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Crowdfunding has fundamentally impacted the world of entrepreneurial fibgrpreviding

a new alternativéo equity, debt and bootstrapping which allows entreprereueverage 'the
crowd in orderto generate financial investment and furthexlue-addetlbenefits
(Belleflammeetal., 2014; Harrison, 2013; Ordangtial., 2011) generating?.7 billion of
investmenin 2012 (Massolution, 2013). While research has bégudevelop understanding
of the phenomenon, this has tendefbcus on the dynamics of investment platform activity,
rather than the experiences of the entrepnenglio engagén this activity. This paper
empirically investigate the perceptions of bendfit®arly-stage entrepreneurs involviad

one of the most common forms of crowdfunding; reward-based.

Through thematic analysis of interviews with a pilot sample of 2 experts and 5 early-stage
entrepreneurs, benefits were identified, explored and contrasted with the literatare and
existing conceptual framework before being explained. This resaliedew empirically
contextualisedbenefits conceptual framework. Some of the anticipated benefitse
literature including overcoming finance difficulties and providing a basis for future finance
were supported. Whilst the literature emphasises democratic investor involvement through
financing decisions, the rdssiof interviews indicated that investor involvement was more
wide ranging and diverse, from simple investnterdontinuous engagemeintthe
development of the business, supporanginderstanding of how democratic involvement of
the ‘crowd actually occurs. Furthermore, a number of drawbszksowdfunding are
identified, suchasthe onerousme commitments of engagirig crowdfunding. Overall, the
approaclof each entrepreneur, their engagement with investors and the benefits they realised
was foundo be influencedy their personal ambitions and approach.

The empirically informed framework of benefitscrowdfunding from this study fills a gap
crowdfunding research and provides the basis for new enquiries. This addsywalue
illustrating the potential of crowdfunding reseatolyo beyond a concern with platform
activity to a better understanding of the impact on small business development and
entrepreneurial learning when deciding on funding sources. The paper highlights that the
issues relatingp crowdfundinggo beyond simple acce$s project financedo seeing
crowdfundingasone aspect of a broader resource development strategy for early-stage
projects. Furthermordt, illustrates how the entrepreneuosvn ambitions and approaches
venture development inform how they engage with crowdfunding investors. Finally, the
framework suggests that the concept of democratosvd involvement mayo beyond
platform investment dynamics, through beginnimgutline the process through which a new
form of community stakeholder engagemienearly-stage projects mdge emergingAs a

pilot study theres an opportunityto develop this study furthdry conductingnternational



cross-case analydis further refine and contextualise the benefits framework and extend
through further exploring the issues identified.

1. Introduction

‘We are witnes$o the rise of a new kind of investor, a new kind of entrepreneur, and a new kind of
intermediary, who are all coming togethemovel ways of channelling fundis innovative projects
and SMEs." (Klaes, quotdxy De Buysereetal., 2012, pp. 5).

The fundamental principle that a business cannot begin or survive withous défhbult to
dispute (Van Auken and Neeley, 1996; Cassar, 2004; Axelson and Martinovic, 2013). Yet, for many
new and early-stage businesses, fun@rdifficult to acquire. Whilst there are many reasons for
this, including knowledge asymmetries and latla track record (Ebben and Johnson, 2005),
remains a serious concama world where the creation and growth of SMEs have long been
considered fundamentad a thriving economy (Macht and Robinson, 2014; OECD, 2014; Lam,
2010; Grilo and Irigoyen, 2006; Cassar, 2004).

Crowdfundingis a recent phenomenon whose novelty, openness and exponential growth have
attracted the interest of millions of people around the world (Mollick, 2014).iF paticularly true
of reward-based crowdfunding, suasithe campaigns made famdmgKickstarter (2014). Millions
of dollars are raised every year, occasionaylgingle projects, but a key questisrwhether this
canhelpto overcome the difficulties facdu, the entrepreneurs behind early-stage businesses?

In addressing this question, this paper considers the literature regarding entrepreneurial finance.
The difficulties facedy early-stage entrepreneurs are considered, and their primary coping
mechanisms analysed. Theve introduce Macht and Weatherster§2014) theoretical framework
of crowdfunding benefits, and identify the limitations of this work and empirically interrogate this
framework through interviews with experts and entrepreneurs.

This culminatesn the presentation of a new empirically-based framework depicting the benefits
of reward-based crowdfundirag perceivedy the intervieweesn the context of early-stage
businessedn this context, the terriearly-stage entreprenéis usedio describe anyone who has
used business creatiasa vehicle with whicho create or exploian opportunity, and has not raised
external financing for their current project outside of crowdfunding.

2. Factorsinfluencing therise of crowdfunding

2.1. Entrepreneurial financing

Procurement of financial capital has long been accegstedeof the main difficulties
encounteredy those starting new business ventures, and there exists a wealth of literature seeking
to understand, analyse and make recommendations for businesses requiring capital (Demis, 2004;
and Wong, 2006; Kleietal., 2014; Macht and Robinson, 2009; Wong, 2002; Keat., 2011;
Kerr, 2010; Lam, 2010).

Despite the attention this area receives both academicaliy @nactice, there remains a gap.
New venture businesses, requiring early-stagseeed funding are often left with two options: self-
financing or external forms of capital. External finaicearticular, including debt and equity, has
attracted significant research attentiomunderstanding their unique benefits and drawbacks (e.g.
Baeyens and Manigart, 2006; Brettel, 2003; BVCA, 2009; Cassar, 2005; David, 2012; Denis, 2004;
Fried and Ganor, 2006; Harding and Corwling, 2006; Howorth and Moro, 2006; Hsu, 2002;
Mahmud, 2013; Mason and Harrison, 1999; Stiglitz and Weiss, 1981; Van Osnabrugge and
Robinson, 2000; Wong, 2009), yet often there lacks the sufficient amount of either (Lam 2010).

2.2. The‘funding gap



In the 42 countries assesdwdThe Global Entrepreneurship Monitor, over 90% ($600m) of start-
up capital was raised from sources other than banks and venture capitalists, with just 5.8% of that
coming from BAs, and over 60% being invesibgdhe founders themselves (GEM, 2006; Lam,
2009). Moreoverit is estimated that fewer than 0.5% of new ventures are created with business
angel (BA) or venture capitalist (VC) investment (Bygravael., 2003, pp. 114). Witanaverage of
$65,000 start-up capital required for a business (GEM, 2006), a shortage of ftartsngnificantly
restrict business start-up activigys a result, acceds finance has become a priory
governments, business owners and subsequent researatt §Hi2006; Department for Business,
Innovation and Skills, 2012).

Whilst it is difficult to identify the exact demand for entrepreneurial finaat@y given timeit
is widely agreed that theis a considerable discrepancy between the supply and demand for such
finance (GEM, 2006; Winborg, 2005 citedWinborg, 2009; Lam, 2010; Macht and Weatherston,
2014). The Breedon Report (2012) estimatesithtite UK, the difference between supply and
demand of bank lending early-stage and small businesses totalled £27 bihi@007-2012,
predictedto increaseao £106 billionby 2017.This phenomenors often referredo asthe ‘funding
gap, andis citedasthe primary reason that many entrepreneurs attengptcceed withittle or no
external fundingat all (Ebben and Johnson, 2006), requiring a range of activities on behalf of the
entrepreneur, referrdd as‘bootstrapping(Carter and Van Auken, 2005; Winborg and Landstrom,
2000).

3. Crowdfunding as an alter native

Crowdfundingis a recent paradigin the field of capital acquisition, whereby start-up and
established businesses, charities and other initiatives mayosgekerate funds publicly online
amongst a rangef potential private investors. The aigto utilise this‘crowd by raising small
amounts of money from a large number of people.

At atime when the market for SME financingin decline, crowdfundings in a state of
consistent growth. 2012 saamincrease of 81%pto $2.7 billion of funding being raised via online
crowdfunding platforms, distributed amongst over one million projects. This reached $5.1 billion
globallyin 2013; up from $530 millioim 2009 (Massolution, 2013). Whilst these figures are all-
inclusive, comprising three types of crowdfunding and a range of global platibrsngasonable
to assume that reward-based crowdfunding for early-stage businesses has also enjoyed considerabl
growth.

It is clear that new ventures rely on financial capitarderto succeed, and that those who don
receive funding from more traditional sources seek alternative options, often with suboptimal results
(Mosey and Wright, 2007). The issue of acdedmance for early-stage and small businesses has
also been exacerbatbg the post-2008 global recessions (Harrison, 2013), anduthéing gap
very much remains.

Yet, the post-2008 economies have also seen the rise of crowdfasdinegitimate source of
finance for businesses of all sizes, stages and industries (Schweinbacher and Larralde, 2012).
Essentially the financial aspect of the broader crowdsourcing movement (Kleeahar2008;
Cumming, 201}, it canbe said that:

‘[Crowdfunding] involves an open call, mostly through the Internet, for the provision of financial
resources eithan the form of donation oin exchange for the future product or some form of
rewardto support initiatives for specific purposéBelleflammeetal., 2014, pp. 588).

The ‘reward herecanbe anyof the three modesf crowdfunding: equity, debt and donation or
reward (i.e. no financial or ownership rights) which, individually asd collective, are
fundamentally affecting traditional forms of entrepreneurial finance (Belleflagtale 2014;

Harrison, 2013; Ordanir@tal., 2011)In terms of volume, 2012 saw the total of crowdfunding
raised globally reach $2.7 billiona growth of 81% on 2011, which itself saw growth of 64%
(Massolution, 2013). Donation and reward-based crowdfunding, henceforth rébeaissceward



crowdfunding, contributed $1.4 billion of this total, demonstrating the particular strength of this
crowdfunding mode.

Whilst crowdfundingasa concepts far from new- the Statue of Libertg pedestal was reward-
crowdfundedn 1885 (Harrison, 2013)its current formasanonline financial platform came into
popularityin 2009 with the launch of Kickstarter, and has seen over 1.1 million projects and
ventures successfully fundeg 2012 (Massolution, 2013).

As crowdfundingss a relatively recent phenomenon, reseasaimderstandably lacking, certainly
in terms of empirical studies. The most directly relevant situdlyis areas that of Macht and
Weatherston (2014), which comprises a revaéwhe crowdfunding literaturi orderto discern the
potential benefits and drawbacks which fund-seeking businesses might experience. They develop a
framework of theoretical benefits, building on Mashtrior empirical work regarding thosé
business angel (BA) investment (Macht and Robinson, 2009; Figure 2). The paper considers all
three types of crowdfunding.

The frameworks built upon Macht and Robins2008 revievof BA benefits, and the four
broad advantages BfA andVC funding are presentexs potentially applicabléo crowdfunding,
with important differences added.

As aninitial investigation, Macht and Wetherstsrconceptual framewoiik developed from a
literature review, yet lacks any empirical eviderin addition, the framework focus on the firm,
rather than the entrepreneasthe unit of analysiss a further limitation. Especiallyn small, young
companiesit is likely to be the entrepreneur who makes the decisions regarding financial capital
(Winborg, 2009) andsa resuliit is importantto understand the perceptions of the individuals
involved.
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Figure 1. Framework of crowdfunding benefits (Macht and Weatherston, 2014).

4. Methodology

In orderto investigate the research questamnitial pilot study was conducted. Initiallwe
conducted semi-structured interviews with two expertbe field of reward-based crowdfunding:
Foxtrot, the Chief Software Officef aUK-based reward crowdfunding platform and Golépa
founder of dJK-based equity crowdfunding platform.

The experts confirmed mamy the features discussedthe literature. They both emphasised the
unrestricted nature of crowdfundingterms of business industry and stage and the publicity
benefits for fundraisers generated through this me@idimk with social media.

Golf, whose own platform enables equity, debt and reward crowdfunding, put a particular
emphasis on the speed with which entrepreneurs can generate capital:



‘The main benefit, without a douli,that...you can raise the money quicklfts soonasthe

moneyis raisedjt’s yours. (Golf)

Foxtrot also acknowledged the speed and relative ease with which a buameistin
crowdfunding, mostly owingp the limited due diligence involved. A key concern for this
respondent was that these two features were sugdestadble the entreprendoracquire funds
without a plan or post-investment monitoring . Whilst thisonsidered a benefit the literature
(Schwienbacher and Larralde, 2012), Foxtrot suggested this somewhat removed the responsibility of
the entrepreneuo leverage the finance optimally. This was suggetidéed exaggerateth the case
of reward crowdfunding, where repayments need not be atade

Interestingly, neither expert mentioned the involvement of the chowde ways discussday
Macht and Weatherston (2014), other than their potenticdsfeem of market researdb validate
a market offering before launch. Both respondent instead preferfecus on the ease for
entrepreneurs of raising finance.

As the first stage of the pilot study, the discrepancies between the épgeceptions and extant
literature helpedo informed subsequent interviews with the entrepreneurs. Howeiger,
acknowledged that neither the experts had first-hand experience of crowdfunding a business
themselves. And whilst academic research regarding the platforms, industry ardwe along
with expert opinions, are usefnl addressing the research question, tieadack of understanding
of the individualsat the centre of the movement: the entrepreneurs themsAlvasesult the next
stageof the pilot study involved direct interviews with entrepreneurs.

5. Perceptions of the entrepreneurs

This stageof the empirical study involved conducting 5 interviews with entrepreneurs around
their experiencef reward-based crowdfunding campaigns for early-stage startups. These
participants are referreéd asAlpha, Beta, Delta, Epsilon and Gamma. Early-stage firms were
choserasa focusasthese were consideréalbe more likelyto involve critical startup development
issues than those facbyg established small firms seeking funding for new product lines. Four key
themes emerged, two relatiecthe procuremerdf entrepreneurial finance directly, and two
surrounding the involvement of therowd and the ownership benefits of reward crowdfunding
specifically.

5.1. Overcoming funding difficulties

The entreprenets abilityto obtain finance has long beenedtasone of the key determinants of
a new ventures success (Van Auken and Neeley, 1996; Mosey and Wright, 2007). Based on their
literature review, Macht and Weatherston (2014) anticipated that crowdfunding would offer unique
opportunitiesn this areancluding, importantly, a lack of restrictions regarding the nature of the
firm involved.

Type of firm

Whilst all of the entrepreneurs ran early-stage businesses, four were for-profit, limited liability
firms with one a non-profit community interest company (AlpRd)the for-profit firms, Gamma
and Delta were considergalbe lifestyle firms, whilst Beta and Delta pursue modest grawth.
addition,eachbusiness operat@s a different industry. Whilst equity investors typically pursue high
growth technology firms, and debt finance typically requires asset consideration, the results show
that crowdfunding was available these entrepreneurs, all of different industries and varying
ambitions,asanticipatedy Schwienbacher and Larralde (2012) and LamdoettSchwienbacher
(2010).



The ‘funding gap

The funding gafis demonstrablyanimportant issue for small, early-stage firms seeking a
relatively modest amount of capital (Bygraateal., 2003) As the aim of the study wae
empirically explore the benefits and drawbacks of reward-based crowdfunding, the data sample
selected comprised only entrepreneurs who had raised ¢aghad way. Each participant raised a
relatively moderate amount; considerably less than would be expected oV&CBA debt capital
(Barrowetal., 2005; BVCA, 2009). The largest amount raised was £11,023 (Beta), with the highest
target being £10,000 (Betd).is perhaps for this reason th&t finance was never consideraa
optionby any of the five participants.

Although the samip in this study does not preclude the acquisition of higher amatstsyws
that smaller finance, largely unobtainable through other external means (Ebben and Johnson, 2006;
Baeyens and Manigart, 2006gnbe acquiredhn this way.

For four participard, crowdfunding was their first experience of raising external finance (Alpha,
Beta, Delta and Epsilon). Three of the entrepreneurs stated explicitly that alternative financial
vehicles were unavailable for them (Alpha, Beta, Epsilon).

‘[Personal debt] meant that | coultigo to the bank; they would have laughee out of the

lobby...and | doit buy things on credit, | always use cagipsilon)

‘At that stageit wasrit necessarilyaninvestable businesgBeta)

Interestingly, however, only ord# the participants (Gamma) attemptedicquire external
funding and, although is unlikely that they would have acquired such funding (Lam, 2010; GEM,
2006),it demonstrates that tise-called funding gap might be exaggeratednind of the
entrepreneurs studieds such, whilst Macht and Weatherston (2014) anticipate that crowdfunding
is useful for those firms lackingnvestment readines§p. 4), findings indicated that the firm was
only considered unready four of the entrepreneurs interviewed. Alternativalshas been shown
with bootstrapping techniques (Winborg, 2009), the entrepreneurs may havamaatiee
decisionto pursue crowdfunding due the unique benefits attached:

‘We were only raising $15,000, and whige could have raised that from individualge

looked more from a donor perspective than from investimgdelta)

There are a number of benefits uniqoeeward crowdfundingasperceiveddy the entrepreneurs

interviewed. One of thess the speed with which capiteanbe acquired.

Speed of capital acquisition

All of the participantsonline campaigns ran f&0 daysor less, and the funds took no more than
5 daysto betransferredo the entrepreneur. For two participants, spafechpital acquisition was
crucial,asit enabled onéo monetisean existing service before a competitor emerges (Beta), and the
otherto set up a business within a month of losing their prior employment and avoid personal
financial difficulties (Epsilon):

‘We werein a major hurry. | got fired [frormy previous jobJatthe end of June ande

had the shop opéy the end of October(Epsilon)

One participant, who crowdfund@ud 2011, was actively pursuir®A investment; a process
which had been running for two months and was not yet complete (Beta).

This benefit of crowdfunding has been overlookethe literature. Thigs possiblyasreward
crowdfunding has previously been considered alongside debt and equity, which are likebjve
time-consuming legal complexities.

Cost of capital acquisition

Many entrepreneurs consider the repayment costs and longevity of traditional fundinty teals
too high a price for financial capital (Winton and Yerramilli, 20@8) such, they often seek
alternatives. Reward crowdfundirgone such alternative, and has three primary costs: the
commission takeby the online platform, the money transfer (third-party) fees and the cost of
issuing the rewards. The platforms used here are Indiegogo and Crowdfunder, which collect 4% and
5% of the total raised, respectively. Only two participants (Alpha and Beta) knew the commission



rate, suggesting that either the rate seems insignificantlpi@simply factoredn when selecting
a target amount. Using the reward sches@& prepayment on sales enabled Gartontarcumvent
sales tax (circa 8%), and one participant considertede ‘free money (Epsilon).

‘l don’t remember what the percentage wes.free money. | will gratefully pay a percentage

for that’ (Epsilon).

Prior research has overlooked this comparatively low cost of capital, prestamdblyt and
equity crowdfunding, previously analysed alongside reward crowdfunding, holds a similar financial
costto traditional debtBA andVC finance (Golf). Beta, howevewho had experienagf raising
crowdfunding andA finance, highlighted that whilst crowdfunding was considerably cheaper, a
significant other associated cost was time.

Time considerations
Four participants stated their surpraégdnow much of theitime their crowdfunding campaigns
required (Alpha, Beta, Delta and Gamma). Padthe campaign, they saw crowdfundiagg
relatively simple financial vehicle, but two significdimhe factors emerged. Firstlgsthe
crowdfunding platforms operasa ‘all or nothing policy, the entrepreneurs hemlensure the target
was achieved. This caused significant effort on the part of the entrepreneur, the extent of which was
unexpected:
‘It takes considerably longer, and considerably more attention than you dyigixgct. |
gave up everything else for 6 week&lpha)
Beta, whas currently seekin@A finance, explained the differencdesthe process and how,
his experience, crowdfunding required much ntore inputto achieve much smaller amounts.
‘People probably underestimate how hard woik...because founders tetachave [a]
disproportionate interest their sector and [a] belief that people should back them, but often
the public doest have time or interest(Beta)
The participants indicated that ttime commitments required would be a serious consideration
for the four entrepreneurs, when considering whethtake part again. Howevet,would seem
that crowdfunding has innate benefitghis area.

5.2 Facilitate further funding

As with BA andVC investmentijt is anticipated that the publicity generategda successful
crowdfunding campaigoanresultin further contributorso the campaign (Van Wingerden and
Ryan, 2011). Concurrentlin overcoming théfunding gap and progressing atg the stages of
developmentit may receive interest from traditional funding vehi@s& becomes perceiveas
being‘investment readyMason and Harrison, 2004).

Interviews revealed three distinct examples of this phenomenon, each seeminglyodtated
motivations and ambitions of the entrepreneurs. Three of the entrepreneurs used crowdfading
wayto achieve self-sufficiency for theilifestyle’ firms. Two entrepreneuia growth firms, felt
better abldgo seek further funding via traditional meahsaddition, there also emerged examples
examples of crowdfundirig unique natureaspublicity generated further crowdfunding within the
same campaign.

Facilitation of further crowdfunding

A discrepancy with the literature-based expectations was that publicity ss@elirect benefit
for the business, other thanfinancial terms (Macht and Weatherston, 2014). For the early-stage
businessem this study, the publicity generatbg the crowdfunding campaign, served principally
to increase the funding received during the campaign itself:



‘| got a lot of support from the local press and the Ibfalwhich helpedo get pledges in.

The Chamber of Commerce supporiie@nd | got money from the police authority, the fire

auhority, businesses and individuals...this wotlddave happened using a traditional rgute.

(Alpha)

This was particularly prevalent with two firms basedhe UK (Alpha and Beta), for which the
novelty of crowdfunding proved particularly beneficial:

‘In our area, Eastbourne, [crowdfundingyery unusualsoit had the novelty value for news
coverage and interes{Alpha)

Additional direct benefits of publicity were not citbg any of the participants. This potentially
asthe businesses involved have a strong community-based element, with a limited geographical
potential.As suchiit is possible that the widepublic’ were simply uninterestad engaging with a
business which they are unlikalyencounter, or merely unakiecontribute furthethana simple
online payment. Considering Macht and Weatherst¢2014) benefits framework the case of
reward crowdfunding for early-stage businesses, these findings suggest tpabtiogy’ element
should be removed fronprovision of contactsand restrictedo beingan element offacilitation of
further funding.

Facilitation of traditional funding

The focus of the entrepreneurs interviewethis study was largely on becoming self-sufficient,
with just one participant seeing crowdfundemgg direct step towards further finance (Alpha):

‘The fact thatve exceeded the target gives the peamepproach the confidence that these

support for whatve’re doing, and confidence thate are a capable team. Thegntrust their

funding with us. (Alpha)

Alpha operated a social enterprise anderms of external funding, sought government and
private grants. Crowdfunding) this instance, provided Alpha with perceived validation from the
crowd that the service they offer was necesgatlje people they targeted, and that the public were
willing to financially support the enterprise. Alpha confirmed that these two features were
particularly important considerations for grant providers, and had previously been difficult
illustrateasa regular grant applicant.

Clearly, Alphas casas significantly distinct from the rest of the sample, for whom further
funding was likelyto be either generatelly the business itself (self-sufficiency), or procured from
more traditional funding vehicles, and might somewhat explain this diffenermcewdfunding
experience.

Two participants plannet receive further investmeit the near future (Beta and Delta), with
both parties claiming that crowdfunding had no direct impact on either their likelnes=ive the
funding, or their desirto apply. Yet, Beta did acknowledga indirect benefit:

‘I wouldn’t say that crowdfunding has been directly instrumentahabling ugo do that, but

it hasin anindirect way: people support the idea...it built a narrative of proven supjB=ta)

This ‘narrativeof proven suppoit much like with Alpha, generated confidence with future
funders As is well documentedh the literature, investors often provide and seek market-confidence
in the form of prior investmeni the venture (Denis, 2004; Munck and Saublens, 2005} &d
possible that this phenomenon operates across funding vehicles; a group which now includes
crowdfunding.

Whilst Beta wasn the process of seekiBA investment, Delta planned pursue external
fundingin the next twato-three years, giving both participants a three-year gap between
crowdfunding and traditional external finance.

Interestingly,of the respondents these were the two with growth ambitions. This aligns with the
equity investmeniliterature which demonstrates that BAs only target growth firms (Denis, 2004,
Macht and Robinson, 2009), but also the revers®ie: only growth firmsin this sample, are
seekingBA investment. For both parties, crowdfunding enabled tiodme self-sufficient until they
decidedo significantly grow the business further.



Self-sufficiency

Two participants saw crowdfundiragenabling thento develop the business into a self-
sustaining entity (Gamma and Epsilon), and held no ambittoespand:

‘We just sell stuff now, and thiat okay for us. (Epsilon)

This approach aligned with thelifestyle’ ambitions for the business and reluctateceke on
equity and debt obligations; ambitions which are unlikelge attractiveo investors (Collins and
Pierrakis, 2012).

This benefitis closely related with the issue of the funding geginvestors are typically reluctant
to fund lifestyle businesses (Denis, 2004)s possible that reward crowdfunding begias
substitute or heavily supplement bootstrap financing for entrepreneurs who seek early-stage funding
for lifestyle businesses.

Each entrepreneur undoubtedly received further funaié@gresult of their crowdfunding
campaignsBeit the publicity generateoly the novelty of the process increasing ¢betributionsto
the campaign, the pursuit of external fundioyghe entreprenelat a later stage, or simply elevating
the busines® a position of self-sufficiency, the facilitation of further funding was ditgthe
entrepreneurasa important feature of their crowdfunding experience.

This benefit of crowdfunding anticipatedoy Macht and Weatherston (2014, pp.&they
‘tentatively proposed a potential bandwagon effect (further crowdfunding) and elet@tion
‘investment readinesgurther external funding). The experiences of the early-stage entrepreneurs
here, however, seeta bedirectly relatedo their personal ambitions for the business asd,
result,‘self-sufficiency emergessa category within this theme.

5.3 Involving the crowd

Previous research has identifie@lue addeticomponents for each of the main sources of
entrepreneurial finance, suabthe personal networks of BAs (Kelly, 2007) and the growth and exit
expertise of VCs (Denis, 2004 their review of the crowdfunding literature, Macht and
Weatherston (2014) anticipate that firms might benefit from investor involvamantltiple ways,
namely throughwisdont (skills and knowledge), custom, product testing and specific feedback.

In the case of reward crowdfunding for the early-stage entreprenetrs study, three distinct
relationships with the crowd were highlighted.

Custom and community

It seems reasonaltie anticipate that those donating moneyw business return for no equityr
debt might be motivated by the product or service on offer, should the business launch or expand.
And, indeed, thiss anticipatedn the literature (Macht and Weatherston, 2014). ledtine
entrepreneurs interviewed received direct custom f&bleast a portion of their pledgers (Alpha,
Beta, Gamma and Epsilon).

With reward crowdfundingasthe name suggests, those who pledge receive a réavaod-
financial gift), pre-selectely the entrepreneur and linkéalthe value of donation. The application
of this schemés uniqueto reward crowdfundingsa finance vehicle, and two participants utilised
to their direct advantage (Gamma and Epsilon). Whilst Gamma offered discounted annual gym
membershi@sa rewardn orderto guarantee custom pritw opening and circumvent sales tax
(helping the business become self-sufficient), Epsilon used the reward dchaeste a
community amongst her customers.

‘The people that donated the money, they convath their ‘mug clubb mugs or wearing their
t-shirts, and tansay,“You guys are extra special because you hatpechost when | needed

it most'. It’s likewe’ve created a club...l actually retermy shopasthe Clubhousé.

(Epsilon)

This ‘crowdfunderto custometrprocess hasofar received minimal attentian the literature.
However, this process was not always about generating new custastiers/ast majorityf
pledgerdn this example, already used the entrepreneaarvicein a different context. For example,



Beta was operating a popular page on a social media platform, and utilised crowdfarmnelop
a websiteasa placeo collate information and monetise a popular concept.

One participaris prior employmenasa fitness instructor enabled théodevelop a large
network of customerns anindustry where personal relationships are highly valued (Gamsa).
such, many of the crowdfunding pledgers were existing customers, very familidheveérvice
being offered.

‘If people wantetb cometo the gym because they kneme and | was their trainer f@o

long, it would be doubly beneficial for theta donate...[the donors] were a mixture of

people Id had for a long time, and then just friends and famiyamma)

It was clear that Gamma recognised this unique element of reward crowdfunding and, much like
Beta and Epsilon, utilised the vehiesa wayin whichto convert existing support and relationships
into financial capital for the busingednterestingly, these are examples of bootstrapping techniques
atwork (Winborg and Landstrom, 2000), with reward crowdfunding providing the platform from
whichto organise and leverage existing networks.

Alpha, however, was surpriséalrealise thathe vast majority of pledges came not from those
who soughto utilise the service, but from those motivabsdaltruism:

‘It’s surprising...only a very small percentaf@eople who pledged have used the wehsite

probably because the topic [support for women] touched a nerve with péaipba)

This was perhaps because Alpha operated a social enterprise which offers a specifitoservice
specific groupf people. This sense of altruism went furtleea number of individuals contacted
Alpha not onlyto pledge, buto make suggestions for the developing enterprise.

Intellectual and network contributions

One participant received significant intellectual contributions fromdiewvd, fundamentally
affecting the business and service offered (Alpha).

‘[The business] changed enormoudlys grown from just bein@n online resourcep

considerably more than that...[Pledgers] havargtiuchto askif 1’ve gotin touch with

particular organisations and suggesting potential service Ugesha)

Interestingly, Alph&s experiencén terms of the crowd offering their contacts and demonstrating
industry knowledgés similarto what Macht and Robinson (2009) fouadbe important benefitsf
BA financing (but without the equity and monitoring commitmenis)his manner, the vast
guantity of potentialinvestors becomes a significant benefisdifferent members of therowd
offer their own unique networks and ideas. Although this was anticipgt8dhweinbacher and
Larralde (2012), the focus was primarily on product development and specific feedback, rather than
fundamental business development considerations. Macht and Robinson (2014), however, anticipate
that ‘provision of contactamight benefit the crowdfunding firms. Yet, only one participzted
thisasanexample, andoit is more appropriateo include contactaspart ofanoverall‘intellectual
and network contribution

The intellectual contributions did not end when the crowdfunding campaign finished. Medium-
and long-term developments have arisen, which the entrepreneur attributed tntimelyse of a
crowdfunding platform:

‘We havela local] Universitys Marketing andPR students doing reports for us for 3 years.

We’re also putting a 5 year plan togetheexpand way beyond the original crowdfunding

application.lt’s grown enormouslgsa result of [the crowdfunding platform)Alpha)

Whilst only one participant experienced this (Alphahighlights a potentially very important
benefit of reward crowdfunding for early-stagi@grepreneurs ot least, early-stage social
entrepreneurs. This was not the only type of crowd involvement benefit.

Labour contributions

Two participants discussed their experience of pledgeheir crowdfunding campaigns
subsequently working for their businessadyoth paid and voluntary capacities (Alpha and
Epsilon). Whilst other sources of finance, for example BAs, often contribute networks, contacts and



expertise (Kelly, 2007; Van Osnabrugge and Robinson, 2000), the pledgers for the two participants
here contributed directly the dayto-day operations of the business.

‘I’ve had people volunteering become involved and support the development of [the

business].’ve got a chartered accountant, a healthy and specialisindfdspecialist, all

comingin asa result of [the crowdfunding platform]. Amds all free’ (Alpha)

One participant, for whom numerous people volunteered and one pledger now works, suggested
that theactof pledging commits peopte the business, and they wantseeit succeed.

‘When you extend the invitatido peopleto be part of your business, they run with

They're not only Mug Club members, they do weed-whacking round the back of the shop,

change the furnace filter every couple of months.. tkegvested. (Epsilon)

Even though the entrepreneurs attributed the involvement of the twdiael crowdfunding
campaignit is not known whether or not alternatives would have been readily available, should they
have decidetb useanalternative funding vehicle. Howewat is interestingo note that two
entrepreneurs involved were a social enterprise, for whom altruistic motivations have already been
established, and a business owner who used crowdfuasiagayin whichto develop a
community.lt is possible that the motivations of these entrepreneurs cultisatavironment
whereby the labour contributions of the crowd became almost inevitable.

Whilst the literature suggests that not-for-profit firms are likellge more successful raising
capital (Lambert and Schwienbacher, 20itOnakes no such comparison regarding crowd
involvement. Yet, whilst this research only includes one social entrepreneur, the differences between
the experiences and perceptions with profit-seeking entrepreneurs suggests thagttenestan
innate trend. Perhaps, whilst social entrepreneurs benefit primarily from intellectual and physical
contributions, for-profit businessnleverage reward crowdfunding for businesses. Clearly, this
suggestion requires further research.

5.4 Maintain ownership and control

The natureof this formof crowdfunding enabled the entrepreneoreetain full ownership and
control of their businesses. The majoofycrowdfunding contributions are reward-based, with 22%
of pledges being donations, comprising no reward, cash or otherwise (Lambert and Schweinbacher,
2010). This was experiencéyg each of the research participants.

Supplement alternative sources

Two participants received other forms of capitehdditionto crowdfunding; one a loainom a
relative (Epsilon), the oth@&A investment (Gamma). Interestingly, both entrepreneurs raised
significantly more finance this way,eachtripling their overall capital influxAs such, they have
taken on debt and equity repayments, respectively. Crowdfundibgth cases, was intendtd
supplement the debt and equitya wayto minimise the financial costs of capital. However, their
willingnessto take on debt and equity, respectively, suggests that both entrepreneurs believed
crowdfundingto be unabléo provide the full amounts required; and this was indeed confirtnisd.
possible that a more experienced campaigner would have targeted a higher asutbet,research
suggests that firms of any industry asfdany sizecangenerate capitdfom crowdfunding
(Schwienbacher and Larradle, 2012).

Trial without obligation

For two participants, part of the motivation for running a crowdfunding campaigtowask
validation of the business and test the extemthich people were willingo payfor the service.
Reward crowdfunding enabled theondo that with no obligations (Beta and Gamma).

‘We hadan existing audience...s@e wantedto crowdfund from thento seeif they would pay

for the benefitve were promising therh(Beta)



‘It was a huge, necessary part of our development, bewawgeuldn't have knownf we had

any clientsat all, hadwe not signed people up through that websi@amma)

Whilst, at first, this benefit could reasonably be part of overcoming the funding gap, the two citing
participants were the two witin existing customer base. Reward crowdfundagguch, was
consideredan excellent platform for thero test supporto ensure the sustainabilitf their
business.

Macht and Weatherston (2014) anticipated that retaining ownership and control woultbgreve
aninfluential benefit for crowdfunding entrepreneurs, whilst other literature cites theseassues
important reasons for rejecting alternative funding (Winton and Yerramilli, 2008). Yeis thes
only reward crowdfunding-specific benefit depictgdMacht and Weatherstan their framework
of crowdfunding benefitsAs such, a new framework, specifecthe context of the interviewees, has
been developed.

6. A new benefits framewor k

In orderto outline the results of this pilot study, the styfdramework developed hergbased
on Macht and Weatherstan(2014) frameworbkf crowdfunding benefits, with significantly
different content.

Similarto Macht and Weatherstamframework, four participants optemlusecrowdfunding
having decided that their business was fundameritatipvestablé Whilst the availability of
traditional funding cannot be knowin,s significant that reward crowdfunding was successfully
utilisedto overcome funding difficulties asperceiedin the mind of the entrepreneurs.

For early-stage entrepreneurs, there emerged three primary experiences of crowd involvement,
which went beyond traditional notions of democratic finattas.likely that the ambitions of the
entrepreneur and the type of firm involved could significantly influence the extent and nature of
waysin whichto involve the crowd asa form of community development and engagement, ranging
from the sharing of contacts, through voluntary worlctively developing the business in
previously unforeseen ways.

It is also importanto note how the novelty of crowdfunding, aitglsubsequent publicity, can
havean effect similarto the ‘certification effectof BA andVC investment, whereby investment
preceeds investmentanimpact whichcanbe termed‘compound crowdfundirigin addition, the
entrepreneursambitionsin this study related directhp their wishego acquire further finance, be
it through traditional means or a business made profitghilee crowdfunding campaign.

Finally, innateto reward crowdfunding was the entrepreris@msto maintain ownership and
control, within which significant benefits were discovered. Reward crowdfunding was ghd&n
usedasa methodo supplement extern&linding, thus actingp reduce the ownership given or debt
acquired, whilstt canalso circumvent debt and equity and enable the entreprenigial a concept
without committingto any of the financial and monitoring obligations expected from other funding
sources.
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Figure 2. A New Benefits Framework.

7. Conclusions

As we have seen, the perceptions and experiences of crowdfunding entrepreneurs can differ from
those anticipated. Four key themes emergehe interviews:
1. Overcome funding difficulties.

2. Acquire further finance.
3. Involve the crowd.
4. Maintain ownership and control.

As themes from a pilot study, these represent further areas for investigation and do not have any
intended weightingsf importance or impact. A number of experiences and benefits veiticim
theme were perceivdaly the entrepreneurs, and the potential reasons for this were explored and are
explained through the framework. The framewisrk generalisation of benefits for the
entrepreneurs interviewed bedachindividual's experience was different. Through the stutigs
been illustrated that personal motivations, business ambition, the context moving into
entrepreneurshigswell asperception of such phenomena of financial limitations and community
affected benefit outcomes. Manf/these supplemented the work of Macht and Weatherston (2014),
but also contradicted their framework and demonstrated that reward crowdfunding for these early-
stage entrepreneurs was not experienced gsjtecvious literature anticipates. While the focus of
this paper was on benefits, some drawbacks were also identifigatticular theime commitments
necessaryo execute a successful campaign, which not only contradict the literature, but the prior
perceptions of the entrepreneurs themselves.

It should be recognised, however, that thisnintroductory study designeéd encourage further
research and validation. Further research could include cross-case studies comparing for-profit vs.
social early-stage enterprisaswell ascomparing experiencas different countries. This paper
has also tentatively highlighted new themes for further investigation including dravdfacks
crowdfunding, democratic community engagement and entrepreneur motivations and learning. Such
studeswill serveto enhance our understanding of the impact of crowdfuraé@gform of
entrepreneurial finance.
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