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Financing of business start-UPS:A topic great relevance for firm
performance,growth and survival

L deg

JolS 0l daz 3 dllde degs Sl ddlus dez ) 31 Glewd g5 LS

Dol SIS ol s U.w.tlid dwd b ol o ((iolpe JoB) dy9 Cwyd L

aio e Ol g7 o€y 3



http://iranarze.ir/financing+business+start+ups+relevance+firm+performance+survival

Y JT lJIJ—.'I

5351 sLaUls sl g ;8

4. Conclusions

This paper argues that the capital structure of business start-ups is an
endogenous resull, where entrepreneurs as well as financiers try to maximize
their utility. Entrepreneurs are concerned about firm survival, especially when
they highly value private benefits of control. Banks wish to reduce their
exposure to information and mcentive problems. The outcome of this joint
optimizing behavior is important, as it has implications for firm performance,
growth and survival. On the one hand, entrepreneurs in highly indebted new
ventures face stronger pressure from debt markets to increase post-eniry
performance in order to reduce the likelihood of adverse credit decisions
and firm liquidation. The idea that leverage can improve firm performance is
not new. [t has long been recognized by researchers in corporate finance as
a mechanism to reduce firm free cash flows and thus avoid over-investment
in projects with a negative net present value. So, Franck and Huyghebaert
(2008) point out that leverage has more general positive implications for firm
performance that go beyond the reduction of managerial self-serving behavior,

as the incentives of the entrepreneurs in this sample are generally aligned with
the maximization of sharcholder value, Next, while the positive effects of
leverage on profitability increase as start-ups grow older, the positive effects
of leverage on growth in earmings decline with start-up age. Together, these
findings indicate that highly indebted business start-ups continue to hold
a strong focus on profit maximization as time goes by, so that their ability to
realize further increases in carnings actually declines as firms grow older.
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