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Abstract

Startup companies are newly born companies which struggle for existence. These
entities are mostly formed based on brilliant ideas and grow to succeed. These
phenomena are mentioned in the literature of management, organization, and
entrepreneurship theories. However, a clear picture of these entities is not
available. This paper tries to conceptualize the phenomenon, i.e. “startup”, and
recognize the challenges they might face. After reviewing the life cycle and the
challenges, the paper concludes with some concluding remarks.
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Introduction

It is natural and reasonable to think of the history of organizations and small
businesses in evolutionary terms (Simon, 1993). This history is full of experiences
and evidence supporting the evolution of organizations, however, the existing
history lacks enough focus on the very early stages of a company, i.e. startup phase
(Salamzadeh, 2015a). Although this early phase is less studied in the existing
literature, there are many studies which examined controversial issues in this
domain (Salamzadeh, 2015b). Amidst this chaos, a challenge arose: what are these
entities, i.e. startups, and how they turn into companies?

The work of scholars of management, organization, and entrepreneurship, and
others who might pursue this challenge, will affect the heavily lifting of applying
theories to make a clear picture of these entities (Salamzadeh, 2015 a, b). Due to
several reasons, these studies are of paramount importance. First, many startups
fail in the very early stages and less than one third of them turn into companies-
“high rate of failure” (e.g. see, Vesper, 1990). Second, failure occurs due to
several reasons, such as lack of finance, team management problems, lack of
enough business knowledge, technology lag, etc.- “startup problems” (e.g. See,
Nufez, 2007). Third, most of startups that survive might turn into successful
companies which play a significant role in economies- “success stories” (e.g. See,
Martinsons, 2002). Fifth, there is a black box called “valley of death” which is
more of a metaphor than a well-defined stage (Hudson & Khazragui, 2013). Even
if this black box is well studied, the startup itself is ignored as the level of analysis-
“startup stage” (e.g. see, Van de Ven et. al., 1984).

Therefore, this paper attempts to explain and conceptualize startups, and recognize
the challenges they might face in the valley. Thus, the paper deals with explanation
and not all the mentioned reasons why confirm that startup research is important.
To do so, three main issues are discussed: (i) determining the main theories of
management, organization, and entrepreneurship in this domain, (ii) explaining the
lifecycle of startups, and last but not least (iii) the startup problems. Finally, the
paper concludes with some concluding remarks.

Startups theories

As mentioned earlier, startups are rarely considered as the main focus of theories in
different domains. However, there are some theories which could be implicitly
considered as “startup theories” in the existing literature. This paper categorizes



these theories in three main areas: (i) organization, (ii) management, and (iii)
entrepreneurship.

Organization theories focusing on startups

Van de Ven et al. (1984) were among the first scholars who considered three main
approaches toward studying startup creation. They considered entrepreneurial,
organizational and ecological approaches; and argued that prior research had only
examined one of these three approaches without considering the others. As they
pointed out:

“The organizational approach argues the conditions under which an organization is
planned and the processes followed in its initial development [phase, which] have
important consequences on its structure and performance in later life”.

Yet, organization theories are silent on the issue of organizational evolution, or
more specifically on startup evolution (Salamzadeh, 2015a). However, there is
limited research which investigates the startup phase (e.g. see Boekerb &
Wiltbank, 2005). Moreover, most of the existing theories and perspectives in
organization science are definedto answer organizational guestions. Among these
theories, the following are more relevant in studying startups: organizational
ecology theory (e.g. see, Scholz & Reydon, 2009), organizational configurations
(e.g. see, Miller, 1990), contingency theory (e.g. see, Tosi& Slocum, 1984),
resource dependence theory (e.g. see, Davis& Cobb, 2010), uncertainty theory
(Kamps & Pdlos, 1999), etc. Among the existing theories, Gartner (1985) and Katz
and Gartner (1988) are more specifically related to this category.

Management theories focusing on startups

According to its general definition (getting things done through the other people, or
coordinating the efforts of people toward common goals), management is about
people (Hofstede, 1999). On the other hand, management theories are either
“perspectives” or “descriptions of the relationships among organizational
characteristics” (Dean & Bowen, 1994). Thus, according to this view, while
management theories have less to do with startups in an organizational
sense;theyhave more to do with those entities as individuals/teams that coordinate
their efforts toward some common goals.



Moreover, management theorists and scholars are becoming more interested in
studying startups (Davila et al., 2003). Some of the main management theories
which used in startup research are as follows: strategic management (e.g. see,
Pettigrew et al., 2001), small business governance (e.g. see, Ritchie& Richardson,
2000), human resource management (e.g. see, Miles & Rosenberg, 1983), team
management (e.g. see, Kaiser& Miller, 2013), complexity theory (e.g. see &Lan,
2006), etc. However these theories are loosely connected to startup research and
are mostly considering startups as their samples or cases.

Entrepreneurship theories focusing on startups

In Van de Ven et al.’s (1984) view, “the entrepreneurial approach argues the
characteristics of the founder and promoter of a new organization”. Although this
view holds a basic presumption regarding the existing theories, it lacks enough
entrepreneurial focus on the phenomenon in question, i.e. startups. Although the
founder is important, there are several issues to be discussed, described, and
explained by entrepreneurship theories on startups. As Salamzadeh (2015b) argues,
entrepreneurship theories on startups fall into two categories: (i) macro level
theories (e.g. see, Schumpeter's theory (Schumpeter, 1934), population ecology
(Hannan and Freeman, 1977)), and (ii) micro and meso level theories (see e.g.
Vesper, 1990; Lim et al., 2008; Bhaves, 1994; Veciana, 1988; Deakins and
Whittam, 2000; Nufiez, 2007; Serarols, 2008; Samuelsson and Davidsson, 2009).

This category of theories is more focused on startups. This might be due to several
reasons. First, entrepreneurship deals with idea, creativity, innovation, new product
or service development, opportunity, and the like. Thus, entrepreneurship theories
are more prone to be considered in the early stages of any business or organization.
These concepts are integral parts of a startup (Radovic-Markovic&Salamzadeh,
2012). Second, going beyond entrepreneurship theories, theories of organization
and management will emerge, which deal with managing people and organizations
(Van de Ven et al., 1984).Third, startups are about turning ideas into businesses
which is a critical point in entrepreneurship studies such as new venture creation,
value creation, and opportunity recognition, evaluation and exploitation.

The lifecycle of startups

However, startups are diversified and complex in nature, these entities have their
lifecycle. Hopefully, research on startups’ lifecycle is well-developed in last few



years (see Salamzadeh, 2015a,b). Since the sequence of activities and stages might
vary among different startups, a holistic perspective is presented in this paper to
offer a better understanding of the lifecycle of startups. The stages are as follows
(Figure 1):
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Figure 1. Lifecycle of startups (source: self-elaborated)

(i) Bootstrapping stage:

In this very early stage, the entrepreneur himself/herself initiates a set of activities
to turn his/her idea into a profitable business. However, he/she considers a higher
risk or even uncertainty level, continues working on the new venture idea, makes a
team, uses personal funds, and asks family members and friends for their
investment in the idea. Bootstrapping, which is sometimes defined as highly
creative ways of acquiring the use of resources without borrowing (Freear et al.,
2002), is considered to be one of the areas of entrepreneurship research that most
need to be addressed (Ebben& Johnson, 2006). The purposeof this stage is to
position the venture for growth by demonstrating product feasibility,
cashmanagement capability, team building and management, and customer
acceptance (Brush et. al., 2006). Moreover, angel investors are more likely to
invest in this stage. In sum, as Harrison et al. (2004) argue: “bootstrapping is a way
of life in entrepreneurial companies”. This argument reveals the reason why most
of the theories of startups are borrowed from entrepreneurship theories (see,
Entrepreneurship theories focusing on startups).

(ii) Seed stage:



After the bootstrapping stage, the founder enters into a new stage, which is the
seed stage'. This stage is characterized by team work, prototype development,
entry into market, valuation of the venture, seeking for support mechanisms such
as accelerators and incubators, and average investments to grow the startup.
Frankly speaking, for most startups the seed stage is a mess and is construed as
highly uncertain (Salamzadeh, 2015 a). The seed stage is characterized by the
initial capital that is used to do product and/or service (Manchanda &
Muralidharan, 2014). Thus, founder seeks for support mechanisms such as
accelerators, incubators, small business development centers, and hatcheries to
accelerate the process. A great number of startups fail in this stage. Since they
could not find support mechanisms and in best case they would turn to a low profit
company with a low rate of success. On the other hand, those who succeed in
receiving support would have a higher chance of becoming profitable companies.
It goes without saying that valuation is normally done at the end of this stage.

(iii) Creation stage:

Creation stage occurs when the company sells its products, enters into market, and
hires first employees (Salamzadeh, 2015). Some scholars believe that
entrepreneurshipstops when the creation stage is ended (Ogorelc, 1999). This
supports the argument that most of the theories which cover startups are borrowed
from entrepreneurship theories and not management and organization theories (see
Entrepreneurship theories focusing on startups). At the end of this stage,
organization/firm is formed and corporate finance is considered as the main choice
for financing the firm. Venture capitals could facilitate the creation stage, by
funding the venture.

Challenges of startups

Prior research on challenges of startups addresses a number of common challenges
among different startups (Shepherd et al., 2000). However, there are some common
challenges, most of the challenges are unique, and the extent to which they affect
startups differs. Some of the main common challenges are as follows:

! Some scholars consider pre-seed stage between bootstrapping and seed stage. Moreover, to some scholars
bootstrapping is the pre-seed stage. Also, some scholars consider bootstrapping as startup stage. Some other
scholars believe that the creation stage is identified as the period between the nascence of a business idea until
the moment of sustainable profits. Here by startups the author means the early stage of any business, venture, or
entrepreneurial activity until it turns into a firm.



(i) Financial challenges:

As mentioned earlier, finance is an integral part of the startup process. Any startup
would face financial issues and problems for several reasons and in different stages
(Colombo & Piva, 2008; Tanha et al., 2011; Salamzadeh, 2015 a, b; Salamzadeh et
al., 2015). For instance, while bootstrapping the founder negotiates with family
members and friends to convince them to invest in his/her idea. He/she invests in
the business, and since the idea is in its early stages, he/she might need more
money to expand it. Afterwards, in the seed stage, founder should look for angel
investors and convince him/her with reasonable valuation plans. Next, in the
creation stage, the founder should prepare a plan along with support documents to
take advantage of venture capital.

(i) Human resources:

Startups normally start with one founder and/or some cofounders. As time goes by,
founder needs more experts to develop the prototype, MVP, etc. Then, he/she has
to negotiate with people, make team and finally hire employees. This process is so
critical to succeed and if the founder lacks enough knowledge of the field, the
startup might fail due to human resource management issues (Salamzadeh, 2015 a,
b; Salamzadeh, 2014).

(iii) Support mechanisms:

There are a number of support mechanisms that play a significant role in the
lifecycle of startups. These support mechanisms include, angel investors,
hatcheries, incubators, science and technology parks, accelerators, small business
development centers, venture capitals, etc. Lack of access to such support
mechanisms increases the risk of failure (Salamzadeh, 2015 a, b).

(iv) Environmental elements:

Last but not least isthe effect of environmental elements. Many startups fail due to
lack of attention to environmental elements, such as the existing trends, limitations
in the markets, legal issues, etc. While a supportive environment facilitates the
success of startups, a maleficent one could result is failure (Boeker, 1988). The
environment for a startup is even more difficult and critical than for an established
firm (Bruton & Rubanik, 2002; Van Gelderen et. al., 2005).



Conclusion

This paper explained and conceptualized startups by elaborating their lifecycle.
The lifecycle includes three main stages, which are bootstrapping stage, seed stage,
and creation stage. Moreover, the paper concluded that among the three main
streams of research on startups, entrepreneurship theories are the most dominant
theories. Finally, the paper considered four main challenges that startups might
face. Researchers might elaborate each of the mentioned stages, and study the
challenges in different areas. Also, scholars might compare the existing theories of
management, organization, and entrepreneurship in order to develop a
comprehensive theory of startups.
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