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Startups are new businesses based on an innovative idea with the goal to find markets for their innovative
products and hold their share of such markets, and capable of rapid growth and substantial revenue generation
in a short period of time which drives the success of the startups and their increasing role in the economic
growth. Obviously, there are also many startup failures, caused essentially by the risk of innovation and the
uncertainties surrounding the activities of the startup companies. In this sense, the aspect of exploring the
challenges obstructing the development of startups and their failures becomes particularly important. The article
attempts to analyze the international practice of the more common practical challenges the startups face and
assess the underlying causes, along with presenting the structured integrity of such causes based on their
substantive features — starting from the level of the life cycles of the startups up to the institutional level. This
review will help the Armenian startups to avoid, as much as possible, such problems and, thus, also failures,
which already have substantial share despite the solid cases of success the startups have had in Armenia.
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Introduction

Startup projects are capable of accelerated growth, job creation and outgrowing into large
companies with increasing profits in short period of time, thus turning into a key driver of the
economic development. This trend of fast-paced growth and development into large companies is
driven by the fact that the goods and services offered by the startups are based on innovation, which
enables market disruption and attraction of large clientele.

There are numerous startup projects globally which have largely succeeded, thus, changing the
world with their products and services and improving the human life. However, there is another
noteworthy specificity associated with the startup projects — they are rather risky, with great
probability of failure. As some studies suggest, almost 67% of the startups do fail [1]. Furthermore,
this figure may sometimes reach up to 90-95% [2]. Causes of such failures vary — from lack of
entrepreneurial skills and knowledge of the startup founders to the lack of qualified human resources,
lack of access to finance and inadequate level of institutionalization. Armenia is not an exception in
this sense.

The establishment and development of the startups in Armenia gained its momentum since the
last decade. Most of Armenian startups are creating goods or services for retail consumption and are
primarily operating in the sphere of e-commerce. While few in number, some startups have started
operations in finance, health care technologies, bio-technologies, as well as machine learning and
artificial intelligence. Early startups include the PicsArt (photo editor with millions of downloads
globally), Joomag (a leader in interactive digital publishing), GG (a mobile app for getting a ride with
thousands of orders daily), Menu Group (food delivery service, active in Armenia, as well as Belarus).
These startups were created and operated in a period when the startup ecosystem in Armenia was in its
onset and was not developed enough to extend adequate support to and assist the startups in their
development path. Meanwhile, there was no venture capital fund active in the Armenian startup
ecosystem, there was no network of business angels, and finance and investment could be attracted
only from relevant foreign funds, which was extremely difficult. The ecosystem infrastructure
(incubators, accelerators, co-working space, etc.) was not developed. However, some Armenian
startup projects did manage to succeed overcoming multiple obstacles. Meanwhile, quite a number of
startups failed and did not survive.
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Conflict setting

As we have already mentioned, the startups play an essential role in the economic development.
In the present context of the Armenian economy, sustainable development of the startups will also
boost the economic growth and development. In this regard, it is important to explore the challenges
that obstruct the development of the startups and study the problems that create unfavorable
environment for the development and success of the startups. The challenges associated with the
development of startups and the causes of their failures are diverse. To provide a thorough review of
these challenges, one should develop an understanding of the nature and profile of the startups, as well
as the development cycles of the startup project before it outgrows into a viable business.

The Nature and Profile of Startup Companies

The nature of startups has been discussed a lot in the publications of foreign and local authors.
Startups are viewed as a type of entrepreneurial venture, which, as a rule, is a newly founded, fast-
growing viable business that brings an innovative product or service to the market.[3] From the
professional perspective, “a startup is a newly established business, which aims to rapidly develop its
own business model.”[4] The business model is the general snapshot of the company which gives an
understanding of all the processes required to achieve the strategic objectives of the company and
create a value. Steve Blank, a renowned scientist in the field and entrepreneur, has given another
definition for startups from the business-model perspective: he sees the startup as “a company which is
created to find an evolving and repeatable business model.”’[5] According to Blank, startups should be
perceived as “scalable startups” that strive to seek and find their own business model, as well as do it
quickly to ensure that the value created by them have an impact on the existing market. This is the
core difference between the startups and small enterprises. Summing up these definitions, a brief
definition of the startup can be articulated: startups are newly created, innovation-based and fast-
growth implying business-initiatives with distinguished development phases, that act in the context of
risk with a view to continued improvement of their own business model, without any financial and/or
operational background, being largely dependent on the private capital.

Development phases of startups.

In general, the startups undergo three main development phases: Creation, Idea validation and
Business development.
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Fig. 1 Startup development life cycles [6]

The first process of the Creation phase is the business idea generation. It should be a good or

service based on a “scalable” business model that matches all the specifics typical of its target market.
First of all, the value to be created by the business idea should be clarified. In this phase, it relates
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exceptionally to idea generation, and it does not yet relate to either to the establishment of team or the
inputs required and, in general, the potential rate of return of the project. The development of the
business idea is followed by the process of clarifying the conceptual foundations of the business idea.
In this case it is about designing the mission and vision of the business idea, thanks to which the goals
of the next several years should be designed and implemented, and the ways of achieving these goas
should be clarified.

In this phase, the team of co-founders shall be established. It is crucial that each of the co-
founders disposes of the inputs and skills required to complement each other.

In the Idea validation phase the implementation team shall get to work — each of them
contributing to the fulfillment of the goals specified. The prototype and the execution process of the
key product (service) shall be designed and prepared taking into consideration the limited resources
and time given. The following process of this phase includes the approval of the prototype. The
existing prototype shall be regularly tested and improved. The business model sets the key efficiency
and performance indicators. Then, attraction of funds and investment shall take place.

In the Business development phase, the business venture starts accelerated growth in the targeted
markets based on the key efficiency and performance indicators. The startups may and should grow
rapidly to fill the gap on the target market. It is the special aspect of the startups — by continued
improvement, replenishment and transformation such business ventures shall achieve the highest level
of development rate in this phase, attracting new investments, inputs and staff, as well as improving
the business processes and their management. The business model established in this phase should, as
much as possible, align with the market needs. In the stabilization process it should have already
reached tangible growth, and such growth is expected to go on in the future as well.

It should be noted that any startup, in almost every phase of its activity, might cease being one.
Such a process may take place, for example, through an initial public order (IPO) or merger with a
larger company through takeover by the latter.

Research Results

Development Challenges and Causes of Startup Failures

Research of the startup companies suggests that irrespective of the level of economic
development, there are common challenges typical of all startups, which are systematic in nature. It
attaches importance to identification of the practicalities of the development of startups, discovery and
comprehensive assessment of the underlying reasons, as well as the need for their typification. It will
help the startups to avoid, as much as possible, such problems in their development path, find the
proper solutions and develop in a more efficient way.

Let’s try to analyze the causes of failures by the startups during their development lifecycles and
point to the main forms of such failures. As noted above, the startups have three main phases of
development. The first phase is the creation, when the business idea is generated. It is crucial to
properly formulate the business idea, based on which the prototype of the product (service) shall be
created in later phases and the business strategy of the company shall be designed. In the Creation
Phase, the founder of the startup may face challenges in the absence of the essential knowledge and
skills of the idea generation and presentation. In this phase, the problem with the human and financial
resources is not substantial, as it is primarily in the dimension of the implementation and responsibility
of the founder of the startup.

Next, the Idea Validation Phase includes the design and approval of the product (service)
prototype, followed by continuous testing and improvement. The business model of the startup is also
designed. This phase attaches importance to the mobilization of the human and financial resources, as
the availability of a working team with qualified specialists, as well as attraction of additional financial
investments is a precondition for the success of the startup. With no qualified specialists and essential
amount of investment, the startup company may even fail.
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And lastly, the Business Development Phase should have clearly stated the goals focused on
ensuring the accelerated growth in the target markets and revenue creation. However, the problems of
this phase predominantly relate to literate development and enhancement of the business, and require
in-depth entreprencurial knowledge and expertise. Besides, in the phase startups need to attract large
financial investments and mobilize substantial human resources, which, in its turn, requires
availability of relevant know-how and experts.

Henceforth, the problems observed in the lifecycles of the startups relate to the following
substantive areas:

e Financing Challenges

Startups have varying financial needs and sources of finance in different phases of development.
In the initial or creation phase, the main finance is provided by the co-founders, in the next phase of
idea validation the funding is generally provided by individual investors, so-called business angles, as
well as by various donor organizations and acceleration programs. The business development phase is
mostly financed by the venture funds. The issues that arise here, i.e. those connected with fundraising,
are associated with the failure to interest and/or convince the potential investor, which, in turn, is
correlated with the lack of the startup founder’s skills to properly pitch the idea, as well as with a
situation when an idea which either already exists, or fails to meet the consumers’ needs or solve the
problem is presented.

Hence, the challenge of seeking funds seems to be mostly correlated with the startup’s ability to
properly analyze and pitch the idea (whether it does tackle a problem that exists on the market or it
meets a need or whether it tackles it in the best possible way). Moreover, financing may depend on the
lack of investors or inadequacy of the investment resources, henceforth, it might be an ecosystem level
problem, when the number of the business angels or venture capital funds is not adequate in the
ecosystem concerned, and when there is lack of access to finance from other ecosystems. The failure
to raise adequate funds, inter alia, may cause associated problems, such as being a barrier to the global
market entry or further development of the startup.

o Entrepreneurial Skills

It is the entrepreneurial skills of the startup founders that are vital for the successful
development of the startup, especially, in the creation phase. Given that most of the startups are
technology-oriented in the present era of “technological revolution”, the startup founders are primarily
technological professionals (such as software developers) and they substantially lack entrepreneurial
know-how. It is the cause of most of the problems that emerge in the creation and idea validation
phase, since, due to lack of such knowledge, they perform insufficient market research (or don’t do it
at all), they don’t measure the extent the product or service created is tackling the consumers’ needs or
problem or whether it is doing so at all, as well as they don’t develop an appropriate and viable
business model. All these aspects are preconditions for a startup to successfully grow. Meanwhile, the
lack of knowledge and skills is usually filled by corresponding training providers and programs
available in the ecosystem.

e Human Resources

The aspect of human resources seems to be one of the most important one, and the further
development of the startup also depends on it. In the startup creation phase the key member of the
team is the founder or the co-founders. As the startup evolves, other specialists should be involved, for
instance, to design the prototype and the least viable product. Future success of the startup
predominantly depends on the success of this particular phase and, in case of failure to recruit proper
specialists, the startup may simply fall apart. Another staffing-related challenge is the lack of qualified
human resources on the market. This problem has two main reasons: 1) the education institutions do
not train sufficient number of specialists (currently, the universities fail to match the needs of the
Armenian market for information technologies [7]), 2) the “brain-drain”, i.e. most of specialists are
migrating to find better pay abroad or get a job in large international tech-companies with an
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expectation of professional growth. This creates a significant lack of highly qualified specialists,
which obstructs the operations of the startups.

e Supporters

A number of agencies and organizations, as well as individuals are active in the startup
ecosystem delivering support to the startups. These players have a crucial role in different phases of
development of the startups. They include individual investors or business angels, incubators,
accelerators, R&D parks, small business support agencies, venture funds, donors and so on. Lack of
presence or insufficient presence of such entities and programs in the ecosystem creates challenges for
the successful development and even survival of the startups.

Favorable Business Environment for the development of the Startups

Presence of a favorable business climate is also crucial for the successful operation and
development of the startups. Elements of such an environment include the favorable legal framework
and tax regime, the market opportunities, the state aid and so forth. Through corresponding legislation,
for instance, the governments may reduce the tax burden for the newly established startups and for
those in financial difficulty, as well as set some tax advantages for them. In this regard, presence of
appropriate institutional framework is especially prioritized as a pillar of the startup ecosystem. The
startup ecosystem ensures the following:

e Access to finance through business angels and venture funds;

e Learning of entrepreneurial know-how and skills development through organizing
focused trainings and learning programs, including via incubators and acceleration
programs;

e Creation of the startup community and improving the efficiency of mutual collaboration
between various startups.

Thus, the development challenges of startups can be distinguished at the level of the startup
ecosystem and the startup project:
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Fig. 2 Ecosystem and Project Level Challenges of the Startups
(The figure is prepared by the Author)

Development challenges on the level of the startup projects refer to the actions undertaken by
the startup co-founders and are interim in their nature.

Tackling of the startup ecosystem level challenges is crucial from the perspective of the startup
output.

In summary, one should acknowledge the vital role of a mature vital ecosystem for the startups
to succeed.
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Startup Development Challenges and the Approaches to Overcoming them in Armenia

Along with the success of evolvement of the startups, there are multiple challenges and cases of
startup failures in Armenia, which are obstructing the sustainable development of the existing startups
and their access to the global market.

The Armenian market lacks the market conditions required for the startups to evolve. The
market lacks adequate infrastructure for piloting the prototype of certain products and further
commercialization thereof. It is a serious problem in the sense that if the product of a startup is not
presented on the global market, the limited size of the Armenian market may create solid barriers for
the startup to further grow and enhance.

The role of the startup ecosystem is vital for the success of the Armenian startups, as it ensures
the access to and availability of finance, acquisition of entrepreneurial know-how and skills
development, promotion of mutual collaboration among the startups and improvement of productivity.
While the startup ecosystem in Armenia has already had certain progress, there are still many issues
remaining. Lack of qualified specialists is especially big, since:

o The education providers fail to provide the specializations required by the startups;

o There are few matching courses or training programs for improving the qualifications;

e The Armenian students, while pursuing further studies abroad, prefer staying there for work,
which results in labor migration leading to the lack of qualified staff for the Armenian
startups.

To address the challenges faced by the startups on their growth journey, presence of an adequate
institutional basis is prioritized, which is called to create a favorable business environment for
sustainable development of the startup companies. In this regard, setting focused and targeted
privileges might be quite constructive. The Law on State Aid to the IT Sector, effective from 2015, in
the Republic of Armenia is a good practice to follow. It sets tax privileges for relevant IT startups[8],
having proven to be an apparent progress in the IT sector.

Conclusion

Identification of the common practical challenges the startups face in the international practice
and structured review and typification of the causes of startup failures, disaggregated by the
development level of startups, may help the Armenian startups to avoid such problems as much as
possible and, therefore, also future failures, as well as find proper solutions and develop more
efficiently.

Given the current level of economic development in Armenia, as well as the challenges on the
geopolitical, territorial, infrastructure-related and institutional levels that obstruct the economic
growth, the startups may be vital for our country’s development as an economic driver.
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HBIHEIIHUE MMPOABJEHUSA U KJIFOYEBBIE ITPOBJIEMbI
PA3BUTHSA CTAPTAII-KOMITAHUI

K.P. Apmiaksin

Epesanckuii cocyoapcmeennblil ynusepcumem

Crapranbl — 3TO HOBbI€ KOMIIAaHUH, CO3/JaHHBIC Ha OCHOBE MHHOBAI[MOHHON HIEH, C LEIbIO
HAaliTH W 3aXBaTUTh PBIHOK IJISi CBOMX HMHHOBALMOHHBIX IPOJYKTOB, KOTOPBIE TaKKE CHOCOOHBI
OBICTPO pacTy U MPUHOCUTH 3HAUYUTENBHYIO MPUOBLIb 32 KOPOTKHUNA MEPHOJ BPEMEHH, YTO U SIBISIETCS
ompezeNsAomuM (aKTopoM U UX YCIeXa M BO3PACTAIOMIEH pOJIM B MPOIECCe IKOHOMHYECKOTO
paszButus. O4YEeBHAHO M TO, YTO 3HAYMTEIbHAS YacTh CTApTal-KOMIAHMHW TEPHIUT HEyjaady, uTo B
OCHOBHOM CB$I3aHO C PUCKOM MHHOBALIUI U HEOIPEAEICHHOCTSIMH, COIIPOBOXKIAOIIUMHU JEITEIbHOCTh
CTapTamn-KoOMMaHui. B 3TOM KOHTEKCTe OCOOEHHO Ba)XKHO OIpPENEeNUTh MPOOJIEMBI, C KOTOPBIMH
CTAJKUBAIOTCS CTapTambl HAa CBOEM IYTH Pa3BUTUS M M3YYHUTh NPUYMHBI MX NpoBajioB. B crarhe
MIPOBOJUTCS aHaNIW3 Hauboyiee pacIpOCTPAHEHHBIX MPOOJIEM, BCTPEUAIOUIUXCA B MPAKTHYECKUX
MIPOSIBIICHUSIX CTApPTaloOB B MEXAYHAapOAHOMN NMpakTHKE, U OLEHUTh NPUUYMHBI UX BO3HUKHOBEHHMS, a
TaKKe NIPEJCTaBUTh UX KOMIUIEKCHYIO LIEIOCTHOCTD UCXOAS U3 UX COJEP)KaTeNbHbIX XapaKTepUCTUK -
Ha4YMHas C 3TANoB KU3HEHHOTO IIMKJIA CTapTana M 3aKaH4MBasi HHCTUTYLIMOHAJIBHBIM ypoBHEM. Takoi
MOJIXOA TOMOXET apMSHCKHM CTapTal-KOMIAHMSAM I10 BO3MOKHOCTH H30€XaTb 3THX MpodieM u
IIPOBAJIOB, KOTOPBIE YK€ 3HAUUTEIIbHBI, HECMOTPSI HA CEPbE3HBIEC NOCTI)KEHHUs Pa3BUTUS CTApTaIoB B
ApMeHHH.

KiaoueBble  ciaoBa:  CTapTam-TpOEKTH,  CTApPTAl-KOMIIAHWM, CTapTal  JKOCHUCTEMa,
CTUMYJIMPOBaHHE 3KOHOMHYECKOTO pPOCTa, TMPEMSTCTBUS HAa IYTH Pa3BUTH, MPOOIEeMBI cTaprar-
KOMITaHHUH.
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