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Abstract 

 

This paper focuses on identifying factors influencing the financing decisions of growth-
oriented start-ups. A sample of 8 business incubator start-ups has been studied within a 
qualitative research so as to reach that goal. Their fundraising choices are analyzed using 
supporting financial and psychological theories. Also, the thesis examines the start-ups’ 
interaction with a business incubator and investors.  

It is found that growth oriented start-ups use internal funds in the first instance, the lack 
of financial capital representing the main reason behind this decision. Moreover, it is 
clear that bank loans are not a viable alternative for start-ups mainly because of the 
collaterals required. However, debt financing, coming from more accessible sources, is 
used despite the higher costs, this if it helps in achieving growth. Lastly, equity capital is 
regarded positively by growth oriented start-ups although it dilutes the control. The 
reasoning is that control is traded-off with the skills and experience the external 
investors bring in once with their investments.  
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1 Introduction 

The financing decision is probably one of the most important challenges a business has to 
face (Denis, 2004; Carter & Van Auken, 2005). An incipient company normally is assumed 
to be highly dependent on the financial resources; its formation and functioning are strong 
connected with the availability of this resource (Manigart & Struyf, 1997; Cassar, 2004). It 
is also known that the companies’ specific features, at this stage of the lifecycle, like the 
lack of experience and high uncertainty, constrain the access to financial capital (Scholtens, 
1999; Gompers & Lerner, 2001).  

1.1 Background 

Start-up companies are a driving force in the economy of a country. They are an important 
source of employment, competition, innovation and export potential (Cassar, 2004). 
Consequently, understanding how the start-ups operate is relevant for academics, as well as 
for governments and other stakeholders. As mentioned, the financial capital is an 
important resource for a company, especially in a start-up phase. However, the specific 
features of such a new company represent real hinders in negotiating with possible 
investors. Thus, by recognizing the value of the financial resources and by taking into 
account the obstacles that might be faced in acquiring them, we find the topic related to 
the start-ups’ capital structure worth of being studied.    

1.2 Problem discussion 

Myers (1984) raised the question about how do firms choose financing. The answer 
provided was "We do not know how firms choose debt, equity ... our (financial) theories 
don't seem to explain actual financing behavior, and it seems presumptuous to advise firms 
on optimal capital structure when we are so far from explaining actual decisions ..." (Myers, 
1984, p. 575). Although theories have evolved in the field of business financing, reducing 
the knowledge gap, the above statement indicates the fact that financing explanations are 
not sufficient to grasp and provide a thorough understanding of the companies’ financing 
behavior. The determinants of the capital structure should not only be discussed in a 
context represented by financing theories, because the capital structure of a firm could also 
be explained by nonfinancial considerations, like for instance the managerial choice, 
influenced by values and goals (Barton & Gordon, 1987).  

Actions undertaken by managers at the early stage of firm’s life have a significant influence 
on the performance in the long-term (Bamford, Dean, & Douglas, 2004). Acquiring 
appropriate resources is crucial for newly established ventures. Entrepreneurs often 
struggle with the issue of choosing between different financing sources, they have to decide 
whether to use debt, equity, or a combination of the two (Chaganti, DeCarolis & Deeds, 
1995). Huyghebaert and Van de Gucht (2007) argue that start-ups’ capital structure is a mix 
between the external financiers’ willingness to supply funds and the entrepreneurs’ 
inclination for a specific type of financing. Howorth (2001) notices the emphasis of the 
literature mainly on the supply side, in explaining the small firms’ financing. Indeed, start-
ups are constrained in obtaining financial capital, and the financing decisions of small firms 
have been mainly explained by the lack of access to the supply of debt and equity 
(Hutchinson, 1995). However, Howorth (2001) argues that demand and supply are 
interdependent; the capital structure of a company should be explained considering both 
perspectives. 
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Despite the fact that start-ups may face difficulties in accessing financing, due to their 
characteristics, we agree with Winborg (2000) and Bettignies and Brander (2007) who argue 
that entrepreneurs are in a position in which they have an option to choose among 
different sources of financing. On the demand side, the owners’ characteristics and 
decisions may explain the use of different financing sources (Hutchinson 1995, Chaganti et 
al., 1995; Hamilton & Fox, 1998; Kotey, 1999). Thus, the start-ups’ financing can be 
explained as being the result of the selection done by the financial capital providers, in 
which case the companies don’t have too much power of negotiating, but also as a result of 
their own preferences, initiatives and/or other determinants, in which case the financing 
decisions are perceived as being the result of a more complex set of circumstances, where 
the entrepreneurs play a decisive role.  

In order to deepen our understanding of entrepreneurs’ fundraising choices, we introduce 
two fundamental theories. By doing this, we aim to combine in our study both the financial 
and psychological perspectives. One of the most used theories within corporate financing, 
which provides a framework for understanding the firms’ capital structure, is the Pecking 
Order Hypothesis (further in the text POH) by Myers and Majluf (1984). According to this 
hypothesis, the capital structure of a firm appears to be dictated by the entrepreneur’s 
aversion towards the loss of control and by the financial capital suppliers’ willingness to 
invest in companies in conditions of asymmetrical information, which has direct 
repercussions on the cost of funds. It is emphasized that a company will use first the 
internal resources, and when external financing is needed, debt will be used before equity. 
However, when considering start-ups, the POH has been only partially verified, since 
equity capital is often preferred to debt (Paul, Whittam & Wyper, 2007). As Myers (1984) 
acknowledges, the POH is not considering the managerial choices as influential in the 
financing decisions, although these might represent pertinent explanations. In line with this 
problem, Sapienza, Korsgaard and Forbes (2000) come up with possible alternative 
answers for explaining the companies’ capital structure. They argue that the entrepreneurs’ 
self-determination, expressed in the desire to achieve wealth, and the value they set on 
independence, dictates the choice for capital. Indeed, Paul et al. (2007) suggest that start-
ups choose equity, although it translates in the loss of control, because this type of investor 
supplies additional benefits besides money. Accordingly, we can analyze start-ups’ 
explanations through a self-determination perspective. Thus, if the desire for wealth 
overweighs the desire for independence, the choice that is perceived to be more helpful in 
attaining wealth, will be pursued (Sapienza et al., 2000). One can notice that start-ups’ 
capital structure may be explained in some extent by the POH, only that other viewpoints, 
like for example the self-determination perspective,  should not be neglected.  

By thinking of the aspects described above and combining them with the statements within 
the background section it appears that start-ups have an important function in an economy. 
Therefore, the need to capture the explanations behind the start-ups’ financing, coming 
from different perspectives is essential, especially by acknowledging their major influence 
on growth. From this point of view, it has come to our attention that new ventures are 
often associated with a concept of growth. When we dig deeper, it becomes apparent that 
not all of the new ventures grow at a similar pace. In fact, if we look at the example of The 
United States (purely to have an idea of a representational size), the statistics are rather 
unexpected. Out of approximately 700,000 newly established ventures each year, only 3.5% 
develop into large companies (Barringer, Jones & Neubaum, 2005; Gilbert, McDougall & 
Audretsch, 2006). It is particularly intriguing because we believe that growing is much more 
important for startups than for the companies already established on the market. This 
assumption is based on studies claiming that unless new ventures grow bigger in size their 
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survival may be jeopardized (Freeman, Carroll, & Hannan, 1983). Being small and new is a 
liability for start-ups and therefore they should focus on growth in order to survive at the 
early stage of their life (Gilbert et al., 2006). 

We have noticed that the aspect of company growth repeatedly appears in the literature 
related to startups. Introduction of a company to the market and the achievement of a 
satisfactory level of growth are largely dependent on availability of resources and founder’s 
ability to combine them (Cooper & Dunkelberg, 1986; Landström & Johannisson, 2001; 
Alsos, Isaksen & Ljunggren, 2006). According to existing new venture growth models, 
business growth should be pursued by a founder (Box, White & Barr, 1993; Thakur, 1999). 
Growth is more likely to happen in a favorable setting, where entrepreneurs have necessary 
resources, adopt growth - friendly strategy, operate in an industry propitious for growth 
and develop a structure to inculcate growth (Chrisman, Bauerschmidt & Hofer, 1998). This 
is the kind of surrounding that is offered by a business incubator. 

Thus, Tötterman and Sten (2005) claim that incubators are taking part in the negotiations 
between start-ups and investors, or public institution and even more, incubators attempt to 
guide the entrepreneurs toward appropriate mentors within their businesses. Likewise, it is 
specified that incubators can have partnerships with financial capital providers as local 
banks or venture capitalists (ibid). Moreover, the start-ups that are accepted to the program 
of a business incubator have usually high potential of growth and are activating in high 
technology industries (Mian, 1996). The emphasis that these companies put on growth is a 
particularly intriguing matter. These unique features of the start-ups and the support 
provided by the business incubator represent a unique setting for studying their financing 
decisions. 

1.3 Purpose 

The purpose of this master thesis is to investigate the factors influencing the financing 
decisions of growth-oriented start-ups. To address this overarching purpose we shall make 
use of three research questions that cover different aspects. 

Thus, the first step is to understand the factors that entrepreneurs valuate when choosing 
among the financial capital providers. By asking directly the entrepreneurs on this subject 
we can touch upon the way they think, and moreover we can observe the reasons that drive 
the financing of their businesses. To cover this facet we raise the following question:  

Q1: What factors do growth-oriented start-ups consider when evaluating and/or 
choosing the different sources of financing? 

With the above question we intend to identify those factors on which start-ups put worth 
when assessing different sources of financing. It might be about the advantages and 
drawbacks that new ventures perceive and associate with different financial suppliers. 

Another supporting question aims to identify the growth-oriented start-ups’ most and least 
preferred options, or in other words is it about their capital structure. Going more in detail, 
we intend to study whether the choices made by new ventures with a high growth potential 
confirm the financial and psychological theories briefly introduced in the problem 
discussion section of the thesis. To approach this side of the problem we raise the second 
question:  

Q2: What sources of financial capital do growth-oriented start-ups prefer and why? 
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The third question that helps to fulfill the purpose of this study aims to gather insights 
about a special environment in which growth oriented start-ups are expected to thrive. 
Thus, the question targets to identify the role played by the business incubator in the 
financing process, from the start-ups’ point of view.  

Q3: How do start-ups perceive the business incubator’s help in the financing 
process? 

All these bits and pieces add up to the whole purpose of this master thesis. As stated 
already, the paper aims to capture the factors that influence start-ups’ financing. We could 
say that in this study we draw a map that puts the reader in the entrepreneurs’ shoes in 
order to show the complexity of the fundraising decisions.  

1.4 Delimitations 

Although the literature on this specific topic of start-up financing is quite broad, we 
consider that there is still a need for undertaking qualitative research, since many of the 
existing papers analyze different variables in quantitative studies, or by accessing data from 
the balance sheet of a company. So as to have a clear image of the rationality behind the 
start-ups’ capital structures, the owners’ perspectives, need to be understood better.  The 
interviews constitute efficient tools for accessing information directly from entrepreneurs. 
Therefore, we deem this type of research can be fruitful in providing additional insights on 
this subject. Furthermore, the analysis of start-ups within different environments that 
constitute specific samples, presents valuable opportunities in building a complex frame for 
understanding the start-ups’ financing decisions.  

We have argued in the background that start-ups have a major role in the growth of an 
economy. Also, emphasized later in the problem discussion was the fact that in order to 
contribute to the economic development, start-ups have to survive and grow. Thus, a 
unique category of start-ups is represented by the business incubator start-ups, which are 
commonly related with a high growth potential.  

If we continue narrowing this line of thought, our interest in this thesis is directed at start-
ups that are located in Sweden. This kind of sample, with companies under the umbrella of 
a business incubator, has received the attention of Winborg (2009), who surveyed the 
motives for bootstrapping within 120 start-ups in Sweden. Another study undertaken on 
subjects that belong to a business incubator in Sweden, also on the bootstrapping topic has 
been done by Nosov and Hamraev (2009). Unlike the studies presented above, the research 
questions we raised will lead to information that can be used to explain the use of different 
sources of financing, not only bootstrapping. Additionally, a qualitative study offers the 
possibility to access in-depth information, and enables more explorative research than the 
surveying.  

1.5 Definitions 

In order to make the discussion along this thesis understandable and coherent, the reader 
should have clear in mind the meaning of the concepts that are being analyzed. The 
literature for each specific term is wide; however our purpose here is not to make a 
literature review for all these possible topics.  We have chosen to define the following 
terms so as to contribute with a framework that will guide the audience when reading this 
paper: 
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Start-up: The term of start-up is used interchangeably with terms like new venture, new 
enterprise or new business. According to Gartner (1985) such a terminology describes an 
organizational entity, with a narrow operating history, which is forced to search for 
resources and compete on the markets.  

Science Park: A property based initiative that has connections with the academic and 
research field, which aims to spur knowledge based businesses by providing different 
support services to the organizations on site (UKSPA, as cited in Bakouros, Mardas & 
Varsakelis, 2002, p.124).  

Business incubator: According to UKBI “a business incubator is usually a property with 
small work units which provide an instructive and supportive environment to 
entrepreneurs at start-up and during the early stages of businesses. Incubators provide 
three main ingredients for growing successful businesses - an entrepreneurial and learning 
environment, ready access to mentors and investors, visibility in the marketplace”(as cited 
in European Commission, 2002, p.5).  

Personal financing: In this case the entrepreneur’s own funds, the funds obtained from 
friends, family and bootstrapping methods are the main sources of money (Barringer & 
Ireland, 2010). 

Bootstrapping: The concept of bootstrapping is used to explain the different methods 
that are used by firms to cover their need for resources, without making use of long term 
external financing (Winborg & Landström, 2000). 

Debt financing: Is the financing that can take the form of loans or lines of credit 
(Barringer & Ireland, 2010). This form of financing assumes that a bank will lend money to 
a company, only if that company possesses assets which can be pledged or it proves that its 
operations will generate cash flows, which can be used to repay the loan (Roberts & 
Stevensson, 1992). 

Equity financing: By choosing equity funding, an entrepreneur agrees to share the 
ownership of the company in exchange for capital (Barringer & Ireland, 2010). According 
to the same authors, most common equity funding is provided by Business Angels and 
Venture Capitalists.  

Venture Capital (further in the text VC): A financial intermediary that invests in young 
companies in exchange for a share of the business (Kortum & Lerner, 2000). These young 
companies are defined by uncertainty, while their resources are scarce and intangible 
(Gompers & Lerner, 2001). Besides financing, a Venture Capital participates actively in the 
management of the funds receiving companies (Sahlman, 1990).  

Business Angels: Individuals who invest personal capital in risky start-up ventures with 
high growth potential (Freear, Sohl & Wetzel, 1994). A business angel is described as a 
well-educated person, in the middle age, which succeeded as entrepreneur and has a high 
income and wealth (Barringer & Ireland, 2010). 
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2 Literature review – Theoretical perspectives 

explaining the start-ups’ financing decisions 

In this section of the paper, our intention is to present the existing literature on explaining 
the start-ups’ financial behavior. The understanding of the theories that describe the 
entrepreneurs’ decision in choosing different sources of funds is of utmost importance in 
the context of our thesis. At first, the general setting in which start-ups function will be 
presented. Secondly, different theoretical perspectives and studies will be detailed along this 
chapter.  

To better understand the nature of our study, it is necessary to point out that the success of 
a venture is often affected by the initial capital structure (Chaganti et al., 1995). The 
proportion of debt and equity capital is an important indicator for the rate of success (ibid). 
It is inferred that liquidity problems are caused if there is it too much debt (Jones, 1979). 
Being at the beginning of the life cycle, a start-up possesses specific characteristics that may 
hinder its access to external capital. For instance, the assets of a start-up are considered to 
be intangible, and more knowledge based (Denis, 2004; Hsu, 2004). This specific feature 
would not help a start-up when trying to obtain a loan from a bank, since we know that 
collateral, represented by tangible assets is often required (Hutchinson, 1995). Moreover, 
because these types of companies lack previous background and are informationally 
opaque, the risk associated to them is high and consequently the financing is more difficult 
to find (Berger and Udell, 1998; Hall, Hutchinson & Michaelas, 2000; Huyghebaert & Van 
de Gucht, 2007).  Start-ups are perceived with uncertainty by investors because of the 
informational asymmetry between them; the entrepreneur may possess information that is 
not available to outside financial capital providers (Sahlman, 1990; Scholtens, 1999; 
Gompers & Lerner, 2001).  

The information asymmetry represents an important issue for new businesses seeking 
investors. While a company is still new, the ability of the entrepreneur to raise money is 
essential. As the financing is not easy to obtain in this phase, the future of the company 
relies on the entrepreneur’s skills to attract money for his/her ideas (Smith & Smith, 2000). 
Berger and Udell (1998) argue that the capital structure of a company is dependent on its 
stage of development, size and age. According to Roberts and Stevensson (1992), Smith 
and Smith (2000), Barringer and Ireland (2010), there are three major sources from where 
entrepreneurs can access financial capital for their ventures, namely the bootstrapping 
techniques and personal funds, the debt financing (banks), and equity financing, through 
business angels and venture capitals. Although there are other specific types of financing, 
we shall use this classification along this paper, so as to be coherent.  

2.1 The Pecking Order Hypothesis 

One of the major theories that appeared in the sphere of finance is the Pecking Order 
Hypothesis by Myers and Majluf (1984), who state that a company will access funding in a 
specific order. This order is explained by taking into account the cost of these financing 
sources, influenced by the asymmetrical information that exist between investors and 
entrepreneurs, and the control that is ceased while accessing a certain type of financing. 
Thus, according to the mentioned logic, a company will use first the internal resources and 
subsequently debt and equity financing.  Worth saying is that the POH was built by 
assessing the financing behavior of large, established corporations. 

Nevertheless, considering the fact that the start-ups are lacking previous results, this being 
opposite compared to the large, established firms, the question whether POH applies also 
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for start-ups has been raised. As stated already, the POH has as its basis the theory of 
asymmetrical information that exists between the investor and entrepreneur, and the theory 
referring to the control issue. Thus, start-ups because of their features, with no prior 
experience and data on which they could be evaluated, face a higher risk for investors and 
consequently are not able to access funds to the same extent as an established company 
(Paul et al., 2007). 

Paul et al. (2007) in a study of 20 Scotland based start-ups verified the applicability of 
POH. The results show that POH is partially explaining start-ups’ financing, more exactly it 
is confirmed that internal funds are used at first instance, but the equity financing is chosen 
before debt financing. The start-ups’ explanation is that the loss of control is traded-off 
with the advantages that equity investors provide, like management (ibid). Also, equity is 
preferred because, unlike debt financing, it does not require personal guarantees (ibid). 
Moreover, equity financing is perceived positively because it doesn’t affect the working 
capital (ibid). However, a major drawback of their study is that the sample of start-ups was 
all successful in accessing equity financing, which makes their results impossible to 
generalize (ibid). 

Similarly, if considering new technology based firms, Hogan and Hutson (2005) confirm 
only in part the POH, the sample of Irish software firms used first the internal funds, in 
accordance to POH. However, in contradiction to the theory, equity is preferred to debt. 
The authors explain that the managers’ goals, their desire for innovation, affect the choice 
between equity and debt financing. Out of the 117 companies that were studied, only 15 %    
declared that independence was the key motive behind running the business, while most of 
the other subjects affirmed that the pursuit of innovation is what motivates them (ibid).  
Hence, a major finding of their study is that new technology based firms have a low 
aversion towards the loss of control, this explaining in some extent the preference for 
equity capital.  

Atherton (2012) in his study verified the POH on 20 start-ups within different industries in 
England.  The results are not verifying the POH for all the companies included in the 
study, even though the internal funds would be preferable, none of the start-ups within the 
sample used such funds, due to the lack of previous trading (ibid). Also, long term debt was 
used in larger extent than short-term debt, contradicting thus the order underpinning the 
POH.  We can infer that POH is confirmed in different extents, depending on the type of 
sample being studied.  

2.2 Self-determination 

The matter of control is problematic in the case of start-ups, very often the primary reason 
for starting a business is the entrepreneur’s willingness to be independent, which makes 
logic that start-ups will prefer debt instead of equity financing, the last being associated 
with the loss of control (Paul et al. 2007). 

According to Sapienza et al. (2000) the theoretical perspective of self-determination offers 
insights into explaining the financing decisions through a more complex frame. They 
suggest the financing decisions may be a combination of both economic and psychological 
factors.  When talking of psychological reasons which may explain the type of financing 
used by entrepreneurs, the authors focus on two major factors. “The first of these is the 
overall value that entrepreneurs place on retaining self-determination, and the second is an 
entrepreneur’s perception of the threat that a specific type or source of financing poses to 
the entrepreneur’s self-determination” (Sapienza et al., 2000, p. 113). 
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The role of the entrepreneurs’ independence receives new attention in Sapienza et al.’s 
(2000) paper. They argue that the financing behavior of the new firms may be explained by 
the motives of self-determination and wealth maximization. The self-determination in this 
case is close in meaning with “decision control risk aversion”, the more averse of being 
controlled the entrepreneur is, the more value he/she puts on self-determination (ibid, 
p.113). The authors come to complement the theories that state entrepreneurs are starting 
businesses because of their dream to create and control their own destinies (ibid). Thus, if 
the dream is less about maximizing wealth, then internal funds will be preferred to those 
external (ibid). A strong emphasis on wealth creation will make entrepreneurs choose any 
type of financing that will help in achieving their goal (ibid). If self-determination is 
accompanied by wealth maximization, then a dilemma about the source of financing arises 
(ibid).  In this later case, the wish of having the control over the venture contradicts with 
the goal of reaching high growths, this forcing the entrepreneur to assess the importance of 
each motive (ibid).  

The self-determination presents importance for both the entrepreneur and the investor 
(Sapienza et al., 2000). The entrepreneur may act as not being control averse in order to 
convince the investors, though the resistance toward losing the control will contradict the 
initial position (ibid). Moreover, it is inferred that entrepreneurs are not aware themselves 
of the value of self-determination. Even though, their intentions are to make rational 
financing decision, they still can be influenced by the self-determination motive (ibid). 
Thus, understanding the self-determination motive is also important for investors, so as to 
avoid miscommunication and a poor negotiation with the entrepreneurs (ibid).  

2.3 The firm and owner’s characteristics 

Besides the psychological drivers, like self-determination, there are numerous other 
characteristics that impact the way start-ups finance their activities. From the literature, it 
results that start-ups’ financing is also influenced by the characteristics of the firm, 
respectively the characteristics of the entrepreneur. 

Hence, by looking at the firm level, an important study belongs to Cassar (2004), who 
researched the factors that influence start-ups’ financing decisions. His findings suggest 
that the size and the growth intentions are positively related with start-ups using outside 
financing. Thus, the larger the size of the start-up, the larger is the amount of debt and 
outside financing (ibid). Also, the growth intentions are positively associated with the use 
of bank financing, beginning from the early stages (ibid). On the other hand, Cassar’s 
(2004) research shows that the tangibility of the assets structure hinders the use of debt 
financing from banks, and directs the start-ups to the use of less formal sources, like debt 
from individuals. The incorporation of the start-ups is not providing explanations for the 
capital structure of the firms, although it is inferred that outside financing is likely to 
increase once with incorporation (ibid). Similarly, in regards to the firm’s characteristics, 
Zaleski (2011) points that intellectual property rights and the existence of a competitive 
advantage do matter for investors.  

However, Cassar (2004) has analyzed information from the firms’ balance sheet, which 
posits limits in understanding the influence of the owners in the start-ups' financing 
behavior. Therefore, as the author states, the interviews and surveys of the firms can 
represent a better tool in providing explanations for the choice of different financing 
sources. In the same line, Zaleski’s (2011) results, as he argues, are limited due to the lack 
of information.  
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When considering the individual level, the above cited authors have also approached in 
their studies the aspect related to the owner’s characteristics. Thus, according to Cassar 
(2004) the owners’ characteristics like education, experience and gender, do not explain the 
start-ups’ financing if the ventures’ features are considered before. Nonetheless, Zaleski 
(2011) indicates that the entrepreneurial experience is relevant in accessing external equity. 
Moreover, Chaganti et al. (1996) found that the owners’ goals, attitudes about the potential 
of the venture, and gender influence the capital structure decisions of small businesses. 
Also, studies conducted by Åstebro and Bernhardt (2003) suggest that start-ups using bank 
loans as their source of financing have lower survival rates. Companies that find different 
ways to obtain capital tend to stay in business longer. Their results point that this trend is 
also related to qualification of the owners and level of human capital. It is inferred that 
more qualified start-up managers tend to avoid commercial bank loans. 

2.4 Bootstrapping, Debt and Equity financing 

The financing perspectives, like the POH and self-determination, offer a more general 
explanation of the firms’ capital structure based mainly on control aversion and cost. 
However, besides these possible arguments, companies, as we claimed before, are on the 
position to choose, though the relations arising between demand and supply cannot be 
ignored.  Thus, a description of the reasons behind choosing one of the three major 
sources of financing will be further provided.  

A particular method entrepreneurs can use to support their businesses is bootstrapping. 
Even though, the POH can explain in some extent the reasons for using this specific 
method, we consider relevant to know the explanations found within this field of research. 
The bootstrapping techniques are very common, it is inferred that nine out of ten founders 
of start-ups had used them in some point (Winborg, 2009). Consequently, in order to have 
a whole picture of the start-ups’ financing behavior, results of the studies undertaken 
within this specific topic shall be presented.  

Bhide (1992) was among the pioneers who identified bootstrapping as an alternative to the 
more common types of financing. He associates bootstrapping with the “flying on empty” 
which can be translated as starting a business with limited funds. However, according to 
Winborg (2009) start-ups choose to use bootstrapping not only due to the lack of capital as 
Bhide (1992) argues, but also for other reasons. First, it is a cheap way of financing the 
activities; second they lack capital, this being related with the constraints in obtaining funds 
from other sources; and third the “fun helping and getting help from others” (Winborg, 
2009, p.81). These main reasons for bootstrapping were conveyed by the results obtained 
from studying start-ups located in business incubators within Sweden.  

Besides the before mentioned motives of using bootstrapping, Carter and Van Auken 
(2005) studied the owners’ characteristics influence on using this financing technique. They 
found that the owner’s perception of risk is directly correlated with the use of 
bootstrapping. Thus, if the perceived risk is high, the owner is prone to use bootstrapping 
methods. Also, related to the owner’s characteristics, Winborg (2009) suggests that the 
experience of the founders (previous start-ups, managerial background) is influential in 
explaining the use of bootstrapping, it is inferred that once with the increase of the 
experience, founders associate more advantages to this financing modality.  

The collateral required by banks, seem to disadvantage debt financing (Manigart & Struyf, 
1997). Bank debt is argued to be less used by the start-ups within industries that 
traditionally have higher risks of failure, particularly by those start-ups that possess valuable 
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assets which could be liquidated by banks after the companies’ default, and in addition 
appreciate the benefits of control (Huyghebaert, de Gucht & Van Hulle, 2007). Thus, 
besides the cost of the different types of credit, the liquidation policies among the credit 
suppliers, seem to affect the start-ups’ decisions in regards to the financing source 
(Huyghebaert et al., 2007).  

In a study by Bettignies and Brander (2007), the alternatives, represented by Bank and 
Venture Capital financing, are examined so as to explain the entrepreneurs’ motivation in 
contracting one of these two financial capital providers. A venture capital requires equity in 
exchange for money and managerial support. A bank is not willing to control the 
businesses it invests in, that making it preferable to VC. On the other hand, it doesn’t 
provide managerial support (ibid). Thus, the decision of choosing VC instead of bank 
financing is supposed to be “determined by the trade-off between VC productivity and the 
entrepreneur's effort dilution” (ibid, p.826). A company is likely to access a VC if the 
benefits it provides in terms of managerial support overweigh the cease of control and 
ownership.  

The studies presented above, about the POH applicability for start-ups, also found that 
besides cost and control aversion, the financing decisions were explained by the additional 
advantages, like for instance the managerial skills, provided by equity financiers. Likewise, 
the expertise provided by VC was suggested to influence the preferences for equity 
(Bygrave & Tymmons, 1986; Cressy & Olofsson, 1997). Entrepreneurs are also being 
aware of the VC’s reputation and information network (Hsu, 2004).  

2.5 Literature summary 

To make a clearer picture of the theoretical framework described so far, we shall provide a 
synthesis of the relations between the different perspectives and their implications for our 
study. In order to make such a picture possible, first, a table that summarizes the main 
theories and empirical studies within this thesis will be displayed. Next, propositions that 
explain the predictions that the two major theories of POH and Self-determination make, 
shall be emphasized. Finally, a model that attempts to incorporate what is presented in the 
table as well as the propositions derived from the specified theories will be transposed in a 
graphic figure, and then explained.  

Although this thesis is concerned primarily with the demand side, the start-ups’ viewpoints, 
we find supply side studies and theories valuable to mention, regardless of the image they 
capture and convey. In a microeconomic sense, supply and demand are interdependent, 
and the same should be valid on the financial capital market. Therefore, by providing 
insights and results which cover both sides of this relationship, we can build a detailed 
frame for understanding the circumstances under which the financing of a new venture 
takes place. Table 2-1 summarizes different theoretical perspectives that point towards the 
determinants of the start-ups’ capital structure.  
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Table 2-1 Literature Summary 

Theoretical 
perspectives  

Factors that influence the start-ups’ capital structure  

Pecking Order 
Hypothesis  

- “Loss of control” aversion and the cost of 
financing (Myers and Majluf (1984) 

Self-determination  - Wealth maximization desire and self-determination 
(decision control risk aversion)( Sapienza et al., 
2000)  

Firms and owners’ 
characteristics  

- Size and growth goals, assets’ tangibility (Cassar, 
2004) 

- Owners’ goals, attitudes about the venture’s 
potential, gender (Chaganti et al., 1996)  

- Entrepreneurial experience, intellectual property 
rights, existence of a competitive advantage 
(Zaleski, 2011)  

The financial capital  
providers’ characteristics 

- collaterals required  (Manygart & Struyf, 1997) 
- Managerial experience (Bettignies & Brander, 

2007) 
- Expertise (Cressy & Oloffson, 1997) 
- Reputation and information network (Hsu, 2004) 

 

Within table 2-1 the POH and self-determination theories provide a wide frame that 
describes in generic terms the judgment start-ups apply in the financing process. The other 
perspectives instead have a narrower emphasis, representing mainly empirical studies that 
capture either supply and/or demand insights. For instance, the firms and owners’ 
characteristics stress the inter-dependence between supply and demand. Thus, the 
entrepreneur’s attitudes and goals although should be seen as belonging to the group of 
factors that influence from within, they are also assessed by the suppliers and may 
represent criteria on which basis the financing is offered. Also, the financing may be 
conditioned by the assets’ tangibility, the intellectual property rights, and the existence of a 
competitive advantage. Hence, as it can be noticed the factors that influence start-ups’ 
decisions in regards to financing are heavy dependent on the supply side.  Nevertheless, we 
stated that despite all the constraints, start-ups have an option to choose. So, when it 
comes for start-ups to select, the expertise, the networks and reputation of the potential 
investors are inferred to be highly valued. To sum up, this table shows us the factors that 
influence the start-ups’ capital structure. First, two overarching theories are described, and 
later the factors identified as influential in different empirical studies are shown. However, 
so as to continue our research, the POH and Self-determination theories will stay as a 
foundation, due to their complexity and complementarity.  

Thus, before proceeding to the empirical part of the thesis, it is desirable to have in mind 
the way these theories predict the start-ups’ financing choices. This might represent a 
useful tool in analyzing and comparing our results. The predictions the POH and Self-
determination make in regards to firms’ financing could be expressed by the following 
propositions:    

Proposition 1: A company makes use first of the internal funds, followed by debt 
and equity financing.  
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Proposition 2: If the entrepreneur’s self-determination (loss of control aversion) 
overweighs the wealth maximization desire, internal funds will be preferred to the 
external ones. 

Proposition 3: If the entrepreneur’s desire for creating wealth overweighs the desire 
for independence, the funds that will help to achieve that goal will be chosen, 
regardless of their nature. 

In order to visualize the complementarity of the different theoretical perspectives, we 
provide here a graphic model that will enable the reader to see the whole picture of the 
theoretical framework, and moreover the predictions for the particular sample of our study, 
namely the business incubator start-ups.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2-1 An adaptation of the theories and the relations between them. 

The figure 2-1 is a simple illustration of the literature review. We shall provide more 
insights into this framework by describing the relations that arise between the components 
of the figure. To achieve that, first we shall make use of the three propositions pointed 
previously in this part of the thesis. Thus, the POH suggests that start-ups finance 
themselves in the sequence (1)-(2)-(3), the decision relying on the cost and control issues 
that arise for each of the three major sources of financing. These sources are numbered as 
(1) - internal funds, (2) - debt financing, (3) - equity financing. More, the self-determination 
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perspective argues that the desire for control and wealth impact start-ups’ financing 
decisions. According to this perspective there is no pre-established order for which sources 
a company should use. For example, a great desire for wealth may set the order at (3)-(1)-
(2), or another combination. So far, these explanations could be seen as coming from the 
demand perspective, more accurately it is about how the companies and the individuals 
behind them behave in terms of financing decisions. 

Although not explicitly stated in this figure, the connections with the table 2-1 from the 
beginning of this section can help in explaining other views connected to the demand side. 
One can notice that start-ups’ financing decisions are dependent on the way these 
companies perceive the different options of funding their businesses. Thus, as mentioned 
before in table 2-1, the managerial experience, expertise and reputation of the financial 
capital suppliers very often influence the start-ups’ financing decisions.  

If we look at the superior part of the figure 2-1, and likewise if we make connections with 
the table 2-1, one could infer that start-ups’ financing decisions can be explained through 
the supply perspective. Hence, a bank when deciding to finance a start-up may require 
collaterals. Also, a VC usually searches for companies that have high potential of growth, 
with experienced people, or it looks for patents and other intellectual rights. Thinking 
about the way we described the start-ups in the beginning of the literature review, can help 
us point towards what kind of financing source a start-up is expected to use. Thus, if we 
consider how do financial investors perceive a start-up, namely as being very risky, then we 
could draw the conclusion that internal funds are more likely to be used in such an early 
stage of development. The circle (in red font) from figure 2-1 intends to reflect the 
predictions made about the start-ups’ financing from the supply perspective.  

Furthermore, as we touched upon in the first chapter, the environment this thesis aims to 
analyze, namely a business incubator, has features that make it a special case. A business 
incubator has as a fundamental role to help those start-ups that have high potential of 
growth. Thus, if we relate this growth criterion with the Self-determination theory, we can 
deduce that start-ups that are part of such a milieu normally are expected to have a great 
desire in maximizing wealth. Consequently, the predictions for how the business incubator 
start-ups are expected to finance themselves could be represented in the figure 2-1 by the 
circle (in black font). This type of firms, if introduced in the model we developed, is 
assumed to make use of equity financing due to the fact that growth is highly valued, 
overbalancing the control issue. Nonetheless, the Self-determination perspective is not 
stating explicitly that wealth maximization desire will turn necessarily a firm to use equity 
capital. Exactly, it is stressed that a firm selects those financing options that are appropriate 
to fulfill this desire. So, concisely said, the prediction we make here is that business 
incubator start-ups are prone to use equity financing in case their goals are dependent on it.  

Concluding, figure 2-1 comprises predictions about the start-ups’ financing that come from 
two directions. First, if we take a start-up that has high growth intentions, the predictions 
for its financing preferences point towards the use of equity capital. However, if we look 
through the eyes of the supply side, the fact that a company is so novel indicates that the 
use of internal funds is more close to be real. Having this model in mind, our role in this 
thesis is to verify which of the predictions are met by the business incubator start-ups 
sample.  
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3 Methodology 

3.1 Research approach 

When it comes to the way a study can be conducted, there are two major approaches. More 
precisely, we can distinguish between the deductive and inductive approaches (Saunders, 
Lewis & Tornhill, 2007). The former approach presupposes that the research design is 
based on a frame of theories; it tests propositions that come from these theories (ibid). The 
later approach instead, suggests that data are collected first, and after the analysis is done a 
theory can be built out of the results obtained (ibid). In other words, the inductive 
approach is typically related with the generation of theory, while the deductive approach is 
supposed to be common for testing theories (Bryman & Bell, 2007). However, as Bryman 
and Bell (2007) state the distinctions between the two approaches should not be seen in 
such clear terms, because a study can comprise features of both approaches, and even more 
these can be combined within a research. Hence, our research shall use aspects coming 
from both the approaches; it is what Alvesson and Sköldberg (2009) name as the abductive 
approach. In an abductive study “ the analysis of the empirical fact(s) may very well be 
combined with, or preceded by, studies of previous literature …the research process, 
therefore, alternates between (previous) theory and empirical facts whereby both are 
successively reinterpreted in the light of each other “ (Alvesson & Sköldberg, 2009, p.4).  

Since our thesis is interested in start-ups within a specific context, the business incubator, 
and because our sample is reduced, the inductive method is considered more appropriate 
(Saunders et al., 2007). Moreover, this thesis has in some extent an explorative nature, and 
therefore a less structured approach may be more rewarding in providing explanations 
about the start-ups’ capital structure. However, this study is also making use of the pre-
existing theories in designing and analyzing this research, which means that features of the 
deductive approach are also incorporated. Consequently, we aim in our thesis to 
understand the entrepreneurs’ financing behavior, to observe their perspectives and if 
possible to provide some explanatory theories, but in the same time we intend to see how 
their responses relate with the existing literature, and actually how is this sample of subjects 
responding to the predictions these theories make. Therefore, as it can be inferred, an 
abductive approach is a more suitable solution in our case.  

3.2 Research strategy 

We intend to use qualitative research method in the process of gathering information 
relevant for our thesis topic. A research method refers to the procedures and techniques 
that contribute in the collection and analysis of data (Saunders et al., 2009). The primary 
goal of our research is to investigate the reasoning behind the entrepreneur’s behavior in 
the area of financing their start-up activities. Thus, a qualitative study is the appropriate 
method when straight description of a phenomenon is wanted (Saunders et al., 2007). Such 
a qualitative study is highly descriptive and provides fruitful explanations and perspectives 
through the eyes of the subjects being studied (Patton, 2002; Bryman & Bell, 2007). 

In qualitative research the focus is on providing meaning and understanding for different 
phenomenon, from the perspective of those directly involved (Merriam, 2002). The 
availability of a rich descriptive data enables the researcher, who represents the main tool 
of analysis in a qualitative study, to build an image of the subject that is being researched 
(ibid). Hence, we deem that a qualitative research, as it was described so far, can serve more 
effectively to reach the purpose of this thesis. 
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3.3 Research design 

Merriam (2002) asserts that data in qualitative studies can take the form of an interview, 
observation and document. In order to achieve our objective, we plan to conduct 
interviews with the owners of companies that are part of a business incubator. Using semi-
structured interviews is going to help us understand the underlying motives that drive 
entrepreneurs during the process of securing financing for their start-ups (Bryman & Bell, 
2007). This type of interview is one of the most used formats of interviewing and it 
presupposes that it is organized around pre-determined open ended questions (Saunders et 
al., 2007). Semi-structured interviews are likely to be applied when the researchers follow 
from the beginning a specific interest in regards to a topic (Bryman, 2001). Thus, an 
interview of this type, although it has a number of questions addressed to cover the subject 
of interest, it is very flexible in following and adapting to the interviewees’ discussions 
(Bryman, 2001). 

We have agreed on interviewing start-ups in order to access appropriate data for this study. 
Thus, in the process of collecting data, the researchers have to identify the sample of 
subjects that will be analyzed. Saunders et al. (2007) assert that purposive or judgmental   
sampling allows the researcher to choose those cases that are more likely to provide a 
response for the research questions being studied. The authors argue that the logic behind 
using the purposive sampling method when selecting the subjects of the study should be 
strongly correlated with the research questions and the objectives of one’s study. Worth 
mentioning is that by using this method of sampling, the researcher cannot obtain a sample 
that is statistically representative for the whole population (ibid). Hence, the sampling for 
our study is directly influenced by the research question itself. Accordingly, possible 
subjects for this thesis are represented by start-ups that have high growing potential. 
Consequently, we have chosen to study the start-ups within the incubator in Science Park 
Jönköping, acknowledging the fact that this type of companies have a high growth 
potential and that the setting where they are activating favors the business development.  

Science Park Jönköping is located on the campus of Jönköping University, which 
significantly facilitates the research process. As students, we were granted access to the 
management of the business incubator. Because of the fact that the incubator usually has 
an influence on financial decisions made by its members, we decided to talk to the head of 
the business incubator. After a short discussion, we came to the conclusion that there were 
two ways to go about obtaining the crucial data.  The first option involved interviewing 
consultants working with the incubated companies. This was a sensible solution, since 
these consultants have been helping companies throughout their start-up phase. There are 
a lot of advantages of examining a new venture from the perspective of a business 
consultant involved in the development process. The analysis is professional, thorough and 
based on facts and figures. The last word, however, belongs to the business owner. Very 
often the story told by the business incubator differs from the entrepreneur’s perspective. 
That is because these consultants are not taking in account all the factors implied by a 
decision within a start-up. The consultants within the Science Park would not be able to 
convey how the owners and decision making people think. Hence, to avoid such biased 
results, the entrepreneur’s point of view on financing decisions will be analyzed so as to 
achieve the goals of this study. 

3.4 Data collection 

The process of information gathering began once the sample has been identified. Thus, the 
Science Park in Jönköping, specifically the start-ups that are nurtured and supported 
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through the business incubator represents our target. There are 11 companies within the 
business incubator. All these start-ups have been contacted by email or/and by phone call. 
Out of the 11 companies, 8 accepted to be interviewed, while the other 3 refused to 
participate in the study due to lack of time. However, we think this smaller, compact 
sample of companies belonging to a single incubator represents an asset for our study, in 
the sense that the research questions we asked require in-depth information from the 
interviewees. Thus, in our research we have the opportunity to get a better access, 
understand each subject particularly, which enables us to build our analysis and achieve our 
purpose by relying on a strong ground. Having a sample of high growth potential start-ups 
that belong to the same setting, allows us to concentrate on identifying the motives behind 
their financing decisions, which we argue increases the reliability of our research. We are 
also able to understand this context more in-depth.  

A set of 10 questions has been formed in order to provide an answer to the 3 research 
questions raised in our thesis (see Appendix1). Inevitably, the theories described along this 
paper, have influenced the nature of the interrogations. Deviations were made from the 
interview guide depending on how the interviews evolved. The role of such a guide is to 
offer a starting point for the interviews, but deviations from it should not constitute an 
issue, instead they are encouraged (Silverman, 2010).  

After the companies have been contacted and the interview questions built, the next step 
was the interviewing. Audio devices were used in order to register the complete interviews. 
This type of registering data has several advantages. For example, the researcher has direct 
access to what the respondents affirmed, and thus is not obliged to recollect information 
from memory (Silverman, 2010). Further, the tapes may represent a public record which 
can be used by the scientific community; the transcriptions can be improved so that the 
data extracted are not relying on one transcription (ibid).  

As it was confirmed before, the interviewing guide should not be too rigid; vice versa 
following the interviewee’s talk is expected in order to obtain diversified and 
complementary data on the same theme (Byrman, 2001; Seale, Gobo, Gubrium & 
Silverman, 2004). During the interviewing process, we have applied this strategy, namely to 
not follow the exact questions or their specific order, as they appear in the interview guide. 
Instead, the questions addressed have been adapted ongoing so as to offer the interviewees 
the possibility to have a continuous flow of thoughts and speaking. However, the questions 
raised and the discussions have been kept within the boundaries of our research topic and 
more specifically around the research questions.  

The data were collected in a 3 weeks frame time. The interviews were held in the building 
of Science Park Jönköping, either in the interviewees’ offices or in the common conference 
room. Each meeting, on average, lasted for 40 minutes. First, general information about us 
and the study we conduct were provided to the interviewee. Next, the discussions on the 
topic we introduced were audio-registered after the interviewees gave their consent.  

3.5 Data analysis 

Once the data has been collected, the next step was to transcribe the interviews, which 
means that the audio-recorded interviews are transposed in words (Saunders et al., 2007).  
A transcript is an important tool of analysis that enables the researcher to make the 
recording more accessible, it is not however replacing the recording (Hardy & Bryman, 
2004). In our study the transcribing process and a preliminary analysis of the collected data 
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began immediately after the first interview, which allowed us to improve and adjust the 
following interviews.    

As shown before, the qualitative interview is the tool through which we intend to achieve 
our goals. According to Merriam (2002) a study that relies on the qualitative interviews is a 
basic interpretive qualitative study. The analysis of data within such a study comprises the 
identification of patterns among the obtained data (ibid). More, the findings are thoroughly 
described and connections with the theoretical framework that supports the research are 
made (ibid).  

A useful facilitator of data analysis is the framework developed by Miles and Huberman 
(1994), which consists of three main stages: data reduction, data display, conclusion and 
verification. 

Data reduction allows us to simplify and convert data into more reader-friendly version 
(Miles & Huberman, 1994). There are numerous ways of processing data at this stage. Our 
analysis involves a few methods, starting with selection of data related exclusively to the 
study (ibid). This occurs already during the preparation of transcriptions of interviews. 
Gathered qualitative data is further simplified what enables us to summarize and present 
them in an organized and manageable way (ibid). Throughout the entire data reduction, we 
put an emphasis on covering all the important aspects, avoiding getting side-tracked and 
remaining as thorough as possible. This step in data analysis may be referred to as “data 
condensation” (Tesch, 1990). 

After the selection process, we display the data in a form of extended text, in a 
comprehensive way. Proper execution of this phase guarantees accurate identification of 
similarities, differences and patterns. As a result, data display highly influences conclusions 
(Miles and Huberman, 1994). 

Conclusion drawing and verification are the last steps that needed to be taken during the 
research process (Miles and Huberman, 1994). Although we started noticing common 
information after the second interview, conclusions were drawn only after complete data 
collection and thorough analysis. Verification as the last stage of data analysis involves 
taking another look at gathered data and checking whether conclusions confirm the 
findings (ibid). Testing conclusions against possible alternative explanation ensures their 
credibility (ibid). 
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4 Empirical study 

This chapter begins with a description and reiteration of the sample and the empirical 
setting. Following that, the results obtained from the data collection process will be detailed 
for each company, separately. Last, the results will be analyzed by identifying the patterns 
across the different cases and by relating them to the theoretical framework that was 
developed in the second chapter.  

First, in order to move further, the reader, although introduced in the problem discussion 
section with the specific context we intend to capture, should get better acquainted with 
the type of companies and the environment which form this particular setting. Thus, a 
business incubator is considered a nurturing milieu for start-ups, for new technology based 
firms (Mian, 1996). It is an organization, private or public that has as role to help and offer 
support in the creation of new businesses (Löfsten & Lindelöf, 2002). The entrepreneurs 
who receive assistance from a business incubator are in particular those within high 
technology industries (Hisrich & Smilor, 1988). This type of organization is generally 
appreciated as being an important tool in the start-ups’ development, it constitutes a 
framework where professionals offer in an organized way the resources required by young 
entrepreneurial firms (Calegati, Grandi & Napier, 2005).  

According to Aernoudt (2004) an incubator’s aim is to create successful companies, which 
will become free-standing and viable after leaving the incubator. Moreover, the same 
author states that a good incubator has strong connections with the industry, disposes of 
research centers and has the capacity to make financial markets more accessible. It should 
also provide operational know-how and help start-ups get on new markets. 

Hence, the particularities of the companies and the environment in which they activate 
make someone wonder about the way this narrow population of start-ups finance its 
businesses. As a result, our thesis targets to analyze start-ups that are under the umbrella of 
a business incubator. More focused, the Science Park Jönköping, pointed already in the 
Methodology chapter, was approached so as to obtain the necessary data for fulfilling the 
thesis’s purpose.  

Science Park Jönköping is owned by Jönköping Kommun, Habo Kommun, Högskolan I 
Jönköping, and is member of the International Association of Science Parks (IASP) as well 
as a member in Swedish incubators and Science Parks (SiSP) (Science Park, no year). It is 

financed by the three owners together with Innovationbron

and through a number of 

other projects (i.e. European Union’s funds, VINNOVA

) (ibid). According to the Science 

Park Jönköping’s own description, which can be found on their website, the organization is 
a meeting place for the innovative companies and entrepreneurs that have the ability to see 
the opportunities within the new technologies and business. Moreover, the Science Park is 
providing services that aim to help the development of business ideas into real businesses. 
An important tool to achieve this role is represented by the business incubator program 
available on the site of the Science Park. The program runs between 1-3 years depending 
on how evolved a business idea is, and the support provided by the incubator  for the start-
ups consists mainly in 400 hours of consultancy with a business developing expert (ibid). In 
order to occupy 1 of the 15 places available in the business incubator program, start-ups 

                                                 
Innovationbron (Innovation bridge) - An organization that provides companies with financial support in 
their early stages of development. It is owned by the Swedish government. 
VINNOVA- Is a Swedish governmental agency for innovation systems. It promotes sustainable growth by 
funding the development of effective innovation systems. 
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need to apply with their business ideas (ibid). When selecting the members of the program, 
Science Park Jönköping assesses whether the business has a strong product/concept with 
great market potential and whether the entrepreneurs behind the business are driven and 
determined to develop their business idea (ibid).  

Although, as shown above, the business incubator program has 15 places available, 
currently, there are 11 companies that are part of it. Out of these 11 start-ups, we got 
access and interviewed 8. A description of the start-ups that construct our sample is 
provided in table 4-1. When building the table we tried to capture those companies’ 
features which may support the reader in following the results as well as the analysis of this 
study. Thus, the nature of the activities, the age of the companies and the stage of 
development are relevant aspects that will contribute in understanding the further sections 
of the paper.  

Table 4-1 Business Incubator Start-ups 

 Name of the 
company  

Description of 
activities  

Year of 
establishment  

Stage of 
development 

1 Bonigi AB Supplies to 
government agencies, 
companies and other 
organizations user-
friendly web-based 
tools for evaluation, 
quality assurance, 
customer feedback and 
associated statistics.   

2008 Hiring designers 
Sales 

2 Dreamy Dot AB Develops innovative 
children’s products of 
high quality. It owns a 
patent for baby 
harnesses.  

2010  Sales 
Marketing 
Planning 
international 
expansion 

3 eSmart 
Scandinavia AB 

Develops and markets 
products and services 
for the visualization of 
energy use. The 
consumers can see in 
real-time the 
consumption of 
energy.  

2009 Product 
development 

4 Frakjakt AB  Owns and manages a 
web-site that allows 
both companies and 
personal users to find 
the fastest and 
cheapest solution to 
deliver a package from 
an address to another.  

2008 Introduced product 
Search for 
expansion capital 

5 GeerWheel AB  Develops, markets and 
sales unique technical 
solutions that make 

2006 (approx. 1 
year non-
operational 

Product testing 
Search for potential 
customers 
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possible a more active 
life for those who use 
a wheel chair.  

causing severe 
damage in 
trustworthiness) 

7 Qpongu AB  Develops a smart-
phone application that 
allows the users to 
know about exclusive 
offers provided by 
different shops.  

2011 Developed product 
Acquiring 
customers 
Sales 

9 Verendus AB  Provides tailored 
solutions for caravan 
owners and dealers. It 
is a web based tool 
that offers business 
support, sales support, 
vendor support.  

2010 Sales 
Customers 
acquisition 
Development of 
new products and 
expansion strategy 
formulation 

8 Wroomberg AB  It develops a platform, 
a global marketplace 
where anyone can sell 
or buy motorcycles 
and accessories for 
motorcycles.   

2009  Fundraising process 
- negotiations 
Development of 
database and 
internet platform 

Source: Data derived from the interviews 

4.1 The start-ups’ financing within Science Park Jönköping 

In this section, we shall present the results obtained from the data collection process. The 
results for each of the 8 start-ups that have been interviewed are shown below. 

4.1.1 Bonigi 

Bonigi so far has financed its activities from personal funds, and the revenues generated by 

the business, and then a loan from ALMI

 has been contracted. The last source of money 

is represented by Jönköping Business Development (JBD – further in the text), a venture 
capitalist. The business started after the founders identified an opportunity, a need, which 
they thought they can cover. Money, although is considered important, constituting a 
reason for starting the business, is overbalanced by the freedom owners have from owning 
the business.  

The bank loans were not considered as an option because of the company’s novelty. 
Consequently, money from ALMI has been accessed, although the terms of the credit were 
not favorable. However, the need for capital and the constraints of not having anything to 
pledge in exchange for money, stayed at the basis of this decision.  When the company 
needed another round of capital, ALMI refused to provide it, which turned the search 
somewhere else. A VC has brought money into the company in exchange for 3% of the 
equity. The later investor is valued not only for the money but also for the managerial 
knowledge and the experience it provides.  

                                                 
 ALMI- Is a state owned company in Sweden that offers to start-ups loans, risky capital and consultancy.  
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The business incubator had a major influence in both cases when the company accessed 
funding; the lobby that the business incubator makes around the investors seems to be 
decisive. In addition, the business incubator offers training for how to negotiate and 
present the business to the investors.  

When asked about the control, the sharing of the business seemed to be perceived as a 
sensible subject. Although none of the current owners have a majority, to offer shares out 
of the company is a tough decision and it depends heavily on what the new owners might 
provide in exchange 

4.1.2 Dreamy Dot 

As the owner states, the business idea required a lot of money since the beginning, and thus 
the financial component was very important. The costs occurred with obtaining a patent 
were increased. In the first stage, ALMI, a governmental organization sponsored Dreamy 
Dot with the money necessary to develop the idea and apply for a patent. Moreover, after 
the initial successful steps that Dream Dot has undertaken, the company has received a 
credit from the same organization. The credit had favorable terms, in the sense that the 
money was supposed to be repaid only if the business idea was successful. Instead, if 
success was achieved, a higher interest rate was attached to this credit.  

After the financing obtained from ALMI, a private investor, represented by a Swedish ex 
super model has partnered with Dreamy Dot. The owner stated that Sweden is a brand 
oriented country and for that reason a good image and recognition for the product is 
required. This private investor provided a better publicity for the product and it continues 
maintain an involvement in the further developments, being in possession of a part of the 
company’s shares. Dreamy Dot has accessed also a VC. The reasons behind choosing a VC 
are according to the owner not only related to the money it can offer, but also about the 
VC’s experience in doing business. Likewise, the owner suggests that the VC has forced her 
in having a structured, organized business, which is perceived positively. Also, diverse, 
complementary perspectives that can be reached from this investor represent other reasons 
identified.  

In regards to bank financing, although the entrepreneur has not applied for a bank loan yet, 
she asserts that her company is not fulfilling the banks’ standards for accessing money, in 
her words “for me like a small company is very difficult to go to the bank to get a loan 
because I don’t have any security to offer back”. The patent could represent an asset, but 
once there are no market results from it, meaning the product is not selling successfully, it 
is not helpful in getting a bank loan. However, the start-up has a line of credit opened at a 
bank, which can be used in case of need.  

Currently, the founder owns 70% of the business while the external investors the rest of 
30%. From the interview, it seems that the control is not such a big issue, but the owner 
would like to keep the majority of 51%. Also, when asked about the reasons behind 
starting the venture, the wealth was explicitly suggested as ranking low, the expected from 
this business is just to provide a living. What motivates the entrepreneur is the feeling of 
creating something good, a product that is appreciated and brings recognition. The awards 
won with her business idea, and the fact that the customers, parents comment positively on 
her products, is actually what motivates her.  

The role of the business incubator is highly rated especially in the accessing of VC capital. 
Thus, the training and guidance offered by the incubator’s consultants are considered as 
being decisive when approaching an external investor. The founder affirmed that “I got the 
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help to know how to deal, you know what are the investors interested in, how should it be 
presented to them...I am not trained in financials, so it was very, very good to have him 
(the consultant) help me through that process”. 

4.1.3 Esmart 

E-smart was established in 2009. The founder was previously employed by a company, 
which decided to reorganize and lay off some people. Nevertheless, the company did not 
leave their former employees with anything.  Our interviewee reached an agreement with 
the previous employer, who offered to finance E-smart for the first year of its existence. 
According to the contract, no shares in E-smart had to be given away. Additionally, the 
owner received a bonus, which gave him an opportunity to give a new venture a try. All 
this financing is representing in fact personal funds.  

Our interviewee started his new job with a very optimistic attitude. As he had no 
experience in running a business, his first step involved contacting the Science Park. 
Coaching in the area of finance has been very important for him, because he secured 
financing for 1 year only. Presentations and negotiations with possible investors took 
around 6 months. Finally, after meeting 5 different investors, an agreement has been 
reached with JBD and ALMI. ALMI instead of giving out a loan bought a small part of the 
business. Each of them acquired approximately 10% stake in E-smart. 

Not being able to access bank loans on good conditions is a bit of a problem for the 
founder. All debt he can use is on his account. . As he claims, “in some way it would be 
easier for me, if I could loan some money and if the bank would be able to risk it a little 
more. For now, if I get the loan, it’s my risk 100%”. Nonetheless, he took a personal bank 
loan and invested this money into the venture as personal contribution. In the beginning 2 
or 3 of potential VC investors did not decide to give money to E-smart, because they 
claimed it was too young and lacking developed products. According to the owner, JBD 
and ALMI are willing to take more risk in investing, because they are connected with 
governmental projects. JBD also participates in board meeting and helps on a daily basis. 

At this point the founder and his partner own 65 – 70% of the company. He would like to 
maintain this control; however, as he affirms “having 30 or 50% is not what I think about 
every day, as long as we have ownership with people that try to aim in the same direction, I 
don’t have a problem”. Profit – seeking is not his main motivation. He aims to develop his 
business as much as possible. The business incubator has been a great help throughout the 
process so far. Its advisory has helped the manager through doubtful times. 

4.1.4 Fraktjakt 

Fraktjakt is the result of a pilot project within another company that has the same 
founders. Fraktjakt was the result of the work the three owners put in developing the 
technical solution that lays at the basis of the company. Thus, initially the financing need 
was low; the owners work has been used to put the ideas in practice. However, in order to 
get on the market Fraktjakt needed initial capital. This need of capital was one of the main 
reasons for applying for the place in the incubator. The owners wanted to get help with the 
financing component, to get access to the coaches and the network the business incubator 
has. Negotiations with several investors have been conducted.  When selecting among the 
investors, Fraktjakt was searching for investors with skills and experience that are in the 
same field of business with them. The problem the company identified was that investors 
who were successful and had the expertise in doing business in other fields were trying to 
change Fraktjakt’s business plan, which definitely wasn’t the founders’ intention.  
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Eventually, Fraktjakt selected two investors, but these backed out in the last moment and 
the deal failed. In consequence, the necessary money to get Fraktjakt on the market came 
from the other company owned by the founders, which could be accounted as personal 
funds.  

Currently, Fraktjakt is in the phase of searching for expansion capital. At this moment, as 
one of the owners argue Fraktjakt is “interested in getting to the right know-how”. So, 
negotiations with three investors (two providing mainly money, and the other within media 
field) are in a terminal stage.  The share Fraktjakt is disposed to offer goes up to 25%. 
Thus, the control of the business is important and is expected, since the founders added all 
the value so far. Moreover, when asked about what drives the entrepreneurs in running the 
company, the interviewee stated that “ I am the one who maybe is most driven by wanting 
to do something like world-wide, my focus on money is a little weak, unfortunately”. 

Fraktjakt had discussion even with banks, but the fact that the loans were expensive and 
that the founders had to be personally liable made this option unacceptable so far. Bank 
loans are perceived a possibility in case the company would not want to give more of its 
shares, in the extent that it would dilute their majority. However, bank loans are not 
preferable because as the interviewed owner said “you don’t get any other things you get 
from an investor, an investor brings all the contacts and experience “.   

4.1.5 Gearwheel 

A company was established based on a concept developed for a Master’s thesis. It is a 
tangible product – wheelchair with an option of changing gears. As a managing director 
pointed out, the business started in 2006, as soon as VCs decided to invest. The first 2 
investors were Innovation Bridge and JBD. Investments made at the beginning were 
essential, however, Gearwheel lost its momentum on the way and its development froze 
for a year. The current managing director used to work as a coach in the Science Park. His 
task was to get the company its feet again. Proper management attracted 2 new business 
angels and other private investors, who have their shares in the firm. To sum up the list of 
owners, there are 4 private, 2 VCs and 2 business angels. According to the managing 
director this combination seems to be working just fine. There are people with various 
backgrounds: constructional, technical and medical. Having this balanced set of skills and 
business expertise is beneficial for the company. As the interviewee asserts “we have a 
great board, we discuss issues from a very constructive perspective”. Control over 
Gearwheel is spread out among many owners, which is not an issue from the point of view 
of the managing director. 

Gearwheel has not been dependent on bank loans, yet it received money from ALMI. 
Founders did not want the company to be in debt from the beginning, therefore possibility 
of taking a regular loan was rejected. 

The support of business incubator has been significant. Its network led to the investments 
by Innovation Bridge and JBD as well as to further rounds of investments. As a part of the 
business incubator, Gearwheel has greater credibility during a difficult time of product 
testing and planning for a market launch. 

4.1.6 Qpongu 

Two partners started a company with an idea for smart phone application. They have 
invested their own time and programming expertise to develop an initial product. While 
using bootstrapping to run the company, the owners initiated negotiations with potential 
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VC investors.  The first approached investor was recommended by an acquaintance of the 
owners, thus increasing trust factor. An agreement was not reached however due to lack of 
proven concept and revenues between 10 and 15 million Swedish Kronor (SEK). The 
second investor had a marketing know-how that the new venture needed, but he also did 
not sign a contract. Founders do not want to be personally liable for debt of the company, 
so a bank loan was not an option. They negotiated a loan with ALMI; however, they did 
not reach an agreement. Qpongu is looking for in an investor who could “open up the 
contact network and speed up the process”. In the meantime, founders do not want to give 
up more than 33% equity in their business in order to maintain control over the most 
important decisions. Both of them currently have part-time jobs with other employers, 
what provides them with sufficient salary and enables to work on Qpongu 1 to 2 days a 
week. Nevertheless, they are aware that they will need additional capital to grow. VC 
financing is the most probable choice in the near future. Both partners appreciate the help 
of the business incubator, particularly throughout a period of negotiating with potential 
investors. Their coaches had a significant input in arranging and facilitating meetings. 

4.1.7 Verendus 

Their business idea consists in a software solution. Thus, the main cost related with the 
development of this business concept was the labor, the software development. One of the 
founders has an IT background, while the other has a background within business 
administration. Indeed, their own work represented the main resource for getting the 
business on wheels. Moreover, once the software product has been developed the first 
customers appeared immediately, which allowed the company to use the cash flow to 
improve and sustain the business.  

So, Verendus AB has used mainly the bootstrapping techniques and internal funds in 
developing and running their business. However, asked about further investments and 
possible cases in which the company would need external financial capital, the CEO 
appreciated that a VC is a plausible solution for their company, only if this investor has 
marketing and managerial experience that could be transferred to the company. Simply said 
money is not enough, as owners argue “we are looking for someone with marketing 
experience that can build the company together with us…an operative role in the company, 
not just sitting there and waiting for his money”. Nevertheless, the control, or the 
possession of a majority within the company is an important consideration for Verendus. 
The current owners assert that their willingness to dilute the ownership may go up to 30 % 
for the outside investor (s), which means that a share of 70 % is wanted to be kept. 
Consequently, although external investors are perceived a possibility in supporting their 
business in case of need, it seems that the owners want to maintain a strong majority in 
order to be able and decide the future of the company.  

A bank loan is also perceived a possible solution, just that only on a short time, and for a 
small amount of money. However, although the money is important, a VC’s expertise is 
positively regarded and it represents one of the most important criteria in case of applying 
for external financial capital.  

According to the founders, the business incubator helped the company to expand.  When 
asked about how the incubator helps them, the interviewee said that “they got a lot of 
contacts with investors and stuff like that, but we haven’t been in need yet, but if we come 
to a point where we need investors, incubator is the perfect place to be”. 
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4.1.8 Wroomberg 

Wroomberg is a new venture with a very promising outlook on a global scale. It was born 
from its founder’s passion for motorcycles and a desire to solve a problem of trading 
motorcycle parts online. As the internet platform requires creating a large database from 
the very beginning of its existence, financial capital is essential. Up to this point, the owner 
has invested only his own money in establishment and trademark fees in several countries 
around the world. Currently, negotiations with investors are in progress. He intends to 
secure the first round of investments until the end of May, because the platform is 
expected to launch by the end of 2012. 

Wroomberg is particularly interested in cooperation with investors that would contribute to 
the development with more than just money. Know-how of internet industry and interest 
in motorcycles are two main factors to affect the choice of financiers. Such an investor 
could be a good co-owner in regard to future expansion. The founder states that “I want to 
keep as much of the company for myself as possible”. However, if the company establishes 
a good strategic relationship with suitable investors, the entrepreneur is willing to give up 
49% of shares in his business. He intends to keep control over the development of his 
concept to make sure the website is on a good track of becoming the best of its kind. His 
main motivation is not wealth maximization, but a positive contribution to society sharing 
his passion. VCs are the most considered option at this stage, since they are able to offer 
both expertise and money. The owner has informed his bank about his business activity, 
however, this form of financing will be considered once the business is financially strong. 
In charge of connecting Wroomberg with possible investors is the business incubator. 
There was some turbulence, because two consultants that initially worked with the 
company quit, what caused one year of vacuum. It has not discouraged the owner, who 
continues to develop his project with even more up-to-date ideas. 
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4.2 Analysis 

4.2.1 Start-ups’ capital structure 

To begin analyzing the results, first we shall provide a table that summarizes the sources of 
financing used by start-ups. 

Table 4-2 The start-ups’ capital structure 

Name of the 
company  

Internal funds  
(Bootstrapping, 
personal funds) 

Debt financing (loans, 
line of credit from 
banks, governmental 
institutions)  

Equity financing  
(Venture 
Capitalists and 
Business Angels) 

Bonigi AB Yes  Yes ( ALMI)  Yes ( a VC)  

Dreamy Dot 
AB 

Yes  Yes (ALMI) Yes (a VC and a 
private investor) 

Esmart AB Yes No Yes (VC and ALMI) 

Fraktjakt AB Yes  No  No (Was refused the 
first time by VC ,  
and is in  
negotiations now)  

Geerwheel AB Yes  Yes (ALMI)  Yes ( two VCs and 
two Business 
Angels)  

Qpongu AB 
 

Yes  No No (Refused first 
time by VC, but a 
possible option if 
needed later) 

Verendus AB Yes  No  No ( Possible option 
if needed ) 

Wroomberg 
AB 

Yes  No  No  (In 
negotiations)  

  Source: Data derived from the interviews  

Within the sample studied, all the companies used internal funds (in the form of personal 
funds, bootstrapping techniques, or generated cash-flow) as initial sources of funding the 
businesses. When it comes to the number of start-ups that used also money from external 
financial providers, 3 out of 8 firms received financing in form of loans. Debt financing 
represents an interesting phenomenon in our research. None of the studied companies 
were able to access commercial loans from banks due to the banks’ policy in requiring 
security. Nevertheless, there is an organization called ALMI that supplies financial capital 
for riskier companies, as start-ups are. In all the 3 start-ups that received the loan from 
ALMI, debt financing was the first option after the internal funds have been used. 

“ALMI provides microcredit without security to new and existing companies”(Carboni, 
Calderon, Garrido, Dayson & Kickul, 2010, p. 241).  Companies have maximum 5 years to 
repay a loan and they are not required to possess any collateral (ibid). During the first year 
of repayment, a debtor is charged a lower interest rate (ibid). The fee increases in the 
following years, because market interest rate is charged on the loan (ibid). Thanks to 
ALMI, new ventures stand a greater chance of reaching the market and sustaining their 
activities. 
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The close cooperation between ALMI and Science Park Jönköping is mutually beneficial. 
First, entrepreneurs have the opportunity to access directly debt financing. On the other 
hand, only start-ups with high growth potential are a part of the business incubator, which 
makes the selection process easier and shorter for ALMI. The supervision of the business 
incubator also decreases the probability of venture failure, increasing thus its attractiveness 
for ALMI. 

In regards to equity financing, JBD is one of the VCs that financed 3 out of 4 start-ups that 
contracted such type of financing.  Besides this main VC, one of the companies received 
capital in exchange for shares from ALMI, and another firm accessed also equity capital 
from Innovation Bridge and two other business angels. The fourth start-up which hasn’t 
accessed JBD received equity capital from a different VC and from a private investor.  So, 
from the 8 companies that were interviewed, 4 used the equity financing. Out of these, 1 
company received equity capital only from a VC, other 2 start-ups each got financing from 
2 investors, and a fourth company accessed equity from 4 investors. Moreover, out of the 8 
start-ups, as stated before, 4 received financial capital from equity capital investors, 2 of the 
companies are in the phase of negotiations with VCs (1 of them being refused the first 
time), 1 has been refused by the VC, and 1 of them hasn’t applied for equity investors since 
the internal funds were sufficient so far, but it is considered an option in case of need. 

The POH by Myers and Majluf (1984) constitutes a benchmark in analyzing the obtained 
data.  Thus from the data that were collected and presented above, out of those 4 
companies that accessed outside financing, 3 respected the predictions made by POH. 
Internal funds were followed by debt financing (from ALMI) and then by equity capital. 
This finding comes to contradict the results obtained by Paul et al, (2007); Hogan and 
Hutson (2005); Atherton (2009), who studied different types of start-ups. Hence, in their 
study, the start-ups haven’t followed the POH’s predictions instead the equity financing has 
taken the place of debt financing. These outcomes could be explained by the influence the 
government’s policies have in supporting economic development. In our sample, the 
classic option of bank loans has not been used at all. If there was no ALMI with the special 
type of loans, our results would point that start-ups don’t follow the POH, since equity 
capital is preferred to bank loans. 

Comparing our results with Sapienza et al.’s (2000) self-determination theoretical 
perspective, the distinguishing lines cannot be drawn coherently. Out of the 8 start-ups 
interviewed, only 2 of them have a lower loss of control aversion. The first company 
affirmed that it is ready to lose the control (majority in ownership) if necessary to grow the 
business. However, not even in this case the willingness to renounce at control was not 
expressed in an assertive way. In our view it is not sure how the entrepreneur will react in 
the future since currently he still owns the majority of shares. In the second company the 
control is shared by 8 owners none of them having the majority, and although not explicitly 
stated, this openness towards sharing the ownership in order to access financial capital, 
points that control is not so important. The rest of 6 start-ups stated that they would like to 
keep the control; the possession of 51% of the shares is desirable. These facts would 
indicate that the prediction we make in the second chapter is not confirmed.  According to 
the second prediction, the internal funds are preferred to those external when there is a 
high aversion towards the loss of control. Therefore, although the control for the majority 
of start-ups is important, the external funds, coming from a VC, are common and 
expected. It appears thus the issue of the degree of control. All of the start-ups agree to 
accept new investors even if that means a dilution of the ownership, just that the majority 
of control is wanted. The results differ significantly when comparing them to Hogan and 
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Hutson’s (2005) sample of new technology based firms. In their study, the independence, 
the control of the business ranks low, while other drivers, like the pursuit of innovation, are 
prioritized.  

However, in the model developed in the second chapter (see figure 2-1), we predict that 
the growth-oriented start-ups are prone to use equity financing. Our sample, as stated 
above, values the control of the business, but in the same time the growth of the company 
is a declared purpose, even though the personal benefits in the form of money are not an 
objective. Moreover, the growth of the business is an important criterion when applying 
for a place in the business incubator. Consequently, we confirm that growth-oriented start-
ups (like the business incubator start-ups) are ready to apply for equity capital. Thus, in our 
sample all the 8 start-ups use or are ready to use equity financing so as to grow their 
businesses 

Hence, when trying to understand the growth-oriented start-ups’ capital structure by 
comparing it with the Sapienza et al.’s (2000) theoretical perspective, inconsistencies are 
identified. Nonetheless, in their article, the authors point that a conflict between self-
determination and wealth-maximization motives is more likely to occur in companies that 
seek to grow. Thus, our results confirm that in growth-oriented start-ups a conflict 
between those two drivers appears.  First, despite the fact that control is valuable the equity 
financing was in half of the cases used, and in the other ones it is expected to be used. 
Second, although the personal wealth of the founders is not the first priority, the 
companies are willing to grow. These findings could be explained by the fact that as long as 
the founders have the control over the strategic decisions, the loss of control aversion is 
lower. On the other hand, despite the fact that money is not the most valued, other 
personal reasons push the desire for growing the businesses. Nevertheless, since VCs are 
preferred by all the start-ups, we deem that self-determination is overbalanced by the will 
to grow. 

4.2.2 Factors influencing start-ups’ financing decisions 

The previous section sets an emphasis on the types of financing preferred by the business 
incubator start-ups. So far we know what sources of financing did the companies use, but 
we still need to understand why these sources were chosen. Thus, the results of our study 
enable us to point out some common factors that influence start-ups’ fundraising purely 
from the perspective of entrepreneurs.  

Start-ups that have been examined in our study have a very clear goal – growth. Their 
strategies are designed to secure appropriate financing in order to enable growth. What 
seems to be one of the most important aspects in decision making process is timing. What 
capital source to use and when is the first choice to make. After conducting interviews we 
were able to establish chronology of main events in the history of new ventures. The 
results have shown an increased reliance on bootstrapping techniques at the early stage. It 
is a phase of product and business development. At that point entrepreneurs were highly 
motivated to put their own time, knowledge and money into their business idea. If 
analyzing the reasons behind the use of personal funds and bootstrapping techniques by 
start-ups, although not explicitly stated, the lack of capital seems to represent a motive 
among all the subjects. All the founders involved their efforts, work, and personal funds, to 
get the business going. Our results are thus in line with Winborg’s (2009) study, who also 
identified the lack of capital as one of the major motives for using bootstrapping. The 
entrepreneurs were aware of the fact that they would not be able to receive investors’ 
attention before they could prove that idea had a potential.  
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Moreover, the study indicates that the founders of growth-oriented start-ups tend to focus 
their work on innovations. They are driven by a strong desire to find solutions to existing 
problems. For a creator, having control over the company is important. Being independent 
allows owners to freely realize their strategic goals regardless if they are right or wrong. In 
practice, the majority of new ventures do what is possible to maintain the control over their 
businesses.  The same discovery is made in this paper, namely that founders are self-
determined to be in charge of their destinies. However, full control is not a priority for 
ventures under an umbrella of the business incubator. Their main objective is a satisfactory 
level of growth and survival of the new business. Thus, consistent with Cassar’s (2004) 
work, we find that if loss of control leads to better growth opportunities, start-up managers 
will most likely accept a trade-off.  

Financial capital is not the only resource that VCs can offer for a part of the new venture 
with a promising outlook. Our outcomes show that entrepreneurs are well aware of that.  
Hence, 4 out 8 companies that have already received venture capital were also looking for 
business expertise. Even though they claim that the amount of money offered to them was 
a valid point during negotiations, knowledge that VCs could contribute to the project 
appeared to be almost as important. Entrepreneurs agree that if they were offered the same 
money by different investors, they would choose the ones with the most appropriate set of 
skills and knowledge for their line of business. Moreover, 6 companies from the sample are 
currently managed by people with very little or no managerial experience. For many of 
them, the first opportunity to learn how to run a business appeared when they joined the 
business incubator. The start-ups that have VCs as board members value their input, 
significantly. Additionally, investor’s personal interest in products or services provided by a 
start-up is an advantage. 

Naturally, entrepreneurs want to keep as much control over their businesses as possible. 
Debt financing is an option that enables entrepreneurs to obtain financial capital without 
giving up shares in the company. Debt financing in this thesis has not been treated in more 
details, in the sense that we agreed to use for reasons of coherence the three major options 
of financing available for a company. The main source of financing that belongs to the debt 
financing category, is represented by loans coming from banks. However, in our study, the 
subjects accessed a special type of debt financing, coming from a governmental 
organization. The reason for using ALMI financing is that this creditor is not requiring 
collaterals, or neither does it require shares of the company when offering loans. On the 
other side, all the three companies complained that the credit is expensive. In our 
perspective it looks like the companies were in great need to access money and despite the 
fact that the source was expensive, the entrepreneurs were constrained to opt for this 
solution in order to continue their projects.  

Consistent with Manygart and Struyf (1997), we find that bank loans, although considered 
possible options, were not accessed because a bank requires collaterals, and because the 
start-ups miss such collaterals, the entrepreneurs’ personal liability was expected in 
exchange. Besides the collaterals issue entrepreneurs perceive banks as expensive and 
moreover they think that the money is not enough so as to choose this type of financiers. 

To make the analysis clearer and easy to follow table 4-3 captures the most important 
aspects discussed so far. More exactly, as we touched upon in the analysis, the importance 
of control, the desire for maximizing wealth and the contributions, advantages brought by 
investors in different forms, are the main factors  influencing the start-ups’ financing  
identified in our study.  
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Within the table, importance of control expressed as “High” indicates the founders’ 
willingness to keep at least 51% of the business’s ownership. Importance of wealth 
maximization is set to “Low” in almost all of the cases, what is backed by entrepreneurs’ 
desire to be self-driven overweighing purely profit-seeking motives. The last column that 
presents the importance of the investors’ input is divided into 2 subcategories: business 
expertise and interest in the industry. Entry “High” indicates that the factor is an important 
reason behind a choice of financier. In the business expertise as well as interest in the 
industry columns, researched determinants are inserted in brackets.  

Table 4-3 Determinants of the start-ups’ capital structure 

Company Importance 
of control 

Importance 
of wealth 
maximization 

Importance of non-financial input 
from investors 

Business Expertise Interest in the 
industry 

Bonigi AB High (keep 
control 
between the 3 
founders: 
12%, 21%, 
21%) 

Low High (management & 
knowledge) 

Low 

Dreamy Dot High (keep at 
least 51% 

Low High (structure 
maintenance, 
advisory, new 
perspective) 

Low 

eSmart 
Scandinavia 
AB 

Low (ready to 
give up 
majority of 
the company) 

Low Medium 
(management) 

Low 

Frakjakt AB  High (keep at 
least 75 %) 

Low Medium (know-how) High (media 
industry) 

GeerWheel 
AB 

Low (8 
owners) 

Medium  High (variety of 
business 
backgrounds, optimal 
mix of management 
skills) 

High (technical 
know-how) 

Qpongu AB High (2 
founders keep 
at least 67%) 

Low High (growth 
facilitation, 
marketing) 

Low 

Verendus AB High (keep at 
least 70%) 

Low High (management & 
marketing) 

Low 

Wroomberg 
AB 

High (keep at 
least 51%) 

Low High (knowledge of 
e-business) 

High (web 
design know-
how, interest in 
motorcycles) 

Source: Data derived from the interviews 

Finally, although we study the demand side, in this thesis it is stated that start-ups’ 
financing has been mainly explained in the literature either through the supply or demand 
side perspectives. Further, we integrated both these perspectives in a graphic model (see 
the second chapter) and we argued in line with Howorth (2001) that supply and demand 
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are interdependent. Our results are similar with Howorth’s (2001) perspective. We found 
that start-ups’ financing is dependent on both sides. Thus, if we look at table 4-2 and at the 
results presented in this paper, we can observe that 4 start-ups have used only internal 
funds. In 2 cases, the start-up has been refused by a VC. For example, one of the 
companies has been declined because it did not have a proven concept. When it comes to 
bank loans, none of the companies within the sample received such financing due to the 
conditions imposed by these financial capital providers.  In addition, we noticed that 
despite the fact that ALMI’s loans are expensive the start-ups are constrained by 
circumstances to choose this option of financing. Hence, our results point that growth-
oriented start-ups’ financing decisions are determined by the entrepreneurs’ choices but 
also by the investors’ selection criteria.  

4.2.3 Jönköping Business Incubator’s role 

The business incubator is highly appraised by start-ups. All the subjects agreed on the fact 
that the help provided by the specialists that work with the business incubator companies 
was decisive. The entrepreneurs affirmed that the role of the instructions and consultations 
that the business incubator offered them, weighed significantly in contracting money from 
a VC. The support in finding financing was valued the most at the business incubator, 
constituting the first reason why companies applied for the program. Even in those cases 
that used only internal funds, the incubator is considered the proper place to be in when 
the need for financing will arise.  

Our results point in the same direction with what Aernoudt (2004) states, namely that a 
business incubator makes the financial markets more accessible. In this sense worth 
mentioning is that JBD has between its owners the Science Park Jönköping, and that unlike 
other VCs, it offers capital in early stages of development, being among the first external 
investors (Jönköping Business Development, no year). Thus, since the Science Park is an 
owner of JBD, it can be inferred that start-ups that are on the site of the Science Park have 
a facilitated access to this source of funding.  

Further, in line with Tötterman and Sten (2005) we find that the business incubator has 
partnerships with different financial providers, and that it is actively involved in the 
negotiations process between start-ups and investors. Hence, in our study we observe that 
JBD, ALMI and Innovation Bridge are three main providers of seed capital to start-ups 
being a part of the Science Park. It is not a coincidence. Science Park’s ownership of JBD, 
together with the close collaboration with ALMI and Innovation Bridge has a great 
influence on that. After comparing the results, it becomes visible that these three investors 
are among the first ones to approach ventures newly accepted by the business incubator. 

It can be deduced that the criteria set by the business incubator for start-ups, partly overlap 
with those set by JBD, ALMI and Innovation Bridge. JBD seems to have a particular 
connection, because the Science Park owns a part of it and therefore knows its investment 
strategy. Consequently, being up-to-date with current VC investment trends, the business 
incubator is able to make better informed decisions, when accepting a new venture to the 
incubation program. Similar conclusions can be drawn in regards to ALMI and Innovation 
Bridge by looking at their regular cooperation with Science Park. 

Moreover, we argued in the Literature Review chapter that start-ups are informationally 
opaque due to their short experience, this feature making their access to financial capital 
more difficult. However, in our study we see that the business incubator mitigates this 
information asymmetry. Hence, as stated in the previous paragraphs, the fact that start-ups 
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belong to a business incubator makes that investors have an easier job when evaluating 
them. One could say that the incubator plays the role of a guarantor, the companies 
accepted to the program being scrutinized and selected according to specific criteria. Thus, 
the investors are sure that the potential and the quality of the business ideas behind the 
start-ups have been confirmed by professionals. Nonetheless, the role played by the 
incubator is not offering the certainty that all the start-ups will access external financing.  

Also, when looking from a more general perspective, we noticed that there is an interesting 
trend that connects all of the companies being analyzed. Entrepreneurs indicated a high 
level of pro-activeness throughout the process leading to the joining of the Science Park. 
The process involved mostly shaping and perfecting the business idea, product or 
prototype development as well as administrative activities connected with the establishment 
of the venture. However, similarly with the predictions made about start-ups in our model, 
(see figure 2-1) in regards to their characteristics, we find that the majority of entrepreneurs 
claim to have little or none financing experience. This lack of experience, would point in 
our model that start-ups are inclined to use internal funds. Indeed, all the companies in the 
sample confirm this prediction. Nevertheless, this lack of experience changes their 
approach towards financing. They tend to leave the vast part of negotiations with investors 
to the incubator’s coaches. Once they become a member in the incubation program, their 
pro-activeness decreases significantly in the area of fundraising as they rely heavily on the 
business incubator’s judgment. Hence, it can be inferred in some extent, that this transfer 
of the financing task to the incubator makes that start-ups were able to access also external 
financing.  

To sum up the perspectives start-ups have about the business incubator’s role in the 
financing process, we can affirm that the large network of contacts (among which are the 
investors) the knowledge and training offered in how to approach an investor, the 
credibility conferred by being part of the incubator, are among the advantages start-ups 
identify with this environment. The emphasis here is that the presence in the incubator is 
greatly valued, being considered an advantage, especially because of the facilities accorded 
in accessing financing.  
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5 Conclusions and discussion  

5.1 Conclusions 

Concluding, the empirical section of our paper indicates that there are several factors that 
influence the entrepreneurs’ decisions throughout the fundraising process. Data collected 
through interviews confirms that the main motivator for entrepreneurs is the willingness to 
grow. They seek investors that enable and facilitate growth. They are self-driven individuals 
that put a lot of emphasis on personal achievements.  We have also discovered that despite 
the high growth intentions of the start-ups, the entrepreneurs do not focus on maximizing 
their personal wealth. Interviews have shown that entrepreneurs feel attached to their new 
ventures in a way that they want to assure the best conditions to foster growth. Having 
appropriate investors is a big part of it. What they look for in potential investors is 
commitment, expertise, knowledge, experience and personal interest in the industry that 
the start-up operates in. New ventures are willing to give away equity as long they maintain 
the control. Entrepreneurs happily embrace growth opportunities resulting from suitable 
investments. Nevertheless, besides all these factors, an important finding of our study is 
that start-ups’ financing is dependent not only on entrepreneurs’ pick, but also on the 
evaluation made by the financial capital providers. Thus, securing the growth capital is a 
result of a mutual agreement between demand and supply side. Therefore, in order to 
understand the start-ups’ financing decisions, this complex process needs to be examined 
from both perspectives.  

If looking at the type of financing that is used by growth-oriented start-ups, the factors and 
motives described above are decisive in establishing their capital structure. In our study we 
find that business incubator start-ups that accessed external funds follow the POH in the 
financing process. Hence, internal funds are used first, followed by the use of debt and 
later by the equity financing.  The influence of the Swedish government’s policies is 
deterministic in this process. Thus, organizations like ALMI provide funds on terms that 
differ significantly from those imposed by a bank. Consequently, although equity capital is 
preferred to bank loans, the existence of ALMI makes that start-ups follow the POH.  

The explanations for how do growth-oriented start-ups choose the source of financing 
could come from the self-determination perspective. As we discussed along this paper, the 
type of financing start-ups use is strongly influenced by the entrepreneurs’ desire for 
independence or wealth. The results indicate that the comparison with the model 
developed by Sapienza et al. (2000) is too rigid, because start-ups in our study show that 
both the motives influence the financing decisions. Thus, in our research we find that start-
ups are willing to maintain the control of their business, but in the same time they have a 
strong desire to grow. However, these findings are in line with Sapienza et al.’s (2000) 
paper where it is argued that both self-determination and the wealth maximization motives 
can vary across different start-ups.  

Lastly, in our thesis we confirm that the special environment represented by the business 
incubator is a meaningful tool used in enhancing the creation of new ventures and 
consequently in incentivizing the economic development. Exactly stated, we find that the 
network of contacts, the training and consultations provided by the incubator’s advisors are 
perceived by start-ups as an essential component in the financing process.  
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5.2 Implications 

The results obtained in this study have implications for different actors that build the 
whole system in which start-ups act. A special finding of this thesis is related to the role the 
Swedish government has in stimulating the start-ups’ development. We refer here mainly to 
ALMI and other state-owned organizations that provide support for start-ups. Thus, by 
analyzing our results we consider the government should think more about what do start-
up ventures expect from a financial investor, so as to improve their offer. Our findings 
suggest that new ventures need not only money but also expertise. Hence, to have more 
effectiveness in enhancing the economic development these governmental organizations 
could adapt their support according to the start-ups’ specific needs.  

Moreover, besides governmental policy makers, the study has implications for other 
financial investors. A start-up seeks at a VC to play an active role, to provide the missing 
knowledge and experience. We deem the results based on this thesis can help the equity 
capital investors tailor their services. In the same line there are direct implications for the 
business incubators. Thus, a business incubator can assess better what kind of investors 
start-ups look for. In this way the consultants that work for the incubator are able to make 
sure that the contacts they offer to start-ups are appropriate for the specific features of the 
companies.  

Last, but not least, the results have implications for entrepreneurs and start-ups in general. 
Exactly, from the results of this thesis the entrepreneurs may comprehend better under 
what conditions the financing process takes place, namely what criteria and conditions 
different financial investors have when investing in a new venture, what benefits are 
associated with the different financing types, and on what basis do other entrepreneurs 
decide when selecting financing. Also, this paper makes the growth-oriented start-ups 
aware of the importance business incubators have in providing guidance relevant in the 
financing process and in diminishing the companies’ information asymmetry. Related to 
the later aspect of information asymmetry, growth-oriented start-ups that are not part of a 
business incubator can appreciate the importance of networking, especially the importance 
of having contacts that can back-up and make lobby for the start-up to different investors. 

5.3 Limitations  

The studied companies have different activities and are in different stages of the start-up 
phase. These conditions make our study difficult to generalize in different settings. The 
specific of the business in start-ups within another business incubator in Sweden, is 
possible to differ in a large extent from our sample, and consequently the outcomes of a 
similar study may point other findings. Also, it might be difficult to generalize the data for 
start-ups belonging to a business incubator located in another country, especially if 
considering the different support given by governments.  

Another limitation of this study is that in some of the cases the interviewees had to recall 
from memory how did they assess and decide for a specific source of financing. For this 
reason the accurateness of the information offered by the interviewees might have be 
biased in some extent. Also, the subjectivity of the researchers in selecting and analyzing 
the data could to some degree, reduce the strength of the results 

5.4 Further research 

We believe that in circumstances where loans like ALMI’s are not provided to start-ups, the 
financing of start-ups is not respecting the POH. For that reason, we deem that is 
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necessary to understand what impact does the Swedish government’s support has on the 
start-ups’ financing. 

Another aspect that came across while analyzing the results is that the business incubator 
strongly influences the start-ups’ financing decisions. For instance, the owners let the task 
of finding external investors on the incubator’s account. Thus, since all the steps of making 
the contact, appointing meetings are done by the business incubator the perception is that 
start-ups are constrained by the choices the incubator makes. Moreover, the business 
incubator acts as owner in one of the VCs that were accessed and it has partnerships with 
other financial capital suppliers. In this context we believe that future research could focus 
on finding the extent to which the business incubator decides the start-ups’ financing 
options.  

Overall, the results of our study, as stated in the Limitations section, are difficult to be 
generalized in different settings, or to different countries. Therefore, to get better insights 
and knowledge into this particular type of ventures, more research on the business 
incubator start-ups’ financing should be undertaken both in Sweden as well as in other 
countries. Such studies would make sure that diverse results are compared and that a 
common understanding of the topic is enabled.  
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Appendix List 

Appendix 1 The interview guide 

The following questions helped in undertaking the interviews with the start-ups’ owners: 

1. Reasoning behind starting the venture? How important were/are the financial resources in 
starting your business?  

2. Where did/do you access money from in order to develop your company?  Have you 
considered other sources of financing, maybe bank loans? Why did you favor … instead of 
other options of financing?  

3. Which three factors had/have the greatest influence in choosing a source of financing?  

4. How important is for you to control and own the business, and to what extent your 
inclination for this control influences the type of the financial capital you access?  

5. Is the growth of the company your main objective, and how important is this growth goal 
when accessing financing? 

6. In what extent are your personal achievements a force that drives your company forward? 
(Are your personal achievements considerably important when starting and running a 
business?) 

7. What were the main barriers you encountered during the process of negotiating/obtaining 
funds and how have you managed to overcome them? 

8. How do you think the nature of your business and the company’s characteristics influence 
the type of financing you access? (collaterals, patents)  

9. How did the business incubator help you with the financing component of your business? 

10. How much do you value the help of the business incubator in your business activities? 

 


