
What is – and what is not – a start-up?
The term "start-up" is something of a media darling, appearing wide-
ly in newspapers as well as even more prominently in social media 
and online publications. As the name suggests, a start-up is a newly 
founded company. However, not every company that commences busi-
ness operations is a start-up. For example, one would not use the term 
to describe a new crafts workshop or a new fashion outlet. Implicit in 
the word start-up are the phenomena of innovation, inventiveness and 
a pioneering spirit. Start-ups offer new solutions to old problems.       
In-deed, many would assert that they solve problems that have yet to 
appear on most people's radar.

Such companies are particularly familiar in the world of technol-
ogy and e-commerce, with brands like Uber and Zalando breaking 
new ground with their innovative concepts. As things stand, a 
huge number of innovations do not come from large established 
companies but are developed by small, new start-ups with an in-
terest in experimentation. And most of these newly-founded busi-
nesses have one thing in common: Their founders have a more      
or less brilliant idea, but frequently do not have sufficient fi-     
nancial resources of their own to finance a new enterprise over a 
prolonged period. So are start-ups of this kind an attractive invest-
ment opportunity?

Financing: the key to success
Many start-ups will fail in the early phase of their existence – and in 
most cases, not because of a bad idea but because of insufficient        
financial strength. There can be a number of different reasons inter-
acting here: Some start-ups underestimate the amount of capital 
they will require while others take much longer than originally     
anticipated to bring their product or service to market maturity. 
However, in some cases a young company will fail simply because of 
a lack of access to venture some investors or other funding bodies.

Founders of a start-up typically finance the first stages of their 
company's development from their own pockets or with the assis-
tance of loans from acquaintances, friends and family. At some 
point the financial requirements of the business increase and a   
major investment is required to professionalize the company – this 
is the stage at which the first professional investors become in-    
volved. These may be affluent individuals or other entrepreneurs 
who are prepared to put up a certain sum of money. In return they 
receive a stake in the new company, with the vague chance of being 
able to sell this stake at a large profit at a later point in time. In most 
cases, it is this additional capital that enables the business idea to 
become sufficiently professionalized and developed so that the first 
functioning prototype can emerge.
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If the product does then make it through to market maturity, further 
capital will often be required, which is typically made available by 
venture capital companies. The high degree of risk appetite that 
characterizes these companies means that they are perfectly happy 
to invest several million in a highly promising idea. At the same 
time, however, they also set great store by the principle of risk diver-
sification. Many an investment made by venture capital companies 
will fail to deliver the hoped-for success. However, the losses in-  
curred on less successful or even wholly unsuccessful capital stakes 
in start-ups are compensated for by the profits made on the sale of a 
successful investment.

In addition to venture capitalists, "business angels" also play an 
important role in the early phase of a start-up. These are typically 
entrepreneurs who have already successfully founded their own 
companies and sold these on to investors or other companies. They 
then invest a proportion of these profits in new start-ups. In addi-
tion to the capital they provide, they are also invaluable in their 
ability to pass on their knowledge, experience and contacts. Ad-
vice on how to avoid errors can be even more valuable than a major 
financial stake.

The objective of most founders of start-ups is to be able to live off 
the revenue generated by their companies. This may be done in 
one of two ways: Either the founder remains the owner of the new 
company for the long term, making use of the earnings it gener-
ates, or he sells the company to interested investors, or indeed the 
wider public as part of a stock market flotation (IPO, initial public 
offering).

How can one invest directly?
Direct stakes in start-ups are suitable above all for investors who 
have an entrepreneurial background themselves. In the past, a large 
number of venture capital funds were set up with a view to enabling 
other investors to access this very interesting segment (see below). 
However, these investments were also offered to investors who were 
not fully aware of the risks involved, and were therefore not able to 
deal with the corresponding losses. In recent years, new participa-
tion opportunities have emerged.

Three ways in which investors with high risk appetite can invest   
rapidly and directly in start-ups are crowdfunding, crowdinvesting, 
and crowdlending. All three concepts work on the same principle – 
namely, that many individuals of limited means pool their resources 
in order to put together sufficient capital for a major project.

Crowdfunding for companies or projects typically takes the form of 
silent participations or equity loans that are organized and put     
together on internet platforms. Participation is arranged through 
"campaigns": In other words, the entrepreneur puts forward a pro-
posed project and specifies the required investment sum. In order 
for the campaign to be kick-started, financing commitments must 
be submitted within a previously defined timeframe. In exchange 
for this monetary investment, the investor receives a reciprocal   
benefit that can take various forms. As well as interest payments, in-
vestors might also receive participation rights or non-cash benefits. 
The capital made available to the entrepreneur is ring-fenced and 
must be used for the specifically defined purpose.

Two platforms have been formed in Switzerland in recent years for 
the financing of cultural projects: 100-days.net and wemakeit.com. 
In both cases, however, finance providers receive no interest pay-
ments. Returns are paid in the form of "goodies", e.g. concert             
tickets. More financially interesting possibilities exist in the form 
of platforms for the referral of stakes in start-up companies. Two  
examples of this are investiere.ch and miteinander-erfolgreich.ch, 
the latter being a platform set up by Basellandschaftliche Kantonal-
bank for the credit financing of small and medium-sized companies 
(SMEs). One obstacle here exists in the form of Swiss regulatory 
guidelines, which require a prospectus to be drawn up for any       
financing involving more than 20 lenders. The work involved is    
often considered not worthwhile, which is why Swiss investors and 
potential lenders also turn to foreign platforms, such as those in 
Germany and the US.

Crowdinvesting is a particular kind of crowdfunding whereby the 
focus is on taking a stake in a start-up company. Different kinds of 
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participation are possible with this kind of investment too. In addi-
tion to silent participations and mezzanine financing (e.g. profit 
participation rights), straight shareholdings are also an option.

In the case of crowdlending, loans are sourced via internet platforms, 
with a large number of private individuals putting up the capital for 
the loan in question. As a rule, crowdlending is an avenue resorted 
to by individuals, companies or projects in need of finance but with 
virtually no way of obtaining a loan from the bank. This is typically 
because of the higher perceived risk involved, or it may be because 
the borrower has either no or a poor credit rating. This problem       
applies to many start-ups.

In all three cases, investors and start-ups are brought together 
through an internet platform, which in turn charges a small fee for 
its intermediary activity. These platforms are typically open to all 
interested parties, although certain platforms have opted to spe-
cialize in certain areas.

What kind of indirect participation options exist?
If the idea of investing in or lending to a company directly appears too 
risky, an alternative avenue for investors looking to gain exposure to 
start-ups is to invest via a venture capital fund. Venture capital is     
typically made available to young companies in the aforementioned 
early phase or "seed phase", i.e. when the probability of the enterprise 
failing is relatively high.

Where venture capital funds are concerned, a distinction is made 
between open and closed funds. Open funds invest in a large num-
ber of interesting start-ups, thereby reducing the risk of loss. In    
addition, open funds can continuously invest in new participation 
opportunities as well as sell stakes. With these funds, the fund ma-
nager typically has comprehensive and long-standing experience 
in the evaluation of such companies. Through careful selection, the 
probability of loss as a result of the failure of an enterprise can be 
reduced. By contrast, closed funds invest in an individual company 
or project with the hope that it will generate a correspondingly high 
return. In this scenario, selecting the right start-up is even more 
critical than it is with an open fund.

In both cases, investors should be aware of the risks associated with 
these investment vehicles. Circumspect analysis of providers and the 
investment objects is essential, as is a clear picture of one's own finan-
cial and tax situation. Maerki Baumann & Co. AG does not offer its     
clients any advice on venture capital funds, as we are convinced that 
other products are better suited to covering the risk and return objec-
tives of our clients in most cases.

Are there other capital providers?
In addition to private investors, public and charitable institutions 
also invest in start-ups. Whereas the focus of private investors is on 
the expected return, public capital providers invest in the hope that 
start-ups will become profitable employers in the medium or long 
term. Typical examples of this include the Swiss Federal Foundation 
for the Promotion of the National Economy, Germany's Reconstruction 
Loan Corporation (KfW), and The Prince's Trust in the UK. Here the 
prerequisites for investment in a start-up are multifaceted. A fre-
quently voiced criticism of state-owned funding organizations is 
the lack of a clear overview of what is required, as well as the long 
approval period for funding applications.

Young companies find it much quicker to obtain funding from trade 
assspecociations or large conglomerates. The latter in particular  
often invest with the aim of integrating the enterprise into their 
own group in the event of the products or services of the new busi-
ness proving a success. Over the past year in particular, Swiss 
trade associations, the federal government and the cantons have  
all launched initiatives with a view to making Switzerland more          
attractive to start-ups and supporting these in a targeted way with 
finance, premises or knowledge.

What are the main success factors to look out for?
Start-ups are young companies that are sometimes managed by 
experienced people but sometimes also by less experienced indi-
viduals. The prospects of success will differ greatly from compa-
ny to company, depending on the level of innovation, the experi-
ence of those involved, the business model and the capital behind 
it. Figures for the success rate of start-ups vary considerably, as 
there are many different ways of measuring entrepreneurial    
success. However, all experts agree that the great majority of cur-
rent start-ups will not be rewarded with resounding success and 
high profits.

If a company fails, investors will lose their invested capital, irre-
spective of whether this has been provided in the form of a loan or a 
direct equity stake. It would be optimistic to expect any outstanding 
claims to be satisfied through insolvency proceedings. Investors 
should therefore be looking for the start-up company they invest in 
to have all the hallmarks of a successful venture.

Many young companies have a convincing original commercial 
idea, but the crucial thing is for this idea to be clearly distinguish-
able from the many other existing business models in the market-
place, as well as offering customers genuine added value. If this is 
not the case, the company should at the very least have a clear 
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unique selling proposition (USP). Another crucial success factor is a 
team with the right mix of different personalities. A sufficient level 
of experience in running a company and implementing the targeted 
business model is extremely valuable. Visionary, figures guru, sales 
specialist, technical expert – all these roles should be covered by 
the start-up's management team. Finally, even investors with a high 
level of risk appetite should limit their risk by not being the only    
capital provider to a company, and not investing in just one start-up. 
The well-established portfolio rule applies to start-ups too: Never 
put all your eggs in one basket.
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IMPORTANT LEGAL INFORMATION: This publication is not intended to bring about the conclusion of a contract, but solely provides market and investment commentary by Maerki Bau-
mann & Co. AG (hereinafter referred to as MBC) and an assessment of selected financial instruments. Hence, this publication does not constitute an offer to buy or sell investment ins-
truments. Any decision to follow recommendations of MBC is made solely by the investor in question. The investor bears the full risk associated with decisions he/she makes concer-
ning the management of his/her assets, even if such decisions are based on a recommendation of MBC. Investments in financial products should only be made after carefully studying 
the applicable legal regulations, including any sales restrictions, and the risk factors mentioned. This publication contains statements and information from sources that MBC considers 
to be reliable. Although MBC has made every effort to ensure that the information presented in this document was correct at the time it was compiled, MBC offers no undertaking or gu-
arantee, either expressly or implicitly, regarding its correctness, reliability or completeness. Any opinions expressed in this publication solely reflect those of MBC at the time of publi-
cation and are subject to change. The information contained herein may already have been used by MBC or its bodies or employees prior to publishing. In addition, a relationship may 
exist or have existed between bodies or employees of MBC and companies mentioned in this publication. MBC accepts no liability whatsoever for the contents of this publication. In par-
ticular, it does not accept any liability for losses or damage of any kind, whether direct, indirect or incidental, incurred as a result of using the information contained in this publication 
and/or arising from the risks inherent in the financial markets. Investors should note that the past performance of an investment is not a guarantee of future results. In other words, in-
vestments may increase or decrease in value. Investments undertaken in foreign currencies are subject to exchange rate fluctuations, which can also affect the investment’s perfor-
mance. MBC does not provide legal or tax advice. Before purchasing any financial instrument contained in this publication, it is therefore essential to obtain independent legal or tax 
advice concerning the suitability of such investments, since their tax treatment depends on the personal circumstances of the investor in question and is subject to change at any time. 
Moreover, this publication covers a variety of countries, making it highly likely that certain products may be suboptimal or even detrimental for certain investors from a tax perspecti-
ve. The information contained in this publication concerning the EU tax on interest income and transparency under German tax law is subject to change at any time. MBC holds a Swiss 
banking licence granted by the Swiss Financial Market Supervisory Authority (FINMA). Under the Swiss Federal Law on Banks and Savings Banks, in the event of bankruptcy of any 
Swiss bank, all assets held in custody (securities, precious metals etc.) may be separated out, and deposits (in particular, bank accounts) are guaranteed up to CHF 100,000 by the Swiss 
Banks' and Securities Dealers' Depositor Protection.

Summary
• Start-ups are companies with significant investment  
    requirements – they offer high potential returns but involve 
    high risks.
• Direct investments are possible with small sums, e.g. via 
    crowdfunding.
• Major investments with risk diversification are possible 
    through venture capital funds, but these too involve a high 
    degree of risk.
• Stakes in start-ups are only suitable for investors with a large 
    risk appetite.


