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Abstract: Within the general concept of companies, start-ups are, more practically than
theoretically, a distinct category including the so-called newly born companies struggling for
existence and confirmation. Although theories of start-ups are still emerging, it is known that
these companies are set up to put in practice great ideas and they grow to reach the success
desired by their founders. The definition is, from a strict scientific point of view, approximate
and quite inconsistent, which is why the clarification of the category of start-ups can be done
using contributions from the theories of management, organization, complexity, and
entrepreneurship or life stages, while admitting that a clear picture of these entities is not yet
available. Regardless of the multitude of perspectives, researchers and practitioners agree
that growth is therefore an essential part in the development, consolidation and orientation
of start-ups. It is therefore not uncommon to find that the vast majority of European start-ups
are interested in internationalizing, or expanding their internationalization, in the immediate
future, despite considerable difficulties and challenges, exacerbated by lack of experience
and the market power of new companies. The situation of start-ups in Romania is a bit more
complex and certainly not as enthusiastic - a series of constraints, objectives and subjective,
make the expansion on new markets an option not as attractive for young small and medium
Romanian companies.
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1. Introduction

The idea of starting and launching a business comes from a fairly common rationale
(practically and theoretically acceptable), of the evolution of organizations and companies.
The economy is full of experiences and evidence that organizations have a development
that can be interpreted in terms of "biological", conception: birth, launch, development,
maturity, decline and disappearance, but, surprisingly, there is a rather low emphasis in
economic theory on the very early stages of a company, i.e. the launching phase, the start-
up. The lack of well-documented analyses on this early phase of companies is not without
problems, controversies and challenges: Who are these entities?, What distinguishes them
from other organizations?, How do they turn into actual companies?, Is there a specific
moment which turns the start-up into a successful company or, respectively, one fated to a
modest existence or even a rapid disappearance?

Start-ups have been identified and characterized by several important features. First of all,
it is a high failure rate. Whether we are talking about new companies born to highlight an
idea ("special" in the opinion of the founder), or we are talking about small companies set
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up without great ambitions, often for the simple survival of the founder and his family, most
of these entities fail to survive and less than a third of them turn into companies (Rogers,
2009) (Badulescu & Badulescu, 2014). Secondly, failure occurs for several reasons, such
as lack of funding, team management problems, insufficient business knowledge,
technological backwardness, which seem to be, if not exclusive, at least very specific to the
start-up period. Third, there is in the (short) life of start-ups “a stage or a few critical moments,
often difficult to explain (Van de Ven, et al., 1984) that makes the difference between
resistance and disappearance, between survival and success. Finally, as a "moral reward"
for crossing this difficult path, most of the start-ups which survive and succeed have a strong
motivational effect on future entrepreneurial ideas and intentions, which often compete with
the economic or innovative contribution of their own business, and we refer here to the so-
called “success stories” (Salamzadeh, 2015).

Start-ups: brief overview

We can find five main approaches or perspectives from which start-ups can be understood.
Incomplete if taken separately, together they can contribute to a better understanding of this
phenomenon, and we refer here to: a. Managerial perspective, b. Organizational
perspective, c. Entrepreneurial perspective, d. Life cycle theory and, finally, d. the
perspective of complexity theory. Van de Ven et al. (1984) were among the first researchers
to consider three main approaches to the study of start-ups, i.e. entrepreneurial,
organizational and environmental, and argued for the need to understand these new
businesses by integrating the three perspectives.

Organizational theories are quite poor in arguments about the evolution of start-ups, the
start-up phase, and most existing theories and perspectives in the science of the
organization are focused on answering questions about more sophisticated stages of the
company's existence, such as the theory of organizational ecology (Scholz & Reydon, 2009),
organizational configurations (Miller, 2000), contingency theory (Tosi & Slocum, 1984),
resource dependence theory, uncertainty theory (Kamps & Pélos, 1999) etc., as well as the
specific contributions of Gartner (1985) and Katz and Gartner (1988) related to this category
(Salamzadeh, 2015).

The management theory starts from its general principle, i.e. fulfiling of goals by
coordinating the efforts of individuals and teams in order to achieve the proposed objectives.
In fact, management theories have less to do with start-ups in an organizational sense, but
more with those entities (individuals or teams) that coordinate their efforts towards common
goals, and one of these goals could be setting up and launching a business. Management
scholars are increasingly interested in studying start-ups (Salamzadeh, 2015), especially in
the field of strategic management (Pettigrew, et al., 2001), small business governance
(Ritchie & Richardson, 2000), human resource management (Miles & Rosenberg, 1983),
team management (Kaiser & Miiller, 2013).

In the opinion of Van de Ven et al (1984), the entrepreneurial approach to start-ups is based
on the characteristics of the founder and leader of a new organization, eclipsing, by pushing
forward the features of the founding entrepreneur, certain aspects of the organization, the
reasons and the way of resolving conflicts and crisis situations, the stages of growth. As
Salamzadeh (2015) argues, entrepreneurial theories of start-ups fall into two categories: (1)
theories at the macroeconomic level (Schumpeter, 1934), population ecology (Hannan &
Freeman, 1977), and (2) theories at micro and meso economic level (Vesper, 1990), (Bhave,
1994), (Lim, et al., 2008). Unlike organizational and management theories, this theory is
much more focused and adapted to start-ups, at least for the fact that entrepreneurial theory
deals with elements such as idea, creativity, innovation, development of new products or
services, opportunities and others, which are actually the motivations and strengths of
launching new companies. Moreover, some of the motivations and entrepreneurial resilience
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are closely related to going through the early, often difficult stages of any business or
organization. Secondly, the transformation of the idea into a business is a central point of
entrepreneurial theory, and the launch and the first stages of a start-up (legal formalities,
risk management, evaluation and exploitation of opportunities, team building) are the
"vehicle" through this transformation of the idea into a functional business can be achieved.
Researchers also commonly use "organizational life cycle theory" to investigate the problem
of developing start-ups. It presumes organizational growth as a consistent and predictable
process, similar to the life cycle of an individual (or of a known biological entity), i.e. birth,
maturity, aging and death. The basic argument of this theory is constructed as follows: the
process of organizational growth consists of different stages, and an organization faces
different problems at each stage. Therefore, an organization must possess different
management skills, make different decisions and have a structure adapted to each stage
(Adizes, 1989), (Greiner, 1972), (Kazanjian, 1988). In terms of the number of stages
identified, theories are beginning to differ - from a simpler model of the three stages such as
Smith et al. (1985) or Bhave (1994), up to the four-step model (Hanks & Watson, 1993), five-
step model (Greiner, 1972), (Galbraith, 1982), and up to the ten-step model (Block &
MacMillan, 1985), (Adizes, 1989).

Despite the differences between the different life cycle models, their promoters usually
consider that the growth and development of enterprises is a progressive and linear process
and that all enterprises have to face certain key problems at each stage (Kaulio, 2003),
(Kazanjian, 1988). Because entrepreneurs must overcome these problems before their
business can enter the next stage of development, this theoretical perspective assumes that
the development of the start-up is predictable and that entrepreneurs can plan management
activities and adjust the organizational structure over time.

Accepting the existence of stages and moments in the “life of an enterprise”, but partially
contesting their content and succession, the complexity theory starts from the idea that the
development of a start-up is dynamic, non-linear and unpredictable. Moreover, since the
development of a start-up must begin with an initial event, immediately after the occurrence
of this event, the development of the start-up is in a dynamic state of co-evolution with
management, with the subjectivity of entrepreneurial decisions and it never reaches the kind
of equilibrium observed in biological evolution. In other words, the development of a start-up
can be seen as the attempt to "create order”, and the use of complexity theory to study the
launch and development of a start-up allows us to observe how each start-up constantly
creates new orders in the environment (Tsai & Lan, 2006) to determine the company to
continuously adapt to a system, marked by “continuous change”. Life cycle theory concerns
the development of a start-up from a relatively holistic point of view, being particularly
concerned with changes in the structure of the organization from its birth to its death (Katz
& Gartner, 1988). Complexity theory is partially validated by statistical data - over 30% -40%
of enterprises do not have a process of progressive and linear growth assumed by life cycle
theory (Slevin & Covin, 1998), (Tsai & Lan, 2006), and the development a new start-up is
subject to various phenomena, non-homogeneous, dynamic and complex, difficult to
integrate into the schematics of some stages (regardless of their number) as they are
proposed in the theories of the life cycle of start-ups. One of the explanations probably
comes from the fact that the logic of cycle theories is, at the same time, its weakness - life
cycle theory assumes that the environment is predictable, one stage contains the germs of
the next stage and that, therefore, change, breaking rhythm, return, alternation, shock are
"exceptions"”. In contrast, in complexity theory the course of a firm is individual, organizations
are dissipative structures in a state of imbalance and it is assumed that (unpredictable)
change of environment is a rule, not an exception (Tsai & Lan, 2006). All these approaches
also show, indirectly, that start-ups are not simple entities, small variations of future large
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organizations, but are diversified and have a complex nature, specifically marking a certain
stage of life of companies.

2. Start-ups and the challenge of internationalization

The internationalization of start-ups is a specific theme of this group of companies, probably,
from our point of view, a little overestimated or often presented in a favourable light, as
intrinsic in the development of this type of business. Marked by inherent problems
(Badulescu, 2013), such as (i) financial challenges and constraints, (ii) lack of qualified
human resources (or unwilling to enter an incipient, insecure business); (iii) support
mechanisms and immature entrepreneurial ecosystem, (iv) low attention paid to
environmental elements that can be easily transformed from opportunities into risks, it is
hard to believe that most start-ups are well equipped to deal with these problems
multiplicated on various markets, in an international context.

2.1. Development and internationalization of start-ups: the European profile
However, there is a certain category of start-ups, the so-called born global, which means
that they operate across borders and, in some cases, they open an office in several countries
since the beginning of the first operations. Growth is a crucial part in targeting start-ups and
therefore 88.0% of start-ups participating in surveys within the European Union (Steigertahl
& Mauer, 2018) (Bormans, et al., 2020) stated that they intend to go international, or increase
their degree of internationalization in the next 12 months.

Most European start-ups expand first into the European Union and usually start with
neighbouring countries, before moving to wider international markets - 77% of participants
reported internationalization plans in the EU over the next 12 months, and about 36% want
to do it outside the EU (especially in North America, followed by Asia), 26% in the EU and
outside the EU, and 11% have no such intention.

Low profitability I 36%
Liquidity issues I /2%
Achieving sales (customers) IS 56%
Increasing turnover IIEENGNGNGNNNNGNNNGNGG 51%
Product development massss—— 10%
Capital increase I 53%
Internationalization T 3%
Recruitment of qualified personnel m————— 73%
Team development I 2%
Management and organization N 15%
Idon't know / No answer 1 2%

Other 1 2%

Figure 1: Challenges faced by start-ups in developing and internationalizing their
businesses
Source: (Bormans, et al., 2020), (Steigertahl & Mauer, 2018).
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Growing across borders is, however, difficult, and the founders face many challenges
(Figure 1). The lack of genuine cross-border partnerships (55.4%), lack of adequate financial
support (42.6%) and differences in legislation and regulations (38.3%) are the biggest
obstacles, followed by the adaptation of production / products (23.3%), language barriers
(20.7%) and cultural differences (32.4%). Internationalization is difficult, but necessary to
overcome the biggest business challenges of start-ups. Profitability (86.2%) and cash flow
(72.3%) (see Figure 1) are considered by most start-ups to be their biggest challenges and
they are usually addressed by expanding the activities of start-ups. Switching to another
market means access to a larger number of potential customers, a larger group of people to
recruit from and, often, new capital markets, to address additional funding.

The financing sources for growth and expansion, international or not, are often different, not
so much in their variety but in frequency of use, compared to already established firms or
young firms, but not necessarily innovative. The traditional ways - the personal savings of
the founders (77.8%) or the support of family and friends (30.2%) are the most frequently
invoked, but they are followed by business angels (29.0%), venture capital 26.3%) or various
capital investors (21%), government grants / financing (20%), crowdfunding (18%). This
order differs from that of regular SMEs which are counting for financing for personal savings,
support from family and friends, own sources and bank loans in most cases. To the extent
that they can be set up, start-ups also use internal sources (e.g. undistributed profit, active
sales, depreciation, by 15.7%), bank loans (7.4%) or other sources (4.8%).

Another way to overcome challenges and to access new opportunities can be through
collaboration with other businesses. According to the results of the initial survey, 29% of
start-ups collaborate with large companies and corporations, 41% with consolidated SMEs,
10% with universities, 9.5% with other start-ups, 8% with government agencies and 3.5%
with NGOs and other entities (Bormans, et al., 2020). Thus, 27% of the start-ups participating
in the survey are engaged in active collaborations with very large corporations, and 68% of
these collaborations are cross-border. Among the various reasons for collaboration are
image transfer and reputation (42%), but especially access to new customers and new
markets (83.8% of participants). In the initial phases, collaboration between SMEs is almost
three times more frequent (79%) than collaboration with large corporations, 60% of these
collaborations being cross-border (Steigertahl & Mauer, 2018).

2.2. Romanian SMEs and start-ups face to expanding on new markets and
internationalization

Regarding the field of Internationalization of SMEs, based on the latest available data,
Romania performs in accordance with the EU average in this regard. Although Romania has
one of the lowest scores in the EU for SMEs that are exporting online and outside the EU
and for SMEs exporting goods outside the EU, Romania performs substantially above the
EU average in terms of procedures and formalities prior to import-export operations
(European Commission, 2019a).

Moreover, The World Bank's Doing Business Romania 2020 Report shows that Romania
has, out of all 10 chapters, the maximum performance (100) and rank 1, at Trading across
Borders, as follows:
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Table 1. Main indicators for Romania for the criterion "Trading across Border” in Doing
Business 2020 Romania Report

Europe & OECD high Best Regulatory
Romania | Central Asia income Performance

Time & cost to
export:
Border compliance (h) 0 16.1 12.7 1 (19 Economies)
Documentary
compliance (h) 1 25.10 2.30 1 (26 Economies)
Border compliance
(USD) 0 150 136.8 1 (19 Economies)
Documentary
compliance (USD) 0 87.60 33.40 0 (20 Economies)
Time & cost to
import:
Border compliance (h) 0 20.40 8.50 1 (25 Economies)
Documentary
compliance (h) 1 23.40 3.40 1 (30 Economies)
Border compliance
(USD) 0 158.80 98.10 0 (28 Economies)
Documentary
compliance (USD) 0 85.90 23.50 0 (30 Economies)

Source: Word Bank Group, Doing Business 2020 Romania (2020, pp. 50-54)

In recent years, Romania has made limited progress in policies and economic measures to
support SMEs in this field, only a few implemented programs providing financial and
information support to SMEs that help them to internationalize, i.e. to do business abroad,
the establishment single access points for information on rules and regulations in foreign
markets.

Regarding start-ups, official statistics (INSSE, Eurostat, etc.) are very poor in highlighting
aspects of internationalization. The most suggestive data and with a reasonable degree of
certainty, can be retrieved survey-based researches conducted by reputable bodies and
entities. Although the primary value of this information is certain, it also has a number of
drawbacks - as a rule, they do not have a certain repetitiveness over time, which would allow
evolving analysis of certain indicators or phenomena; the objectives of the research are
different and, as such, the data presented are difficult to compare, or have a conjunctural
character, determined by tracking the effects of a particular event or program, and the results
may be distorted by the particular criteria and objectives of the research. In the following, we
will use mainly three data sources: (1) European Commission Startup Monitor Project 2019
(Bormans, et al., 2020), (2) Ernst & Young Study (2019) - Business Barometer start-ups in
Romania, and, respectively (3) The research conducted by the National Council of Small
and Medium Private Enterprises in Romania (CNIPMMR) and the Romanian Commercial
Bank (BCR) on the beneficiaries of the 2017 edition of the Start-up Nation program -
Entrepreneur profile Start-Up Nation (2019).

According to the European Start-up Monitor (Bormans, et al., 2020), (European
Commission, 2019a), Romanian start-ups have a low degree of internationalization, most of
these businesses addressing with their products or services the local market, more precisely
targeting the consumers in the communities where the start-up carries out its activity (36%).
For the national market, an approximately equal percentage (34%) of start-ups offer
products and services, and only a third of the businesses at the beginning went abroad, 10%
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of the total going to the regional market and about 20% reaching global markets (European
Commission, 2019a).

As future plans for their business (Figure 2), the majority of respondents in the EY study
(Ernst & Young Global Limited, 2019) are considering expanding their business to another
area (65%). Regarding a possible expansion abroad intended in the short or long term, a
third of the surveyed entrepreneurs affirm their intention to expand abroad (28%), but most
of them (45%) do not consider this strategy for the future. According to them, one third of
entrepreneurs do not have a clear image of what they will do in the future in terms of exit
strategy, their limited experience in entrepreneurship being one of the reasons (Ernst &
Young Global Limited, 2019).

[+}
Yes 65
28%

0,
No 21%

0,
| don't know/no answer 14%
27%

= Are you thinking of expanding your business into another sectorin the future?

45%

® Are you considering a short or long term exit strategy for the startup?

Figure 2. Strategies of expansion or exit, on short term or long term, in the case of start-ups
Source: (Ernst & Young Global Limited, 2019)

As part of future plans to expand into new, internal or external markets, entrepreneurs at the
beginning of the road plan to access new external markets in a proportion of about 50%.
The most mentioned area of expansion is the regional one, Europe, which is targeted by
51% of those who want to enter new geographic markets. A very large number of start-ups
want to enter the American market (17%). A relatively small proportion of such companies
(10%) are thinking of expanding nationally in other cities in Romania that they have not
accessed so far (Ernst & Young Global Limited, 2019), see Table 2.

Table 2. If you plan to expand into new internal or international markets, which would be the
markets targeted?

Internal Romania (10%)

Germany 7%
Europe (51%), from which: Bulgaria 3%
Hungary 1%
International Asia (5%), from which: China 2%
America de Nord (18%), from USA 17%
which: Canada 1%

Africa (1%)

Global (3%)

Source: (Ernst & Young Global Limited, 2019)
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Start-ups are vulnerable and depend on a number of interdependent resources that work
together to support themselves in the development stages. The biggest obstacles that start-
up entrepreneurs face in 2019 are related to the lack of capital for investments (45%), the
limited promotion budget (38%), but also the need for new customers they do not know
where to find (34%). The insufficient qualified personnel is also a serious challenge faced
by an important part of Romanian start-ups (35%) and which makes their development
difficult.

Completing the above, the CNIPMMR study, starting from the fact that the financing offered
can fuel the long-term development plans of the start-ups, intended to examine the potential
of the companies financed by the Start-Up Nation program in internationalization area.
(National Council of Private Small and Medium Enterprises in Romania (CNIPMMR),
2019a). The results indicate that just over a third (37%) of businesses consider that they
have such potential, the rest either do not know if internationalization is a possible option
(38%) or believe that they do not have the potential to internationalize the business (25%),
at least at the time of the study.

3. Conclusion

In this paper we intended to explain and conceptualize start-ups by focusing on the problems
and specificities of their life cycle. Our approach was to review the main theories on start-
ups and the main challenges they may face at the beginning of the road, admitting that more
careful research is needed on the stages of growth and challenges coming from various
areas of the economic and social environment. However, growth is a crucial part in the
orientation of start-ups and a large part of start-ups aim to grow rapidly, to expand into new
markets, including through internationalization. By employing mostly studies based on
surveys at EU and Romania level, we captured the special appetite of EU start-ups to
capitalize on the advantages of the European single market and, hence, to prepare the
conditions for real internationalization, on markets outside the EU, despite considerable
difficulties and challenges. Regarding Romanian start-ups, we found out that they are
constrained by additional challenges, internal or external. Although Romania is performing
very well in terms of the legislative and organizational framework for trading across borders,
there are a number of other issues that hinder access to the European single market and,
even more so, in internationalization outside the EU. Probably this is an explanation of the
fact that at most 50% (or even less) of Romanian companies believe that they have potential
and want to expand in foreign markets (probably even fewer really do), compared to over
80% at the level European. The lack of training, the limited innovative character of the
Romanian products, the competition and the lack of an authentic financial support make the
Romanian entrepreneurs at the beginning of the road to be cautious in the option of
internationalization. Of course, these are the first premises of our research, and therefore
we intend to analyse in more depth in the second part of this research the relationship
between the evolution of start-ups and the main indicators of internationalization, as shown
by statistics and reports of European and international bodies.
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