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MOVE.BG

is a think and do tank and a platform for value cre-
ators. MOVE.BG is looking for innovative solutions
for social transformation, working for sustainable
development, affirming a culture of constructive
dialog, participating leadership, and shared values.
Since its establishment in 2013 MOVE.BG has part-
nered with over 50 Bulgarian and foreign organiza-
tions and has worked with more than 2,000 volun-
teers. The founders of MOVE.BG launched EDIT- a
program which aims to support digital innovation as
a driving factor in the local economy.

More information: www.move.bg
EDIT

EDIT stands for Economic Development via Innova-
tion and Technology and was initiated in 2016 by the
MOVE.BG Foundation in partnership with a broad co-
alition of startup ecosystem stakeholders in Bulgar-
ia. EDIT was created to address the needs of the mi-
cro, small and startup businesses in the information
technology industry forming the fastest growing and
most innovative economic sector of Bulgaria. EDIT
conducts the annual national survey measuring eco-
nomic data of Bulgaria's top digital and innovative
businesses. EDITs program includes variety of activ-
ities such as online trainings, topical researches, re-
ports, policy recommendation papers, conferences,
and field work across the country in support of the
innovative economy in Bulgaria.

More information: www.edit.bg
EPI

The Economic Policy Institute (EPI) is a non-govern-
mental, politically independent and not-for-profit or-
ganization, founded in 1997.

The mission of EPIl is to contribute to utilizing the full
potential of Bulgaria by enhancing the competitive-
ness of its economy and increasing the efficiency of
its public institutions. EPIl aims at adding value to the
membership of Bulgaria in the European Union and
thus at supporting the reform processes in South
Eastern Europe.

To achieve this, EPI delivers policy recommenda-
tions in a wide range of spheres based on economic
research and interdisciplinary analyses; elaborates
on and advocates for alternative approaches in the
field of economic policy and specific economic sec-
tors; encourages public discussions on economic
and socioeconomic issues and raises awareness
among decision-makers, civil society and other
stakeholders.

More information: www.epi-bg.org



THE NEW DIGITAL
BULGARIA

Every day, global interconnectedness and digital
technologies change the paradigms upon which we
build the world we live in. Conservative corporate
models are being replaced by collaborative busi-
ness platforms,while crowdsourcing of ideas be-
comes the basis of business strategies and social
development. Co-working spaces are increasingly
recognized as professional centers and platforms
for meetings and collaboration by the new gener-
ation of economic players who will determine the
horizons of tomorrow’s world.

These developments lead to the creation of a new,
open and connected world, where every day our
collective intellect doubles the knowledge available
through our networks. At the same time we are
collectively challenged to define new regulations
and new business processes for managing our
lives, causing us to form new habits and become
more aware of how to responsibly use of this vast
resource of which we are both consumers and
creators.

Many companies and organizations create innova-
tive solutions for this new age. This corresponds
to the increase in users and consumers of the new
generation of services. Every day, nearly 360 million
Europeans study, work, shop and sell online, and
this number keeps growing. With the help of digital
technologies, we see the improvement of systems
of communication, education, health, transport,
manufacturing, security, agriculture, as well as the
definition of solutions to combat climate change.
In Bulgaria, cutting-edge solutions are being devel-

SASHA BEZUHANOVA

Founder and board chair of
MOVE.BG & Initiator of EDIT

oped by both startups and traditional businesses
and their innovative teams. Those people are also
the capital for developing the innovative economy
of our country.

Inspired by them in 2016 we created the open net-
work for digital development EDIT. We started off
with a mapping of the digital ecosystem in Bulgaria
which allowed us to start connecting the dots and
build this network.

For a second year running, at EDIT we follow the
dynamics of the most vital sector of the Bulgarian
economy. And, if we were proud so far of the long
tradition of Bulgaria in the IT sector, we are more
and more impressed by the technological solutions
for the future developed here. This has also been
showcased in our three-month tour of the country,
called EDIT on the ROAD, during which we visited

9 Bulgarian cities with strong IT communities. We
found out that two of those cities have a low-power
mobile sensors network; we also met with crypto
enthusiasts and experimenters who build systems
on cloud technology, artificial intelligence, big data,
and loT blockchain. We are proud of the 78% of our
digital companies that offer services or products
for the European market, some of them are com-
pletely changing sectors such as logistics, banking,
and medicine.

The data we gathered is encouraging, and it allows
us to find the intersections between innovative eco-
systems in Europe even faster. Bulgaria has a major
role in this process. InnovationShip 2017 confirms it.
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HIGHLIGHTS

InnovationShip is an annual national report on micro,
small, medium enterprises and start-ups in Bulgaria
which offer digital services or traditional traditional
services based on digital technologies and/or devel-
op digital products.

Unlike the first edition of the report, where we fo-
cused on start-ups (highly scalable technology busi-
nesses), this year we are exploring the digital busi-
ness ecosystem in a broader sense. We decided to
expand the scope after feedback from the ecosys-
tem that many digital companies in Bulgaria do not
define themselves as start-ups, as their development
cycle differs from the classic start-up model and of-
ten does not involve attracting external venture capi-
tal. In terms of the data collected,

Innovationship 2017 offers a snapshot of micro,
small and start-up companies in this segment.

InnovationShip 2017 has revealed that mainly micro
and small enterprises established over the last five
years in Bulgaria identify themselves as digital com-
panies. The data further indicates that these com-
panies are rather low-risk businesses, which are be-
coming more stable and increasingly going beyond
the definition of a start-up. The companies that do
not generate revenue have decreased almost twice
compared to the year before. Two-thirds of the busi-
nesses have a turnover from external markets.

Data from the survey indicates that one of the suc-
cessfully working models is a micro-team with a fo-
cus on digital services. Companies that offer tradi-
tional services based on digital tools (consultants,
marketing agencies, etc.) operate mainly on the
domestic market. The companies with the largest
export potential provide only digital services, of-
fer products of their own or a combination of both
(mainly software as a service or SaaS). In the major-
ity of the cases, digital companies work B2B, i.e. for
business customers. This fact somewhat defeats
the romantic perceptions that in order for the eco-
system to thrive, Bulgaria should come up with the
“next Skype”, a classic example often cited as repre-
sentative of a consumer product with a strong brand
name that can establish itself on the world market. It
seems logical that stimulating micro and small dig-
ital companies would have a more sustainable eco-
nomic impact.

However, we should not ignore the fact that while
the extreme export orientation of digital companies

contributes to the GDP in Bulgaria, the value added
from the sector is mostly generated abroad and our
economy does not really benefit from the innovation.

Half of the companies have received external fund-
ing from Bulgarian private investors, which is a sign
that capital is available and perhaps it is a mistake to
consider that the lack of funding is among the main
obstacles that prevent the development of digital
businesses. The biggest priority for the owners of
digital companies is the provision of electronic pub-
lic services that could streamline the administration
of their businesses.

Below is some evidence presented in numbers:

B 70% of Bulgarian digital enterprises operate in
the area of services, with a large concentration on
the provision of software as a service (SaaS). The
most common activities are marketing and software
development.

M The technological focus is on platform develop-
ment and integration (API), cloud technologies, con-
nected devices and automation, as well as machine
learning, artificial intelligence and big data analysis.

B Innovations are mostly in services (63%), followed
by product innovations (55%) and business model
or process innovations (31%). Only 6% of participat-
ing companies are engaged in industrial or manufac-
turing innovations.

M In 2017, only 9% said they were not yet generating
revenue. By contrast, in 2016 their share was 23%.

Bl 10% of companies report millions of revenue, with
an annual turnover of between 1 and 5 million EUR.

B 78% of companies operate on foreign markets.
Only a third of the respondents do not generate rev-
enue from exports, compared to 43% in 2016. 52%
of those exporting said that exports accounted for
76-100% of their revenue.

B For companies where the main share of their turn-
over comes from foreign markets the specialisation
areas are software development, software as a ser-
vice (SaaS), development tools, data processing and
visualisation activities, as well as gaming.
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B Only 20% of businesses identify themselves as
start-ups and are in an early stage of development,
i.e. do not have a product or service on the market
yet.

M 91% of all the surveyed companies have up to 49
employees, with more than half of them counting on
a team of 5 people.

B In spite of the widespread belief that the invest
ment funds Eleven and LAUNCHub have triggered
the emergence of many digital start-ups, only 7% of
the surveyed companies have initial funding from ei-
ther fund, while 17% received funding from them at
a later stage.

B Only a quarter of the companies indicated that
they have some external funding at all. 50% of them
raised at least part of their financing from private
Bulgarian investors.

B 52% of companies are created by people with pre-
vious entrepreneurial experience.

M In 22% of the surveyed companies there are no
women employed, while the female employees are a
majority in only 17% of the cases.

B 31% of companies employ foreign citizens, which
is a signal that the industry is looking for new sourc-
es of talent. There are further observations for a
brain gain process taking place.

B Universities are a decreasingly used channel for
talent acquisition and less than a quarter of the com-
panies benefit from it.

B The most important measure for improving the
environment for the development of digital busi-
nesses is the expansion and improvement of elec-
tronic services.
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== METHODOLOGY

The methodology for data collection is based on

an online survey composed of 50 questions which
cover aspects such as the main business activity,
financial indicators, markets, the team structure and
the challenges that participating companies face.

In addition, the survey findings are cross-checked
with data from the business statistics of the Na-
tional Statistical Institute (NSI), the Barometer of
the Bulgarian Association of Software Companies
(BASSCOM) and the Crunchbase database.

Between July and October 2017, 216 companies
which met the criteria for micro, small or medium
enterprise or a start-up offering a digital product or
service participated in the survey.

A number of questions in the survey include the
option for multiple answers, therefore some of the
visualised results exceed 100%. The design of the
survey allows for automatic skipping of questions
depending on their relevance for the particular com-
pany. As a result, some of the conclusions are valid
for fewer than the total number of respondents.

The design of this study, the development of the
qguestionnaire and the preparation of this report are
a product of MOVE.BG. The Economic Policy Insti-
tute (EPI) processed the data collected through the

survey.
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PROFILE

MICRO, SMALL OR A START-UP COMPANY

The real number of companies with such a profile in
Bulgaria is difficult to trace due to the very general
economic categories of the National Statistical In-
stitute (NSI) and the dynamics of start-ups. Accord-
ing to the NSI classification, digital companies fall
into the Telecommunications sector, alongside with
the media and telecoms. Data from 2017 reveals
that 12,600 companies operate in this segment, and
it is difficult to specify the share of predominantly
digital businesses. According to BASSCOM'’s annual
Barometer, businesses with main revenue from soft-
ware development are about 3,000. As for start-ups,
one of the top global databases shows that there
are 415 start-up companies in Bulgaria, with 219 of
them dedicated to digital product development or
offering digital services.

1-5x
6-10x

11-20x
. . 21-50x 51.250x

250+x

48.6% 21.3% 10.6% 10.6% 4.6% 3.2% 0.9%

Percentage distribution of companies based on their
team size

Interestingly, over 96% of respondents in these
sectors are micro or small companies. Out of these,
4% have between 11 and 49 employees and the rest
operate with a team of up to 10 people, according to
NSI data. The data collected by EDIT reveals similar
trends - 91.1% of companies are micro and small,
and 70% of all companies are micro-businesses
(with up to 10 employees).

70% have up to 10 employees

One fifth of the surveyed companies define them-
selves as start-ups (in an early stage of develop-
ment, early product, not generating revenue). The
greater part of the companies have a product on
the market and generate turnover (seed and growth
stage).

sl

Only 20% of digital companies are in
an early stage of development and
identify themselves as a start-up

Not surprising at all, 90% of the companies that
participated in the survey are either entirely based
in Sofia or have an office in the capital as well.

IN THE LAND OF SERVICES

In line with the development of the outsourcing
industry in Bulgaria in recent years, the country has
become a hub for digital services. The data collect-
ed by EDIT reaffirms this trend. 70% of companies
offer services, and only 23% develop digital prod-
ucts of their own.

However, this distinction in the technology world
is rather conditional given the “product as a ser-
vice” phenomenon, such as Software as a Service,
Platform as a Service, etc. For the purpose of the
survey, this is considered as a service based on
intellectual property or in-house development.

In the sector of traditional services that benefit from
digital technologies are almost 30% of the surveyed
companies and most often their activities fall within
the field of marketing, consultancy and retail. Com-
panies engaged in the provision of innovative and
digital services in the areas of law, accounting and
insurance are the rarest.

Digital services in their narrow sense, targeting
primarily the IT sector, are offered by 41% of com-
panies, whose main business is the development
of custom software or outsourcing. Among the
preferred activities are API development and anal-
ysis of large volumes of data. Only in limited cases
digital start-ups and small companies are involved
in the hosting business.

70% of companies are in the service
sector



Almost 60% of the companies developing their own
product or technology are in the field of applica-
tions or software. 54% develop their own platforms.
Products targeting data security and data protec-
tion are the least common, and only 8% amongst
the surveyed develop such tools.

23.1%

15.6%

B 41.7% Service based on proprietary
methodology, intellectual property or R&D

B 28.2% A tradition service significantly
enhanced by digital processes

B 23.1% A fully proprietary technology and product
I8l 15.6% Other

Core business

By pointing out the technologies in which Bulgarian
companies specialise, we can conclude in which
areas there is enough accumulated knowledge to
enable new small companies to emerge. More than
half of the companies specialise in more than one
of the listed technologies. The most significant
experience is in the area of API, cloud technologies,
and connected devices and automation, as well

as information-processing fields such as machine
learning, artificial intelligence and big data analysis.
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Companies areas of specialization

The biggest share of Bulgarian digital companies
work for business customers. Largely preferred
customers are small and medium-sized enterprises,
while big corporations constitute another target
group. There is less interest in the end user as a
customer, and only 20% of companies offer ser-
vices or products to the public sector and institu-
tions. In two-thirds of the cases, digital companies
are targeting one group of clients.

DO WE INNOVATE, COPY OR LIVE THE OUT-
SOURCING DREAM

There is a widespread perception that Bulgaria
produces software upon demand of large IT compa-
nies. However, the software business in Bulgaria is
becoming more mature, and even foreign investors
have started to take advantage of the local talent,
grow their R&D units and transfer know-how across
the country, which seems to have an impact on the
entire sector.
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38% think they are developing an
innovation on the global market

30.1% 38%

Meanwhile 13%
have registered
patents

0.9%

14.8%
38% Globally
30.1% Not an innovation
14.8 % Balkans, CEE
13.4 % Bulgaria

2.8% In Europe
0.9% Other

Product / service innovation
(Based on selfassesment)

More than two-thirds of InnovationShip companies
define their product as innovation and about 38% of
them think that they offer innovations on the global
marketplace. However, registered patents account
for only 13% of the companies.

The companies indicating that their product or
service is innovative only on the Bulgarian or the
regional market (the Balkans and Central and East-
ern Europe) represent 28% of the surveyed. In other
words, companies that have adapted existing ser-
vices, products or models to specific markets are
less than those who think they develop innovations.

13% of companies have a registered
patent

The most common innovations are in ser-
vices(63%), followed by products (55%) and busi-
ness models or processes (31%). In 65% of the
cases, companies introduce more than one innova-
tion. The impression is that only 6% of participating
companies are involved in industrial or manufactur-
ing innovations.

10

Only 6% are developing industrial
innovation, which is either a signal
for a niche which is yet to be filled
or is indicats lack of expertise in the
ecosystem



mm FINANCE

In the context of the forthcoming structuring of
new funds for investment in early-stage businesses
from the Fund of Funds in 2018, it is important to
examine the financial stability and history of digital
companies that have been traditionally the most
attractive for investment.

STABILISING THE BUBBLE

Significant revenue stabilisation of micro and small
digital businesses is observed in comparison to the
previous year.

In 2017, only 9% of companies indi-
cate that they still did not generate
revenue as opposed to 23% last year

This change may be due to both the expansion of
the survey scope (from start-ups to micro and small
digital companies) and the fact that most of the
businesses in the sector do not identify themselves
with the concept of a start-up. Company stabilisa-
tion or the termination of activities by some of the
unprofitable businesses constitute other potential
factors.

A quarter of the respondents indicate that they
have an annual revenue of up to 25,000 EUR, with
the largest share of businesses declaring revenues
between 26,000 EUR and 150,000 EUR. 10% of com-
panies report millions of revenue, with an annual
turnover of 1 to 5 million EUR.
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A positive fact is that companies not only generate
revenue but also show good profitability. Over two-
thirds of respondents also registered profits in the
past year.

The high added value of the sector ensures a rapid
return of capital, with 30% of respondents reaching
zero (or break-even) in less than a year. For one fifth
of the companies it has taken between two and
three years to reach break-even.

Companies have positive expectations for the com-
ing year. Almost 90% of all respondents say they
expect revenue growth for next year, and above 40%
predicted it would be between 10% and 50%. Only
10% do not expect any growth whatsoever. A quar-
ter of the surveyed have ambitious expectations for
revenue growth between 100 and 200%.

WE DO NOT START A BUSINESS (ONLY) BE-
CAUSE OF THE FUNDS

% 0.9%
3'2%2.3/0090

3.7%
6%

7%

61%

17.1%

22.2%

B 61% Founders own savings

B 39.8% None, it was pure enhusiasm
and 24/7 work

B 22.2% Private investors
17.1% Family and firends
7% Eleven/LAUNCHub
6% Venture funds
3.7% We're still seeking
3.2% Bank loans
2.3% EU programmes (excl. Jeremie)
2.3% State support
0.9% (Croudfunding)

Sources of starting capital

il



The setup of digital companies has boomed since
2012. This could be misinterpreted as a direct con-
sequence of the establishment of the two invest-
ment funds, Eleven and LAUNCHub (created with re-
sources from the European Commission’s Jeremie
Fund) in this period. Over two-thirds of participating
companies were created in this period, reaching the
highest peak in 2015 and 2016 when both funds
had already invested a major part of their resources.

Both funds may be regarded as a catalyst for start-
ups, but the InnovationShip data refutes the wide-
spread myth that companies are created for the
sole purpose of getting funding. Only 7% of compa-
nies raised their initial funding from one of the two
funds, and 17% said they received funding at a later
stage. It is possible that the pre-accelerator pro-
gramme of Start It Smart, the Start-up Foundation
as well as the world pre-accelerator the Founder In-
stitute, which came to Bulgaria in 2015, have played
a catalysing role in this regard.

In fact, demand for a particular
product or service stands out as the
strongest motivation to create

a business

(65%), followed by a passion for the product (47%).
These two factors are very closely related and one
third of all participants have indicated both. Access
to capital is the underlying motivation for only 5%
of the businesses, which once again disproves the
theory that companies were established for the
purpose of getting financing.

However, the specific characteristics of start-up
companies (dynamic development, short life cy-
cle, etc.) should not be ignored, as these may have
caused distortions in the data. Between 2012 and
2016 the two funds financed around 170 compa-
nies, and one third of them had already ceased their
activities last year. In other words, it is possible that
many of the funded companies did not participate
in the survey as they are no longer active which
reflects the global trend of a 75% failure rate among
venture capital companies.
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OUR CAPITAL IS PRIVATE

9.1%

9.1%

49.1%

23.6%
Large amounts
of private
investments

seem to go
unnoticed

23%

18.2%

49.1% Bulgarian private investors
32.7% International private investors
23% International investment funds
23.6% Eleven/Launchhub

18.2% Bulgarian investment funds

9.1% Public investors
(government backed funds)

9.1% Other

Source of external capital



An interesting fact is that only a quarter of compa-
nies say they have attracted foreign capital to de-
velop their business. Micro-enterprises (with up to
10 people) form the largest share and the amount
raised reaches up to 25,000 EUR. 30% of companies
have raised between 51,000 and 500,000 EUR, and
13 companies have benefited from millions worth of
investment.

7.5%

40.9%

B 66.7% Team expansion
B 64.6% Marketing
B 53.8% New markets
W 46.2% R&D
40.9% Operational costs
7.5% Other

Activities which the companies need external
capital for

The overall impression is that half of the companies
have received at least part of their financing from
private Bulgarian investors and 32% have secured
deals with international investors. The funds also
have a role to play in the development of these
companies: both the two national early stage funds
Eleven and LAUNCHub, as well as international
funds. The role of other local investment funds is
slightly weaker.

Data reveals that the sources of business financing
are usually more than one at a time in 46% of the
cases.

Less than half of the companies (43%) plan to raise
external capital over the next 12 months. In com-
parison, 80% were planning to raise funds in 2016.
The funds raised are very rarely intended to cover
only one need (merely 14%), with the expansion of
the team (67%), marketing (65%) and access to new
markets (54%) being the most urgent. It seems that
companies will still need a financial boost to grow
further. The positive news is that businesses which
are already working and robust seek funding.

Almost 40% of companies that would
be looking to raise capital are in a
phase where they already have a
product on the market as well as ini-
tial revenues, 31% are already in the
phase of establishing their product
and undergoing a process of a large
expansion

In other words, more than 70% of companies are
looking for growth capital.

About 10% have been targeting amounts of less
than 100,000 EUR. One third of respondents are
looking to raise between 100,000 and 300,000 EUR,
15% targeting between 500,000 and 750,000 EUR.
17 companies will aim to attract investments be-
tween 1 and 3 million EUR.
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= INTERNATIONALIZATION

BULGARIA IS NOT AN ATTRACTIVE MARKET

Bulgarian digital companies are very export-orient-
ed. While businesses in the country show an export
potential of merely 21%, the digital sector offers

a different picture. Only 22% of digital companies
indicated Bulgaria as their sole market at the time
of the survey, and nearly two-thirds of them planned
further expansion in the following year. The trend is
similar to the one examined in the software devel-
opment sector, where 70% of revenues come from
abroad. On a similarly positive note, in 2017 only
one third of surveyed companies did not generate
revenue from exports, compared to 43% in 2016.
Out of those exporting, 52% responded that exports
form the basis of their revenue. What is more, near-
ly 75% of all respondents indicated that they plan
to expand their international business operations in
the following year.

%

Currently, 42% of digital companies in Bulgaria
operate within the European market, about 20% on
the American market, and 12% operate solely on a
regional level - within Central and Eastern Europe
and the Balkans. One out of ten Bulgarian digital
companies work for Asian markets.

This trend of targeted markets will be preserved in
the following year, with those companies that work
mainly in Europe planning to continue developing
their markets in different countries on the Old Con-
tinent, and 22% of them aiming to expand to North
America. 40% of respondents plan to expand to
more than one market in 2018.

The interest for

45 Asia markets
seems to grow
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There is some correlation between the activity of
companies and their export orientation. For exam-
ple, the companies which do not generate revenue
from exports are usually engaged in e-commerce
and digital marketing, where the latter includes both
the creative and technical aspects. On the other
hand, companies which indicated that the main

part of their turnover (76-100%) comes from foreign
markets, specialize in areas such as SaaS, devel-
oper tools (devtools), software development and
development of activities related to data processing
and visualisation as well as gaming.

The domestic market is characterised
by activities in the areas of digital
marketing and e-commerce, the ex-
ternal by SaaS, devtools, software de-
velopment, data analysis and gaming

It is also worth noting that companies which have
a product of their own are more export-oriented
(52% of the surveyed), while those offering a more
conventional service based on digital technology
work primarily for the domestic market (two thirds
generate their main revenue in Bulgaria).

36.6%
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33.2%
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Among the interesting findings of the study are also
the prerequisites for a company to expand to for-
eign markets. One’s personal contacts remain the
most important factor (72%), followed by participa-
tion in various business networks (56%). Attending
international conferences and networking events
are also major contributing factors to the expansion
to foreign markets. Surprisingly, however, only 24%
of the surveyed companies believe that their inves-
tor contacts helped them enter the new market.
Moreover, less than 20% of companies recognise
marketing as an important factor. Finally, only about
5% of companies indicate that government initia-
tives have a role in the internationalisation of their
business.

AN INCONVENIENT TOPIC

Despite the positive observations that Bulgarian
companies generate revenue from foreign markets,
an often ignored fact is that most innovative com-
panies show no interest in the domestic market or
regard it as a test environment. This means that
such companies export their technology abroad,
and Bulgarian businesses and consumers do not
benefit from it.

Thus, apart from the nominal income and the
contribution to the GDP, the rapidly growing digital
companies in Bulgaria fail to catalyse innovation in
other sectors, which would give real added value to
the national economy.
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== HUMAN CAPITAL

PREDOMINANTLY MALE MANAGEMENT

Companies are most often created by two or three
founders - a total of almost 52% of surveyed com-
panies. Those founded by a single person con-
stitute 21%. In very rare cases, companies were
founded by five or six people, who also continued to
be the core team for a long time after the creation
of the company.

Almost half of the surveyed entrepreneurs admitted
that this is not the first company they have created.
More than a third still have shares in a previous
company, and in 31% of the cases their previous
projects did not survive. It is also interesting to note
that only one tenth of their previous companies
were successfully sold.

Founders are still predominantly male and Bulgari-
an. Companies with a female-only team of founders
constitute barely 2%, while those with foreigners in
the core team represent 20%.

Only 2% of the companies were

founded by women
We decided to ask the founders about the reasons
to start their business specifically in Bulgaria. In
general, (70% of the cases) founders have personal
reasons. The other most cited reasons for doing so
were the lower taxes and access to talent.
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Share of women employed in digital companies

Engineers and business profession-
als are the most needed while uni-
versities are a poorly used channel to
find them.
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BRAIN GAIN & YOUNG ENTHUSIASM

As for the teams of such companies, in 70% of the
cases they are micro teams, and half of them have
only up to 5 people. In nearly half of the companies,
the average age of the employees is between 25
and 30, while in 30% of the cases the employees are
between 31 and 35-years old.

Women are still underrepresented in this ecosys-
tem. In 2016, female team members were more
than male ones in 21% of the cases, while this year
this percentage is even lower at 17%. Moreover, a
bit more than one-fifth of the surveyed companies
did not have female employees at all. In one third of
the cases, women are a minority (1-25%), while in
another 27% of the firms women form between 26-
50% of their teams.

31% of the companies have employed
foreign nationals, a signal that the in-
dustry is looking for new sources of
talent. Thus, we are experiencing a
brain gain. More than half of these
companies are micro-enterprises

70% of respondents indicated that they benefit

from freelancers, in addition to their internal human
resources. The use of freelance services allows for
much more flexible activities within the companies.

Another interesting observation is that 30% of
companies stated that they do not face difficulties
in finding employees. Engineers are the most diffi-
cult to find (34%), followed by business developers
(28%). While experts in marketing (24%) and sales
(24%) are also in demand, there is an improvement
since 2016, when 48% and 53% of companies re-
spectively register that there is a shortage of talent.

Personal contacts are the most utilised channel
for attracting personnel (with references in 59%

of the cases and recommendations from friends

in 53% of the responses). Hiring via universities is
barely developed, which was observed in 22% of
the cases, compared to 36% from last year. For this
type of companies, recruitment agencies are not a
preferred channel for hiring employees either.

In the upcoming year, 70% of surveyed companies
plan to increase their staff, but for a third of them

the workload and available funding will be crucial

factors in this decision-making process.



=2 CHALLENGES & SOLUTIONS

INFORMATION ECLIPSE

An interesting fact is that 26% of respondents did
not foresee any obstacles to their business develop-
ment. The rest, however, disagree and 32% of them
indicate that the main obstacle to their business
development is human capital. The second most
cited reasons are the lack of both funding (24% of
the cases) and institutional support. The latter is a
symptom of a lack of awareness and knowledge of
the institutions about the different opportunities in
the ecosystem.

Companies also believe that Bulgaria lacks invest-
ment expertise and appropriate channels to find
the right contacts. The data also showed that micro
businesses experience more difficulties than others
in almost all areas, mainly in regard to recruitment
and funding. Their lack of capacity to deal with the
country’s administration is another factor to take
into account.

23.6%

24.1% -

22.2%

18.5%

17.6%

7.9%

B 31.5% Talent shortage/
talent loss due to exhausted labour market

B 24.1% Lack of funding

B 23.6% Lacking state/institutional support
22.2% Lack of investors expertise
18.5% Lack of contacts
17.6% Administration

7.9% Other

Main challenges for the further
development of the companies

In every area microbusinesses
experience the biggest difficulties

HOW WE CAN HELP EACH OTHER...

As the data has shown, so far the state and its
institutions contribute the least to the development
of the digital ecosystem. Business founders believe
there are several specific institutional measures
that can change the current state of affairs.

Expanding and improving electronic services is the
most urgent measure, which would ease the admin-
istrative burden for companies. The second most
important step is the promotion of investments for
business angels through preferential taxation. 35%
of the participants also agree that a specific legal
framework to regulate digital start-ups should also
be a priority.

30% also support the introduction of lower taxes
and insurance for the first 3 to 6 months since the
creation of digital start-ups. Almost 30% of respon-
dents believe that it is of critical importance for uni-
versities to promote entrepreneurship courses and
hackathons based on real-life scenarios and issues.
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WHAT'S NEXT

InnovationShip 2017 has enabled us to answer a
number of questions and trace different trends in
the digital business ecosystem in Bulgaria. At the
same time, we have identified certain areas which
need additional in-depth analysis. Here are some of
the questions that require further investigation:

B Why is it that so many businesses started pre-
cisely between 2015 and 2016?

B How come only 6% of companies develop digital
innovation for the industry and production and is
there untapped potential?

M Is it true that Bulgaria is a good test market?

B Is there a link between the failures of companies
and their decision to first test their activities on the
local market?

B What would encourage Bulgarian digital com-
panies to recognise Bulgarian businesses as a
customer in order to keep the added value of their
innovations in the country?

B What is the role of digital marketing in expand-
ing to international markets?

B Why do companies indicate a lack of funding as
an obstacle to their development, while at the same
time data shows that 75% have managed to devel-
op without external funding?

B What are the sources for growth capital and do
they play only a financial role?

B What concrete measures can be taken to im-
prove electronic public services?

B How to stimulate the process of talent transfer
between universities and businesses?

EDIT will continue to explore the digital business
environment and the opportunities to improve it

over the next year, aiming to find data-driven an-
swers to these questions.

18



INNOVATION SHIP | o .
BULGARIA | Dlgital

PREPARED BY:

L]
NIT cvcocres MOVE R semmmen D
UI l Innovation & Technology . = —

IN PARTNERSHIP WITH:

startit o STARTUP A
smart FACTORY ) work:'; -
é LAUNCHUB @
IVENTURES
FOUNDER
INSTITUTE
A\ ABLE ovATOR
6 Trakia
TECH

betahaus | sofia

Goam DEVRG

Zara{i}lab IGCT Cluster BIZLABS

BULGARIA ] | | ||

Start
[CITY.AI] -©NDeavoR SRIND

18



10210070 100100164608016 0104 0190001
010101010101010100 1 g8 1 09710
5101001001010"

Digital

- n . Economic Developmentvia —— IUNE BQN ™= S W 4 Uxcmumym 3a ukonomuuecka nonumuka
u I Innovation & Technology ] " B
€conomic Policy institute




