categories. However, in the last
two years many secondary hubs have been developed, such as Adelaide.
5.4.1 High Impact Entrepreneurs
Adelaide is a unique ecosystem that is entrepreneur-led. In the last few years, there
was an evolution in entrepreneurs’ mentality, which they have really started striving
to reach their goals. There is also a new trend that has seen a lot of entrepreneurs
give back to the community, investing their time and resources into events and,
helping other companies. Many successful entrepreneurs who left their companies
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came back and started to reinvest capital into the sector. Many of them are also
setting up their own accelerator or incubator programs to help their community
thrive.
There has been a cycle that has lasted 12-13 years to effectively contribute to the
ecosystem. There have been a couple of successful local entrepreneurs, especially
Simon Hackett, who sold his company and is now helping the community. There has
been also an increase in the number of entrepreneurs investing as angel investors
and also putting money into funds.
BOX 18: Successful entrepreneurs in Adelaide: the Story of Simon Hackett
Simon Hackett is probably the most important and well-known Adelaide
entrepreneur in the start-up environment. He graduated at the University of
Adelaide in 1986 (bachelor of Science in Applied and Computer Science). After this
he took part in the national university team that created the Australian Academic
and Research Network (AARNet), which represented the first emergence of the
internet in Australia.
In 1991 he founded Internode, which became a very large privately held Australia
broadband company, designed to provide for Internet passionate gamers and all
those who love the latest technology. To date, Internode is still the most important
local tech company in South Australia.
In 2011 Internode employed around 450 staff, with about 200,000 customers and
an annual turnover of more than AUD$ 180 million. He sold Internode to iiNet in
December 2011, retaining the role of Managing Director until he joined the iiNet
Board as a non-executive director in August 2012.
In 2012 he started a new company, base64 Pty Ltd, located just out of the Adelaide
central business district in Kent Town, South Australia, which aimed at becoming
the home base for many other ventures over time. Base64 is intended to operate
as a multi-tenanted facility, offering facilities and support for a limited number of
compatible technology related businesses.
Simon has been investing in many other innovation projects, such as AvSoft (an
Australian organisation founded on the vision of producing iOS applications which
simplify the aviation experiences), Redflow (one of the first companies to install
fully operational and functional zinc-bromide modules into a range of stationary
energy applications), BlueChilli (a company which partners with entrepreneurs to
help build, grow and invest in their new tech start-up businesses) and UltraServe (a
company which is designed to deliver mission critical business applications in the
Cloud, developing and managing highly scalable, resilient business solutions
through innovation, automation and technical expertise).
In November 2013, he resigned from the iiNet board to join the National Broadband
Network Company (NBNCo) as a non-executive director on the board.
He is also a fellow of the Australian Computer Society (FACS) and a fellow of the
Australian Institute of Company Directors (FAICD).
He has held board positions with the Adelaide Fringe, m.Net corporation and the
Australian Network for Art and Technology (ANAT). Finally, he was founding
director and founding president respectively of the Internet Society of Australia
(ISOC-AU) and of the South Australian Internet Association.
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In 2014 he received the Charles Todd Medal for contributions to Australian
Telecommunications.
Source: http://simonhackett.com/

5.4.2 Community and Culture
Adelaide’s start-up community is probably the strongest point with regard to South
Australia’s start-up environment. There are many groups and events where people
meet and share ideas. There are around two meetups each week. The only issue
related to this wide network is the fact that these groups should work more closely
to share their network and help promote each other’s events in the interest of the
local scene rather than working alone, trying to stand out as the referential start-up
group in the Adelaide environment.
In Adelaide there are many initiatives, such as:
1. Silicon Beach Drinks: an informal group for anyone interested in
entrepreneuship, the interwebs and technology.
2. Collaborate to Innovate (C2I): a community where people can share and find
advice about their start-ups. It’s a unique group where people can talk about
action, set out for themselves, work together on projects and, make a difference
in the world. The community aims to be an inspiration, helping entrepreneurs
find connections and collaborators they need to make this possible. The 3 goals
of the community are: connect, learn and collaborate.
3. Adelaide Lean Startup: a group started by an SA Angel Investor and many
Entrepreneurs in order to find new investment ideas to apply the Lean Start Up
and Business Model Canvas methodologies. This group aims to help
entrepreneurs build their businesses by learning from other lean start-up
experiences.
4. Business SA: the voice of businesses in South Australia. It assists organizations of
all sizes to manage people and face issues in today’s business environment. It
offers professional services, manufacturing, retail and emerging sectors,
focusing on leading businesses into the future. Business SA was formerly known
as the South Australian Employers’ Chamber of Commerce and Industry Inc. and,
through its membership of the ACCI, it plays an active role in the deliberation of
national issues impacting on the local business community on behalf of the
South Australian business community.
5. Social Startup 48: a one weekend gathering of great minds. The object of this
initiative is to build the model for an innovative business able to create a social
impact. Participants will be advised by specialist mentors and inspirational
speakers, pitching ideas to a panel of judges.
6. Startup Grind: an event series and website designed to help, educate, inspire
and connect local entrepreneurs. Every month guest speakers share their stories
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with the start-up community, helping them to avoid their own mistakes and
emphasising what worked in their projects. This is a great opportunity to learn
from the best entrepreneurs, broaden the network with other members of the
community and improve entrepreneurial skills.
7. The Startup Club Adelaide: a group formed by a broad network of web
designers, marketing consultants, business CEOs, politicians and futurists.
Everybody can join the club without the need to have previous experience.
Here, start-uppers can receive a feedback about their ideas and pitch their
project in an informal environment, such as dinners or particular events, in
order to avoid boring business networking events.
BOX 19: SouthStart 2014 – 2015
In 2013, the inaugural SouthStart conference and expo was a great success, with
over 350 participants. The event scheduled for the 4th-5th February 2015 aims to be
even bigger. It will be a 3 day event program of conferences, expo and marketplace
and a hackathon17. More than 600 participants and 50 exhibitors are expected, as
well as some of the most successful tech founders such as Steve Baxter, active
investor and mentor to some of the most exiting start-ups and with a combined
investment value of AUD$ 10 million over a dozen Australian start-ups. The
SouthStart Conference and Expo will be the perfect occasion to learn from, be
inspired by and connect with Australia and Asia’s top entrepreneurs, investors and
experts. SouthStart 2015 leverages on 4 main features: building a network by
connecting with other like-minded entrepreneurs and investors; pitching
entrepreneurs’ start-ups in front of leading investors and peers with AUD$ 20,000
prize pool; showcasing and exploring innovative products and solutions; expanding
entrepreneurs’ investment opportunities through exclusive entrepreneurs, VIPs and
investors party.
Moreover, the SouthStart team has decided to organize other events in order to
support the start-up sector, such as the HackFEST, a 24 hours hackathon, giving the
opportunity for developers from other States to fly in and out without worrying
about accommodation. In fact the event lasts 24 consecutive hours and was the
perfect occasion to empower developers and designers to build something that
could be released to the public for use. Moreover the Hackfest gives the
opportunity to work with the Adelaide City Council after the event, in the hope of
taking their project further. In 2014, the 2 winning teams, Adelaide Day Trippr and
Heads Up, won the Adelaide City Council prizes for building a better city with AUD$
2,000 cash each and an opportunity to pitch their project to the council for further
funding of AUD$ 15,000 for development.
Source: http://southstart.com.au/

17

A Hackathon is an event in which computer programmers and others involved in software
development, including graphic designers, interface designers and project managers, collaborate
intensively on software projects.
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5.4.3 Government and Regulations
‘South Australia: the place where people and business thrive’. This is the vision of
the Premier J. Weatherill. In order to reach this goal, establishing a thriving
ecosystem where young entrepreneurs can develop their ideas is essential. In this
framework, governments, entrepreneurs and corporations will have to cooperate for
the common good. Moreover, an essential part will be undertaken by universities,
which play a fundamental role in the development of the start-up ecosystems.
Looking at the 10 South Australian priorities announced by the Premier J. Weatherill
and towards which the government is committed, it can be seen that many of them
fit well with the development of a new start-up system. Five of them are particularly
linked to the start-up environment:
1. Priority 4, ‘the knowledge State – attracting a diverse student body and
commercialising our research’
South Australia aims at strengthening collaboration and co-investment between
global and local industry in order to develop the State as a place of knowledge,
creation and innovation. Appropriate infrastructure, facilities and research
centres will be developed, and a reputation of knowledge sharing and
collaboration will facilitate the commercialisation of research outcomes for the
benefit of the State. Moreover, the government is committed to attracting an
increasing number of students from all around the world to undertake science,
technology, engineering or maths studies in South Australia, and in turn foster a
rich pool of skilled students.
2. Priority 6: ‘Growth through innovation’
The South Australian ability to adopt new ways of doing things and its advanced
technology will be the base for a thriving economy. An environment of
innovation will be supported with infrastructure, finance, information,
institutions and people with skills and connections to incentivize companies
taking risks and reaping the rewards of business change.
3. Priority 7: ‘South Australia – The best place to do business’
Starting a business in South Australia has many advantages, such as access to a
skilled workforce, high quality infrastructure, available and affordable lands and
a supportive government. The latter is working to remove barriers to business
growth, ease the approval process and minimize the burden of regulation. In this
context, government agencies must have a strong customer service focus and
can-do attitude. The government is committed to collaborating with both
businesses and the community to develop a further planning reform, improve
the workers compensation system to get people back to work as quickly as
possible, and reform the taxation system to support growth in jobs and
prosperity for all.
4. Priority 9: ‘Promoting South Australia’s international connections and
engagement’.
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South Australia’s prosperity depends on international engagement, alliances and
exports. South Australia attracts a lot of foreign direct investments, connecting
the State with overseas markets, capital and know-how. South Australia needs
to leverage on its proud history of multiculturalism in order to attract people
with new ideas, entrepreneurship, cultural connection and capital.
5. Priority 10: ‘South Australia’s small businesses have access to capital and global
markets’
South Australia has more than 140,000 businesses employing less than 20
people, so the growth, diversity and resilience of the State’s economy depend
on small businesses thriving. They are the most effective engine for job creation.
The government will keep supporting the acceleration of the growth and
transaction of the State’s small businesses towards niche, globally competitive
opportunities. Government and small businesses collaborate with banks and
market researchers to identify local and international opportunities, to access
domestic and international markets and securing capital to speed up business
growth and employment across South Australia.
The South Australian Government is very active in order to foster researches and the
start-up sector. For this purpose, the South Australian Government established the
Premier’s Research and Industry Fund (PRIF), which is focused on the areas where
the State can have the biggest impact in a local, national and international level.
Over the last 9 years, from its foundation in 2004, PRIF has provided funds to
researchers up to nearly AUD$ 32 million. The grants awarded by PRIF are based on
5 funding programs (Di Stefano & Gambillara, 2014):
 South Australian Research Fellowship Program: The aim of this program is to
“attract and retain world class researchers with leading-edge expertise to
enhance the State’s research capabilities.” The number of South Australian
Research Fellowships offered has increased to 2 per year, each worth up to
$1 million over four years.
 International Research Grants Program: It supports “South Australian
scientific and technological researches that are been undertaken with an
international partner”, encouraging cross-sector interaction to develop high
quality, innovative and collaborative research activities. The recipients of the
grants will be funded up to $100,000 yearly for a maximum of 4 years.
 Collaboration Pathways Program: It supports “new research collaborations
in development, or to assist existing research groups to leverage support”.
The recipients of the grants will be funded up to $500,000 yearly for a
maximum of 4 years.
 Innovation Voucher Program: Its aim is to stimulate SMEs to work with a
research provider (technical research, design validation, prototype, and
innovative production process development) in order to develop new

109

manufactured products or systems, improving productivity and business
performance.
The recipients of the grants will be funded with a voucher between $10,000
to $50,000 on a competitive basis to collaborative projects designed to
enhance the productivity or industry diversification of SMEs.
 Catalyst Research Grants Program: it supports early career researchers
working with industry and the wider community. The object of the research
should target research activities relating to the State Government’s seven
strategic priorities. The grants will be awarded to a maximum of $30,000 for a
term up to 2 years.
All the programs showed a discrete success rate in 2013, as showed in the table
below
Figure 61: Summary of Premier’s Research and Industry Fund Programs

Source 61: http://www.statedevelopment.sa.gov.au/what-we-do/premiers-research-and-industry-fund and
author’s elaboration.

Moreover, the South Australian Government supports the development of start-ups
through other initiatives, such as:
6. Business Development Initiative Grant (Biotech): a fund supporting South
Australian bioscience start-ups in their early stage to develop their business
model. BDI grants will fund recipients up to AUD$ 250,000 to use in activities
such as business planning, marketing, validation of the idea and
experimentation. The projects will be assessed according to merit criteria
including the feasibility and commercial viability of the activities, as well as
the commercial expertise and skill of the management team.
BOX 20: South Australia’s start-up community gets AUD$ 400,000 funding from the
State Government
Since the South Australian start-up community continues to thrive, the State
Government decided to further allocate AUD$ 400,000 worth of funds to industry-led
skill programmes developed by Majoran, the co-working community for the tech and
creative freelancers and start-ups established in 2012.
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The aim is to foster innovation and job creation in South Australia. Adelaide’s Startup community is going from strength to strength in the last few years and has
reached its critical mass thanks to its community initiatives.
The AUD$ 400,000 funding commitment is aimed at supporting Majoran to develop a
set of initiatives and events in order to cover the needs of start-ups in South
Australia, such as the HackFest, the Mobile Enterprise Growth Alliance (MEGA),
which will provide entrepreneurs and start-ups with access to a network of mentors
in order to have advice and strategic support, and the SouthStart conference, at
which are expected to attend more than 50 exhibitors and 600 delegates from across
Australia.
Adelaide is now competing with the world to gain and retain talent and for this
reason the South Australian Government understands that the State’s long-term
economic prosperity is based on developing a culture of innovation.
It’s worth noting that in the last few years a great effort has been made by the State
Government in this direction and resources such as Adelaide Free WiFi network and
the Internet of Things Innovation Hub (a place for South Australian brightest and
most creative minds aimed at encouraging start-ups, researchers, students and
entrepreneurs to develop applications through the Adelaide Free Wi-Fi network) are
the perfect test-bed for young entrepreneurs eager to develop their ideas.
Source: Government of South Australia, Department of State Development, 2014

BOX 21: Developing the business information sharing and collaboration: The State
Government’s support to the establishment of Cluster Observatory
Recently, the South Australian Government announced the intention to make South
Australia home to a nation-leading hub for business information sharing. The
collaboration among the university of Adelaide’s Entrepreneurship,
Commercialisation and Innovation Centre (ECIC), supported by the State
Government and the Stockholm School of Economics will establish the Australian
Cluster Observatory in Adelaide. This is an institution which will help businesses
understand the importance to develop clusters as well as an international network
of cluster professionals. The aim of the project is to encourage businesses to share
ideas and information, and enhance the ecosystem through leveraging on collective
strengths more than single entities.
Clusters are networks of SMEs, large businesses, academic and non-academic
research, finance, and government. They help businesses within their own
proximity, working in the same field, to foster through collaboration.
By forming clusters, researchers and businesses can develop a wide network of
potential new partners, create international collaborations, commercialisation and
exports.
The observatory will be also useful in supporting policy-makers and business leaders
to understand the business landscape, improving the investment decision process
and assisting them in co-location decisions and sourcing of expertise.
This represents a great opportunity for South Australia to fill a gap in its knowledge
about what regions are emerging, in order to exploit specialisations in particular
industry sectors.
Source: Minister Susan Close, 2014
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In the ‘Industry Innovation and Competitiveness Agenda – An action plan for a
stronger Australia’, published in October 2014 by the Commonwealth Government,
it highlights the essential role of the start-up community in order to foster
innovation and the State Economy. In the ambition 4, ‘Industry policy that fosters
innovation and entrepreneurship’, there is a commitment by the government to
support winning strategies by business that spend their own money and take their
own risks. The government is also committed to improving the translation of
Australia’s good ideas into commercial success. With particular regard to the startup, two important proposals have been made, concerning legislative framework of
the new crowdfunding phenomenon and the improvement of taxation arrangements
for Employee Share Schemes.
BOX 22: Proposal 15: Improve taxation arrangements for Employee Share
Schemes
Job creation and productivity are supported by entrepreneurship and a thriving
start-up ecosystem. Entrepreneurs and start-ups are the engine of the economy,
capable of testing new ideas, developing new products and implementing new
business models. Research has suggested that companies in which employees have
an ownership interest are more productive than those that do not (Employee
Ownership Australia & New Zealand, 2014).
Employee Share Schemes (ESS) are used in many countries to attract and retain
skilled staff within start-ups by providing them with a financial share of the
potential successful company. This can be done by providing a share of the
company to an employee or giving him/her an Employee Stock Option (ESO)18.
Prior to 2009, employees could choose between different kinds of ESS treatment:
they could have qualified shared or options taxed up-front or at a deferred taxing
point.
Since 2009 onwards, shares under ESS have been taxed up-front (unless there is a
risk the employee will give up the shares, in case the taxation is deferred until the
shares vest19). Options under ESS are generally taxed when they ‘vest’ and not
when the employees exercise the options right to purchase the company shares, as
18

An employee stock option is given to specified employees of a company. ESOs carry the right, but
not the obligation, to buy a predetermined amount of shares in the company at an established price.
An employee stock option is slightly different from a regular exchange-traded option because it is not
generally traded on an exchange, and there is no put component. Furthermore, employees typically
have to wait a specified vesting period before being allowed to exercise the option. So, the great pros
concerning stock option is to align incentives between employees and shareholders of a company.
Both the parties will work to make the stocks go up, striving for the same goal. In fact, if the price
increases, the employees with the stock option will be able to buy the company shares at a price
lower than its market value. (Investopedia)
19
The share vest is the process by which an employee obtains non-forfeitable rights over employerprovided stock incentives or employer contributions made to the employee's qualified retirement
plan account or pension plan. The vesting schedule set up by the company determines when the
employee acquires full ownership of the asset. Generally, non-forfeitable rights accrue based on how
long the employee has worked there. (Investopedia)
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it was before 2009. In this framework, the employees would be taxed before having
the opportunity to convert their options to shares and therefore having an actual
gain by selling their shares.
2009 was effectively the end of the ESS options by employees, especially by startups, influencing also the international investments in the Australian start-up sector
and making it more difficult to hire talents in Australia.
So, a regulation reform needed to be made. The Government is committed to
reversing the change made in 2009 to the taxing point for options. This means that
options will be taxed when they will be effectively exercised and not when the
employee will obtain the right for their exercising, deferring the taxing point to a
period in which most employees will be able to make actions in order to realise the
real benefits of the underlying share.
Moreover, eligible start-ups will be able to offer ESS shares and options to their
employees at a small discount, having that discount exempt or deferred from upfront taxation (depending on whether the employee receives options or shares) , if
the employee will hold the shares or options for more than three years.
In addition to this, in order to further improve start-ups’ competitiveness, the
Government is going to lengthen the maximum period for tax deferral from 7 to 15
years. Furthermore, the Government will update the ‘safe harbour’ valuation
tables, used by companies to value their option, in order to reflect current market
conditions.
This initiative will cost AUD$ 200 million over four years and demonstrate the
Government’s recognition of the importance of giving start-ups the best chance to
succeed and ensure Australian companies are competitive in an international
economy.
The Treasurer will consult with industry to verify that the draft legislation is aligned
with the intended purpose, with the legislation proposed to come into effect on 1
July 2015.
Source: Australian Government, 2014

BOX 23: Proposal 16: Crowd-sourced equity funding
With the increased use of the internet, new sources of funding have been made
available. In the last few years, there has been a great spread of crowd-sourced
equity funding (CSEF), which allows entrepreneurs to collect funding for small
business, as an alternative to traditional bank debt funding. Several countries, such
as the United Kingdom and New Zealand, have already introduced a regulatory
regime in order to regulate this phenomenon.
In May 2014, a report into the regulation of CSEF was released by a Commonwealth
government advisory body with strong financial market experience. The
Corporations and Markets Advisory Committee (CAMAC) has evaluated that the
current law makes it difficult for start-ups to exploit CSEF in order to raise initial
‘seed’ or ‘early stage’ funding, essential for ventures’ development. For this reason,
CAMAC recommended an alternative regulatory framework able to boost
competitiveness and innovation by widening the funding options available to
entrepreneurs. The Australian Government was also recommended by the Chief
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Scientist to ease the access to novel sources of equity funding, including
crowdfunding, in order to sustain the Australian SME capacity to break into a global
value chain.
The Assistant Treasurer will consult broadly on a regulatory framework to ease
crowd-sourced equity funding, based on CAMAC’s report. The aim of the
consultation process is to reduce compliance costs, especially for small businesses,
and maintain an appropriate level of protection for investors.
Source: Australian Government, 2014

Moreover, the Australian government is sustaining the start-up sector through
government funding, essential to support ventures in the early stages of life:
1. Commercialisation Australia: An Australian Government initiative, which
consists in a competitive, merit-based assistance program which offers
funding and resources to speed up the Australian ventures development. As
well as a wide range of funding options, it offers multi-layered networking
opportunities. Participants will work with specific case managers and will be
helped by business mentors.
2. AusIndustry R&D Tax Credits: This incentive is an easy-to-access program
aimed at helping businesses offset some of the R&D costs, supporting them
in their R&D and innovation processes. This program is open to firms of all
sizes in all sectors but it is particularly useful for start-ups which generally are
strongly based on R&D.
3. New Enterprise Incentive Scheme (NEIS): It is designed to foster small
businesses in reaching their goals. It provides practical small business
training, mentoring and financial assistance from the Australian Government.
5.4.4 University and Education
The knowledge space in South Australia is highly developed and it is mainly based on
its six universities, with over 83,000 students, of whom 22% are from overseas:
• The University of Adelaide
• The Flinders University of South Australia
• The University of South Australia
• Carnegie Mellon University (US)
• University College London (UK)
• Torrens University Australia (US, Laureate International Universities network)
South Australia tends to be unlikely associated to innovation as the stereotype is still
linked to the old concept strictly related to natural resources, especially the mining
sector. Actually research and innovation is happening all around, positively affecting
everyday lives. One might be surprised to learn how much research from South
Australia is making a difference. To improve the understanding of the links between
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tangible outcomes and life-changing impacts from research, and show a view of the
university as a connected hub of ideas, one could look at some past successful
examples. South Australia, in fact, has a long tradition of attracting and generating
excellence in education and has been the home of six Nobel Prize laureates: Sir.
William Henry Bragg (Physics), Prof. William Lawrence Bragg (Physics), Sir. Howard
Walter Florey (Medicine), Prof. J. Robin Warren (Medicine) and Dr. J.M. Coetzee
(Literature). (Di Stefano & Gambillara, 2014)
In particular, the 3 Australian universities in Adelaide have shown a particular
interest for entrepreneurship and the start-up sector. New programs have been
launched recently in South Australia, such as ‘Incubate’ and ‘ThIncLab
Commercialisation Accelerator’ (University of Adelaide, 2014), the ‘New Venture
Institute’ (Flinders University, 2014) and ‘Venture Catalyst’ (University of South
Australia, July 2014). These initiatives could be supported by a systematic approach
shared amongst the three South Australian Universities and agreed with the
Government of South Australia.
Besides this, the 3 above mentioned universities and many other institutions have
developed many initiatives aimed at developing a thriving start-up sector. Some of
these initiatives are:
1. Entrepreneurs eChallenge (University of Adelaide): It’s a student business
plan competition run by the Entrepreneurship Commercialisation and
Innovation Centre (ECIC) and based around the development and submission
of a strategic business plan for an early-stage entrepreneurial venture.
Participants pitch their venture concepts to panels of potential investors from
the local business community. All participants are involved in a stimulating
education process including activities such as specialised workshops
conducted by experts in different fields, the opportunity to be advised by
business mentors and networking activities among the attendees. The fact
that many participants fulfilled their ambition to found a successful business
is proof that the eChallenge can support the development of genuine
commercial prospects to help South Australia thrive. The winning team is
then selected to take part into International competitions.
2. Western Region Enterprise Day (University of Adelaide): It’s a University
Engagement program aimed at giving both primary and secondary students
the opportunity to learn about business from entrepreneurs.
3. Venture Dorm (Flinders University): This is a start-up entrepreneur
education program which commenced in 2013, developed by the Flinders
University commercialisation company, Flinders Partners. Venture Dorm
helps young entrepreneurs to create a venture using the Lean Start-up
methodology. It provides an educational environment for people eager to
learn and build new ventures which are then self-funded. It aims to an idea or
a viable business model, able to be scalable and replicable, in less than 12
weeks. Venture dorm is not an accelerator where entrepreneurs receive
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money to build a business; however also if participants are encouraged to
join an accelerator after the course. It’s not a course about how to write a
business plan or how to do an impressive pitch, but it’s an ‘appreciation class’
where all the students need the interest, passion, commitment and the
burning desire to bring a product to market. It provides a program that
combines both theory and practice, with the support of mentors.
4.

The Start-Up Weekend (University of South Australia): An intensive 54 hour
event which is mainly focused on building a web or a mobile application with
the aim to develop a business or make an idea validated. Supported in
partnership between UniSA and ITEK, the Start-up Weekend is the perfect
place to find high-motivated entrepreneurs eager to launch their new
businesses. Participants are split into groups around their business idea and
have 3 days (from Friday night until Sunday night) to create a working startup. Start-up Weekend takes place around the world, with 1,088 events held
in almost 500 cities and which have seen the creation of more than 8,000
start-ups.

BOX 24: Venture Catalyst: A great example of collaboration between the South
Australian Government and Universities
Collaboration is a central topic in order to develop a dynamic and supportive start-up
ecosystem. Venture Catalyst is an excellent example to show how university and
government partnership can sustain young entrepreneurs in their venture
development. Venture Catalyst is an initiative developed by the University of South
Australia and the South Australian Government, with the aim to assist students to
turn their ideas and projects into business opportunities which can generate
economic growth for South Australia. For this reason, the South Australian State
Government has committed AUD$ 150,000 to this venture capital scheme in
partnership with UniSA that will turn entrepreneurial students into business leaders.
Venture Catalyst will sustain student ventures, selected by an independent board of
successful entrepreneurs, providing them a maximum amount of AUD$ 50,000 seed
funding to further develop a product, service or process and launch it on the market.
Applicants that are willing to be selected need to demonstrate eligibility criteria,
such as: having at least one member of the team who is a current student or a recent
graduate from UniSA; demonstrate how the project could bring benefits to South
Australia; show evidence of the ownership of the IP or permission to use the IP for
commercialisation; having the application endorsed by UniSA.
Source: http://www.unisa.edu.au/venturecatalyst
Baldwin, 2014

5.4.5 Funding and Capital
Access to funding in Adelaide is one of the main issues young entrepreneurs have to
face. There are some funding providers in the city, such as Playford Capital, SA
Angels, some accelerators programs and government funding. There are more startups than there is money. Despite this, as many famous start-up personalities pointed
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out during the Start-up Weekend held in Adelaide recently, ‘the lack of funding is not
necessarily a bad thing, as it forces start-ups to think lean and get profitable sooner’.
What Adelaide really lacks is the ‘recycled capital’ from successful local start-ups.
Successful founders generally disappear from the local scene after receiving funding
or exit. Anyway, this situation is improving in comparison with some years ago,
thanks to the growth of Adelaide’s start-up community and successful founders who
‘still call Adelaide home’.
In order to attract recycled capital back, the Adelaide community needs to build a
broad network of relationships, so that successful entrepreneurs are stimulated to
give back to the community. One of the main issues concerning this it is the fact that
Adelaide is still a young start-up hub.
Apart from successful entrepreneurs, in recent years many venture capital funds and
business angels have started investing in Adelaide start-ups.
With regard to venture capital funds, the most important are:
 Acumen Ventures: It’s an early stage venture capital fund which is investing
in world class start-ups emerging from South-East Asia and Australia. It has a
global network with its team based in Australia, Singapore and the USA. Its
internationality makes it easier for their portfolio companies to expand
internationally. They have built an Investment Partner Network, composed of
successful entrepreneurs who have invested in the fund, willing to provide
advice, connections and assistance to their portfolio companies. Their
investments are from US$ 500,000 to US$ 3,000,000 per round, in order to
ensure that incentives are aligned with the founding teams they invest in. In
particular one of its founders, Shane Cheek, lives in Adelaide and this
represents a great opportunity for the Adelaide start-up community.
 Terra Rossa Capital: It’s a venture capital fund based in Adelaide. Its team
has venture capital and direct entrepreneurial experience from Europe, the
US and Australia mixed with over 70 years in high growth life science
companies. They provide support and advice for mature teams, with a
‘hands-on’ operational assistance in very early stage ventures. All of their
team have experience in growing biotech ventures and through the close
relationship with BioInnovation SA they have links to non-dilutive funds and a
state of the art life science incubator building at Thebarton. They currently
manage the SALSA Fund, an AUD$ 35 million early-stage fund investing in
growing life science industry mainly, but not exclusively, based in South
Australia. They generally invest around AUD$ 100,000 and AUD$ 1.5 million,
with follow-on-funding available.
With regard to business angels, the main ones are:
 BioAngels SA is an association of business executive and entrepreneurs with
a broad range of backgrounds. Everybody in the association is willing to
invest time to mentor as well as capital in growing early stage life science
companies. BioAngels Inc is incorporated under the Association Incorporation
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Act 1985 of South Australia, operating as a non-for-profit network of
individuals. It comprises by a maximum of 25 members, who are expected to
participate in the monthly meetings of the association. The association has
been established in order to provide a broad and interactive network in
which members can access, consult, review and assess potential investment
opportunities in the life science field. The group provides also the
opportunity for entrepreneurs and investors to pitch their projects to
members and invited guests in order to seek funding from them. BioAngels
SA aims to: facilitate access for entrepreneurs in life science to groups of
private investors in new ventures; facilitate access to business, management
and scientific experience to start up in life science; promote innovation,
excellence and employment in Australian bioscience; develope a cooperative
network in the bioscience field; provide a forum whereby investment
opportunities are discussed and a forum for investor skill development and
co-investment.
 SA Angels: It is a business angel group based in Adelaide, formed by
sophisticated investors willing to invest in South Australian early stage
businesses in fields other than biotechnology. Investors in SA Angels have a
wide range of different backgrounds and varying personal requirements and
criteria for investment. Not being a fund but a vehicle to ease the connection
between entrepreneurs and investors, their ideals vary broadly from deal to
deal and investor to investor. However, there are some constants, such as:
they are looking for businesses eager to scale; IP that can be protected from
market theft; innovative businesses difficult to access; deals with a
meaningful equity stake in the ventures; deals which allow investors to share
their expertise and help entrepreneurs manage the venture; a clear
understanding of the aim of the angel fund investment; timely paths to exit
with meaningful returns on investment.
5.4.6 Incubators and Accelerators
It has been reported how South Australia, and especially the Adelaide hub, is fast
becoming a comfortable place where to fund a start-up in terms of successful
entrepreneurs, local culture, government aid, universities’ support and availability of
funding. However, there are two last elements to take into account, without which
developing a start-up could be tough. Often working together, incubators and
accelerators are the best place where young ‘dreamers’ can learn entrepreneurship
and thus became entrepreneurs. They offer much more than money: they offer
knowledge and networking. It has already been reported that ‘money without
mentorship is a waste of money’. For all these reasons, Adelaide, its entrepreneurs,
its community and universities, the South Australian Government, and all the actors
involved with the start-up phenomenon are supporting the development of
accelerator and incubator programs.
With regard to accelerator programs, it is important not to confuse university and
government programs for start-up development, such as the already reported
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ThIncLab (University of Adelaide) or the Business SA Coaching and Mentoring
Program which, despite offering mentoring and assistance and having the typical
length of an accelerator program, are not real accelerators (in fact, on its website,
ThIncLab highlights this fact) because of many reasons. This include they don’t take
any equity stake in ventures; some of them are not as selective as actual accelerators
or are not selective at all; they request an entry fee; they don’t require the typical
full-time commitment of an accelerator program; they don’t end with a Demo Day.
However, many other authentic accelerators have been developed in recent years
and are now active in Adelaide. Some examples are:
 ANZ Innovyz START and ANZ Innovyz BRIDGE: The ANZ Innovyz START is a
13-week intensive accelerator program aimed at supporting and helping
small business owners develop and extend their business. It looks for ten
promising high-growth tech enterprises with potentially break-through ideas
ready to take part in an accelerator program. The program is looking for
companies using web 2.0, software or mobile apps to deliver their breakthrough product or service. Three person teams are selected to be co-located
in the accelerator. With the mentorship of experienced business leaders, the
teams learn to grow their companies in the accelerator. Upon acceptance
into the ANZ Innovyz START program, founders agree to share 8% equity with
Innovyz START. ANZ Innovyz START accepts applications from both Australian
and international companies. The final goal of this project is to foster the
entrepreneurial ecosystem in Australia by empowering entrepreneurial CEOs
and their teams with insights and skills suitable to commercialise innovation
and rapidly scale their companies. ANZ Innovyz BRIDGE was designed as a
follow-on program for a select group of companies which have graduated
from ANZ Innovyz START and have received investments and/or a large
contract. The BRIDGE program extends 3-6 months after graduation and
enables companies to cross the chasm between “startup” and “initial
growth”, the stage when so many companies fail.( Di Stefano & Gambillara,
2014)
 Incubate: It represents great 2014 Adelaide innovation in terms of start-up
accelerators. Incubate is the award-winning start-up accelerator program
founded by the University of Sydney Union and powered by Google for
Entrepreneurs. It ran for the first time in Adelaide from January to March
2014 at the University of Adelaide, in partnership with the University of
Sydney Union and Google for Entrepreneurs. This program aims to encourage
entrepreneurship, promote calculated risk-taking and support the creation of
start-up ventures in 3 months. The program funds up to four high-promising
start-ups and it provides each team with a AUD$ 5,000 equity-free business
grant, 11 weeks of co-working space, mentorship from Australian leading
entrepreneurs, workshops by experienced early-stage advisors, the
opportunity to pitch projects to investors on a Demo Day and at National
Demo Day in Google Australia’s headquarters in Sydney.
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With regard to incubators, the role of the State Government in supporting most of
these initiatives, such as Adelaide Hub, BioSA and the Majoran Distillery and their
activities needs to be highlighted. A brief list of the main incubators located in
Adelaide’s ecosystem:
 BioSA incubator: It is the first Australian dedicated bioscience incubator,
developed in South Australia and which opened in 2008. It is worth AUD$ 12
million and is aimed at accelerating the commercialisation of research. It
provides modular offices and laboratory space to several early stage
bioscience companies. This incubator was fully funded by the South
Australian Government and developed for BioSA by the Land Management
Corporation (now Renewal SA). BioSA delivers assistance to companies
helping them to access funding, giving infrastructure support and offering
other services such as business development, marketing assistance and
access to international networks.
 The Majoran Distillery: It is Adelaide’s biggest co-working community for the
tech and creative freelancer communities and start-ups. The Majoran
Distillery is a non-profit enterprise established in 2012 and aimed at
providing a co-working space for tech start-ups. It was able to gather all the
best coders of Adelaide’s ecosystem, allowing them to expand their network.
The Majoran Distillery represents probably the most important Adelaide coworking space, since it is the place where many start-up events are
organized. Its vision is to promote Adelaide as the place where digital giants
can develop, improving Adelaide’s start-up ecosystem and connecting
Adelaide start-ups with the global stage.
 Adelaide Hub: it is a co-working community driving innovation through
collaboration. It was established in Adelaide in 2013 thanks to the help of the
South Australian Government, which provided AUD$ 1 million to support its
establishment. It follows the footsteps of Hub Sydney and Hub Melbourne,
both of which have shown great success. Adelaide Hub is part of Hub
Australia, which currently counts on more than 700 members from several
sectors. It is also part of the global network of more than 35 hubs with about
6,000 members located all around the world in cities such as London, San
Francisco, Sao Paulo and Tokyo. Becoming a member of Adelaide Hub means
becoming part of a global network and a local community passionate about
the innovation created by people with different backgrounds.
These are just the 3 main incubators located in Adelaide, but many others are
already or are about to be established. Some examples are: the Hackerspace
Adelaide, the OFFICEGroove, Base64 (founded by Simon Hacket), Fab Lab Adelaide,
Co-west Co-working and writing studio, the Fifth Quarter, the Mill and That Space.
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BOX 25 : The South Australian Knowledge-based hubs: Tonsley and SAHMRI
Tonsley represents a clear example of a potentially successful strategy, which takes
advantage of the spatial concentration of firms and academic facilities in order to
produce cooperation, innovation, agglomeration economies and a good strength for
R&D FDI attraction. This project, undertaken by the South Australian Government to
foster vibrancy, innovation and international competitiveness, aims at creating a
new industrial future in the State, and Tonsley is the heart of it. Tonsley is a highvalue manufacturing and knowledge-based industry hub, where manufacturing,
research and training capabilities work in cooperation. Entrepreneurial businesses in
mining, energy, construction, clean technology and health will find Tonsley to be an
intelligent, integrated precinct providing access to South Australia’s highly skilled and
trained workforce. This is the outcome of the redevelopment of the former
Mitsubishi Motors Australia Limited site until 2008, then acquired from the South
Australian Government in 2010. It occupies an area around 64 hectares, placed 10km
south of the Adelaide CBD.
The target sectors for the Tonsley redevelopment include, but are not limited to:
 Clean tech (renewable energy, water, environment and building
technologies)
 Health and medical (medical devices, tele-health)
 Mining and resources (remote mining technologies, simulation)
 Functional food
 Instrumentation (rapid prototyping, integrated management systems)
 Process control and automation.
The focus on these sectors reflects the South Australian awareness that the
development of an industry cluster will lead to a greatest prosperity for Tonsley
investors, occupants, workers, and for the South Australian economy.
This synergistic cluster benefits from:
 South Australia’s highly skilled and capable workers
 The presence of the Flinders University’s school of Computer Science,
Engineering and Mathematics and the New Venture Institute in the park
 TAFE SA’s Sustainable Industries Education Centre (SIEC) with more than
8,000 students trained in sustainable building and construction occupations
every year
 The presence of an international high-tech company such as Siemens, with
which the South Australian Government signed a Memorandum of
Understanding (MOU) to become a strategic partner in the Tonsley project.
All these elements will foster prolific links between business, education and
research, leading to knowledge and innovation production connecting to product
commercialization through a variety of essential and strategic industries.
The South Australian Health and Medical Research Institute (SAHMRI) has been
established in response to challenges facing the health and medical research, arisen
from the Review of Health and Medical Research in South Australia, which
recommended the founding of a dedicated, flagship research institute for South
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Australia. Commissioned by the South Australian Government in response to this
recommendation in 2008, the Federal Government allocated AUD$200 million to
build the research facility. SAHMRI is a 25,000 sqm, iconic building, situated in the
northern part of Adelaide’s CBD and was officially opened in November 2013. It
employs more than 600 outstanding researchers working together to develop more
effective cures for some of the most challenging diseases. The project was founded
by the South Australian Treasurer, the South Australian Minister of Health, the
Department of Further Education, Employment, Science and Technology (DFEEST),
the University of Adelaide, Flinders University and the University of South Australia,
reaffirming the joint commitment, public and academic, for the development of
science and technology in South Australia. SAHMRI represents an innovative model
of cooperation, first time used in Australia, in which researchers from all South
Australia’s universities will work jointly on 7 research themes: Aboriginal Health;
Cancer; Healthy Mothers, Babies and Children; Heart Health; Infection and
Immunity; Mind and Brain; and Nutrition Metabolism.
According to a report elaborated by Ernst and Young on the economic impact of
SAHMRI, during the first seven years of operation, the projected return for the State
would be AUD$ 277 million but this is just the direct effect on the South Australian
economy. In fact, as David Cochrane, Ernst and Young partner, affirms, a more
complete calculation should consider all the social economic effects like the
attraction of conventions to Adelaide, the attraction of new business, the
commercialization of the research outcomes, the retention of talents in South
Australia, the improvement of knowledge and community growth. Adding all these
variables, they are likely to be worth even more than the direct economic
contribution.
Source: Di Stefano & Gambillara, 2014
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Conclusions
According to the report, entrepreneurship and innovation ecosystems are essential
for the ongoing and future economic development of all countries such as Australia
which aims at playing a central role in the worldwide economic development. A
dynamic innovation ecosystem will arise from start-ups, small ventures with new
ideas generally concerning the hi-tech sector, growing in uncertain markets and with
the intention to scale and change the entire world. To boost the economic
development, governments’ support is necessary but not enough. In the past the
role of governments was to support the economic development through funding and
a favourable legislative environment. Nowadays these factors are just the base, but
alone they cannot give a competitive advantage to the country. The current role of
governments relates to the fostering of policies encouraging coordination and
monitoring of a set of new actors such as accelerators, incubators, venture
capitalists, business angels, crowdfunding platforms, etc, with the traditional players
of an ecosystem, namely young entrepreneurs, high impact businessmen, the
community and a renovate education and university system, increasing
multiculturalism and organized international events.
Start-ups are recognized worldwide as an important driver for economic growth. For
each new technology-based job, five additional jobs are created in other sectors
(Moretti, 2012), three times bigger than in extractive industries or traditional
manufacturing and one of the main reasons that led employment in the US
technology sector to grow 25 times than other parts of the world (StartupAUS,
2014). For example, even though Facebook employs approximately 1,500 people in
its Palo Alto headquarters, it has indirectly created about 53,000 jobs for Facebook
app creators and 130,000 in related businesses.
In this framework the Silicon Valley was a pioneer. Silicon Valley has been developing
a favourable start-up ecosystem for more than 60 years. Nowadays this ecosystem is
an example of how start-ups can make the fortune of a country. ‘Silicon Valley is the
only place on the Earth not trying to figure out how to become Silicon Valley’, this is
the thought of Robert Metcalfe, electrical engineer from the United States who coinvented Ethernet.
In the past few years, there has been a great change in the start-up ecosystems all
around the world. Until a decade ago there were just a few hubs where it was
possible to develop a start-up in a supportive environment capable of providing
entrepreneurs with all the sources they need, from funding and working spaces to
mentoring and investors. These days, Silicon Valley is a good example of success but
it is no longer the only model to follow. Many other hubs arose, in particular Tel
Aviv, Los Angeles, Seattle, Boston, New York and London. It’s worth noting that the
best ecosystems are still mainly based in one country, namely the US.
As quoted by Adrian Turner, Director of Mocana Corporation and author of ‘Blue Sky
Mining’ - ‘Even if the commodities boom lasts decades, Australia is in trouble. In
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Silicon Valley it took 60 years to create the structural, cultural and financial
infrastructure to repeatedly create new billion dollar technology based industries. We
massively underestimated the long term impact of current technology trends and
market shifts impacted by technology’. Adrian Turner has expressed his concerns
about the Australian situation. The creation of another Silicon Valley is unrealistic.
However, the success of hubs such as Silicon Valley highlighted the scale of
opportunities that now exists to develop globally significant hi-tech ventures with
their headquarters in Australia but that compete globally from day one.
‘Boosting entrepreneurship is one of the most powerful things policymakers can do to
support the economy. By fostering the conditions in which the rapid-growth
companies of the future can thrive, they will help spark innovation, create jobs and
improve their long-term national growth prospect.’ (Mark Weinberger, Global
Chairman and CEO, EY)
The Australian Commonwealth Government has understood this and has made an
ecosystem encouraging entrepreneurship one priority of its agenda. In the ‘Industry
Innovation and Competitiveness Agenda’ there are many proposals to improve the
Australian Ecosystem, such as the reform concerning the taxation arrangements for
Employee Share Schemes, the proposal for crowdfunding regulation and their
commitment to foster student engagement with STEM, through funding and
initiatives.
In the last few years South Australia has worked in this direction. The ’10 economic
priorities’ identified by the State Premier reflect a redirection from a manufacturing
economy to a knowledge economy. Understanding this oncoming change, the South
Australian Government has started to work in many directions, placing itself in a
central role to coordinate all the actors present in the Adelaide scenery. Events have
been organized through cooperation between entrepreneurs, community and the
Government, funded by State Government and many initiatives such as accelerator
programs, venture capital fund and business angel networks have arisen in
collaboration with the Administration. There is still much to do. Adelaide is still a
young entrepreneurial hub. However, the State Government has undertaken the
right direction: the one that will lead Adelaide to develop a thriving and dynamic
ecosystem.
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