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Abstract: (1) Background: The survival and growth of startups in their early stages is negatively
impacted by the lack of financial sustainability and scarce resources that entrepreneurs face during
the first 5 years. This is known as the Valley of Death. This study seeks to identify key factors that
influence the financial sustainability of start-ups during the Valley of Death, which demands a
significant amount of funding and government support. (2) Methods: A quantitative methodology
was employed, based on a worldwide literature review that pointed out the variables of the object of
study; the information collection process was conducted through a questionnaire applied to 352
entrepreneurs in an innovative ecosystem. This study empirically applies a structural equation model
to determine the relationship between constructs. (3) Results: A comprehensive analysis of results
indicates that indicators such as positive sales performance, sufficient financial solvency to meet
short- and long-term commitments, accurate pricing policies, and access to government and banking
support are the primary factors affecting the sustainability of start-ups in the early stages. (4)
Originality: This study provides original and relevant insights into the indicators that affect the
financial sustainability of start-ups during the Valley of Death and offers interesting insights for
governments, institutions, and entrepreneurs to foster innovative ecosystems; it also contributes to
the extant literature on early-stage entrepreneurial failures.

Keywords: start-ups; valley of death; innovative ecosystem; financial sustainability

1. Introduction

Financial sustainability is crucial for early-stage companies to overcome the Valley of Death,
which is defined as the first five years of operation of start-ups, in which they are more vulnerable
and tend to fail. The Valley of Death (VoD), in the field of entrepreneurship, is a period of high risk
that implies that the company must take advantage of its cash flow through the operations and
benefits obtained from marketing its products or services, without resorting to external resources, for
the company to be sustainable (Dean, Zhang & Xiao, 2022). According to Lefebvre et al. (2020)
entrepreneurs must make bold decisions during the early stages of the startup, when they are more
susceptible to failure often due to lack of financial literacy. Despite multiple risk capital efforts and
aid provided by public and private entities in entrepreneurship ecosystems, to overcome this period,
it is essential that the start-ups obtain profits that generate cash flow that allows them to finance their
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operation (Teichmann, Boticiu, & Sergi, 2024), being the absence of liquidity the main cause of failure
(80%) during the first five years of existence (Kannampuzha & Hockerts, 2019).

Failure in entrepreneurship directly affects the social and economic development of the
territories (Torres Granadillo, 2017). In Latin America, it has a high impact since high failure rates of
entrepreneurship occur mainly in the first years of existence; thus, they do not overcome the Valley
of Death (Laverde et al., 2019a). Proof of this is that in Mexico, 80% of small and medium-sized
enterprises fail in the first 5 years due to factors related to risk investment, liquidity, pricing policies,
and government and banking support (Kannampuzha & Hockerts, 2019). In Brazil, 46% of the start-
ups fail in the first 3 years (Fernando et al., 2012), and in Ecuador, 75% of the start-ups fail in the first
5 years (Corone & Ortega, 2019). Even outside Latin America, in the United States, 78% of the start-
ups fail in the first 3 years (Fernando et al., 2012), and worldwide, 75% of the start-ups fail in the first
5 years (Llamas Ferndndez & Fernandez Rodriguez, 2018).

The sustainability of benefits achieved by a company is the basis for being able to face the
scenarios of volatility and uncertainty, which strengthens its financial stability and continuity
(Zournatzidou, Ragazou, Sklavos & Sariannidis, 2025). Therefore, strategic managers are constantly
faced with the decision of how to allocate the scarce resources of the company in an environment that
puts more and more pressure on them (Cochran & Wood, 1984). However, the high failure rates of
early stage start-ups is mainly caused by the lack of ability to cover their operational expenses by
generating income in a period in which they are more vulnerable due to the lack of financial
resources, thus hindering their financial solvency as a result of the absence of liquidity, the inability
to raise risk investment, the absence of a pricing policy, and the lack of government and banking
support (Sandoval-Gomez et al., 2023).

This paper aims to identify the key factors that affect the financial sustainability of start-ups
during the Valley of Death. It leads us to the following research question: Which are the key factors
affecting start-ups’ financial sustainability during the Valley of Death? From a social point of view,
this information helps entrepreneurs to endure over time through financial sustainability, thus
generating a positive impact on the social and economic development of the territories and
promoting the economy through small and medium-sized enterprises, as well as the entrepreneurial
spirit.

This article is structured in five sections as follows: first, it presents the context of VoD with the
significant factors that affect start-ups’ financial sustainability during this period. Subsequent
sessions include the following topics: Section 2 discusses the theoretical background of the variables
involved in the disciplines of study; Section 3 describes the research method that consists of two
stages: one dedicated to the analysis of the literature, and the other dedicated to the statistical analysis
of the data; Section 4 presents the results of the methodological approach; Section 5 discusses the
research report and presents some theoretical and practical implications; and, Section 6 presents the
conclusions and limitations of the study, as well as some important ideas and gives suggestions on
future research streams.

2. Literature Review

In recent decades, the term “sustainability” has been studied considering two important aspects
and reference dimensions, e.g., time and scope (Glinther et al, 2016). The term sustainable
development, according to the Brundtland Commission (1987) of the United Nations, is
conceptualized as an action over time through which institutions and organizations of all types,
public or private, must guarantee the satisfaction of the needs of present generations without
compromising the fulfilment of future needs. At the economic level, the term sustainability has been
associated with corporate social responsibility (CSR) practices, which organizations carry out
specifically in the economic aspect, which is part of the social and environmental triad that makes up
the concept.

Under an economic or instrumental logic, companies need to maximize their profits; therefore,
and with the aim of legitimizing CSR activities, numerous researchers have tried to discover a
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positive empirical relationship between social and financial results, which economically justify
socially responsible measures in the company (Margolis & Walsh, 2003). In the long term, the most
successful companies will be those capable of being socially responsible, while achieving good
economic results (Freeman et al., 2010). Other research streams highlight the importance of financial
sustainability and its relationship with environmental impact and social responsibility in financial
decision-making (Santos et al., 2024). In this sense, the requirements of the world and the social
sensitivity of the environment constitute a way of adding value to the company so that financial
results become the incentive for inclusive management (Tsoutsoura, 2004; Fernandez-Gago &
Martinez-Campillo, 2008). Other studies argue that there is a positive relationship between CSR and
financial results, since social results have a direct impact on the increase in the economic value of the
company in the market (Griffin & Mahon, 1997; Mcguire, Schneeweis & Sundgren, 1998; Simpson &
Kohers, 2002; Saeednia & Shafeiha, 2012).

Regarding sustainable business management, responsibilities faced by managers to guarantee
the financial growth of firms are broad, although it has been shown that there is a positive correlation
between CSR and future growth. This article is in line with the research made by Gleifiner, Giinther
and Walkshéusl (2022), who argue that, to achieve sustainability goals, managers must fulfil a wide
range of functions such as marketing, logistics, human management, productivity, but taking actions
that guarantee financial sustainability to ensure long-term financial security. According to Bedoya et
al. (2025) firms that perform best in sales and finances through sustainable growth in CSR manage to
improve their internal processes and create value in competitive environments.

According to Carroll (1999) CSR is the impact that companies have on people, communities and
the environment. Companies must act positively in social matters within the limits of the law and
beyond its benefits. However, financial sustainability from the point of view of CSR, to achieve the
purpose of this article, is only developed from the economic vision that the income generation
company must fulfil. Studies conducted by Lu and Taylor (2016) through research in 198 companies
have shown that financial sustainability can be addressed not as a dimension of CSR but as a variable
dependent on CSR activities. Other authors have not considered financial sustainability as a measure
of CSR, instead, CSR practices have allowed the firm to create value (Peasnell, 1992; Ohlson, 1995).

Despite multiple conceptualizations, in this research field it is not possible to have a single
definition of financial sustainability. It has also been associated with economic sustainability.
Therefore, based on the studies of Gleifiner, Giinther and Walkshdusl (2022), microfinance, local
governments, and health care institutions have been associated under this perspective (Tehulu 2013,
Rodriguez Bolivar et al., 2016; Birch et al., 2015). Authors such as Zabolotnyy and Wasilewski (2019)
consider financial sustainability from value dimensions measured by net profit/net equity, total
assets/current assets, price/book value and income/total assets, and continuity is measured by current
assets/current assets. The above indicates that the literature on financial sustainability lacks
generalized concepts in a basic theory and rather has focused on a series of financial measurement
indicators.

Financial solvency, risk capital, public and banking policies, and price policy proposed by
different authors are presented below as relevant concepts subject of this research.

2.1. Financial solvency

The first months of operation of the start-ups, which correspond to the initial stage of
commercialization of the products or services, entail high risk for their financial sustainability, thus
being exposed to failure during the first five years of operation —the Valley of Death— due to the
lack of financial solvency at times where cash flows are negative, which is common at the start-ups’
early stages (Teichmann, Boticiu, & Sergi, 2024; Lefebvre et al.,, 2020; Palacio Valdivieso, Salas-
Tenesaca & Paucar, 2024). This is sometimes due to the lack of profitability of the business model
(Laverde et al., 2019b) that directly affects the cash flow of the company (Teichmann et al.,_2024;
Ellwood et al., 2020; Alunni, 2020; Gerardo et al., 2020). Teichmann et al. (2024) posit that the primary
cause of the failure of start-ups is the absence of liquidity, owing to insufficient income to sustain
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operational activities. Stressing that no company can afford to sell little and have low income; this is
lethal at early stages when the company is most vulnerable to failure. From this conceptualization, a
set of hypotheses were formulated according to the research question and objective:

Hypothesis (H1). Solvency positively affects the financial sustainability of companies during the Valley of
Death.

2.2. Venture capital

One of the main causes of the failure of early-stage start-ups, that in turn leads to the absence of
financial solvency, is the lack of risk investment (Nemet et al., 2018; Bonnin Roca & O’Sullivan, 2020;
Bosma et al., 2020; Ellwood et al., 2020). Alunni (2020) states that risk investment in start-ups is vital
to avoid early-stage failure. Lefebvre et al. (2020) indicate that the lack of capacity of the start-ups to
attract risk investment is one of the main causes of failure at early stages, although there are risk
investment funds, usually resources are not sufficient to overcome the initial stages when start-ups
should be sustained on their own (Kannampuzha & Hockerts, 2019). However, it should be
considered that in general, the initial resources of start-ups are the product of the entrepreneurs, their
families, and close friends’ savings (Palacio Valdivieso, Salas-Tenesaca & Paucar, 2024). Nemet, and
Kraus (2018) argue that great technological advances sometimes do not prevail due to the lack of
strength in risk investment, in addition to the need for big investors mainly due to the uncertainty
generated by innovative processes (Ellwood et al., 2020). It leads to risk investors being reluctant to
make investments during the early stages of companies (Bonini et al., 2018). Therefore, another
hypothesis that arises within the model of this study can be stated as follows:

Hypothesis (H2). Start-up capital positively affects the financial sustainability of companies during the valley
of death.

2.3. Public policy and banking

Despite the interest of governments in incentives for public and banking policies aimed at
supporting start-ups, these efforts are still insufficient (Ellwood et al., 2020), as shown by the high
failure rates that start-ups still have during their first five years of operation, corresponding to 75%
worldwide (Llamas Fernandez & Fernandez Rodriguez, 2018). Bosma et al., (2020) establish that the
lack of financial sustainability of start-ups is related to the high tax burdens they must assume.
Mukherijee, (2024) emphasizes the importance of creating public and banking policies that facilitate
the durability of businesses through strategies aimed at reducing taxes and regulating banking
policies, articulated to policies to promote economic development. Following the model, it is possible
to formulate the following hypothesis:

Hypothesis (H3). Public and banking policies positively affect the financial sustainability of companies during
the valley of death.

2.4. Pricing policies

Having a clear and effective pricing policy is key to achieve the financial sustainability of
companies (Kou, Dou, & Arai, 2024; Banerjee & Gupta, 2024) because it avoids the financial
limitations that lead to the failure of early-stage start-ups (Cheng-Yao & Oki, 2023). Hu, Duan and Lj,
(2022), indicate that the price of products or services has a direct impact on the financial sustainability
of companies, affecting operating income and cash flow, which are sensitive for start-ups. Therefore,
in order for companies to implement a pricing policy that leads to financial sustainability, Sabine
(2019) recommends that it is based on an external price reference, that is, the identification of similar
products or services, or that it is priced according to the value generated for the client. This, in turn,
would achieve the sufficiency of income and the affordability of the products or services (Van Den
Berg, 2015). Consequently, the present research proposes that pricing policies affect financial strategy,
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given their impact on cash flows and their impact on the financial sustainability of early-stage start-
ups, as argued in the following hypothesis:

Hypothesis (H4). Public and banking policies positively affect the financial sustainability of companies during
the Valley of Death.

Several authors propose financial solvency, risk capital, public and banking policies, and pricing
policies as factors that affect the financial sustainability of start-ups during the Valley of Death. Table
1 presents the factors affecting start-ups’ financial sustainability and justify the conceptual
framework by relating the reference authors who have carried out academic and empirical studies.

Table 1. Conceptual framework summary of the financial sustainability factors affecting start-ups.

Dimension Conceptualization Authors
Financial It is the financial management mechanism Lenssen et al. (2014); Zabolotnyy &
Sustainability for the control of value creation indicators Wasilewski (2019); Gleifiner, Giinther &

that allow investment decision making, risk Walkshéausl (2022); Zournat-zidou et al.
and insolvency reduction, facilitating the (2025)
continuity and long-term financial stability
of the organization to add value to the long-
term shareholder.

Financial Solvency The company’s ability to have the necessary Teichmann, Boticiu &Sergi, (2024);
capital to assume payments at times where Lefebvre et al. (2020); Palacio
cash flows are negative; in the case of start- Valdivieso, Salas-Tenesaca & Paucar,
ups, it leads them to failure, as they donot (2024); Laverde et al. (2019); Ellwood et

have sufficient liquidity and income to al. (2020); Alunni (2020); Gerardo,
maintain the operation of the business. Tanoira, Alberto, Valencia, & Lépez
(2020).
Risk capital The ability of start-ups to have theirown  Nemet et al. (2018); Bonnin Roca &
resources or those of third parties to O’Sullivan (2020); Bosma et al. (2020);

strengthen the financing in assets to mitigate Ellwood et al. (2020); Alunni (2020);

the risk, giving growth potential to the new Lefebvre et al. (2020); Kannampuzha, &

companies at early stages. Hockerts, (2019); Palacio Valdivieso,
Salas-Tenesaca & Paucar, (2024); Nemet
Zipperer & Kraus, (2018); Bonini,
Capizzi, Valletta & Zocchi, (2018).

Public and It is essential to create public and banking  Ellwood et al. (2020); Llamas Fernandez
Banking Policies  policies that facilitate the durability of & Fernandez Rodriguez (2018); Bosma
businesses through strategies aimed at et al. (2020); Mukherjee, (2024).

reducing taxes and regulating banking
policies, articulated to policies to promote
economic development.

Pricing Policy Offering discounts to different customer
segments and having a clear and effective
pricing policy allows companies to offer
advance sale prices through rate
differentiation, facilitating sustainability in
cash flow.

Kou, Dou & Arai, (2024); Banerjee,
Parikh & Gupta, (2024); Cheng-Yao
Zhang & Taikan Oki, (2023); Hu, & Li,
(2022); Kimes, (2009); Kimes &
Anderson (2015); Butscher et al. (2009).

3. Materials and Methods

To verify the incidence of financial solvency, risk capital, public and banking policies, and
pricing policies that affect financial sustainability, a qualitative and quantitative mixed approach
methodology was employed. In the qualitative phase, theoretical models were established from the
literature review. In the quantitative phase, a confirmatory factor analysis was conducted to validate
the instruments and subsequently analyse the data, this study estimated a first order model using
structural equations modelling (SEM) under the Partial Least Square (PLS) method. We followed the
recommendations of Hox and Bechger (2007), who indicate that SEM are a set of statistical models
that allow establishing the relationships and effects between a set of variables that comprise
dimensions or factors with multivariate techniques. Statistical analyses for the evaluation and global
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validation of the model were carried out using the goodness of fit tests as suggested by Nishii et al.
(2008). A pilot test was conducted with an initial population of entrepreneurs to determine the
validity and reliability of the instrument and make significant adjustments to ensure that the resulting
information meets the objectives of the research through a test of representativeness of the
instruments (n=61).

The surveys were applied to 352 entrepreneurs who responded to the surveys out of a total of
385 initially contacted. Entrepreneurs were selected from the entrepreneurship and innovation
ecosystem of the city of Medellin according to the database provided by the government with an
average of 5 years of incorporation accredited by the Chamber of Commerce of Medellin. As an
inclusion factor, respondents must be the leaders of the start-ups and must own business units that
have survived the VoD. Once data was analysed, atypical data was eliminated by assessing the
coefficient of variation to observe repeated responses (CV< 0.25) and detect unanswered items. The
questionnaire preparation technique was based on a 21-question survey on financial sustainability,
financial solvency, public and banking policies, and pricing policies according to the hypothesis
model (Appendix A, Table Al).

Data collection was strictly confidential and the information was used for academic purposes
only. Thus, questions were asked to operationalize the theoretical constructs. To complete the survey,
no personal names were required, nor of institutions or other organizations. By consenting to give
their answers, respondents acknowledged their voluntary participation, and their informed consent
was provided in writing. They were given the option to withdraw from the study at any time without
any consequences. The survey was completed online with a Likert-type psychometric scale, within a
range from 1 to 5. The measurement scale is as follows: totally disagree (1), disagree (2), neither agree
nor disagree (3), agree (4), and totally agree (5). The questions were categorized according to the
constructs and adapted to Latin America’s entrepreneurial context and validated by two experts in
the field to verify the reliability of the survey instrument. Finally, structural equations modelling was
conducted with the JASP software version 0.19.30.

4. Results

The results of the confirmatory factor analysis indicate an overall Comparative Fit Index (CFI) =
0.96 for the financial solvency construct, risk capital CFI=0.87, Public and banking policies CF1=0.91,
pricing policies CFI = 0.88, and financial sustainability CFI=0.95. The Tucker-Lewis Index (TLI)
indicator for the respective constructs was between TLI = 0.86 and TLI = 0.96, indicating an excellent
model adjustment within the generally accepted limits in the literature (F. Hair Jr et al., 2014). The
factorial loads for the constructs were between 0.53 and 0.97, establishing a high significance of the
items according to the variables in the survey questionnaire (Hair et al., 2019). The reliability analysis
in all cases is 0>0.71 and w>0.83, very close to 1.00, indicating an excellent internal consistency of the
indicators (see Table 2). For the convergent analysis, the average variance extracted (AVE) was
greater than 0.50 in all cases, indicating an excellent adaptation of the observable variables to the
latent construct. The discriminant validity was corroborated by Heterotrait-monotrait (HTMT),
evidencing correlation values less than 0.85, i.e., an adequate measure of each construct (Hair et al.,
2019; Henseler et al., 2015).

The validity of the structural model was exploratory to establish the relationships between the
constructs according to the conceptual framework between financial sustainability correlated with
financial solvency, risk capital, public policies and pricing policies. Figure 2 presents the model where
the incidence of four independent variables and the dependent variable in this case financial
sustainability is proposed. Figure 1 shows the relationships of the structural model according to the
hypothetical model.
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Figure 1. Structural equation modelling between the variables and the set of hypotheses. Note: It is observed

that Financial Sustainability (FS*) is associated with four factors as follows: Financial Solvency (FS); Venture
Capital (VC); Public Policy and Banking (PB); Pricing Policies (PP).

Regarding the reliability to estimate the internal consistency of the constructs, to avoid bias in
the statistical analysis, Cronbach’s Alpha (a) and McDonald’s Omega (w) were calculated for the
validity and reliability analysis. As shown in Table 2, variance values are appropriate to validate the
convergence of the items since they are <0.56 in all cases (Hair Jr et al., 2014).

Table 2. Reliability analysis and Average variance extracted (AVE).

Reliability AVE

Coefficient o Coefficient w
FS 0.71 0.60 0.57
PB 0.80 0.674 0.63
VC 0.82 0.612 0.56
PP 0.78 0.715 0.63
FS* 0.73 0.71 0.51

The results confirm the reliability of the model since, in all cases, values are close to 1 by greatly
exceeding the threshold of 0.50 (Hair et al., 2014). Then, convergent validity was analysed to ensure
that the items congruently represented the construct. Results showed that, in all cases, the limit of
0.50 was exceeded (Henseler et al., 2015).

The discriminant validity by Heterotrait-monotrait ratio (HTMT) for the constructs resulted in
all the indicators being below the threshold of 0.90 (Henseler et al., 2015) and the threshold of 0.85
proposed by other authors (Hair et al., 2019). In all cases, an appropriate correlation of the variables
is validated by not exceeding the previously exposed limits as shown in Table 3.

Table 3. Measurement model with discriminant validity.

Heterotrait-monotrait ratio

FS PB VC PP FS*
1.000
0.621 1.000
0.510 0.526 1.000

0.414 0.649 0.532 1.000
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0.58 0.460 0.325 0.332 1.000

The goodness-of-fit indicators were checked to analyse the differences between the data and the
model. Thus, the Comparative Fit Index (CFI) with a predictive capacity of 0.93 exceeds the limit of
0.50 (F. Hair Jr et al., 2014). The Root Mean Square error of Approximation (RMSEA) was 0.041, not
exceeding the limit of 0.08 (Henseler et al., 2015) and corroborating the predictive capacity of the
model. The Coefficient of Determination (R2) validated the predictive capacity of the model as shown
in Table 4. Results indicate that the independent variables are explained by <60% with the changes in
the financial sustainability variable. Finally, the effect size (f2) was 0.31, which indicates that the
impact of the independent variables on the dependent ones is considerably high.

Table 4. Coefficient of determination (R2).

R-Squared
R2
FS1 0.89
FS2 0.87
FS3 0.80
PB1 0.87
PB2 0.71
PB4 0.70
V(1 0.80
vC2 0.80
VC3 0.81
PP1 0.63
PP2 0.60
pPP3 0.75
FS*2 0.73
FS*3 0.81
FS*5 0.79

Additionally, the four hypotheses of the model were verified. A regression coefficient of 0.85
was obtained, which is within the 0.81 and 0.98 confidence interval limits (Lowry & Gaskin, 2014). In
addition, p=0.01 (p < 0.05) corroborates the accuracy of the measurement and verifies the hypothetical
approach, as illustrated in Table 5.

Table 5. Regression coefficients.

Total Effects
95% Confidence
Interval

Estimate  Std. Error  z-Value p-Value Lower Upper

F S— FS* 0.938 0.053 21.881 0.01 0.870 0.877
PB — FS* 0.896 0.049 20.830 0.01 0.810 0.833
VC — FS* 0.861 0.068 20.821 0.01 0.863 0.853
PP — FS* 0.895 0.071 20.933 0.01 0.860 0.863

Finally, hypotheses H1, H2, H3 and H4 were empirically corroborated according to the observed
data of the proposed theoretical model, indicating that both principal components analysis and
factorial loads analysis of the constructs for each dimension variables are explained by all the other
variables. The interpretation of the data allows us to conclude that there is a positive correlation
between all the constructs according to the hypothetical model, indicating a high degree of statistical
significance.
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5. Discussion

The objective of the present study was to identify the most significant factors affecting the
sustainability of new companies in the period known as the VoD in an ecosystem of entrepreneurship
and innovation in Latin America. A structural equation model (SEM) was applied to analyse data
obtained from surveys applied to 352 start-ups from different sectors under a quantitative approach
and through a multiple case study. The methodological design aimed to find the best linear
correlation between constructs from different categories of data to measure variables, and it was
possible to define the statistical significance of each dimension in a set of factors defined for financial
sustainability from the hypothesis model.

Research results indicates that the financial sustainability of new companies depends specifically
on the income being satisfactory in the company’s financial statements due to sales during the first
three years. This result agrees with Dean, Zhang and Xiao (2022), who highlight the importance of
having sales indicators resulting from commercial operations to flatten the cash flow during the VoD.
Although there are some laws and government financial aid to help entrepreneurs from an early age,
there are also some internal factors that require clear sales indicators that allow them to achieve the
expected turnover according to the indicators set out in the financial plan. Therefore, it is necessary
for the entrepreneur to know the market and the average profit margins. In this sense, the
effectiveness of management and financial performance indicators, through strategic planning, are
necessary to provide valuable information that helps decision-making (Wei & Nguyen, 2020). One
way to ensure the stability and sustainability of new start-ups is to allocate funds to investment in
growth activities, allocating a percentage of the annual investment budget to ensure the long-term
financial sustainability of the company (Giinther & Walkshéausl, 2022).

According to start-up owners, it is imperative to possess the financial solvency necessary to
leverage operating activities and an adequate supply of resources to address both short- and long-
term obligations, thereby averting failure during the VoD. These results corroborate the findings of
Kallas and Parts (2021), who discovered that one of the reasons for the failure of new companies in
the VoD is not the absence of risk capital, but that the lack of liquidity significantly affects the
company’s ability to continue operating and leaves little chance of fulfilling short-term commitments
with a tight budget. Therefore, new companies must make great efforts to have a positive cash flow
that helps having the necessary liquidity to overcome periods of risk and market uncertainty
(Teichmann et al., 2024). However, the key factor implies that leaders of the business units are willing
to carry out long-term financial planning, especially in emerging economies where financial
management systems are incipient, and most owners manage finances empirically.

The present study introduces an analysis of financial solvency during the early years of VoD.
We especially focus on identifying what factors affect the ability to obtain financial benefits after
paying all obligations. These factors include creating mechanisms to alleviate interest rates on
financial obligations that allow grace periods so as not to put too much pressure on debt service
expenses and even have differential rates according to the risk of the sector that start-ups belong to.
Making effective financial decisions when rates of return do not achieve positive cash flow due to
lack of financial solvency is one of the great challenges and risks that entrepreneurs must face (Palacio
Valdivieso et al., 2024). This study also indicates a high correlation between access to risk capital for
initial investment with public and banking policies, highlighting the importance of having traditional
banking and public banking with easily accessible resources for business growth. The government
should provide entrepreneurs with initiatives that allow them to avoid incurring fines for non-
compliance with current legislation, using specific mechanisms that provide relief from legal and
fiscal requirements. Therefore, governments should support companies with public resources so they
can have what they need for initial investments and access to risk capital (Nemet et al., 2018; Bonnin
Roca & O’Sullivan, 2020). This agrees with the findings of Lefebvre et al. (2020), who affirm that not
attracting risk capital to cover the needs of investment, operation, and financing is one of the main
barriers that must be overcome in the face of possible failure at early stages. Despite traditional
banking being strengthened by banking policies in emerging economies, government policies and
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private investment funds should lead to increase investor firms that leverage start-ups with high
growth potential, so that they can achieve continuous growth with venture capital from the first year.
In addition, Government and banking institutions are responsible for updating policies on tax
payments and promoting free investment loans with grace periods, which help entrepreneurs reduce
the burden of taxes and debt service in the early phases. This corroborates the conclusions of Belitski
and Heron (2017), who argue that public institutions must finance and offer financial incentives to
entrepreneurial activities to support and promote the impact of new companies, thus stimulating
economic and social growth.

Moreover, we expanded the research on the main factors that positively affect entrepreneurs in
terms of pricing policies during the VoD. The pricing policy was considered in this study as the fourth
dimension with high correlation with financial sustainability. The relationship between the
application of policies to offer discounts to different segments of customers on financial results
implies applying early discounts on sales prices. These discounts allowed business owners to
differentiate rates, facilitating the sustainability of cash flow and strengthening the business model.
Therefore, pricing policies eased the creation of long-term value for shareholders. These findings
agree with the results of the study by Kimes and Anderson (2015), who indicate that discount
practices favour the development and loyalty of customer segments by offering seasonal discounts
in periods of poor financial stability. This favours the generation of additional income sources and
strengthens financial sustainability (Talon-Ballestero et al., 2023; Kimes & Anderson 2015; Kimes,
2009). However, to face periods of losses in scenarios of uncertainty, entrepreneurs must strengthen
the field of knowledge in terms of the application of a clear and effective pricing policy that allows
companies to offer satisfactory sale prices. Although entrepreneurs consider it important, there is still
a need for more business strengthening programs from the educational sector and government
development entities. In addition, it allows entrepreneurs to have financial scenario simulation tools
to mitigate the risk and at least understand how prices affect the break-even point and profitability
scenarios over time. Educational institutions should also create social support services for
entrepreneurial initiatives, providing credit lines for seed capital to reduce the risk of insolvency and
to access the necessary assets for entrepreneurs, which strengthens entrepreneurial behaviour
(Barton, Schaefer & Canavati, 2018). Therefore, entrepreneurship education provided by public and
private institutions could contribute to entrepreneurship education by providing financial tools,
simulators that integrate theoretical concepts with real market trends in business marketing activities
(Hsu & Pivec, 2021; Rudhumbu et al., 2020).

This study introduces a multidimensional construct in the field of financial sustainability of
entrepreneurs during VoD based on a theoretical framework. Our conclusions indicate that
knowledge of financial management processes has a high impact on the durability of companies,
beyond the VoD. Among other reasons, we argue that to be successful in the market, it is not only
necessary to have a planning system that guarantees financial sustainability, but also financial
management control indicators in all business processes. This result is consistent with the research of
Markham et al. (2010), who state that the transition period of a project through the VoD involves not
only financial resources but also experience and control systems during the launch process. However,
in emerging economies, due to the lack of access to capital and a certain tendency to take limited
risks, entrepreneurs start the business without having defined the structure, policies, functions, and
responsibilities of financial management, which affects their stability and positioning and makes it
difficult to overcome the VoD. We argue that there is a broad relationship between financial
sustainability and entrepreneurial action in CSR practices, based on the idea that a company will
improve its financial risk management and perform better if it manages its social impacts. Hence,
companies that adopt proactive CSR strategies by anticipating or going beyond their legal obligations
will benefit in the long run by gaining a competitive advantage in the marketplace (Carroll 1991;
Margolis & Walsh, 2003). Our findings are consistent with studies by Zournatzidou et al. (2025), who
argue that financial performance positively affects social performance: the more revenue CSR
business initiatives generate, the more resources they are likely to invest in social practices. Therefore,
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companies that prioritize resources in social actions as a result of their profitability will significantly
increase shareholder value. However, one of the main reasons for uncertainty about the relationship
between CSR and financial performance is that social investments are made when there is a lot of
slack. As a result, entrepreneurs face a trade-off between CSR and financial performance, where the
actions taken may put the company at an economic disadvantage compared to other, less socially
responsible companies. Entrepreneurs need to be aware that 21st century organisations need to
increase their commitment to society. This is a way of adding value to the company in which financial
results become an incentive to contribute value to stakeholders and generate shared value, and it
makes it possible to generate competitive advantages based on the construction of a solid and lasting
social fabric (Bedoya et al., 2025). The relationship between CSR and future growth therefore shows
that business owners are constantly faced with the decision of how to allocate scarce resources in an
increasingly competitive environment. The best long-term path forward means that the most
successful new businesses will be those that are able to be socially responsible while achieving good
economic performance through risk management strategies. This includes extending government
support in the form of tax relief for entrepreneurs to make a financial profit on the net profit resulting
from the accounting period. Fostering a close relationship between the entrepreneurship and
innovation ecosystem and the public and private sectors may increase the number of companies that
cross the VoD, thereby promoting economic and social development.

In summary, entrepreneurs face great challenges to implement strategies that help the financial
sustainability of business units during the VoD. There are several common difficulties in
entrepreneurship and innovation contexts, for instance, owner’s high aversion to financial and
market risks, which are common in Latin American countries; the lack of access to public programs
and business strengthening policies to obtain financial education; the collaboration between public
and private financial institutions to offer soft loans to obtain risk capital with grace periods to
alleviate debt service, as a result of financing activities and purchase of assets of high strategic value.
Despite multiple difficulties, it is necessary for new companies to adopt financial practices and
policies that allow them to visualize the scenarios they face when creating business units, being
imperative to promote the responsibility they have as entrepreneurs to guarantee financial
sustainability, the creation of new jobs and, therefore, seek economic and social development.

6. Conclusions

The present research aims to identify the most significant factors that influence the financial
sustainability of start-ups when crossing the VoD. This study explores and analyses the variables that
affect the continuity of start-ups related to their failure. It also includes some specific factors with the
previous mapping of the current state of information and scientific understanding with respect to
VoD, and how to overcome them. It was found that financial sustainability is a key aspect that
determines the viability or failure of the start-up company through different factors that have been
divided into four main categories, with access to risk capital for initial investment being a critical fact
of success. Likewise, statistical analysis showed that the financial solvency of emerging companies
depends on significant factors related to public and banking policies, as well as to pricing policies to
capture new customer segments that positively affect the financial sustainability of the start-ups, both
at the beginning and in periods of growth.

Additionally, the findings confirm that lack of resources in start-up and growth periods of firms
affect the availability of specialised human resources and entrepreneurs tend to hire labour with
technical skills, what firms require to compete in technological environments is staff with managerial
skills and training in business planning during the critical VoD period (Nemet et al., 2018; Ellwood
et al., 2020). As organisations move beyond VoD, they need to have more decision-making power.
Decision-making implies that managers need to understand that in periods of organisational
evolution, organisations will become more complex (Schmitz & Ganesan, 2014). Considering the
importance of more companies crossing the VOD because of its impact on economic growth and the
generation of economic and social development, as well as on the prosperity of Latin American
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countries, it is essential that government and educational institutions carry out activities with
entrepreneurs. In order to strengthen the growth of sustainable finance, it is crucial that micro and
small business owners have the opportunity to exchange ideas on successful experience in business
management, which enriches business education (Dewan & Sight, 2017).

6.1. Theoretical implications

This document incorporates important social implications, from the research problem, this work
aimed to demonstrate that companies are more vulnerable to failure due to the impact of public and
banking policies, as well as financial management processes. To address this issue, both the
methodological approach and the conceptual framework were used. However, it must be recognized
that a company that does not achieve financial sustainability does not have a main resource to
survive; therefore, the formulation and control of financial management indicators appear from the
theoretical approach based on academic and empirical studies as one of the main aspects to be taken
into account in financial sustainability and its correlation with the other constructs. At a theoretical
level, we incorporate social responsibility with the concept of VoD from the perspective of
sustainability, which contributes to expanding knowledge in reference to the ethical and social
responsibilities involved in the creation of new companies and their impact on stakeholders.

6.2. Practical implications

This article provides key elements that help researchers, legislators, and entrepreneurs access
up-to-date scientific information and knowledge that will promote their development and local socio-
economic progress and provide them with the necessary elements for companies to survive over time
and not fail in the VoD. The research on management reported in this document had the double
objective of contributing to the theory of the processes of the VoD and deriving practical implications
for financial management. In the current competitive environment, it is imperative to consider all
aspects of the business creation process that affect the financial sustainability of firms. Although CSR
is a subject under permanent study in terms of ‘sustainability’, which is specific to the actions of
financial management, this research has shown that the impact of profits and the availability of
sufficient funds to allocate to social development is purely discretionary and there is a lack of norms
and laws that regulate CSR in the scenarios of management practices.

The results of this study suggest several implications for business management in
entrepreneurship during the VoD and reveal the main factors that influence the ability of a company
to overcome obstacles. Entrepreneurs must assume the role of agents of change and promote
innovative financial management practices. This is imperative because innovation is essential in
business-oriented companies. This study also helps entrepreneurs understand how to consider the
key factors to address financial sustainability management processes with the help of external agents,
such as government policies, universities, and innovation ecosystems through mentoring and
financial education programs to overcome barriers regarding concepts associated with the VoD.

6.3. Future Research and Limitations

This study recognizes some limitations related to the survey questionnaire, which was aimed at
entrepreneurs from a specific business ecosystem and was based on a literature review. However,
other important variables that were not considered according to the objective and the proposed
hypothetical model may have been left out. Our research framework focuses on VoD in a particular
economy, but longitudinal and comparative studies between similar countries could be carried out
to exchange ideas and enrich knowledge and prevent the failure of new companies. Future areas of
research could address VoD in business ecosystems other than emerging economies, focusing on
issues such as the synergistic relationship between public-private and innovation models. Much of
the existing research is related to the early stages in micro and small businesses, but new knowledge
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could be developed through longitudinal studies of the aspects that affect permanence and
sustainability of medium-sized companies during the VOD.
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Appendix A

Table Al. Constructs and survey items

Construct/Dimensions Question Item Code
Financial Sustainability Satisfactory results in the sales levels of your start-up during the first three FS*_1
years.
Frequent long term financial planning is carried out. FS* 2
Resources were earmarked for investment in growth activities by FS*_3

allocating a percentage of the company’s annual budget.

The company achieved satisfactory value creation indicators to add long- FS*_4
term shareholder value.

Timely decision making for investment, financing and operating activities FS*_5
facilitated financial continuity and stability.

Financial solvency The initial resources of your start-up were sufficient to meet short-and  FS_1
long-term commitments.
The repurchase processes of its customers favoured financial solvency. FS_2
During its first few years, it made a profit after paying all its obligations. FS_3
The business achieved continuous growth from the first year onwards. FS_4

Start-up Capital Access to capital for initial investment in their business was available. VC_1
Support was available from angel investors to support their business. VC_2
Support was obtained from financial institutions to facilitate loans for the VC_3
business.

The terms of loans from banking institutions made it easier to obtain funds VC_4
to start a business.

Public policy and Access to capital for initial investment in their business was available. PB_1
banking
Support was available from angel investors to support their business. PB_2
Support was obtained from financial institutions to facilitate loans for the PB_3
business.

The terms of loans from banking institutions made it easier to obtain funds PB_ 4
to start a business.

Pricing policies Policies have been implemented to offer discounts to different customer PP_1
segments.
The implementation of a clear and effective pricing policy enables PP_2

companies to offer satisfactory selling prices.

Advance selling prices achieved tariff differentiation, facilitating cash flow PP_3
sustainability.

Pricing policies facilitated the creation of long-term shareholder value. PP_4
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