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Abstract

Using a survival analysis approach, this paper investigates the impact of initial finan-

cial conditions on the post-entry performance of firms. We examine whether initial

financial conditions affect the duration of survival among start-up firms in Japan,

distinguishing between failure and merger. We provide evidence that start-up firms

that rely more on equity than debt financing are less likely to fail within a shorter

period, but we find little evidence that initial equity size has a significant effect on

the likelihood of failure. Moreover, we find the negative effect of equity financing

on the likelihood of failure to be greater for start-up firms founded following the

abolition of regulations governing a minimum paid-in capital requirement. Further-

more, the results reveal that start-up firms with larger initial equity are more likely

to exit through merger. Overall, the findings suggest that initial capital structure is

a critical determinant of exit route.

JEL Classification: C24; G32; M13

Keywords: Business failure; Competing risk; Equity financing; Initial financial con-

ditions; Merger

∗The authors gratefully acknowledge the financial support of a Grant-in-Aid for Scientific Re-
search (B) (No. 26285060) from the Japan Society for the Promotion of Science (JSPS). The authors
would also like to thank attendees at the 2015 Research in Entrepreneurship and Small Business
(RENT) conference held in Zagreb for their useful comments and suggestions. Any errors remaining
are the authors’ own.

†Y. Honjo (corresponding author)
Faculty of Commerce, Chuo University, Hachioji, Tokyo 192-0393, Japan
E-mail: yhonjo@tamacc.chuo-u.ac.jp

‡M. Kato
School of Economics, Kwansei Gakuin University, Nishinomiya, Hyogo 662-8501, Japan

1


