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Debt financing, survival, and growth of start-up firms
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6.Summary and conclusions

In this study, we use data from the Kauffman Firm Survey to provide new evidence on the
importance of debt financing of start-up entrepreneurial firms with no history of operations or
performance track record. We find that firms obtaining bank credit in the name of the firm (business
bank credit) at start-up outperform other firms in terms of revenue growth and firm survival. We offer
three alternative explanations for this superior performance outcomes: self-selection by high-quality
firms to apply for business bank credit to signal the firm's quality and initiate credit record and
reputation building, selection of high-quality firms by bank lenders, and/or monitoring by lenders. The
limitations of KFS data preclude us from definitively distinguishing among the three explanations.
While all three channels are likely to play some role in the observed association between the use of
business bank credit at the firm's start-up and firm performance, we leave it to future research to
distinguish between the relative effects of each channel.
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