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Abstract 

Female and male entrepreneurs differ in the way they finance their
businesses. This can be attributed to the type of business female and
male entrepreneurs start and their type of management and experi-
ence (the female versus the male profile). Female start-ups may also
experience barriers with respect to the acquisition of start-up capital.
The literature often refers to differences in start-up capital originating
from discrimination of female entrepreneurs by financial institutions
like banks (Fay and Williams, 1993; Riding and Swift, 1990; Hisrich
and Brush, 1984). Bank loans in particular are said to be difficult to
acquire for female entrepreneurs. Whether gender has an impact on
size and composition of start-up capital and in what way, is the sub-
ject of the present paper.

We use of a panel of 2000 Dutch starting entrepreneurs, of whom
approximately 1500 are male and 500 female. The data consist of
questions concerning the process of starting-up, the period prior to
the start-up and the shape of the prospective business. The panel
refers to the year 1994. We find that female entrepreneurs have a
smaller amount of start-up capital, but that they do not differ signifi-
cantly with respect to the type of capital. On average the proportion
of equity and debt capital (bank loans) in the businesses of female
entrepreneurs is the same as in those of their male counterparts. 

The profile of the female entrepreneur differs from that of men:
female entrepreneurs are more likely to work part-time, more likely
to work in the service sector, they are more averse to risk, have less
experience with financial management and spend less time network-
ing than male entrepreneurs. 

When investigating the impact of gender on size and composition of
start-up capital we distinguish between an indirect and a direct effect.
The indirect effect is represented by the way women differ from men
in terms of type of business and management and experience. The
direct effect cannot be attributed to these differences and is called the
gender effect. The decomposition of the total effect into an indirect
and a direct one is established using regression analyses where, apart
from gender (using a dummy variable), several indicators of type of
business and management and experience are accounted for.

When corrected for the indirect effect, i.e. the female profile, the
direct effect tells us that female entrepreneurs have a smaller amount
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of start-up capital, a smaller proportion of equity and a higher pro-
portion of debt capital (bank loans). Separating the total impact in a
direct and indirect component one can conclude that gender matters.
Contrary to what is generally assumed, our investigation suggests
that women, when compared to their male counterparts, are able to
acquire a larger proportion of bank loans. 

6
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1 Introduction

Developed countries are undergoing a fundamental shift away from a
managed economy and toward an entrepreneurial economy
(Audretsch and Thurik, 1997). Economic activity is moving from
large, incumbent firms toward small, new ones. There is a growing lit-
erature about how and why the developed countries are undergoing
this fundamental shift (Brock and Evans, 1989, Admiraal, 1996 and
Audretsch and Thurik, 2000). The speed of this industrial transforma-
tion process has varied considerably across countries and industries
(Carree et al., 1998 and Thurik, 1999). Increasingly, evidence is
becoming available that this transformation has to be promoted
(Gavron et al., 1998). Empirical evidence shows that those countries
and industries that are lagging behind in this process experience lower
growth and productivity levels and higher levels of unemployment
(Thurik, 1996, Carree and Thurik, 1999 and Audretsch and Thurik,
2000). Entrepreneurship seems to be a driving force in economic
development. However, entrepreneurship itself cannot be a determi-
nant of growth. It is an ill-defined, at best multidimensional concept.
Understanding its role requires the decomposition of the concept
(Wennekers and Thurik, 1999). Dimensions of entrepreneurship are
smallness, competition, deregulation, innovation, co-operation, varia-
tion, turbulence and motivation (Audretsch and Thurik, 1999).
Deregulation and variation are essential dimensions. Low barriers
should enable a broad variety of entrepreneurs to enter the market.
Diversity in terms of products, processes, forms of organisation and
targeted markets should leads to a selection process where customers
are at liberty to choose according to their preferences. This process
where entrepreneurs seek for better products, processes, forms of
organisation and markets can only thrive under enabling rather that
constraining public policies. Therefore, it is important that all poten-
tial entrepreneurs are able to play a role in securing maximum diver-
sity and in taking maximum advantage of free competition. No group
of potential entrepreneurs should experience any barrier for starting or
developing a business. From this perspective it is worth noting that
female entrepreneurs are still underrepresented. 

The desire of women to be economically independent leads to their
increasing participation in the labour market and an increasing num-
ber of female entrepreneurs (Koper, 1993). Moreover, contextual fac-
tors, like social structures, family and organized life influence the
access women have to entrepreneurial opportunities (Brush and
Hisrich, 1999). 

7
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In spite of the growing number of female entrepreneurs, the share of
female entrepreneurs is still disproportionally low when compared to
their participation rate. This share accounts for approximately thirty
percent of the total number of entrepreneurs in the Western world
(OECD, 1998) whereas more than forty percent of the employees is
female. Considering the backward position of female entrepreneurs
and the need for diversity, it is important to pay attention to specific
barriers for female entrepreneurs, like the combination of social and
economic responsibilities and the consequences of these specific bar-
riers for female entrepreneurship. Furthermore, it is important to
investigate whether the impact of general barriers, like the acquisition
of financial resources, differs between female and male entrepre-
neurs1

Entrepreneurs may meet several obstacles when starting a business
like unexpected or fierce competition, delayed customer payments
and limited access to financial resources. Indeed, acquiring financial
capital is often referred to as an important problem for entrepreneurs
(Hughes and Storey, 1994; EIM, 1998; OECD, 1998). Entrepreneurs
starting up a business usually have little equity to finance their busi-
ness with, while debt capital is difficult to acquire. Banks are often
reluctant to lend money to small businesses because of low expected
profit margins, asymmetrical information and high risks (EIM, 1998).
Most starting entrepreneurs use their own money for financing their
business. However, when the amount of financial capital needed is
higher, more external capital is needed. External capital is an impor-
tant source also for small enterprises (OECD, 1998). Bank loans in
particular are much relied upon. This is also put forward by Riding
and Swift stating that “It is well known that small businesses rely
heavily on banks for both short- and long-term debt capital” (Riding
and Swift, 1990, p. 329). Other important sources of external finance
are family members, suppliers and other business partners (Van
Uxem and Bais, 1996). These sources will not be explicitly investi-
gated in the present study.

Considerable sums of public money are spent to diminish alleged
debt gaps, particularly for small expanding firms and start-ups.
Subsidised loans and loan guarantees are the most common instru-
ments of government assistance programs to support small and new
businesses. The idea is that capital markets do not provide adequate

8
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1 Female entrepreneurship is not only important because of the need for diversity.
Entrepreneurship is an important opportunity to combine work- and household responsibili-
ties (OECD, 1998). Moreover, female entrepreneurs can play an important role in the fulfil-
ment of contemporary needs, because they often start in relatively new and experimental
industries.

B5 start-up  30-03-2000  09:12  Pagina 8



funds for small and new businesses. There are differing views
whether the resulting debt gaps influences the probability of survival.
In Cressy’s analysis (Cressy, 1996) this is not the case whereas in that
of Evans and Jovanovic (1989) and Bates (1990) it is. In the present
paper we focus on the specific situation of female start-ups.

In the literature much attention is paid to financial problems of
female entrepreneurs. It is often reported that the start-up size of
businesses run by women is smaller than that of businesses run by
men (Carter and Rosa, 1998; OECD, 1998; Stigter, 1999). A variety of
reasons is brought forward for the smallness of the enterprises run by
women. First, female entrepreneurs usually have a smaller amount of
equity capital available because of lower salary payments in earlier
jobs or because family property is usually registered in the name of
the husband. Second, the amount of start-up capital may also be
related to the sector where an entrepreneur operates (ENSR, 1996).
Women often start in sectors with low capital requirements like the
service sector. Banks are often reluctant to lend money to these sec-
tors characterised by a high mobility. Finally, women are more likely
to be risk avers than men (ENSR, 1996). This can also be an expla-
nation for the smaller size of the businesses of female entrepreneurs.
Apart from the amount of start-up capital, female and male entrepre-
neurs may differ with respect to the capital structure of their busi-
ness. Obviously, a distinction should be made between equity and
debt capital. Finance theorists have argued about whether there
exists an optimal capital structure for small firms in terms of both
debt and equity (Hughes and Storey, 1994). Market imperfections like
taxes, bankruptcy costs, agency costs (monitoring) and the signalling
effect (information asymmetry leading to information costs) have
been brought forward as determinants of the firm’s optimal capital
structure (Van der Wijst and Thurik, 1996). In practice, the ensemble
of market imperfections leads to a trade-off between equity and debt
financing. 

The trade-off theory describes, in the neo-classical tradition, the opti-
mum in terms of a trade-off between tax advantages of debt and the
increase in expected bankruptcy costs. The agency theory gives an
alternative explanation, independent of taxes and bankruptcy costs,
which is based on minimising agency costs. Myers Pecking Order
Theory uses elements from both the trade-off theory and the agency
theory. According to the Myers’ Pecking Order Hypothesis the financ-
ing of projects is undertaken first by using internal resources, then
debt and equity as a final resort. Holmes and Kent have developed a
‘Restricted Pecking Order Theory’ (Holmes and Kent, 1991). This the-

9
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ory can be applied to small firms by assuming that small firms usu-
ally are not able to issue shares and owner-managers want to be in
control of their business. Furthermore, this theory is applicable only
in case entrepreneurs have a genuine choice between equity and debt
capital in the sense that they have personal equity available and rel-
evant access to credit. The existence of an optimal capital structure is
no longer debated in the theory of finance. The remaining issue is
essentially an empirical one, i.e. whether, or under which set of cir-
cumstances – including the size of the firm – the various determi-
nants are economically important enough.

In reality, a wide variation in the patterns of finance across small
firms is to be expected, because of differences in the life cycle posi-
tion of firms, size and strategies towards independence and growth
(Hughes and Storey, 1994). In fact, the seemingly irrational behaviour
of those running small businesses may increase this variation.
D’Amboise and Muldowney even state that “The goals of the small
business person are vague, inadequately defined, pragmatic and
short-ranged” (D’Amboise and Muldowney, 1988, p. 231).

In the literature there is little consensus about the differences in the
composition of financial capital between female and male entrepre-
neurs. Some state that female and male entrepreneurs do not differ
with respect to the amount of their own resources used (Rosa et al.,
1994). Others conclude that female entrepreneurs make more use of
their own resources and less of debt financing with the exception of
money borrowed from family and friends (Carter and Rosa, 1998;
Honig-Haftel and Martin, 1986; Neider, 1987; Hisrich and Brush,
1987; Olm et al. 1988; Johnson and Storey, 1993). Moreover, men
may have better access to formal sources of debt financing like banks
and private financial institutions (OECD, 1998) and informal financial
networks (Olm et al., 1988, Riding and Swift, 1990). In the present
study our focus will be on the proportion of bank loans because of
the relative importance of bank loans within the total amount of debt
finance used by small businesses.

It can be concluded from the literature that female and male entre-
preneurs differ with respect to the way in which they finance their
businesses. However, there is ambiguity about the determinants and
the direction of these differences. To investigate the differences
between female and male entrepreneurs and their causes the general
question dealt with in this paper reads: ‘What is the impact of gender
on financial capital?’ We will discriminate between the amount of
capital and its composition. The amount of financial capital refers to

10
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total investment in the start-up venture. With respect to the compo-
sition of capital a distinction is made between equity and debt. In this
paper we will concentrate on internal equity, which is equity provid-
ed for by the entrepreneur, as we assume that starting entrepreneurs,
who are the subject of this study, are hardly in a position to acquire
external equity through stock market quotation. Moreover, we also
focus on a particular type of debt, namely bank loans. As can be
deducted from the literature bank loans are an important source of
debt capital for starting entrepreneurs. One has to bear in mind that
internal equity and bank loans together do not add up to the total
amount of financial capital used to start a venture. Other types of
finance include external equity (although this is not very likely) and
debt capital provided for by suppliers, other business partners and
family and friends (F-capital).  

Moreover, the impact of gender on financial capital can be direct or
indirect. The indirect effect refers to differences between male and
female entrepreneurs with respect to the type of business and their
type of management and experience. Below, we will use the term ‘the
female profile’. The direct effect cannot be attributed to these differ-
ences and can be called a gender effect, i.e. female and male entre-
preneurs with the same characteristics differ with respect to the way
in which they finance their businesses. Both effects are depicted in
Figure 1.1. To our knowledge, this paper represents the first discrim-
ination between the direct and indirect effect of gender on the
amount and composition of financial capital.

Figure 1.1 Direct and indirect effect of gender on business finance

11
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2 Male and female entrepreneurs

2.1 Differences between male and female
entrepreneurs

‘No two entrepreneurs are the same’. Entrepreneurs differ with
respect to the sector they work in, their background and experience,
the size of their enterprises, etc. This applies to female as well as to
male entrepreneurs. It is interesting to investigate in what way female
and male entrepreneurs differ. For instance, they may differ because
their societal opportunities are unevenly distributed or as a result of
a different upbringing.1 The present chapter focuses on differences
between female and male entrepreneurs with respect to their experi-
ence and education, the time they spend on running the business,
networking, sector, firm size and entrepreneurial characteristics.
Differences between male and female entrepreneurs with respect to
these factors will be used to construct the ‘female profile’. Of course
there will be other factors that can be used making up the female pro-
file. However, this paper deals with those factors that are most likely
to have impact on the amount and composition of financial capital.
Moreover, the availability of these factors in the data set is also an
important reason for the selection of factors. The present chapter
deals with differences between male and female entrepreneurs with
respect to these factors. In the next chapter differences with respect
to these factors are captured in terms of a set of hypotheses.

2.2 Experience and education
Male and female entrepreneurs differ with respect to experience and
education (Brush, 1992). The level of education of female and male
entrepreneurs is roughly identical, whereas the type of education dif-
fers (Van Uxem and Bais, 1996, Birley, Moss and Saunders, 1987).
Male entrepreneurs are more likely to have completed a technical
schooling, while the education of female entrepreneurs usually is
more economical, administrative or commercial of nature. Moreover,
female entrepreneurs usually are more specialised in personal ser-
vices (Van Uxem and Bais, 1996).

The length and type of experience of women and men in the labour
market vary considerably. Men are more likely to have been

13
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1 Adherents of ‘liberal feminism’ believe that women differ from men due to unevenly distrib-
uted opportunities in society caused by numerous forms of discrimination. Adherents of ‘social
feminism’ believe that women and men differ as a result of a different upbringing (socialisa-
tion). Boys and girls are being taught different values leading to different life styles and
ideals. See Mills and Voerman, 1997 and Fischer et al., 1993.

B5 start-up  30-03-2000  09:12  Pagina 13



employed prior to the start-up of their business and have more work-
ing experience (Van Uxem and Bais, 1996; Welsch and Young, 1982).
Differences in type of experience are related to differences in type of
education. Female entrepreneurs are more likely to be experienced in
fields like teaching, sales, administration and personal services
(Hisrich and Brush, 1983; Scott, 1986; Neider, 1987; Welsch and
Young, 1982) as opposed to management, sciences and technology
(Watkins and Watkins, 1983; Stevenson, 1986). Men are also more
likely to have earlier entrepreneurial experience (Fischer et al. 1993,
Kalleberg and Leicht, 1991). Additionally, they have more industry
experience and experience with human resource management, finan-
cial management and the application of modern technologies
(Fischer et al. 1993, Van Uxem and Bais 1996).

2.3 Part-time entrepreneurship
Male entrepreneurs work more often on a full-time basis when com-
pared to their female counterparts (OECD, 1998). More than half of
the enterprising women are carrying out other activities besides run-
ning their own business, like being employed or taking care of their
family (Stigter, 1999). Of those female entrepreneurs who work part-
time in their own business, approximately half is part-time entrepre-
neur due to household activities, whereas only a small percentage of
the male part-time entrepreneurs (Van Uxem en Bais, 1996) have sim-
ilar obligations. Male entrepreneurs work more often on a part-time
basis in their own business as a result of having another enterprise
or having other employment (Stigter, 1999). Female entrepreneurs
have ‘double assignments’; i.e. they are running an enterprise and a
household at the same time. These ‘double assignments’ may limit
the time female entrepreneurs spend on their businesses (Loscocco,
1991; Tigges and Green, 1992).

2.4 Networking 
Only recently female entrepreneurs started acknowledging the impor-
tance of networking activities (Moore and Buttner, 1997). There is a
general feeling that in the past women wanted to prove they could
‘do it on their own’. There are several ways in which networking
activities can be measured (Aldrich, Rosen and Woodward, 1987;
Birley, Cromie and Myers, 1991). Indicators proposed are (1) the ten-
dency to network, (2) the size of the network (number of people), (3)
the composition of the network and (4) the time spend on network-
ing.

14
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The tendency to network does not differ significantly between female
and male entrepreneurs. Women understand the importance of using
a network (Hansen and Allen, 1992). The size of the networks run by
men is similar to that run by female entrepreneurs (Cromie and
Birley, 1990). However, in a discussion on the differences in network
compositions and size, Brush refers to Aldrich (1989) who states that
women usually engage in smaller networks primarily made up of
women (Brush, 1992). Men spend more time developing and main-
taining networks (Cromie and Birley, 1990). Networks are the result
of personal endeavour and experience. Household activities of
women (‘double assignments’) and other social obligations may lead
to more isolation than men usually experience (Moore and Buttner,
1997). This implies that women spend less time on networking.
Moreover, the members of formal as well as informal networks are
not always open to accepting women. 

2.5 Sector
Male and female entrepreneurs work in different sectors. Female
entrepreneurs are overrepresented in the retail- and service sectors, in
particular in personal services (OECD, 1998). Male entrepreneurs are
overrepresented in manufacturing, wholesale trade and financial ser-
vices (Van Uxem and Bais, 1996). Within sectors, female entrepre-
neurs are often found in supporting jobs or occupations. The busi-
nesses of female entrepreneurs can be characterised as ‘supporting
services’, like secretarial, translation and processing activities (Van
Uxem and Bais, 1996). 

2.6 Size
By and large, female entrepreneurs have smaller businesses than
men. The smallness of female entrepreneurial activity can be related
to the sector of their business, e.g. sectors with low barriers to entry,
high competition and low profit margins, and the relatively high pro-
portion of part-timers among female entrepreneurs. Their smallness
becomes manifest in several ways: low returns, a small workforce (if
any) and a small amount of start-up capital (Van Uxem en Bais,
1996). The main business objective of male entrepreneurs is growth
so that they can reap the fruits of increasing returns. However, growth
is merely a secondary objective for female entrepreneurs (Van Uxem
en Bais, 1996). This can be related to the situation where their busi-
ness is not the only means of earning a living. Most female entrepre-
neurs have an earning partner.

15
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2.7 Entrepreneurial characteristics
Men and women have different values. This is concluded in a study
by Sexton and Bowman-Upton (1990) about the extent to which men
and women possess certain entrepreneurial characteristics like perse-
verance, autonomy, propensity to take risks and readiness to change.
Although the differences with respect to entrepreneurial characteris-
tics are rather small, it is reported that men put a higher value on per-
severance and risk and a lower value on autonomy and change than
women do. Moreover, women rate their own entrepreneurial charac-
teristics lower than men (Van Uxem and Bais, 1996). This is the case
especially with regard to taking risk, industry knowledge and tech-
nological knowledge. The lack of confidence of female entrepreneurs
in their own entrepreneurial capabilities may be attributed to a rela-
tively negative self-perception. Social and cultural factors play an
important role in maintaining this negative self-image of women, like
the subordinate role of women in large parts of the world and inter-
nalised gender specific images and values (Hofstede, 1991).

16
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3 Hypotheses

Hypotheses can be formulated relating differences between male and
female entrepreneurs to the amount and composition of financial
capital. The manner in which these hypotheses are formulated is dis-
played in Figure 3.1. Hypotheses of type H (IV) refer to the impact of
the intermediary variables in terms of differences between male and
female entrepreneurs on financial capital. Hypotheses of type H (GI)
refer to the relation between gender and the intermediary variables.
Hypotheses of type H (GI) and H (IV) together make up the indirect
effect of gender on financial capital, while hypotheses of type H (GD)
reflect the direct effect of gender on financial capital.

Hypotheses have been formulated regarding the effect of gender on
the total amount of financial capital, the proportion of equity, which
in this paper refers to internal equity, and the proportion of bank
loans. One has to bear in mind that internal equity and bank loans
do not necessarily add up to the total amount of financial capital.
This means that equity and bank loans are not entirely complemen-
tary and there is another effect of gender on the residual category of
financial capital, which includes for instance F-capital. 

Figure 3.1 Direct and indirect impact of gender on business finance and
hypotheses

The hypotheses formulated below are coded using abbreviations.
These abbreviations are clarified in Table 3.1.
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Table 3.1 Abbreviations used

Part-time entrepreneurship and financial capital

Female entrepreneurs are more likely to work on a part-time basis
than male entrepreneurs. Women often try to combine work- and
household responsibilities. Part-time entrepreneurship usually goes
together with a smaller business involving relatively few investments
and requiring a small amount of financial capital. Part-timers are sup-
posed to bring in a high proportion of equity, because they are able
to, having resources out of their other activities, and they are willing
to, having their risks spread among various activities. Additionally,
banks may have a limited inclination to support part-timers. Part-time
entrepreneurship can have a signalling effect. By working part-time,
the entrepreneur gives a signal that the business is not important or
successful enough to merit all the entrepreneurs resources. This
means that outside parties, like banks, can be expected to be more
cautious when deciding whether or not to invest in the venture. This
leads to the following hypotheses:
H (GI=PT) Female entrepreneurs work on a part-time basis

more often than their male counterparts
H (IV=PT, A) Part-time entrepreneurship leads to a smaller

amount of financial capital
H (IV=PT, E) Part-time entrepreneurship leads to a higher propor-

tion of equity in the total amount of financial capi-
tal

H (IV=PT, B) Part-time entrepreneurship leads to a smaller pro-
portion of bank loans in the total amount of finan-
cial capital
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Abbreviation Description

IV Intermediary variables
PT Part-time entrepreneurship
S Services
FM Financial management experience
RA Risk attitude
N Networking

GI Indirect effect of gender

GD Direct effect of gender

A Amount of financial capital
E Proportion of equity
B Proportion of bank loans
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Sector and financial capital

Female entrepreneurs are more likely to work in the service sector.
This sector is characterised by relatively small initial investments
requiring a small amount of financial capital. The service sector is
generally associated with low investments in tangible assets, like
machines and buildings and high investments in intangibles, like
human capital and customer relations. In case of bankruptcy, the for-
mer have a high value in second hand markets, the latter a low value,
if any. Investment in the service sector is less attractive for banks.
Therefore the service sector is associated with a low proportion of
debt (bank loans). We have no a priori hypothesis about the influ-
ence of the service sector on the proportion of equity in the total
amount of financial capital. The following hypotheses are formulat-
ed:
H (GI=S) Female entrepreneurs work in the service sector more

often than their male counterparts
H (IV=S, A) Entrepreneurial activities in the service sector require

a smaller amount of financial capital
H (IV=S, E) No a priori hypothesis
H (IV=S, B) Entrepreneurial activities in the service sector lead to

a smaller proportion of bank loans in the total
amount of financial capital.

Financial management experience and financial capital

Female entrepreneurs are more likely to have less experience with
financial management than male entrepreneurs because women usu-
ally have less opportunity to accumulate management experience
due to the vertical segregation of the labour market. Prospective
entrepreneurs with little experience of financial management maybe
assumed to be unaware of the way in which they can acquire finan-
cial capital and of whom they can contact for help and advice.
Entrepreneurs with financial management experience are assumed to
be able to use their earlier experience to convince credit managers of
banks to invest in their venture. This might also be valid when
attempting to convince business angels and venture capitalists.
Moreover, tax shields can be an incentive to use bank loans for
financing the business. Entrepreneurs with financial experience may
be better informed about such tax incentives. Financial management
experience may also involve knowledge about the importance of free
cash flows for entrepreneurs. Constraints on financial resources may
hinder a flexible response on market fluctuations. Interest payments
on bank loans corrode free cash flows. In that case entrepreneurs will
be inclined to use personal resources for financing their business.
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Finally, financial management might be associated with a sufficient
amount of personal savings based upon success in earlier jobs and
investments. The following hypotheses are formulated1:
H (GI=FM) Female entrepreneurs have less experience with

financial management than their male counterparts
H (IV=FM, A) Experience with financial management leads to a

higher amount of financial capital
H (IV=FM, E) Experience with financial management leads to a

higher proportion of equity in the total amount of
financial capital

H (IV=FM, B) Experience with financial management leads to a
higher proportion of bank loans in the total amount
of financial capital

Risk attitude and financial capital

Women are assumed to be more risk avers than men and risk aver-
sion implies a reliance on equity instead of bank loans. This is con-
firmed by Kotey and Meredith who state that risk aversion of entre-
preneurs leads to dependency on personal equity as a source of
finance (Kotey and Meredith, 1997) and Carland who claims that a
higher risk taking propensity and a better understanding of the risks
inherent in investments leads to the use of more debt finance
(Carland et al., 1989). Debt financing increases the financial risk of
the firm because interest payments on debt are to be paid when due,
irrespective of the firms’ profitability or liquidity levels. Moreover,
debt financing involves the risks of fluctuating interest rates, redemp-
tion and liability. The following hypotheses can be derived:
H (GI=RA) Female entrepreneurs have a lower propensity to take

risks than their male counterparts
H (IV=RA, A) The propensity to take risks leads to a higher amount

of financial capital
H (IV=RA, E) The propensity to take risks leads to a smaller pro-

portion of equity in the total amount of financial cap-
ital

H (IV=RA, B) The propensity to take risks leads to a higher propor-
tion of bank loans in the total amount of financial
capital
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1 One has to bear in mind that in this paper a distinction is made between internal equity
(equity provided for by the entrepreneur) and bank loans. This leaves a residual category of
capital, including mainly F-capital. Equity and bank loans are not entirely complementary. The
implication of hypotheses H (IV=FM, E) and H(IV=FM, B) is that experience with financial
management may lead to a lower proportion of F-capital. In case of the impact of financial
management experience on the use of F-capital it can be said that financial experience is
associated with a touch of professionalism, making the use of F-capital less likely. 
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Networking and financial capital

Having contact with other entrepreneurs can lead to the exchange of
useful information. Female entrepreneurs spend less time networking
than their male counterparts, which may deprive them of important
information concerning the acquisition of finance. Networking activ-
ities are assumed to improve the entrepreneur’s view on his or her
goals and future activities and hence his or her capital requirements.
Networking activities are assumed to lower barriers when acquiring
bank loans. The following hypotheses are formulated:
H (GI=N) Female entrepreneurs more often spend less time net-

working than their male counterparts
H (IV=N, A) Networking leads to a higher amount of financial cap-

ital
H (IV=N, E) No a priori hypothesis
H (IV=N, B) Networking leads to a higher proportion of bank

loans in the total amount of financial capital

Size and financial capital

Enterprises of female entrepreneurs generally are smaller than those
of male entrepreneurs. A smaller amount of financial start-up capital
is assumed to make equity financing more likely compared to debt
financing. An analysis of the financial structure of small businesses
indicates that the bulk of their funds are personal savings of the
owner-manager and retained profits from business operations (Kotey,
1999). This corresponds with the views of Weston and Brigham who
state that small firms tend to start out using only owners’ resources
(Weston and Brigham, 1981). Several reasons can be brought forward
for the reliance of owners of small businesses on personal resources
for the financing of their business. First, the availability of equity is
not likely to vary considerably between entrepreneurs. Generally, as
the scale of the business increases, the amount of personal resources
will not suffice and the use of bank loans and other types of external
finance will have to be taken into consideration. Thus, equity
decreases with size, because banks require some sort of buffer capi-
tal and this buffer decreases proportionally as size increases. Second,
autonomy is an important motive for starting up a business (Van
Uxem and Bais, 1996). Entrepreneurs are reluctant to loose control of
the business in an early stage by pursuing a bank loan. However, as
the business starts to grow the need for debt capital will increase,
eventually leading to the acquisition of external capital and a loss of
control. A third reason is related to Myers’ Pecking Order Theory.
According to this theory the financing of projects is undertaken first
by using internal resources, then debt and finally external equity
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(stock market). The Restricted Pecking Order Theory by Holmes and
Kent can be applied to small businesses assuming that small busi-
nesses are rarely in a position to issue shares to acquire external cap-
ital. In case of start-ups there is no basis for a stock market quotation.
It has also been noted that entrepreneurs starting a business set great
value on being in control of their business, thereby partly minimising
their need of external financial capital (debt as well as equity).
Moreover, internal resources, in the shape of retained earnings, play
an important role in the Pecking Order Theory. However, these funds
are by definition not available for starting firms. Accordingly, starting
entrepreneurs will have to finance their business with other internal
resources: personal resources, i.e. internal equity. Finally, there is a
supply side reason for the capital structure of small firms. Banks are
reluctant to lend to starting small businesses, because they do not
possess audited financial statements, they do not have many business
assets that can be easily evaluated or used as collateral and have lit-
tle repayment history or records of profitability (Berger and Udell,
1998). Moreover, the fixed cost element of transactions puts small
businesses at a disadvantage in raising external finance (Chittenden,
Hall and Hutchinson, 1996). The impact of the leverage effect on
small businesses is not clear and no evidence has been found in the
literature. The following hypotheses are formulated:
H (GI=A) Female entrepreneurs generally have smaller busi-

nesses than their male counterparts
H (IV=A, E) A small amount of financial capital leads to a higher

proportion of equity in the total amount of financial
capital

H (IV=A, B) A small amount of financial capital leads to a smaller
proportion of bank loans in the total amount of finan-
cial capital

Direct effect

The direct effect of gender on financial capital cannot be explained
using intermediary variables. However it can be interpreted in the fol-
lowing way. Female entrepreneurs may have less confidence in their
entrepreneurial capabilities than male entrepreneurs, leading to the
start-up of smaller enterprises. Moreover, it is possible that female
entrepreneurs have other ambitions than male entrepreneurs or set
more value on ‘quality’ instead of ‘quantity’. A possible supply side
reason for the smaller firms of women is the conservative attitude of
male businessmen and entrepreneurs or, more important, that of
bankers.
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Female entrepreneurs may have less personal financial resources than
male entrepreneurs. For instance this is due to discontinuity of past
labour relations, leading to a smaller proportion of equity within the
total amount of financial capital. Finally, female entrepreneurs may
experience difficulties acquiring bank loans for instance due to dis-
crimination based on images of women not being adequately
equipped for entrepreneurship. The remaining hypotheses are:
H (GD, A) Gender has a negative direct impact on the amount of

financial capital
H (GD, E) Gender has a negative direct impact on the proportion

of equity within the total amount of financial capital
H (GD, B) Gender has a negative direct impact on the proportion

of bank loans within the total amount of financial
capital
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4 Empirical analyses

4.1 Data source
To investigate the impact of gender on financial capital and test the
hypotheses dealt with in the previous chapter, use is made of a panel
of 2000 Dutch start-ups. Approximately 1500 are male and 500 are
female. This is a reasonable representation of the average distribution
of female and male entrepreneurs in the Western world. The panel is
set-up and implemented by EIM Small Business Research and
Consultancy in Zoetermeer. The data consist of questions concerning
the process of starting-up, the period prior to the start-up phase and
the shape of the prospective business. The focus is on the back-
ground of the entrepreneur (education and experience), the motives
for starting up a firm, financial data and investments, management
bottlenecks and expectations. The panel is set up in the year 1994.
For the present analyses the results are used of the first question-
naires sent out in 1994.

4.2 Description of variables
From the data source described in the previous paragraph, the fol-
lowing variables are selected for the empirical analyses. The descrip-
tion and measurement of the variables is presented in Table 4.1. The
dependent variables are the amount of start-up capital, the proportion
of equity and the proportion of bank loans in the total amount of
start-up capital. The amount of financial capital is a dependent vari-
able and also an explanatory variable when explaining the composi-
tion of financial capital.

The correlation between the explanatory variables is presented in
Table 4.2, as a test of multicollinear distortions. Generally, the corre-
lation coefficients are low. The highest absolute value of the Pearson
correlation coefficients of Table 4.2 is that of the start-up capital and
part-time entrepreneurship, being 0.20. One may conclude that,
although most values are significantly differing from zero, this is not
relevant considering their small values. Furthermore, experiments
omitting variables in a pseudo stepwise fashion did not reveal any
suspicion of multicollinear distortions.
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Table 4.1 Description of variables

* The following amounts in thousands of Dutch guilders have been selected: (1) 5, (2) 17.5, (3) 37.5, (4) 75,
(5) 175, (6) 375 and (7) 500.

** Classes 1 to 12 refer to the following percentages: (1) 0%, (2) 1 - 10%, (3) 11 - 20% …… (11) 91 - 100%
and (12) 100%.

*** In the present empirical analyses part-time entrepreneurship is defined by performing other activities besides
running a business. This is in contradistinction to many other studies where usually someone is considered
to be a part-time entrepreneur when working less than 40 hours per week. This is a time-based definition.
As a rule, entrepreneurs who engage in other activities besides entrepreneurship work less than 40 hours a
week. However, exceptions have to be taken into account.
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Description Variable name Measurement Average Std. deviation

1 Amount of Start-up capital (A) Observations are given 48.51 93.36
start-up 
capital one out of 7 different  

amounts in thousands of   
Dutch guilders *

2 Proportion of Proportion equity (E) Observations are ordered 8.40 4.38
equity in total according to classes 
amount of 1 to 12**
start-up capital

3 Proportion of Proportion bank loans (B) Observations are ordered 3.62 3.68
bank loans in according to classes 
total amount of 1 to 12**
start-up capital

4 Whether the Services (S) Dummy variable: services  Percentage 
entrepreneur = 1and elsewhere = 0 (dummy 
works in the variable
service sector or = 1) = 25
in non-services 

5 The extent to Risk attitude (RA) Observations are ordered 3.81 0.79
which an entre- according to classes 1 
preneur is willing (very weak) to 5 (very strong) 
to take risks

6 Whether the Part-time (PT)*** Dummy variable: part-time Percentage 
entrepreneur is = 1 and full-time = 0 (dummy 
engaged in other variable
activities besides = 1) = 50
the own business

7 The extent to Networking (N) Observations are ordered 1.57 0.71
which an entre- according to classes 1 
preneur has (never), 2 (sometimes) and 
contact with other 3 (regularly)
entrepreneurs

8 The extent to Financial management (FM) Observations are ordered 2.06 0.98
which an entrepre- according to classes 1 
neur had previous (no experience) to 4 
experience with (much experience)
financial mana-
gement

9 Whether the entre Gender Dummy variable: Percentage 
preneur is male or female = 1 and male = 0 (dummy variable
female = 1) = 27
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4.3 Analyses
The hypotheses formulated in the previous section are tested using
multiple regression analyses to determine the direct and indirect
impact of gender on the amount and composition of start-up capital.
Single bilateral correlation is used to test whether there is a connec-
tion between gender and the other explanatory variables of start-up
capital. 

In Table 4.3 the correlation between gender and the intermediary
variables is presented. All hypotheses of type H (GI) are supported at
a 5% level of significance. The following profile can be constructed
of the female entrepreneur in comparison with the male entrepre-
neur: female entrepreneurs are more likely to work part-time, more
likely to work in the service sector, they are more averse to risk, have
less experience with financial management, spend less time on net-
working and start smaller businesses.

Table 4.3 Correlation between gender and the intermediary variables
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Table 4.2 Pearson correlation between explanatory variables 

* Correlation is significant at the 0.05 level (2-tailed).
** Correlation is significant at the 0.01 level (2-tailed).

start-up risk financial
capital services attitude part-time networking management gender

start-up capital 1.00 -0.12** 0.08** -0.20** 0.09** 0.16** -0.13**

services -0.12** 1.00 -0.03 0.07** -0.07** -0.11** 0.14**

risk attitude 0.08** -0.03 1.00 -0.06* 0.06* 0.15** -0.09**

part-time -0.20** 0.07** -0.06* 1.00 0.01 -0.03 0.08**

networking 0.09** -0.07** 0.06* 0.01 1.00 0.13** -0.10**

financial

management -0.16** -0.11** 0.15** -0.03 0.13** 1.00 -0.15**

gender -0.13** 0.14** -0.09** 0.08** -0.10** -0.15** 1.00

Intermediary variables Direction of correlation Hypothesis

Services positive H (GI=S)

Risk attitude negative H (GI=RA)

Part-time positive H (GI=PT)

Networking negative H (GI=N)

Financial management negative H (GI=FM)

Start-up capital negative H (GI=A)
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Regression analysis is used to determine the direct and indirect
impact of gender on the total amount of start-up capital and the pro-
portion of equity and bank loans in the total amount of start-up cap-
ital. The results are presented in Tables 4.4, 4.5 and 4.6, respectively.
A distinction is made between taking into account all explanatory
variables, the intermediary variables (the female profile) or just the
gender dummy variable. β’s refer to the coefficients of the explanato-
ry variables. The number of observations is smaller in case the inter-
mediary variables are taken into account because they are not always
available. 

From the intermediary variables column in Table 4.4 we conclude
that the amount of start-up capital is lower if firms are operating in
the service sector, if entrepreneurs are risk averse, if they operate on
a part-time basis, if they do not indulge in networking and if they
have no earlier experience with financial management. All these
effects are significant at the 5% level. Hence, this implies that all
hypotheses are supported. From the gender column we conclude that
women start their business with a smaller amount of start-up capital
than men. From the all variables column we conclude that in a joint
analysis the intermediary variables effect and the gender effect
remain present. This implies that a negative effect of gender on the
amount of start-up capital can be separated in a direct and indirect
effect. The direct effect can be found in the all variables column,
whereas the indirect effect can be inferred from the results of the cor-
relation between gender and the intermediary variables (Table 4.3)
and the effect of the intermediary variables on amount of start-up
capital. The indirect effect can also be associated with the difference
between the b’s of the total and the direct effect of gender on the
amount of start-up capital. The indirect effect can be explained using
the intermediary variables, i.e. the female profile. The direct effect
cannot be explained by the female profile. The following interpreta-
tion can be given. Female entrepreneurs may have a lack of confi-
dence in their entrepreneurial capabilities compared to male entre-
preneurs. Moreover, women may have less equity than men or they
fear that they will meet with discrimination when they apply for a
bank loan. Below, the composition of the start-up capital will be dis-
cussed.
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The regression results of the analysis on the proportion of equity are
presented in Table 4.5. From the intermediary variables column we
conclude that the proportion of equity in the total amount of start-up
capital is higher if entrepreneurs are risk averse, if they work on a
part-time basis, if they have contact with other entrepreneurs and if
they have a smaller amount of start-up capital. The only effect not
significant at the 5% level is that of networking for which no a priori
hypothesis was formulated. No a priori hypothesis has been formu-
lated with respect to the effect of services on the proportion of equi-
ty and no significant effect has been found in the analysis. From the
gender column we conclude that gender has no significant effect on
the proportion of equity. From the all variables column it can be con-
cluded that in a joint analysis the intermediary effects remain present
and a gender effect appears. The total effect of gender on the pro-
portion of equity, which is not significant, can be separated in a direct
and indirect effect. The direct effect can be found in the all variables
column, whereas the indirect effect can be inferred from the results
of the correlation between gender and the intermediary variables
(Table 4.3) and the effect of the intermediary variables on the pro-
portion of equity. The indirect effect can also be associated with the
difference between the β’s of the total and the direct effect of gender
on the proportion of equity. Neglecting the intermediary variables
one is inclined to conclude that gender has no influence on the pro-
portion of equity. However, when the female profile is taken into
account, it can be concluded that female entrepreneurs are less able
to acquire equity than their male counterparts. The gender effect that
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Table 4.4 β- and t-values in a linear regression analysis on the total amount of start-up capital

Intermediary
All variables variables Gender Hypothesis

β-value t-value β-value t-value β-value t-value

Services -16.77 -3.32 -18.76 -3.73 0 0 H (IV=S, A)

Risk attitude 4.67 1.67 5.34 1.91 0 0 H (IV=RA, A)

Part-time -36.54 -8.41 -37.56 -8.64 0 0 H (IV=PT, A)

Networking 9.47 3.09 10.11 3.29 0 0 H (IV=N, A)

Financial management 11.84 5.20 12.71 5.60 0 0 H (IV=FM, A)

Gender -16.84 -3.34 0 0 -27.11 -5.69 H (GD, A)

R2 0.09 0.085 0.017

N 1757 1757 1913
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female entrepreneurs have a smaller proportion of equity may be
caused by relatively little personal resources as a means of financing
the business.

The regression results of the analysis on the proportion of bank loans
are presented in Table 4.6. From the intermediary variables column
we conclude that the proportion of bank loans in the total amount of
start-up capital is lower if entrepreneurs are risk averse, if they work
on a part-time basis, if they do not engage in networking activities, if
they have experience with financial management and if they have a
small amount of start-up capital. Apart from the effect of financial
management and networking all effects are significant at the 5%
level: hypotheses H (IV=FM, B) and H (IV=N, B) are not support-
ed. Moreover, hypothesis H (IV=S, B) has not been supported in the
analysis: no significant effect of the service sector on the proportion
of bank loans has been found. As with the proportion of equity, on
average, gender has no impact on the proportion of bank loans. This
can be read from the gender column. From the all variables column
we conclude that in a joint analysis the intermediary variables effect
remains present and a small gender effect, significant at the 10%
level, appears. This implies that the total effect of gender, which is
insignificant, can be divided in a direct and indirect effect. The direct
effect can be found in the all variables column, whereas the indirect
effect can be inferred from the results of the correlation between gen-
der and the intermediary variables (Table 4.3) and the effect of the
intermediary variables on the proportion of bank loans. The indirect
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Table 4.5 β- and t-values in a linear regression analysis on the proportion of equity in the total
amount of start-up capital 

Intermediary
All variables variables Gender Hypothesis

β-value t-value β-value t-value β-value t-value

Services -0.11 -0.45 -0.17 -0.69 0 0 H (IV=S, E)

Risk attitude -0.57 -4.27 -0.55 -4.12 0 0 H (IV=RA, E)

Part-time 1.36 6.47 6.47 6.37 0 0 H (IV=PT, E)

Networking 0.01 0.69 0.12 0.80 0 0 H (IV=N, E)

Financial management 0.37 3.40 0.40 3.67 0 0 H (IV=FM, E)

Start-up capital -0.01 -9.69 -0.01 -9.52 0 0 H (IV=A, E)

Gender -0.57 -2.36 0 0 -0.05 -0.23 H (GD, E)

R2 0.108 0.105 0.000

N 1627 1627 1760
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effect can also be associated with the difference between the β’s of
the total and the direct effect of gender on the proportion of bank
loans. Neglecting the intermediary variables one is inclined to con-
clude that gender has no influence on the proportion of bank loans.
However, when the female profile is taken into account, it can be con-
cluded that female entrepreneurs have a higher proportion of bank
loans in the total amount of start-up capital. This can be interpreted
in the following way. Female entrepreneurs may be more successful
in convincing credit managers of banks of their ideas and capabilities
than male entrepreneurs. Here one has to bear in mind that the data
do not allow for women entrepreneurs who did not succeed in
acquiring bank loans or for the ‘price’ of bank loans to be included
in the analysis. 

The distinction between a direct and indirect effect appears to be vital
for understanding the impact of gender on the composition of the
start-up capital. In the case of the total amount of start-up capital,
leaving out the separation between direct and indirect does not lead
to incorrect conclusions about the impact of gender. However, it does
cover up the reasons why female entrepreneurs use less start-up cap-
ital than male entrepreneurs. 
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Table 4.6 β- and t-values in a linear regression analysis on the proportion of bank loans in the
total amount of start-up capital 

Intermediary
All variables variables Gender Hypothesis

β-value t-value β-value t-value β-value t-value

Services -0.27 -1.14 -0.24 -0.10 0 0 H (IV=S, B)

Risk attitude 0.70 5.29 0.67 5.12 0 0 H (IV=RA, B)

Part-time -1.09 -5.20 -1.07 -5.14 0 0 H (IV=PT, B)

Networking 0.02 0.11 0.01 0.07 0 0 H (IV=N, B)

Financial management  -0.15 -1.36 -0.16 -1.51 0 0 H (IV=FM, B)

Start-up capital 0.01 7.39 0.01 7.27 0 0 H (IV=A, B)

Gender 0.43 1.79 0 0 -0.20 -0.85 H (GD, B)

R2 0.121 0.12 0.001

N 1169 1169 1269
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5 Summary and conclusions

The focus of this study is on the differences between female and male
entrepreneurs with respect to the amount and composition of finan-
cial capital. Using a panel of 2000 Dutch start-ups (1994) we find that
female entrepreneurs have a smaller amount of start-up capital than
their male counterparts, but that they do not significantly differ with
respect to the composition of financial capital. On average the pro-
portion of equity and the proportion of bank loans in the businesses
of female and male entrepreneurs is the same. This does however not
imply that gender has no impact on the composition of financial cap-
ital. When investigating the impact of gender on the size and com-
position of the start-up capital a distinction is made between an indi-
rect and direct effect. The indirect effect is represented by the way
women differ from men in terms of type of business and manage-
ment and experience. The profile of female entrepreneurs differs from
that of male entrepreneurs: female entrepreneurs are more likely to
work part-time, more likely to work in the service sector, they are
more averse to risk, have less financial management experience and
spend less time networking. The direct effect cannot be attributed to
these differences and is called a gender effect. When corrected for the
indirect effect, i.e. the female profile, the direct effect tells us that
female entrepreneurs have a smaller amount of start-up capital, a
smaller proportion of equity and a higher proportion of bank loans.
This direct effect can be interpreted as follows. The smaller amount
of financial capital of female entrepreneurs may be attributed to a
lack of confidence in their own entrepreneurial capabilities, which
discourages female entrepreneurs to start with a large amount of
financial capital. Moreover, female entrepreneurs may have different
ambitions and objectives than male entrepreneurs. For instance,
female entrepreneurs are more likely to attach value to ‘quality’
instead of ‘quantity’ aspects of life. Female entrepreneurs may have
more problems acquiring financial capital, i.e. equity and debt capi-
tal. The smaller proportion of equity may be attributed to female
entrepreneurs having less personal resources they can use to finance
their business with. For instance this may be due to discontinuity of
past labour relations. Contrary to what is generally assumed, our
investigation suggests that women are able to acquire a larger pro-
portion of bank loans. Here one has to bear in mind that the data do
not allow for women entrepreneurs who did not succeed in acquiring
a bank loan or for the ‘price’ of bank loans to be included in the
analysis.
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It can be concluded that when separating the total impact in a direct
and indirect component gender has impact on the amount as well as
the composition of financial capital. Consequently, merely focusing
on the total impact of gender on financial capital can lead to mis-
leading conclusions. The impact of gender on the amount of capital
is likely to be overestimated because part of the negative total effect
can be attributed to the female profile. When controlled for the
female profile a smaller negative (direct) effect remains. In case of the
proportion of equity and bank loans, when not controlled for the
female profile there is no significant effect of gender on the composi-
tion of capital. However, when properly controlled for the effect of
gender on equity is negative, whereas the effect on bank loans is pos-
itive.

Research on the impact of gender should is not be confined solely to
financial capital. Differences between male and female entrepreneurs
can also express themselves through other aspects of entrepreneur-
ship like the use and composition of labour, the use of knowledge
related factors (input factors) and growth rates and survival rates of
the firm (output factors). When taking into account output factors, it
can be expected that female entrepreneurs use their smaller amount
of capital more effectively, i.e. they use less capital for given output
levels. Thus, female entrepreneurs have a smaller amount of financial
capital when compared to male entrepreneurs and this may imply
that they make more efficient use of their relatively scarce resources.
Extending the analysis of the impact of gender to other input factors
than financial capital, and taking into account output factors as well
will result in a better understanding of differences in the way male
and female entrepreneurs operate. Moreover, expansion of the num-
ber of intermediary variables in the analysis will create better insight
in the gender-based differences and the specific nature of female
entrepreneurship.
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