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BOOTSTRAPPING: STARTING A BUSINESS ON A BUDGET 
 

SHABANA A. MEMON. 

ASST. PROFESSOR 

BHARATI VIDYAPEETH DEEMED UNIVERSITY INSTITUTE OF MANAGEMENT 

KOLHAPUR 

 

ABSTRACT 
Policy-makers and researchers increasingly recognize that small businesses are a vital element in economic development and job creation. Their innovation 

activities, distinct from those of large firms, are essential for economic growth; but small businesses face major difficulties in obtaining long-term external 

financing. Most of the literature on financing small firms emphasizes debt and equity funding from traditional sources of finance as the most important sources of 

funds for growth. Small firms lack tangible assets, especially at the early stages of their life cycle that could be used as collateral and their products also have 

little or no reputation, subject to non-marketability. The external financing market, if available, is a relatively expensive way to fulfill entrepreneurs’ needs for 

resources. The question arises: “How can a small business obtain financing outside of traditional institutional sources”? The answer lies in bootstrap financing. 

Bootstrap financing refers to a range of highly creative ways of acquiring resources without borrowing money or raising equity from traditional sources. 

Bootstrapping is one of most effective and inexpensive ways to ensure a business' positive cash flow. Bootstrapping means less money has to be borrowed and 

interest costs are reduced. Bootstrap financing really begins and ends with the entrepreneur’s attention to careful management of his financial resources.  As one 

continues to pursue his dreams of small business success, he should be sure to conduct thorough review as one should not make plans to build a house of cards 

upon a mountain of debt! Instead, build a successful small business upon a sure and firm foundation. In doing so, he will soon discover that bootstrapping is truly 

the doorway to long-term business success!  An attempt is made in this paper to highlight the concept of bootstrapping, the ways of bootstrapping and its 

advantages and disadvantages. 

 

KEYWORDS 
bootstrapping, shoestring budgets. 

 

INTRODUCTION 

he primary goals of starting a business is to make money. However, it takes an undeniable amount of capital in order to properly launch and sustain a 

business. This amount of money for a given venture has to do with the unique goals and needs of the entrepreneur. It is crucial for a new business to 

develop resources and additional means to obtain further capital because without proper financing, a new enterprise may find it extremely difficult to 

compete with an already established competition. In addition, the lack of funding may also lead to a company closing or even worse, bankruptcy. It is important 

to consider the pros and cons of different financial sources that are available in order to make an effective educated decision to fund a startup. Don't raise the 

funds needed to start your company unless you absolutely must do so. And there are additional reasons to bootstrap rather than raise money now: 

• Fund Raising takes much more time than most entrepreneurs anticipate. The time dedicated to raising money could be more effectively used to develop 

and commercialize your first product. Generate revenues (and profits) early-by bootstrapping the company. 

• Raising money too early, before meeting substantial milestones for success, decreases the valuation at which money can be raised thereby increasing the 

percentage of ownership new investors will require to complete the transaction. Bootstrap the company-keep 100 percent ownership. 

Success in entrepreneurship is not necessarily a contest of having the fattest wallets. Rather, it is an exercise of smart financial management, careful strategic 

planning, and yes, lots of luck. Bootstrapping enables entrepreneurs to operate their startup companies with minimal infusions of cash from others. 

Bootstrapping, getting a lot done on very little cash, is a common practice for early stage companies. For most start-ups, bootstrapping is an essential first stage 

because it: 

• Demonstrates the entrepreneur's commitment and determination. 

• Keeps the company focused. 

• Allows the business concept to mature more into a product or service. 

• Gives the concept a chance to be vetted by the market. 

• Allows some milestones to be achieved. 

 

REVIEW OF LITERATURE 
Carter et al. (2003) conducted the first systematic study of women business owners, and their equity financing strategies include bootstrap financing as an 

option. Their study examines the influence of human, social and financial capital of women entrepreneurs seeking equity funding. It discusses access to funding 

sources, bootstrapping techniques, and the development of financial strategies in the early stage of women owned businesses. 

Lahm and Little (2005) conclude that academic textbooks used in college and university entrepreneurship courses devote just a few paragraphs or pages to the 

subject of bootstrapping and as a result, potential small business owners are not prepared for the realities that they will face as nascent entrepreneurs. 

Ebben and Johnson (2006) construct a study based on the Winborg and Landström (2001) clusters. Sampling 146 firms in the Midwestern US. They link bootstrap 

financing to organizational theory and firm development. 

Brush et al. (2006) expand on the study of Carter et al. (2003) by examining how women entrepreneurs use bootstrap financing across different stages of 

venture development, in a sample of 88 women-led high growth, high-technology US start-ups. 

Willoughby (2008) includes revenue and other non-traditional sources of funds under the umbrella of “unorthodox” bootstrap financing. Based on a sample of 

93 bioscience technology firms from New York State and 91 bioscience firms from Utah, Willougby concludes that unorthodox bootstrap financing is the 

dominant method of financing in that industry. 

Neeley and Van Auken (2009) analyze how three characteristics of the business owner may influence financing: education level, age and gender. Their 

questionnaire is based on the Winborg and Landström study (2001) and includes responses from 247 firms from Illinois. 

Ebben (2009) links small firm bootstrapping methods to the firms’ financial conditions. His survey of 186 manufacturing firms in the US is based on 25 techniques 

identified by Winborg and Landström (2001). The financial condition of the firm is measured by liquidity, financial leverage and profitablity. The data for the 

firms’ financial condition were obtained from the Kauffman database. 

Winborg (2009) identifies seven motives for seeking bootstap financing: cost reduction, managing without long-term external finance, lack of capital, risk 

reduction, gaining freedom of action, saving time, and enjoyment in helping others. Based on a sample of 91 Swedish business founders, Winborg examines the 

relative importance of the different motives in using financial bootstrapping in new businesses. 

Smith (2009) sheds light on how technology-based start-ups fund innovation through studying the biographies of three well-known UK-based entrepreneurs. The 

case studies confirm the importance of personal networks in bootstrap financing innovation. 

Lam (2010) conducts a longitudinal, multi-stage fieldwork study in Hong Kong and Shanghai to 

T
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Understand bootstrap financing from an enactment perspective. The paper highlights the active role entrepreneurs take in managing both the demand for and 

the supply of entrepreneurial finance to narrow the dynamic funding gap. 

Bosse and Arnold (2010) use the real options framework to forecast small firms’ bootstrapping behavior with respect to trade discount based on a sample of 606 

small firms in the US. The findings suggest that the greater the cash flow generated by taking the discount for early payment, the more entrepreneurs are likely 

to take advantage of it. The length of time until the trade credit must be paid in full has the opposite effect on the use of early payment discount. 

Jones and Jayawarna (2010) examine how social networks help new ventures acquire resources through bootstrap financing. They explore how these resources 

influence business performance as measured in sales growth and turnover at their early operating stages. The study distinguishes three kinds of social ties —

strong, weak, and brokerage — and how they affect three different types of bootstrapping finance: payment related, owner-related, and joint utilization. The 

results are based on a longitudinal study of 211 entrepreneurs in the UK. 

Neely and Van Auken (2010) conduct an empirical study of 32 female-owned firms and 215 male-owned firms from Illinois to examine how female- and Male-

owned small businesses differ in their use of bootstrap financing. The questionnaire is based on work by Winborg and Landström (2001), Van Auken (2005) and 

Van Neely and Van Auken (2009). 

 Studies to date are modest in their findings, reflecting the exploratory and descriptive nature of their methodology. All the findings, however, indicate that 

financial bootstrapping is a regular and widely-used technique among small businesses. It is tool used primarily in the early stages of a company’s lifecycle and 

although it encompasses a wide variety of techniques, firms rely mainly on just a few methods.  

 

HOW TO BOOTSTRAP? 
With the current downturn the entrepreneurs are compelled to take what they can get and extract maximum mileage out of every rupee. In reality, it is difficult 

for a small first-time entrepreneur to go beyond the "friends and family" round of funding. True entrepreneurs maximize the tight funds with resourcefulness 

and innovation until they can approach banks and venture funds with a track record.  

These rules of bootstrapping are simple in theory, and not much difficult in practice.  

1. Use your own money 

Bootstrapping requires you to use your own money to start a business. This is not a bad thing because you are looking to start out small and keep costs to an 

absolute minimum. You should be very careful what you spend your money on. 

2. Keep costs to a minimum 

When starting a new business, it’s tempting to go out and rent a nice office, hire a secretary and have a professional marketing agency to plan and conduct your 

marketing, but you’ve got to remember that you cannot afford to do that because you are not at that stage yet. 

3. Do as much as you can by yourself 

This will most likely lead to long hours in the beginning, but it is a fundamental of bootstrapping. You don’t need to rent an office, hire marketing agencies, or 

employ a secretary in the beginning. Instead you can work from home by turning a spare room or even just a spare desk into your workspace. 

Use social media to get your business or product’s name out there. Put links to articles on social media platforms such as Twitter and Facebook. Respond to 

customer queries by personally answering calls and responding to your own emails. 

4. If your business fails, get out quickly and try something else 

The mantra is fail fast. Knowing when a business is failed is the hard part. Establish a target and a timeline as a cutoff, if  the target is met, business is viable, 

otherwise, it’s failed and time to move on to something else. 

5. Put cash flow ahead of profit 

In the beginning, you’ll need to take what money you earn from sales and invest most or all of it back into the business to grow it. This can be difficult, especially 

if you have no other income. You have to think of ways to use the money from early sales to increase sales and profit in the future. 

 

ADVANTAGES OF BOOTSTRAPPING 
1. You have all the control 

The great thing with bootstrapping is that you don’t have to compromise with business partners. You can organize and get things started quicker. You don’t have 

to sign a contract with business partners or investors at this stage. 

2. You keep all the profits 

What’s best about running a business by yourself and bootstrapping is that you don’t have to split the profit with anyone else. You also decide how much to take 

for yourself and how much to reinvest back into your business. It’s all yours. 

3. You’ll learn to become more versatile and resourceful 

You’ll find that you probably have to pick up new skills to run your new business. For example, if you start up an online business, you’ll need to learn some web 

design and management skills; you’d also benefit from learning some online marketing techniques to get your product out there in front of the Internet’s 

multitudes. Learning these skills reduces expenses and increases your overall skill set. 

 

BOOTSTRAPPING OPTIONS 
Some of the biggest companies we see today started from garages and kitchen tables on shoestring budgets. They got through their initial days by using 

practices known as "bootstrapping".  

Bootstrapping options available to entrepreneurs can be divided into four categories: 

1. Product development  

2. Business development  

3. Minimization of capital needed  and  

4. Meeting the need for capital.  

 

IMPORTANT BOOTSTRAPPING TECHNIQUES FOR PRODUCT DEVELOPMENT 
• Prepaid licenses, royalties or advances from customers.  

• Special deals on access to product hardware.  

• Customer-funded research and development  

• Free or subsidized access to general hardware  

• Turning a consultant project into a commercial product. 

  

IMPORTANT BOOTSTRAPPING TECHNIQUES FOR BUSINESS DEVELOPMENT 
• Foregone or delayed compensation  

• Reduced compensation  

• Personal savings  

• Working from home  

• Deals with professional service providers at below-competitive rates  

• Space at below-market or very low rent  



VOLUME NO. 2 (2012), ISSUE NO. 4 (APRIL) ISSN 2231-5756 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

113 

• Personal credit cards and home equity loans.  

 

IMPORTANT BOOTSTRAPPING TECHNIQUES TO MINIMIZE THE NEED FOR CAPITAL 
• Buy used equipment instead of new  

• Borrow equipment from other businesses for short-term projects  

• Use interest on overdue payments from customers  

• Hire personnel for shorter periods instead of employing permanently  

• Coordinate purchases with other businesses (mutual purchasing of goods)  

• Lease equipment instead of buying  

• Use routines to speed up invoicing  

• Cease business relations with customers who frequently pay late  

• Offer same conditions to all customers (that is, no expense on preferential treatment to some)  

• Obtain trade credit from suppliers  

• Deliberately choose customers who pay quickly  

• Share business premises with others  

• Employ relatives or friends at non-market salaries  

• Run the business completely from your home.  

 

IMPORTANT BOOTSTRAPPING TECHNIQUES TO MEET THE NEED FOR CAPITAL: 
• Withhold entrepreneur's salary payment for short or long period of time  

• Seek out best purchasing conditions with suppliers  

• Deliberately delay payment to suppliers  

• Use the entrepreneur's private credit card for business expenses  

• Obtain capital via the entrepreneur's assignments in other businesses  

• Obtain loans from relatives and friends  

• Barter underused products or services with other firms  

• Franchise or license the product or business idea to others for a royalty fee.  

 

ENTREPRENEURS ON A TIGHT BUDGET CAN COME OUT  WINNERS 
Entrepreneurs always have been bootstrapping startup ventures. It is a time-proven method for extending the funds available to start a company until the cash 

generated from earnings is available to fund the growth of the business. 

Here are ten ways entrepreneurs on a tight budget can still come out a winner: 

1. Set realistic goals. The first step every start-up entrepreneur must do is to determine the right scope and size of your business. Many entrepreneurs simply 

jump into the idea of starting a business, without understanding what the business really entails - financial requirements, management know-how and 

technological skills, human resource requirements. They eventually fall short of what they can really do. Review the business you have in mind and determine if 

it is within a range that's both attainable and desirable. 

2. Plan your costs properly. A lot of entrepreneurs start a business without the faintest idea of what the costs will be. They either overestimate the cost or 

worse, underestimate the financial requirements needed to properly capitalize the business. 

3. Smart financing for your business. Financing a small business is not a lock-stock-and-barrel proposition. For many entrepreneurs, there is no single source to 

finance their entire operation. The money provided by one source (e.g. your mom) may be enough to buy your raw materials, but you still need money for your 

working capital The ideal financing source is one that provides the longest payback period, carry the lowest interest rates, require little or no collateral and 

demand no personal liability. The next best thing is to choose what makes the best sense for you and your business, given your priorities. 

4. Put your money where it will bear fruit. Shoestring entrepreneurs have one common characteristic: they lack money and often struggle to raise capital for 

their businesses. Capital of a start-up venture goes to either of these investments: "fixed assets" (furniture, fixtures, and equipment), or "working assets" 

(inventory and working capital). Despite the lack of capital, many small business owners put most of their money to buying fancy equipment and chic office 

space - costs that a struggling start-up can do without. This is a common error in business decision-making. Successful business owners put as much money as 

possible into the working assets - which bears cash and sales - and as little as possible into fixed assets. 

5. Is it the right time? Timing can be a key to the success of a start-up. There's a right time and a wrong time to open a business, especially if your business is 

cyclical in nature or in a seasonal location, you should plan through the months when the crest for the demand of your product cyclically ends. 

6. Control the cash. Cash flow is said to be the lifeblood of a small business. Your business will survive only as long as it has the cash to pay for your financial 

obligations. With limited capital, cash flow controls every decision in shoestring enterprise. Many businesses fail not because they are undercapitalized but 

because they fail to properly plan the undercapitalized operation. 

7. Push the sales. Building sales depend on several factors - nature of the business, location, level or competition and intensity of marketing and promotion. The 

goal of every shoestring entrepreneur must be to build up sales immediately. The key rule is to dedicate at least two hours of your day to marketing your 

business. Know the steps you'll take before you start and after you start to maximize sales and help the business to increases sales quickly. 

8. Balance your sales and profit objectives. Sales and profit do not always go together. Some entrepreneurs are willing to cut down their profits in their effort to 

drive sales up. Many times volume alone will not be able to compensate for the loss in profits. Try to maintain gross profits at least equal to the industry 

averages. Strive to give the business the best balance between a solid policy of capturing sales without sacrificing needed profit margins. 

9. Be 'lean and mean'. A struggling start-up does not need dead weights. Keep your fixed costs down and spend only on items that can sufficiently contribute to 

improving the bottom line. If you can still adequately operate from your home office, there is little need in leasing an office space. Avoid hiring a permanent 

employee if you can still manage with temporary and seasonal staffs. Every rupee in expense should be directly tied to income 

10. Master the financial tools. As a business owner, you are responsible for the life and growth of your business. This entails knowing, not only the marketing or 

production aspects of your business, but the financial tools you need to manage your business effectively. Understanding the finances of your business will give 

you control over its direction.  

 

DRAWBACKS AND CAUTION 
1. Long, long hours 

You’ll have to work longer than normal hours while bootstrapping. This will be compounded by choosing to be employed by another business until your new 

business starts making money. 

2. All costs and losses are yours 

Remember, what money you have, you probably worked for. You are risking losing that money temporarily or even permanently by doing it alone and 

bootstrapping. You’ll need to be smart enough to assess risk as accurately as possible. 
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3. All problems have to be solved by you 

When bootstrapping, you don’t have a committed team working with you to help brainstorm new ideas and solutions to problems. While you can ask friends 

and other professionals for advice when they are available, it’s not always convenient to do so. Bootstrapping may limit results that a creative team or 

partnership can achieve. 

4. Minimise capital: When an entrepreneur raises funds from friends and family, he is advised to take only what is absolutely essential — just enough to cover 

operating expenses till his product or service can start generating some revenues.  

5. Be realistic: Instead of gearing up big to service the "dream market share" the entrepreneur  might capture, he should  calculates how much he can actually 

deliver with the limited resources he has and aims for that. This will avoid wasteful staffing and at the same time generates cash flow. It also gives him a chance 

to refine his product before expanding.  

 

CONCLUSION 
Remember that, ultimately bootstrapping doesn’t mean dishing out all of your personal savings; it means funding your business with customer revenue. As a 

teenager, you may not be as hard pressed to bring in revenue right away, but you should be conscious of how much of your own money you’re paying out. Make 

sure that you see returns on your investments in the business. If the business isn’t growing and beginning to generate revenue, ask yourself why and be even 

more cautious about investing your money in it. 

Continue bootstrapping as long as possible, but know when it's time to seek investors. Postponing fund-raising to the extreme can cripple the company, 

especially when the window of opportunity is short (as is often the case in technology start-up companies). Potential investors will recognize and value your 

bootstrapping resourcefulness in starting your company. 

Understanding your business totally will give you much better operational control. In most cases there is a direct correlation between the quality of your 

decisions and the size of your revenue stream. For minimum risk, you must understand fully this cause-and-effect correlation. 

In summary, watch your costs, trust your gut and drive forward with all the passion in your dream. The growth may be slower with bootstrapping, but it’s all 

yours. 
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