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Sammanfattning 
Entreprenörskap bidrar till ökade jobbtillfällen samt andra nationella fördelar i Sverige. 
Detta leder till en ökad efterfrågan på nya företag som i sin tur efterfrågar dynamiska 
förhållanden. Företagskuvöser är ett exempel på organisation som hjälper entreprenörer 
med rådgivning och utveckling i det nystartade företaget. Att  
finna tillräckligt med startkapital för att komma igång med verksamheten, är sett som ett 
vanligt problem för entreprenörer. På grund utav avsaknad utav kapital, från egna  
besparingar samt lån, uppstår ett gap mellan utbud och efterfrågan. Entreprenörer får då 
vända sig till andra finansieringsalternativ. Studien fokuserar på samarbetet mellan  
entreprenören, Företagskuvösen, samt riskkapitalisten. 

Syftet med studien är att analysera tillgängligheten och dragningskraften utav  
riskkapital för nystartade företag aktiva inom en Företagskuvös. 

Studien är baserad på en blandad forskningsansats som innehåller kvantitativa så som 
kvalitativa resultat. Enkätundersökning till entreprenörer i företagskuvös och  
djupintervjuer till sakkunniga är båda exempel på metoder som använts för att få ett 
brett perspektiv utav tillgängligheten samt dragningskraften utav riskkapital. Resultaten 
är vidare jämförda och analyserade för att uppnå syftet genom, vad författarna kallar, en  
multidimensionell synvinkel. 

Slutsatsen utav studien är att alla finansieringskällor finns representerade för  
entreprenörer i företagskuvös, vilket betyder att det finns olika möjligheter för  
anskaffandet utav riskkapital. Dock utvisar undersökningen att Företagsänglar är den 
främsta källan. Företagskuvösen attraherar riskkapitalister genom personliga nätverk 
och därför finns det inte ”en väg” för att finansiera företaget, utan beror mycket på de 
inblandades personligheter och deras motivation samt kreativitet. Trots att riskkapital är 
den minst önskvärda finansieringskällan, är den många gånger oundviklig. Dessutom 
medlar Företagskuvösen mellan entreprenören och riskkapitalisten, där ett väl  
fungerande samarbete bidrar till fördelar för de inblandade parterna, men också för 
samhället och den svenska ekonomiska välfärden och tillväxten. 
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Summary 
Entrepreneurial activity brings benefits to Sweden in terms of job opportunities as well 
as other national advantages. This put pressure on the government to create a dynamic 
environment for business creation. Business Incubator is one example of a partly  
governmental owned organization operating to help entrepreneurs starting their business 
by providing mentoring and education. A crucial factor when starting a business is to 
gather enough seed-capital. However, many entrepreneurs lack the capital to finance the 
start-up from own savings or loans constituting a gap between supply and demand of  
financing. Instead the entrepreneurs need to look for alternative equity sources of  
capital. Therefore, the aim of the report is to focus on the interaction between the  
entrepreneur, Business Incubator and equity investor. 

The purpose of the report is to analyze the availability and attractiveness of equity  
financing for start-ups participating in a Business Incubator. 

The method used in order to fulfill the purpose is a mixed research approach, meaning 
that the findings are based on both quantitative- as well as qualitative data. A survey 
aimed at Business Incubator entrepreneurs contributes the quantitative findings while 
four in-depth interviews contribute with the qualitative findings. These two kinds of  
data are compared and analyzed in order to reflect the availability and attractiveness of 
equity, using a multidimensional aspect. 

The findings show that all sources of equity for Business Incubator entrepreneurs are 
represented, meaning that there are many opportunities for finding equity financing. For 
this study, however, Business Angel financing is the most common. The Business Incu-
bators  
attract equity investors via their personal networks and there is therefore no “one way” 
to finance a start-up, instead everything is dependent on the persons involved in the 
process and their motivations and creativeness. Even though equity financing is the least 
desired source of equity for entrepreneurs it is sometimes inevitable. Furthermore, the 
Business Incubator mediates between the entrepreneur and the equity investor and a 
well functioning interaction and collaboration provide advantages to all parties but also 
national welfare and economic growth. 
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1 Introduction 
The aim of this study is to create awareness about how entrepreneurs sometimes  
struggle in order to get their business started. We might not think about all the hard 
work that is behind the different firms we pass. Furthermore, the aim is also to get under 
the surface of equity financing for start-ups.  

The issue that this study will put extra light on is the equity financing of a start-up 
within a Business Incubator. One of the most common issues for an entrepreneur is how 
to find seed-capital for starting the business, because without capital there will not be 
any business at all. Also, there is a concern of knowing which type of financing to  
desire, specifically deciding on having several sources of capital or just one. In the end, 
what really matters is to collect enough capital to start. There is also a large amount of 
work behind getting prepared before searching and contacting outside investors, which 
also can be problematic for the inexperienced entrepreneur. 

For many years, there has been a debate upon the different possibilities of financing 
start-ups. According to a study concerning the development and growth of the Swedish 
economy, performed by an interest-organization for entrepreneurs (Företagarna), the 
amount of start-ups is an indicator of the economic welfare. Their research shows that 
99.2% of all Swedish companies are having less than 50 employees, and more  
importantly 95% of the Swedish companies are having four or less employees. This  
indicates the importance of small businesses for job creation and the national welfare.  
In Sweden 2008 there were 96 800 people working for a small sized company  
(Företagarna, 2010). Unfortunately, it is common knowledge that larger companies are 
getting more attention than the small, and they are also offered better conditions from  
external investors. 

 

 

Figure 1. Number of start-ups in Sweden 1993-2008. (ITPS, 2008) 
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In the graph on the previous page (Figure 1) one can see the development of start-ups in 
Sweden during a time period from 1993 until 2008. The graph displayed follows the 
business trend and economical cycles, such as the IT-bubble. There has been an increase 
in start-ups from 2003 until 2007 and after that period the trend has been shifting 
slightly. In 2008 there were 57 801 new creations of companies. Today there has been 
an increase in service companies, and after the crisis in 2008 many people got unem-
ployed and therefore searching for other alternatives such as starting their own business 
(ITPS, 2008). 

 1.1  Background  
The development of the start-ups seen in the previous section illustrates the importance 
of entrepreneurs and their innovativeness. 

There are some things that are extra crucial for the actual success of the company, these 
are for example; the entrepreneurs’ thoughts and willingness for the company to  
start-up; develop and getting a positive result; and in the end becoming profitable 
(Landström, 2003). Many researchers like to put definitions on entrepreneurs, one  
researcher that is famous within the field of entrepreneurial finance in Sweden is Hans 
Landström, and his definition is:   

“Entrepreneurs are innovators, constantly driven towards their goal, and 
they want to create something from scratch” 

 (Landström 2003). 

Starting a business usually starts with a new idea or simply the desire of becoming 
“your own”. The entrepreneur is also driven to accomplish tasks on their own and they 
possess a desire for self-achievement (Tarabishy, Sashin & Solomon, 2009). Thereafter, 
the entrepreneur needs to make sure that there is a demand for the product, and search if 
there are any competitors, and other market features. The development of the business 
plan that covers these macro- and micro descriptions is the foundation for the realization 
of the firm that all stakeholders value and require when evaluating the firm.  

According to Gibb & Ritchie (1982) there are especially six stages to go through when 
starting a business; acquiring motivation, finding an idea, validating the idea,  
identifying the resources, negotiating to get into business, and the final stage birth and 
survival. They continue by saying that the success of these six stages is further  
dependent on four success factors, which are; the idea itself, the resources available, the 
ability of the entrepreneur and his associates, and the level of motivation and  
commitment (Gibb & Ritchie, 1982). Going further into one of the six stages,  
“identifying the resources”, and compare it to the success factor “the resources  
available” it is not very surprising that these do not always match, especially when it 
comes to the financial resources. The entrepreneur has to be innovative and determined 
to raise enough capital to get started. 

When it comes to raising capital for new companies, there are mainly two ways to fi-
nance a start-up, either with your own capital or external capital, or more commonly, a 
mix of the two sources (Frid, 2009). Further, the external capital can be divided into two 
sources; debt- and equity financing. Therefore it can be concluded that there are three   
sources of capital for an entrepreneur; own equity, external debt, and external equity 
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(Frid, 2009). Own capital is necessary to start up a business, but all people are not  
fortunate to finance all from their own pocket, though, own capital usually trigger the 
entrepreneur to succeed but also to show others that the idea is really something  
attractive to invest in, in other words to attract further external capital  
(Landström, 2003). 

To clear up, this study is grounded on the external capital-definition of Pierre  
Vernimmen, Quiry, Dallochino, Le Sur & Salvi (2009): 

“External capital is all capital raised outside the firm. It can be either 
 financial debt from lenders or equity from new or existing shareholders”  

(Vernimmen et al., 2009) 

Though, it does not matter how innovative the entrepreneur is or how professional the 
business plan may look, entrepreneurs are still not wizards that can perform magic 
tricks to get capital. There are other actors that play a vital role to get started. These are 
the investors, the persons or corporations that provide capital for such purposes. Other 
actors are mediators or networks that are operating for entrepreneurs to attract equity 
capital.  

1.2 Innovationsbron and Business Incubators in Sweden  
The environment for companies today is constantly shifting and it is a matter of being 
ad hoc and flexible for changes. Thus, with respect to the recent financial crisis the  
conditions for some companies have been rough, especially for the smaller companies. 
Many companies have been forced to shut down or even declare bankruptcy; however 
some, mostly large companies, have benefited from this by taking market share from 
others (Davidsson, Lindmark & Olofsson, 1994). Therefore, starting a business today 
might be hard, but even harder is to stay alive and grow competitive. Therefore, many 
organizations operate as mediators and advisors for these new start-ups. This section 
will discuss two of the organizations in Sweden operating within this field, Innovation-
sbron, as well as the Business Incubators, whom operate to help entrepreneurs in their 
early stages. 

Innovationsbron started in 2005 and is partly owned by the Swedish government, they 
are helping entrepreneurs via Business Incubators to overcome the initial problems and 
risks that might arise when developing the business idea before they get in contact with 
other external commercial actors, such as venture capitalists and business angels.  
Combined with business development, Innovationsbron offers seed capital, with the 
purpose of increasing the growth for the Swedish commercial and industrial life  
(Innovationsbron, 2010a). Further, their vision is to make Sweden internationally  
leading when it comes to commercialization of research-related business ideas and  
development of sustainable growth industries. Some of the most important partners for  
Innovationsbron are; universities, holding companies, Business Incubators, investors, 
different investor funds, ALMI, county administrative boards, etc. The program for 
Business Incubators in Innovationsbron is called IBIP and is aiming to boost the  
effectiveness for the Swedish Business Incubators to create new businesses from R&D  
(Innovationsbron, 2010b).  
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At the time of composing this research, the total amount of Business Incubators within 
Innovationsbron is 21, which in turns includes 223 start-ups in total, situated all over 
Sweden and operating within different industries (Innovationsbron, 2010c). According 
to Porter (1989) an Incubator strives to help start-ups to achieve growth,  
development and profitability. Lindelöf and Löfsten (1995) add another aspect to the 
Incubator-definition, which is the entrepreneurial aspect. They state that the role of the 
Incubator is to promote the entrepreneurial environment, in order to achieve economic 
growth.  

Going forward, questions that the Business Incubators are advising concerns; business 
value and meaning of the business idea, how to find risk capital, potential growth, and 
internationalization strategies. Generally, they want to enable fast company  
development through being part of a Business Incubator. The work within the Business 
Incubator is also to be considered as a quality mark of trustworthiness against the  
market for the new entrepreneur (Science Park, 2010).  

1.3  Problem Discussion  

Interestingly, but not surprising is that both the demand as well as supply, the external 
capital varies across cultures, countries, but also among cities. For example, US have 
the reputation of being more risky than Europe, and venture capital is also more  
common in the US. Also, venture capitalists have the tendency of investing mostly in 
companies operating in larger cities (Landier, 2003).   

Furthermore, Smith & Smith (2004) argue that the ability to master the financial  
entrepreneurial activities can be divided into different categories; it is first about getting 
familiar to the different tools that are available in order to start a business or to support 
growth; it is also about valuing the business and make predictions, and lastly to get  
familiar to the different sources of capital that exists for risk capital, both equity as well 
as debt. 

As discussed earlier, one common struggle for entrepreneurs is to find the start-up  
capital. Many suffer the experience of getting a loan however, not big enough to cover 
the start-up costs. The remaining capital is collected through family and friends and 
other sources of external capital. Though, in many cases there is still money  
lacking. Many researchers explain this phenomenon as the Financial Gap  
(Landström, 2003). Generally, the most common way of getting external capital is to 
raise capital from a bank. However, the explanation is that the banks do not provide 
risk- and seed capital, but loans for investing purposes and other expansions projects. 
Therefore it might be perceived as hard to get capital from the bank in the start-up 
and/or seeding phase for many companies (Peter Fråhn, employee at Handelsbanken, 
personal communication 2010-03-03).  

Changing the focus from debt and other loans, also known as soft financing  
(Innovationsbron), and instead put the light on the equity financing that is offered in  
return of ownership, known as hard financing (Innovationsbron). Hard financing is not 
desirable for entrepreneurs since it means that they have to give away part of the  
business in exchange of external equity to another player (Ansolabbehere & Snyder, 
2000). However, it is sometimes inevitable to get started. The importance of equity  
financing is a fact; many big Swedish companies would for example not exist if it was 
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not for this kind of capital. Examples of successful equity financed companies are Vol-
vo and SKF (Reinius, 2010). Furthermore, the equity financing is important for compa-
nies within knowledge-based industries to enhance the economic growth  
(Eneroth, 2010). 

Interestingly, additional to all the corporations and institutions that provide equity  
financing to start ups, there are also ordinary people that have an interest in investing in 
these entrepreneurs, usually experienced within the field. Mason (2000), cited in Parker 
(2006) identifies those people as wealthy and with an interest to get a return by bringing 
both money as well as expertise to the entrepreneur; they are identified as Business An-
gels. 

1.4  Research Questions 

This paper focuses on start-ups that are participating in a Business Incubator. Those are 
companies that fulfill the general basic requirements of the Business Incubator; an idea 
of a product that is reproducible, has an international potential, and an entrepreneur that 
gives a “gut feeling” (Jonas Ivarsson, personal communication, 2010-02-15).  Therefore 
we find it interesting to investigate the financial climate for Business Incubator  
start-ups. The main question to keep in the mind is if it is easy to start a business, with 
the focus of equity financing. However, the problem is illustrated as an eternal triangle 
between the entrepreneur, Business Incubator, and the equity investor, and is further 
clarified with help of the following research questions: 

• How do Business Incubators attract equity financing to Business Incubator  
entrepreneurs? 

Knowing the availability of equity investors as well as the operations of the Business 
Incubators, the second research question will concern the attitudes of equity financing 
within the Business Incubators and whether equity financing is desired or not: 

• How competitive is equity financing among entrepreneurs compared to soft  
financing?  

Lastly, the report will aim to answer the crucial question of the interplay within the 
eternal triangle: 

• How do entrepreneurs, Business Incubators and equity investors interact and 
collaborate? 

By answering these research questions, we will be able to fulfil the purpose. 

1.5  Purpose 

The purpose with the study is to analyze the availability and attractiveness of equity  
financing for start-ups participating in a Business Incubator. 

1.6  Delimitations 

The study will not be limited to take either the entrepreneurial aspect or the investor’s 
view, instead looking from both sides in order to describe the interplay on the market. 
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Thus, sources of external finance discussed are further limited. In this report, the  
external equity constitutes of venture capital firms, Business Angels, and corporate  
investors. The other sources of equity are not discussed even though we are aware that 
companies use these in order to get started. Though, we believe that equity financing is 
the kind of source where the entrepreneur far most can affect. Whereas, the banks are 
usually not willing to take to big risks, and there is always a risk with start-ups. Hence, 
when start-ups do get loans, it is consequently followed by higher interest rates and  
amortizations. These costs are often the costs that break the firm, since it is hard to get 
profit in the start-up phase (Cary, 1998). Additionally, we limit the research to start-ups 
within a Business Incubator in Sweden. 

1.7  Who we are Writing For 
The aim of the thesis is overall to describe the collaboration and interaction between the 
entrepreneur, Business Incubator and equity investor. Therefore, all actors that operate 
in such cooperation should have an interest in what we describe as advantages, but also 
aspects that could be improved in order to achieve the ultimate interaction. 

Additionally, we want to highlight the contribution that comes from the cooperation to 
national welfare and commercialization, why actors outside the eternal triangle also 
could find an interest, such as corporations and networks promoting entrepreneurship 
and municipalities, but also persons planning to become an entrepreneur.  

1.8  Definitions 
When reading reports and other documents written by others it can easily be confusion 
between meanings of definitions. If definitions are misinterpreted, the context can be 
distorted. These interpretations might occur out of different cultures, experiences etc 
(Thurén, 2005). In order to avoid misunderstandings when reading this report, some key 
definitions need to be clarified: 

Business Angel ”High net worth individuals who invest their own money, along 
with their time and expertise, directly in unquoted companies in 
which they have no family connection, in the hope of financial 
gain (Mason, 2000, cited in Parker, 2006). 

Business Incubator “Facility established to nurture young (start-up) firms during their 
early months or years. It usually provides affordable space, shared 
offices and services, hand-on management training, marketing 
support and, often, access to some form of financing” (Business 
dictionary, 2010a). 

Corporate investor “A corporation that invest in private companies” (Berk & DeMar-
zo, 2007). 

Entrepreneur ”Entrepreneurs are innovators, constantly driven towards their 
goal, and they want to create something from scratch” 
(Landström, 2003). 

External Capital “External capital is all capital raised outside the firm. It can be  
either financial debt from lenders or equity from new or existing 
shareholders” (Vernimmen et al., 2009) 
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External debt  “An amount of money borrowed by one party from another. 
Many corporations/individuals use debt as a method for making 
large purchases that they could not afford under normal  
circumstances. A debt arrangement gives the borrowing party 
permission to borrow money under the condition that it is to be 
paid back at a later date, usually with interest”  
(Investopedia, 2010). 

 

External equity Definition created by the authors as equity provided by other  
parties than the owners, see definition “own equity”.  

Own equity “Owners' equity includes the amount invested by the owners” 
(Scott, 2003b). 

Seed-capital  “Comparatively small amount of capital contributed in the very 
beginning by a firm’s founder(s)” (Business dictionary, 2010b) 

Start-up “A new business” (Scott, 2003a). 

Venture Capital ”...is independently managed, dedicated capital focusing on  
equity or equity-linked investments in privately held, high-growth 
companies” (Lerner, the New Palgrave Dictionary of Economics, 
2008). 
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1.9  Disposition  

 
Figure 2. Disposition of the report 
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2 Theoretical Framework 

2.1  Defining Entrepreneurial Finance 
As mentioned earlier, the environment for small companies can be tough. However, 
they are very important for the economic welfare and growth. They are also providing a 
lot of employment opportunities (Edmiston, 2004). Therefore the entrepreneurial  
finance is important and the knowledge of finding alternative sources of capital to get 
them started. However, note that entrepreneurial finance is not only a matter for  
start-ups and small business, though they are the focus in this thesis. 

The research field of entrepreneurial finance is relatively new. As recent as 1990’s there 
were almost no research done within the topic, however it is now increasing in  
popularity and soon as popular as any other financial fields (Denis, 2004). The author 
concludes that the main fields within both corporate finance as well as entrepreneurial 
finance are (1) alternative sources of capital, (2) financial contracting issues, (3) public 
policy issues, (4) risk and return in private equity investments, though what they differ 
is in the weighted importance of these fields (Denis, 2004). However, in order to  
understand entrepreneurial finance, there are some definitions to clear out.”  
Entrepreneurs are innovators, constantly driven towards their goal, and they want to 
create something from scratch” (Landström, 2003). Having this standpoint it becomes 
clearer what entrepreneurial finance can be set into context of financing a start up.  
Furthermore, defining entrepreneurial finance, Brophy & Shulman (1992) starts off by 
separating the sources of new venture financing into formal and informal sources. 
Where venture capital is a formal source of capital, while business angels are informal 
sources.  

Many factors are against small firms when seeking for external capital. Size,  
geographical area, and age are all examples of disadvantages for small firms seeking  
external capital. Additionally, start-ups might have problems in attracting customers, 
and they do not already have a stable list of customers that would prove stability for  
investors. All of these imperfections illustrate disadvantages for startups, both in finding 
and attracting external capital, but also on the conditions for the contract with the  
investor, such as interest rates (Godley & Ross, 1996). There are though networks and 
corporations that work to help entrepreneurs to overcome these disadvantages. 

2.2  Business Incubator 

According to Smilor & Gill (1986), to incubate means to maintain and develop “under 
controlled” conditions. In this context a Business Incubator works as machinery for 
maintenance of controlled conditions of development and expansion. A Business  
Incubator functions as a helping hand for the start-ups to give structure and credibility 
(Smilor & Gill, 1986). Furthermore, a Business Incubator provides hands-on  
management and financial services, but also meant to prepare the start-ups for  
development and growth even outside the “safe environment” (Aernoudt, 2004) 

The concept of “incubator” started to progress in the 1980´s. The concept has developed 
rapidly and the emphasis on helping companies to grow and develop to be able to  
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function on their own has been the main concept of the Incubators around the world. 
The main focus for the Business Incubators is the entrepreneur (Smilor & Gill, 1986).  

2.2.1 Business Incubator Operations 

Within the Business Incubator the centre of attention is the entrepreneurial talent, it  
decides if he/she can take a part in the Business Incubator. The drive for a start-up or a 
small business is the person behind it, the entrepreneur. That person is more important 
than the funds and the level of technology, of course they are important elements that 
play a vital role but in the end the drive comes from the entrepreneur (Bergek & 
Norrman, 2008).  

 

Figure 3. Inputs and outputs of the new Business Incubator (Smilor & Gill, 1986), p. 19 

Figure 3 above explains the interplay and functions of a Business Incubator. The figure 
describes the input as the entrepreneur. The Business Incubators are  
affected by the entrepreneurs participating in the Business Incubator, but also the  
affiliation to a university or government etc affects the Business Incubators. The figure 
also explains the advantages the entrepreneur gets when being a part of the Business In-
cubator, the networks they posses, training of how to success and access to offices/ lab 
space. The whole process of the Business Incubator ends with the outcome, the result of 
the Incubator. (Smilor & Gill, 1986).  

The “Incubator affiliation” plays a vital role, as can be seen in Figure 3 it affects the 
whole process. Many times the Business Incubators are connected to universities and 
therefore there is of a major importance that the Business Incubators take advantage of 
this.  Also to use the existing networks that is provided to the firms, and also to get in  
contact with the industry where they are acting and to their stakeholders (Quintas et al, 
1992). The location of the Business Incubators is often in so-called innovation centres/ 
enterprise centres. It is by Aernoudt (2004) explained as “a dynamic atmosphere” where 
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they often provide different services and research opportunities for the entrepreneurs. 
Furthermore, the Business Incubators sets a quality mark on the start-up towards  
investors (Aernoudt, 2004) 

The entrepreneurial economic development within a Business Incubator is based on four 
components. These components are, shared resources, support services, professional 
advices, as well as internal-and external networks. These are all contributing to the 
process of creating a successful business (Bergek & Norrman, 2008). 

Quintas, Wield & Massey (1992) states that the Business Incubators have a frame de-
signed of both debt and equity financing which helps the companies in their process of 
how to find external capital. It is easier for the private investors to find attractive com-
panies to invest in when having a close relationship to the Business Incubator (Quintas 
et al, 1992).  

Further, Tötterman & Steen (2005) discuss two kinds of networks within a Business  
Incubator, the internal and the external network. The internal network refers to the  
enterprises within the Business Incubator and the share of experiences and resources, 
they share a formal and informal partnership, and they collaborate in the same  
“incubator family”. They share business contacts and relationship. The external network 
is more concerned with the capital building and the networking with local business for 
future partnership for Business Incubators (Tötterman & Steen, 2005).  

Löfsten, Lindelöf & Aaboen (2006) also discuss three dimensions of how the entrepre-
neurs can use the fact that they are being a part of a Business Incubator when trying to 
attract external capital. First of all the participants in the Business Incubator should use 
the existing network of the Business Incubator, the help and already existing connection 
is worth full. Secondly, what attracts investors is the Business Incubators relationship to 
a university, and the third, simply says that the image of being a part of a Business In-
cubator makes the investors more interested in the business (Löfsten et al, 2006). 

To sum up a Business Incubator has the purpose of helping to develop enterprises in 
their early stages. The most important part that also decides if an enterprise will  
function in a Business Incubator is the entrepreneur. For the entrepreneur, a Business 
Incubator can hold a variety of benefits. Along with the benefits comes the opportunity 
to belong to an Incubator family and gain network and training (Bergek & Norrman, 
2008). Additionally to the economic and developmental advantages, there are also  
intangible benefits of being part of a Business Incubator; the membership provides  
credibility and trustworthiness (Mcadam & Marlow, 2007). 

2.2.2 Different Types of Business Incubators 

Even though all Business Incubators strive to help the entrepreneur and provide them 
with tools in order to be successful, Aernoudt (2004) identifies five different types of 
Business Incubators. These are categorized based on the main philosophy and  
objectives as can be seen below: 
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 Main          
Philosophy 

Main           
Objective 

Secondary 
Objective 

Sectors        
Involved 

Mixed         
Incubators 

Business Gap Create Start-ups Employment 
Creation 

All Sectors 

Economic  
Development 
Incubators 

Regional or 
Local Disparity 
Gap 

Regional  
Development 

Business  
Creation 

All Sectors 

Technology 
Incubators 

Entrepreneurial 
Gap 

Create  
Entrepreneurship 

Stimulate  
Innovation, 
Technology, 
Start-ups and 
Graduates 

Focus on 
Technology 

Social  
Incubators 

Social Gap Integration of 
Social  
Categories 

Employment 
Creation 

Nonprofit  
Sector 

Basic  
Research  
Incubators 

Discovery Gap Bleu-sky  
Research 

Spin-offs High Tech 

Figure 4. Typology of Business Incubators (Aernoudt, 2004) p. 128. 

2.3  The Financial Gap for Start-ups 
The theory of the Financial Gap has been discussed since 1930s. Bolton (1971)  
however, was one of the first to define the theoretical concept, which concerned the  
difficulties for small businesses to get external capital. He discussed that the gap is 
caused by lack of knowledge for both actors. By actors he means, the entrepreneur and 
the investor. Landström (2003) explains this further as the entrepreneur lacks the  
knowledge of the different investors, what they demand and what kind of processes they 
desire. They also have troubles to reach up to the requirements that the suppliers have. 
Equally, the investors lack the information of the firm and entrepreneur. Therefore, the 
investor is having problems defining the demand from the entrepreneur, which means 
they contribute to the gap as well (Landström, 2003).  

Further, Landström (2003) did research on the subject on the Swedish market and saw 
the dilemma with new eyes. Just as Bolton did, Landström (2003) found that the  
financial gap arises from both sides; the entrepreneur and the investor. But Landström 
(2003) developed the concept further by adding a concept of asymmetric information. 
There is a lack of knowledge from both sides entrepreneur/investor and the main  
dilemma is asymmetric information, a shortage of information that disturbs the  
communication (Landström, 2003). 
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Supply of capital                          Demand for capital 

 

 

 

 

 

•  Risk is too high    
•  Lack of competence  •  Lack of knowledge 
    and analytical instrument  •  Attitude to external capital 
•  High transaction costs 

Figure 5. The Financial Gap (Landström, 2003), p. 14. 

 

As can be seen in the figure above, the relation between the investor and the  
entrepreneur is portrayed. From the investors’ or other capital suppliers point of view, 
many banks and other investors feel an uncertainty of investing in new start-up projects. 
There can be many different reasons why they feel insecure but most of the time there is 
an uncertainty about the risk. The risk of losing invested money is often what  
investors feel more concerned about then the possible future gains of the affair. The 
overall knowledge about start ups is that they face a difficult time in the beginning of 
their lifetime and there a high risk occurs (Wincop, 2001). 

Besides, taking the other actors perspective, the entrepreneurs, means that the  
entrepreneur does not know what kind of investors he wants to attract and how to meet 
the investors’ requirements. There is also an aspect that the investor is not used to small 
sized firms, and therefore more willing to invest later on in the lifecycle of the firms’ 
development. The financial gap depends upon imperfect, incomplete information, the 
entrepreneur and the investors are not aware of the other party’s intentions and how to 
find information (Landström, 2003). Naturally, some of the asymmetries exist due to the 
age of the company. The availability of information is quite limited since the company 
only has been active in business environment for a short time. Therefore there is not 
much obvious and public information about the firm and future prospects. This of 
course affects the investors’ decisions if he is willing to invest or not (Winborg & 
Landström, 2001). 

2.4 Entrepreneur-Investor Relationship 

2.4.1 Entrepreneurs’ Financing Preferences 

When it comes to financing, the entrepreneurs seek different benefits from different 
sources of financing. The pecking order theory states that the company is funding their 
need of capital in a hierarchal way, the internal free capital is firstly used before putting 

Investor Financial Gap Small Business 

Asymmetric information 
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the company in debt if needed, and the last choice is to offer the stocks. Hence, the  
entrepreneurs prefer debt financing to equity financing in order to maintain the  
control and ownership (Landström 2003). Frid (2009) is in line with this view and adds 
that entrepreneurs use the pecking order theory to limit the information asymmetries.  

Defining the two concepts, debt financing comes from banks and other lenders, while 
investors provide equity financing, and in exchange for the equity they get a part of the 
business (Adelman & Marks, 2007). 

Though, when the entrepreneur is receiving equity from investors, the investors have a 
demand to gain something in return on what they have invested. The investors demand 
information about future prospects and other strategic information. Of course, they also 
have an interest in the profitability (Landström 2003). 

Nevertheless, an investor may not only invest money in the company, there might also 
be a beneficial good and helpful exchange of knowledge, since an investor has most of 
the time been active as a CEO or similar experiences in successful companies (Cosh, 
Cumming & Hughes, 2005). Also, the entrepreneur should keep in mind, that many out-
side investors require some own equity from the entrepreneur in order to invest in the 
first place (Frid, 2009).  

2.4.2 Information Symmetries and Conflicting Incentives 

Smith and Smith (2000) identify the difference between information and incentive  
problems as, information problems arise before the deal of investment is  
negotiated, while incentive problems are after the deal is sealed. Hence, incentive  
problems are entirely founded by a conflict of information as well, or even a lack of  
information, though since the contract is signed, the party cannot just walk away, which 
is possible in information problems when the parties have no commitments to each 
other yet (Smith & Smith, 2004). The following sections will cover some problems that 
might arise due to this imperfection. 

2.4.2.1 Adverse Selection 

When negotiating for an investment-contract the information available is crucial for 
both the entrepreneur and the investor. The both parties must agree on conditions that 
will operate as the set of rules for the relationship. Though, when negotiating the  
conditions for the contract, it would be unnatural if the parties could forecast every 
situation the company will face in the future. This concept is referred to as the bounded 
rationality. Nevertheless, it puts light on the importance of discussing all potential  
outcomes from the deal (Smith & Smith, 2000). 

The problem with information asymmetries is something that both the entrepreneur and 
the investor are aware of, and most of the time both parties have an interest to  
overcome. However, the adverse selection theory also discuss that sometimes the  
entrepreneur uses this as an advantage for himself. Furthermore, gathering information 
is costly for the entrepreneurs, and it is therefore a trade-off between costs and benefits. 
The entrepreneur may see an opportunity to create a picture of the company that do not 
reflect the true situation, and therefore distort the information to the investor.  
Consequently, distortion of information together with entrepreneurial over-optimism, 
the investor might be fooled to believe in something false.  Due to this, the valuation of 
the venture becomes harder, and entrepreneurs with good business opportunities that are 



The Eternal Triangle for  External  Equity Financing   

 

 
21

not as over optimistic, but rather has a realistic forecast will not attract the investors and 
are undervalued compared to the overoptimistic entrepreneurs, who will end of with the 
financing (Smith & Smith, 2000). To deal with the adverse selection problem two  
incentives are essential, the first is that the investor should provide enough training and 
contribution that is needed from the entrepreneur and the second is to release the 
thought of overpayment/overvaluation of the venture (Chi & McGuire, 2004).   

To sum up, the Adverse Selection theory discusses the problem that investors sometimes 
pay too much for a new venture. The reason why they pay too much is a result of  
information asymmetries and over-optimism from the entrepreneur. To overcome the 
adverse selection the contract contains abandonment options, opportunities for the  
investor to be actively involved in the company, or other provisions providing the  
investor with information advantages (Chi & McGuire, 2004).   

2.4.2.2 Moral Hazard  

As Smith & Smith (2000) stated, the conditions that are negotiated before the contract 
was signed are the ones to follow even after the negotiation.  

Once the contract is signed, the parties have their commitments. However, all problems 
that arise after the contract is signed and all sidesteps from the contract, is referred to as 
Moral hazard. For example, the investor might over-use some benefits of the deal. 
Though, same goes for the entrepreneur, for example as soon as the entrepreneur got the 
financing, he might not work as hard for the success of the company as before (Smith & 
Smith, 2000). Furthermore, moral hazard is believed to challenge the goal of the firm 
due to clashes in personal interests between the entrepreneur and the investor. Also, 
these incentives are hard to measure because of two reasons; first, it might be hard for 
the entrepreneur to discover the wrong intensions, and second, it might be too costly 
(Siller-Pagaza & Otarola, 2009) 

2.4.2.3 Agency Theory 

Most of the issues that arise in the relationship between the entrepreneur and the  
investor concern the sharing of information (Ferrary, 2007). The Financial Gap theory, 
discussed earlier in chapter 2.3, treated the information asymmetries as an obstacle to 
find enough financing. Though, another problem is the lack of information sharing due 
to a conflict in interests between the entrepreneur and the investor, usually regarding the 
goals and objectives for the firm. This theory is called the Agency theory. The theory 
can be described as the contract; the both parts agree upon some conditions but interpret 
them differently (Hill & Jones, 1992).  

Since the investors usually are more experiences they sometimes have an advantage in 
the information symmetry. The entrepreneur might not know that much about the macro 
perspective, while the investor is lagging in the information about the firm. The access 
to information is what determines the relationship between the entrepreneur and the  
investor, and the entrepreneur might consider it to be too costly to get rid of these  
issues. Nevertheless, it might be the other way around, where the investor might possess 
valuable information about upcoming business opportunities (Eisenhardt, 1989).  
Another phenomenon is that the entrepreneurs are usually considered to be fund of  
being in control of the business, in other words control adverse (Cressy, 2002, cited in 
Parker, 2006). 
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2.5  Two Approaches of Attracting External Capital 
The amount of external capital demanded is highly dependent on the size of the firm. 
For example, service companies of course require less seed capital than a manufacturing 
or retail company (Landström, 2003).  

When it comes to raise external equity there are mainly two different ways for the  
entrepreneur. The first is called the open approach; this is entrepreneur turns to  
everyone who can be interested in investing in the firm.  It can be to call different  
investors, send out the business plan to the public or even put an ad in the newspaper. 
The focus of funding is broad and there is no specific selection of the investors. The 
second approach is the sequential approach. This approach is the complete opposite 
from the open approach. The entrepreneur contacts one investor at the time, trying to 
quickly raise capital from one investor and being able to start the business. This  
approach is useful when the competition is tough and it is of importance to get the 
product in the market first (Cary, 1998).  

Though, putting all eggs in the same basket is a riskiness of this approach. The  
conditions from the single investor might not match the actual demand, and the  
entrepreneur might be forced to reject the offer. This means that the process needs to be 
repeated until the capital need is satisfied (Cary, 1998). 

Another cooperation can however be seen as a third approach; the social tie, Shane & 
Cable (2002) discuss the importance for the investor to know the entrepreneur and have 
“the right feeling” already from the start when investing. This approach means the  
entrepreneurs should attract investors they have some kind of relation to. Hereby the  
investor feels more secure about the investment in terms of social obligation as well as 
private information from the start of the relationship (Shane & Cable, 2002). 

2.6  Sources of External Equity 
Being an entrepreneur, you are driven by many factors, but among the most common is 
the feeling of being in control of yourself and not being led by anyone else. Therefore, 
the attitude of external capital is not always positive. There is a strong tendency from 
entrepreneurs that they want to manage as long as possible to finance their venture by 
themselves. The obvious reason is that the moment a second party comes into play there 
is one more voice in the decision-making. Once the entrepreneur realizes that he need 
external capital, Cosh et al. (2005) states that it is related to information asymmetries as 
discussed earlier, when seeking external capital but also deciding what kind of capital to 
seek. Furthermore, what kind of capital the entrepreneur seeks is also dependent upon 
what the entrepreneur is aware of. Entrepreneurs with financial education are more  
likely to have more knowledge about what financial resources are available compared to 
the uneducated entrepreneur (Seghers, Manigart & Van Acker, 2009). 

The entrepreneurs seeking for external capital share some characteristics: compared to 
others, they have the tendency of having higher turnover and higher capital  
expenditures. Having high capital expenditure is an indicator that the entrepreneur is  
using internal capital to finance the projects for the start-up, which supports the  
pecking-order theory (see 2.4.1) of preferring to finance projects internally before  
external boosting the capital expenditures (Cosh et al., 2005). Furthermore, Denis 
(2004) states in his research that the reasons for start-ups why it is hard to find debt  
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financing is that they lack profitability and tangible assets. Instead, they tend to rely on 
equity financing, where the three most common are: venture capital funds, angel  
investors, and corporate investors (Denis, 2004). These are all further discussed in the 
following sections.  

2.6.1 Venture Capital Funds 

”To be successful at venture capital there are three crucial rules. The only 
problem is no one knows what they are”  

(Campbell, 2003). 

Further, Business Development Board of Martin County (2008) defines venture capital 
as ”...professionally-managed equity money (money for stock), that is repaid by capital 
gains through the sale of the stock. Investors are typically short- to intermediate-term 
investors...”. 

Venture capitalists are considered to be ”active investors”, providing the company with 
knowledge, mentoring, advising and also helping in discovering other products or  
markets (Denis, 2004). Furthermore, Kaplan and Strömberg (2001) say that venture  
capitalists have the primary advantage of shaping good top management within the firm 
in which they invest. Further advantages are discussed in the research that in cases 
where there are venture capitalists involved the firms are more likely to become stable 
in departments such as human recourses, and recruitment, the authors summarizes these 
benefits providing from venture capitalists is as value added to the company (Denis, 
2004).  

Furthermore, advantages with venture capitalists are that they usually go under big and 
well-known names, they provide stable support, and networks. They are also able to 
provide significant amounts of external equity (Hobbes, 2003) 

The venture capitalist enter the firms at different stages of the enterprises’ lifecycle, but 
on average there is a general focus on later phases of the company such as expansions. 
As mentioned before there is often a large scale of investment and the investor want 
high returns. The location of venture capitalists is usually in larger cities. Also to leave 
the investment is of high importance, and there is a complex contract signed by both the 
investor and the entrepreneur. Before signing contracts of entering the business the  
investor perform a significant valuation and due diligence to know everything about it 
before they invest (Petty & Gruber, 2009). 

2.6.2 Critique to Venture Capital 

Along with all advantages coming with venture capital there are of course some  
drawbacks. Choosing which investor is a tradeoff between benefits and costs. Venture 
capitalists offer many advisory advantages, however they are also considered to be the 
most expensive source of external capital, usually they require a high rate of return. 
More importantly, the entrepreneur loses some or a lot of the freedom and control, it can 
also  be very time-consuming (Denis, 2004) and (Petty & Gruber, 2009). For a start-up 
it is not very common with venture capital, they prefer to invest in expanding compa-
nies. Also, they have a relatively short  investment period with high returns (Hobbes, 
2003).  
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2.6.3 Angel Investors 

”High net worth individuals who invest their own money, along with their 
time and expertise, directly in unquoted companies in which they have no 
family connection, in the hope of financial gain”  

(Mason, 2000, cited in Parker, 2006) 

Another definition for business angel is informal venture capital (Mason, 2000, cited in 
Parker, 2006). In advanced economies, the business angels are supporting the largest 
part of equity for start-ups and emerging companies (Gaston, 1989). 

Research about angel investors is limited compared to venture capitalists, and it is also 
relatively small in amount money wise. However, angel investors are mostly common 
for start ups in the very beginning of the lifecycle (Denis, 2004). Angel investors also 
have the tendency to invest in companies that are situated in the same geographic region 
that themselves. They serve as a network for the companies to find other investors such 
as venture capitalists to invest in the company (Denis, 2004). Additionally, they prefer 
to invest in industries or areas of knowledge where they are already operating in or have 
a competitive advantage (Vinturella & Erickson, 2004). In Sweden, most of the business 
angels operate in private networks where they get to know each other and can share  
investor interests (Garmer & Kyllenius, 2004). To be a part of a network is not only to 
be a part of a group and maybe invest together in projects, another important aspect is 
that the entrepreneurs who want to find a business angel often finds them through their 
networks (tutor2u™ 2005). 

Business Angels are commonly entrepreneurs themselves who invests in others projects 
with passion and commitment, they provide support, and do also invest with intention of 
longer time horizons, the process is, furthermore, relatively quick compared to venture 
capitalists (Hobbes, 2003) In addition to the commitment and passion as the  
characteristics of an business angel the trustworthiness and expertise are also highly  
valued characteristics (Cardon, Sudek & Mittenes, 2009). Also Cardon et al (2009) dis-
cuss the valuation techniques and parameters the business angel looks at before invest-
ing. The most important for the investor is of course the potential revenue, also the mar-
ket growth potential is an important factor that determines if the business angel will 
gain on the investment, and the barriers to entry and exit are discussed when evaluating 
a potential investment(Cardon et al 2009). 

When business angels invest in start-ups they do it because they see a potential in the 
business, a potential of raising money for themselves but also for the firm. As said  
before the typical business angel has been an active entrepreneur before and has a strong 
willingness to develop the firm with own expertise and experience. Though not the  
day-to-day control of the business but to be involved and strengthen the business. The 
relationship can be valuable for the entrepreneur as long as they strive towards common 
goals, otherwise it can be a conflict of interest (tutor2uTM 2005).  

Business angels are also important for the national economic development, particularly 
out of three reasons. First, the amount of informal venture capital is significant,  
however, undefined since there is no requirement to register how much and who is the 
business angel. Second, they provide ”smart money” since they usually have an active 
role in the company and supports knowledge, which in turn have a positive effect on the 
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success of the company. Lastly, the third factor of national economic development is 
that they are spread all over geographically, apart from venture capitalists that are  
mostly operating in larger cities (Mason, 2000, cited in Parker, 2006). Many times the 
investor rejects the opportunity to invest just for one or two reasons and many times this 
one reason is associated with the entrepreneur or the surrounding team, this confirms 
the previous statement that the relationship between the investor and the entrepreneur is 
of huge importance (Mason & Harrison 1996).  

The contract between the entrepreneur and business angel is quite informal, simple but 
includes valuation and milestones to achieve, there is however a demand on a high  
return on the investment (Smith & Smith, 2004). The exit of the investment is  
something the business angels often require. The most common exits for the business 
angel is by acquisition, where both the entrepreneur and the investor leave the venture, 
another way is that the entrepreneur buys back the part once sold to the angel or that 
another investor buys the business angels shares of the company (tutor2uTM 2005). 

2.6.4 Critique to Angel Investors 

It would seem natural that angel investors would be competitors to the venture  
capitalists, but it is the other way around. Common critique to angel investors concern 
the personalities of the entrepreneur and the business angel, because of the active  
participation of the investor it is very important that the cooperation and communication 
is flawless (Garmer & Kyllenius, 2004). 

Another critique to Business Angels is the type of angels that have never been in a deal  
before and get cold feet before the deal goes through. They like the feeling of calling 
themselves a business angel, but do not have the courage or attitude towards risk to go 
all the way, the go under the definition virgin angel, and are nothing but  
time-consuming for the entrepreneur. Furthermore, since business angels are individual 
investors and use private capital, the resources are limited and it might also be  
uncertainty in bad times. The angel might also have different intentions for the  
investment (Hobbes, 2003). 

2.6.5 Corporate Investors 

Corporate investors are much like venture capital, they consist of companies and other 
institutions that use its own shareholder equity to make investments, and the intentions 
can be both financial and / or strategic. This kind of investing is hard to measure since it 
is done in various ways. For example, many corporations invest informally or ad hoc in 
entrepreneurial ventures, other ways are made through acquisitions or strategic  
alliances. When considering capital from a corporate investor it is important to know 
about their  goals with the investment is (Hobbes, 2003). 

For the entrepreneur the corporate investor can be interesting when there is a substitute 
product, maybe the entrepreneur needs a strategic partner. The size of the investment 
varies depending on the involvement and objectives. Before investing there is a  
complicated valuation of the firm and the contract is developed under complex and  
strategic conditions. When exit the investment the strategic intentions are prioritized  
before the others (Smith & Smith, 2004).   
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2.6.6 Critique to Corporate Investors 

When getting outside capital from a corporate investor it is common to realize conflicts 
in targets and other interests. Another drawback with the combination is the structural 
problems when it comes to mission about the investment and the commitment. Also, it 
might be hard to decide upon the risk compensation as well as profit sharing (Hobbes, 
2003).  

However, comparing the corporate investors (as well as venture capitalists) to the  
business angels, they are far more complex and more time-consuming to deal with, they 
also require more detailed market research before deciding upon investing, while the 
business angels are more interested in the entrepreneur and potential market (Hobbes, 
2003). 

2.6.7 Summary of External Equity 

Furthermore, Cosh et al. (2005) also made a matchmaking analysis of their research and 
found that some external equity finance sources fit better with some companies than 
others. Investors for profitable firms are more likely to be working shareholders and 
partners. Also, there are similar features among the firms that choose to seek external 
equity, which are strong potential growth firms and high profits (Cosh et al., 2005). 

All of these sources of external capital are in exchange for some part of the company, 
and according to Garmer & Kyllenius (2004) should be avoided as long as possible, 
however, for many companies it is inevitable. However, there is no chronologic  
hierarchy of the external sources, apart from the pecking-order theory. It is on the other 
hand interplay between supply and demand, new opportunities, personal chemistry, and 
of course a little bit of luck (Garmer & Kyllenius, 2004). Furthermore, firms with fewer 
tangible assets also have the tendency of being financed under less formal conditions 
(Cassar, 2002). 

When having received external equity, such as venture capital or business angel support, 
it is also easier to get offers of debt, mostly because the equity ownership lowers the 
risk of the firm. The lower risk of the firm is a result of many parties sharing the total 
risk as well as having others than the entrepreneur believe in the business (Cressy, 
2002). 

What source of capital the entrepreneur ends up having is much depending on in which 
stage of maturity the company is. A company that is not yet started has usually  
difficulties getting bank loans, though it might be more appropriate to make deals with 
suppliers or business angels. However, once the company is started some debt financing 
might be possible, usually loans from government institutions (Garmer & Kyllenius, 
2004). 

2.7  Financial Life Cycle 
The model of financial life cycle stress that the different sources of financing are  
different depending on the maturity of the firm. Furthermore, the maturity of the firm is 
a result of four measures; information asymmetries, scale, demand for finance, and asset 
structure. Information asymmetries result from unequal levels of knowledge, while 
scale is related to the production. Start-ups generally do not have any production in the 
beginning and score therefore low on this particular measure (Cassar, 2004). The size of 
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the firm is also related to capital structure, smaller firms might consider it to be too  
costly to resolve the information asymmetries and therefore they will in turn be offered 
less capital (Cassar, 2004).  

McKinsey & Company has further developed this model, and their work is illustrated in 
the figure below. It illustrates the different demands for capital in different periods of 
maturity. When starting a company, it is crucial to calculate the financing need in order 
to get started. However, the capital is usually not needed at the same time, instead the 
demand is distributed over different developing phases. There are, of course, various 
sources of external capital, however these are some of the most common. In the seeding 
phase the new firm is highly dependent on own savings and equity, help from family 
and friends which is very important especially in a very early stage and with beneficial 
repayment conditions; governmental grants which usually are followed by requirements 
to fulfill, as well as some risk capital such as venture capital and business angels. As the 
firm is ready to get started, it is more likely for the firm to get a bank loan, mortgage, 
and sign leasing contracts. Performing Initial Public Offering (IPO) is suitable for  
mature companies that are well known and stable (McKinsey, 1999).  

 
Figure 6. Sources of finance for different stages of maturity 

The model is retrieved from McKinsey & Company (1999), p. 127. 

2.8  Previous Research 
Research on the field of external capital for start-ups is fairly limited, and most of the  
literature is focused on mature firms and how they can collect external funds. However, 
Robert Cressy (2002) found that there are mainly two ways of researching this field; 
first ask the sample group what sources of external capital they use over the entire  
business cycle, in order to measure when each source of equity is of greatest  
importance. Second, to measure how much is contributed from each source, this would 
put measure the importance within the firm. He performed his research on 2000 UK 
companies, and concluded that for both across and  within private equity and bank loans 
play a crucial role, but also capital retrieved from family and friends. He continues by 
concluding that venture capital is also a common source of capital, however, he founds 
that it is not available to all companies (Cressy, 2002, cited in Parker, 2006).  
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Out of his sample, one third of the start-ups borrowed money from banks in order to get 
started. Further, the amounts of bank loans are increasing as the firm grows older  
(Cressy, 2002, cited in Parker, 2006).  

The research field of “the role of family and friends” and “informal venture capital” as 
sources of external equity for start-ups is a fairly new topic. Before the 1980s there was 
no literature neither regulations nor policies for this sort of financing (Mason, 1993). 
Furthermore, the first famous Swedish researcher within the topic was Landström 
(2003) where he began to prove that business angels do not only exist in America. The 
first literature about informal venture capital is called ABC research, standing for:  
attitudes, behaviors, and characteristics. Whereas the more developed research has  
focused on the process and more in-depth research.  
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3 Methodology 

3.1  Research Design 
Performing a study based on empirical findings compared to theoretical framework,  
various methods can be applied. In order to fulfill the purpose of analyzing the  
availability and attractiveness of equity financing the study uses, what the authors call, a 
multidimensional research approach. This definition is derived from the overall perspec-
tive, and therefore explaining the collaborations between all parties, instead of focusing 
on one. The empirical findings base on both quantitative data from a survey as well as 
qualitative data from interviews. This type of research approach is defined as mixed re-
search approach, and the primary advantage of using this method is that it  
provides a broader view, mainly from the quantitative data but at the same time a deeper 
understanding from the qualitative data collection (Creswell, 2009).  

3.1.1 Deductive Approach 

Generally, there are mainly two different ways of performing research, deductive and 
inductive approach. Deductive approach is used when testing existing theory is towards 
empirical facts, and inductive approach is more flexible and forms a theory out of the 
results gathered through empirical research (Saunders & Thornhill, 2007). 
 
Both the deductive and inductive approaches are common within business research  
methods (Sekaran, 2002). According to Saunders et al (2007) the deductive way of 
doing research is also suitable for scientific research.  
 
The deductive approach allows testing the theory in order to reject or accept the  
hypothesis, there should also be a structured methodology to ensure the reliability of the 
research. The inductive approach is more appropriate when using a small sample and 
qualitative research to use the inductive approach; often it is a long-term perspective. 
There is also an alternative to combine the two approaches, collect the data inductively 
and then analyze and reflect the findings and formulated theories toward existing  
theories (Saunders et al. 2007). 
 
This thesis is based on a deductive approach to answer the research questions.  
Secondary data and previous research provide a fundamental understanding about the 
subject, as well as building up the frame of theoretical references. The theories are  
gathered and chosen out of importance, and the reliability of the authors is also taken  
into considerations. Importance is put to researchers that frequently come up when 
searching sources with keywords, since they are considered to be experts within this 
specific subject. The research questions are designed as sub-questions retrieved from the 
purpose, which are connected to the theories. Thereafter, the empirical findings are  
analyzed with the frame of reference in order to make conclusions as well as  
generalizations, if any.  

3.1.2 Qualitative- and Quantitative Data 

Qualitative- and quantitative data, both expressions are related to the focus of data, 
however they differ in the sample technique but also in focus. Both qualitative and 
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quantitative approaches play an important role in the way of conducting a research. 
There is not a question which of them is the best; the most important is to look at the  
research that is supposed to be performed to find out the best way for that kind of 
research. Quantitative data is based on the meanings derived from numbers and the  
results are often presented as average of all the respondents. The results from the  
findings are later analysed through statistics and diagrams to get a better overview. On 
the other hand, the qualitative data is based on the meaning of the words, the collection 
of data is not made by standardized data and neither classified into different clusters 
(Saunders et al 2007).  

Qualitative data can be confusing since different people can perceive it differently. 
There can be the same information but it means different things to different people. It 
can refer to emotions, experiences, and other feelings (Corbin & Strauss, 1998). 

Often when doing research the two types of data either substitute or complement each 
other (Sauders et al., 2007). This research is performed by a method using a mix of 
quantitative as well as qualitative data; in other words, the two types of data will  
complement each other by using survey and interviews. Using multiple sources of data 
is a typical trait for qualitative research (Creswell, 2009). Furthermore, since this study 
is performed by a mixed research approach, both qualitative and quantitative data will 
be gathered, and will be further discussed in the following Data collection section. 

3.2 Data Collection 

3.2.1 Literature Critique and Theoretical Frame 

Finding literature within entrepreneurial finance is fairly easy; however, the narrow 
field of external capital for Business Incubator entrepreneurs is not as common. 
Though, that also means that the sources and other research reports for this research is 
based on relatively young sources. The rule of thumb when searching for references, is 
that the more recent the source is, the more trustworthy. Also, the more detailed  
description the authors search for, the more important is it to find trustworthy  
information (Thurén, 2005).  

The data collection has been made through a library search tool called Julia, where key 
words used are, entrepreneurial finance, business angel, venture capital, corporate  
investor, and Business Incubator etc. Furthermore, the best sources throughout this  
report are the ones found through the business- and economic journals as well as their 
reference lists. The data retrieved from these sources has provided the research with  
descriptive information and theories about characteristics of the research topics, which 
are further analyzed in comparison to the empirical findings by a deductive research  
approach. Again, because of the limited research within entrepreneurial finance for 
start-ups in Business Incubators and their search for external capital, a few researchers 
appeared more frequently than others, whom are identified as key researchers for the 
topic. Those are distributed additional effort into and a lot of good research reports have 
been found. Furthermore, critique has been pointed to the interdependence of sources. 
When performing a research Thurén (2005) states that the sources need to be  
independent, meaning that the researchers need to make sure that the references are not 
influenced by a common factor, or each other. Due to this, the main theories in the  
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report are supported by more than one source. Also, for a statement to be trustworthy, it 
requires that two independent sources come up with the same results (Thurén, 2005).  

Nevertheless, what is noticeable is the big difference among cultures and nation, when it 
comes to external capital and external equity theories. Therefore, extra critical is  
directed towards many international sources. 

3.2.2 Survey as Quantitative Data Collection 

Gathering data through survey provides the research with primary quantitative data that 
is the first part of empirical data for this research. Survey is appropriate for gathering 
opinions and attitudes, as well as descriptions (Ghauri & Grønhaug, 2005). The purpose 
of this data is to illustrate the demand side of external capital and equity as well as to 
voice the opinions of the Business Incubator entrepreneurs in general. Later on in the 
report, this data is compared and analyzed to the theoretical frame as well as the other 
empirical findings. 

There are 21 Business Incubators in Sweden that are connected to Innovationsbron, 
which in turn provided us with a total population of 223 Business Incubator  
entrepreneurs. After a random sample, they survey was sent out to 55 of these.  
Therefore the sample size for the quantitative empirical data in this report is 23.6% of 
the total population. To select 55 companies systematic sampling has been used, which 
implies that, all the companies were listed in excel and thereafter selected as every 
fourth company in the list. By performing a systematic sample there is a variety of 
companies and also elimination of errors. Furthermore, in order for the findings to be 
normal distributed, the sample size should be at least 30 (Aczel & Sounderpanadian, 
2009).   

3.2.3 Survey Design 

The questions in the survey concern the demand for external capital in the seeding 
phase, where the survey aims to investigate how common it is to suffer from not getting 
a bank loan, but more importantly, what other sources of external capital are available 
for entrepreneurs in a Business Incubator as well as the entrepreneurial attitude towards 
the different sources. Furthermore, the survey provides an understanding of the different 
difficulties that might arise when being in need for entrepreneurial financing, as well as 
preferences of external capital. 

For convenient purposes, both analytical wise but also for the entrepreneur, the survey 
was executed online. In advance, the entrepreneurs were pre-informed about the  
research and purpose of the study, and of course participation was voluntarily. In order 
to secure that there was no question that could cause ambiguity or confusion the survey 
was tested on a small sample of companies. This type of testing is called pilot study, 
and according to Ghauri & Grønhaug (2005) it should be tested on 3-5 companies.  

The design of the survey was simple and concise, for the entrepreneurs being willing to 
participate in our research. First, we contacted each entrepreneur in order to ask if they 
wanted to participate. If they were willing to do so, we provided them with an email  
including a welcoming text, some short instructions and the purpose of the research, and 
also with a link with which they could click to the survey (Appendix 7.1). The response 
rate of the survey was 55%; we believe this is relatively high, because the survey was 
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out for 6 days. The foremost reason for this is believed to be the pre-acceptance of being 
a participant through the phone call as well as a reminder after two days.  

The survey consist of nine questions, each tied to one of the research questions (read 
more in Data Analysis). In order to make it easy to answer mostly closed end questions 
are used. Further, because the survey works to voice the entrepreneur’s experiences, a 
technique such as ranking was used, with a scale 1-5 (Saunders et al., 2007).  

The first question included details about the firm in general, also called demographics 
(Sauders et al., 2007). These demographics will allow us to categorize the companies 
when analyzing the findings. The following questions leads into the involvement in 
Business Incubator, but also the collaboration with the different equity investors. The 
survey is displayed in Appendix 8.2. 

3.2.4 Interview as Qualitative Data Collection  

Performing interviews is an excellent way of gathering qualitative data, and also to get a 
chance of freely changing the content of the interview as it goes along, instead of being 
tied to a pre-decided set of questions as for a questionnaire (Sauders et al, 2007). An  
interview can be performed either face-to-face, by phone, by focus groups, or by email. 
Hence, this type of data collection enables the researcher to gather data when the  
participants cannot be gathered through observations. Further, it is easier to retrieve  
historical data and, again, control the questions and the content of the communication 
(Creswell, 2009). In order to achieve as much information as possible from an  
interview, it should be based on themes instead of fixed questions; this will enable a 
good flow (Hollway & Jefferson, 2000). An interview based on themes is also called 
semi-structured interview, which further should be recorded and later transcribed in  
order to analyze the answers (Creswell, 2009). 

Also a very important part of the interview is the degree the interviewer gets involved in 
the answers given and follows up questions how he interpret. How the interviewer  
verifies and reports after the interview is also important criteria that affect the quality 
(Kvale & Brinkmann). The quality of the content can also be improved by preparing the 
interviewee; such as pre-informing what the interview will be focused on etc. (Oishi, 
2003). 

This report is based on four semi-structured interviews in order to collect qualitative da-
ta. The first interview was conducted with the national responsible for the Business  
Incubator programs at Innovationsbron, with the purpose of providing the research with 
general understanding about the Business Incubator operations and the cooperation  
between the parties, as well as their experience of external equity supply. The themes 
for the interviews can be found in Appendix 8.3. Furthermore, own interest goes further 
than theory, and therefore the source can be considered to be subjective. When the 
source is part (such as employed) of “the” organization or network in focus, the source 
in considered being partial or biased, this type of source is called tendentious. If the  
researcher suspect that a source is tendentious, it must be complemented with at least 
one additional source, that can support the opposite, in order to make the total outcomes 
trustworthy (Thurén, 2005). The interviewees; Innovationsbron and Business Incubator, 
are believed to be tendentious, therefore, the findings from the survey to the Business 
Incubator entrepreneurs constitute the opposite side, and the interviews are believed to 
be trustworthy as empirical findings.  
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Additionally, two business angels were interviewed, in order to collect data on the  
equity investor preferences and their point of view on the eternal triangle (Appendix 
8.4). Additionally one Business Incubator was also interviewed, in order to contribute 
with industry experience to the empirical findings (Appendix 8.5). 

3.3  Data Analysis 
The purpose of this study is to take a descriptive approach in order to explain the  
financing phenomena, and in order to analyze the empirical findings three main sources 
of capital will be used; venture capital, business angels, and corporate investors.  
Further, common problems are mentioned that are typical for a start-up when seeking 
for external equity. By comparing the frame of reference to our empirical findings, the 
analytical comments as well as conclusions are drawn in relation to the initial purpose 
and research questions. The purpose with the study is to analyze the availability and  
attractiveness of equity financing in Business Incubators. The interrelationship between 
the Business Incubator, the entrepreneur and the equity investor is portrayed as an  
eternal triangle.   

 

Figure 7a. Portrayal of the eternal triangle. 

The research questions are designed to specify and further clarify the purpose.  
Moreover, each source of empirical data has been connected to one research question: 

 

► How do Business Incubators attract equity financing to Business Incubator  
entrepreneurs? 

This question is taking the stand-point of the Business Incubator, and is formulated to  
illustrate the total supply of external equity and is therefore analyzed with all four of the 
interviews and question no. 2, 3 in the survey (see appendix 8.2).  

 

 

 

 

 

 

Figure 7b. Portrayal of the eternal triangle;     Figure 7c. Portrayal of the eternal  
the equity investor aspect      traingle; the equity investor aspect 
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► How do entrepreneurs, Business Incubators and equity investors interact and  
collaborate? 

This question does not have a specific focus on one of the three players; instead, it  
provides a broader perspective on the eternal triangle. Therefore, all of the empirical  
data is weighted into the analysis. However, questions that are of great importance here 
are question; 2, 4, 5, 6, 8, 9 (see appendix 8.2). 

► How competitive is equity financing among entrepreneurs compared to soft  
financing? 

Lastly, this research question was designed to provide knowledge and understanding 
how the entrepreneur reason when deciding which source of external equity to prefer. 
The survey was the main source of empirical data, more specifically question no. 3 and 
7 (see appendix 8.2).  

 
Figure 7d. Portrayal of the eternal triangle; the entrepreneur aspect 

 

Since the survey was performed online, the compiling and analysis was eased due to the 
automatic summarizing. Furthermore, the interviews were recorded and later transcribed 
into quotations in order to get everything in order. When it comes to the questions in the 
survey, they all had a purpose of how it would contribute with information to the re-
search questions: 

Q1. Demographics for categorization 

Q2. The perception of the entrepreneur about being in a Business Incubator, foundation 
for the cooperation between the Business Incubator and the entrepreneur. 

Q3. How the company was financed, foundation for the equity actors available on the 
market, and how common/attractive equity financing really is. 

Q4-6. In-depth questions regarding the cooperation between the entrepreneur and the 
investors (Business angel, venture capitalist, and corporate investor).   

Q7. About the gathering of external capital, and preferences of capital 

Q8. About the gathering procedure of external capital. 

Q9. Open-ended question regarding additional comprehension about the cooperation  
between the eternal triangle, and if there was something that the entrepreneur wanted to 
add himself. 
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3.4  Data Quality 

The credibility of the findings and the quality of the paper depends upon the emphasis 
being putted into the research. Reducing the possibilities of getting answers wrong 
means that attention has to be paid to particular research reliability and validity  
(Saunders et al., 2007). 

3.4.1 Reliability 

The deductive research approach states that it is important to make sure that the study is 
reliable. Reliability refers to the credibility of the way analysis and collection  
techniques is consistent with the findings. Three questions should be answered and  
considered:  

1. Can the results from the study be applied to other occasions? 

2. Will other researchers come up with similar results? 

3. Is the analysis and conclusion made realistically?  

 
There are some threats to the reliability that should be taken into consideration; the first 
is that there can be a subject error or a participant error. For example, doing a research 
about students’ enthusiasm at school there will be a different picture Friday afternoon 
compared to Monday morning. Second, there can also be a biased subject or participant, 
and the third is that there can be observer biased or error, when having an interview the 
observer starts asks questions in a structured way which increases the reliability of the 
answers (Saunders et al, 2007).  

According to Saunders et al (2007) a way to increase the reliability when performing the 
survey is to send out a pilot study before the real test. Also when doing the interview to 
increase the reliability is to record the interview. 

3.4.2 Validity 

Saunders et al (2007) argues that validity is concerning the relationship, weather the 
findings are reflecting the answers from the respondent. Further there are some threats 
towards the validity, for example what has happened in the history or in the near history 
that affects the way the respondent answers the questions. If the people in the sample 
feel that the testing will disadvantage them, which will affect the way they behave and 
in the end the result of the study. The researcher also has to take in concern if some 
choose to leave the sample half way through or if they feel an ambiguity about the  
subject or just uncertain (Saunders et al, 2007).  

To increase the validity of our study we decided to call the people we were about to  
interview, to inform about the date and time to meet and also, briefly discussed what we 
were about to ask them about. We also send them an email with a few questions so they 
felt prepared the day the interview took place.  

Before deciding the topic of the thesis we had a pre-interview with Jonas Ivarsson at 
Science Park in Jönköping. Jonas Ivarsson gave us information about the company and 
how they work, also how the Business Incubator is functioning. We did this interview to 
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have a broader understanding when developing the topics of the thesis as well as the  
research questions.  

3.4.3 Generalization 

When writing a thesis, the author must possess the ability to generalize the findings. 
That is, whether the findings are applicable to other research projects, for example the 
findings in Jönköping are also valid in the Borås region but maybe not in Stockholm. 
This has to be taken into consideration. When conducting an inductive research one has 
to take this problem in to a bigger consideration, if a theory made upon findings is  
applicable in other contexts (Saunders et al, 2007). 
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4 Empirical Findings 
The empirical findings in this section are based on the data collection through four  
in-depth interviews and a survey consisting of 30 respondents. The survey participants 
were questioned on sensitive information, such as financing and are therefore  
anonymous in the report. Furthermore, The Business Angels were also promised  
anonymity. Because of the anonymity, they are referred to as Business Angel 1 and 2 
(interviews performed Business Angel 1, personal communication 2010-05-11, and 
Business Angel 2, personal communication 2010-05-12), Innovationsbron (personal 
communication 2010-05-11), Science Park (personal communications 2010-02-15 and 
2010-05-11), and “the Business Incubator entrepreneurs”. On paragraphs where there is 
no reference specified, the findings are retrieved from the survey to the Business  
Incubator entrepreneurs.  

4.1  Entrepreneurial Characteristics 
Out of the 30 Business Incubator entrepreneurs the average amount of employees was 
3.7 and the entrepreneurs are located all over Sweden.  

When starting a business in a Business Incubator, the start-up financing is very varying, 
entrepreneurs use both own equity and other sources of external capital, both debt and 
equity. Out of all the Business Incubator entrepreneurs 94% were investing own equity 
in their start-up, meaning that 6% of the entrepreneurs managed to start up the business 
with 100% of external capital. Further interesting is that one third of the respondents 
that were investing own equity demanded no further external capital.  

Going forward, 13% of the entrepreneurs were financed by own equity together with 
one source of external capital, while 53% had more than one source. 

Only two entrepreneurs within our sample got a bank loan for the seed-capital, while 
one third got debt financing from ALMI. Furthermore, from the equity investor  
perspective, the Business Incubator entrepreneurs are as popular for Business Angels as 
for venture capital; however, corporate investors are rare. 26% of the respondents  
answered that they were partly financed by a Business Angel, 23% had Venture capital, 
while only 3% answered corporate investor. Innovationsbron explains the appropriate fit 
for the different sources of external equity to entrepreneurs; that venture capital suits for 
companies with lower risk, while Business Angels are more familiar with high-risk  
investments (Innovationsbron). 

The average Business Angel invests 41% of the start-up, while 46% is financed by  
venture capitalist. 

Also, some Business Incubator entrepreneurs had other sources of external capital in the 
start-up constituting of scholarships from the Business Incubators (3%), and one  
entrepreneur got external capital from Innovationsbron, and four entrepreneurs had  
other unknown sources. The table below illustrates the Business Incubator entrepreneurs 
(1-12) that received external equity from either Business Angel or Venture Capitalist. 
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Business 
Incubator 
Entrepreneur 

Business  
Incubator 

Industry Business 
Angel 

Venture 
Capitalist 

Own  
Equity 

1 Chalmers  
Innovation 

Manufacturing 41% 17% 4% 

2 Liu Entrepre-
neurship and de-
velopment 

Technology  25% 50% 

3 Chalmers  
Innovation 

Security  30% 70% 

4 UMEÅ Biotech 
Incubator 

Pharmaceuticals 80%  20% 

5 UMEÅ Biotech 
Incubator 

Pharmaceuticals  100%  

6 Chalmers  
Innovation 

Pharmaceuticals 26% 62% 12% 

7 Uminova  
Innovation 

Pharmaceuticals 60%  10% 

8 Chalmers 
Innovation 

Mold- resistant 
protection 

4% 47%  

9 Stiftelsen Inova i 
Wermland  

Media/Webb 20%  30% 

10 Science Park 
Jönköping 

Technology  42% 10,5% 

11 N/A Manufacturing 49%  21% 
12 N/A Manufacturing 50%  15% 
Figure 8. The availability of external capital for Business Incubator entrepreneurs 

All sources of external equity is of importance for Business Incubator entrepreneurs, 
however, Business Angels are more frequently contributing with knowledge and active 
commitments. Though, the Business Angels are contributing with a relatively small 
amount of external capital compared to venture capitalists and corporate investors 
(Business Incubator). Out of the Business Incubator entrepreneurs that had a Business 
Angel contributing to the start-up the average percentage of investment was 42% of the 
total capital demand. While the average investment from venture capitalist was 46%. 

The way the Business Incubator entrepreneurs approaches the equity investors differs. 
47% of the entrepreneurs are using the approach of contacting many investors at the 
same time. However, 23% answered that they approach one investor at a time.  
Noticeable is that less than one percent of the entrepreneurs said that the investor came 
to them.  

4.2  Entrepreneurs Attitudes Towards External Equity  
The Business Incubator entrepreneurs share different views on the difficulties of getting 
the capital needed for the start-up. 55% says that they did not experience difficulties in 
finding the capital needed. Controversially, Innovationsbron express the availability of 
external equity as poor. 
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According to the Business Incubator entrepreneurs, they rather finance the start-up with 
own equity and debt instead of trading a part of the company for external equity.  
Furthermore, 49% state that they would rather finance the start-up with debt instead of 
investing own equity; while 39% of the entrepreneurs answered the other way around, 
that they prefer own equity to debt.  

Regarding the entrepreneurs’ attitudes towards Business Angels in Business Incubator 
start-ups, 47% experience an active participation from the Business Angel, while an 
equal distribution experiences no activity at all. A majority found that the Business  
Angel contribute with a network to the start-up (58%). The entrepreneurs agree that the 
Business Angels contribute with knowledge and experience (58%), as well as good 
communication skills (90%). Furthermore, almost 72% experience that the company 
and Business Angel strive for common goals. 33% had Business Angel investors that 
only invested money in the start-up and no other contribution. For the question  
regarding if there has been any conflicts of interests between the entrepreneur and the 
Business Incubator, 65% said that there has been no conflicts, and 22% had such  
experience.  

Going forward, the same questions about the activeness and experience of venture  
capitalists were asked to the Business Incubator entrepreneurs. About the activeness, 
64% experienced active venture capitalists, and 27% had inactive experiences, the same 
distributions stands for the experience of venture capitalists contribution of professional 
networks. About half of the venture capitalists are contributing with knowledge and  
experience, as well as good communication skills. Though, venture capitalists do  
seldom contribute with external equity only, 27%. Regarding the strive for common 
goals, 36% of the entrepreneurs feels that they share common goals with the venture 
capitalist, however, there are 45% that has an perception of clashes in the focus of what 
the company is aiming for, there are also more entrepreneurs that feels that conflict of 
interests commonly arises.  

4.3  Business Incubators as Equity Attractors  
The Business Incubators are actively operating to help the entrepreneurs, and one of 
their main mission is to help finding the financial resources in order to get started 
(Business Incubator).  

The Business Incubator mentors are often contacted by equity investor, because they are 
curious if there are any new investment opportunities, however, the collection of  
external capital is very person-related and the mentors use their personal networks and 
contacts to find equity investors to the entrepreneurs (Business Incubator). Furthermore, 
the equity investors are handpicked, for examples banks are sometimes contacted to see 
if there are any potential investors in their network interested in the Business Incubator 
entrepreneur (Innovationsbron). 

”Generally, it is easier to get in contact with Business Angels compared to 
venture capitalists, because they require more preparatory work and  
analysis, additionally, they are usually more interested in later phases, such 
as expansion strategies than start-up” (Business Incubator). 

On the other hand, the perception of one of the equity investors takes another  
stand-point: 
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”I rarely look for investment opportunities myself, the entrepreneurs come 
to me. Furthermore, I continuously get information from Business Incubator 
about new entrepreneurs” (Business Angel 1).  

Business Angel 1 continues by saying that he does not have much contact with the 
Business Incubator except the news feeds of new investment opportunities. 

In situations when the entrepreneurs have troubles finding external equity,  
Innovationsbron has funds as well. The aim is in the long run to boost the markets and 
industries that are imperfect and less developed compared to other industries. Though, 
when there are external investors interested, Innovationsbron retreats, because they do 
not want to compete other investors. Also, there are situations where  
Innovationsbron has cooperated with an investor, and invested as a syndicate  
(Innovationsbron).  

When it is time for the entrepreneur to present the business idea to potential external 
equity investors the Business Incubators arrange a so called “Dragons nest-pitch”, 
which is the meeting where the investors together get a detailed presentation of the 
business. The Business Incubators have some Business Angels or networks with which 
they cooperate frequently, these are blessed with informational privileges whenever 
there is a new entrepreneur and are always invited to the “Dragons nest-pitches”  
(Business Incubator).  

In Jönköping, one of these networks that cooperate with the local Business Incubator is 
called Jönköping Business Development (JBD); the owner structure of this network is 
mixed of the Jönköping municipality, Science Park, 6th AP-fund, and nine Business 
Angels etc. Because of this diversified structure, the aim for the investment is not solely 
financial. They also strive for the economic development and commercialization for the 
Jönköping region. This provides valuable goodwill, for example, when the approached 
investor reject an investment they still help the entrepreneur to find other potential  
investors. This is the case, because they want the business to be successful and to boost 
the economic activity in the region, through economic development and more job  
opportunities (Business Incubator). 

In the near future, these networks of investors, such as JBD, will be more 
valuable and function as a meeting point (“vattenhål”) for the investors,  
especially Business Angels (Business Incubator). 

4.4 Business Incubators as Mentors to Entrepreneurs 
Many of the mentors and advisors working for the Business Incubators are  
entrepreneurs or have a history of being an entrepreneur themselves (Innovationsbron). 

When starting the process of attracting financial resources for the entrepreneur, the 
Business Incubator usually has to go further basic than that; 

”In many cases, the entrepreneurs that  come to the Business Incubator 
have no economic or business education what so ever, and they are even 
surprised by the fact that they are in need of seed-capital. They also have 
the belief that seed-capital can easily be financed by a bank loan.  
Furthermore, many entrepreneurs are over-optimistic about their business 
idea; additionally they are picky about what kind of financing to receive. In 
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addition to the capital they need they are also interested in the expertise the 
external equity investors can provide to the company. The Business Angels 
are playing a very important role in these scenarios. The mentorship of the 
Business Incubators is here to educate the entrepreneur about the different 
sources available, but also the process and requirements of how to attract 
these investors” (Business Incubator).  

The Business Incubators have broad networks and competence of financing alternatives. 
They make analysis of the company to find appropriate sources. What sort of source 
they advise is highly dependent on the personality of the entrepreneur, knowledge  
existing in the company, type of business, structure of the board etc. For example, the 
entrepreneurs’ demand both expertise and financing from the equity investor. In many 
cases the entrepreneur totally lacks some knowledge in order to make progress with the 
company and therefore demand an active investor that can provide this expertise.  

”How active I am in the company in which I invest varies a lot. In some 
companies I am an  active board member, and in some I am not active at 
all. Though I like to contribute with my expertise of strategic advice s as 
much as I can” (Business Angel 1).  

On the other hand, if the entrepreneur already posses all knowledge and experience, the 
Business Incubator advise to look for a passive investor that only provide capital. If 
there is no investor available in any network, the entrepreneur and Business Incubator 
go and headhunt for the suitable investor. Another common way is to benchmark the  
entrepreneur’s business to other similar companies to see how they are financed  
(Business Incubator). 

Business Angel 2 expresses it as: 

”When I invest in a company, I have the requirement that I need to be a 
Board Member, so that I have a full insight of what is going on. Though, I 
do not provide much coaching, because I simply do not have the time for 
that”. 

The Business Incubators are not only mentors for the entrepreneurs, they are also  
helping each other at other locations and internally exchange contacts. Sometimes the 
potential investor and expertise suited for the entrepreneur is in the network of another 
Business Incubator. The internal cooperation between the Business Incubators enables 
the entrepreneur to be transferred to the other Business Incubator (Business Incubator).  

All Business Incubators have different ways of dealing with the development and 
coaching. Though, all of them are localized, which means that the entrepreneur must be 
operating in the same region as the Business Incubator. This has put extra pressure on 
the cooperation between the Business Incubators in Sweden. Some investors, though, 
demand that the entrepreneur moves his operation somewhere else than the origin, this 
usually leads to that the entrepreneur either quit the membership in Business Incubator, 
or he becomes member in another that operates on the new location, as discussed earlier 
(Business Incubator). 
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4.5  The Strive for Economic Development and Growth 
Innovationsbron is partly owned by the Swedish government and receives money from 
them to invest in the commercial life. Year 2009, they invested 120 Million SEK, which 
in turn generated tax income generated by the companies. Entrepreneurs that have been 
operating in a Business Incubator since 2005, generated together a turnover of 2,5  
Billion SEK, which generated a tax income of 1,2 Billion SEK.  Innovationsbron aim 
for developing the economic growth, they do this by analyzing and investing in the in-
dustries that needs a little extra push (Innovationsbron).  

The main purpose of Innovationsbron was only a few years ago totally focused on  
helping the entrepreneurs to find financing for their start-up, today on the other hand, 
this focus has shifted towards focusing on competence development and the quality of 
the start-up as well as economic development (Business Incubator). Innovationsbron 
express this by saying: 

”We want to focus on the development of the industries, and put less effort 
in financing the Business Incubators, in order to attract external investors, 
municipalities, county councils, universities, but also equity investors”  
(Innovationsbron). 

The Business Incubators get allowances from Innovationsbron for their own  
development. This, in turn will lead to higher competence of the advisors and in turn 
lead to an increased commercialization (Innovationsbron). The Business Incubators  
continuously report about the success of their Business Incubator-entrepreneurs to  
Innovationsbron. The accumulated results from each Business Incubator is then  
analyzed and ranked based on factors such as turnover, profitability, amount of  
employees, and Board structures (Business Incubator). 

”The most important thing is to continuously improve the  
competence-development within the Business Incubators and their  
leadership and coaching. This will first of all create “industry praxis”, the 
following step is to concentrate on verticals, which is the focus right now in 
order to boost industries individually. What is meant is that the nation is  
divided into Business Incubators based on knowledge and expertise instead 
of localization, which will enable clustering of Business Incubators together 
with specific industries” (Innovationsbron). 

Not very surprising, the amount of total external equity invested is highly correlated to 
economic conjunctures and trends. Due to  this, the last years have suffered from less  
equity investments and modest investors, however, the Business Incubators can see that 
the trend is beginning to  shift (Business Incubator). 

4.6  The Entrepreneurial Gain in Business Incubators 
Even though the Business Incubators belong to the same network, provided by  
Innovationsbron, all Business Incubators are working after different goals and  
structures. Some are profit-driven and are in a way investing themselves in the  
entrepreneurs. They are able to have a pool of cash and also to being able to offer the 
entrepreneur financial resources themselves in return of an ownership in the  
entrepreneurs’ start-up. Though, this is not the case for all Business Incubators, some 



The Eternal Triangle for  External  Equity Financing   

 

 
43

operate only in the interest of entrepreneurial success and development  
(Business Incubator).  

The level of satisfaction of being part of a Business Incubator is overall positive. 70% 
of the entrepreneurs think that the Business Incubator provides a professional network 
that they beneficially can use in their start-up. The Business Incubator strives to educate 
the entrepreneurs in order to being able to manage their start-up (Business Incubator). 
When asking the entrepreneurs about this statement, 73% feel that they have gotten the 
knowledge and strategic advices that they needed from the Business Incubator. 

Another aim for the Business Incubator is to help the entrepreneur to find sources of  
external equity (Business Incubator), 62% of the respondents agree with this statement, 
though 26% feels that they did not receive any help at all finding sources. Further, a  
majority feels  that they got help from the Business Incubator to develop the business 
idea.  

4.7  The Business Angel’s Passion for Entrepreneurship 
The average Business Angel of this report is a male, 55-62 years old, and has  
experience of being an entrepreneur of successful  companies, but still involved in many 
different ventures, both own companies, but also being a board members for a variety of  
companies, for example companies they invested in. Additionally, the Business Angels 
are part of networks and other ways active in the commercialization and business world. 
They have different type of industry experiences, and their preferences are also  
different: 

Business Angel 1 expresses his investment preferences as: 

”My investments are always in the start-up phase, because that is when the 
entrepreneurs really need my money. I invest in companies that are in  
totally different industry from where I have experience. Instead I am looking 
for new challenges. My investments usually last for 2-3 years and thereafter 
I have been bought out by another investor”. 

While Business Angel 2 has another preference when it comes to investments: 

”When I invest I think the business idea is the foremost important measure, 
I want my experience to match the  operation of the entrepreneur, but also 
the entrepreneur to fit into my  personal portfolio. I generally think the risk 
is too high in start-ups, and believe that this belief is shared among many 
private equity investors”. 

4.8  Equity Investors Attract Investors 
There is often the case that when one investor is interested, it is not hard for the  
entrepreneur to get other investors interested. For example, when JBD invest they have 
a limit of 500.000 SEK, but on the other hand, if the investors belonging to JBD see a 
potential in the company, the Business Angels within the network contribute with own 
capital. Furthermore, investors attract investors, when outside investors see that others 
invest in a certain company, he wants to ride the wave as well (Business Incubator).  
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Though, when it comes to the amount of external equity to attract,  the  Business  
Incubators advices that the entrepreneur should not give away too much control over the 
company, and that is usually not the desire from the entrepreneur either. The Business 
Incubator recommendation is; 

”The most common is that the entrepreneurs sell out 20-30% of the  
company to outside equity investors the first time. Business Angels are very 
cautious with financing larger parts of the start-up, because they are afraid 
that if the entrepreneurs give away too much, then he will lose the  
motivation of being an independent successful entrepreneur” 

The Business Angels investing in Business Incubator start-ups are experienced investors 
and are very well aware of the statement above, and they do not try to oppose the  
recommendation (Business Incubator).  

4.9  All Equity is Not for Everyone 
The equity investors have different key measures when they are evaluating the business 
opportunities, the first Business Angel express the evaluation as: 

”The first thing I look at is the entrepreneur; the personality and if it is 
someone that i could trust. Thereafter comes the business idea, I prefer  
simple ideas that is easily sold and that can be mass-produced”  
(Business Angel 1).  

While Business Angel 1 discusses the personality traits and the importance of a  
”gut-feeling” for the entrepreneur, Business Angel 2, on the other hand, explains the 
importance of accurately evaluation of the individual entrepreneur among other business 
opportunities; 

”I would never invest in something that i do not believe in. I make  
qualitative investments only, and if I feel any hint of uncertainty, I am not in. 
Many venture capitalists can afford to make ten investments where two 
turns out to be successful. That is not my philosophy, when I invest in five 
companies, I want to see all five successful” (Business Angel 2). 

Going forward, the Business Incubator stresses that not all entrepreneurs have the same 
qualifications for attracting all sources of external equity. According to Business  
Incubator it is relatively hard for companies outside a Business Incubator to attract  
venture capitalists, compared to Business Incubator entrepreneurs. Business Angel 2 
agrees upon this by adding the following opinion; 

”I started a venture capital company (investment trust) many years ago, 
where there has been no start-up entrepreneurs seeking capital so far, only 
older companies with expansion incentives. I believe the general thought 
among both investors and entrepreneurs is that venture capital is not suited 
for investments with such high risk” (Business Angel 2). 

When the external equity investors evaluate the Business Incubator entrepreneurs and 
the business ideas they use different risk- and success measures,. Generally speaking, 
Business Angel 1 takes the stand-point when evaluating business opportunities that five 
out of 10 start-ups survive the start-up phase (Business Angel 1).  
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4.10  Business Angels’ Perception of Business Incubators 
The cooperation between the Business Angel and the Business Incubator is more or less 
based on the mediating work performed by the Business Incubator. Along with the 
analysis of the company, the Business Angels also add personal requirements and  
desires when evaluating; 

”What kind of incentives I have with the investment is depending on the life 
situation and personal interest...for me, time is valuable, therefore I do not 
contribute with much coaching to the entrepreneurs, but I am more than 
happy to contribute with capital” (Business Angel 2). 

Additionally, the Business Angels are not seeing a considerable difference between 
companies within a Business Incubator and those that are not. However, they know that 
there is more preparatory work done and the entrepreneur has gotten coaching from the 
Business Incubator advisors (Business Angel 1, 2).  

Furthermore, the Business Angels share the belief that in the future, the Business  
Incubators will continue to develop entrepreneurs and their business ideas. Though, as 
Business Angel 2 express the future as: 

”In the future I believe that all Business Incubators will need corporate  
investors. I believe so because they will demand both capital but also more 
extensive and narrow expertise” 

Innovationsbron sees a bright future for Business Incubators. There has been a positive 
trend of evaluated ideas, mostly the ideas come from the commercial and industrial life  
and less from alumni-entrepreneurs (Innovationsbron). 
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5 Analysis 

5.1 The Availability of Equity Financing 

5.1.1 The Business Incubator’s Impact on Equity Availability  

Looking at the sources available during the Financial Life Cycle, McKinsey (1999)  
illustrates the importance of different sources of finance for different stages of maturity 
(Figure 6). All sources of external capital are attractive in the start-up phase, except 
from performing an Initial Public Offering. Furthermore, all of the sources are 
represented in our sample of Business Incubator entrepreneurs; however, information 
about Leasing and Mortgage is not available, since it is not covered in this report. Own 
equity can be seen as a prerequisite for attracting additional external capital in the  
start-up phase (Frid, 2009), supported by the fact that 94% of the Business Incubator  
entrepreneurs used own equity in the start-up. The model of McKinsey (1999) supports 
this as well saying that own savings and equity as well as capital from family and 
friends are especially important in the seeding phase. Though, loans from family and 
friends are not common for entrepreneurs in our sample, while external equity such as 
venture capital and Business Angels are the most commonly used, which will be further 
analyzed in-depth in the following section.   

The most common source of external equity financing for Business Incubator  
entrepreneurs is capital coming from Business Angels (26%) and second from Venture 
capitalists (23%), external equity coming from corporate investors does rarely exists, 
and is therefore excluded from the analysis. In accordance with this, Denis (2004) states 
Business Angels are the most common in these early stages. However, the phenomenon 
of virgin angels has not occurred in the report, why we believe that the Business   
Incubator prevent this since they have well developed networks based on known  
contacts and procedures of in-depth analysis. 

Surprisingly, there are many venture capitalists that are investing in Business Incubator 
start-ups. Analyzing the reasons for this existence which goes against the theory saying 
that venture capitalists mostly invest in later phases of the business cycle, such as  
expansions (Hobbes, 2003), provide  an indication that venture capitalist believe in  
entrepreneurs taking part of a Business Incubator, compared to other entrepreneurs. As 
the equity investors expressed the difference between the entrepreneurs; that there is not 
much difference between the Business Incubator entrepreneurs and the other  
entrepreneurs, is therefore interpreted as referring to the basic business idea and  
entrepreneurial aspiration. However, as an investor there is a safety-measure to know 
that the business idea is well developed and that there is a lot of preparatory work done, 
which is a foundation for a high growth potential (Business Angel 1 & 2). Therefore, 
the participation in Business Incubator provides a serious impression of the entrepreneur 
that per see constitutes a difference between Business Incubator entrepreneurs and other 
entrepreneurs. 

Going forward, Business Angels are most commonly entrepreneurs themselves bringing 
commitment and passion to the entrepreneur (Hobbes, 2003) as well as trustworthiness 
(Cardon et al, 2009). Furthermore, Business Angels belong to different networks and 
trust in each other, therefore one can say that they attract each other, using  
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word-of-mouth (Garmer & Kyllenius, 2004). However the findings of this report state 
that this is not only the case for Business Angels, equity investors in general are  
attracted by each other. Out of the Business Incubator entrepreneurs, it was only 13% 
that financed the start-up with own equity along with one additional source of external 
equity, however, 53% of the entrepreneurs had a financial mix of own equity and  
several sources of both Business Angels and venture capitalists. In line with this is that 
once the entrepreneur received external equity, Cressy (2002) argues that new sources 
of capital, such as debt become available because of the lowering risk; 

”After getting help from the Business Incubator of finding sources of  
external equity, other sources of capital has later on been offered”  
(Business Incubator entrepreneur). 

Attracting more than one equity investor, provide the Business Incubator entrepreneur 
to an extended network of the start-up and in turn qualifying for easier development and 
growth once being independent from the Business Incubator.  

5.1.2 The Local Impact on Equity Availability 

The Business Incubators are operating in the interest of the entrepreneurs, therefore it is 
important for them to find and make equity financing available for the Business  
Incubator entrepreneur. One of the advantages of being in a Business Incubator is that 
they provide expertise in finding this type of financing (Aernoudt, 2004). The findings 
retrieved from interviews contribute with the understanding that the availability of  
equity financing is depending on the persons working for the Business Incubators in 
terms of their personal networks together with the willingness of the investor himself to 
look for opportunities. This proves that the availability of equity financing is varying 
among regions. The headhunting procedure used in order to locate suitable equity  
investors is in line with this too, because it is related to the motivation and creativeness 
of the Business Incubator advisor. As one of the Business Angels expressed it  

”I rarely look for business opportunities myself, the entrepreneurs come to 
me. Furthermore, I continuously get information from the Business  
Incubator about new entrepreneurs”.  

This put additional pressure on Innovationsbron and their financial resources and  
training that they contribute to the Business Incubator, which increases the motivation 
within the Business Incubators and in turn increase the availability of external equity for 
the entrepreneurs. 

Furthermore, the Business Incubators are having a localized strategy (Denis 2004), 
hence the findings illustrate the same phenomena for equity investors. For example, 
there is a trend that Business Incubator start-ups in larger cities are more commonly  
financed by both Business Angels and Venture capital. Yet, the localized strategy 
enables the Business Incubator to mediate contacts and use the existing network. The 
entrepreneurs can take advantage of this in order to develop and grow; 

”The Business Incubator has provided me with local contacts, both  
individuals and corporations that have helped me through development and 
financing sources” (Business Incubator entrepreneur). 
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Attracting a local equity investor contribute with knowledge of the local business  
mentality and norms (Vinturella & Erickson, 2004). This knowledge and experience is 
valuable for the entrepreneur when starting the business in order to grow strong “at 
home” and later expand into larger regions, or even abroad. Additionally, the  
localization strategy is competitive for the trustworthiness and quality mark for the  
entrepreneur; 

”Chalmers Innovation Business Incubator gives a quality mark and is an 
unbeatable support in start-up financing and growth”  
(Business  Incubator entrepreneur). 

In addition to this, the theory developed by Shane & Cable (2002) discussed the  
importance for the investor to feel secure when investing. Therefore the localization 
strategy for Business Incubators using known contacts is an advantage when making 
equity financing available for entrepreneurs. 

5.2 The Attractiveness of Equity Financing 
According to the entrepreneurs, the attitude towards bank loans is positive. However, 
only 6% of the Business Incubator entrepreneurs were fortunate to receive capital from 
the bank, though 49% of the respondents would desire to finance the start-up with bank 
financing instead of own equity. Though, the Business Incubator entrepreneurs’ ranks 
external equity as the least desired source of capital, supporting the desire of keeping 
ownership.  

The ranking order of capital from the Business Incubator entrepreneurs is subsequently;  

(1) Bank Loan  

(2) Own Equity 

(3) External Equity,  

These results contest with the pecking order theory discussed by Frid (2009), that states 
that entrepreneurs prefer to finance the start-up with own equity. Though, the difference 
in preferences whether to finance with bank loan or own equity is marginal. The desire 
of not wanting to tie the own equity to the start-up can be analyzed and interpreted as 
the own equity contributed by the entrepreneur is a sign for trustworthiness that the  
entrepreneur believe in the business idea, which is decreased by preferring bank loan to 
own equity. Another interpretation of these findings is that financing received by a bank 
loan can be seen as “the easy way out” for entrepreneurs, however, as the findings  
illustrated, is not common since only 6% of the Business Incubator entrepreneurs’ got 
start-up finance from banks.  

Analyzing the preferences of the equity investors, there is a pattern that venture capital-
ists prefer to invest in start-ups operating in Technology, Pharmaceuticals, and Security 
industries, with a tie to universities that have a R&D department, except from one  
venture capitalist which was discovered from out sample. According to our study,  
Business Angel investments are represented all over Sweden, though with majority 
within the manufacturing and pharmaceutical industry. Consequently, the industry that 
is most attractive for equity investors is the Pharmaceutical industry. Additional to the 
increased availability of Business Angels for entrepreneurs coming from the  
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geographical spread,  Mason, (2000), cited in Parker, (2006) provide further advantages 
by adding the national economic development. 

Regarding the contribution and activeness of the external equity investors, the Business 
Incubator entrepreneurs regard both Business Angels and venture capitalists to be active 
investors, however, venture capitalists are considered to be more active than Business 
Angel. This is supported by Hobbes (2003) and Denis (2004), concluding that both 
kinds of investors are considered active providing hands on experience, as well as  
venture capital to be more expensive (Petty & Gruber, 2009). Though, not to forget is 
that in the beginning of the process of attracting investors, the  Business Incubator make 
a suitability analysis of what kind of equity investor the entrepreneur is in need of 
(Business Incubator). Therefore it cannot be analyzed whether an active or passive  
investor is better or worse. 

The theory states that the main difference between Business Angels and venture capital 
is that venture capital contribute to larger sums of capital (Hobbes, 2003). Furthermore, 
Business Angels are more likely to invest in start-up where they see high market growth 
potential, where venture capitalists regard the risk to be too high (Cardon et al, 2009). 
The finding from the Business Incubator entrepreneurs that received external equity 
from these sources illustrate that the amount invested also differs within Business  
Incubators. However the difference is not significant. The average Business Angel  
invests 41% of the start-up, while 46% is financed by venture capitalist. Applying the 
theory to these findings, it is surprising that the two different investors invest in similar 
amounts. Meaning that the Business Angels are either more generous towards Business 
Incubator entrepreneurs compared to other entrepreneurs; or the Venture capitalists that 
usually do not invest in start-ups, once they do, they invest smaller amounts than usual 
maybe as a compensation for the high-risk investment.  

5.3 Business Incubator as Mediators 
Within the eternal triangle, there are many collaborations and interactions to be found, 
this section focuses on the cooperation and interaction between the Business Incubator, 
the entrepreneur and the equity investor. The discussion begins with the collaboration 
between the Business Incubator and the entrepreneur. The Business Incubators helps the 
entrepreneur to master four crucial components of becoming successful; shared  
resources, support services, professional advices, as well as internal-and external  
networks (Bergek & Norrman, 2008) and (Tötterman & Steen, 2005). Aernoudt (2004) 
adds that the Business Incubator support a dynamic environment for growth and  
development. 

”The Business Incubator has absolutely contributed to the development of 
my company” (Business Incubator entrepreneur). 

However, participating in a Business Incubator does not guarantee a successful 
company. Still the Business Incubator provides education as well as mediates con-
tacts, though the entrepreneur is still the one taking action. 

5.3.1 Mutual Trust Within the Eternal Triangle 

The development of the business idea and the business plan along with the education 
that the Business Incubator provide to the entrepreneur (Bergek & Norrman, 2008), can 
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be analyzed to lay as a foundation for realistic prospects about the future which  
substitutes the over-optimism that often exists in start-ups (Chi & McGuire, 2004). The 
in-depth preparatory work done by the entrepreneur  and the Business Incubator will 
ease the negotiation and interaction between the entrepreneur and equity investor.  
Approximately 80% of the total respondents say that the Business Incubator has  
provided important knowledge to the company (Business Incubator entrepreneurs). 

The Business Incubator has knowledge of both sides in the negotiation of the contract 
and therefore information problems such as adverse selection and bounded rationality 
can be avoided as well as incentive problems; moral hazard and agency incentive  
clashes (Chi & McGuire, 2004) are supervised by the Business Incubator. 65% of the 
Business Incubator entrepreneurs having a Business Angel are not experiencing any 
problems with information- and incentives, and almost the same distribution goes for 
venture capital (50%). 

The agency theory (Ferrary, 2007) is analyzed based on wrong intension from three  
actors; the external equity investor, the entrepreneur, and the Business Incubator. Since 
the outside investor often is an entrepreneur as well, especially when it comes to  
Business Angels. The external investor have a limited part of the company once  
investing (Siller-Pagaza & Otarola, 2009), and therefore might not act in the best  
interest for the company or other shareholders, but might instead have personal  
incentives of being part of the firm.  

The incentives can also be biased from the entrepreneur if too much of the start-up is 
traded away for external equity; therefore the advice from the Business Incubators about 
not giving away more than 20-30% (Business Incubator) prevents this phenomenon of 
wrong motivations. The Business Incubator entrepreneurs from this study trade 28% of 
their start-up to external equity, which lies within the recommendation of the Business 
Incubator. The arising of incentive clashes among the Business Incubator entrepreneurs 
and equity investor, seem to be derived from the size of ownership of the start-up. This 
is in line with the adverse selection theory (Chi & McGuire, 2004), which put pressure 
on the Business Incubator to communicate this phenomenon to both parts, but also for 
all parties involved in the investment deal to thoroughly go through the personal goals 
and also historical contracts. 

Though, incentive problems might not only exist between the Business Incubator  
entrepreneur and the equity investor but also for the Business Incubator, where there 
might exist agency incentive problems as well. Due to the fact that some Business  
Incubators are profit-driven with a cash-pool (Business Incubator), working objectively 
and only focus on the benefits for the entrepreneurs can be challenged. Knowing this, 
the entrepreneur should carefully elaborate benefits to costs before joining the Business 
Incubator, but more importantly, feel trust in the Business Incubator advisor. 

5.3.2 The Business Incubator Translation Advantages 

Continuing the discussion about the interaction within the eternal triangle, the Financial 
Gap (Landström, 2003) that has been discussed to lie in between the investor and the 
entrepreneur due to information asymmetries, is believed to diminish or close because 
of the Business Incubator that knows the demand from both sides and can translate for 
them. This erases the information symmetries and prevents undesired incentives to arise 
in the collaboration. Therefore, the Business Incubator has the role of being a mediator 
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in the eternal triangle. From the survey 45% of the entrepreneurs experienced troubles 
in  
finding enough capital for the start-up, which illustrates that the Financial Gap exists 
between the Business Incubator entrepreneurs and external capital investors, however 
the gap is most probably diminished by the Business Incubator. 

Going forward, another aspect on the interaction between the Business Incubator and 
the entrepreneur is discovered. Out of the Business Incubator entrepreneurs, they are 
over all satisfied with the Business Incubator network and mentoring, however, many 
feel that the service of developing the Business Idea can be improved and also the  
cooperation of finding sources of external equity. Ranking the satisfaction about the 
Business Incubator services out of the responses from the entrepreneurs, the order is as 
follows: 

1. Entrepreneurial Mentoring 

2. Business Incubator Network 

3. Development of Business Idea 

4. Finding sources of External Equity 

Though, what should be mentioned is that even if the service of finding sources of  
external equity is ranked as least satisfied service, the percentage of satisfaction is still 
over 60%, which is an indication that the Business Incubators are keeping a high  
standard of their services. The ranking is illustrated out of relative comparison. 

The third interaction in the eternal triangle is between the equity investor and the  
Business Incubator. Naturally, they have interest in each other because of the  
entrepreneur (Aernoudt, 2004). However, additional to the exchange of business  
opportunities, the findings portray that the equity investors have trust in the  
entrepreneurs because of the well known preparatory work required by the Business  
Incubator. Therefore, an investment in a Business Incubator start-up can be considered 
to be relatively serious compared to other start-ups, which could make more investor  
interested in the start-up (Mcadam & Marlow, 2007). The Business Incubator expresses 
the importance of preparatory work and trustworthiness as; 

”My personal perception is that it is relatively hard for companies outside a 
Business Incubator to attract venture capitalists, compared to a Business 
Incubator entrepreneur” (Business Incubator). 

Continuing the discussion about the financial gap issues, some of the areas where  
information asymmetries commonly arise are between the demand and supply of capital 
(Landström, 2003). From the investor’s side it can be analyzed that it concerns the level 
of risk and the unknown level of knowledge and competence of the entrepreneur,  
supported by Winborg & Landström (2001) who argues that the limited information 
arises due to the age of the company. Also Shane & Cable (2002) adds that it is  
important for the equity investor to trust the entrepreneur. Concluding thoughts of this is 
that the Business Incubators creates “this” social tie, based on their networks and  
contacts. From the entrepreneur’s view the lacking information is also concerning the 
level of knowledge of the investor and also the investors’ preferences, and attitudes. 
Thus, the Business Incubator sets requirements on the entrepreneur to live up to the 
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standards as well as being prepared by educate and inform about important concerns of 
the equity investor.   

”In many cases, the entrepreneurs that come to the Business Incubator have 
no economic or business education what so ever, and they are even  
surprised by the fact that they are in need of seed-capital. They also have 
the belief that seed-capital can easily be financed by a bank loan... The 
mentorship of the Business Incubators is here to educate the entrepreneur 
about the different sources available, but also the process and requirements 
of how to attract these investors” (Business Incubators). 

On the other hand, one of the Business Incubator entrepreneurs’ perception of the 
preparatory work is: 

”The Business Incubator compel me to set goals and frequently follow-up 
the targets, which is very time-consuming. Though it gives the company 
good publicity” (Business Incubator entrepreneur). 

5.3.3 The Open Approach of “Finding the Right” 

When searching for external equity, there are according to Cary (1998) two different 
ways; sequential- and open approach. The Business Incubator entrepreneur proves that 
the open approach is the most commonly used, however only a small distribution of  
entrepreneurs are contacted by the equity investor themselves. Interestingly, the  
start-ups that are contacted are operating within the Biotech- and Manufacturing  
industries. This is an indication that the investors that are in contact with the Business 
Incubator not often search for investment opportunities themselves, but the entrepreneur 
and Business Incubator are searching and promoting the start-up in order to find  
external equity. It can be further analyzed that the Business Incubators are using 
benchmark in order to find the most appropriate equity investor and also headhunting, 
as mentioned earlier.  

5.4 From Localization Towards Expertise-Oriented 
Beside the three interactions discussed above, the research has proved a fourth  
collaboration as well. It is among the Business Incubators themselves, that proves a  
genuine desire of getting the entrepreneur additional benefits. This collaboration adds a 
third component to the theory developed by Tötterman & Steen (2005) whom identifies 
two networks for Business Incubators; Business Incubator and the entrepreneur as well 
as Business Incubator and equity investors. This third collaboration provides success in 
terms of matching the needs of the entrepreneurs to other Business Incubators that 
might match this need better than the current Business Incubator, both based on external 
equity available as well as expertise. This collaboration is part of the new focus of the 
Business Incubators that is called verticals, which will go away from the categorization 
based on geography towards a strategy promoting specialization, which in turn will  
provide the entrepreneur with more knowledgeable advisors. 

”...what is meant is that the nation is divided into Business Incubators based 
on knowledge and expertise instead of localization, this will enable  
clustering of Business Incubators together with specific industries”  
(Innovationbron). 
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By changing the focus from localization towards expertise will take the Business  
Incubator mentorship to the next level. The Business Incubator entrepreneur will be 
provided with narrow expertise as well as tailored mentoring. This will boost the growth 
and competitiveness within industries. However, the success of attracting the right  
investors might be worsened since they do not follow the same change of focus, it might 
take time for them to adjust to these changes.  

Furthermore, because of the improved mentoring, the competition for being a Business 
Incubator entrepreneur will most probably increase, and it is important not to locate all 
the expertise at Business Incubators in cities with big universities, but also keep on 
promoting the smaller cities that are strong in for example manufacturing, which in the 
long run will contribute to equality between industries. 

5.5  Aim for Commercialization and Economic Welfare 
There is a fear for the entrepreneur of losing control of the company when inviting  
equity financing, which is discussed in the pecking order theory, that suggest that equity 
financing comes last in the hierarchy of desired sources of external capital  
(Landström, 2003). Controversially, the Business Incubator entrepreneurs evaluate the 
sources of capital in a different hierarchy as discussed in” The attractiveness of external 
equity”. Furthermore, the society appear to have other priorities as well, since equity 
investors provide benefits to the economic welfare and development which is motivated 
by the heavy amount of informal venture capital invested, the spread of specific  
expertise, and the geographical spread of informal investors (Mason, 2000, cited in 
Parker, 2006). Since the Business Incubators themselves are partly owned by the  
Swedish government, the national interests and the ”best way” for the  
entrepreneur could cause ambiguity in the advising of the Business Incubators. To avoid 
this, Innovationsbron has the norm of not competing with the equity investors  
(Innovationsbron). Therefore, in situations where there are equity investors interested, 
Innovationsbron either back off or invest in collaboration with the equity investor.  

What can be derived from these differences could be that even though the Business  
Incubator entrepreneurs prefer to finance the start-up with bank loan, they are not  
provided with knowledge and means to attract this source of external capital. Instead, 
the Business Incubators are promoting the equity investors in order to achieve more job 
opportunities and wealth for the economy. This constitutes a big difference for the  
operations for the entrepreneur, because financing the business with some soft financing 
would allow the entrepreneur to maintain ownership. Furthermore, it can be analyzed 
that the entrepreneur should, beside the Business Incubator, look for other Start-up or 
financial advisors in order to avoid a biased or subjective reality. 

To support the analytical comments above, it is clear that the resources the government 
invests into the Business Incubators are providing advantages in return. The financial 
resources are creating job-opportunities as well as stable industries; further the  
government got ten times the investment back in year 2009 in terms of tax income from 
the start-ups in return (Innovationsbron). Additionally to financial resources,  
Innovationsbron put in significant amount in educating the Business Incubators, who in 
turn provides knowledge to the national commercialization through the entrepreneurs. 
They also tailor their resources to Business Incubators that operates in industries that are 
in need of development. These findings are showing evidence for the national strive of 
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equality between industries, which contribute to a stable economy prepared for  
controlled growth.  

5.6  Analysis Evaluation and Critique 
The findings retrieved when writing this report have contributed to the analysis with a  
variety of aspects. Since the focus of the report was to analyze the availability and  
attractiveness of equity financing for Business Incubator entrepreneurs, without taking 
one actor’s perspective, but instead including aspects from both Business Incubators, 
entrepreneurs, as well as equity investors, we believe that the descriptions and  
comparisons has contributed to a reliable blend in order to fulfill the purpose. The  
findings representing the Business Incubator entrepreneurs are the survey with 30  
responses, and four in-depth interviews, where two stand for the equity investors’ aspect 
and the other two for the advisory aspect. Critique can be pointed to this that it would 
not be a significant amount in order to make generalizations of attractiveness and  
preferences of equity.  

However, when analyzing the findings we can conclude that  
generalizations cannot be made, additionally because the availability and attractiveness 
of external equity is diversified and highly dependent on personal as well as local  
factors.  

Though, a larger sample of equity investors as well as Business Incubator  
entrepreneurs would have enabled the report to identify generalized preferences of  
financing among both industries and regions. Therefore, the concluding statements in 
this report are applicable to this particular sample, and can be further seen as a direction 
instead of generalization of all Business Incubator entrepreneurs. 

Furthermore, the wording of some definitions of the report is commonly interpreted in 
different ways depending who you talk to. There is a strong tendency of mixing up Risk 
capital and venture capital, even among experts. Also it is hard to draw the line between 
Business Angels investing in syndicates and venture capital. 

Lastly, the lack of theories describing and evaluating the relation between the Business 
Incubator and external equity investor has lead to that the analysis of the  
cooperation and interaction between them is solely derived from the interviews with 
each actor, and complemented with experience from the entrepreneurs. Therefore, this 
part of the analysis cannot be seen as theoretically grounded. 

The results of the report are regarded as reliable, however since we conclude that there 
is no “right way” or a pre-designed system to follow when searching for equity, the 
findings from other occasions are believed to be dependent on the persons involved in 
that particular focus. Furthermore, the pilot-test of the survey as well as the  
pre-information to the participants are both regarded as actions increasing the reliability 
(Saunders et al., 2007). 
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6 Conclusion 
In order to describe the availability and attractiveness of equity financing the report has 
covered discussions surrounding the topics of the three research questions, concerning 
how the business Incubator attract equity financing; the interaction and collaboration 
within the eternal triangle; as well as the competitiveness of equity financing among 
Business Incubator entrepreneurs. 

“The purpose with the study is to analyze the availability and attractiveness 
of equity financing for start-ups participating in a Business Incubator” 

All sources of equity financing are represented within Business Incubator start-ups, 
where Business Angels are the most common followed by venture capital. It can also be 
concluded that own equity contributed by the entrepreneur is a prerequisite for attracting 
further sources of equity. The majority of Business Incubator start-ups are financed by 
more than one source of equity, and it can therefore be concluded that investors attract 
each other, implying that once one investor is interested, the investment  
opportunity of the Business Incubator entrepreneur is spread by “word-of-mouth”. We 
conclude that the Business Incubators use different ways of attracting equity to start-up 
based on the demand for the entrepreneur. The process is highly dependent on the  
creativeness and personal networks of the advisor working within the Business  
Incubator. 

The education and mentoring provided by the Business Incubator to the entrepreneur 
contributes a serious impression in the eyes of equity investors, which is a further result 
of the Business Incubator operation of attracting equity financing to the Business  
Incubator entrepreneur. The equity investors are attracted by the safety measure based 
on the realistic prospect as well as the elimination of entrepreneurial over-optimism.  

How competitive equity financing is among Business Incubator entrepreneurs is highly 
personal related too. Therefore the equity suitability analysis performed by the Business  
Incubator tailor the sources of equity investors to the demand. Generally, equity  
financing is not competitive to soft financing within Business Incubators since the  
majority of the entrepreneurs would desire to finance the start-up with a bank loan, 
however, the reality reflects that the banks do not provide seed-capital. Yet, for start-ups 
within the Business Incubators it is most common to trade one third of the start-up for 
equity. Though, there are conflicting interests among the parties within the eternal  
triangle when it comes to equity preferences. For example, the entrepreneurs rank equity 
financing as the least desired source, while society rank it as the source bringing the 
most benefits to the economic welfare, we therefore conclude that the advices of  
financial sources to the entrepreneurs are subjects of bias, and the entrepreneur should 
consider asking for financing advises outside the Business Incubator in order to cover 
all potential alternatives. 

The collaborations and interactions within the eternal triangle is complex, though in the 
interest of all participating actors to be well functioning. A well functioning  
collaboration provides advantages to everyone, not only the parties involved, even the 
society has something in return, because of a increased amount of successful start-ups 
will lead to increased commercialization, more job opportunities and a stable growth for 
Sweden based on equal industries.  
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Furthermore, the advantages can be interpreted in two perspectives, the individual- and 
the national advantages; where the individual advantages regards the entrepreneurs  
benefits of being helped by the Business Incubator in order to create a stable  start-up 
and also finding the right sources of equity. The equity investor draw benefits because 
the Business Incubator provides a safety measure where the Business Incubator  
entrepreneur is regarded as trustworthier compared to other entrepreneurs.  
Furthermore, the winning of the individual Business Incubators is tied to the national 
level of interests; since the more successful start-ups, the more investors become  
interested which enables further operations for the Business Incubator and their ability 
to continuing boosting entrepreneurship and improving quality.  

By the way of conclusion, the Business Incubator is metaphorically described as the 
glue holding them together. However, how successful the interactions are, is dependent 
of all the personalities involved. It is therefore not a “one way” how to finance a start-up 
or how to be successful, neither a developed system designed for common success.  
Instead, when attracting equity investors to the Business Incubator entrepreneur it is a 
challenge of taking advantage of all assets available, both tangible as well as intangible. 
These assets constitutes of the personalities within the eternal triangle, the motivation 
and creativeness of both the entrepreneur as well as the Business Incubator advisor, 
existing networks, but also the availability of equity financing and lastly a matter of 
chance.   

To sum up, the novel contribution of the report is that the social tie between all parties 
involved affects the success of attracting equity, and there is no predetermined system 
saying how to proceed. Furthermore, the personal chemistry and level of motivation of 
the Business Incubator advisor also adds to the social tie. In attracting equity investors, 
the entrepreneurs receive a quality-mark that adds trustworthiness in the eyes of the in-
vestors, which enables the Business Incubator entrepreneur to easier attract equity com-
pared to other entrepreneurs. 

Lastly, the report adds a contribution to the interactions within the eternal triangle, 
where the authors identify a fourth collaboration, which is between the Business Incuba-
tors. This provides tailored benefits to the entrepreneurs, however it is worth mention-
ing that the shift might not be as smoothed for the investors.  

    

7 Further studies 
The report has showed evidence for the motivational and personality match that are  
affecting the success of the Business Incubator entrepreneur. Furthermore, the success 
of the start-up provides advantages and benefits to the whole society. Though, the  
globalization is bringing harder competition as well as putting pressure on the  
entrepreneur to get the business on the market immediately before someone else catches 
the opportunity. Therefore, derived from the new focus for the Business Incubators, 
changing focus from geographical origin towards expertise oriented Business  
Incubators. As discussed, we believe that this change will far most bring new  
advantages to the entrepreneurs but also for the industries. The new focus will bring  
additional growth to the industries and will enable further commercialization. However, 
the Business Incubators need to be aware that the equity investors that invest in the 
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Business Incubator entrepreneurs might not be prepared for this change, especially not 
the Business Angels that are known for investing in local entrepreneurs and put a lot of 
value in the personal contacts and “gut-feeling”.  

Therefore, we suggest further studies within this field and also to follow these changes. 
This is additionally interesting because the Business Angel equity source is the most 
common for Business Incubator entrepreneurs; it is in the interest of everyone to pre-
pare them for these changes as well.  
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8 Appendix 

8.1 Survey; the Introductory Text and hyperlink 
 

Subject: Your Opinion about Business Incubators and raising capital for start-ups! 

 

 

 

 

Hi, 
 
We are two students currently writing the Master-thesis about Business Incubator entre-
preneurs and their external sources of financing. You find a link to the survey attached 
below. Since You are the kind of entrepreneur that we are looking for, we now ask You 
to fill in some questions. The survey consist of 9 questions, and will only take about 5 
minutes of Your time.  

http://www.surveymonkey.com/s/BTQQ8PV 

We are very grateful for Your help! 
 

 
Best Regards 
 
Elin Berglund and Emelie Alm 

http://www.surveymonkey.com/s/BTQQ8PV
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8.2 The Survey 
 

Hi! 

We are two students from Jonkoping International Business School writing a Master thesis 
about start-up financing for Business Incubator entrepreneurs. We want  to ask You to 
help us by contributing with Your experience within the area to our study. The survey con-
sist of 9 questions and you are of course anonymous.  

Thank You! 

Elin and Emelie 

 

Question 1:  

Please fill in the name of Your company, together with industry and amount of employees 

Question 2: 

Please rank the following statements, how much you agree (scale 1-5): 

I am participating in the Business Incubator to being part of the network 

The Business Incubator provide the company with knowledge 

The Business Incubator provide the company with strategic advises 

The Business Incubator helped me in the seeding phase to find sources of external capital 

The Business Incubator helped me to develop my business idea 

Question 3: 

How was the start-up financed (distribute in total 100% on the different sources of capital below): 

Own equity 

Family & Friends 

Bank loan 

ALMI 

Business Angel 

Venture Capital 

Corporate investor 

Other 
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Question 4:  

If you distributed percent on business angel in question 4, please rank the  following statements (scale 1-5):  

The business angel has an active role in the company 

The business angel contribute with his network 

The business angel contributes with knowledge and experience 

The business angel provided external capital only 

The company and the business angel are having an open communication 

The company and the business angel have common goals 

There are sometimes conflicts of interest arising between the company and the business 
angel 

Question 5: 

If you distributed percent on venture capital in question 4, please rank the  following statements (scale 1-5):  

The venture capitalist has an active role in the company 

The venture capitalist contribute with his network 

The venture capitalist contributes with knowledge and experience 

The venture capitalist provided external capital only 

The company and the venture capitalist are having an open communication 

The company and the venture capital have common goals 

There are sometimes conflicts of interest arising between the company and the venture ca-
pitalist 

Question 6 

If you distributed percent on corporate investor in question 4, please rank the  following statements (scale1-
5):  

The corporate investor has an active role in the company 

The corporate investor contribute with his network 

The corporate investor contributes with knowledge and experience 

The corporate investor provided external capital only 

The company and the corporate investor are having an open communication 

The company and the corporate investor have common goals 

There are sometimes conflicts of interest arising between the company and the corporate 
investor 
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Question7 

Please rank the following statement concerning general thoughts and feelings about financing Your start-up 
(scale 1-5): 

It was not hard to get the total capital that I needed for the start-up 

I did not get as much bank loan as I demanded 

I rather  finance the start-up with own savings that taking a loan 

I rather take a loan than giving out part of my business as equity 

Question 8 

When You were searching for capital, in what way did you approach the investor: 

When I was searching for capital, I turned to one source at a time 

When I was searching for capital, I turned to several sources at the same time 

Other 

Question 9 

Additional comments about the collaboration with the Business Incubator or the investor, please specify 
here: 

 

 

Thank you for your participation! 
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8.3 Themes for in-depth interview with Innovationsbron 
 

• General information about Innovationsbron and their operations 

• The incubator program 

• Their network 

• Innovationsbron’s view on the equity capital supply for start-up entrepreneurs  

• How do Business Incubators attract equity financing to entrepreneurs 

• How is the cooperation and interaction between the business incubators, entre-
preneurs, and equity investors 
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8.4 Themes for in-depth interviews with Business Angels 
 

• General information about investment preferences of the business angel 

• Does he/she belong to any network(s) 

• Additionally to the capital, what do you contribute to the company 

• How much money  are you investing? And what do you require in return 

• Are you actively involved in the companies that you invest in 

• The cooperation with the Business Incubators 

• Advantages of interacting with business incubators 

• The cooperation with the entrepreneur 
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8.5 Themes for in-depth interview with Business Incubator 
 

• General information about the Business Incubator 

• The incubator program 

• How the Business Incubator collaborate between the entrepreneur and investor 

• The selection of entrepreneurs to participate within the Business Incubator 

• The network of an Business Incubator 

• How do the Business Incubator attract equity financing to entrepreneurs  

 


	Table of Contents
	1 Introduction
	1.1 	Background
	1.2	Innovationsbron and Business Incubators in Sweden
	1.3 	Problem Discussion
	1.4 	Research Questions
	1.5 	Purpose
	1.6 	Delimitations
	1.7 	Who we are Writing For
	1.8 	Definitions
	1.9 	Disposition

	2 Theoretical Framework
	2.1 	Defining Entrepreneurial Finance
	2.2 	Business Incubator
	2.2.1	Business Incubator Operations
	2.2.2	Different Types of Business Incubators

	2.3 	The Financial Gap for Start-ups
	2.4 Entrepreneur-Investor Relationship
	2.4.1	Entrepreneurs’ Financing Preferences
	2.4.2 Information Symmetries and Conflicting Incentives
	2.4.2.1 Adverse Selection
	2.4.2.2 Moral Hazard
	2.4.2.3 Agency Theory


	2.5 	Two Approaches of Attracting External Capital
	2.6 	Sources of External Equity
	2.6.1	Venture Capital Funds
	2.6.2	Critique to Venture Capital
	2.6.3	Angel Investors
	2.6.4	Critique to Angel Investors
	2.6.5	Corporate Investors
	2.6.6	Critique to Corporate Investors
	2.6.7	Summary of External Equity

	2.7 	Financial Life Cycle
	2.8 	Previous Research

	3 Methodology
	3.1 	Research Design
	3.1.1 Deductive Approach
	3.1.2 Qualitative- and Quantitative Data

	3.2 Data Collection
	3.2.1	Literature Critique and Theoretical Frame
	3.2.2 Survey as Quantitative Data Collection
	3.2.3 Survey Design
	3.2.4 Interview as Qualitative Data Collection

	3.3 	Data Analysis
	3.4	 Data Quality
	3.4.1	Reliability
	3.4.2	Validity
	3.4.3	Generalization


	4 Empirical Findings
	4.1 	Entrepreneurial Characteristics
	4.2 	Entrepreneurs Attitudes Towards External Equity
	4.3 	Business Incubators as Equity Attractors
	4.4 Business Incubators as Mentors to Entrepreneurs
	4.5 	The Strive for Economic Development and Growth
	4.6 	The Entrepreneurial Gain in Business Incubators
	4.7 	The Business Angel’s Passion for Entrepreneurship
	4.8 	Equity Investors Attract Investors
	4.9 	All Equity is Not for Everyone
	4.10 	Business Angels’ Perception of Business Incubators

	5 Analysis
	5.1 The Availability of Equity Financing
	5.1.1 The Business Incubator’s Impact on Equity Availability
	5.1.2 The Local Impact on Equity Availability

	5.2 The Attractiveness of Equity Financing
	5.3 Business Incubator as Mediators
	5.3.1 Mutual Trust Within the Eternal Triangle
	5.3.2 The Business Incubator Translation Advantages
	5.3.3	The Open Approach of “Finding the Right”

	5.4 From Localization Towards Expertise-Oriented
	5.5	 Aim for Commercialization and Economic Welfare
	5.6	 Analysis Evaluation and Critique

	6 Conclusion
	7 Further studies
	References
	8 Appendix
	8.1 Survey; the Introductory Text and hyperlink
	8.2	The Survey
	8.3	Themes for in-depth interview with Innovationsbron
	8.4	Themes for in-depth interviews with Business Angels
	8.5	Themes for in-depth interview with Business Incubator


