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What is crowdfunding?

Definitions:

“The practice of funding a project or venture by raising many small  amounts of money 
from a large number of people, typically via the  Internet”. (Oxford Dictionary)

Entrepreneurship context: Crowdfunding refers to the efforts by entrepreneurial 
individuals and groups – cultural, social, and for-profit – to fund their ventures by drawing 
on relatively small contributions from a relatively large number of individuals using the 
internet, without standard financial intermediaries. (Mollick (2014))

e.g., Joseph Pulitzer’s campaign to fund the pedestal of the Statue of Liberty in 1885 (BBC, 
2013)
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What is crowdfunding?

• Alternative source of early seed funding for entrepreneurial ventures.

• Conceptual fine-tuning through real-time interaction with stakeholders.

• Opportunity to recruit initial customer base and brand promoters.

• Mom & pop investors can participate:
• Allowing more entrepreneurial ventures to launch.

• Allowing more investors to contribute to venture growth.

• Peer-to-Peer lending (we saw in last class) is a special case of crowdfunding
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Crowdfunding Models

Reward-based model:

• Funders receive non-monetary rewards often take the form of a  token of appreciation or the pre-
purchasing of products or services.

Donation-based model:

• Funders donate to causes that they want to support, with no  expected compensation.

Lending-based model:

• Funders often receive fixed periodic income and expect  repayment of the original principal 
investment. (Peer-to-Peer Lending)

Equity-based model:

• Funders receive an interest in the form of equity in the venture  they fund or, alternatively, revenue 
or profit-share arrangements.

• Non-equity revenue-sharing - funders receive a fixed share of  revenues and/or profits.

• Was limited to accredited investors till June 16, 2015 (JOBS Act’s Regulation CF relaxed this)
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Startup (financing) lifecycle

Early-stage: Idea conception, Prototype & Early

• Pre-Seed & Seed stage: Startups figure out the product, the market and the user base. Typically, a seed 
round helps the company scale to a few employees past the founders and to build and launch an early 
product.

• Series A: Startups have figured out their product and user base, and are trying to establish a viable business 
model and scale up their operations.

Growth-stage: Scaling up

• Series B: Startups have an established product and business model, and are trying to scale up their business 
model and user base.

Late-stage: Scaled and stable

• Series C: This stage is used by startups to accelerate their growth beyond the Series B stage; e.g., by going 
international or by making acquisitions. 

• Firms requiring more funds raise them in stages Series D, E, etc.
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Crowdfunding’s place in financing lifecycle
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Source: World Bank (2013) “Crowdfunding Potential for the Developing World”



Sources of Financing
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In te rn a l  
Funds

De b t

- Income from sales.
- Organic growth + retained earnings.

- Asset-based financing.
- cash flow financing.

Equity
- Insider equity

(bootstraping):
- Founders/ entrepreneurs
- Friends and family.
-External equity:
- Angel Investors
- Venture Capital (VC)
- Public Offering (IPO)

S u p p ort
- Government support

agencies.
- Industry support agencies.
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Source: What is Crowdfunding? Shneor & Rotem (2017)



Greatest Challenge: Existing Regulation
Reward-based model
• Regulate as e-commerce transaction vis-à-vis consumer  protection and taxation laws.

• Enact reduced VAT to support startups, cultural and social  projects (within limitations of firm size and
age).

Donation-based model

• Where relevant remove obstacles in license/permit fees and long  processing times. Create 
exclusion laws for donation crowdfunding  campaigns up to a certain amount (i.e. EUR 10.000).

Lending-based Model

• No clear regulation requirements in most countries. Existing  demands in some countries excessive.
• Follow Danish approach to regulation as “payment service  provider with limitations”.
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Greatest Challenge: Existing Regulation
Equity-based model

• Prospectus, Securities Markets, and Investment Services laws are irrelevant in the age of Internet 
and online communities.

• Follow Finnish approach through creating special register for  crowdfunding intermediaries with 
simpler, faster procedures.

• Provide clear requirements for crowdfunding intermediary’s  procedures and its obligations towards 
the investor.

• Reduce capital requirement from platforms to EUR 50.000.

• Allow equity rounds of up to EUR 5 Million annually from unlimited  number of investors.

• Simplify disclosure documents by businesses seeking to raise  funding via equity crowdfunding. Use 
Finnish model of maximum 6-page document addressing all critical questions including risks.

• Allow tax deductions from losses on investments via crowdfunding,  as applied in the UK (up to 88% 
of net loss).



Greatest Challenge: Existing Regulation
All models
• Standardize authentication procedures across the countries.

• Standardize KYC requirements from at least EUR 5000 and up.
• Allow for cross border authentication.



Crowdfunding Campaign Process
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Relationship

Pre--campaign Campaign

Preparation Execution

Post--campaign

• Define the project’s purpose and
needs clearly.

• Review and learn from  
similar earlier projects.

• Chose platform.
• Build mailing lists.
• Warm-up existing network.
• Invest in quality content.
• Build social media reach  out

plan.
• Build attractive  

rewards/returns or  
compensation schemes.

• Contribute to others.

• Provide constant updates  and
information.

• Reply quickly to  comments, 
questions and  requests from 
the crowd.

• Activate network for  
contribution and social  media 
and WoM reachout.

• Contact media,bloggers,  
experts and influencers.

• Follow up on promises to  
contribute.

• Ensure dynamicprocess  and
developments.

• Provide constant updates  and
information.

• Continue replying to  
comments, questions and  
requests from the crowd.

• Deliver on campaign  
promises on time.

• In case of delays,problems  
report honestly and  timely.

• Invest in learning about  new 
members in network.

• Reciprocate by  contributing 
to others’  campaigns.



Industries

13
Source: Kickstarter, Accessed on February 25, 2020



More numbers on Kickstarter
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Cumulative amount of funding pledged to Kickstarter projects as of January 2019 (in million 
U.S. dollars). Source: Statista

Most successfully completed Kickstarter projects as of January 2019, based on amount of total 
funds raised (in million U.S. dollars) Source: Statista



Landscape: No. of Platforms
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Source: Law, trust, and the development of crowdfunding, Rau (2018)



Landscape: Crowdfunding per Capita
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Source: Law, trust, and the development of crowdfunding, Rau (2018)



Academic Literature
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The Dynamics of Crowdfunding: An Exploratory Study
Mollick (2014), Journal of Business Venturing
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Overview

• Synopsis: Earliest descriptive paper on crowdfunding. Claims that personal networks and 
project quality influence funding success. Shows that most products are delivered late.

• Kickstarter Model: 
• Allows rewards and patronage models for fundraising. 

• All or Nothing or threshold model for project success determination.

• Sample: 48,526 projects (49.4% successful) that raised 237M on Kickstarter

• Sample period: 2009 to 2012
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Data Summary
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Amount of funds raised is very small 
compared to traditional startups



Funds raised

21

• Projects fail to meet their funding goal by a large margin and succeed by a small margin
• Kuppuswamy & Bayus (2017) claim this is due to herding behavior



Signaling in Crowdfunding

• Like startup financing, CF is also plagued by high levels of information 
asymmetry.

• Signals in Crowdfunding: Preparedness of founders
• Videos

• Updates after launch

• Spelling errors

• Network Size: Facebook friends of founders (Stuart & Sorenson (2008))
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Signaling in Crowdfunding
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Posting videos & updates 
increases funding likelihood

Spelling errors decrease 
funding success probability



Crowdfunding relaxes geographical constraints?
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• Startup activities are generally clustered around 
certain cities due the need for talent, investors and 
ecosystem requirements (Stuart & Sorenson (2008).)

• Geographic clustering is prevalent event in CF.
• Underlying talent in an area affects the types 

of projects, investor mix and success



Product Delivery Time
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• Larger projects are delayed longer

• Delayed projects are 2.4 months late



The Evolution of Equity Crowdfunding: Insights from Co-
investments of Angels and the Crowd
Wang, Mahmood, Sismeiro & Vulkan (Forthcoming), Research Policy
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Overview

• Synopsis: The paper studies how the crowd and angel investors on an equity crowd 
funding (ECF) platform interact with each other.
• Are angels “crowding out” crowd investors?

• Can angels reduce information asymmetry?

• Equity crowdfunding is aimed helping early-stage startups raise funds.

• ECFs allow everyday investors to invest in a market that was dominated by angel investors

• Sample: 50,999 investors and 1151 campaigns from July 2012 to August 2017 on one of 
UK’s leading ECF platforms.
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Data definitions and summary
• Angels investors: top 1% (=510) investors in terms of amount pledged

• Crowd: everyone else (=50,489)

• Large campaigns: £100,000+
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Platform Evolution
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Platform has steadily grown in terms of amount & 
investors

More “large” campaigns and more successful ones More angels with increasing pledge size



Law, Trust, and the Development of Crowdfunding
Rau (2018), Working Paper
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Overview

• Synopsis: This paper documents global crowdfunding patterns by using a survey of 3,000 
platforms. The rule of law, quality of regulation, control of corruption, ease of entry, and 
financial profitability of extant intermediaries all determine the volume of crowdfunding. 
Trust, adventure-seeking, or other social factors do not matter much.
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Crowdfunding Landscape
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Crowdfunding Landscape
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Findings

• Questions:
• Does crowdfunding allow emerging markets to access financing and investment opportunities (access)? 

• Golbally, per capita crowfunding volumes are higher in developed markets (US, UK) and China

• How important an industry is it (importance)? 
• 0.025% of GDP

• Is it displacing the formal financial sector (displacement)? 
• 0.042% of domestic bank credit

• What are the determinants of market share concentration across countries (network effects)?
• Crowdfunding markets are easier to establish in countries where starting a business is easier, where competition from the 

baking industry is lower and rule of law is enforced. Dissatisfaction with existing financial markets are also an important 
factor. Social characteristics such as trust do not seem to influence crowdfunding development.
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Explanatory videos/articles

• What is crowdfunding?
• https://www.youtube.com/watch?v=oStLD-yYAy0

• https://www.cnet.com/how-to/kickstarter-101-when-and-how-to-run-a-successful-
crowdfunding-campaign/

• How to run a campaign?
• https://www.youtube.com/watch?v=cjnXMwe0KxY
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