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The Top 9 Reasons 
Hardware Startups Fail
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We’ve found that a staggering 97% of consumer hardware startups ultimately fail or fizzle 
out without a large exit. This is a much higher rate of failure than is seen by tech startups as 
a whole.

This brutal statistics makes it especially interesting to dig in and look at the reasons for 
failure. After sifting through hundreds of consumer hardware failures, we identified the most 
common reasons for failure among  these startups.

Given the fact that there are often several reasons for a startup’s demise, we attributed 
failure to to multiple reasons for several of the companies in our sample, and you’ll notice 
that in the chart below. The top reasons for failure don’t add up to 100%. They far exceed 
that percentage.

It’s worth noting that this type of data-driven analysis would not be possible without a 
number of founders being courageous enough to share the stories of their startup’s demise 
with the world. We were able to look through our data to identify nearly 400 companies that 
failed or fizzled out, and identify the reasons for failure of dozens of them thanks to founder 
post-mortems.

RESEARCH REPORT

The cliche is true: Hardware is hard. 
By understanding the top reasons that 
drive the failure of consumer hardware 
startups, products can double down on 
true differentiation and value, and sidestep 
common mistakes.



CB Insights 3

Here are the top reasons for consumer hardware failures:

Before we dig deeper into the reasons, it’s worth noting the words of Bilal Zuberi of Lux 
Capital, a firm that has not shied away from hardware. Zuberi has a clear-eyed vision into 
hardware, its demands and difficulty.

“Yes, hardware is hard,” writes Zuberi. “Frankly I find it a disservice when some people 
try to philosophize how hardware is just software wrapped in plastic, or that the 
commoditization of the value chain has made hardware easier to develop. None of 
it is true. Hardware is hard, and one wins by building products at scale around truly 
differentiated (and protected) technology, strong teams that know how to develop, 
manufacture, and distribute hardware products, and building brands and business models 
that can build affiliation beyond one-off sale.”

“�Hardware is hard,” Bilal Zuberi of Lux Capital has 
written. “Know it, accept it. Don’t be afraid, but by 
excelling at it turn it into a moat for your company.”
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Here are more details on the top reasons for failure.

#9 – Regulatory uncertainty

Regulation can help turn the tide of favor in either direction for a startup, and with a lot of 
consumer hardware products focused towards health/leisure, they can be caught on the 
wrong side of regulatory changes. A notable startup affected by looming FDA regulations 
against the growing e-cigarette market was Arizona-based NJOY. Backed and endorsed 
by popular singer Bruno Mars among many other investors, NJOY was one of the first to 
launch an e-cigarette with their popular product KING, which saw significant decline in 
sales following FDA regulatory changes. NJOY struggled to continue operations, filed for 
bankruptcy, and sold its assets soon after.

#8 – Investor/founder misalignment

Discord between co-founders or between founders and investors was a fatal issue for 
multiple consumer hardware startups. Acrimony isn’t limited to the founding team, and 
when things go bad with an investor, it can get ugly quickly as evidenced in the case of 
Skully Helmets. Following disagreement over a potential sale to China based LeSports 
Group, the CEO resigned and soon after the investors/board decided to wind down the 
business leaving over 3,000 people who had pre-ordered the promised AR helmet hoping 
for a refund.

#7 – Consumer adoption barriers

Consumer hardware startups often launch a product equipped with cutting-edge 
technology, flawless design, and awe-inspiring marketing. A common issue we found with 
failed consumer hardware products was the lack of a “Why?” Access to funding avenues 
like crowdfunding have made it easier for an idea to become a product, but there is often 
a lack of product vision to attract and retain customers, differentiate from competition, 
or to update the product in the future. Sweden-based Narrative launched a one-of-its-kind 
wearable camera in hopes of sparking a trend of “life-logging.” Narrative created buzz 
having raised over $500K in a 2012 crowdfunding campaign and they went on to secure 
over $11M in additional equity funding. But life-logging never became mainstream. Late 
last year Narrative ceased sales and sold its assets, raising questions about the underlying 
utility of it’s product.
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#6 – Too much competition

The consumer hardware space has historically been one in which first-mover advantage 
is soon wiped away by tech giants following suit with the launch of a similar competing 
product. Startups looking to gain market share usually struggle against established 
brand names. Pebble Technology, a successful Kickstarter and a Y Combinator-backed 
startup, struggled to compete in the wearables space in the face of aggressive marketing 
and a wide range of alternatives from giants like Apple. Pebble was forced to sell its 
software and intellectual property to rival smartwatch maker Fitbit, driving Pebble out as a 
competitor in the space.

Below is Pebble’s funding history from the CB Insights platform.

#5 – Manufacturing setbacks

Overestimating production capacity and expecting to scale sooner than supply chains 
or manufacturing bandwidth will allow was a common reason for failure. Manufacturing 
problems rooted in issues with materials, technology, or intellectual property were all 
identified as a factor for failure. Wearable health tracker Angel Sensor was one such firm 
that shut down soon after raising $334K — more than their original goal of $100K — owing 
to “manufacturing issues”.
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#4 – Product strategy mistakes

Some consumer hardware failures we evaluated made smartphone accessories and 
for that reason it was crucial for their products to align with the reference smartphone/
tablet. In such cases, updates to both major smartphone platforms, iPhone and Android, 
might create unexpected challenges for the product. iPhone accessory company Popslate 
faced issues when it discovered that the design for its e-ink display iPhone case meant 
the product was not working as expected, and they would need major product changes 
before they could ship. Increased R&D expenses coupled with a high burn rate proved it 
unsustainable for Popslate to continue operations.

#3 – Lack of interest after initial crowdfunding

Crowdfunding platforms like Kickstarter and Indiegogo have been a blessing for 
consumer hardware startups, and have enabled firms to acquire funds on thin evidence 
of real capacity to produce a polished product. The project’s promise is often based 
on prototypes or pictures so it’s not surprising that many startups fail to deliver, with 
some failing to even offer a refund to backers. In many cases, startups expect to attract 
institutional investors after a successful crowdfunding campaign, in order to scale up 
a campaign. But usually they are disappointed. A fully funded campaign on Kickstarter 
does not translate to a Series A round from a VC. As we note in our report on consumer 
hardware startup failures, a very small proportion raise beyond an initial seed or 
crowdfunding round.

San Francisco-based Kanoa, which raised approximately $150K on crowdfunding platform 
Indiegogo, later ran out of capital and left scores of backers without a refund. The 
company’s website stated, “This is not the outcome we had foreseen, and with the quick 
turn of events, we are emotionally overwhelmed. We know you are disappointed, and can 
only ask that you understand that we genuinely tried.”

#2 – High burn rate

Money and time are finite and need to be allocated judiciously. In our research of failed 
consumer hardware startups, spending available funds too quickly was identified as a 
frequent problem. In this space, unexpected expenses can be triggered by factors like 
change in market dynamics or hurdles in product development.
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Founded by Apple veterans, Pearl Automation succumbed to an unsustainable burn rate in a 
market not quite ready for their product. The Bay Area startup raised about $50 million from 
investors including smart money VC Accel Ventures but claimed it needed several hundred 
million dollars more to develop the market for its product line of rear-facing and front-facing 
car cameras. Pearl’s chief executive Bryson Gardner said of Pearl that it “ran out of money. 
We were probably two years ahead of our time.”

#1 – Lack of consumer demand

Creating products that are interesting but do not serve a clear market need was identified 
as the number one reason for failure of consumer hardware startups, given that it was a 
problem identified in a notable 39% of cases. Startups often create innovative products 
attracting investors and buzz, but many fail to gain market of paying customers for their 
product.

Daly City, California-based Hello, which was once valued at $250M, shut down operations 
earlier this year as it struggled in a dynamic market. Its product, a beautifully designed 
smart sleep sensor called Sense, created buzz in tech circles as a desktop sleep monitor, 
which included a speaker and smart assistant, in a market dominated by wearables. Hello 
stated that their goal was to make sure users get to optimal sleep environments, but with 
the launch of smart home devices from tech giants Amazon and Google that offered 
significantly more functionality at a similar price point, Hello struggled to find a market for 
Sense.


