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Abstract

The start-up failure topic is popular both in practitioner-oriented and academic literature,
the scope of the previous research on evaluation and categorization of the failure reasons
by focusing on a big sample of start-up failures. In contrast to previous research, this
research used a small sample of 17 failed start-ups data. The small sample is utilized to
understand the events that cause the failures and the different circumstances behind the
failure. This study is conducted to provide a closer look at the failures to gain and provide
insights to reveal the paths that led to failure.

The study used a qualitative research method and collected secondary data to analyze
seventeen early-stage start-ups’ failure stories, the early-stage start-ups' criteria set as
receiving funding until the series C funding stage. The subject start-ups come from five
different countries: India, Chile, France, the United Kingdom, and the United States, and
operating in different industries. The failure stories and the funding pieces of information
are collected from various resources and analyzed using qualitative analysis research using
Balanced Scorecard to investigate the failure reasons.

The research revealed that most start-ups require assistance with internal processes, such as
ineffective management and the desire to grow rapidly. The second most prevalent
challenge identified was related to understanding and effectively communicating with the
customers. The findings demonstrate that start-ups require support in building a customer
base and establishing meaningful dialogues with their customers. Financial problems
emerge as another critical issue that start-ups struggle with. The management of the
financial resources, experiencing high burn rates due to the competition, and problems with
establishing sustainable revenue models are the most common problem experienced by
start-ups. Last but not least, the learning and growth area is one of the critical points that
start-ups need help with creating an innovative company culture and adapting to changing
trends in the market.

The research investigated individual studies to enlighten the path of failure for the
seventeen start-ups. The results of the start-up failure are important to state the potential
dangers and pitfalls in front of the entrepreneurs. The lessons that can be learned from the
outcome of this search would be helpful for future serial entrepreneurs to enhance their
customer base.
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1 Introduction

Failure is the one subject that generally stays under the shadow of success. The world is
turning around the story of success; therefore, success stories are taking the lead. However,
we have many things to learn from failure, yet the wisdom from failure stays unpopular. As
a business management student who admires success stories, | wanted to look at the dark
side of the moon for the thesis study. As a part of my degree program in Entrepreneurship, |
decided to investigate failed start-ups and provide insight to future entrepreneurs to give
them lessons from failure. A wise man once said, why should I fail by myself if | can already
learn from others’ failures? This thesis aims to provide lessons from failure and enlighten

the potential danger zones for start-ups.

The main starting point to research was “Why do start-ups fail?” then, the question is
narrowed down to increase the focus on the reasons for failure and provide a robust
conclusion. In the thesis, one main research question is investigated and answered. The
question is, which primary factors play an essential role in the failure of early-stage start-
ups? The early stage is defined as the funding stages of the start-ups, and the start-ups reach
the funding stages until series C funding is accepted as early-stage start-ups. The research
question aims to see if the start-ups were facing similar obstacles and struggling to overcome

them failed or not.

Research Question: “What are the common reasons for an early stage of

start-up failures?”



1.1 Background

According to Duchesneau and Gartner (1990), the failure of new start-ups is not caused by
a single factor, such as managerial, strategic, and industry-related problems. Yet, the writers
suggest combining those factors creates issues that cause failure. Duchesneau and Gartner
approached and investigated the failures from three different perspectives, focusing on the
founder’s characteristics, the preparation and planning process of the start-up operations,
and the start-up’s management decisions after establishment. This thesis emphasizes
Duchesneau and Gartner's attitude to investigating the failure reasons from different
perspectives and searching the failure reasons as a mixture of different perspectives.

Although start-ups and establishing an enterprise are popular topics, start-ups' survival rates
need to look positive. According to Bureau of Labor Statistics data which cover the period
of 1994 -2021, in the US, 20% of start-ups ended up closure after a year of establishment,
50% in 5 years, and in 10-year time 65% of the start-ups ended up with failure (Bryant,
2020). While failure in start-ups is very likely, the grounds behind the closures make a
critical case for understanding the problems that lead to failure. Much research is conducted
to analyze the failed start-up data and provide insights.

The research conducted by Bednar and Tariskova (2017) examined 51 start-ups to
understand the underlying reason for the failure. The data they used consist of 9 different
countries’ start-ups; however, 68% of it, the majority, is the United States-based ones. The
average life span of subjected start-ups was 28 months, and the median was 24 months. They
gathered the reasons for the failures under the five titles. The first one is the absence of
funding by 34%, which became an obstacle in front of the success. This is followed by a
lack of interest and/or no market need by 28% which shows that the customer does not
welcome the offered solution. Therefore, market penetration could not be achieved. The
absence of investors and cost-related problems shared 16%, which shows that the subjected
start-ups failed to attract the investors' interest and could not scale their costs. The last reason
the researchers found out was a people-related problem, either caused by the wrong team
build or incompetent leadership. In another research, Triebel et al. (2018) state that failure
does not usually come solely from one category; instead, it is often a result of the
combination of different problems. The researchers divide the causes of the failure into two

main categories, internal and external reasons. The internal reasons also consist of the



disagreement between the team members are summarized under the three subtitles, which
are; individual reasons that differentiate the range of non-aligned anticipated of the strategy
and/or plan for the company, and “problem genius,” where the person thinks he/she is the
genius in the room. Secondly, not understanding marketing needs come where the founder
or founders do not successfully analyze the market's need and evaluate it wrong and develop
a solution for not demanded. Lastly, an ineffective or fruitless marketing strategy where
marketing activities are unable to provide the benefit of the product or the service to the

potential customers.

Triebel et al. (2018) also define the failure caused by external factors in three categories,
lack of capital, the company's struggle to attract investment funds, incorrect time for the
product in situations where the products and services are delivered before the suitable
atmosphere is created and lastly lost in competition, where companies overhaul by the other

players in the market.

Besides the research on the reasons for failure and understanding the path that led to it, some
researchers decided to create parameters to understand the survivability of the start-ups.
Krishna, Agrawal, and Choudhary (2016) benefited from machine learning and used
different models to draw a prediction to guess the failure or success of a firm. They selected
twelve key elements to train their models. “Start Date,” “Seed funding,” “Total rounds of
funding,” “Time spent in seed funding,” “Severity Score,” “Weighted Average,” “Series
funding,” “Valuation,” “Defunct date,” “Active months,” “Market value” and lastly “Burn
rate” are the key elements they consider for their research. After selecting elements, they
used 30 models, which included “Bayesian Network,” “Simple Logistics,” and “Random
Forest” to produce accurate output. For all the elements, they used 5 points scale and divided
their critical features as positive and negative elements and asses points to create an average
for the values. Then the researchers collected data from Crunchbase and trained their models
to predict the destiny of a firm. A significant and eye-catching example they used was
Spotify. Overall Spotify got 4.5 out of 5 from the prediction model. This severity score is
affected by the company’s manageable burn rate, potential market, and reachable user
numbers, played an important role. And the model predicted that Spotify would be a

profitable company with an 88.9% chance.

Although the reasons for the failure of the start-ups’ differ, the lack of accessing funds and

difficulties in finding investors (Bednar and TariSkova, 2017), absence of monetary



resources for implementing the ideas (Triebel et al., 2018), and unsustainable burn rates
(Krishna, Agrawal and Choudhary, 2016) directly played one of the critical roles. Therefore,

the start-up funding subject remains an important reason for the failure.

*Brief introduction about the general perspective of start-up failures and
the motivation of the research

Introduction

LI te rat ure sliterature review of the existing start-up failures, pointing out the
. critical points for the failures in the literature
Overview i

Re S€arc h *|ntroducing the research methodology and design, informing about the

Methodology

process of the data collection and analysis

Fl n d | n gS *|nsights and findings from the performed research on the sample data,

revealing the common reasons behind the failures

. . s|nvestigation of the findings and the outputs' contribution to the
D Iscussions literature. Comparison of the results with the conclusions of the
previous research to observe the alignment

sFinal thoughts on the findings, underlining the potential managerial
implications of the results and addressing the future research points

Conclusions

Figure 1. Structure of the Research



2 Literature Overview

For the literature overview, Scopus is used. The keywords “start-up” and “failure” were the
search words, and to be kept up to date and benefit from the recent articles, the publishing
period is filtered for the years between 2012 and 2023. In addition to that, the subject
categories are filtered for “Business, Management and Accounting” to increase the relevance
to the field of business and management. Furthermore, the document type of articles is
selected, and 59 of the articles are shown as the search result. After scanning through the
articles and evaluating their relevance to the research question, twenty of them are

considered aligned with the research topic and selected for literature overview.

Start-ups have seen innovative enterprises that lead to rapid changes in industries and help
economic growth. Although start-ups bring valuable benefits to the stage, most of the start-
ups are not end up with success stories. The research shows that 50% of start-ups face closure
in five years (Bryant, 2020). The effect of start-up failures is not limited to the entrepreneurs
and the funders; it also concerns the other investors, economic activities, and the social and
innovative atmosphere in society. Because although start-ups have limited resources, unlike
established firms, start-ups have the freedom to create innovative solutions and products
with the quickness (Levesque, Zhao, and Bian, 2016) without the burden of bureaucracy.
Therefore, it is significant to keep the entrepreneurship atmosphere alive and learn lessons
from the failed start-ups and encourage people to try again. Because understanding the
failure in society affects the desire of entrepreneurs to understand themselves, the courage
to take a step toward another entrepreneurship creation, and moreover sureness of their
ability to achieve success (Askim-Lovseth and Feinberg, 2012).

2.1 Reasons of Failure in Start-ups

The failure of start-ups can be caused by many reasons, such as the overconfidence of the
founders (Straker et al., 2021; Joseph, Aboobaker and K.A., 2021), problems accessing the
funds and securing investments (Hornuf and Schmitt, 2017;Zabolotnikova et al., 2020;
Zunino, Dushnitsky and van Praag, 2021), financing problems that caused by unbalanced

financial management (Laitinen, 2016), draining resources while competing (Levesque,



Zhao and Bian, 2016) and even losing the idea before registering ownership (Nordin and
Md. Sum, 2020).

The entrepreneurship activity can be born from the necessity (Devece, Peris-Ortiz, and
Rueda-Armengot, 2016) or desire to implement the idea in real life. This creation process
requires the entrepreneur to have an open-minded, innovation-focused dynamic mentality to
seek entrepreneurial opportunities (Yoon and Sung, 2019). The overconfidence may lead to
the absence of criticism heard by the entrepreneur (Straker et al., 2021); however, the
fortunate entrepreneurs' characteristics contrast with that; they seek advice and calculate
their risk, and plan accordingly (Joseph, Aboobaker and K.A., 2021).

Although the risks are calculated and feedback calculated, entrepreneurs still face other
challenges. The lack of credibility blocks the road to accessing funds from traditional
channels (Paschen, 2017). Government funds, angel investors, venture capital funding
(Zabolotnikova et al., 2020), and crowdfunding (Nordin and Md. Sum, 2020; Mollick, 2014)
turn into substitute funding methods for entrepreneurs. Furthermore, start-ups that are funded
by crowdfunding have higher chances of failure (Hornuf and Schmitt, 2017). And for all
start-ups are still in the danger zone until they keep maintain a sustainable debt ratio (Fuertes-
Callén, Cuellar-Fernandez and Serrano-Cinca, 2020), and some expenses can be scaled by
networking and establishing partnerships with other actors and choosing minimal cost
options for the tools that can be used in the business (Bertels, 2019).

The financial difficulty can be caused by fierce competition against the bigger industry
players (Levesque, Zhao, and Bian, 2016), rapid growth without building a sustainable base
for the business (Joseph, Aboobaker and K.A., 2021), and high burn rates triggered by great
fixed costs that damage the balance sheet of the company (Laitinen, 2016). Moreover, start-
ups can be badly affected by the poor execution of a good business plan (Mancha, Gordon,
and Stoddard, 2019).

The founders’ background is likewise a major factor in the success of the start-up. Research
performed by Oe and Mitsuhashi (2013) surveyed 159 Japanese start-ups that demonstrated
that the background of the founders, such as education, business experience, and networking,
assisted them in achieving the equilibrium point faster. In addition to that, the founder team,
which consists of people from different background and skillset, provide more broad ideas

for development and innovation as well as the synergy of creativity (Kopera et al., 2018).



Furthermore, entrepreneurs that switch industries are more likely to be more innovative and

bring expertise from different expertise backgrounds (Dokko and Wu, 2013).

By the nature of entrepreneurship, although all qualifications and skills, failure is part of the
process for many entrepreneurs. Entrepreneurs can find themselves in a difficult spot.
Saylors et al. (2021) researched 34 entrepreneurs’ situations after unsuccessful business
establishments. The entrepreneurs gained valuable lessons from the failure and evaluated
their steps. Besides wisdom coming from the failure and recreation of their entrepreneurial
vision, the failure became an emotional burden. The entrepreneurs experienced frustration
and dissatisfaction; however, working on their failures helped them to overcome
disappointment. Emotional acceptance differs after failure. Entrepreneurs who have a
negative perspective tend to see the failure reasons as related to themselves; in contrast, the
more positive people look for the reason outside as an external factor (Askim-Lovseth and
Feinberg, 2012). Moreover, the understanding and approach to failure have an important
effect on the emotion, and if the failure can be seen as a valuable lesson, the chances of
continuing entrepreneurial activities are higher (Askim-Lovseth and Feinberg, 2012). The
toughness and power to overcome the struggles after failure and the attitude towards failure
can lead to achievements if approached open-mindedly and with an opportunity for learning
(Alonso and Astrid, 2020). On the other hand, these past failures and unsuccessful attempts
perception differ in the investors’ eyes. The investors evaluate the failure in favor if it is not
caused by the absence of vision and skills, appreciate the learnings that come from the failure
and are eager to invest in those entrepreneurs who use their failures to become wiser (Zunino,

Dushnitsky and van Praag, 2021)

2.2 Start-up Fundings

By the nature of business, starting the operations require funding. At this point, the
entrepreneurs seek opportunities to reach reasonable investment to implement their ideas to
create real-life solutions. However, accessing funds is usually not as easy as expected, and
many entrepreneurs struggle to lack funds. There are several funding sources available for
the entrepreneurs, such as crowdfunding, bank loans, family and friends’ loan/investment,

venture capital funding, and angel investors and the survivors after securing funds either



acquired by a bigger company or become a publicly listed company (Janaji, Ismail and
Ibrahim, 2021). However, to access the funds from investors, there is a need for agreement
between the entrepreneurs and investors on exit strategies and risk perception; thus, both
parties need to align to their expectancy of the investment relationship (Polzin, Sanders and
Stavl6t, 2018).

2.2.1 Crowd Funding for Start-ups

Crowdfunding events and platforms are becoming popular among entrepreneurs to find
investors. Entrepreneurs face problems in obtaining conventional funding methods such as
credit loans, angel investors, and venture capital investment due to a lack of credibility in
the early phases of the start-up (Paschen, 2017). By organizing crowdfunding, entrepreneurs
can receive criticism, introduce their products into the market, and moreover raise the capital
that they are seeking (Lui, Zhu, and Liu, 2022).

Paschen (2017) suggests that crowdfunding can be useful for start-ups without being limited
to any phase of the start-up cycle. However, the writer adds that successful fundraising via
crowdfunding demands an effective connection with the investors. Furthermore, Paschen
states that entrepreneurs carefully assess their needs and choose wisely the most suitable
start-up funding methods for them. The founders can prefer the crowdfunding donation
method, where the investors do not accept any financial return but with the expectation of a
reward; lending crowdfunding, where investors seek the repayment of their funds; and lastly,
equity crowdfunding, where the investors demand shares from the company. The writer
advises that donation crowdfunding is more suitable for the early phase start-ups since the
resources are limited and the success rate is unknown. On the other hand, during the active
operation phase, the lending crowdfunding method is more suitable for understanding the
worth of the company and collecting feedback from the market. In the growth phase, the
equity funding is reasonable since the company has reached a level of maturity, and for
further growth, the “power” needs to shift. Thus, crowdfunding is a precious method to test

the market, collect feedback and raise funds.

The benefits of crowdfunding for both investors and founders led to the creation of online
platforms to make crowdfunding events more accessible. The platforms such as Kickstarter,

GoFundMe, Crowdcube, etc., became a savior for investors that are not successfully secured



funds from traditional investors. However, this brings another challenge to the table; there
have been many start-ups competing to raise funds online, and the visibility of their
campaigns affects their collected funds. Ren, Raghupathi, and Raghupathi (2020) conducted
research on online crowdfunding and investigated if the public’s interest can affect the raised
funds from crowdfunding. They considered the generated traffic to the start-up’s website,
and the time spent on the site correlates with the raised money. Therefore it suggests that the
popularity and familiarity of a start-up are important to receive more investment. Moreover,
the researchers also highlighted that compared to the early-step start-ups, mature start-ups
are a higher chance of receiving funding; although the crowdfunding participants were not
overcautious about investment, they still preferred to invest in the not early-step ones.

2.2.2 Venture Capital and Angel Investor Funding for Start-ups

Venture Capital and Angel Investor funding is one of the funding methods the start-ups
seeking for to achieve and secure. In contrast to crowdfunding, Venture Capitals and Angel
Investors bring their industry knowledge, experience, and moreover their network to the
start-ups in addition to the funds. This guidance and networking help start-ups achieve their

goals.

Cavallo et al. (2019) conducted research on 256 Italian digital start-ups to observe the
Venture Capital and Angel Investor’s effect on the growth of the digital venture. The
research output demonstrated that Venture Capital financing helped the growth of the
company. However, the angel investment funds did not show any clear correlation with the
growth of the start-up. Although the correlation is unclear between angel investors and start-
up growth, the researchers underline that both Venture capital and Angel Investors provide

mentorship and guidance to entrepreneurs, which is valuable.

Similar research conducted by Davila, Foster, and Gupta (2003) focuses on Venture Capital
financing of start-ups and reveals similar outcomes. The researchers state that Venture
Capital financing is beneficial for the company to receive funds and guidance. However,
Venture Capital funds bring some threats to the table. Firstly, the stress of growing and
sharing control of the firm potentially leads to conflicts in the firm. Furthermore, the

expectations of the return on the investment put them in a difficult position to the start-ups,



and this may lead to a preference to focus on short-term yield over long-time focused growth

due to the pressure from the Venture capitalist firm.

Even though Venture Capital and Angel Investors provide funds, expertise, and network for
start-ups to evolve (Cavallo et al., 2019; Davila, Foster, and Gupta, 2003), the danger of
losing control of the ownership and dealing with the pressure from these external
stakeholders (Davila, Foster and Gupta, 2003) might be difficult for entrepreneurs to focus

on the company due to the potential conflicts and expectations.

The finance of the start-ups is crucial to their survivability. The founders can access the
funds through traditional methods such as bank loans, investing their money, and collecting
funds from friends and family. Founders also can raise funds from angel investors and
venture capitalists and benefit from their experience and mentorship. In addition to these
methods, crowdfunding is becoming popular amongst entrepreneurs and helps start-ups to
scale their businesses. Despite adequate financing and all the available funding
opportunities, failure may be inevitable for start-ups, and the founder faces the aftermath of
failure. Therefore, the consequences of failure are valuably immersing in understanding the

failure as a whole.

2.3 The Aftermath of Failure

Entrepreneurs and entrepreneurship ecosystems accept the chances of failure, which has
seemed to be a native part of starting a business. However, the aftermath of the failure is
mainly focused on the path of inconvenient events to the closure. It should be noted that the
entrepreneurs also publicly failed and need to meet the consequences. At that point, the

entrepreneurs need to be resilient.

Saylors et al. (2021) directed research on the 56 entrepreneurs that ended up with failure.
The researchers investigated two sides of the after failure: "The Identity Work™ and “The
Identity Idea”. The Identity Idea is related to the business idea and execution of the idea.
Entrepreneurs interpret the failure reason as their behavior, internally caused problems, and
mismanagement, is higher chances of quitting becoming an entrepreneur. In contrast,
entrepreneurs who perceive failure as caused externally by unluck are more likely to become

serial entrepreneurs.



Contrarily, “Identity Work™ can be defined as a self-evaluation of the entrepreneur. If the
entrepreneurs can still identify themselves as founders, they are eager to stay an
entrepreneur. Some entrepreneurs can also define their identity as wiser or influential and
remain in the entrepreneurship ecosystem as non-entrepreneurship roles such as mentors.
Lastly, the entrepreneurs who struggle and are overwhelmed with the pace are exiting to

entrepreneurial activities.

The perception of failure and interpretation of it as self-criticism affect the future career path
of entrepreneurs. It would be helpful for both the entrepreneurs and the entrepreneurial
ecosystem to teach resilience and obviate the aftermath (Ayala and Manzano, 2014).
Equipping future entrepreneurs with resilience and accepting failure as a phase of business

as society may promise a better social ground for future entrepreneurs.

Moreover, the failure cannot need to be directly related to entrepreneurs. Zunino,
Dushnitsky, and van Praag's (2021) research focus on the investors’ approach to
entrepreneurs after failure. The researchers divided the failure causes into three categories,
the failures caused by the incapability of skills and tools and the causes related to
unpredictable events and misfortune, and sometimes it is a mixture of both of these reasons.

In case of an entrepreneur cannot scale the business, like, in the example of the Quiz Up

cause is related to incalculable events or regulations, such as Corona Virus, this can be seen
as bad luck. The researchers also stated that investors are likelier to invest in entrepreneurs
that fail due to misfortune since they believe they learned from their mistakes. Contrary, the

investors are potential to justify a lack of skills.

It is worth acknowledging the genre of postmortems as important reflective artifacts
emphasizing the aftermath of failure. The postmortem of the failed start-ups provides
precious understanding and lessons of the failure reasons. Although the importance of the
postmortems, the topic captures limited attention in academia and is studied by few
academians (Ucbasaran et al., 2012; Ayala and Manzano, 2014; Zunino, Dushnitsky, and
van Praag, 2014).



3 Research Methodology

The start-up failures are investigated by focusing on the founders’ strategic decisions
(Joseph, Aboobaker and K.A., 2021), considering the burn rates and management skills
(Krishna, Agrawal and Choudhary, 2016), failing to adapt to changing market conditions
(Devece, Peris-Ortiz and Rueda-Armengot, 2016) and financial mismanagement of the start-
ups (Laitinen, 2016). The previous research on start-up failures focused on a broad
perspective and included many samples to draw a more statistical conclusion. In contrast
with them, this thesis focuses on 17 start-up failures and investigates the stage of the early
days of start-ups and examines the failure reason with detail by benefiting secondary
resources of the failure stories. t. Thus, this research promises to provide a closer look into
failure and give insights into which areas and problems should inspect cautiously while
operating a start-up. In addition, using a sample that includes different countries’ start-ups
that used to be working in various industries can deliver outcomes that become a guide for

a broader audience.

3.1 Research Design

In investigating the start-up failure in this thesis, the “Qualitative Data Analysis” research
method is adopted. By the nature of the existing sample, qualitative and quantitative data
need to be analyzed, and the causal relationship between them is to be revealed. The
qualitative data analysis is also a valuable method for examining business cases and is
influential in revealing insights that cannot be seen from statistical analysis (Seny Kan et al.,
2016). The research aims to show the failure reasons for each start-up by categorizing them
and examining the cases in detail to reveal the paths goes through failure. The results would
be beneficial to future entrepreneurs to plan their strategies ahead and avoid the possible

routes to failure.

For the coding of the failure stories, Liamputtong’s (2009) basic questions table (which is a

collection of Flick’s “An Introduction to Qualitative Research” (2006) guidance questions).



By benefiting from the table’s questions, it is aimed to reveal the essential actors, places,

events, and motivations behind the stories.

Questions What to look for?

What? What is the concern here? Which course of
events is mentioned?

Who? Who are the people involved? What roles do
they have? How do they interact?

How? Which aspects of the event are mentioned (or

When? How long? Where?

Why?

What for?

By which?

omitted)?

Referring to time, course and location: When
does it happen? How long does it take?
Where did the incident occur?

Which reasons are provided or can be
constructed?

What is the intention here? What is the
purpose?

Referring to means, tactics, and strategies
for achieving the aim: What is the main
tactic here? How are things accomplished?

Table 1. Coding Questions for the Failure Stories (Liamputtong, 2009)

The thesis’s main research question requires distinguishing between earl day start-ups and

mature-day start-ups. Therefore, it is needed to categorize the sample to follow the question.

Research Question: “What are the common reasons for an early stages of

start-up failures?”
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Figure 2. Start-Up Phases (Cano, 2020)

The start-up phases for the research are distinguished through the seed and early and later
venture stages to define the early stage start-ups. The late-day start-ups fall through the
growth and scale-up and exit phases. In addition, the start-ups exited with the under-

valuation of their value, defined as “failed” (Cano, 2020).

Furthermore, funding rounds are used to classify the start-up sample. Series C funding is
selected to draw the line for categorizing. The reason for choosing Series C for the
distinguishing is that the start-ups that are reaching Series C funding are expected to show
rapid growth and are considered less risky compared to previous funding stages (Cano,

2020).

Funding Stage Activity Funders

Crowd Funding e Fundraising Entrepreneurs, Individuals,
e Creation of prototype Family and Friends

Seed Capital e Creation of product | Entrepreneurs, Family and
e Fundraising Friends




e Business

Development

Series A Funding e Investigating the Angel Investors, Early
market Venture Capitals, Incubators,
e Revenue Generation
e Scaling the business
Series B Funding e Commercially viable Venture Capitals
product creation
e Improvement in

sales, marketing, and

operations
Series C Funding and e Developing a Venture Capitals, Hedge
Beyond customer base Funds, Investment Banks

e Expanding to new

products and markets

Table 2. Funding Stages of Start-ups. Summarized from Shimasaki (2009) and
Nordin and Md. Sum (2020)

After defining the definition of early-stage start-ups, the need to evaluate the reason failure
arises. The different reasons for failures need to be classed under titles for further
investigation of the individual cases. Norton and Kaplan’s (1992), Balanced Score Card is
selected to analyze the failed cases. This framework is a comprehensive business
performance measurement that provides valuable insights for managers and researchers to
make an evaluation and enlightened decisions due to its nature of giving internal, financial,
and external insights (Stewart and Carpenter-Hubin, 2001). The balanced scorecard
framework is beneficial for several reasons for this search. Firstly, the balanced scorecard
spotlights problems as financial and non-financial ones. Secondly, it emphasizes issues as
internal as innovation and learning & growth as externally stressed as external stakeholders

and customers.
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Figure 3. Balanced Score Card (Norton and Kaplan, 1992)

3.2 Data Collection

This research relies on the secondary data collected from Getautopsy.com (formerly known
as autopsy.io). Secondary data usage is beneficial for saving time and resources, in addition
to utilizing existing data, and can be used for explaining occurrences (Johnston, 2014).
Getautopsy.com is a website dedicated to gathering information on failed start-ups, learning
from the failures, and revolving them into success (Autopsy | Transforming failure into
success, 2023). The website mainly focuses on failed start-ups from pre-seed to series B
funding. However, Getautopsy.com also provides failure stories of mature start-ups.
Getautopsy.com’s provided data was also utilized in another research. Cantamessa et al.
(2018) used Getautopsy’s 133 start-ups data (formerly Autopsy.io) with the combination of
CB Insights 166 data of start-ups. This states that the validity of Autopsy.com’s data was
previously accepted and used; therefore, in this research, the provided information on
Autopsy.com is also considered reliable. This study also differs from Cantamessa et al.
(2018) research in two main points; firstly, the sample size of this research is kept limited

with seventeen start-ups data, and secondly, the scope of this research is focused on the



individual failure stories and followed their footsteps to gain insights while Cantamessa et
al. (2018) focused on the greater picture to identify the common failure reasons for the start-

ups.

Getautopsy.com claims to host 2000 failed start-up stories. However, the website’s “Start-
up Failures” is under construction as of this thesis research timeline. Due to this limitation,

Getautopsy.com can only provide a sample of 22 failed early-stage start-up stories.

The start-up stories are the collection of data from different resources. The name of the failed
start-ups, the founder names, the employee numbers, the location of the start-up, launch and
closure dates, and the start-up's industry are available to the public. Moreover, the funding
of the start-ups is mainly stated. The failure stories are attached as links through the medium
pages, newspaper articles, and journal articles. The stories include the founder’s medium
articles, interviews, articles from different sources, and secondary data-based articles. The
absence of funding rounds on the failed start-up pages is filled with Crunchbase’s
(Crunchbase, 2023) data.

Two of the available twenty-two companies are excluded as a consequence of the
unavailability of the funding amount and series, another two companies are also excluded
because they have survived and currently operating, and lastly, one company’s failure story
could not be found online to evaluate the reasons behind the failure. Moreover, the other
currencies used in the funding rounds (Euros and Pound) are converted to United States
dollars by considering the funding date’s exchange rate. The United States dollar is used as
the main currency for the analysis because most of the sample consists of United States-
based start-ups.

3.2.1 Early Stage Start-ups

The Early Stage start-ups sample consist of seventeen start-ups. The majority of these start-
ups are the United States based (11 out of 17). Three United Kingdom, one France, India
and Chile companies creating the rest of the 6 start-ups.
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The business models of the early-stage start-ups are differentiating. Three of the selected

start-ups operating in B2B focus, twelve of them in B2C, and two of them operating in both

B2C and B2B target. The operating industries vary; however, the internet-based platforms

are occupying the greater part. When we look at the employee numbers, the majority of

early-stage start-up employee numbers stays in between the 11-to-50 range by 8 start-ups.

1-to-10 employee numbers consist of 5 start-ups, 3 start-ups have the size of 51-to-100 and

only one start-up has an employee number of between 101-to-250.

Name Place Sector Business | Employee
Model Numbers
Software, Apps,
Allmyapps France Internet B2B B2C 11 10 50
. United Information
Amiloom States Technology B2C 1to 10
United Communities,
Backfence States Internet, News B2C 11to 50
Circa News United Mobile, News, Apps |B2C
States ' » APP 11to 50
. Food and Beverage,
Dazo India Mobile B2C 11 10 50
. United Food and Beverage,
Dinnr Kingdom Internet B2C 1to 10
. United Internet, Hospitality,
Homejoy States and Service Industry B2C 51 to 100




Kaitek Labs | Chile Sensor, B2B
Biotechnology 1t0 10
. Service Industry,
Kichit gt';'éid Food, and Beverage, |B2C
Internet 11 to 50
. Advertising,
Lookery lSJtr;ltgeSd Marketing, Social B2C
Network 11010
Poliana United Analytics, Politics, B2B
States Government 1t0 10
United I .
Shyp States Shipping, Logistics B2C 11 t0 50
United Consumer
Skully States Electronics, B2C 11 to 50
United
Sugru Kingdom DIY, E-Commerce B2C 101 to 250
Tutorspree United Education, Edtech B2B
States 51 to 100
. United Apps, Social Media,
Yik Yak States Social Networks B2C 11 to 50
United E-Commerce,
emoov Kingdom Internet, Real Estate B2B B2C 51 to 100
Table 3. The Early Stage Start-ups by Country, Business Model, Operating Sector and
Employee Numbers

The seventeen start-ups that are subject to analysis are focusing on the different business

solutions. The table 4 explains briefly the start-ups operations and aims to inform the readers

and give them a deeper insight.

Start-Ups

Business Models

Allmyapps

Allmyapps was founded to become the first app store in Windows (7) and
offer its customers a variety of apps to install on their computers.

Amiloom

Amiloom was a mix of social media and messaging apps that aims to
connect people face-to-face. The system used to use a device called
"Amiloom" which has allow people to create groups. Amiloom aimed to pass
the device from person to person and extend the group.

Backfence

Backfence was a hyper-local-focused website and news that encourage
people to discuss and write about the events in the geographically focused
area.




. Circa News was a news app that provide "atomic" (providing key points
Circa .
News fro_m the news) news to its readers and allowed them to follow the news
quickly.
Dazo Dazo was a food provider start-up that aimed to deliver food to customers on
its app.
Dinnr was a website that provide its customers with instructions and required
Dinnr ingredients for a specific meal and encourage them to cook their food
without shopping and searching for the recipe.
. Homejoy was an online platform that matchmaking house cleaning demands
Homejoy |. . . . . ! SR
individuals with the house cleaning service provider individuals.
. Kaitek was established to create a simple toolkit to detect the toxins in
Kaitek
seafood.
Kichit was a platform that provides professional chef services in the
Kichit customers' homes at the beginning then evolved to selling chef-made foods
on demand by price for a plate.
Lookery was a digital firm specializing in data and demography collection
Lookery A
and insights.
. Poliana was focusing on American politics and aimed to offer political
Poliana L LI
insights and data visualization.
sn Shyp was a company that assists and provides shipment collection and
yp shipping services on demand.
Skully was created to produce technologically advanced motorcycle helmets
Skully with rear and back cameras, Bluetooth connection, and Augmented Reality
display.
Suaru Sugru is the firm that invented its moldable glue to repair and use in different
g projects.
Tutorspree was an online platform that hosted teachers and students for
Tutorspree | _ .
private lecture arrangements.
. Yik Yak was a social media platform that allows users to post anonymously
Yik Yak ) o . . .
on a main board within a specific geographical radius.
Emoov was the online real estate agency that challenged traditional real
Emoov
estate methods.

Table 4. Start-ups’ Operations

The division of early-stage start-up companies for the research is created based on the

funding rounds. The companies funding until Series B (including) are categorized in early-

stage start-ups title. To be able to provide insights from the financial perspective of the early-

stage start-ups; the survival times, funding stages, and amounts are provided. Drawing a

general perspective of the financial situation of the company and the operational life spans

are conducted to aim to provide great understanding. The table includes the company names,

funding rounds, and survival times of the companies.




Company
Name

Seed
Fund

Series A

Series B

Crowd
Funding

Other
Fundings

Totals

Surviv
al
Time

Allmyapp
s

82,674
,000

$2,674,000

5
years,
10
month
s

Amiloom

$1,713

$1,713

1
year,
10
month

Backfenc
e

$3,000,00
0

$3,000,000

years,

month

Circa
News

$1,200
,000

$3,520,00
0

$4,720,000

years,

month

Dazo

$236,6
00

$236,600

year,

month

Dinnr

$90,909

$90,909

year,
10
month

Homejoy

$1,700
,000

$24,490,9
45

$38,000,0
00

$1,700,00
0

$65,890,945

years,

month

Kaitek

$350,000

$350,000

years

Kichit

$600,0
00

$7,500,00
0

$8,100,000

years,




month

Lookery $900,0 | $2,250,00 2
00 0 $3,150,000 | years
Poliana »15,00 2
0 $15,000 | years
4
Shyp $2,100| $10,000,0 55060000'0 ‘éears’
,000 00
month
$62,100,000 | s
3
Skully $1,500 | $11,000,0 $2,450,00 Zears'
,000 00 0
month
$14,950,000 | s
14
Sugre $7,147,61 | $5,555,55 Zears’
0 > month
$12,703,165 | s
2
years,
1e'utorspre Sl,ggg $800,000 4
’ month
$1,800,000 | s
3
ik Yak $1,500 | $10,000,0 $62,00000,0 \G/ears,
,000 00
month
$73,500,000 | s
8
. $5,283 $1265000,0 $6,111,11 gears,
,333 1
month
$23,894,444 | s

Table 5. The Funding Stages and Survival Times of the Early-stage Start-ups




3.3 Data Analysis

This research utilized Eisenhardt’s (1989) “Multiple Case Study” methodology. According
to Eisenhardt (1989), the multiple case study method assists the researcher in following a
systematic procedure to conduct research on qualitative research by investigating the
similarities and distinctness between the cases and revealing the patterns and understanding
behind the complex situations. By the nature of this research, multiple cases are investigated,
as Eisenhardt (1989) stated, data collection, analysis, and building patterns were always
connected procedures. The flexible approach of the multiple case study allowed the
researcher to find the answer to the research question, ranging in between examining the
different failure stories, understanding and analyzing the related data and stories, and
approaching them under the guidance of the multiple case study to reveal the patterns,

commonalities, and differences.

The data analysis was conducted based on the secondary data sources. As Johnston (2014)
stated, secondary data are suitable for analyzing patterns and exploiting data usage. The
research question of exploiting the patterns of earl year start-ups, the sample provided by
Autopsy | Transforming failure into success (2023), is utilized. The description of “failed
start-ups” is defined as the start-ups that exited in the market without profitable outcomes
and aligned with Cano's (2020) description of the exiting market with undervaluation used

to describe the scope of “failed start-up” in this research.

The distinction and categorization of the early-stage start-up definition are followed the
Shimasaki (2009) and Nordin and Md. Sum (2020)’s funding stages categorization and
Cano's (2020) series C funding classification as the stage of the expectancy of the rapid
growth of the start-ups used to sort the sample and categorize as early stage start-ups.

The publicly available stories are scanned through the resources and coded using
Liamputtong's (2009) coding tables. Following the coding process, the failures are
investigated by using Kaplan and Norton’s (1992) “Balanced Score Card” under the four
perspectives of “Financial Perspective”, “Customer Perspective”, “Internal Process
Perspective”, and “Learning and Growth Perspective”. The fours perspective is used for
evaluating the failures under the four categories. Afterward, the writer defines the sub-
categories to distinguish the failure reasons under the same perspectives. By doing this, it is

aimed at providing a more detailed insights and lessons.






4 Findings

Seventeen early-stage start-ups financial information data and stories are investigated from
public resources to answer the question of “What are the common reasons for an early stages
of start-up failures?”. The findings state that the failures does not come from one reason,
and instead, two or more reason create a complicated path to failure and financial stress due
to the limited financial resources limits to manoeuvrability of the firm. The failure stories
collected from different sources and evaluated by considering the Balanced Score Card’s

four perspective.

Financial Perspective Customer Perspective

e Allmyapps
e Amiloom
e Backfence

e Amiloom
¢ Backfence
* Circa News

* Dazo ¢ Dinnr

e Homejoy * Homejoy

o Skully e Shyp

e Sugru s Sugru

e Tutorspree e Tutorspree
* Emoov e Yik Yak

* Emoov



Internal Process Perspective Learning and Growth Perspective

e Allmyapps * Allmyapps
e Amiloom * Amiloom
* Homejoy * Circa News
» Kaitek * Kaitek

e Kitchit * Yik Yak
 Lookery * Emoov

¢ Poliana

e Skully

s Sugru

* Tutorspree

* Yik Yak

* Emoov

Figure 5. The Early Stage Start-ups’ Failures According to Balanced Score Card

Although the failure reasons can fit more than one perspective, the importance and weight
of the perspective are not always the same. To be able to provide a clear and wider
perspective, three points evaluation system is adapted according to the tone of the red.
Number 1 is standing as the most important reason for the failure and it is followed by
number 2 important reason and 3 medium importance. In some cases, more than one

perspective is assigned to the same number due to their weight in the failure observed as

equal.
Financial Customer Internal Process | £62Ming and
i i . Growth
Perspective Perspective Perspective _
Perspective
Start-Ups

Allmyapps
Amiloom
Backfence

Homejoy




Kaitek
Kichit
Lookery
Poliana

Shyp

Tutorspree
Yik Yak

Table 6. The Failure Reasons Weight in the Balanced Score Card

4.1 Financial Perspective

The start-ups are the business that operates with the limited number of financial resources,
especially in the early stage of their lives. The efficient usage of these financial resources is
vital and losing control over financial stability create consequences that might hard to avoid.
The investigated the start-ups show five different characteristics in financial failure

perspective.

Skimming the
Wasted Resources Failure in Scaling Market with Cheap
Prices Backfire

Unsuccessful
Business Channel
Transformation

Outpaced by the
Competitors

Figure 6. Five Failure Reasons of Start-ups from Financial Perspective



4.1.1 Wasted Resources: A costly error for the start-ups

Start-ups are usually starting the business with a small amount of funds. The growth of the
start-up depends on the usage of this fund efficiently. If the existing funds are spent on
production that brings no value to the firm, the chances of raising another round of funds are
decreased accordingly. Especially in the early days, the start-ups' spending behaviors and
investment strategies to produce the services and products affect their credibility. Since the
misused funds are not recoverable and the wasted resources are not well appreciated by the
other investors, any mistake in investment management reduces the survivability of start-

ups and puts them on a path through failure.

Along with this, financial mismanagement can be caused by the questionable motivation of
the investors’ guidance. Although venture capitals and angel investors commonly play an
essential role in the growth of the company and inspire and influence them with their

experience (Cavallo et al., 2019), some investors can lead the start-ups to financial disaster.

Skully, a company that promises technologically advanced motorcycle helmets, experienced
financial struggle due to one of the Venture Capital investor’s arguable malignant
motivations. Although Skully generously raised Seed and Series A funding, the hardware
production requires a significant amount of investment. Therefore, it is vital to select right
producer. Skully showed the first signals of financial problems in the production phase due
to a misbehaviour of the investors that cost Skully a significant amount. Marcus Weller the

founder of Skully mentioned that in the podcast (Business Podcast for Startups, 2016) as:

“One thing that happened was that one investor, in particular, that I won'’t
name, they basically . . . they put in about, you know, $3 million and through
the course of this product realization process, they had placed consultants
inside our company on the manufacturing side ... But we ended up spending
$1.5 million on consulting, from consultants that were placed at our firm by

an investor.”

However, the founder’s hesitation to intervene and pointing out the problem reacting was
late and the price was costly. Weller talked about the circumstances as (Business Podcast for
Startups, 2016)



“And we were just at our wit’s end and we’d paid so much money to them

that . . . And then, they were very upset and it was not a good situation.

... And so that was the thing that soured the relationship with our

investors....”

The cost of the failure was not monetary; also, it damaged the relationship with the
investors and hurt the dynamics in the firm. However, the following production challenge
with the manufacturers is the main starting point for the failure. The same investor that
caused the loss of significant money to Skully under the name of consultancy is dictated to
use a particular manufacturer. The problem was Skully was operating with massive burn
rates, and the manufacturer that, as pointed out by the investor, was not good enough to
produce the optics that desired by the Skully team and always required engineering

guidance and solution from Skully (Business Podcast for Startups, 2016).

“...We were kind of told to use this, you know, manufacturer or to stay with
this manufacturer...So we had to basically do a ton of engineering on behalf
of the manufacturer, just to allow them to work around their inadequacies
around a particular type of, you know, manufacturing...S0 we got up to over
50 employees, and we hadn’t shipped our product yet. So, you know, we’re
burning through a lot of capital. And, eventually, we got that we were

burning about a million dollars a month...”

Cooperating with the manufacturer, which failed to deliver the desired product, started to
drain the funding reserves of Skully, and Skully was acquired by another company with a
loss valuation. In Skully's case, the failure could be avoidable if the founder had taken a step
early and managed the investor relationship effectively to avoid financial trouble in the

production stage.

Allmyapps was one of the companies that mismanaged its funding and put all the eggs in
one basket. The “first app store of the Windows” dream started with a collection of funds
from friends and family, and in late 2009, the app waswas launched, reached 30,000 users,
and made the first deal with a United-States-based company (thibauld, 2015). The process
was going well, but a crucial financial mistake happened the next year. The following year,
Allmyapps desired to reach 1 million users and hopefully be purchased by a big company

like Microsoft (thibauld, 2015). However, to reach an impressive user number of 1 million,



they need to increase their marketing spending budget, and the firm heavily invested in
marketing to attract more users. Reaching the 1 million users program was problematic since
the marketing efforts increased the burn rates to 120,000 $ a month (thibauld, 2015), draining
the Allmyapps’ Seed funds. And in the case of not being purchased by another company (all
the efforts were for this, pushing the big user base and impressing the potential buyers), the
firm would need cash injections. The team’s avoidance of this “what if”” problem happened.
The potential buyers of Allmyapps, Microsoft, and Kaspersky did not want to buy the
company (thibauld, 2015), and Microsoft announced Windows 8 App Store. Since there was
no deal and the Seed funds were in the danger zone, the firm started to lay-offs and decreased
the employee number from 15 to 8 (thibauld, 2015). And these financial mistakes, spending
valuable resources to reach 1 million users with the hope to acquire by Windows and not
growing with a healthy burn rate and employee numbers, open the long failure road for
Allmyapps to lead a financial struggle road until the acquisition with undervaluation of the
company.

An information technology firm Amiloom’s failure also lies in its financial failure. Even
though Amiloom also had other significant problems (mentioned in the other sections), the
financial struggle deeply affected the company. Albeit, Amiloom was a technology-based
firm, the founder had no background in the area and had to outsource the development of
the idea. The founder went to Shenzhen to find a development firm to develop the product.
However, the lack of knowledge in technology development reduced the control over the
production, and unfortunately, two developer firms failed the deliver the desired product
Amiloom app and Amiloom’s limited funds and time wasted on the failed production (Hsi,
2014). The absence of expertise and sole dependence on outsourcing the development of the
product were the main reasons for the financial failure. Moreover, when the founder finally
found the technical co-founder, the resources were over, and Amiloom could not deliver the
product, and the last efforts to raise 100,000 $ in crowdfunding fall flat (Hsi, 2014).



4.1.2 Failure in Scaling the Business: Problems with Establishing Sustainable

Revenue and Growth

Scaling the business and establishing the revenue system to sustain the business is essential
to the growth of the company. Even though start-ups are usually destined to burn cash in the
early-stages, the promise of being a profitable business in the future makes them attractive
in investors’ eyes. Therefore, not being solely dependent on another funding round and cash
injection is prominent for survival. Furthermore, the growth option can be limited for the
start-ups if the potential customers are limited or the offered solution is outmatched with the
other firms’ solution. The limited growth opportunities are perceived as not yielding a good
investment in return from investors’ perspective and challenge the start-ups to raise funding
rounds. Nevertheless, the importance of scaling lies in potential growth opportunities, such

as bringing an innovative solution or expanding the portfolio of the offered solutions.

Backfence was created to host local communities and allow them to share their news and
deliver community engagement. Backfence encouraged the local community to create their
own stories and discussion (Glaser, 2007); therefore, the content creation was dependent on
the volunteers and not the editors. However, the dependency of the community-created
content and the cost of building the community required time and funds. Nevertheless,
despite the raised impressive 3 million dollars, the cost of building communities could not
be leveraged by selling the online ads on the platform. The lack of a scalable business model
to provide revenue to the company could not achieve and draw the destiny of Backfence to
the failure.

In contrast to Backfence, Tutorspree did not fail due to running out of funds; instead, the
founders could not scale the business for the next step. Firstly, the platform could not change
its dependency on Google search and was at risk of algorithm change from Google (Shontell,
2013). This raised the question of whether Tutorspree established its own community or not,
but the founders perceived this dependency as no. Supplementarily, the revenue system of
Tutorspree was contingent on the 50% commission from the tutor’s fee, and the risk of losing

the commission after creating a match with the tutor and student was a risk for Tutorspree’s

revenue (Griffith, 2014).



“We built something we were incredibly proud of, but got to the point where
we realized it would not scale in a way that would meet our goals. It was a
tough decision emotionally, but it was the right move from the rational

perspective.” -Tutorspree CEO Aaron Harris (Harris, 2014)

Tutorspree could not able to innovate its business to generate another revenue stream or
improve the existing solution. Thus, the investors of Tutorspree did not see any growth
potential in the firm and avoided further investment (Griffith, 2014). The founders agreed to

the investors and voluntarily shut down Tutorspree.

4.1.3 The Unhealthy Growth: High Burn Rate and Low Margins

All companies yearn to grow and become one of the leading actors in the industry. However,
the firm's growth should be sustainable to prevent the danger of failure. Healthy development
requires control of financials and resources. Albeit, the focus on a company to become a
unicorn and market leader can trigger unhealthy and unsustainable growth efforts, which

may artificially increase the company's valuation until financial problems break out.

Homejoy was premised to become a unicorn and another proud company of Silicon Valley
but failed due to the desire to grow rapidly. Homejoy aimed to disrupt the cleaning industry,
implementing an on-demand business model to the cleaning industry and, instead of hiring
cleaners, becoming a matchmaking platform with cleaners (either professional or as a gig)
and cleaning service demanding people. However, the vital mistake committed by Homejoy
was focusing on growth without building a sustainable business model to generate revenue
(Farr, 2016).

"Looking back, it's like, that didn't make sense -- if your core business doesn't

work here, why expand in new markets?" — Former employee (Huet, 2015)

The concentration of increasing the customer numbers with the high marketing investment
and expanding the different countries both increase the customer acquisition cost since
Homejoy was offering low prices to attract customers and operation costs significantly (Farr,

2016). The unhealthy growth was avoided for a long time, and it caused bankruptcy.



4.1.4 Unsuccessful Business Channel Transformation

Expanding the channels to reach the customers is a valuable strategy from the customers.
Increasing the channels to contact the customers potentially grows the customer base and
market share and strengthens the visibility of the firm. However, start-ups need to consider
the cost of the expansion to different channels and evaluate the worth and benefits of the
expansion. Because in the case of the expansion, the outcome does not match the predicted
sales volumes, the cost of this expansion erodes the firm's funds and risks its financial
balance. Start-ups always compete against time; they do not have the luxury of waiting for
the yield of their operations. They are obligated to meet the investors' expectations to secure
further funding.

FormFormForm’s Sugru faced the same problem. The mouldable glue was innovative, and
Sugru adopted online sales to reach the customers. Although the loyal customer base was
established, Sugru desired to expand its operations to a different business channel to reach
more customers. Sugru was partnered with the UK-based B&Q (a store specializing in Do-
it-yourself products) and placed Sugru glue shelves in 300 stores (Stevens. Earth, 2020). The

firm wanted to increase its visibility in retail stores and become a popular innovative glue.

For this reason, Sugru heavily invested in marketing to promote the product and hired and
cooperated with retail professionals, and all these operations required further funding
(Stevens.Earth, 2020). At this point, the growth into retail was prioritized over the company's
sustainable growth. However, the expected sales numbers could not be achieved, and the
customer acquisition cost became higher than expected for Sugru in retail (Nast, 2018). The

founder, Jane stated the situation as (Stevens.Earth, 2020):

“We took some big investment decisions around the potential of retail that turned
out not to pan out in the long run. This turned out to be really risky for a business of
our size. We got into a very precarious position as we were dependent on a certain

sales pipeline coming through within retail...”

When the sales from retail did not generate revenue as expected, the second half of the agreed
debt financing from Clydesdale and Yorkshire Bank worth two million pounds was
withdrawn (Nast, 2018), and Sugru found itself without the debt financing it saw as

guaranteed. The consequence of heavy marketing and entering efforts to retail and



unexpected sales numbers effect on the debt financing withdrawn put Sugru’s survivability
in danger. The financial problems ended with Sugru’s acquisition from Tesa by twenty-five

million pounds undervalued (Nast, 2018).

4.1.5 Outpaced by the Competitors

The new market entry and access to new customers can be challenging for established
businesses and start-ups. Companies can implement different strategies to increase their
market shares. One of the strategies that can be used is offering affordable prices to gain
market share. Following this, companies and start-ups can create a customer portfolio and
collect more funds in funding rounds. However, the offered low prices decrease the profit
margins, and this causes instability in financials. Moreover, fierce competition can be
another cause to emphasize affordable prices, and the firm can find itself competing with

larger marketing budgets by offering low prices.

Emoov was founded in the United Kingdom to offer a convenient online real estate platform.
Emoov was offering reasonable prices to customers to reach more customers (Knapman, H.,
2018). However, the efforts of Emoov were challenged by the most significant player in the
market, Purplebricks. The online real estate business was a heavily capital-demanded sector
to gain market share, and the firms with the more significant resources and well backed up
by venture capitals, such as the industry leader Purplebricks retained Emoov to make a
sustainable profit (Murdoch, 2018). Although Emoov is well-perceived by customers
(Murdoch, 2018), the pressure from the competitors and falling behind in marketing caused

the failure of Emoov.

Dazo, a food on-demand provider in India, also failed due to the competition. The industry
required significant funding. Although the efforts of scaling and expanding efforts of Dazo,
the competitors’ price-cutting strategy reduced the firm's profitability, and the lack of further
funding rounds caused its failure (Standard, 2015).



4.2 Customer Perspective

The customers and the communication and relationship with them are essential for the
health and growth of the company, whether operating in B2C or B2B. Balanced
Scorecard’s Customer Perspective is necessary because the companies can shape their
products and services based on the provided insights and contemplation of the customers
(Kaplan, 2009). Thus, the feedback from the customer side is valuable.

Finding the Right
Lost in Communication The Attention Problem Customers for
Sustainable Success

Unrevealing the
Difficulty in Building a Trouble in Perceived Challenges: Well-being
Loyal Customer Base Brand Image and Safety of the
Community in Danger

Figure 7. Six Failure Reasons of Start-ups from Customer Perspective

4.2.1 Lost in Communication: The Problem with Delivering the Message

It is essential to explain the product or service to the customers to deliver the message of it.
The customers should be encouraged to see the benefits of using the offered service.
Moreover, the message must be simple and understandable to reach customers effectively
and efficiently. An unorganized approach and complex message cause the struggle to

introduce the idea and product to the customer.

Amiloom was a company to failed to explain the product to its customers. The complex

product did not align with the message. Amiloom stands for “Re-connect People Face-to-



Face” (Hsi, 2014); however, the questions about how an app can encourage people to talk in

person did not clearly explain.

“...The problem is that no one knows this. When you see a picture of Amiloom you

have no idea what it is.

...We have built it and are telling the world, but no one can hear us, few people
understand us, and the masses are not coming to us. “—Hsi Founder of Amiloom (Hsi,
2014)

The failure to reach customers became an obstacle in front of Amiloom. The firm could not
reach the community it desired, which affected its unsuccessful campaign to raise funds from

crowdfunding.

4.2.2 The Attention Problem: User Engagement Challenges

User engagement and attracting customer traction are the challenges for a sustainable
business. The business needs to engage with more customers, especially in the early days, to
gain momentum. However, start-ups facing difficulties engaging with customers limit their

potential and growth.

Backfence, Dinnr, and Circa News experienced problems drawing customers to the business.
Backfence is based on creating local communities; therefore, it needs the involvement of
different individuals in creating content. However, the slowly paced building of the
community played a significant role in the failure. Circa News, which promised to provide
“atomic” news with the summarized news, also could not reach a big community as required,
and it reached 100,000 downloads on the App Store (Newton, 2015) and lost its growth
ground. And in Dinnr’s case, the assumption was that people would be interested in ordering
ingredients and instructions and learning how to cook, changing their cooking styles, or
having a fun cooking session. However, the targeted customer did not show the expected

interest, and the Dinnr got low order volumes.

“There never was a need for a service like ours in the UK in the segment that we
picked (urban professionals, couples without kids or with one baby max).” — Bohanes
the Founder of Dinnr (Bohanes, 2017)



4.2.3 Finding the Right Customers for Sustainable Success: Targeting the Right

Customers

The selection of the suitable customer base is one of the key reasons behind the success.
Businesses shape their operations and services according to the favor of their customer.
Therefore, the correctness of expansion and growth strategy depends on the succession of
truly defined target customers. The wrong targeted segment can cost the firm to miss the
growth opportunities and revenue stream. For start-ups, even after realizing the customer
segment is wrong, transitioning to the right segment would not be possible due to the scarcity

of financial resources.

Shyp was established to improve the shipping experience. The company collects the
shipment from the door and manages the shipment operations on behalf of the customer, and
it is available on an app (Juetten, 2019). Although in the beginning, Shyp showed growth
and reached customers, after a short period of time, the growth started to slow, and Shyp
began to to ring warning bells. The problem is, Shyp was focusing on the individuals as
customers. The assumption is that Shyp would be a great tool to make it easy shipping for
the individual. Although the belief was true, the volume and expectation of growth solely

based on individual shipping were not right.

“People close to me and the business began to warn that chasing consumers was the

’

wrong strategy. After all, how often do consumers ship things? I didn’t listen.” —
Gibbon the Founder of Shyp (Gibbon, 2018)

The realization of the revenue stream’s significant percentage comes from small-sized
businesses and e-commerce sellers (Gibbon, 2018), and the business model started the
question. Although the early signal was in there, the approach to the problem was not
focusing on the business model. Rather, the emphasis was on improving the existing
solution. The focus on the wrong customer segment and finding the problem underneath the
offered solution rather than changing business models in favor to serve the e-commerce
sellers and B2B segment took precious time and maneuverability of the firm to adapt to new

business model to save Shyp.



“This brings us to where we are now: out of time. My early mistakes in Shyp’s
business ended up being prohibitive to our survival. “-Gibbon the Founder of Shyp
(Gibbon, 2018)

4.2.4 Difficulty in Building a Loyal Customer Base

The customer acquisition cost is one of the signals showing the marketing operations'
effectiveness and efficiency. The high customer acquisition cost affects the profitability of
the company. Moreover, building a loyal customer base will be easy and inexpensive if the

customer retention strategy fails to implement successfully.

Tutorspree and Homejoy needed help to form a customer base and perform substantial
customer retention operations. Tutorspree had problems due to its commission fee on the
tutor’s fee by 50%, and the high commission risked eradicating the role of Tutorspree
between the tutors and students to avoid the high commission (Griffith, 2014). This was an

obstacle for Tutorspree to establish a loyal customer base.

Homejoy was experiencing similar problems to Tutorspree. The discounted prices to attract
customers were needed to align with the awaited outcome. The customers that benefited
from the special prices were not becoming regular ones. Therefore costly campaign was not
yield any benefit for the company.

“The key problem is that we weren’t making enough money on our customers,
we were spending a lot of money to acquire them, but not really retaining them.”

Daniel Hung Engineer from Homejoy (Farr, 2016)

In addition to failure in customer retention, Homejoy failed to satisfy the customers' needs
by providing a good service. The company was struggling to deal with the last time
cancelation from the cleaners, training the cleaners to ensure their service quality. The
customers who were happy with their cleaners faced problems booking the same cleaners
(until Homejoy seriously took the issue in a very late stage) (Farr, 2016); all these reasons
reduced the satisfaction of the customers and prohibited building a loyal customer base.



4.2.5 Trouble in Perceived Brand Image

There are also situations where even the offered services are appreciated after use but are
approached as low-quality service, and the expectations are kept lower. The general
understanding of a service as poor quality directly decreases the perceived impact of the
brand image. Convincing the potential customers to believe that the offered service might

take a long time and be pricey.

Emoov’s offered cheap solutions for real estate buying and selling raised questions in the
consumer's minds (Quirk, 2019). The cost of buying and selling price of real estate demand
significant investment and money. The customers were troubled and hesitated to trust a
cheap internet service to invest their funds to buy a house. The difficulties in building a brand
and introducing Emoov as a trustable online real estate platform made it difficult to persuade
customers to join the platform.

4.2.6 Unrevealing the Challenges: Well-being and Safety of the Community in

Danger

Almost all businesses, mainly social media platforms, rely on their community's well-being.
The safety of the community is essential. When the community does not feel happy and
comfortable, the risk of losing the community increases, and the brand's image falls through.
Therefore, managing the problems and troubles the community was facing is vital, and

solving the issues effectively ensures that community satisfaction is reasonable.

Yik Yak, a social media app that allows proximity users to post anonymously to the main
discussion area, suffered from poor community management. The Yik Yak was having
significant problems with anonymity. The app became popular among students in college
and high school. After that, cyberbullying, hate speech, and toxicity started to rise

(Failory.com, 2013), and the Yik Yak community faced an unsafe digital atmosphere.

Although Yik Yak teams tried to prevent toxicity and cyberbullying by blocking Yik Yak
usage near the high school areas (Hendelmann, 2022), the allegations and lawsuits still
created more problems for Yik Yak. The digital blockage near schools and the difficulties in

managing the community area, and struggling to provide a healthy and safe environment to



the community became the reason for the declining usage numbers of Yik Yak and caused

its failure.

4.3 Internal Process Perspective

According to Kaplan (2009), Internal Process Perspective focuses on non-financial
operations and ensures the firm is on the right track in its strategy to meet the determined
goals. Setting objectives, identifying the elements that affect to achievement to the
accomplishment, and evaluating the understanding of the key factors that assist in improving

the process.

Surviving the Rough
The Cost of From Leadership to Seas: Business
Obsessive Growth Misdirection Model Failure under
Management

Burning Bridges: Understanding the
Management of the Effects of Skill and
Relationship with Expertise Gaps in

Stakeholders Business Operations

Figure 8. Five Failure Reasons of Start-ups from Internal Process Perspective

4.3.1 The Cost of Obsessive Growth

The growth of the business is a process that requires careful planning and strategy planning
to achieve healthy growth. The growth plan should draw an efficient allocation of resources
and estimate the potential benefits of the growth. Misallocating resources due to the focus

on development may damage the core business. If growth becomes an obsession and the firm



only focuses on expansion rather than improving the business operations, the failure chance

increases.

Allmyapps and Homejoy were obsessed with the growth and used their resources for it. The
problem for them, they aggressively invested in development without considering their
financial stability and did not emphasize the cost of this obsession. The valuable resources

were gambled over overgrowth.

Allmyapps’ management desired the selling the company after reaching 1 million users.
Therefore, the main focus was to go 1 million users. At this point, the management team
acted greedily and did not consider the consequences of this rapid growth. Because getting
1 million users would not guarantee to purchase by a giant, the sources poured for this goal.
The burn rate of the company reached 120,000 $ for a month due to the heavy marketing
operations. The dream of being purchased by another company did not occur. And all my
apps stressed the financial trouble. The company had low cash reserves and a high burn rate
(thibauld, 2015). The firm's financial stability was lost, and at the beginning of 2011, the
company was looking promising, and at the end of the year, the resources were drained for
the growth efforts. The company had to make layoffs, and an additional 1 million euros

worth of investment helped them to stay on the surface (thibauld, 2015).

Homejoy also focused on growth and expansion and ignored the red lights on its operation.
The firm was expanding its operation to various markets and offering customers discounted
prices as a costly entry strategy. According to Farr (2016), the company could not pay
attention to the cleaners and their training until the last phase of its lifetime, did not improve
the glitches and bugs from its app, and moreover did not pay attention to improving the

business operations.

The lack of operational improvement focuses greatly affected Homejoy’s failure. For
instance, the firm hired a country manager to provide its contractor cleaners with cleaning
equipment, but the company did not have a tracking system to ensure where the cleaning
equipment are (Farr, 2016). The desire for growth overshadowed the foundational

operations.



4.3.2 From Leadership to Misdirection: Examining the Obstacles of Ineffective

Management and Mistaken Business Decisions

The business operations' success relies on both internal and external circumstances. As an
internal circumstance, management capability and business decisions play a crucial role in
the success of the operations. The managers and leaders in a company have obligated to
answer the changing and challenging atmosphere in the company and sector to ensure the
success and well-being of the company. The implemented wrong business decisions can

waste the resources of the company and can cause failure of it.

Kaitek, Emoov, Yik Yak, and Lookery all paid the price for ineffective management and
business decision mistakes. The difficulties in responding to problems on time, managing
the resources effectively, directing the company during though periods, and leading the team

to establish a company culture were the reasons behind these failures.

Kaitek’s founder Diaz had no education related to business and managing teams. When Diaz
established Kaitek Labs and gathered a group, she was lost under the burden of the
responsibilities, and being a solo founder did not help her. However, the problem that started
the domino effect to the failure is the founder stepped out from the development part and
focused on the managerial duties before emphasizing the vision and goal of Kaitek Labs to

the employees.

“I stepped away from the lab thinking | better give my experts the space to work,
and work they did, but the vision got lost.” Diaz the Founder of Kaitek Labs (Diaz,
2018)

The “lost vision” and the employees’ lack of sharing the company's goals and ignoring the
fact that Kaitek was racing against time due to the nature of their offered solutions put
Kaitek on a failure road. Effective management and leadership could help Kaitek to

develop the product faster and not lose against the technological development.

“Nobody shares the same level of commitment then... Our tech took too long and |

wasn’t a good enough CEQO to push the team enough to have it done earlier.” Diaz

the Founder of Kaitek Labs (Diaz, 2018)



In Emoov’s case, the management focused on the wrong section to save the business and
strengthen Emoov’s position in the market. The online real estate agency was competing
against the other industry players with bigger resources. To solve this, the management
team invested in technology to shine out from the competition. However, as the founder of
Emoov is accepted, they could provide the same digital experience to the customers by
spending one million pounds instead of seven million on it (Huet, 2015). Emoov already
had few resources compared to the industry leader and focusing on the wrong part of

business development resulted in financial obstacles.

Lookery’s failure from the internal process perspective is different than Emoov and Kaitek
Labs. Lookery’s management team committed a fatal mistake by relying on only one
supplier to operate their business. Lookery provided demographic and potential customer
information to the business to help them target the right audience. However, Lookery’s
data collection process relied on Facebook (Rafer, 2009). When Facebook changed its
structure and design, it eliminated the opportunity for further access to the information
Lookery sought. The timing of the redesign of Facebook just happened the fundraising of
Lookery, and the management hesitated to sell out the business when they realized
Facebook change was a dead end for them (Rafer, 2009). The lack of plan B and reliance

on only one external firm's data become the reason for the failure of Lookery.

The managerial failure of Yik Yak is not the lack of strategy and depending on one
supplier, but rather the incapability of providing a good user experience and moderation of
the content. The firm’s ineffective moderation resulted in uncontrollable cyberbullying and
foul manners (Hendelmann, 2022). The ineffective moderation caused an offensive
atmosphere that affected the reputation of the app, and a quick solution to implementing
location fencing to deal with the harassment on the school and college district reduced the

usage and value of the app (Failory.com, 2013).



4.3.3 Understanding the Effects of Skill and Expertise Gaps in Business Operations

The absence of leadership can cause a lack of coherence. The lack of skills and expertise in
a particular area may cause difficulties managing operations effectively and efficiently.
Although having previous experience in the operation area does not guarantee success,
familiarity with the industry is beneficial to understanding the industry's dynamics.

Moreover, the experience would reduce to time to adopt changing marketing conditions.

Amiloom, which aimed to create a social platform to encourage people to face to face, was
a business that depended on information technology. However, the founder of Amiloom
came from an economics background and did not have solid skills in IT and coding. The
lack of technical skills as a solo founder, Hsi had to outsource the development, and two
different firms failed to deliver the desired product and wasted the company’s valuable

resources and time (Hsi, 2014).

“Steve Wozniak, Bill Gates, and Mark Zuckerberg all had the technical skills to
build their businesses (enough so that they could even drop out of school)... 1
really wish that | had started to learn computer science when | was in high
school.” Hsi the Founder of Amiloom (Hsi, 2014)

The missing skills in Amiloom’s talent pool were an essential problem that delayed the
establishment firm and consumed the funding. Different from Amiloom’s situation,
Tutorspree’s founders’ deficiency of ed-tech business experience showed itself in the later
stages. The scaling and operation stage revealed that the founders were unfamiliar with the
edtech industry, and this lack of expertise limited their strategic movement to compete in
the edtech market (Griffith, 2014).

Like Tutorspree, the lack of expertise in retail operations was heavily affected by Sugru’s
failure in expansion. With the desire to overgrow and add another sales channel besides
online sales, Sugru moved to retail channels. However, Sugru’s management understood
the need for resources and people to operate retail and invest in retail specialists and
operations (Nast, 2018). Unfortunately, although the management team acted considerably
quickly, the growth expectations did not align with the expectations, and that caused to loss
of the needed second phase of debt financing worth two million pounds. This is followed

by the challenges of raising funds and acquisition of the firm.



4.3.4 Surviving the Rough Seas: Business Model Failure under Management

The business model is the core of the business and essential to define the operations and
strategy of the company. In the development and operation process, the business model acts
as a guideline and compass and ensures that every firm member follows the same path.
Therefore, an incorrectly planned business model turns the focus of the business to the wrong

area and causes missing opportunities.

Poliana, a business that promised to deliver accurate analytics and data visualization related
to the United States, failed because of the unfocused business model. The founders of
Poliana were excited and focused on their product, a product that can make people
understand politics better, and they forgot to focus on the business side (Poliana, n.d.). The
motivational dilemmas, focusing on product or money discussion, the ideals to provide
objective visualization, and approaching Poliana as a non-profit business but still forcing it
into a profitable business played a crucial role in Poliana’s failure. Although in later stages,
Poliana tried to sell its visualizations to new channels (Poliana, n.d.), the absence of a

business model and lack of monetization strategies caused Poliana’s financial failure.

Unlike Poliana’s lack of a business plan, the changing shifting strategy after funding played
a significant role in Kitchit’s failure. In the beginning, Kitchit started as a sharing economy
model that aimed to meet the customers with the professionals chef, that gives opportunity
to the people to having chef made food in their homes by selecting a chef from Kitchit and
hosting the chef in their home to serve the food for gatherings and events (Tuder, 2016).
However, the business plan changed after receiving the additional funding. The management
team evolved Kitchit into a service where customers can order food prepared by the chef
directly. The revolutionary change added extra costs that were not there before. The new
business plan required an industrial kitchen and pieces of equipment and delivery to the
customers (St-Cyr, 2016). However, in the original business plan, the chefs operated in the
customers' kitchen; therefore, there was no high fixed cost like this. The new business plan
also changed the competitors; now Kitchit was competing against the established restaurant,
and its core value was long gone at its beginning. The changes in the business plan of Kitchit

played a significant role in its failure.



4.3.5 Burning Bridges: Management of the Relationship with Stakeholders

Start-ups, by their nature, are always looking for funds to establish and expand their
businesses. All the additional funds and investments help them to turn their ideas into real
life. Although fundraising the funds is already essential and a big challenge, the
relationship with the funders and investors is as meaningful as fundraising. For this reason,
the founders need to conduct healthy communication with the investors and stakeholders to

benefit the start-ups.

The problems in communication and competing interests between a particular investor and
Skully’s founders acted as the origin point for Skully’s ultimate downfall. The investor’s
involvement in the production by assigning costly consultants (Business Podcast for
Startups, 2016) sparked hostility. The Skully founders hesitated to interfere and clarified
the displeasure of hiring the pricey consultants. It took one and a half million and nine
months for the founders to confront the investor about the consultant problem, and the
founders managed the situation poorly, and both parties lost good intentions against them
(Business Podcast for Startups, 2016). The unsuccessful management of the conflict led the
further problems between the investor and Skully founders and paved the way for Skully’s

collapse.

4.4 Learning and Growth Perspective

The learning and growth perspective is the last perspective of Kaplan and Norton’s Balanced
Scorecard. According to Kaplan (2009), constantly enhancing, innovating, and providing
education to gain skills from employees are the main focus of the learning and growth
perspective. The perspective on the central point emphasizes the organization’s value,
human resources, and technical knowledge and capabilities and sees these resources as the
primary sources to succeed. Furthermore, the learning and growth perspective pays attention
to continuous development and innovation, the creation of shared value within the
organization, and utilizing the technical information knowledge to transfer and develop the

information and ideas.
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Figure 9. Three Failure Reasons of Start-ups from Learning and Growth Perspective

4.4.1 The Challenge of Building an Innovation Culture

In today’s world, rapid technology advancement and changing atmosphere in the industries
push firms to stay competitive by investing the innovation. The challenge of adaptation to
the development demand from firms and their employees is to learn and develop their
knowledge and create a company culture that focuses on innovation. The firms are in danger
of falling behind in technological development and practices. Therefore, establishing a

creative atmosphere is critical for the success of the firms.

The developed and offered solution of Kaitek was laying on modifying a bacteria type to
detect toxins and give feedback as a color change (Diaz, 2018). The idea and the project
showed potential in 2012. Ideally, the development process takes reasonable time. In case of
development delays, there is a potential change that the innovative atmosphere started to
challenge the offered solution. Kaitek experienced the same problem. The provided solution
was viable in 2012, however, when the development phase took unanticipated time, the

solution was outpaced.



“I believe Kaitek’s tech proposal was good for 2012. But we took too long, and the

’

landscape changed: tech caught up and our window of opportunity closed down.’

Diaz the Founder of Kaitek Labs (Diaz, 2018)

The lack of an innovative culture in Kaitek Labs played a significant role in its shutdown.
During the research and development efforts over five years, the rapidly evolving
technology and new solutions methods were not emphasized. However, an innovative
culture could help the company to modify its product and may avoid its defeat against

other solutions.

4.4.2 Adapting to the Shifting Tides: Examining the Difficulties of Keeping Up with
Customer Trends and Demands

The rapid changes and development affect the customers’ attitudes and preferences. In
today’s world, customer expectations are high, and firms are obligated to satisfy their
expectations to create a loyal customer base. Moreover, customer acquisition costs are
differentiated from sector to sector; however, due to the competition, the price of customer
acquisitions is generally high. Furthermore, firms need customers' attention to reach a stable
revenue stream and growth. In addition to that, the world is more connected than ever before,
and customers are in a solid position to share their experiences and comments related to
products and services. Therefore, businesses are in danger of losing their reputation,
becoming untrendy, and being outpaced by advanced technological solutions. These
elements are putting pressure on businesses and forcing them to align with the trends and

customer demands.

Emoov failed to understand the needs of the customers and their desires. The online real
estate agency’s main focus was on technological advancement. However, by focusing on
technology, Emoov missed the opportunity to emphasize customer demand. The complexity
of the real estate business, the legal obligations, and the customers’ tastes were under the
shadow of the technology investment. Therefore, Emoov had difficulty understanding and

reflecting on the changing market atmosphere and customer desire and missed the



opportunity to learn from its customers. The absence of emphasis on customer preferences

plays a vital role in Emoov’s downfall.

Yik Yak also struggled to establish a communication channel to grasp its users' app usage
preferences. The firm was already under the threat of cyberbullying and harassment
problems, and it was affecting the customer experience negatively (Hendelmann, 2022). In
addition to that, the newly announced social media apps and platforms were leading social
media in another direction, and customers were shifting to other platforms. The inability to
effectively collect feedback and the failure to adjust Yik Yak to changing customer demands
contributed to the struggles of Yik Yak. Similar to Yik Yak’s disengagement with the
customer, Circa News also had trouble adopting the preferences of its customers. Although
Circa News introduced its summarized news as “atomic” news and at first caught the
attention, the evolving demand of customers requested a more natural tone of the news and
details (Newton, 2015). Circa News’ difficulties in responding this demand caused its

financial trouble.

4.4.3 Misunderstandings and Missed Opportunities: Bridging the Gap between

Customer Desires and Product Innovation

Understanding and emphasizing customer needs and offering solutions according to those
needs is essential to operating a business. In a challenging and competitive environment,
offering valuable and desirable products and services to customers help start-ups to scale
their business. An offered innovative product may fail due to the lack of interest from the
customer side. The misalignment of innovation and customer demand may participate in the

failure of a start-up.

Amiloom’s social media messaging app experienced a mismatch with the customer’s
demand. The idea behind Amiloom is to create a device that connects to a platform, and by
using the device and passing it hand to hand in a friend circle to add more people to the
friends circle. Amiloom also promised to encourage face-to-face meetings, but the method
that emphasized this encouragement stays questionable. Moreover, the main idea of

expansion of the friendship circle by using an extra app and device did not catch customers’



interest, and the fundraising event’s success can justify this. The innovation of Amiloom was
promising something new to the market and approaching social media messaging from

different aspects. However, the customer base did not interest in this idea and innovation.

5 Discussion

Half of the start-ups fail. The failure reasons of start-ups vary and differentiate and include
different circumstances and actors. The failure can be pointed out with the guidance of four
categories: financial, customers, internal, and learning & growth. Bednar and TariSkova
(2017) indicated economic challenges play a significant role in the failure. The lack of capital
and the wrong time for the product (Triebel et al., 2018), the inability to scale in time and
capability manners (Joseph, Aboobaker and K.A., 2021), motivation of the entrepreneur
(Devece, Peris-Ortiz and Rueda-Armengot, 2016), overtaken by the competition (Levesque,
Zhao and Bian, 2016) can be categorized under the four categories. The failure reasons can
be complicated as not being able to define under one category, but rather a combination of
the several categories. Although the role of one individual category's weight differentiates
the impact on the failure, the contribution of it is still essential to include in the failure

reasons.

This thesis’s findings expand the start-up failure literature by investigating the failure
reasons with a closer scope under the guidance of Norton and Kaplan’s Balanced Score Card.
The previous studies focused on a broader approach by investigating bigger samples to
reveal the common reasons a (Bednar and TariSkova, 2017; Fuertes-Callén, Cuellar-
Fernandez and Serrano-Cinca, 2020; Cooper, Gimeno-Gascon and Woo, 1994), and this
research focused on the smaller sample to gain more depth insights from the failures and
individual stories. This study adds to the existing literature by uncovering information from
stories and highlighting the events and mistakes that result in failure. The results investigated
the failures by evaluating managerial capabilities, opportunity recognition, resource
management, relationship with the community, market recognition, technological and

market change adaptability, and the ability to establish a company culture.



5.1 Financial Problems

Financial and funding-related problems are one of the main reasons behind the failure of
start-ups. The start-up's difficulties managing and accessing the monetary resources played
an active role in their financial falls. The management team’s inability to control the
economic balance and avoid the high spending rates was observed in the research. The
increased burn rates' negative effect on the firm and the cause of the failure aligns with
Krishna, Agrawal, and Choudhary’s (2016) findings. The burn rates can be defined as the
funding spending during the operation of the business. The start-ups in the research that
experienced high burn rates faced low cash reserves, and their operations were significantly
affected.

In addition, to burning rates, the start-ups that found themselves in the fierce competition
were challenged financially. Parallel to Levesque, Zhao, and Bian’s (2016) research, the
unequal funds and resources dramatically affected the start-ups’ match and forced them out
of business. The competition and high burn rates induce high spending and drain resources.
As Laitinen (2016) stated, the low revenue from the operations and costly expenditures are
signs of financial failure. The results of the research support this; the start-ups that could not
successfully scale their business and establish a sustainable revenue stream experienced low

revenue, which led to a lack of money in later stages.

Furthermore, some of the start-ups performed crowdfunding events to gather further funds,
and in some cases, it was vital to access the funds immediately. Even after conducting
successful campaigns and raising the desired funds, the crowdfunding campaign's success
did not guarantee the success of the start-ups. This outcome, in parallel with Nordin and Md.
Sum’s (2020) findings support that crowdfunding events do not play a vital role in predicting
the future of start-ups. Moreover, as Hornuf and Schmitt (2017) suggested, start-ups funded

by crowdfunding have higher chances of failure than those supported by Venture Capitalists.

5.2 Customer Related Problems

Ten of the seventeen start-ups subjected to research needed help engaging with the
customers. As an early-stage start-up, the importance of building a solid customer base

serves a function for the firm's survival. The lack of interest from the customer, focus on the



wrong customer segment, inability to build its customer base, and inadequacy to change the
brand image in customers' minds were observed as a result of the customer-related problems

in the research.

The majority of the start-ups offered their solution, in some cases even conducting the small-
scale customer surveys and interviews, could not meet the expectations and experienced the
realization that the customer demands need to be matched. The findings parallel with Bednar
and Tariskova’s (2017) lack of marketing suggestions, as the writers also stated that non-
effective market testing could lead the founders in the wrong direction, and after

establishment, the founders can face uninterested customers.

In a unique case, the social media community management and the communication problem
caused the fall of a start-up. In line with Mancha, Gordon, and Stoddard (2019), digital
platforms are in need of establishing community guidelines and rules to ensure the secure
satisfaction of the users. The negative customer experience significantly affects the success

of the start-up; the example of this research parallels this.

Moreover, the communication and engagement problems with the customer base formed the
main issue related to the customers. The findings stated that delivering the message to the
customers and gaining their loyalty to build their own customer base was challenging for
them. As Ji, Chen, and Men (2022) suggested, the customer relationship demands open and
mutual communication in order to benefit from the suggestion of the customers and loyalty.
However, those start-ups that need help to implement effective communication are faced

with customer acquisition and retention problems.

5.3 Internal Problems

The internal process-related problems created the majority of the experienced problems in
the research data. Twelve out of seventeen early-stage start-ups showed internal difficulties.
These internal problems include the desire to grow rapidly, needing more skills and
expertise, managerial incapability as in ineffective management, bad strategical decision
making, issues transforming the business to another direction, and ineffective

communication with the investors.



The growing before readiness and the arrogance was addressed in Joseph, Aboobaker, and
K.A.’s (2021) research, and the writers stated that these could be caused by the pressure
coming from the investors and stakeholders, underestimation of the marketing conditions
and overestimation of the managerial skills. The research findings show parallelism with
Joseph, Aboobaker, and K.A.'s (2021) research. The two well-doing start-ups changed their
sole focus on growth due to the desire to increase their valuation and risk their businesses’
financial stability by causing high burn rates and low profitability. The lack of expertise in
the industry and market also played an important role. As Oe and Mitsuhashi (2013) stated,
their previous industry experience helped the founders scale their businesses. However, the
combination of an inexperienced management team and arrogance caused the undesired

outcomes.

Furthermore, a lack of managerial skills and not enough leadership capacities are also caused
unwanted consequences. The leadership of the founder is critical for the success and positive
impact on the operations (Zaech and Baldegger, 2017; Ensley, Hmieleski, and Pearce, 2006).
The lack of leadership decreases the start-ups' performance and chances of success. In the
research, it is observed that the founders’ hesitation in taking the lead caused the employees'

attachment problems with the vision and values of the firm.

5.4 Learning & Growth-Related Problems

Learning and Growth-related problems are also formed essential obstacles in front of the
survival of the start-ups. The start-ups experienced struggles in establishing innovative
culture and atmosphere, keeping up with the changing demands of the customers and
industry trends, and building products to match customer expectations. As the entrepreneur
is the founder of the firm and responsible for creating a culture there, the inability to establish
an innovative culture may affect the well-being of the start-up.

As Moroni, Arruda, and Araujo (2015) stated, understanding the customers’ desires and
needs and establishing an innovative atmosphere is crucial to stay competitive and ensuring
start-ups' growth. In parallel with Moroni, Arruda, and Araujo’s (2015) research, in this
research, it is observed that the start-ups that could not create an innovative atmosphere and

had difficulties understanding the customer's demands were unable to continue their growth.



6 Conclusions

This thesis research contributes to theoretical literature by providing the failure reasons of
early-stage start-ups. The seventeen early-stage start-ups from Chile, France, India, the
United Kingdom, and the United States are investigated using Kaplan and Norton’s Balanced
Scorecard. The early-stage start-up selection was categorized according to the start-up's
funding rounds. Benefiting from Cano’s (2020) research, the round funding series C marked
the point for the start-up's maturity, as expected from start-ups in this stage to show rapid
growth and be seen as less risky. Following Cano’s (2020) research, start-ups exit the market
undervaluation accepted as failed start-ups. Moreover, start-ups that close their operations

without acquiring another firm are also categorized as failed start-ups.

The start-ups’ primary data is collected from Autopsy | Transforming Failure into Success
(2023) website, Crunchbase, Medium articles written by the founders, online articles, and
newspaper articles utilized to understand the reason behind the failures. The founders’ stories
are accepted as the sole resources in case they are available. In the instances the founder’s
story was not available for the story, the online articles and newspaper articles were accessed
and investigated by cross-checking the stories from different resources to find coherency.

Liamputtong’s (2009) question table is used as a guide for coding the stories.

The research was performed under the guidance of the Balanced Scorecard’s Financial,
Customer, Internal Process, and Learning & Growth perspectives; the main reasons for
failures are categorized under these four titles. Following this, subtitles are created by the
author to gain deeper insights into the failures. It is observed that the internal process
perspective is the main problem point for the start-ups in this research. The financial-related
problems are regarded as the third most common problem for failure. This shows the contrast
between Bednar and TariSkova’s(2017) study, as their research stated the most common

reason for start-up failures is lack of funding.
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Figure 10. Findings from the Research Under the Four Perspectives

Twelve of seventeen start-ups experienced internal problems that led to their failure. The
critical failures reasons for the start-ups are the obsession with growth, absence of skill and
expertise, decision-making problems, managerial problems, unsuccessful business



problems, and ineffective communication with the investors. The approach from an internal
process perspective gives a broader perspective to understand the failure of start-ups. For
instance, contrary to Laitinen’s (2016) financial failure approach to start-up from the balance
sheet perspective by investigating the revenue stream and the costs, this thesis approached
financial instability as an internal process problem. Because the financial decision is taken
by the managerial teams, such in cases in the thesis by the desire for growth, ineffective
management, and bad decision making, therefore, this research delivers results and

investigation patterns with a focus on the cause rather than the results.

Focusing on the individual failure stories rather than the bigger sample data size gave me
the ability to understand the failure stories deeply. The failure reasons are complicated to
cannot be categorized under one category, rather than a combination of different reasons.
Therefore, this research narrowed its sample size to analyze and follow the failure reasons
carefully. Moreover, the assessed weight of the different perspectives contributed delivered
to showing how individual failures can be a combination of problems with different

categories.

6.1 Managerial Implications

The practical contribution of this thesis is to enlighten the potential dangers of failure
entrepreneurs and give lessons from the failure stories to provide valuable experiences. The
thesis aims to contribute to the success of entrepreneurs by presenting different perspectives
on financial, customer, internal, and learning & growth and showing the potential struggles
and problems in front of an entrepreneur. Also, the research goals are to encourage the failed
entrepreneurs and founders to try again by assisting them in detecting their past failures and
showing that failure in the start-up ecosystem is natural. For instance, many failed start-up
founders investigated in this research remained entrepreneurs and established other start-
ups. In parallel to Saylor et al.’s (2021) research, the entrepreneurs perceived the failure as
a pearl of wisdom to become an advisor, such as Dinnr’s founder Michal Bohanes. The
founders who identified their work identity as entrepreneurs continued their journeys as
serial entrepreneurs, such as Amiloom's founder Anders Hsi' and Shyp's founder Kevin
Gibbon.



Further, the framework used in this research can be beneficial for entrepreneurs to
investigate the problems in their start-ups to avoid the danger before it is too late. In contrast
to extensive sample data size research, this research promises to reflect individual stories.
Thus, entrepreneurs can learn from other entrepreneurs’ mistakes. The general approach to
categorizing problems from four perspectives and seeing the potential failure paths from
previous failures is valuable. For instance, an entrepreneur can emphasize the conflict of
interest with investors and read the possible dangers from Skully’s stories to avoid burning
bridges and taking control immediately. Therefore, by delivering individual cases and
investigating the reasons behind the failure, the aim is to transfer past experiences for future

implications for entrepreneurs.

6.2 Limitations and Future Research

This thesis studied failed early-stage start-ups by analyzing the post-mortem of stories.
Unlike the existing failed start-up literature, the research utilized Kaplan and Norton’s
Balanced Scorecard to investigate the failure reasons under the well-defined categories.
Most of the previous research focused on failure reasons in general, with extensive samples
providing limited examples. Unlike the earlier studies, this thesis provided start-up-focused
failure reasons with detailed analysis.

As secondary data-emphasized research, this research is encountering several limitations.
Firstly, as Smith (2008) stated, secondary data can limit the study due to the absence of
control over data and the possible data bias. Although the research was conducted by
cross-checking different resources to avoid false information and bias, still the sources are
limited by the nature of secondary data. Secondly, as Windle (2010) highlighted, using
secondary data limits the researcher’s ability to accessaccess further information to clearly
understand the research’s outcome. The inability to not be able to ask follow-up questions

to stories was a limitation of the research.

Following this, the research focused on the start-ups’ stories and did not dive into the
marketing conditions if it is not stated in the accessed resources. The different years of
operations in various industries are limited to control over the picturing the details market

atmosphere for the start-ups for the researcher. Additionally, the analysis is not focused on



each operational department within the start-ups; contrary, the pointed-out departments and

organizations are investigated.

Additionally, the research is conducted based on seventeen early-stage start-ups’ publicly
available data. The seventeen start-ups come from different industries and countries;

therefore, the results of this research cannot be generalized for a country and industry.

The start-ups selected for this research are from five countries; future research can focus on
one selected country to evaluate the chosen country’s failure reasons for the early-stage
start-ups. Moreover, the start-ups subjected to this research were operating in different
industries. Therefore, industry-focused future research, such as e-commerce early-stage
start-ups or food delivery-focused start-ups, can be investigated to reveal if there is a
pattern in an industry-related failure for the start-ups.

Furthermore, the Balanced Scorecard can be utilized the asses the weight of the start-up
failure’s category. It can be investigated if the start-ups operating in the same industry are
particularly experiencing difficulties from one perspective or not. In addition, the start-ups
that show the problem in both categories can potentially research and understand the

reasons behind the dangers in all categories.
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