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1. Introduction

Increasing access to innovation finance has long been seen as crucial for promoting economic
growth and innovation by overcoming the significant barriers faced by entrepreneurs in the
form of financing constraints (Kerr & Nanda 2011). With the emergence of crowdfunding, a
rapidly expanding new source of innovation finance has emerged that enables entrepreneurs to
forego traditional financiers such as venture capitalists and instead target a geographically
dispersed ‘crowd’ of consumers, lenders, and small investors (Mollick 2014; Zhang & Chen
2019b). With the growing popularity of crowdfunding, researchers have increasingly turned
their attention to understanding this emerging phenomenon, including examining the
antecedents of campaign success (Mollick 2014), the geographic distribution of resources
(Gallemore et al. 2019), and the interactions between backers and campaign founders (Brem et
al. 2019; Chaney 2019). Scholars have additionally sought to identify how crowdfunding might
differ from other sources of innovation finance, both in terms of geographic distribution
(Sorenson et al. 2016) and in the motives for supporting a given entrepreneur (Lehner 2013).
As confirmed in a recent study by Pollack et al. (2021, p. 252), however, “we still know
relatively little about entrepreneurs’ motivations to engage in crowdfunding”. Our paper thus
responds to a growing call in the literature for further examination of the reasons why
entrepreneurs choose crowdfunding (McKenny et al. 2017; Short et al. 2017). On the basis of
20 in-depth interviews with entrepreneurs, we set out to explore why and when entrepreneurs
choose to engage in crowdfunding.

Ascertaining the motives for crowdfunding is of particular importance in view of a
widespread tendency we observe in the literature to assume that crowdfunding constitutes a
“last resort” means of financing for entrepreneurs (Pietro et al. 2021) who would otherwise not
be eligible for funding because of their geographical remoteness or because their aims do not

align with the interests of investors (Fleming & Sorenson 2016; Testa et al. 2019). Moreover,



it is widely assumed that entrepreneurs who engage in crowdfunding do so with the primary
aim of raising capital and that in doing so they follow a linear trajectory from rewards-based
to loan-based and finally equity-based crowdfunding (World Bank 2013). By contrast, our
study finds that there are actually three overall aims for using crowdfunding: 1) raising capital;
2) validating a business idea; and 3) creating brand awareness. In the case of validation and
awareness-raising, we find that these aims constitute immediate motives for entrepreneurs to
engage in crowdfunding, with raising capital seen as a positive but spin-off benefit. In contrast
to the linear trajectory commonly proposed in the literature regarding the choice of
crowdfunding model, we further find that the choice of crowdfunding model is determined to
a greater extent by the challenges faced by start-ups at particular phases in their life cycle. In
sum, the numerous counterexample cases we identify from our interview data challenge the
assumption that a lack of resources and alternatives is what primarily leads entrepreneurs to
undertake crowdfunding. We show that crowdfunding is in fact only rarely employed as a last
resort, with entrepreneurs using it more often as a tool to develop, market and validate their
ideas. This observation calls for a reassessment of the dependent variables we use for

measuring the success of crowdfunding.
2. Crowdfunding and the motives of entrepreneurs

Crowdfunding is characterised by interactions between a facilitating platform, an entrepreneur
or company seeking financial support, and a dispersed crowd of individuals supporting projects
of their own choice with funds (Nielsen 2018). It is typically classified into four models of
financing, i.e. donation-based, rewards-based, lending-based, and equity-based (Belleflamme
et al. 2014). Spurred on by the rapid growth of crowdfunding in recent years, researchers have
sought to better understand the phenomenon of crowdfunding as an emerging and attractive
alternative source of finance. The findings of these scholars have shown that crowdfunded

projects are better received and trusted by consumers (Wehnert et al. 2018), enjoy increased



access to customers, employees and the media (Mollick & Kuppuswamy 2014; Mollick 2016),
and have a higher likelihood of later attaining venture capital funding (Drover et al. 2016;
Roma et al. 2017) or external equity (Colombo & Shafi 2019). Other studies have examined
the (dis)similarities between crowdfunding and other forms of entrepreneurial finance by
exploring campaign-specific details, including the geographic distribution of successfully
financed projects (Sorenson et al. 2016; Gallemore et al. 2019), as well as the role played by
gender and race in determining the success of attempts to raise funding (Greenberg & Mollick
2016; Younkin & Kuppuswamy 2017; Mohammadi & Shafi 2018). In line with these
observations, a growing body of scholarship on crowdfunding and financial ecologies (see
Langley & Leyshon 2017; Carolan 2019) proposes that the various models of crowdfunding
are themselves significantly discrete from one another due to the distinct financial ecology
ecologies within which they are embedded. This scholarship has so far mostly overlooked the
initial motivations of entrepreneurs for engaging in crowdfunding, however, hence little is yet
known about these motives (Pollack et al. 2021). This is because the focus of such research is
typically on the motivations of those who back crowdfunding (see Zhang & Chen 2019a;
Nielsen & Binder 2021), with the majority of studies assuming, often implicitly, that the
primary motive of entrepreneurs for engaging in crowdfunding is that of raising financing. This
is reflected in the way that funding is almost invariably treated as the primary dependent
variable in assessing the success of crowdfunding campaigns. As a consequence of these
assumptions, the criterion of ‘funding success’ is applied alike to a plethora of different aspects
of crowdfunding, including the role of values in mobilizing support (Nielsen & Binder 2021),
the importance of gaining early investor engagement (Vismara 2018; Fan et al. 2020), and not
least the role of endorsement (Courtney et al. 2016) and rhetoric (Steigenberger & Wilhelm

2018) in signalling project quality.



Countering these widely held assumptions, a growing number of studies have called for
closer examination of the reasons why entrepreneurs choose crowdfunding (McKenny et al.
2017; Short et al. 2017). Such examination is necessary to ascertain whether crowdfunding
truly does serve as a last resort in the way currently assumed (Pietro et al. 2021). These motives
are important to identify in order to check we are not measuring success according to
parameters that align only poorly, if at all, with entrepreneurs’ own stated motivations. If other
motivations for crowdfunding exist apart from ‘last resort’ funding, then clearly we will need
to reassess our reliance on ‘funding success’ as the sole dependent variable.

In examining motivations for crowdfunding, it is first necessary to conceptualise the
typical stages in the life cycle of start-ups so as to relate these to the timing and motives of
entrepreneurs in their decisions to opt for crowdfunding. In this conceptualisation we draw on
pecking order theory, which proposes that the first preference of entrepreneurs is for self-
financing, followed by taking on debt, while the least favoured option is the issuing of stock or
equity (La Rocca et al. 2011). In accordance with these premises, it is further commonly
proposed that start-ups follow a linear trajectory, with the availability of potential funding
sources seen as determined by information asymmetry and the size and maturity of the
company, with entrepreneurs typically relying on friends and family or bootstrap financing in
the early stages of their careers (Berger & Udell 1998; Walthoff-Borm et al. 2018). Start-ups
face especially limited funding options in the early stages of their life cycles. As Cumming and
Hornuf (2018) have observed, moreover, a diminishing proportion of start-ups now receive
funding from ‘business angels’. This is due not only to the small number of business angels but
also because start-ups at this stage typically lack valuable assets and proven track records,
making them more informationally opaque than established firms (Cumming & Hornuf 2018).
Given the importance of the maturity of a given start-up in terms of determining its access to

finance, we draw on the ‘five stages of small business growth’ identified by Churchill and



Lewis (1983), further adapting this model in line with findings from more recent research by

Paschen (2017) and Jirasek and Bilek (2018). This model serves as a means of contextualising

the actions of entrepreneurs within the framework of a start-up life cycle (Table 1).

Table 1: Initial phases and stages of the start-up life cycle

Phase

Description

Stage One: Founding/Birth

Start-ups typically struggle to survive at this stage as they strive to develop
products and acquire the necessary resources.

Proof-of-concept phase

In this phase the business idea is tested for viability. Although basic research
has already been conducted by this point, commercial feasibility has not yet
been proven. An actual business entity has typically not yet been formed due
to uncertainty as to whether the business should go ahead or not.

Pre-launch phase

In this sub-phase, the foundation of the business is created. The entrepreneur
typically searches for premises from which to operate the business. This
phase generally requires substantially more financing than the proof-of-
concept phase.

Start-up phase

Also known as the ‘launch’ phase, production is established and sales are
made in this phase. The entrepreneur typically hires their first employees and
focuses intensely on establishing the product in the market. Here it should be
noted that funding for the pre-launch phase and the start-up phase is
frequently raised at the same time.

Stage Two: Survival/Growth

In Stage 2, the start-up succeeds in creating a distinct competitive advantage,
leading to growing sales and an increased market share.

Early-growth phase

In this phase the start-up focuses on increasing production and sales. Cash
generation may still be negative or only reach break-even while the
organisational processes become more formal. Venture capitalists may be
interested in financing this phase.

Growth phase

With a focus on managing rapid growth, this phase requires a more
formalised organisational structure. Due to increased demand, the company
becomes more production-oriented and proactively approaches creditors,
suppliers and employees.

Expansion phase

In this phase, expansion is the highest priority. At this point the company is
most often already profitable and is beginning to look like a more established
company, with more formalised processes, multiple employees, and possibly
slower development due to increasing competitive pressure.

Source: Adapted from Churchill and Lewis (1983), Paschen (2017), and Jirasek and Bilek (2018)

In view of the noted impacts of the different start-up phases on the ability of

entrepreneurs to tap into various forms of financing, the emergence of crowdfunding has been

interpreted by many scholars as primarily an opportunity for start-ups experiencing difficulties

in accessing financing (Gerber & Hui 2013). For example, Paschen (2017) has claimed that

donation-based crowdfunding is most suitable for the pre-launch phase, while lending is best

suited when a start-up enters the late birth and early survival phase. Equity crowdfunding,

meanwhile, is seen as better suited for more established start-ups in the growth phase. These



findings also correspond to those of a World Bank (2013) report on crowdfunding and have
been further supported by Testa et al. (2019), who suggest that crowdfunding is best suited for

the early stages of a start-up’s funding cycle.
3. Research design

In order to gain a better understanding of entreprencurs’ motivations for engaging in
crowdfunding, we purposively sampled cases of start-ups according to the following four
criteria: 1) that the start-up had previously performed either rewards-based crowdfunding
and/or lending-based model*; 2) that they were based in Denmark; 3) that they had completed
a successful crowdfunding campaign; and 4) that they focused on business-to-customer (B2C)
products. The reason for our focus on cases from a single country, i.e. Denmark, is that different
national business systems (see Whitley 2003) can also influence entrepreneurs’ motivations for
engaging in crowdfunding. To ascertain whether entrepreneurs’ motives for engaging in
crowdfunding stem from a lack of financial resources and alternatives, we apply a case-based
qualitative research approach to verify this assumption or disprove it on the basis of
counterexamples (Siggelkow 2007). We conducted 20 in-depth interviews to ensure we could
credibly tackle the research question (Wright 2015), subsequently applying an inductive
research strategy to construct a model of entrepreneurs’ different motives for selecting
crowdfunding (Siggelkow 2007). The interviews were held between March 2019 and January
2021 with start-up founders responsible for fundraising and for engaging with investor
communities. Figure 1 provides an overview of the interview data collection process, which
was initially built on contacting in-scope entrepreneurs and subsequently snowballed on the
basis of the interviewees’ referrals. Bold referring interviewees, greyed-out representing people

contacted with a negative replies, and the dotted lines representing referrals.

1 We focused only on rewards-based and lending-based models, since donation-based crowdfunding is primarily
focused on social causes rather than business goals (Baeck, Collins & Zhang 2014), while equity-based
crowdfunding remains a legal grey area and is thus typically avoided (Nielsen 2019).



Figure 1: Sampling process
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The interviews were conducted in English or Danish according to our interviewees’
preferences, with one interviewer acting as the main interlocutor and a second interviewer
present to take notes. Of the 20 interviews, five were conducted in person and the remaining
15 were interviewed remotely, with the overall average duration of the interviews being 37
minutes. The interviews focused on the origins of the entrepreneurs’ interest in crowdfunding
and their rationales for engaging in crowdfunding, followed by questions regarding the life
cycle contexts of their businesses and the reasoning behind their decisions to launch campaigns
at specific times. The final sections of the interviews focused on the benefits and costs of
completing a crowdfunding campaign and whether or not the companies would be willing to
participate in crowdfunding again. Table 2 provides the relevant details about the interviewees
and their companies.

Table 2. Overview of interviewees and cases

Entrepreneurs
Interviewee  Firm Year  Typeof Platform Funding
crowdfunding
1 Alpha Retap 2014 Lending-based Lendino 200,000 DKK
2014 Lending-based Lendino 200,000 DKK
2017 Rewards-based  Kickstarter 102,308 DKK
2 Bravo Matcha Bar 2017 Lending-based Lendino 400,000 DKK
2019 Lending-based Lendino 500,000 DKK
3 Charlie ISTID 2017 Rewards-based Kickstarter 77,351 DKK
4 Delta Soundboks 2017 Rewards-based Kickstarter 5,160,000 DKK
5 Echo Nordgreen 2019 Rewards-based  Kickstarter 2,820,000 DKK
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6 Foxtrot N@D 2019 Lending-based Coop 150,000 DKK
Crowdfunding

7 Golf LastSwab 2020 Rewards-based  Kickstarter 4,800,000 DKK

8 Hotel FableWood 2019 Rewards-based  Kickstarter 389,801 DKK

2020 Rewards-based  Kickstarter 1,034,251 DKK

9 India Team Zwatt 2018 Rewards-based  Kickstarter 1,074,419 DKK

10  Juliet Thorsteinsson’s 2019 Rewards-based  Coop 90,050 DKK
Crowdfunding

11 Kilo Nordhavn 2019 Lending-based Kameo 192,500 DKK

Coffee Roasters

12 Lima Casju 2020 Rewards-based  Coop 129,630 DKK
Crowdfunding

13 Mike Lille Bakery 2018 Rewards-based  Kickstarter 219,398 DKK

14 November Planteslagterne 2019 Rewards-based  Kickstarter 105,377 DKK

15  Oscar KUBO 2017 Rewards-based  Indiegogo 339,522 DKK

16 Papa Nordic Iced 2019 Rewards-based ~ COOP 42,138 DKK

Coffee
17 Quebec Hugphones 2020 Rewards-based  Kickstarter 65,015 DKK
Experts
Interviewee Association/company

18 Romeo Founder of Sitpack & Danish Crowdfunding Association

19  Sierra Keystones & Danish Crowdfunding Association

20  Tango CEOQ of Coop Crowdfunding Platform

3.1 Data analysis

In analysing our transcribed interviews we followed a three-step process of open coding, axial
coding and selective coding (Corbin & Strauss 2015). In accordance with the qualitative nature
of our study, it is important to note that our aim is not to make any direct inferences but rather
to investigate why the entrepreneurs we interviewed chose crowdfunding. Nor do we claim that
all companies choose crowdfunding for the reasons we have identified; rather our examples
provide a means for testing current assumptions in the literature about the capital-focused
nature of entrepreneurs’ motives for engaging in crowdfunding.

We initially coded phrases into conceptually similar categories, separating our data into
units related to the same topics (Saunders et al. 2012). This open coding categorization was an
iterative process that was subject to change as more data was gathered. As illustrated in Figure
2, we found 19 categories related to our research question. Thematic saturation emerged after
the 11" interview, beyond which point the interviewees’ responses all fell within previously
established thematic codes, with no new themes emerging. Nevertheless, in accordance with

Guest et al. (2006)’s suggestion that 12 interviews are unlikely to be sufficient even in the case
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of homogenous samples like ours, we conducted the remaining nine additional interviews in
order to be completely certain that thematic coding saturation had been reached.

Figure 2: Open coding process?

Time >
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Coding Attitude to Capital Dis- Attitude to Attitude to
categories mainstream advantages funding crowdfunding Sales
funding Concept
validation .
Knowledge Not Capital
Awareness
Positioning
Control Life Cycle
Reason for
choosin i
ing Community Birth/
Advantages existence
Repeating Growth/

3 survival
Learnings

We then employed axial coding to cluster the empirically based codes into four second-
order categories (Corbin & Strauss 2015). The first cluster, ‘Choosing Crowdfunding’, refers
to data related to the reasoning and the decision-making processes that led the entrepreneurs to
opt for crowdfunding. The second cluster, ‘Motivational Factors’, relates to the key purposes
crowdfunding served for the entrepreneur. The third cluster, ‘Life Cycle’, refers to the stage at
which the start-up was at in its life cycle at the time of launching a crowdfunding campaign
and how this related to their choice of a specific crowdfunding model. The final cluster,
‘Positioning’, relates to how crowdfunding positions entrepreneurs for later opportunities.

Selective coding was then applied to the four axial coding categories, resulting in the
selection of two core clusters: ‘Motivational Factors’ with three sub-categories) and ‘Life
Cycle’ (with two sub-categories). These core categories were chosen because they relate
directly to our research question as to why and when start-ups choose to engage in

crowdfunding.

2 The initial interview with Retap was explorative and used as a source of inspiration for our research focus. Retap
thus figures twice here, since the formal recorded interview was performed later in our data collection process.
No new coding categories emerged after the interview with FableWood.
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4. Analysis

Focusing on the entrepreneurs’ motivations for engaging in crowdfunding, we first asked the
interviewees about their initial reasoning for seeking finance from crowdfunding. Overall, we
found that while a minority of entrepreneurs had indeed turned to crowdfunding in order to
raise capital, the majority had done so for other primary aims. In presenting our analysis, we
begin with the seven start-ups that engaged in crowdfunding with the main aim of raising
capital.

The only start-up company in our study that was forced by circumstance to seek financing
via crowdfunding was Matcha Bar, since traditional avenues “were just closed because the risk
is very high in my business”. Matcha Bar struggled especially with information asymmetry due
both to being at an early stage in its life cycle as well as the high level of uncertainty that
prevails in the restaurant business due to the particularly high default rate of this industry.
These factors led a number of banks to reject the company’s request for funding, giving rise to
frustration and a negative stance towards banks in general:

The bank, they don't understand shit now, especially not in my business, like the
restaurant business [...] So that's very, very hard. Even though I was able to show
them good numbers. (Bravo — Matcha Bar)

Matcha Bar’s decision to engage in crowdfunding thus arose directly from a lack of
acceptable alternatives. While this case appears to support the notion that crowdfunding is a
‘last resort’, however, this conclusion must be qualified to take account of the fact that Matcha
Bar untypically chose to use crowdfunding rather than engaging with friends or family. Adding
further nuance to this case, it should be noted that Matcha Bar later chose to employ
crowdlending again in spite of having the capacity by this stage to employ more traditional

sources of finance.
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The six remaining cases that participated in crowdfunding to raise capital all did so as a
first choice of financing. ISTID and Lille Bakery employed crowdfunding to finance the
opening of their first stores, while Nordic Ice Coffee used it to develop their product.

We were only in our mid/late twenties and we didn’t want to immerse ourselves
in debt or anything like that. So it felt more non-committal... that was definitely
a motivating factor for the path we took. It felt easy. (Charlie — ISTID)

These case-based observations align with what we would expect from pecking order
theory, which holds that founders actively seek to avoid taking on debt, preferring to make
non-monetary commitments to their customers. However, it should be noted that Lille Bakery
“went to crowdfunding first” and not due to any aversion to giving away equity but rather
because those investors who had offered to invest did not “feel like the right match” on account
of not sharing “the same values that we did as a company”.

N@D opted for crowdlending because they found the terms offered by banks were
comparably unfavourable: “They wanted to loan us the money, but it was really, really
expensive.” However, the founders voiced some apprehension about engaging in
crowdfunding, since one of the co-founders had previously had a negative experience with
crowdfunding via Kickstarter and had found the overall process difficult;

Mads [a co-founder] was actually very much against the whole process with
Coop, but the big difference, however, is that we have taken a loan. We have not
made what is called a reward. (Foxtrot — N@D)

The appeal of crowdlending for N@D lay both in the lower rates offered and the freedom
it allowed them as compared to rewards-based crowdfunding. Specifically, the founders were
averse to any loss of autonomy such as they had experienced in a prior Kickstarter project.

The final two companies that were motivated primarily by the need to raise capital both

turned to crowdfunding after having previously relied on traditional funding. Nordhavn Coffee
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Roasters said they used crowdfunding because it offered a faster processing time, while for
Retap it offered both a faster processing time and better terms.
The bank wanted to close their financial year before extending the loan... if we
had had the time to wait we would have accepted the bank, but it was a matter of
time and that’s why we chose crowdfunding... It was the flexibility that made the
difference for us. (Kilo — Nordhavn Coffee Roasters)
Of these seven case companies, then, only one had turned to crowdfunding as a last resort,
whereas the remaining six opted for crowdfunding because of a range of perceived individual

benefits, including lower rates, the ability to avoid taking on debt (for rewards-based

crowdfunding), greater flexibility, and considerably less processing time.

4.1 The purposes of crowdfunding
The 13 remaining cases in our study had all engaged in crowdfunding with the primary aim of
either validating their business idea or generating awareness of their brand or products by using
crowdfunding as a marketing tool.

Figure 3: Purposes of engaging in crowdfunding

CAPITAL
Providing funds for a start-up.

[ 15TID | [ Nordic Ice Coffee |

|N®D| |Retap“”°“”9| | Lille Bakery |
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VALIDATION
Verifying the business idea and
demonstrating demand for the

product.

AWARENESS
Inform customers about the product
and persuade customers to try, buy or
repurchase the product.

Adapted from: Kotler & Armstrong (2016)
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In seven of these cases, rewards-based crowdfunding was used mainly to validate the
companies’ business ideas, i.e., as a means of testing market interest before committing to a
production cycle. For example, Nordgreen, Casju, KUBO, and LastSwab all employed
rewards-based crowdfunding as a means of verifying their business ideas while also generating
sales.

Crowdfunding is a smart tool in the way that you can test your concept before
ordering 10,000 pieces, you know. You can test whether it is something others
think is cool too, or whether or not you’re the only one who finds it interesting.
(Echo — Nordgreen)

My goal was just to get as much market validation as possible. (Lima — Casju)

scrowdfunding as a means of validating either a business model or a product design also
aligns with the insights we gained from our interviews with experts, who noted that
crowdfunding is a quick and effective way to validate a concept or business idea, elicit
feedback, and identify core customers:

You buy the involvement of x amount of thousand ambassadors in thirty days. |
do not know any other methods that can do that. | would even go so far as to say
that one could launch a campaign with the purpose of ‘failing’ just in order to get
input from 10,000 people that you cannot normally buy elsewhere. (Romeo —
Danish Crowdfunding Association)

Finally, SoundBoks, Retap®®*@d and FableWoodSecondeampaign a1 ysed rewards-based
crowdfunding as a means of generating awareness. For example, SoundBoks launched their
Kickstarter campaign “simply because we were able get a lot of awareness from it [...] We
already had the capital. So in fact it was clearly a question of brand awareness”. Similarly, the

main reason that FableWood used crowdfunding in their second campaign was as a means of
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creating awareness of the new line of products they had validated in their first campaign.
You get the opportunity to showcase your products in an incredibly cool way
and the whole set-up is just very appealing to us... It’s an awesome way to
market and sell your products. (Hotel — FableWood)

Retap declared that the rewards-based crowdfunding campaign they had launched was
primarily aimed at marketing and promoting their new Infuse product after having already
secured funding. Unlike SoundBoks and FableWoodSecondeampaion - hoywever, Retap’s campaign
only barely managed to reach its funding goal. Although Retap’s use of crowdfunding could
be considered successful in terms of raising finance, it was assessed by the company as a failure
insofar as it had not met the primary aim of expanding awareness in new consumer segments.

While the literature often frames crowdfunding as primarily a source of financing, our
cases thus suggest a more diverse range of motivations behind entrepreneurs’ engagement. The
clarity with which our interviewees positioned themselves in terms of their main motives for
crowdfunding was especially interesting, with Thorsteinsson’s and Hugphones being the only
two cases to declare a combination of more than one primary goal:

So the main idea behind it was of course to raise some money, but just as much

to use it as a marketing platform, so to speak. So I could reach people in a different

way than | would have otherwise. (Juliet — Thorsteinsson’s)

4.2 Choice of crowdfunding model

In this section we explore the factors that affected the entrepreneurs’ choice of crowdfunding
model and how the level of maturity of each start-up impacted this decision. The choice to
engage in crowdlending by Matcha Bar, N@D, Nordhavn Coffee Roasters and Retap was based
on their various views regarding rewards-based crowdfunding. Thus, Retap viewed platforms
like Kickstarter as primarily a marketing tool, while Matcha Bar and N@D saw distinct

challenges with the rewards-based model as compared to crowdlending. For Nordhavn Coffee
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Roasters, meanwhile, rewards-based crowdfunding did not align with their need at that time to
raise money to purchase a large consignment of coffee. Interestingly, crowdlending was also
viewed by these start-ups as imposing fewer obligations than rewards-based crowdfunding.
If you are seeking to do a reward-based [crowdfunding campaign], there is some
kind of expectation that you post it in your network and say ‘Hey we need money,
help us!” and so forth. And I really didn’t want to do that. (Bravo — Matcha Bar)

Crowdlending afforded these entrepreneurs the flexibility they needed to focus on their
respective challenges, which primarily required a cash injection, as in the case of N@D: “Then
we got the loan, and that was it. That enabled us to move on. So the whole process was like
‘great, it was a success’ and then moving on.” (Foxtrot — N@D.) In the case of ISTID, and to a
certain degree also with Thorsteinsson’s, it was the entreprencurs’ strong preference to avoid
debt that led them to opt for a rewards-based model. In the case of Lille Bakery, by contrast,
important differences between the founders and investors over values drove these two
companies to rewards-based crowdfunding.

It felt very non-committal. I know it’s a little harsh to say to those who’ve backed
us. But compared to being personally liable for a loan in the bank without
completely knowing what you’ve thrown yourself into... it felt easy. (Charlie —
ISTID)

Unlike the start-ups that used crowdlending, ISTID, Lille Bakery and Thorsteinsson’s
expressed enthusiasm about engaging with the crowd early on. From the point of view of these
three start-ups, crowdlending allowed for only minimal social obligations and engagement with
the crowd at the cost of going into debt, whereas rewards-based crowdfunding was seen as a
way of creating strong social obligations and engagement with the crowd without incurring

debt:
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It created more excitement around it [our bakery] in the beginning, a nice and
different story. But definitely community was the biggest part. (Mike — Lille
Bakery)
Figure 4 provides an overview of the motivations for engaging in crowdfunding, further
highlighting how motivations varied greatly depending on the stage at which the start-ups were
in their life cycles.

Figure 4. Crowdfunding and the start-up life cycle®
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Rewards-based platforms themselves often emphasize that their goal is to help projects
come to life by providing creators with the resources necessary to make their ideas a reality
(Kickstarter 2020; IndieGoGo 2020). However, only four of our 20 cases matched this ideal,
i.e. Lille Bakery, Hugphones, LastSwab, and FableWood™"stampaign ‘namely by crowdfunding

at the proof-of-concept stage in their life cycles before they had a readymade product. The

% Five of the case companies appear several times in the framework, either because they used crowdfunding to
achieve multiple goals, as in the case of Thorsteinsson’s and Hugphones, or because they used crowdfunding
multiple times, as in the case of Matcha Bar, FableWood and Retap.
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majority of cases that launched crowdfunding campaigns already had an established
product/service and supply chain. This is reflected in the key motivations we identified for
engaging in crowdfunding, since we found that many early-stage start-ups used crowdfunding
as a means of validating or marketing an existing product or service rather than as a financing
vehicle:
We saw crowdfunding as a way to build an easy sales channel, an online
webshop, more than a place where we could get some funding. (November —
Planteslagterne)

The appeal of crowdfunding for early-stage start-ups thus appears to be that the sales-
cycle is flipped, which can prove attractive for start-ups that have not built up a loyal consumer
base or brand awareness. The two start-ups that opted for crowdlending early in their lifecycle
did so either because consumers were not initially their primary target market or because they
feared being unable to deliver the promised perks or ‘rewards’ for funders. The first of these
two cases, Matcha Bar, did not employ rewards-based crowdfunding because they were unable
to identify appropriate rewards, pointing to difficulties in using rewards-based crowdfunding
platforms when a start-up has limited material to showcase to the crowd. The main difference
between Matcha Bar and other similar start-ups (ISTID, Lille Bakery, and Thorsteinsson’s) is
that Matcha Bar was initially focused on business-to-business and thus did not develop B2C
products. In the second case, N@D opted for crowdlending to finance the building of their
production line since they feared that a rewards-based campaign might hurt their brand and
cause anger among their backers if the company were not able to deliver on promised perks.

Only later, typically in Stage 2 of their life cycles, did most start-ups seem to shift their
focus onto using crowdfunding as a means of raising capital to expand their business. This
transition to crowdlending can be understood as the outcome of a change in the priorities of

these start-ups from initially building a market to a focus on increasing their sales, market share
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and competitive advantage. This is illustrated in our study, for example, by the reasons given
by Retap, Matcha Bar, and Nordhavn Coffee for engaging in crowdlending, namely their
respective aims of developing a new product line, opening a new store, and purchasing a large
consignment of goods. More specifically, Retap opted for crowdlending because they “could
actually get better interest rates than we could at the bank”, while Matcha Bar did so on the
basis of their previous positive experiences with crowdlending as opposed to bank loans.
Nordhavn Coffee Roasters particularly appreciated the flexibility and efficiency of
crowdlending, including its short processing time as compared to traditional forms of funding:
“Crowdfunding was a more readymade option... It was an easy process.” Interestingly, we
found that even mature start-ups continued to employ crowdfunding for raising capital, whether
due to the lower interest rates offered by crowdfunding or because of the shorter processing
time. In spite of the greater focus placed on capital in the later stages of a start-up’s lifecycle,
however, rewards-based crowdfunding remained prevalent, especially as a platform for
generating awareness. SoundBoks, for example, used rewards-based crowdfunding as “an
awareness platform to generate sales” after having already achieved a stable source of capital.
Retap likewise used a Kickstarter campaign “as a marketing activity” after having run two
crowdlending campaigns for the aim of securing funding. These findings indicate that
motivations strongly influence the choice of crowdfunding model and, further, that these

motivations in turn correlate to stages in the life cycle of start-ups.
5. Discussion

This paper has sought to examine why and when entrepreneurs choose to engage in
crowdfunding, thereby addressing an important aspect of crowdfunding that has thus far been
relatively neglected in the literature (Pollack et al. 2021). Our data provides some initial
insights into entrepreneurs’ motives that allow us to develop a number of propositions. The

cases we studied provide a valuable starting point for tackling the research question, including
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the need to ascertain whether real-life start-up cases confirm the prevailing implicit assumption
that entrepreneurs primarily engage in crowdfunding due to a lack of resources and alternative
options (Pietro et al. 2021). Our data show that entrepreneurs’ motives for engaging in
crowdfunding vary considerably in practice, identifying three primary and often mutually
exclusive motives: raising capital, gaining validation, and increasing awareness. Although the
aim of raising capital does motivate some entrepreneurs to employ crowdfunding, we find that
validation and awareness are equally common motives, hence the first of our four propositions:

Proposition 1: Entrepreneurs are motivated to employ crowdfunding by the need to raise

capital, the aim of raising awareness, or as a means of gaining validation.

By identifying the importance of gaining validation and raising awareness as motives for
crowdfunding, our findings further call into question the validity of the current focus in the
scholarship on “funding success” as an effective criterion for empirically measuring the success
of crowdfunding campaigns. In only seven of our cases did we find that this criterion could
serve as a way of accurately capturing whether or not the entrepreneurs’ motives and aims were
fulfilled. In the remaining 13 cases, “funding success” alone would be an inadequate metric by
which to gauge whether these entrepreneurs’ engagements in crowdfunding had achieved their
aim of gaining validation or awareness. Retap, for example, considered their rewards-based
crowdfunding campaign to have been a failure in terms of its main aim of generating new
awareness, despite having achieved funding slightly above its funding goal. These cases show
that treating funding success as the primary metric for measuring success might not align well
with the actual motives and aims of entrepreneurs.

While previous studies have noted that crowdfunding offers advantages that extend
beyond financing (Mollick 2014), including gaining public attention, validating a business idea
in the eyes of potential investors, and obtaining feedback from the crowd (Kaminski et al.

2019), these advantages are often treated in the literature as merely post-funding and secondary

20



benefits (Belleflamme et al. 2014). Our data provides a significant number of counterexamples
(see Siggelkow 2007) to this prevailing capital-centric view of entreprencurs’ motives for
engaging in crowdfunding. This limited understanding of entrepreneurs’ motives is also
evident in studies that claim crowdfunding serves to fill a ‘funding gap’ left by more traditional
sources of finance (Bruton et al. 2015; Ahlers et al. 2015; Nielsen 2017). This narrow view is
based on the premise that crowdfunding is a source of finance only in situations where
entrepreneurs have found traditional sources of finance closed off to them, hence turning to
crowdfunding as a last resort. Our counterexamples contradict this explanation, however, not
only because we find that crowdfunding is typically a first choice rather than a last resort but
also because entrepreneurs are motivated by other aims and priorities as well as the goal of
raising funds. This leads to our second proposition:

Proposition 2: Crowdfunding is rarely a last resort but rather an additional tool that

entrepreneurs employ to develop, market, and validate their ideas.

Having thus identified the key reasons why entrepreneurs engage in crowdfunding, our
study additionally sought to gain a better understanding of how these motives influenced the
particular choice of crowdfunding models in each case. In exploring this influence, we not only
compared different start-ups but also different campaigns launched by the same start-ups at
different stages in their life cycles. Firstly, we found that start-ups primarily seeking capital
typically opted for crowdlending, whereas rewards-based crowdfunding campaigns were most
often employed as a means of validating a product or gaining brand awareness.

Proposition 3: Entrepreneurs motivated primarily by the need to raise capital tend to

employ crowdlending, whereas entrepreneurs motived by building awareness or seeking

validation tend to employ rewards-based crowdfunding.

These different primary motivations appear to correlate with the different stages of a

given start-up’s life cycle. Contrary to our initial expectations, we found that the majority of
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early-stage start-ups employed crowdfunding as means of generating awareness and validating
their business ideas rather than as a way to finance their companies’ development. Only later
in their life cycles did start-ups start to employ crowdlending as a means of financing,
corresponding with a shift in their priorities away from building a market through awareness-
raising and validation towards a focus on increasing their sales, market share and competitive
advantage.

Proposition 4: The use of crowdfunding by earl-stage start-ups is usually motivated by a

desire to generate awareness or validate a business idea, while more mature start-ups

employ crowdfunding as a means to raise capital.

These four propositions do not exclude the possibility of exceptions and significant
variations in entrepreneurs’ motivations for crowdfunding and their choices of models at
different stages in the life cycle of start-ups. For example, many later stage start-ups in our
study had continued to use rewards-based crowdfunding as a marketing platform after having
already validated their business idea, while some early start-ups employed crowdlending with
the express aim of avoiding any commitment to the crowd, fearing such commitment might
limit their autonomy and risk their future business. Notwithstanding these variations, our
findings suggest that crowdlending is most attractive to entrepreneurs with a strongly capital-
oriented motivation at the given stage in the life cycle of their start-ups; and while rewards-
based crowdfunding also attracts a small minority of capital-motivated entrepreneurs, we find
this model is predominantly chosen by entrepreneurs focused on increasing awareness and/or
gaining validation. Here it is important to note that our observation runs contrary to the aims
stated by rewards-based crowdfunding platforms themselves, which typically emphasise their
goal as being to help projects ‘come to life’ (Kickstarter 2020; IndieGoGo 2020). As we have
shown, the majority of our cases rather use these platforms as marketing and validation tools

for already existing products than as a means of raising capital. Drawing on the financial
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ecologies’ literature, moreover, it appears that the model of crowdfunding chosen not only
affects the backers’ motivations for supporting a given campaign but also that the different
models attract entrepreneurs motivated by significantly different aims. Our findings thus
confirm observations in the financial ecologies literature (see Langley & Leyshon 2017;
Carolan 2019) that crowdlending appears to be embedded within a financial ecology focused
on instrumental aims of raising capital. It is less clear, however, whether rewards-based
crowdfunding is truly an alternative market as the financial ecologies’ literature proposes,
especially as most of the entrepreneurs in our study seemed to view this model of crowdfunding
as an alternative online store rather than a market for bringing projects to life.
5.1 Implications for practice

Although our methodological choices preclude us from generalisation, our findings are
nonetheless relevant for entrepreneurs and companies with an interest in using crowdfunding,
especially start-ups with characteristics similar to those of the companies investigated in this
study.

The inadequacy of currently prevailing perceptions of crowdfunding is clear from our
counterexamples that show crowdfunding is about much more than raising capital and thus
should not be seen by current practitioners and potential users of crowdfunding as just an
alternative to traditional financing when all other options are closed. Rather it can also be used
as a tool for validation and creating awareness that can be employed with positive effects even
at stages in a start-up’s life cycle when capital is not the primary aim or even a requirement.

On the basis of our findings, therefore, we recommend that entrepreneurs with a need for
funding carefully weigh up the respective pros and cons of using rewards-based crowdfunding
or crowdlending, especially in terms of the different commitments and obligations these models
entail for companies to the crowd. For example, although entrepreneurs using crowdlending

are often offered better terms than traditional bank loans, including lower interest rates and
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faster processing, crowdlending is less effective that rewards-based crowdfunding as a means
of creating a sense of community with backers. Compared to the rewards-based model,
crowdlending is beneficial in that it does not require the company to produce immediate
rewards and thus allows entrepreneurs to focus on developing their business instead of
delivering rewards and dealing with potential complaints from delays in reward delivery.
Conversely, the rewards-based crowdfunding model promises to deliver rewards to the crowd
but entails no further long-term monetary commitment. As such, the rewards-based
crowdfunding model is more attractive for entrepreneurs seeking to avoid incurring debt. Our
study further finds that the rewards-based model was considered by the case entrepreneurs as
the best-fit model for gaining validation and raising awareness. As an important caveat to this
finding, however, we also advise that starts-ups pursuing validation and awareness through
crowdfunding should consider waiting until a later stage in their life cycle when they have
established a stable supply chain and production process.

Our observations should also serve as a practical caution to rewards-based crowdfunding
platforms, moreover, since this crowdfunding model could risk losing its original raison d'étre
and attraction for backers as an engine for driving ideas if it becomes primarily a means of
validating and increasing awareness of already-existing products. A fundamental and positive
attribute of rewards-based crowdfunding, and one that is highlighted by Kickstarter and
Indiegogo, for example, is that backers serve as enablers of novel ideas and projects rather than
simply as consumers. If rewards-based platforms were eventually to become indistinguishable
from other online shopping platforms such as Amazon, however, this could significantly

impact the willingness of backers to engage in crowdfunding.

5.2 Future research and limitations
We propose five possible directions for future research that could usefully build on our initial

findings, including recommendations that address the limitations of the current study that have
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emerged from our reflections on our research. Firstly, while our initial findings suggest that the
different models of crowdfunding appear to match different entrepreneurial motives, these
findings are not generalizable and our propositions are open to significant variation. Future
research could therefore usefully investigate the causes of any variations in motives across
funding platforms, including by building on the emerging literature on financial ecologies and
crowdfunding (Langley & Leyshon 2017). As a second recommendation, more research would
be welcome on the role of differing levels of start-up maturity in determining entrepreneurs’
choice of crowdfunding, especially research with an additional focus on equity-based
crowdfunding. Thirdly, future research could address the lack of counterfactual insights we
have been able to provide in this paper as to why some start-ups choose not to use crowdfunding
when they have the possibility of doing so. Such insights could offer welcome and meaningful
nuances to our findings. Fourthly, we encourage future studies to investigate cases of
unsuccessful crowdfunding campaigns in order to address and critically review the selection
bias we acknowledge in the findings of our study. For while our findings provide us with
valuable insights into entreprencurs’ reasons for engaging in crowdfunding, they are based
exclusively on successful cases of start-ups achieving their crowdfunding goals. Finally, future
studies that explore other contexts than Denmark would further help to nuance our findings
and control for the institutional conditions that probably affect entrepreneurs’ choice of
financing models. As Zhao and Lounsbury (2016) have shown, microfinancing strategies can
be influenced by institutional logics related to contextual factors such as market and religion,
while an earlier study by Estrin et al. (2013) has shown how state-level factors such as property

rights and levels of corruption can significantly affect entrepreneurs' growth aspirations.
6. Conclusion

Our interviewees’ motivations for using crowdfunding challenge the widespread assumption

that a lack of resources or other alternatives is the primary motive for choosing crowdfunding,
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indicating instead that there are three distinct drivers for entrepreneurs to engage in
crowdfunding: raising capital, increasing awareness, and gaining validation. Each of these
motives influences which model of crowdfunding best serves the needs of entrepreneurs and
the life-cycle stage of their start-ups. Whereas entrepreneurs motivated by capital tend to
employ crowdlending, for example, entrepreneurs motivated by the aim of building awareness
or seeking validation tend to employ rewards-based crowdfunding. From our in-depth
interviews with entrepreneurs who had used crowdfunding, we found that only a few had
employed crowdfunding as a ‘last resort’ while most employed it as a tool to develop, validate
and market their ideas. A further significant finding from our analysis is that start-ups at an
early stage in their life cycle were mostly motivated to use crowdfunding as a means of
generating awareness or validating a business idea, while crowdfunding was used a means of
raising capital only by more mature start-ups that could otherwise have accessed traditional
sources of capital.

In view of the many counterexamples in our sample of entrepreneurs motived by goals
other than raising capital, there is a need to reassess the dependent variables widely used to
measure the success of crowdfunding campaigns. While funding success is obviously an
important criterion, the cases in our study show that this metric alone is unable to capture the
range of motives that drive entrepreneurs to engage with crowdfunding in the first place and is
thus inadequate for assessing the success of their crowdfunding campaigns. Addressing this
inadequacy is essential if we are to avoid the risk of measuring success according to parameters
that are not considered of primary importance by the majority of actors who actually employ

crowdfunding.
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