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All analytical reasoning, case interpretation and theoretical development remain the author’s 
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Growth generally refers to an increase in a firm’s size, revenues or customer base over time and may 
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as the firm’s potential or capacity to scale under certain conditions and 

that sustainable growth depends on the firm’s ability to expand revenues and operations 
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Allen (2016), who identify three root causes of most growth breakdowns: the erosion of the founder’s 
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, captures the firm’s ability to reach a larger 
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structures and strong communication systems that ensure alignment with the company’s core mission. 

Moreover, scaling must be aligned with a firm’s 

strategy that conflicts with the firm’s core value proposition often results in loss of identity and market 

2007). These refer to the firm’s ability to 
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this context, dynamic capabilities, defined as a firm’s ability to sense opportunities, seize them and 

institutional and environmental conditions. Firms that adopt a “one all” approach to scaling 
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EF Venture Fund’s experience in FCS 
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profitability and is critical in determining whether the firm’

•

•

•

•

•
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•

, ensuring that expansion strengthens rather than erodes the firm’s economic logic.
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that pursue growth without considering margin sustainability often face what is termed “scaling 

failure by diseconomies.” In a longitudinal study of  S&P 5

While Wilson Perumal’s framework provides a comprehensive lens for assessing scalability, not all 
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dimensional view of the firm’s financial health and growth 

, that is, when the firm’s 

collapse. As Zook and Allen (2016) observe, many companies “grow themselves into fragility,” 
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confirming profitability. The result is “growth 

on shaky ground” —

“scaling failure by complexity.”
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organizational, failure occurs when the firm’s architecture cannot support the 

–

–
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context, focusing primarily on “how” and “why” questions rather than on hypothesis testing or purely 
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case research design, also referred to as a collective case study in Stake’s 
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“high growth firms”, which 
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ncial databases (SEC’s EDGAR) to find 
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“Official documents” (financial statements, press releases, court documents), “Media and external 

reports” (press articles, investigative reports, etc.) and “Academic literature” on the case. Within each 
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methodological recommendations on the “four principles of data collection” for case studies, which 
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“ ”
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identify any significant discrepancies or omissions in the “official” versions provided by the 
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that such “emerging” contexts require particular attention in corroborating empirical evidence 
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Founded in New York in 2010, WeWork emerged as one of the most iconic examples of the “asset

light” sharing economy, offering flexible coworking spaces to freelancers, startups and large 



40

However, the model’s scalability rested on fragile unit economics. While marketed as a technology

driven company, WeWork’s core business entailed high fixed costs, low margins and heavy exposure 

to commercial real estate cycles. The company’s 2019 IPO fili

unconventional metrics, such as “community adjusted EBITDA”, designed to mask structural 

er SoftBank’s control.

–

The company’s scaling trajectory accelerated during the COVID



41

–

siblings Adora and Aaron Cheung. Positioned as a pioneer of the “gig economy”, it sought to 

action lawsuits challenged the company’s 

–

to Spotify. The company’s model centred on freemium subscriptions, offering ad

Attempts to go public in 2015 were postponed due to “unfavourable market 

conditions”, as investors questioned the company’s ability to achieve scale in a winner
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–

positioning Holmes as the world’s youngest self

–

However, the company’s rapid growth masked structural inefficiencies as over

–
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Fab.com’s trajectory exemplifies strategic misexecution and premature scaling driven by investor 

pressure and overconfidence. The company’s decline underscores the risks of pursuing hyper
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leasing business that overextended itself, it “spent heavily to acquire a

in some of the world’s most expensive real estate markets” during its rapid rise (Guardian, 2023). 

ups like Gopuff have “very tricky” economics; they built cos

2022) a pattern echoing WeWork’s contraction when its cash reserves dwindled. The structural 

–
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, Homejoy’s model collapsed under 

discount, leading to untenable economics (Farr, 2015). Homejoy’s inability to retain a critical mass 

platform’s ability to generate sustainable network effects or revenue, whet

–
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product from start to finish (Planet Compliance, 2023). The company’s narrative of innovation and 

its charismatic founder (often likened to a “next Steve Jobs”) allowed Theranos to scale up its 

followed a similar arc of explosive rise and fall fueled by hype. After a pivot in 2011, Fab’s flash

, 2016). However, Fab’s leadership (CEO Jason 

and in the nature of their deceit (Theranos’s fraud vs Fab’s mismanagement), showcase a common 

tural problem; “scaling by narrative” using vision, brand story or investor exuberance to drive 

leverage if a similar pattern of “hype fueled collapse” emerges in su
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following Eisenhardt’s (1989) 
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of the business model. The analyses highlight structural similarities, such as the adoption of the “tech” 

–

presented as a “tech” company, but its core business was the subletting of properties at low margins 

literature, many companies “grow to fragility” if expansion exceeds

unit economics, despite the claimed “hyper technological” levels, was so obvious that the subsequent 
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–

Gopuff's model is based on a network of “dark stores” (mini urban warehouses) and a 15

paper, Gopuff’s scale

he aim of “levelling” 
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decisions that point to a “next leg of growth” only once the model has been re
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consumption, WeWork, for example, “burned” approximately £198.7 million in the first half of 2019 

the cost of maintaining “dark stores”. These figures, combined with high burn ra

communications, and duplication of work (CFI, 2023). At the organisational level, “communication 

channels” grow 
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prevailing venture capital logic of the period as encouraging firms to “hire faster than you can 

onboard, raise more money than you can spend and expand into markets you barely understand”,
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hired managers and contractors to manage hundreds of global locations, diluting the original “we” 

with a “reality distortion” that inspired large investments in unusual ideas 

to transform the office into a “physical social network” (Cohan 2019) reflected the adoption of a big 

entiation. Homejoy’s collapse and Deezer’s stagnation reveal that even in software
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The company’s model depended on high transaction volume to dilute fixed costs; such as marketing, 

Homejoy’s failure 

met diminishing marginal returns on user growth. The platform’s growth logic prioritized top

iciencies instead of reducing them. Furthermore, the company’s 
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Deezer’s reliance on regional partnerships fragmented its user base and limited global brand equity. 

Deezer’s freemium model depended on converting free users into paying subscribers, yet its 

margin leverage (Giustiziero et al., 2023). Consequently, Deezer’s LTV/CAC ratio remained narrow 

the capacity exists in principle but cannot materialize under adverse market structures. Deezer’s 
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leading firms to “grow themselves into fragility” (Zook & Allen, 2016). Both cases share a set of 
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ositive network effects emerge when each additional user enhances the platform’s utility, but beyond 

activity across regions without achieving sufficient “interaction density” to sustain network self
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translate into profitability. In Homejoy’s case, the $19.99 promotional cleans drove short

s; in Deezer’s case, bundling through telecom partners boosted 

market capture over operational efficiency, a dynamic described by Tower (2025) as the “late 

reckoning of blitzscaling”. These examples illustrate a systemic paradox, in digital ventures, scale 
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household services. The company’s model, designed around standardized pricing and algorithmic 

Porter’s (1985) terms, Homejoy never achieved either cost leadership or meaningful differentiation; 

instead, it operated “stuck in the middle”, competing primarily on discounts and marketing intensity. 

company’s dependence on independent contractors, viewed as a mechanism for operational 

brand ubiquity. Deezer’s relia

engagement. In strategic terms, Deezer’s partnerships traded autonomy for access, they ensu

distribution but limited differentiation. The absence of ecosystem integration, comparable to Apple’s 

software complementarity or Spotify’s algorithmic curation, prevented the firm from 

Deezer’s competitive position crystallized into 

what Coviello et al. (2024) define as “sub scale equilibrium”, a situation in which the firm remains 
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From a theoretical perspective, these failures demonstrate that digital competition transforms Porter’s 

through network design and data leverage rather than product features. Homejoy’s cost base escalated 

with each marginal user due to weak retention; Deezer’s differentiation eroded as algorithms and 

atalogues became commoditized. In both, Teece’s (2007) dynamic capabilities; sensing, seizingand 



64

—

drop of blood. The company’s narrative combined biomedical innovation with Silicon Valley’s ethos 

mpany’s board included political figures 

governance rigidity when organizations scale authority faster than accountability. Theranos’s 

conducted using conventional machines rather than the firm’s proprietary Edison devices (Carreyrou, 

o liquidation and Holmes’s conviction. The company’s scaling trajectory reveals 
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and user experience. By the end of 2012 Fab.com’s user base had expanded, from approximately 1.5 

the firm raised a total of approximately US $336 million (Inc., 2015). The company’s scaling logic 

While Theranos’s failure stemmed from excessive secrecy, Fab.com’s originated from excessive 

as an end in itself, embracing a “hypergrowth” narrative that p

company’s identity, once rooted in design authenticity, eroded under the weight of indiscriminate 
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as “unverified scaling”, where resource deployment precedes learning and validation (Ries, 
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pivots that blurred the brand’s meaning (Harvard D³, 2016). In line with Zook and Allen’s 

without amplifying dysfunction. As Schein (2010) observed, culture acts as the “social DNA” of an 

transforming the founder’s charisma into an epistemic monopoly. This concentration of authority 
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From a leadership perspective, both cases confirm Zook and Allen’s (2016) notion of the founder’s 

paradox. Founders who succeed by imposing vision often fail by resisting adaptation. Holmes’s 

with betrayal. Goldberg’s exuberance, in contrast, produced diffusion, an overextension of autonomy 

Strategic misalignment occurs when a firm’s growth logic diverges from its foundational capabilities 

strategic intent, organizational learning and the firm’s adaptive capacity. When this coherence erodes, 
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Porter’s (1985) framework, Fab.com abandoned its position of focused differentiation, drifting 
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2024; Giardino et al., 2014; Bednár & Tarišková, 2023; 
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2014; Bednár & Tarišková, 2023).
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endi & Hegedűs, 2024). In terms of network effects, Deezer 
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necessary to scale effectively (Szathmári, Bethlendi & Hegedűs, 2024). In both

“ ”
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Gopuff (Section 3.1), the contrast between Homejoy’s abrupt collapse and Deezer’s prolonged sub
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Theranos’s centralized authority and information opacity or Fab.com’s inability to stabilize its 
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with the loss of the “founding story” that underpins growth, the combination of purpose, positioning 
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failure as a moment of refocusing or “cognitive rebalancing”. This implies that scaling failure does 
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•    in structural failure, growth destroys flexibility;

•    in relational failure, 

•    i
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centralized control and the overextension of the founder’s authority created bottlenecks in decision

Founder’s Paradox

where the founder’s charisma 
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the founder’s role but 

institutionalizing control mechanisms. Formalization, when aligned with the company’s core 

“guided autonomy”, 
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business models. In Penrosian terms, each failure reveals a different type of “managerial limit to 

growth”:

•

•

•
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problem, where sustainability depends on the firm’s empirically observed capacity to synchronize the 

Founder’s Paradox
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, such as path dependency, early decisions’ lock
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Penrose’s (1959) emphasis on managerial limits, to Teece’s (2007) dynamic capabilities framework, 
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Allen’s (2016) concept of the Founder’s Mentality
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