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Abstract

Equity crowdfunding has rapidly established itself as an important part of the funding landscape
for nascent entrepreneurial ventures. To date, however, little is known about the nature of the
demand for equity crowdfunding or its impact on recipient firms. This paper draws on an
interview-based study of entrepreneurs in 42 equity crowdfunded start-ups in the UK. The
study found strong demand for this funding from these experimental and improvisational
entrepreneurs within innovative, consumer-focused, early stage firms. Many entrepreneurs
were classic “discouraged borrowers” attracted by the ability to obtain finance quickly with
relatively little diminution of their equity or autonomy. In terms of impact, equity
crowdfunding seems to confer important intangible benefits to investee companies which
amount to more than money. Given their strongly improvisational nature, the concept of
entrepreneurial bricolage seems a suitable theoretical lens explicating the behavioural aspects

of the entrepreneurs examined.
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1. Introduction

Finance for start-ups is crucial: a large body of literature attests to the perennial problems new
and young firms encounter accessing finance (Berger and Udell, 1998; Cassar, 2004; Beck and
Demirguc-Kunt, 2006). Informational opacity of new ventures, coupled with a limited lending
track record, means many new and small firms frequently encounter acute difficulties accessing
credit from mainstream lending institutions such as banks (Binks et al., 1992; Udell, 2015).
These problems inhibit innovative new ventures from obtaining much-needed seed and start-
up capital (Colombo and Grilli, 2007), a problem accentuated by the recent global financial crisis

(Cowling et al., 2012; Lee et al., 2015).

It comes as little surprise therefore, that considerable interest is now being shown in
crowdfunding, which has emerged as a prominent new source of alternative entrepreneurial
finance for innovative new ventures (Mollick, 2014; Lehner et al, 2015; Vismara, 2016a; Short et
al, 2017). Due to advances in information and communication technology, crowdfunding
enables many individuals to provide small amounts of finance to businesses via online
crowdfunding platforms (Cumming and Vismara, 2017). In recent years, it has become firmly
established as a key alternative financial instrument for new ventures (Moritz et al., 2015; Block
et al, 2016), allowing entrepreneurs to tap the crowd instead of relying on banks or other
specialised investors (Belleflamme et al.,, 2014). Accordingly, it “represents a potentially

disruptive change in the way that new ventures are funded” (Mollick, 2014, p. 14), with the



potential to radically transform the market for entrepreneurial finance (Cordova et al., 2015;

Bellavitis et al, 2017).

Four main categories of crowdfunding exist: rewards, donation, lending and equity
crowdfunding (Vulkan, et al, 2016). To date, research has focused upon the rewards-based
model synonymous with the US firm Kickstarter and donation crowdfunding (Gerber et al,
2012; Colombo et al., 2015; Mollick, 2014; Giudici et al, 2017), however the concept has
rapidly expanded both in terms of format and geography (Hemer, 2011; World Bank, 2013; Lin
and Viswanathan, 2015; Short et al, 2017). In recent years increasing academic interest is being
shown in equity crowdfunding - a prominent source of finance for nascent entrepreneurial
ventures (Collins and Pierrakis, 2012; Ralcheva and Roosenboom, 2016; Vismara, 2016b; Block
et al, 2016; Vulkan et al, 2016) originally rather narrowly defined as “a model in which
crowdfunders receive a financial compensation” (Belleflamme et al., 2014, p. 317). Ahlers et al.
(2015, p. 958) offer a more permissive definition of crowdfunding as “a method of financing,
whereby an entrepreneur sells a specified amount of equity or bond-like shares in a company
to a group of (small) investors through an open call for funding on Internet-based platforms”.?
In contrast to this definition stressing the role of small or retail investors, it is important to note
that crowd-investors encompass non-specialist, professional and institutionally based actors
(Nesta, 2016; Wright et al, 2015b). Therefore, we propose the following definition of equity

crowdfunding as “a funding process whereby entrepreneurs sell an equity stake in their venture

1n contrast, with a few exceptions (Lin and Viswanathan, 2015) researchers have tended to overlook debt-based
or lending-crowdfunding models despite being the biggest part of the crowdfunding market (Bellavitis et al, 2017).
2 This definition seems somewhat misleading because technically “bonds” are a form of long-term debt in which
the issuing company promises to pay the principal amount at a specified end date. This form of repayment is more
akin to the lending-based crowdfunding model (Atz and Bholat, 2016), whereas shares represent part ownership in
a company.



in return for investment from a disparate range of external investors, both large and small,

mediated via online platforms”.

Unlike rewards or donation models, which are largely deregulated, equity crowdfunding
requires regulatory approval to operate and was thus, initially the smallest form of
crowdfunding, comprising just 5% of all crowdfunding investment by 2013 (Vulkan et al, 2016).
It has quickly grown to become a major part of the crowdfunding landscape (Cordova et al.,
2015; Nesta, 2016; Vismara, 2016a). The UK was one of the first countries to give regulatory
approval and is now the most prominent market for equity crowdfunding both in terms number
of offerings (i.e. 35) and size (Baeck et al., 2014; Signori and Vismara, 2016). Investment via
these platforms leapt from a mere £3.9m in 2012 to £84m in 2014 (Baeck et al., 2014), with the
most recent market research undertaken by Nesta suggesting that this figure tripled to £245m
in 2015 (Nesta, 2016). Equity crowdfunding is also quickly catching up with other forms of
equity finance in terms of the number of deals closed each year. For example, it accounted for
18.5% of all visible equity deals and 32% of all visible seed-stage deals in the first half of 2014
(British Business Bank, 2014). Crowdcube, the UK’s largest crowdfunding platform, alone has

raised over £100 million on behalf of 290 ventures since its launch in 2011.

Of crucial importance in stimulating the growth of equity crowdfunding in the UK has been the
role of tax incentives - the Seed Enterprise Investment Scheme (SEIS) and the Enterprise
Investment Scheme (EIS) - originally designed to foster the business angel market in the UK
(Wiltbank, 2009). The heavily deregulated and incentivised nature of its equity crowdfunding

market means that the UK represents something of a unique ‘laboratory’ for this new form of



entrepreneurial finance, differing from other geographic locations. It is thus a particularly

interesting context in which to empirically explore the phenomenon of equity crowdfunding.

Despite its rapid growth, knowledge of equity crowdfunding in the UK is still in its infancy and
its ability to “help firms grow beyond start-ups remains unclear” (Wright et al., 2015a, p. 7-8).
As scholars begin to debate the merits of the crowdfunding concept more generally (Harrison,
2013), there is a need to further understand the “entrepreneurial cognition” (Fraser et al.,
2015) underpinning this form of funding. Although a number of studies have examined the
supply side of crowdfunding and motivations for investing in crowdfunding campaigns
(Cholakova and Clarysse, 2015; Moritz et al., 2015; Kuppuswamy and Bayus, 2017), very little is
known of what drives entrepreneurs to use crowdfunding generally (Belleflamme et al., 2013),
let alone equity crowdfunding specifically (Ahlers et al., 2015). Scholars are also largely unaware
of what effect(s) equity crowdfunding has on firm development and success (Moritz and Block,
2016), contributing to a lack of understanding of the effectiveness of disintermediated

entrepreneurial finance (Cumming and Vismara, 2017).

This article makes an important contribution to the nascent crowdfunding literature.
Empirically, the study found strong demand for this funding from improvisational
entrepreneurs within innovative, consumer-focused, early stage firms many of whom were
discouraged borrowers (Kon and Storey, 2003). In terms of impact, equity crowdfunding seems
to confer important intangible benefits to investee companies which amount to “more than
money”, especially in terms of firm valuation, product validation and network augmentation.

Theoretically, given the behavioural aspects of these entrepreneurs the concept of



entrepreneurial bricolage (Baker and Nelson, 2005) seems a suitable theoretical lens for
understanding the nature of start-ups during the crowdfunding process. These findings
emanated from a large interview-based study of the demand-side of equity crowdfunded
ventures in the UK3. The study examined the types of firms seeking equity crowdfunding, the
rationale for seeking it, their experiences of the crowdfunding process and how the funding

impacted their development. The study had three overarching and linked research questions:

RQ1: What is the nature of the demand for equity crowdfunding in the UK?

RQ2: What is the nature of the behavioural characteristics of entrepreneurs engaging with

equity crowdfunding in the UK?

RQ3: What effect does this type of entrepreneurial financing have on recipient ventures?

These research questions are augmented by more specified questions derived from the
crowdfunding and entrepreneurial bricolage literature. The article is structured as follows: the
nascent literature on crowdfunding is reviewed, with sub-research questions highlighted. The
research methodology and characteristics of respondent firms are then outlined, before
empirical findings are presented and discussed with reference to the research questions

posited. The article ends with conclusions and areas for further research.

2. Literature Review

To date, attempts at theoretical development within the emergent crowdfunding literature

have been limited. Where theory has been deployed, it has typically been used to help

3To our knowledge the largest interview based study of crowdfunded recipients to date.



understand the mechanisms and behaviour of the investors engaging in crowdfunding (Ahlers
et al, 2015; Colombo et al., 2015; Kuppuswamy and Bayus, 2017), rather than to understand
crowdfunding engagement from the perspective of the entrepreneur. There are a small number
of exceptions examining the importance of social capital and networks on a firm’s equity
crowdfunding campaign (Vismara, 2016a; Brown et al, 2017). Owing to this lack of work
examining the demand-side determinants of crowdfunding, the literature has typically ignored
the nature of firms using equity crowdfunding, the behaviours and motivations of the
entrepreneurs who engage with equity crowdfunding, and the specific benefits (or lack thereof)

of this type of financing.

As the crowdfunding literature remains fragmented and theoretically underdeveloped, we draw
on literature from entrepreneurial finance and entrepreneurial behavioural theories (most
notably bricolage theory), to address the research questions underpinning our study and to
derive related sub-research questions. We build on a considerable legacy of work regarding
entrepreneurial finance (Drover et al, 2017). A deliberate attempt has also been made to draw
upon the research gaps identified in the nascent crowdfunding literature (see Bruton et al.,

2015; Moritz and Block, 2016; Pichler and Tezza, 2016; Short et al, 2017).

2.1 The nature of demand for equity crowdfunding

Scholars have theorised the preferences of how different forms of finance are viewed by
entrepreneurs. For example, under the ‘pecking order’ theory, based on the loss of control
associated with different types of finance (Myers and Majluf, 1984), firms are assumed to

favour (in descending order of preference) internal funds, then bank lending and then equity



sources of finance. This suggests that only after internal funds have been exhausted — the so
called “3Fs” (founders, family and friends) — do firms approach external sources of funding.
Firms tend first to approach banks for debt funding, however their lack of cash flow or collateral
to borrow against (Berger and Udell, 1998; Carpenter and Petersen, 2002) and absence of a
credit track record (Binks and Ennew, 1996) combined with the lending technologies utilised by
banks (Berger and Black, 2011) means that they are often unable to access debt finance. This
forces firms to seek out other means of raising capital, such as venture capital (VC) or business
angel funding. That said, only an extremely select group of entrepreneurial firms are able to

attract these forms of finance (Bellavitis et al, 2017, p. 5).

Temporal factors also affect the ability to obtain funding. The landscape facing SMEs has
changed significantly in recent years, especially for small innovative firms, meaning the ability
to attract both debt (Lee et al, 2015; Lee and Brown, 2016) and equity funding (Mason and
Harrison, 2015) following the global financial crisis led to a breakage in the funding escalator for
SMEs (North et al. 2013). This, undoubtedly, has opened up interest in other sources of

alternative finance for SMEs (Bruton et al, 2015).

While the causal factors surrounding the emergence of crowdfunding seem fairly clear-cut, the
drivers influencing entrepreneurs desire to utilise it are much less well understood (Ahlers et
al., 2015; Frydrych et al., 2014), particularly with authors observing that there will likely be
“considerable variation in the behaviour of entrepreneurs seeking different forms of this
finance” (Bruton et al., 2015, p. 18). Additionally, the extent to which increased demand for

crowdfunding is a function of the inability to access traditional sources of funding also remains



unclear (Pichler and Tezza, 2016). Bruton et al. (2015) hypothesise that the demand for
alternative funding may hinge on certain cognitive factors that shape entrepreneurial decision-
making, particularly discouragement (Kon and Storey, 2003). This occurs when discouraged
borrowers are deterred from applying for bank funding “because they feel they will be
rejected” (Kon and Storey, 2003, p.7). These are an interesting but somewhat under-
researched group of firm owners (Cowling et al, 2016) who have generally good investment
opportunities but anticipate being declined by banks (Cole and Sokolyk, 2016). Research in the
UK has estimated that while small in terms of the overall cohort of SMEs (i.e. 2.65%) there are
approximately 30,000 such firms (Cowling et al, 2016). Freel et al (2012) reported that there

are twice as many discouraged borrowers as those who have actually had a loan rejected.

While discouragement is viewed as an efficient self-rationing mechanism amongst riskier firms
(Han et al, 2009), it can have negative ramifications for the investment and employment growth
(Ferrando and Mulier, 2015). Indeed, it is estimated that up to a third of discouraged borrowers
would have been approved credit (Cole and Sokolyk, 2016). Further, it has been shown that
younger firms led by experienced entrepreneurs display discouragement (Cowling et al, 2016).
In other words, start-ups with the highest levels of informational opacity and lowest levels of
collateral may be have the highest incidence of discouragement (Berger and Udell, 1998;
Cassar, 2004). Of course, being discouraged from borrowing from banks does not, ceteris
paribus, preclude the use of alternative external financing mechanisms. For example, anecdotal
evidence suggests that equity crowdfunding appeals to entrepreneurs who feel unlikely to be
able to access conventional forms of bank lending in order to grow (Collins and Pierrakis, 2012).

Indeed, bad credit scores have been found to increase the probability of ventures seeking



crowdfunding (Blaseg and Koetter, 2015). As conclusive empirical evidence on this relationship
does not yet exist, however, our first sub-research question, linked to RQ1, is: to what extent

are equity crowdfunded firms discouraged borrowers?

2.2 The nature of the entrepreneurs engaging with equity crowdfunding

To date, the crowdfunding literature has been focused on the supply side (i.e. the nature of
investor behaviour) with little work helping us to understand the behaviours and characteristics
of the entrepreneurs choosing to engage with equity crowdfunding. This focus has
undoubtedly hindered our knowledge of what types of entrepreneurs experiment with
alternative sources of finance. Within the wider entrepreneurship literature, traditional
conceptions of new venture formation generally reflect a linear “design-then-execution
framework” where “entrepreneurial volition leads to gestational and planning activities” (Baker
et al, 2003 p. 256). By contrast alternative behavioural perspectives such as effectuation and
entrepreneurial bricolage (Baker and Nelson, 2005) which describe how entrepreneurs
undertake resource assembly, have become increasingly prominent (Fischer, 2012; Welter et al,
2016). Within these theoretical frameworks, under certain conditions “entrepreneurs take a
different route to identifying and exploiting opportunities” (Fischer, 2012 p. 1019) which are

less anticipatory or rational and more improvisational (Baker et al, 2003).

The concept of bricolage seems particularly germane to financially constrained start-ups.
Indeed, the most crucial assumption underlying bricolage is resource scarcity (Welter et al,
2016) and, given that most start-ups are notoriously resource constrained, bricolage seems

particularly pertinent to understanding their financial evolution (Fischer, 2012). Bricolage
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behaviours are commonly associated with making do with what is at hand, creating something
from nothing and experimenting by combining resources for new purposes (Fisher, 2012).
Often linked to the concept of resourcefulness (Baker, 2007), bricolage theory presents “a
forum in which organizational improvisation, creativity, social skills, combinative capabilities,
and other characteristics are called into play” (Baker and Nelson, 2005, p. 361). Entrepreneurs
who exhibit such a mind-set view resource limitations as both as problems and opportunities

(Welter et al, 2016).

Given its potential theoretical relevance, surprisingly, little empirical work has applied bricolage
theory within an entrepreneurial finance context, despite recognition that newer forms of
entrepreneurial finance, such as crowdfunding, seem particularly pertinent to experimental
entrepreneurs (Lehner, 2013). From this line of reasoning we derive the following
supplementary question, linked to RQ2: do the behavioural characteristics of entrepreneurs

engaging in equity crowdfunding resonate with entrepreneurial bricolage?

2.3 The effect of equity crowdfunding on recipient ventures

A number of studies on equity crowdfunding are beginning to explore some of the additional
benefits this form of finance confers on its recipients. So for example, some early observers felt
that crowdfunding could provide the ‘wisdom’ of the crowds (Surowiecki, 2004) and more
recent work notes that individuals from diverse backgrounds “bring various pools of local
knowledge together” (Collins and Pierrakis, 2012, p. 25). Indeed, there is an emergent body of

literature which identifies various benefits arising from crowdfunding (Belleflamme et al., 2014;

11



Lehner et al., 2015), including public exposure and validation from customers. In this sense,
“crowdfunding can be used as a promotion device, as a means to support mass customization
or user-based innovation” (Belleflamme et al., 2014, p. 602). Indeed, a recent study of US
crowdfunded projects discovered that the number of backers involved in a campaign positively
influences the subsequent performance of the recipient firm products, leading the authors to
conclude that non-financial benefits that accrue from attracting numerous backers, or early
innovation adopters, is where much of the value of crowdfunding resides (Stanko and Henard,

2017, p. 794).

While there seems some emerging evidence of positive benefits from crowdfunding, this issue
remains relatively under-researched at present, especially in relation to equity crowdfunding.
Whereas a sizeable literature exists surrounding the value added contributions that VCs and
business angels make to investee companies (Hellmann and Puri, 2002; Politis, 2008), there is
little evidence that these benefits accrue from equity crowdfunding (Macht and Weatherston,
2014). VCs can scout for, and screen firms, to ensure they select those with strong growth
potential (Baum and Silverman, 2004). Additionally, VCs can add value to firms through an
interactive relational form of upskilling the managerial competencies within the firms (Hellman
and Puri, 2002) which leads some to label VCs as ‘smart money’ to depict this process
(Sgrensen, 2007). By contrast, due to their lack of experience some note that “crowds are
frequently stupid” (Isenberg, 2012, p. 4) hence, their non-financial contribution to a firm might
be limited. Therefore, the final research question, linked to RQ3, is: what tangible and non-

tangible benefits do firms obtain from equity crowdfunding?
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3. Methods and Cohort Characteristics

Reflecting the dominant trend within entrepreneurship research (Suddaby et al., 2015), most
crowdfunding research has been quantitative (see for example, Belleflamme et al., 2014;
Cholakova and Clarysse, 2015; Colombo et al.,, 2015; Mollick, 2014), with very few studies
adopting a qualitative approach (see for example, Lehner et al.,, 2015; Schweinbacher and
Larralde, 2012; Moritz et al., 2015). As other scholars have noted, it is important to move
crowdfunding research into more qualitative research methods to provide deeper
understanding of specific “entrepreneurial activities and processes" (Frydrych et al., 2014, p.
263). This kind of exploratory inductive research can help elicit strong empirical insights, whilst
opening up the opportunity for theoretical development (Eisenhardt, 1989; Graebner et al.,
2012). With a view to contributing to this gap, this study draws on in-depth qualitative
interviews with 42 UK-based entrepreneurs who successfully obtained equity crowdfunding to

explore how and why entrepreneurs engage in crowdfunding.

3.1 Data Collection

Our sample was identified purposively via the three main equity crowdfunding platforms in the
UK - Crowdcube, Seedrs and SyndicateRoom?®. To be eligible for inclusion, ventures were
required to (a) have successfully completed their funding campaigns between January 2011 and
January 2015 and (b) to have raised at least their target amount. Based on these two criteria,
from the three platforms we identified 156 eligible firms based on the above criteria. Through a

snowball approach, a small number of other firms (n=4) who had raised crowdfunding through

4 Company information is publicly available via Crowdcube, Seedrs and Syndicate Room for the majority of firms
that have successfully raised crowdfunding, but not all.
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two other UK-based equity platforms (Shareln and Crowdbank) were also identified. Of these
160 firms -all of which were initially contacted by both telephone and email at the end of
January 2015- 42 agreed to participate, giving a response rate of 26%. It is important to note
that the success rate for raising equity finance on crowdfunding platforms is relatively low, with
only around 40% of firms successfully completing the funding process (Financial Times, 2015).
Thus the entrepreneurs interviewed should be considered atypical rather than representative

of all those who attempt and begin the equity crowdfunding process.

Interviews with the 42 entrepreneurs were undertaken between February and June 2015 by
three of the researchers. The interviews were semi-structured, conducted either by telephone
or Skype with the founder/entrepreneur, and were on average 45 minutes in length. They were
recorded and transcribed immediately upon completion. The interviews covered a number of
range of thematic topics linked to our overarching and sub-research questions, including levels
of “discouragement”, rationale for seeking crowfunding, benefits (expected or unintended),
disadvantages and impact. As more than one researcher conducted the interviews, a standard
interview template was utilised, with standardise probes for each question. Close attention was

paid to ensure that each researcher adopted the same interview protocol.

To triangulate the interviews with entrepreneurs, a small number of interviews were also
conducted with eight other actors in the equity crowdfunding market to better understand
emerging themes and develop a more holistic understanding of the entire crowdfunding
process and the wider crowdfunding ecosystem. Supplementary interviews with related actors

are often used in qualitative research to help triangulate emerging themes from company
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interviews (Patton, 2002). These individuals included business angels who had co-invested
through crowdfunding platforms (n=2), equity crowdfunding platforms themselves (n=3),
intermediaries (lawyers, accountants) (n=2) and a specialist crowdfunding consultant (n=1). No
guotations from these triangulation interviews are included in this paper, although these

interviews played a role in overall data analysis.

3.2 Data Analysis

The overall aim of the research was to develop “bottom-up” theories grounded in the real
world to ensure the work “remained authentic and identifiable” to the entrepreneurs
interviewed (Cope, 2005, p. 174). Therefore, the main form of data analysis utilised a
predominantly grounded approach using the Gioia methodology, whereby data-to-theory
connections were prioritised (Gioia et al., 2013). It was partially grounded in that some of the
issues within the study emerged inductively from the data through a process of “concept
discovery” which is the strategic process of moving from data to abstract categories (Martin
and Turner, 1986) while other issues arose from our reading and understanding of the relevant
literature (i.e. discouragement)®>. The interpretive approach adopted aimed to preserve the
subjective and interpretive nature of the data analysis process (Leitch et al, 2010; Graebner et

al., 2012).

As often occurs with interpretive work, part of the informal analysis began during the interview
phase (Gioia et al, 2013). The formal data analysis began with the three researchers involved in

data collection independently mapping the first order concepts elicited from each of the 42

5 Strictly speaking, under a grounded theory approach the researcher should not be committed to pre-existing
theory when entering the research site (Parker and Roffey, 1997).
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interviews, which produced a long list of theoretical concepts. In line with others, this involved
examining each interview separately to see what was common and what was specific to each
specific case (Cope, 2005). These were then explored for similarities and differences, leading to
identification of a number of core second order themes through a process of “axial coding” to
reduce the themes to a manageable number (Charmaz, 2014). Coding involved the use of
labels derived directly from the informant interviewees (i.e. “more than money”). Clearly,
gualitative data can be interpreted differently by different researchers. To enhance inter-coding
reliability each transcript was analysed independently by all three researchers involved in data
collection, before codes were compared and reassessed by the researchers as a group in order
to ensure analytical rigour (Guba and Lincoln, 1994). Discussions between the researchers
formed a central part of the coding process. As second order themes emerged, the research
transitioned from an “inductive” to an “abductive” approach (Dubois and Gadde, 2002),

whereby our data and existing theory were considered side by side (Gioia et al., 2013).

Given the small number of equity crowdfunded companies in the UK, the publicly available
information on successful campaigns and the associated risk of identification, all interviewees
were guaranteed anonymity rather than confidentiality. Direct quotations have been used to
ensure transparency of collected data (Healy and Perry, 2000), however company names and
crowdfunding platforms have been anonymised at the request of participants and no specific
identifiers (e.g. sector, location) have been ascribed to individual respondents. The direct
guotations included in this paper are taken from a representative cross-section of two-thirds of

the 42 companies interviewed and, where multiple quotes are used to demonstrated key
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themes, these are taken from different interviewees. No more than one extended quotation

has been used from each interviewee.

3.3 Cohort Characteristics

The vast majority (90%) of entrepreneurs who had raised finance were male, predominantly in
the 25-45 age range, nearly all of whom (90%) had significant previous entrepreneurial
experience of either establishing or working in start-ups. All 42 of the entrepreneurs
interviewed exhibited the classic attitudes and behaviours of growth oriented entrepreneurs
(see Mason and Brown, 2013), noting an appreciation of risk, high levels of entrepreneurial

ambition, and the desire to grow their business (in both turnover and profitability).

The majority of businesses (57%) were early stage aged between one to three years (see Figure
1). This suggests that it is primarily start-ups who are active in raising equity crowdfunding.
However, due to the presence of some more established firms (n=10), the average firm age in

our sample was four years.

Insert Figure 1 here

Very few of the companies in the sample (10%) conformed to the traditional view of a ‘high
tech’ venture with a high level of Research and Development (R&D) activity. Most were
operating in the B2C markets focusing on consumer products and services, operating in a wide
range of industrial sectors (see Figure 2), the most common being Food and Drink (26%), Digital

Media (17%) and Clean Tech (12%).

Insert Figure 2 here
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The firms had a distinctive geography (see Figure 3). Half of the sample (50%) were located in
London, while other small pockets were in Bristol (8%) and Edinburgh (5%); the remaining firms
were scattered around the country, including the South West, the Midlands, the North of
England and the central belt of Scotland. These patterns strongly reflects other previous
research on the uneven geography of crowdfunding in the UK (Baeck et al, 2014; Langley and
Leyshon, 2017). To some degree these spatial patterns partly mirror the main sources of start-
ups within the UK economy. Given the fact that half the population of the sample originated
from London may suggest that access to — and engagement with — crowdfunding may be
subject to the same spatial inequities exhibited by venture capital and business angels

investments (Martin et al., 2005; British Business Bank, 2017)®.

Insert Figure 3 here

In the main, the entrepreneurs were looking for start-up and growth capital to develop their
businesses. Just under half of the firms (48%) raised between £100k and £199k (see Figure 4).
The average amount raised by firms in our sample was £408,484, while the median value was
£150,785. The average amount raised was double that identified by Nesta (£199k) for the 2012-
2014 period (Baeck et al., 2014), suggesting that deal size is increasing. Five companies
interviewed raised over £1million. Excluding these firms from the analysis, the average amount
raised drops to £237,339, still above the Nesta figure (Baeck et al, 2014). To raise this

investment, firms issued between 5.81% and 32.17% equity (on average 18.95%) to between 3

6 Other research notes the “home bias” of investors in other types of crowdfunding markets (Lin and Viswanathan,
2015).
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and 966 individual investors (on average 165).” While it was not always possible to know the
exact composition of investors within the crowdfunded rounds, business angels were known to

be involved in 30 (71%) of the ventures examined.

Insert Figure 4 here

The majority of the crowdfunded firms interviewed were in receipt of the tax incentives
highlighted earlier®. An individual taxpayer can claim 30% tax relief on up to £1m of investment
per tax year under the EIS scheme whereas this figure is higher (i.e. 50%) under the SEIS (i.e.
£100,000 of investment per tax year). Typically, the entrepreneurs raising SEIS eligible relief
raised smaller amounts, meaning they tended to be particularly early-stage; more often than
not pre-revenue de novo start-ups. These are riskier investments and, as such, the tax relief is
more generous under SEIS. On the other hand, firms who raised under the EIS scheme tended
to be more mature, raising larger sums and are mainly revenue generating or have a larger

user/customer base.

4. Findings
The findings are structured around the three overarching research questions: (1) the nature of
demand for equity crowdfunding; (2) the behavioural nature of the entrepreneurs engaging

with equity crowdfunding; and (3) the effect of equity crowdfunding on recipient ventures.

4.1 The nature of demand for equity crowdfunding

7 These figures exclude firms that raised finance using the Seedrs platform (n=13), which has a nominee structure
where all investments are managed by a single nominee.
8 A precise figure cannot be given owing to the incomplete information on all the companies.
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The entrepreneurs interviewed articulated a number of factors that had influenced their
interest in, and ultimately use of, equity crowdfunding as a source of entrepreneurial finance.
An important consideration for the majority (70%) was the perceived lack of other financing
alternatives available. As the majority of these firms (57%) were early stage ventures, they
often lacked collateral and assets, as well as a proven financial track record. These ‘liabilities of
newness’ (Stinchcombe, 1965) resulted in many entrepreneurs thinking that they were unlikely
to be able to obtain debt funding from banks (62%) or equity funding from venture capital

(40%) and business angels (45%).

Addressing sub RQ1, the vast majority of the interviewees could be classed as classic
“discouraged borrowers” who were deterred from applying for bank funding because they felt
they would be rejected®. One entrepreneur stated that “banks are a bad source of finance for
early stage ventures” while another bluntly stated: “banks would never come near me”. Few
(25%) had considered approaching their bank or other financial institutions, let alone had made
an approach (15%). No one reported being turned down by a financial institution. The
entrepreneurs interviewed were therefore discouraged (Kon and Storey, 2003) rather than
declined borrowers.1° The general feeling amongst respondents was that it is currently easier to
get money “from the crowd than from the bank”, particularly if firms are selling a product or
service that resonates with the general public. The common view appeared to be that
individuals tend to buy into concepts and thus growth potential, whereas financial institutions

tend to be more interested in a financial track record to mitigate lending risks.

9 A precise figure cannot be given because some of the entrepreneurs explained their borrowing behaviours in
such ways which prevented a straightforward categorisation.

10 While the term ‘discouraged borrowers’ (Kon & Storey, 2003) is normally associated with bank debt finance,
potentially it could be extended other forms of funding such as VC and business angels etc.
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“We didn’t even look in to [a bank loan]. We felt banks would not fund us for the amount

we needed and the limited experience we had under our belts.”

“No one trusts banks anymore and they aren’t happy to lend. If I’d gone to the bank
seeking a personal loan of £70,000, not that that would necessarily have been possible,
I’m then straddled with a rather large payment that | have to satisfy every month as

well. So, for me, giving away 16% of equity is a no brainer.”

The entrepreneurs also indicated that, due to difficulties identifying business angels, they were
keen to pursue crowdfunding as an alternative source of equity financing. Although, as noted
earlier, in many cases angels and the crowd were not mutually exclusive, with 71% of the
ventures in our sample identifying business angels within their cohort of investors. The focus of
nearly all the firms interviewed (93%) was to raise ‘growth capital’ through equity
crowdfunding, which they felt they could do without losing either significant equity to investors

or entering into a long repayment process with the banks.

“It filled a gap — good way of getting angels together as well as friends and family.

Great advantage over control, you name the price yourself — it’s not a negotiation.”

Although interviewees considered crowdfunding to be a critical mechanism for raising early-
stage growth capital, they all regarded it as only one part of a wider funding strategy. The
entrepreneurs were therefore not looking to replace other sources of financing with
crowdfunding, but rather sought to augment other debt and equity instruments as “part of
[their] wider funding strategy” to best serve their interests. The majority of respondents (70%)

noted that, whilst crowdfunding is particularly relevant to them at this point in time, they will
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look to other sources of finance in the future and will adjust their funding strategies
accordingly. This shows the experimental “bricoleur” nature of the way in which entrepreneurs

approach crowdfunding.

A final issue that seemed central to the heightening appeal of crowdfunding concerned the tax
incentives on offer in the UK. In the majority of cases the entrepreneurs acknowledged the

important role of the SEIS and EIS schemes in attracting investment.

“It’s pivotal. I've founded two other medical device companies. | use EIS to attract
potential investors: it’s key; it’s vital. It’s brought investors to the table that normally

wouldn’t be there.”

“We applied for the SEIS scheme — it’s a great scheme and we were very happy to get
that assurance. | certainly think it would be a huge motivator in a lot of people’s

decisions [to use equity crowdfunding].”

4.2 The behavioural nature of the entrepreneurs engaging with equity crowdfunding

In the main, the entrepreneurs interviewed were all well-informed individuals, with the
majority (83%) actively tracking and reading up on crowdfunding in advance of utilising this
funding mechanism for their own ventures. They could be considered ‘early adopters’ of both
the crowdfunding concept and of its use as a source of alternative entrepreneurial finance.
Despite their knowledge, however, not all entrepreneurs were successful with their initial
approaches to crowdfunding platforms. Two entrepreneurs in our sample were rejected on

their first approach to a platform due to a perceived lack of fit with the platform’s investor
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profile in one case and disagreements over the company valuation as well as doubts about the

firm’s potential to meet the fundraising target in the other!?,

For approximately half of the entrepreneurs (48%) interviewed, engaging with an equity
crowdfunding platform was an ad hoc rather than planned ‘event’, often influenced by peer-to-
peer interactions and word of mouth referrals from friends, family and business contacts. For
the other half (43%), it was more of a planned and closely evaluated process, whereby financing
options (and their pros and cons) had been critically appraised, with crowdfunding deemed to
be the most appropriate funding mechanism. In a minority of cases (9%), crowdfunding was a
‘last resort’ for firms that needed funding as soon as possible and had no alternatives to pursue.
The predominantly ad hoc semi-planned nature of the use of crowdfunding illustrates the

creative and improvisational nature of the entrepreneurs examined.

“We got fed up,; let’s concentrate on growing the business instead of trying to find

money. We decided the economy’s easing; let’s try this new route of crowdfunding”

A critical factor driving many of these entrepreneurs desire to turn to equity crowdfunding
were temporal issues. Timing factors such as the relative speed in which the entrepreneurs
could raise and obtain this form of finance were deemed critical to its appeal. In comparison to
bank lending and other forms of equity finance, crowdfunding was seen as much quicker and
easier option: “time frame - we wanted to know when we would be funded by”. In examining

funding options, one highly experienced founder stated he’d “met so many time wasters — it’s

11 Respondents from Crowdcube and Seedrs noted that only 1 in 5 applications to their platforms are accepted.
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just exhausting”. Others highlighted the fact that pinpointing appropriate business angels was

very time-consuming in comparison: “it puts a time limit on fundraising”.

Unquestionably, the biggest single advantage associated with crowdfunding was the speed at
which a round of crowdfunding can be completed, in comparison with other sources of
financing. The average length of time taken by the entrepreneurs in our sample to raise
financing via crowdfunding varied from nine days to over four months, with many
entrepreneurs noting their surprise at how quickly the process was completed.!? The speed of
raising funding meant that “distractions were minimised”, allowing firms to “get back into
action” quickly. Indeed, the majority of entrepreneurs were quick to identify the importance of
speed when raising finance for early stage businesses, as drawn-out discussions with potential
investors can hinder the day-to-day management of operations and put at risk the sustainability

and growth of a new venture.

“Crowdfunding is probably quicker than VCs or angel investors.”

“[Angels and VCs] are slow, they drag their feet.”

The desire to quickly obtain the funding suggests that the entrepreneurs were “happy to
experiment” with this newer form of finance. Many of the behavioural traits confirm a strong
element of entrepreneurial bricolage within these extemporizing entrepreneurs. Plus, many of

these entrepreneurs saw a combinative logic to this form of finance:

12 Note that many entrepreneurs did not include the amount of time spent on preparatory work (e.g. developing a
business plan; obtaining initial investment from the angel community) in their conception of the length of the
crowdfunding process. In reality, the process was often more lengthy than respondents acknowledged.
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“We needed the money quickly, we had seen how well others had done and we wanted
to, not only generate money, but also to attract investors that might become

ambassadors”.

4.3 The effect of equity crowdfunding on recipient ventures

Benefits of Equity Crowdfunding

Respondents also noted that crowdfunding offered non-financial benefits in terms of concept
validation and company valuation. Given the early-stage nature of the majority of companies in
the sample, achieving proof-of-concept and product/service validation were of particular
concern. Half (50%) emphasised that they hoped obtaining funding from the crowd would
validate and endorse their core offering and their business model generally. They also hoped
that they would build a pipeline of potential customers in the process. Additionally, around half
of the firms in our sample - particularly those that had very recently started trading and those
that had grown rapidly - sought to use the crowdfunding process to put a value on their

company as the entrepreneurs were unsure of its market value.

“Crowdfunding had a useful purpose in pinning down the value of the business and
that’s what it did — it pinned down the value of the company at a level that we worked

with.”

“It was [name of platform removed] who valued the company at a certain value which
was great for me and people were willing to offer investments for essentially something

that didn’t really exist yet. So, in a way, it was sort of ‘free money.””
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A number of entrepreneurs reported that the crowdfunding process gave them a more
favourable valuation than they would have had from VCs or business angels. Others highlighted
the importance of retaining their autonomy and control of their business by having a dispersed

ownership structure rather than having a single dominant shareholder.

“We did do a little more angel hunting before deciding to crowdfund, but tended to find
that in general both angels and venture capital firms were asking for larger equity stakes

than we were prepared to give.”

“When you have lots of small investors and you’re an early stage company...it means you

can maintain a lot of autonomy”

Finally, respondents were keen to stress the importance of having external investors. The
majority explicitly emphasised the benefit of being held accountable to those with a stake in
the business, noting that this provided a set of checks and balances to ensure the performance
of the business was externally monitored. This perceived accountability to investors was
consistent regardless of the type of investor (professional or ‘one of the crowd’) and the

amount invested. As one entrepreneur commented:

“We feel that equity makes you more accountable, it makes you more responsible, it

makes you work harder.”

The entrepreneurs in the sample were genuinely appreciative of having a “critical mass” of
supporters, offering not just financial support but also potentially other forms of assistance as
required. Factors such as media exposure, interaction with new shareholders, end-user

engagement and feedback were all important intangible “network-related” benefits that firms
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received from this type of funding. Indeed, investors in crowdfunding often become quite vocal
advocates of these firms!3. In turn, entrepreneurs use these new networks to gain media
exposure for their venture and to receive customer feedback on product development. For
example, one company used their investors to test out their new range of craft beer products

to help inform their new product development.

“You have an audience who are willing you on — they want to see you succeed and they

have a vested interest in you being a success.”

The network related benefits also appear to evolve over time. What seems to characterise this
process is a transition away from personal strong ties, which in turn fosters engagement in
wider business networks predicated on weak ties. Strong ties act as a conduit towards
developing a range of weaker ties across a wider set of business networks. The desire to
develop and “harden” these weak ties is perhaps the most fluid and dynamic aspect at the end

of the crowdfunding process.

“Some of the biggest investors who came to us through [Platform] are proving to be

invaluable to our business due to their skills and networks”

“[Crowdfunding] has allowed us to become involved with investors we hadn’t met before

— to start building new relationships.”

Disadvantages of Equity Crowdfunding

Respondents noted that crowdfunding also has its disadvantages. A significant minority of

entrepreneurs reported that it entailed a significant administrative burden, including liaising

13 The term “fanvestors” is sometimes used to depict the pro-social behaviours of these types of investors.
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with the crowdfunding platform, meeting the requirements for government investment
schemes (e.g. EIS/SEIS), responding to requests for business plans and other company
information from potential investors and, upon receipt of funding, responding to queries from a

multitude of investors.

“[Your investors] have all put in a chunk of equity. If you’re spending half your time

keeping them happy then that’s a problem, not a benefit.”

Many entrepreneurs noted that queries from investors had taken up significantly more time
than they had anticipated, in over half of the cases this was between 100-200 hours. In some
cases, particularly in more technical B2B concepts, this was due to the fact that investors had a
limited understanding of the nature of the business and its product/service offering and thus
required significant “education” about the business. In other cases it was simply a challenge to
manage a multitude of small investors, all of whom had different interests, queries, motivations
and investment knowledge. This was particularly the case for just over a third of the firms that

added over 100 new investors. As one of these entrepreneurs explained:

“Dealing with 120+ investors individually can be a nightmare! The structure with, say,
120 individual investors can also put off future investors such as VCs just due to the

admin involved.”

Although largely considered a benefit, valuation was, for a minority of businesses, considered
to be a potential drawback of crowdfunding. A number of entrepreneurs noted that they
struggled to come to a fair valuation of their business with the crowdfunding platform, only to

have to subsequently revise this valuation in order to generate interest from the crowd.
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“We hit a wall about 5/6 weeks in when investment dried up. So we made the decision to
reduce the valuation of the company. In came some heavy hitters and the whole thing

was over in a week.”

A further potential disadvantage of crowdfunding is the reputational risk (and potentially
longer-term viability) to the business should it be unable to raise its minimum target funding. A
small number of entrepreneurs commented that they were under significant pressure to meet
their fund-raising threshold, because failure to do so would have a negative impact on public
perception of the business and influence the possibility of raising future finance through follow-
on rounds of crowdfunding or other entrepreneurial finance. Although crowdfunding was
recognised to offer enhanced visibility compared with raising investment from business angels

and VCs, this visibility could also have a downside.

A final disadvantage identified by entrepreneurs was the issue of access to further rounds of
finance. The overwhelming majority of respondents noted that crowdfunding provided short
term limited finance and that, over time, this mechanism would become simply one part of

their overarching financing strategy.

“We would consider using it again, but we’d think carefully if it was the right approach.
Many investors are lacking business experience and this could be difficult for us — we’re

not only looking for the money.”

A number of entrepreneurs expressed concern over how easy it would be to undertake repeat
rounds of crowdfunding, particularly once the business has scaled, noting that at that point it

might be less efficient and straightforward compared with taking out a bank loan or standing
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line of credit. Very few were expecting to undertake further rounds of crowdfunding, with the

majority expressing hesitation about its appropriateness as their companies expanded.

“We won’t be using [crowdfunding] again. We’ll be looking to raise a lot more next time

around and | don’t think that the crowd will be the best source.”

Impact of Equity Crowdfunding

Reflections by the entrepreneurs on the impact of the crowdfunding process, while varied,
highlighted a number of key benefits. First, respondents noted that engaging in crowdfunding
resulted in “more than money”. Nearly all respondents acknowledged that various intangible
benefits arose from the crowdfunding process, specifically in terms of accessing new
customers, gaining media and press attention to supplement their other marketing activities,
validation of their product/service offering and development of their business model. These
benefits, while not themselves financial, have the potential to financially benefit firms as they

develop and grow and are linked to the ‘affinity’ created between investors and firms.

“We found it extremely useful just from the amount of people who want to support us
and the amount of opportunities it has opened up just off the back of getting mass

marketing exposure.”

“The feedback from the advertising and the publicity of it were all beneficial to the

company as a whole, not just the finance.”

Second, by raising capital, firms were able to take on new employees. A number of
entrepreneurs (17%) stressed just how important job creation was in order to adequately scale

up their businesses, with significant proportions of the funding they raised earmarked
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specifically for salary costs. Not all firms could articulate the precise number of new jobs they
intended to create, but many anticipated growing from around micro firms with between 5-10
employees to around 20-30 employees in the next six months. Respondents did note, however,
that these new jobs would not be sustained through the money raised via crowdfunding and
that other sources of income would be needed to maintain employment and create new jobs in
the future. According to one firm, who planned to double their employees from 20 to 40, the
funding only bought them “around 6 months”, after which time other sources of funding would

be needed to sustain their growth. Another entrepreneur noted:

“We already burned [through the money] very quickly. We need more because we didn’t

raise enough money to hire sales people.”

The final theme identified concerned access to follow-on funding. The majority of the
entrepreneurs felt that having had a successful crowdfunding campaign enabled them to
attract the attention and interest of business angels and VCs and also “opened doors” to other

forms of future equity financing.

“We’re on the radar of the [VC] community now, so | think we have more options than

we did in terms of next-stage funding.”

Indeed, a considerable number of entrepreneurs noted that the experience would be “useful in
future funding rounds”. They also observed that successful fundraising might have beneficial
implications for accessing other sources of finance in the future such as private equity and, in
some cases, grant funding, whereby a track record of obtaining other forms of finance can be

seen as beneficial.
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5. Discussion

In order to highlight our key empirical findings, we return to the key research questions posited.
In terms of the nature of demand for equity crowdfunding in the UK (RQ1), the perceived lack
of financial alternatives was a key rationale for entrepreneurs to seek equity crowdfunding. This
corroborates speculation that “discouraged borrowers may turn to newer forms of alternative
as the only option left available to them” (Bruton et al.,, 2015, p. 18). While this is an
unambiguous finding, it is important to note that demand is influenced by several other factors,
of which speed is particularly critical. Quite often the speed in which firms could obtain finance
was a crucial factor prompting them to pursue this form of equity funding. This links to the
strong bias for action within these entrepreneurs. The organisational legitimacy crowdfunding
confers on firms also seems important (Frydrych et al., 2014), particularly in the context of the

early stage ventures in this study.

In accordance with the pecking order theory (Myers and Majluf, 1984), the majority of the
interviewees pursued crowdfunding to minimise the dilution of their equity stakes and to retain
maximum levels of autonomy. Interestingly, while some entrepreneurs appreciated the lack of
interference from investors, most welcomed greater levels of scrutiny. The benefits of an
external ‘control mechanism’ is in line with resource dependency theory (Street and Cameron,
2007) and has been noted in other forms of equity finance such as VC (Hillman and Dalziel,
2003; Wijbengaet al., 2007). In certain respects, crowdfunding seems to be creating a ‘diluted’
form of equity funding with less prohibitive limitations to entrepreneurial autonomy than other
forms of equity funding. By contrast, VC-backed firms often adopt strong monitoring and

control procedures such as the use of contractual clauses (Kaplan and Stromberg, 2003). The
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preference for equity crowdfunding over other forms of equity funding is therefore, consistent

with the pecking order theory.

With regard to the nature of the entrepreneurs engaging with equity crowdfunding in the UK
(RQ2), a key feature of the entrepreneurs interviewed was their willingness to innovate and
experiment. These entrepreneurs were very proficient at bundling financial resources from a
variety of different sources — friends, family, business angels and the crowd — to help alleviate
and overcome their internal resource constraints. The often ad hoc and unplanned nature of
these extemporizing entrepreneurs showed them to be very creative, spontaneous and
improvisational. Such actions strongly resemble the behaviours associated with
entrepreneurial bricolage outlined earlier (Baker et al., 2003; Baker and Nelson, 2005). In line
with bricolage theory, the entrepreneurs examined had a very strong bias for action and a
refusal to enact resource constraints (Baker and Nelson, 2005), particularly given the penurious
lending environments facing these start-ups following the financial crisis. For example, some
firms sold ideas and early concepts to investors before a tangible business existed - literally
“creating something from nothing”*. Given the reported findings, the bricolage concept seems
a suitable theoretical lens for understanding the behavioural aspects of the crowdfunding

process.

Our empirical findings also demonstrate the important role both interpersonal and inter-
organisational networks play in mediating the equity crowdfunding process for start-ups.

Strong social and relational skills are linked to bricolage (Baker and Nelson, 2005). While

1 Indeed, one entrepreneur used rewards-based crowdfunding to test the market for his product and generate
demand. This ‘order book’ was then used to secure further equity crowdfunding.
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crowdfunding networks help start-ups access funding, they also stimulate and provide a conduit
for wider boundary spanning interactions with a multiplexity of different ties, both strong and
weak. The network related benefits also appear to evolve over time, highlighting the need for a
processual perspective when examining crowdfunding (Hjorth et al, 2015; Brown et al, 2017).
Emphasising the importance of social capital during the equity crowdfunding process (Vismara,
2016a), both personal and business networks were extensively utilised by entrepreneurs.
Drawing on personal networks enabled the nascent firms to augment their own internal
resource endowments by tapping the so-called “three Fs”. The recombination of resources was
evident in the way entrepreneurs repacked existing funds and investors to help build campaign
momentum, which in turn drew in the crowd. The early adopters examined during this study
also seemed adept at drawing on business networks in the form of the embryonic
‘crowdfunding ecosystem’ - comprising accelerators, incubators, crowdfunding platforms,
crowdfunding consultants and business angel investors.’®> These network effects mark equity
crowdfunding out as a distinctively “relational” form of entrepreneurial finance, drawing
heavily on both strong pre-existing and new weaker ties on a variety of dimensions. Arguably,
poorly connected entrepreneurs may not have sufficient networks or social capital to undertake

crowdfunding effectively.

Our final research question (RQ3) explored the effect that equity crowdfunding has on recipient
ventures. In line with others, the data reveals both tangible and intangible benefits from

interacting with crowd investors (Belleflamme et al., 2014; Lehner et al., 2015; Stanko and

15 Interestingly, a number of the firms had obtained initial seed funding via accelerators and incubators prior to
undertaking crowdfunding.
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Henard, 2017). This included media exposure, interaction with new shareholders, end-user
engagement and feedback were important intangible benefits that firms received from this
type of funding. Indeed, in one isolated instance one entrepreneur noted that they engaged in
equity crowdfunding primarily was to obtain these benefits, claiming they “didn’t really need
the money”. This reinforces the conclusion that by working the crowd, important
entrepreneurial learning can occur (Belleflamme et al., 2014; Gerber and Hui, 2013; Ordanini et
al., 2011). Additionally, successfully raising crowdfunding can act as a signal of quality to
uninformed third parties (Vismara, 2016), hence affirming the new venture’s legitimacy which

could in turn further facilitate future investment (Hsu, 2004; Plummer et al, 2016).

There are important practical implications arising from the study regarding the substantive
inter-platform heterogeneity detected!®. Given the relatively modest sample we cannot offer
concrete conclusions on this front but two observations can be made. First, it appears that
angel-led platforms such as Syndicate Room, who require that the deal has a sizeable backing
from an existing professional investors, tend to fund more traditional VC and angel-backed
technology-based companies with large scale investments. By contrast, Crowdcube typically
funds younger consumer-focused start-ups with smaller levels of capital. Second, another by-
product of inter-platform differences is the differentiated nature of shareholder interactions.
While Seedrs adopt a unified nominee structure to represent investors, in some platforms such
as Crowdcube shareholder management is the sole responsibility of the start-up themselves.
The findings reported that shareholder management was extremely difficult for some of these

smaller companies given the magnitude of new investor relationships. Within the Crowdcube

16 We are grateful to one of the referees for probing the authors to consider these cross-platform issues.
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model interacting with large numbers of shareholders can yield benefits in terms of follow-on
investment and network augmentation, it can also be extremely time-consuming for early stage
businesses. Clearly, entrepreneurs need to closely examine the differential nature of these

arrangements before selecting the most suitable platform partner.

Finally, the work also has important policy implications. In essence, tax incentives matter and
seem to play a pivotal role in fostering this source of finance in the UK. Corroborating other
work examining crowdfunding in the UK (Signori and Vismara, 2016), the tax incentives
examined seem to play a strong role in helping firms raise additional capital. They also seem to
be propagating this form of investment within the investment community. Given the positive
effects induced by the UK’s fiscal incentives, careful consideration in other countries should be
paid to the design of appropriate policy instruments. That said, given the important role played
by professional investors in the process, fiscal incentives may not work well in countries lacking

a culture of professional angel equity investors.

6. Conclusions

In light of this assessment, equity crowdfunding appears to be a highly distinctive, relational
form of entrepreneurial finance, filling an important funding gap for certain types of innovative
UK start-ups. This article offers two main contributions to the literature. First, from an
empirical perspective the work found a strong demand for equity crowdfunding from young
growth-oriented entrepreneurs, many of whom can be classed as discouraged borrowers who
eschew bank finance for fear of rejection. The primary attraction of this source of funding is

speed and the apparent lack of ‘strings’ attached. A common facet of these highly
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improvisational entrepreneurs is their strong appetite for growth and low levels of risk
aversion. Given the potential reputational consequences of failing to raise crowdfunding, this

type of finance may be much less appealing to more risk-averse entrepreneurs.

Second, the paper’s key theoretical contribution concerns the behavioural make-up of the
entrepreneurs. It appears that crowdfunding appeals to highly experimental entrepreneurs
resonant with the concept of entrepreneurial bricolage. Rather than submissively accepting
resource constraints, as with most discouraged borrowers, these improvisational entrepreneurs
instead become “encouraged borrowers” - creatively seizing crowdfunding as a means of
overcoming their immediate financial obstacles. Given that the cognitive mind-set of these
individuals -creative, spontaneous and improvisational- scholars may wish to incorporate

bricolage theory as a theoretical lens explicating the crowdfunding process.

This work is not without limitations. As with most studies on crowdfunding, the cross-sectional
perspective adopted limits our insights, particularly in terms of the longer-term effects of
successfully obtaining equity crowdfunding. ldeally future studies could also track the longer-
term effects of crowdfunding on recipient ventures. Our focus on ventures that successfully
completed campaigns limits the generalisability of the findings, especially since these firms are
atypical ‘success stories’ rather than representative of all those who attempt the process. The
platform heterogeneity noted merits much closer analysis than our sample affords. The gender
imbalance of the entrepreneurs is also worthy of further investigation. We hope that this
inductive empirical study will stimulate others to tackle the growing research agenda

surrounding this rapidly growing disruptive form of entrepreneurial finance.
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Figures

Figure 1. Age of sample firms
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Figure 2. Sectoral breakdown of sample firms
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Figure 3. Geographical distribution of sample firms
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Figure 4. Financing raised
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