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EXECUTIVE SUMMARY

This report examines the growing role of
narratives in shaping startup valuations
within  modern  capital  markets.
Traditionally, company valuation relied
heavily on financial fundamentals such
as revenue, profitability, and cash flow.
However, the rise of technology-driven
and platform-based startups has shifted
investor focus toward intangible factors
including vision, storytelling, scalability,
founder

disruption  potential, and

credibility.
Drawing from the framework of

Narrative Economics proposed by
Robert Shiller, the report explores how
narratives

compelling corporate

influence investor sentiment, attract
capital inflows, and generate valuation
exceed what

premiums that often

conventional valuation models justify.

The study combines behavioural finance

theory, startup valuation literature,
conceptual modelling, and case study
analysis to examine whether narratives
merely complement financial
fundamentals or temporarily replace

them in high-growth startup ecosystems.

Case studies including Uber, Tesla,
WeWork, Zomato, Paytm, and BYJU’S,
the report identifies how narratives

around technological disruption, market
transformation, and future dominance
shaped investor behaviour and valuation
outcomes. The analysis reveals that
narratives are especially influential in
early-stage and high-uncertainty markets
where traditional financial metrics are

limited.

The findings suggest that narratives can
significantly accelerate capital formation
and support rapid valuation growth,
particularly in  sectors such as
technology, fintech, Al, and platform
businesses. However, the research also
demonstrates  that  narrative-driven
valuations become vulnerable when
unsupported by  sustainable  unit
economics, governance standards, or
operational performance.

The report concludes that modern
startup ecosystems operate in a partially
narrative-driven economy where
storytelling acts as a major driver of
valuation formation. Nevertheless, long-
term enterprise value ultimately depends
on financial fundamentals, profitability,

and execution capability.
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INTRODUCTIO

2.1 Background of the Study

In contemporary capital markets, startup
valuations are increasingly influenced by
than
traditional financial fundamentals.

narratives  rather solely by

Historically, valuation models such as
Discounted Cash Flow (DCF), Price-to-
Earnings (P/E) ratios, and comparable
company analysis relied on measurable
indicators including revenue,
profitability, assets, and future cash flow
projections. However, the emergence of
high-growth technology startups has
challenged the adequacy of these

frameworks.

Many modern startups achieve multi-
billion-dollar
prolonged periods of financial losses.
Uber,

valuations despite

Companies such as Tesla,

WeWork, BYJU’S, and

Valuation vs. Revenue at IPO — Selected Tech Startups
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NPaytm attracted extraordinary investor

capital primarily through compelling
narratives centred around disruption,
scalability, innovation, and future market

dominance.

This transformation reflects a broader
shift toward intangible and expectation-
driven valuation systems in which
investor perception often outweighs

current operational performance.

2.2 Rise of
Valuation

Narrative-Driven

The concept of Narrative Economics,
developed by economist Robert Shiller,
argues that economic outcomes are
strongly influenced by stories that
spread socially and shape -collective
behaviour. In

startup  ecosystems,

narratives function as

Venture Capital Decision-Making




powerful tools that influence investor
sentiment, media attention, and capital
allocation.

Startups frequently position themselves
not merely as companies, but as
transformational movements capable of
industries and

reshaping consumer

behaviour.

Narratives around artificial intelligence,

electric mobility, fintech inclusion,
digital infrastructure, and platform
economies have enabled firms to

command valuation multiples far beyond
traditional benchmarks.

Narvative Economics Framework for Startup Valuation

Figure 2. Narrative Economics Framework for Startup Valuation. Adapted from
Damodaran (2017); Hsu (2007); Montani, Gervasio & Pulcini (2020).

In venture capital markets especially,
investors often fund future possibilities

rather than present financial
performance.

As a result, storytelling, founder
charisma, institutional endorsements,

and market hype increasingly influence
valuation formation.
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2.3 Problem Statement

While
innovation and attract investment into

narratives can  accelerate
emerging sectors, they also introduce
significant risks.

Excessive dependence on narratives may
inflate valuations beyond sustainable
levels, resulting in speculative bubbles,
failures, and

governance capital

misallocation.

The collapse of firms such as WeWork
BYJU’S
disconnects

and demonstrates how

between narrative and
financial reality can lead to severe
market corrections. Conversely,
companies such as Tesla and Uber
illustrate cases where narratives were
eventually supported by operational

execution and long-term growth.

This
question:

creates an 1important research
To what extent are startup valuations
driven by narratives rather than financial
fundamentals?

Snowflake Inc, — IPO Day Price Movement (September 16, 2020)

Poak: §310 === Offor price: §120

Figure 3. Snowflake Inc. IPO Day Price Movement, September 16, 2020. Source:
Gonzalez Hernandez (2023). Approximate intraday figures for illustrative purposes.
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EVOLUTION OF
VALUATION MODELS

3.1 Traditional Valuation Frameworks

Historically, company valuation relied

primarily on quantitative financial
models designed to estimate intrinsic
value based on measurable economic
performance. Investors evaluated firms
using indicators such as profitability,
and

cash flow generation, assets,

earnings potential.

Some of the most widely used traditional
valuation approaches include:

Discounted Cash Flow (DCF) Model

The DCF model estimates a company’s
value by calculating the present value of
projected future cash flows discounted at
an appropriate risk-adjusted rate. It
assumes that valuation is fundamentally
linked to the company’s ability to
generate future earnings.

Comparable Company Analysis

This method values firms relative to peer
companies using financial multiples
such as:

e Price-to-Earnings (P/E)

o Enterprise Value to EBITDA

e Price-to-Sales (P/S)

The approach assumes that similar firms
should trade at comparable valuation
multiples within efficient markets.

Asset-Based Valuation

Asset-based methods determine value
through the company’s net assets after

liabilities. These models are particularly

relevant for capital-intensive  and
manufacturing businesses where
tangible assets dominate enterprise
value.

Traditional ~ valuation  frameworks
emerged in an industrial economy

characterized by:
e stable cash flows,
e predictable business models,
e tangible assets,
e and lower uncertainty.

3.2 Limitations of Traditional Models
in Startup Ecosystems

The rise of technology startups exposed
structural limitations in conventional

valuation methods.




Many startups:
e operate with negative earnings for
extended periods,
e prioritize growth over profitability,
e possess intangible assets rather than
physical infrastructure,
e and function within markets that do
not yet fully exist.
As a result, applying traditional
valuation frameworks to early-stage
startups often produces unrealistic or

incomplete estimates.

For example:
e DCF models
when future cash flows are highly

become unreliable

uncertain.

e Comparable analysis becomes

difficult when no true peer group

exists.

o Asset-based valuation fails to
capture network effects, data
ecosystems, brand value, or

platform scalability.

This created a gap between conventional
actual
behaviour in venture capital ecosystems.

financial logic and market

3.3 Shift Toward Intangible and
Expectation-Based Valuation

During the 2000s and 2010s, capital
markets increasingly rewarded firms
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based on future growth expectations
rather than present profitability.

e Technology and platform companies
such as:

e Amazon,

e Uber,

e Tesla,

e Airbnb,

e and Zomato

high

reporting sustained losses.

received valuations  despite

Investors began focusing on:
o Total Addressable Market (TAM),
e user acquisition,
e network effects,
e scalability,
e founder vision,
e and long-term market dominance.

This marked a transition from:

e ‘“valuation based on existing
performance” to “valuation based on

future potential.”

e The
intangible assets

growing  importance  of
including data,
software intellectual
property, and consumer networks

further accelerated this shift.

ecosystems,

3.4 Emergence of Narrative-Driven
Valuation




As startup investing evolved, narratives
became central to valuation formation.

Narratives helped investors:
 simplify uncertainty,

e imagine future market structures,

e and justify aggressive growth
assumptions.
Companies  increasingly  positioned

themselves as:
e industry disruptors,
e transformational platforms,
e or architects of future economic
systems.

For example:

e Tesla framed itself as an energy and
technology company rather than an
automobile manufacturer.

e WeWork presented itself as a
community and technology platform
instead of a real-estate business.

e Paytm positioned itself as the
infrastructure layer of India’s digital
economy.

These narratives influenced:
e Investor sentiment,
e media attention,
 venture capital inflows,
e and valuation multiples.

Consequently, modern valuation systems

became  increasingly shaped by

behavioural finance, institutional
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signalling, and narrative economics
rather than purely by accounting metrics.
3.5 Contemporary Valuation
Environment

Modern startup valuation exists within a
hybrid framework where:
e financial fundamentals,
e investor psychology,
e media narratives,
e institutional credibility,
e and  macroeconomic liquidity
interact simultaneously.

While narratives can accelerate capital
formation and innovation, recent market
corrections have demonstrated that long-
term enterprise value ultimately requires
operational execution and sustainable

financial performance.

The evolution of wvaluation models

therefore reflects a broader

transformation in global capital markets:

From tangible industrial valuation
systems toward expectation-driven and
narrative-intensive financial ecosystems.

Consequently, contemporary valuation

analysis  increasingly requires an

interdisciplinary perspective that

integrates finance, economics,

behavioral science, and strategic

management.
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LITERATURE REVIEW

4.1 Introduction to Existing

Scholarship

The relationship between narratives,
investor behaviour, and valuation has
gained increasing attention within
behavioural finance, startup economics,

and institutional finance literature.

Traditional finance theory assumed that
markets operate efficiently and that asset

prices primarily reflect available
financial information.
However, contemporary research

increasingly challenges this assumption

by demonstrating the influence of

psychology,
narratives on market outcomes.

sentiment, and social

This section reviews major theoretical
and empirical contributions relevant to
narrative-driven valuation systems.

4.2 Narrative Economics

Robert Shiller’s theory of Narrative
Economics forms the central theoretical
foundation of this study.

According to Shiller (2019), economic
events are significantly influenced by
“viral narratives” stories that spread
socially and shape collective economic
behaviour.

These narratives influence:
e investor expectations,
o maket optimism,
e consumer confidence,
« and capital allocation decisions.

Shiller argues that narratives function
similarly to epidemics:

they spread rapidly, evolve over time,
affect

and  significantly financial

markets.

Within startup ecosystems, narratives
surrounding:

e disruption,

e Innovation,

« artificial intelligence,

o digital transformation,

¢ and platform economies
often drive investor enthusiasm beyond
metrics

what conventional financial

justify.

4.3 Behavioural Finance and Investor
Psychology

Behavioural finance literature explains
why investors frequently deviate from
rational decision-making.

Daniel Kahneman and Amos Tversky
identified several cognitive biases that
affect investment behaviour, including:

3
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e overconfidence bias,

e herd behaviour,

e confirmation bias,

o availability heuristic,

 and representativeness heuristic.

Kahneman (2011) argues that investors
substitute
with
judgments. In startup investing, this

often complex analytical

questions simpler emotional

means investors may evaluate:

“How exciting is the story?”
instead of: “How sustainable are the

cash flows?

Malmendier and Tate (2005) further
demonstrated that managerial
overconfidence can significantly
influence corporate investment decisions
and investor expectations.

These behavioural mechanisms help
explain why narrative-driven firms
valuation

frequently command

premiums despite weak fundamentals.

4.4 Startup Valuation Literature

Research on startup valuation highlights
the inadequacy of traditional financial
venture

models n early-stage

ecosystems.

Damodaran (2018) argues that young
firms are difficult to value because:
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 they lack stable earnings,

e operate under extreme uncertainty,

e and frequently pursue markets that
are still emerging.

As a result, venture capital investors
increasingly rely on qualitative factors
such as:

o founder credibility,

o market size,

e scalability,

 technological differentiation,

e and strategic storytelling.
also

Gompers and Lerner

(2004)
observed that venture capital markets are
institutional

heavily influenced by

signalling and investor reputation
effects, where participation by major VC
firms acts as validation for subsequent

funding rounds.

4.5 Media, Institutional Signalling,
and Valuation

Several studies highlight the role of

media and institutional actors in

amplifying startup narratives.

Media visibility increases:
e Investor attention,
e perceived legitimacy,
e and speculative enthusiasm.




Similarly, endorsements from:
e major venture capital firms,
e celebrity founders,
e or influential institutions often
function as credibility signals that

reinforce investor confidence.

This creates a feedback mechanism
where:
Narrative — Media Attention —
Investor Interest — Capital Inflow —
Higher Valuation

Such dynamics are especially visible in
technology and platform-based firms
where future expectations dominate

present financial realities.

4.6 Research Gap

Although significant literature exists on

behavioural finance and  startup
valuation, limited research directly
integrates:

e narrative economics,
e behavioural biases,
« institutional signalling,

e and startup valuation dynamics
within a  unified analytical
framework.

Most prior studies focus either on:

e public market sentiment,
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e venture capital financing,
 or behavioural investing separately.

This report seeks to bridge these areas
by examining how narratives interact
with investor psychology and market
structures to shape startup valuation
outcomes.

The growing influence of digital media,

social networks, and information

platforms has further transformed the

valuation landscape. Narratives can

spread  rapidly  across  investor

communities, shaping perceptions of
growth potential and competitive

advantage. = Consequently, valuation

outcomes may reflect collective
expectations as much as underlying

business fundamentals.

By integrating insights from behavioural

finance, narrative economics, and

signalling theory, this study aims to

provide a more comprehensive
explanation of  startup  valuation
mechanisms.  Such an  approach

contributes to both academic literature
and practical investment analysis by
highlighting the complex interaction
between psychological, informational,
modern

and financial factors in

entrepreneurial markets.
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HOW NARRATIVES
CREATE VALUE

The conceptual model rests on a four-

stage causal chain in which each
antecedent condition is necessary but not
sufficient to produce the subsequent

outcome.

The sequence runs from the initial
construction of a compelling narrative,
through the psychological mechanism of
through  the
observable economic response of capital

mmvestor  sentiment,

flow, and culminates in a measurable

divergence  between market and
fundamental valuation.

Stage 1, the narrative itself, is
characterised by four structural
properties.  First, it must be
emotionally resonant, speaking to
aspirations rather than solely to
analytical calculation.

Second, it must be temporally

coherent, constructing a plausible arc
from present constraint to future
Third,
analogy, positioning the firm as the

abundance. 1t must 1nvoke

successor to a recognised success
archetype.

Fourth, it must be simplifiable to a

brief what

practitioners call the elevator pitch, that

communicable thesis,

can propagate rapidly through social and
media networks.

Stage 2 represents the translation of that

narrative into an aggregate
psychological state among investor
communities.

Baker and Wurgler (2007) demonstrated
that
through multiple proxies, has predictive

mnvestor sentiment, measurable
power over subsequent asset returns that
is independent of conventional risk

factors.

The narrative acts as the primary input
to the sentiment formation process.

How Narratives Create Value

—— Narrative-driven Market Value
=== Fundamental Value

£
2
=]
[}
=2
&

MNarrative Strength
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Stage 3 marks the moment sentiment
converts from a psychological state into
an economic action. Capital flows
toward the narrative-endorsed security,
manifesting in [PO oversubscription,
secondary market price appreciation,
and venture round escalation. This stage
1s where the narrative leaves the domain
of discourse and enters the domain of

balance sheets and trading volumes.

Stage 4 represents the endpoint and the

central object of study: valuation

inflation. Measured as the divergence
between a market-implied valuation and

a discounted cash flow estimate
grounded in realistic growth
assumptions, the Narrative Premium

Index captures the economic cost of
narrative-driven capital misallocation

The chart below shows how much
investors overpaid (relative to true
fundamental value) at peak narrative

Udaya

frictionless rational market. At each
stage, well-documented cognitive biases
act as amplifiers, accelerating the speed
and magnitude with which narratives
translate into valuation outcomes.

Two key biases play a crucial role in this

process. Representativeness heuristic
operates at Stage 1, where investors
evaluate a startup by comparing it to
like

Amazon. Instead of relying on actual

well-known  success  stories
probabilities or startup failure rates, they
use similarity as a shortcut. This leads to
an overestimation of the startup’s
potential and increases belief in extreme

positive outcomes.

Herding behaviour appears in Stage 3,
during capital investment. Institutional
investors tend to follow others due to
career pressures, favoring popular
narratives over independent analysis. As

a result, early support from big players

for each case study. NPI > 1 means triggers widespread, imitation-driven
overpriced; NPI = 3 means they paid investment, creating  concentrated
3x the real value. ownership in such firms.
The causal chain does not operate in a

Company Narrative Premium (bar) Peak NPI

WeWork (2019)
Theranos (2015)

' Tesla (2020 peak)

' Rivian (2021 IPO)
Paytm (IPO)

j Zomato (IPO)
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METHODOLOGY

The study adopts a mixed-methods
combines
with

research  design  that

quantitative financial analysis

qualitative case inquiry.

This design choice is motivated by the
epistemological position that narrative-
valuation

driven phenomena  are

simultaneously financial events,
measurable through ratios and models,
and social events, constituted through
institutional

discourse, rhetoric, and

behaviour.

A purely quantitative approach, while
capable of establishing the existence and
magnitude of valuation premiums,
cannot explain the mechanisms through
which narratives are constructed or the

conditions under which they collapse.

And, while capable of rich process
establish  the
of findings

description,  cannot

generalisability across
market contexts or produce the precise
premium measurements required for
investment

regulatory  and policy

recommendations.

The integration follows a sequential
explanatory design.

In the first phase, quantitative analysis

of financial ratios, event studies around
narrative trigger points (IPO filings,
major

product announcements,

regulatory actions).

And regression modelling of the
Narrative Premium Index against the
model's variables

conceptual input

establishes the empirical pattern.

In the second phase, qualitative case

analysis  interrogates the specific
mechanisms  through  which  the
statistically identified patterns were

produced in each case context.

Drawing on discourse analysis of

regulatory  filings, earnings  call
transcripts, and investor
communications.

The qualitative investigation enables a
deeper understanding of how narratives
are constructed, communicated, and

interpreted by market participants.

Particular attention is given to recurring

themes, framing techniques, and
credibility signals that influence investor
perceptions and expectations regarding

future growth prospects.




Udaya

EMPIRICAL INVESTIGATION

Macro Analysis: The Rise of Narrative-Driven Valuations

Global & Indian Trends: The Unicorn
Paradox

The 2021
"narrative-first"

funding peak created a
ecosystem  where

growth outweighed profitability.

e The 2021 Bubble: VCs deployed
$345B globally in 2021 more than
the total from 2004-2011 combined.
This minted 682 unicorns in one

year.

e Current Global Snapshot (2026):
1,619 active unicorns ($6.8T value).
Crucially, only 40% are profitable;
33% operate at a loss.

e The India Cycle: India’s unicorn
count hit 127 ($390B+ value). After
minting 45 unicorns in 2021, the
rate fell to 2 in 2023, recovering to
6-7 annually in 2024-2025.

India Unicorn Minting — Annual Count

1
7 7 7 s
4
2007 018 2009 2020 023 2024 025

Global Venture Capital Deployment (USD Billion)

sssss

sssss
sssss

11111
;;;;;

Sector-Specific Narrative Premiums

Al (The Current Leader): Captured 53%
of all VC in H1 2025. Top GenAl firms
command 40x—50x revenue multiples.
Krutrim became India’s first Al unicorn
in just one year based on the "LLM for
India" narrative.

Fintech (The Reality Check): Leads in
unicorn count (185). However, Paytm’s
2021 TPO (27% day-one drop) exposed
the gap between "super-app" narratives
and operational reality.

Platform Models: Valued on GMV
(Gross Merchandise Value). Swiggy
($11.3B) and its quick-commerce arm
Instamart exemplify narrative-forward
pricing, though sector GMV multiples
have now cooled to 0.3x-1.2x.

14
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6.3 Funding Stage & Multiples (2021 vs. 2025)

Valuation multiples compress as companies mature, but 2021 saw "narrative capital"

sustain extreme pricing even at late stages.

Funding Stage 2021 Peak (ARR) 2023-2025 (ARR) Core Valuation Basis
Pre-Seed / Seed 100x+ (Implicit) Team, TAM, Concept
m 50x to 100x 15x to 25x Early Revenue, PMF

\Vifa)=
Pre-IPO 10x to 30x Public Comparables

6.4 The "ZIRP" Driver: Low Rates = =~ —orrmmmmrmmmemsemee

High Valuations o B
Trad. Sans - | &x-x
The Zero Interest Rate Policy (ZIRP) o
from 2008—2022 was the engine of this g™ sz
era. - vy J
The Logic: Low rates reduce the R W

"discount" on future profits. A 25 basis . ,
_ _ , 6.5 Case Studies in Narrative Collapse
point cut in Treasury yields correlates to

25% wvaluation | rt
?t VIR LA SRS SRR The 99% valuation drops of these giants
ater.
highlight the danger of decoupling story

. , from finance:
The Artifact: As rates normalized to 4—

5% by 2023, valuati 1 ted not
° vy VR PRI S8 WeWork: Peaked at $47B on a "tech

because businesses failed, but because _
platform" narrative. Bankrupt by 2023

the " t rtifact” of cheap debt
¢ ~monctary artifact- ol cheap de after exposing $11.4B in losses and a

ion (USD Billion)

disappeared.
= traditional real estate (not tech) margin
Narrative Collapse: Peak vs Final Valuations & Macro Context _ proﬁle_
‘ : BYJU’S: India’s top unicorn at $22B
(2022). Despite a credible Education
‘ - TAM, its FY21 loss 0f 4,564 Cr led to a

collapse to <$250M by 2024 - a 99%
decline in two years.

$50M $250M
s BYU'S Bl
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CASE STUDY ANALYSIS

Global Startup Narratives

Tesla

Narrative : Revolutionizing sustainable
transportation and clean energy.
Valuation Impact: Investors valued
Tesla based on future EV dominance,
technological innovation, and scalability
despite early profitability concerns.
Outcome: Strong execution and
operational growth eventually supported

its narrative-driven valuation.

Uber

Narrative: Transforming global
transportation through platform-based
mobility solutions.
Valuation Impact: Massive investor
funding was driven by expectations of
market capture, network effects, and
long-term scalability despite continuous
losses.

Uber

disruption-focused narratives can sustain

Outcome: demonstrated how

investor confidence or extended periods.

WeWork

Narrative: Reinventing  workplace

culture and the future of work.

Valuation Impact: Aggressive
storytelling and rapid expansion created
extremely high valuations.

Outcome: Weak governance and
unsustainable fundamentals eventually

resulted in a major valuation collapse.

Indian Startup Ecosystem

Byju’s
Narrative:  Digitally  transforming
education through technology-driven
learning.

Valuation Impact: Rapid user growth
and strong edtech optimism attracted
significant investor funding.

Outcome: Governance concerns and
weak financial sustainability reduced

investor confidence.

Paytm

Narrative: Driving India’s digital
payments and financial inclusion
ecosystem.

Valuation Impact: Strong fintech

growth expectations supported high
private and IPO valuations.

Outcome: Public markets later shifted
toward and

focus profitability

operational sustainability.

16
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ARE WE IN A
NARRATIVE ECONOMY

Discussion: The Emergence of a Narrative Economy

9.1 Synthesis  with  Narrative

Economics Theory

The findings of this study suggest that
we have entered a structural "Narrative
Economy."

As proposed by Robert Shiller,
economic outcomes are increasingly
driven by "viral stories." In the startup
ecosystem, these stories act as Narrative
Capital - a non-financial asset that

justifies valuation premiums.

Signaling Potential: In the absence of
earnings, narratives around "disruption"
and "scalability" serve as proxies for
future cash flows.

Viral Diffusion: The high valuations of
Tesla and Krutrim were not merely data-
driven; they were fueled by compelling
stories of clean energy and sovereign Al
that captured investor imagination more
effectively than a spreadsheet could.

9.2 The Life Cycle of Narrative vs.
Fundamentals

A critical insight of this study is that
narratives do not supplant financial

fundamentals; they front-run them. Their

relationship is a dynamic shifting
balance based on the company’s
maturity.

The Dominance Phase

(Early/Growth Stage): For firms like
Uber or Zomato in their early years,
narratives dominated because financial
history was non-existent. Investors
bought into the "Future of Mobility" or
"Digital Food Ecosystem."

The Convergence Phase (Post-IPO):
As seen with Paytm and WeWork, the
public market acts as a "Narrative
Filter." Once mandatory disclosures are
released, the market forces a
convergence between the story and the

balance sheet.

The Sustenance Phase: Narratives can
ignite valuation, but only firms like
Tesla-which eventually aligned its story
with GAAP profitability - survive the
transition.

BYJU’S and WeWork failed because
their narratives remained "decoupled"
from operational reality.

17




9.3 Amplification Forces: Media,
Founders, and Institutions

Narratives are not organic; they are
manufactured and amplified through a

specific feedback loop:

Celebrity Founders: Visionary leaders
(e.g., Elon Musk, Adam Neumann) act
as the primary narrative carriers,
providing an emotional anchor for the
investment.

Institutional Validation: Large-scale
endorsements from firms like SoftBank
or Tiger Global provide a "social proof™

that accelerates capital inflow.

Media Hype Cycles: Business media
amplifies these endorsements, creating a
"Fear Of Missing Out" (FOMO) among
retail and institutional investors alike,
further inflating the narrative premium.

Udaya

The Narrative Economy

Valuation Lifecycle: From Story to Substance
Valuation Engine: Narrative + Fundamentals

Valuation Driver Intensity

T T — T
Saed Early Growth Seale-up Maturity
Firm Lifecycle Stage —

Inflection Destination

fise
¥ o

9.4 Cross-Sectoral Narrative

Dependency
The "Narrative Premium" 1s not
distributed equally. This study identifies
a clear divide in how different sectors
are underwritten:

Feature High Narrative Low Narrative
Dependenc Dependenc

Asset Base Intangible (Users,
Data, IP)

Tangible (Plants,
Inventory, Real

Marginal Cost Near-Zero (Scalable) | High (Linear)

Valuation Logic Future-Oriented
(Story-driven)

9.5 Concluding Argument

Present-Oriented
(Asset-driven)

We are operating in a hybrid economy. While narratives are the primary drivers of

capital allocation and valuation expansion in the early and mid-stages of a firm’s life,

financial fundamentals remain the ultimate arbiter of long-term survival.

18
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RISKS, CONNECTIONS
& MARKET REALITY

10.1 The Mechanics of Narrative
Collapse

Narrative-driven valuations are
inherently fragile. When the "story"
outpaces the underlying economics, the
correction 1s rarely gradual; it is
typically a sharp, systemic recalibration.
Primary Triggers of Valuation
Compression: The Governance
"Discount": As seen in the BYJU’S and
WeWork cases, a lack of transparency
and delayed financial reporting act as the
first fracture in investor confidence.
Once governance is questioned, the

narrative premium evaporates instantly.

Public Market Rejection: The "IPO
" HIPO
post-listing

Pop" has been replaced by

Discipline." Paytm’s
performance serves as a benchmark for
how public markets reject private-
market narratives that lack a clear path
to unit-economic profitability.

Monetary Tightening: High-growth

narratives are '"Zero Interest Rate

Policy" (ZIRP) artifacts.

10.2 Historical Parallels: 2000 vs. 2021

The current correction mirrors the Dot-
com Bubble of 2000. In both eras,
valuations were driven by "eyeballs" or
"clicks" (then) and "GMV" or "User
Growth" (now).

Speculative Overhang: In both periods,
the collapse occurred when the "burn
rate" could no longer be sustained by
new capital inflows.

The Great Recalibration: According to
EY Global IPO Trends, the 95%
reduction in IPO proceeds in 2022 vs.
2021 signifies a market that has moved
"Growth at all Costs" to
"Sustainable Unit Economics."

from

$5948
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$198B
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10.3 Systemic Risk: Capital The "Zombie" Unicorn: A significant

Misallocation risk identified in 2025-2026 is the rise
of unicorns that cannot raise new money

Overfunding of Hype: Capital but are too large to pivot, leading to

concentrates in "narrative-heavy" sectors  long-term resource wastage.

(e.g., GenAl), leading to saturation and

inflated talent costs. 10.4 Post-Correction Market Behavior

Neglectof Fundamentals: Fundamentally = The post-2022 market represents a
strong,  profitable  businesses in  return to "Fundamentalism." The criteria
traditional sectors are often starved of  for investment have shifted structurally:
capital because they lack an "explosive"

narrative.

The Narrative Era The Reality Era

Metric (2019-2021) (2023-Present)

Primary Goal Market Share / GMV EBITDA / Net Profit

Growth Logic ”BlitZSCa“ng" E;f:]-%)ent Growth (Rule

Narrative Multiples Cash Flow Multiples

Valuation Anchor (50x+) (5x-10x)

Fear of Missing Out Fear of Losing Capital
Investor Stance (FOMO) (FOLC)
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IMPLICATIONS FOR
STAKEHOLDERS

11.1 For Investors

11.1.1 Integrating narrative risk into
investment due diligence

» Narrative risk: the probability that a
startup's valuation is disproportionately
supported by story-belief rather than
verifiable financial substance. It belongs
in formal due diligence alongside cap
table, burn rate, and unit economics
analysis.

* Shiller (2019) argues that narratives are
embedded in
decisions, not decorative overlays. When

causally economic
a startup narrative loses credibility,
valuations collapse faster than financial
models predict.

» Kahneman (2011) identifies narrative
substitution: investors replace the hard
question of financial soundness with the
easier question of whether the story is
vivid and coherent. Structured audits of
pitch language can counter this bias.

* Malmendier and Tate (2005) document
that CEOs
systematically overestimate favorable

of high-growth firms

outcomes. Investors who engage closely
absorb this optimism bias.

11.2 For Founders and Corporate

Leadership
11.2.1 Strategic architecture and
ethical deployment of investor
narratives
* Founder narratives that amplify

genuine strategic insight are legitimate
and valuable. Problems arise when the
story is assembled first and data is
selected afterward to support it - a
Shiller (2015)
describe as phishing for phools.

practice Akerlof and

» The SEC has increased scrutiny of pre-
[PO disclosure since 2019. The WeWork
S-1  withdrawal that
private-market narratives do not survive

demonstrated

public-market disclosure requirements
unaltered (Ritter, 2021).

 Tactics flagged as narrative
manipulation: presenting gross revenue
rather than net, citing expansively-
defined TAM figures from research
firms, describing churn in ways that

make retention appear stronger than it is.

12.1 Limitations of this study
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12.1.1 Data
constraints

and methodological

Several limitations of this research
should be acknowledged clearly. The
most significant is the difficulty of
in a

measuring narrative intensity

rigorous and reproducible way.

The qualitative content analysis of pitch
materials and media coverage conducted
in this study provides evidence that is
suggestive but not definitive. Narrative
1s inherently multidimensional: a story
can be compelling in its vision while
being implausible in its financial
projections, or vice versa, and any single
of narrative

index intensity  will

inevitably smooth over this complexity.

The
available

reliance on
data
survivorship bias. The companies for

study's publicly

also introduces
which the most information is available
are those that reached late stages of
funding, pursued public listings, or
attracted significant media coverage.

Finally, all four case studies are
American companies - a geographic
that
generalizability of the findings to other

concentration limits the
institutional contexts.

12.2 Directions for future research

12.2.1 Building quantifiable narrative

Udaya

indices for private markets

The most urgent methodological need in
this area is a reliable and reproducible
method of measuring narrative intensity
investor

n private market

communications.

Natural language processing offers one
Machine
models trained on large corpora of pitch
decks,

coverage could classify the narrative

promising  path. learning

mnvestor letters, and media
claims made by startups and assign
intensity scores based on frequency,

specificity, and verifiability.

Tim Loughran, Professor of Finance at
the University of Notre Dame, and Bill
McDonald, Professor of Finance at the
University of Notre Dame, demonstrated
in their widely cited 2011 study.

In the Journal of Finance that the
linguistic tone of corporate 10-K filings
contains measurable information about
subsequent financial performance.

Their
support for the

findings provided empirical

broader textual

information  contains  economically

significant signals that are often

overlooked by traditional financial
analysis. This laid the foundation for the
growing application of textual analytics
measurement  within

and sentiment

finance and investment decision-making.
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FUTURE OF STARTUP
VALUATIONS

As the startup ecosystem continues to
evolve, so too must the methods used to
value the businesses within it.

The future of startup valuation is
unlikely to rest on a single dominant
framework. Rather, it is expected to
involve a more integrated approach one
that combines the rigour of traditional
financial analysis with the flexibility
needed to account for qualitative factors,
sentiment, and

market rapid

technological change.

The Continued Relevance of
Narrative, With Greater
Accountability

Narrative will remain a central

component of startup valuation, but its
role is changing.

Investors are becoming increasingly
aware of the dangers of valuations built
claims and

on unverified overly

optimistic projections.

This has led to growing demand for
narratives that are not only compelling,
but also grounded in evidence.

In practical terms, this means investors
will expect founders to clearly articulate
how their product addresses a genuine
need, what

and scalable market

competitive advantages the business
holds, and how it plans to achieve

sustainable growth (Damodaran, 2017).

The shift here i1s not away from
storytelling, but towards a higher
standard of storytelling, one where

vision is paired with verifiable data and

realistic milestones. Cases such as

Tumblr's

write-down

acquisition and subsequent
serve as  cautionary
examples, reinforcing the principle that
narrative value must eventually be
operational

supported by reality

(Akkaya, 2020).

The Role of Data Analytics and
Artificial Intelligence

Advances in data analytics and artificial
intelligence are beginning to reshape the
way investors assess startup potential.

Where earlier valuations relied heavily
on limited financial information and the
subjective judgement of investors,
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modern tools now make it possible to
analyse user behaviour, track growth
metrics in real time, and model future
performance scenarios with greater
precision (Montani, Gervasio & Pulcini,
2020).

Al-driven  valuation

instance, can assess patterns across large

models, for

datasets of startup  performance,
identifying early indicators of success or
failure that may not be immediately
visible through traditional analysis.
These tools will not replace human
judgement, but they are likely to make
valuations more  systematic  and
defensible, reducing the degree to which
decisions are made purely on the basis

of narrative appeal.

Unit
Economics and Sustainable Growth

A Growing Emphasis on

One of the more significant shifts in
investor thinking in recent years has
been a move away from rewarding rapid
growth at any cost, towards a closer
examination of unit economics, that is,
the profitability or efficiency of a single
unit of a product or service.

Metrics such as customer acquisition

cost, customer lifetime value, and
operating margins are receiving greater

scrutiny, as investors seek evidence that

Udaya

a business model is fundamentally sound
before assigning it a high valuation.

This trend reflects a broader lesson
drawn from the difficulties faced by
high-growth, loss-making startups that
expanded rapidly but struggled to
become financially self-sustaining. In
the future, startups that can demonstrate
efficient and scalable business models
even at an early stage are likely to be
rewarded with more stable and credible
valuations.

B. Sector-Specific Valuation

Approaches

Another important development is the
increasing recognition that a single
valuation model cannot be applied
uniformly  across all  industries.
Technology startups, fintech companies,
and biotech firms each operate under
different

environments, and growth drivers. As a

risk  profiles, regulatory

result, valuation methodologies are

expected to become more sector-

specific, allowing for more curate
assessments that reflect the particular
characteristics and challenges of each

industry (Berkus, 2016; Payne, 2011).

For example, a biotech startup in early-

stage  clinical trials may  bet

meaningfully valued based on the




progress of its research pipeline and
regulatory milestones, rather than its
current revenue. A fintech company, by
contrast, might be assessed primarily on
transaction volumes, user growth, and
compliance with financial regulation.

This move towards contextual valuation
represents a maturation of the field, one
that prioritises relevance and accuracy
over the convenience of a uniform
formula.

Taken together, these trends suggest that
the future of startup valuation lies in
greater

integration combining

quantitative rigour with qualitative

Method Iype

Discounted Cash Flow ;
(DCF) e cash flows

Comparable

e Iraditional
I'ransactions

Basis of Valuation

Present value of future

Price pald for similar
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insight, sector-specific understanding
with broader market awareness, and
compelling vision with demonstrable
evidence. The era of valuation driven
solely by narrative is giving way to one
in which narrative must earn its place
alongside data.

Ultimately, the future of startup
valuation will depend on the successful
integration of storytelling, strategy, and
measurable business outcomes.
Sustainable enterprise value i1s most
likely to emerge when visionary
narratives are supported by credible
execution, sound economics, and the
capacity  to

generate  long-term

stakeholder value.

Key Limitation

Requires financial history;
unreliable for startups

Difficult when no

Berkus Method Narrative-era

Scorecand

Mathod Narrative-era

Venture Capilal

Narrative-era
Mathod

Narrative +

Daka Model Future direction

Figure 4. Startup Valuation Methods — Traditional vs. Narrative-Era. Sources: Berkus (2016); Payne (2011); Damodaran (2017); Montani, Gervasio

companies at exit/1PO

Qualitative milestones:
idea, prototype, team

Benchmark vs. funded
startups; weighted factors

Works back [rom
expected exit value

Vislon, human capital,
Al analytics, unit economics

& Pulcini (2020).

comparable startup exists

Highly subjective;
values vary widely

Requires access to
comparable funding data

Exil assumplions
are speculative

Emerging standard;
still being refined
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CONCLUSION

The modern startup ecosystem has

significantly transformed the way

businesses are valued in financial
markets. Traditional valuation methods
focused primarily on measurable
financial indicators such as revenue,
and asset

profitability, cash flows,

strength.

However, the rise of technology-driven
startups and innovation-based businesses
has shifted investor attention toward
intangible factors such as wvision,
disruption potential, scalability, founder

credibility, and market storytelling.

This report examined how narratives
increasingly influence startup valuations
behaviour  within

and investor

contemporary capital markets.

Drawing upon concepts from Narrative
Economics, Behavioural Finance, and
Startup Valuation Theory, the study
explored the growing importance of

storytelling in  shaping investor
sentiment and  capital  allocation
decisions.

Through various case studies including
Tesla, Uber, WeWork, BYJU’S, Paytm,
and Zomato, the research demonstrated
that

The compelling narratives can generate

substantial valuation premiums,
especially in high-growth and high-

uncertainty markets.

Investors often fund future possibilities
and long-term visions rather than present
financial performance alone.

At the same time, the report also
1dentified the risks associated with
excessive narrative-driven  investing.
When valuations become disconnected
from operational efficiency, governance
standards, and sustainable  unit
economics, market corrections become

inevitable.

Cases such as WeWork and BYJU’S
illustrate how weak fundamentals can
eventually undermine even the most
powerful narratives.

The study concludes that narratives have

become an integral component of
modern valuation systems, particularly

within startup ecosystems.

However, narratives alone cannot sustain

enterprise value in the long run.
Sustainable growth, financial discipline,

profitability, and execution
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Sustainable growth, financial discipline,
profitability, and execution capability
ultimately  determine ~ whether a
company’s valuation can endure over
time.

While narratives may attract early
investor attention and accelerate capital
inflows, long-term market confidence
can only be maintained through
consistent operational performance and

value creation.

Therefore, the future of startup valuation
lies not in choosing

between narratives and fundamentals,
but in understanding the interaction
between the two.

Narratives help investors visualize future
opportunities, especially in industries
driven by innovation and uncertainty,
whereas financial fundamentals validate
whether

those opportunities can realistically be
achieved.

In today’s startup ecosystem, storytelling
has become an essential strategic tool for
venture

founders, capitalists, and

businesses seeking market attention.
Strong narratives can create brand
identity, influence investor psychology,
and shape public perception. trust.
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However, narratives that are

unsupported by sound governance,
sustainable unit economics, and scalable
business models often result in market

corrections and declining investor.

Successful companies are those that
combine visionary storytelling with
strong business execution and long-term

economic viability.

Firms that effectively align innovation,

operational efficiency, and financial
sustainability are more likely to create
enduring enterprise value and maintain
investor confidence across changing

market conditions.

As financial markets continue evolving

toward technology-driven and
perception-based investing,
understanding the balance between

narratives and fundamentals will become
increasingly important for investors,
policymakers, and

alike.

startup founders

Ultimately, the most resilient valuation
frameworks will be those that integrate

both
qualitative judgment. Such an approach

quantitative  evidence  and

acknowledges that while narratives can

inspire investment and accelerate growth
and sustainable value creation.
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APPENDIX

Appendix A - Key Terms and
Concepts

Narrative Economics

A theory developed by Robert Shiller
explaining how popular stories and
collective beliefs influence economic
decisions and market outcomes.

Startup Valuation

The process of estimating the economic
worth of a startup based on financial
performance, future growth potential,
market  opportunity, and investor
perception.

Behavioural Finance

A branch of finance that studies how
emotions, psychology, and cognitive
biases affect investor behaviour and
financial markets.

Venture Capital

Financing provided to startups and
emerging businesses with high growth
potential in exchange for equity
ownership.

Valuation Premium

The additional market value assigned to
a company beyond what traditional
financial metrics justify.

Appendix B — Limitations of the Study

The report is primarily based on
secondary research and publicly
available information.

Startup valuation frameworks vary
across industries and stages of
business growth.

Investor sentiment and narratives
are difficult to
quantitatively.

measure

Market conditions and
macroeconomic factors may
behaviour

influence valuation

differently across regions.

Startup valuation methods vary
across industries and growth stages.

Investor sentiment and narratives
are difficult to quantify accurately.

Findings may not apply equally
across all regions and markets.

Rapidly changing market conditions
may affect valuation outcomes.
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Appendix C — Case Studies Referenced

C
Dominant Narrative
Future of electric
Tesla .
mobility
Global transportation
Uber i .
disruption

Reinventing workplace
WeWork
culture

Digital transformation of

BYJU’S .
education

Digital financial
Paytm . :

inclusion

Platform-based food
Zomato

ecosystem

Appendix D — Scope for Future
Research

e Measuring  narrative  intensity
through Al and sentiment analysis

e Impact of social media narratives on
startup funding

Udaya

Key Outcome

Narrative supported by long-term
execution

High growth despite prolonged
losses

Valuation collapse due to
governance concerns

Rapid rise followed by market
correction

Strong IPO narrative with
post-listing challenges

Improved investor confidence
through operational growth

e Relationship between media
coverage and investor behaviour

e Long-term performance analysis of
highly narrative-driven firms

e Comparative study of narrative-
driven valuations across countries
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