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Exploring Entrepreneurial Legitimacy in Reward-Based Crowdfunding

Venture financing through social networks has become a global phenomenon. The
processes and drivers of crowdfunding require careful study to identify similarities and
distinctions from traditional venture finance. The demonstration of project legitimacy is
especially interesting, because online crowdfunding limits investors’ access to the
entrepreneur and organisation. How do rewards-based crowdfunding projects establish
and demonstrate legitimacy in this virtual, impersonal context? We employ a novel
dataset collected from the Kickstarter crowdfunding platform to explore the
characteristics of successful projects, including legitimating signals and content. The
data reveals numerous findings linking project characteristics to legitimacy and success.
First, lower funding targets and shorter duration signal legitimacy by setting modest,
achievable expectations. Rewards structures, like traditional equity investment terms,
appear to generate a sense of legitimate investment returns. Finally, narrative legitimacy
in the online crowdfunding context may derive more from the online platform
community than the visual pitch. Our study reveals a more nuanced picture of
legitimacy-formation during rewards-based crowdfunding, with implications for

theories of resource assembly and the practice of venture finance.

Keywords: crowdfunding, organisational legitimacy, entrepreneurial legitimacy, resource
assembly, venture capital
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1 Introduction

Early stage venture funding is difficult. Accelerating rates of innovation and market
adoption increase the attractiveness of distributed online financing for new ventures.
Although online social networking emerged as a consumer-driven service, entrepreneurs
have now begun to exploit formal and informal networks for capital assembly.

Crowdfunding, a form of crowdsourced venture funding, is an online ecosystem
experiencing rapid growth. Resource deficient entrepreneurs utilise crowdfunding as an
innovative capital management mechanism to bypass early-stage capital gaps by
pre-funding production and sales (Harrison 2013). Entrepreneurs target “amateurs” or
affinity-based consumers to pre-finance a service or product, rather than pitch
professional investors. Crowdfunding helps entrepreneurs and investors reduce the risk
of underfunding a project, since investments are not executed unless the minimum
funding amount is met.

Crowdfunding may facilitate legitimacy development for nascent ventures. The
market-facing funding approach offers entrepreneurs a “tailor-made” solution to
assemble and allocate finance (Belleflamme et al. 2013). Crowdfunding engages
prospective customers and investors in the funding, (pre-) launch, or growth of
entrepreneurial projects and firms (Burtch et al. 2011; Mollick 2014). Entrepreneurs
can establish strong networks in the market and utilise traction from the distributed
group of individuals to increase organisational legitimacy and facilitate financial capital
assembly.

As Reuber and Fischer (2011) note, online reputation and brand communities
support entrepreneurial activities in internet-enabled markets by attracting investors: the
firm’s reputation with customers is co-created with legitimacy in an online environment.
Online brand communities may confer market validity, encouraging investors and
customers to engage with an entrepreneurial venture.  Crowdfunding enables
entrepreneurs to create, develop and foster online reputation and community using
social-psychological incentives (Lehner 2013). Some entrepreneurs exploit these
heterogeneous communities to mobilize socially embedded financial capital.

Legitimacy may be an important driver of financial resource assembly for these
ventures (Mollick 2013). As crowdfunding is a recent phenomenon, our understanding
of the drivers of legitimacy during crowdfunding and venture development has not been
investigated. This study explores (1) how entrepreneurs facilitate organisational
legitimacy creation during crowdfunding, and (2) how the process affects the financial
outcome in reward-based crowdfunding. We discuss how entrepreneurs promote
legitimacy through specific crowdfunding features. Our study reveals some of the
narrative processes that entrepreneurs deploy to establish legitimacy in
reward-based crowdfunding.

2 Research Motivation

2.1 Crowdfunding practice

The fundamental concept of crowdfunding — assembling financial capital from social
networks — is not new. Historical examples of crowdfunding include the (family)
partnership system in the late middle age (Lane 1944), charitable fundraising (Bremner
1996; Ingenhoff and Koelling 2009) and microfinance (Morduch 1999). However,
recent developments in information and communication technology (ICT) facilitate the
development and professionalization of crowdfunding via distributed, open access,
online systems. Specialised online crowdfunding platforms are at ‘the heart of
crowdfunding [and] drive the implementation of the crowdfunding model’ (Ingram et al.
2013, 1).



Crowdfunding platforms are developing into capital intermediates (Harrison 2013;
Lehner 2013). There were more than 800 active online crowdfunding platforms in
2012, listing over 1.1 million crowdfunding projects and invested capital of US$2.7
billion (Massolution 2013). Kickstarter surpassed US$1 billion in funded projects in
early 2014; crowdfunding’s growth may ultimately impact the traditional venture capital
market. The rapid growth of crowdfunding justifies research to better understand
similarities and distinctions from traditional venture finance.

2.2 Crowdfunding theory

Nascent entrepreneurs and de novo firms face the disadvantage of small size and limited
access to resources. Some entrepreneurs overcome the ‘liability of newness’
(Stinchombe 1965) through a series of techniques and actions to facilitate resource
assembly (Hitt et al. 2011; Ciabuschi et al. 2012). It is unclear whether innovative ICT
platforms are simply another tool in the entrepreneur’s resource assembly toolkit, or an
entirely distinct mechanism for capital formation processes.  Rewards-based
crowdfunding presents additional challenges to the traditional model, because it may
represent a mechanism for generating “pre-production sales,” reducing or eliminating
the venture’s initial working capital deficit.

Crowdfunding takes traditional “offline” business processes into an online
environment, enabling entrepreneurs to nurture and facilitate business development.
Features such as online-based communities and interaction mechanisms generate new
settings for capital assembly, suggesting the potential for distinctive or novel
entrepreneurial processes and potentially different success drivers. The use of ICT-
enabled tools may also introduce different investment dynamics effecting processes and
activities associated with organisational legitimacy creation and resource assembly.

The links between venture creation, resource assembly, and crowdfunding
processes merit careful investigation.  Crowdfunding, including rewards-based
crowdfunding, may require new theories of resource assembly and venture
heterogeneity. The drivers, processes, and outcomes of venture capital activity may not
be entirely applicable in the context of crowdsourced finance.

3 Literature Review

Crowdfunding represents an apparently novel platform for early stage capital assembly.
Its underlying practices and mechanisms have been examined in various literatures,
including the resource-based view, social network theory, and micro-economic pricing
models. We examine the characteristics of crowdfunding through the lens of prior
research to specify novel aspects and potential deviations from prior research.

3.1 Crowdfunding as transaction mechanism

Four models of crowdfunding have been observed: donation, reward, lending, and
equity-based. All rely on the crowdsourcing mechanism to obtain capital from a
previously distributed and heterogeneous group (the crowd) who provide the capital
injection in exchange for tangible or intangible returns.

Mollick (2014) argues that the difference between crowdfunding models lies in the
goals of the entrepreneurs and supporters. Equity and lending based models rely on
relatively traditional investment mechanisms. Lending-based model link founders and
supporters in a debtor and lender relationship, and the equity-based model (similar to
traditional venture capital) creating an entrepreneur-investor relationship. In donation-
based models, project creators are social entrepreneurs while supporters serve as
philanthropists. In the case of reward-based crowdfunding, the predominant online



model, entrepreneurs are characterized as “creators” or “project founders” and project
supporters represent early customers or co-creators rather than investors.

The donation-based crowdfunding model is relatively well-aligned with models of
social entrepreneurship (Lehner 2013). The other three models align more closely with
traditional venture capital, since they assembly risk capital for entrepreneurial activities
(Mollick 2013). Reward, lending, and equity-crowdfunding models feature a tangible
or monetary exchange. This creates contractual relationships and instruments between
the entrepreneur and stakeholders comparable to those in traditional venture capital.
(Ley and Weaven 2011; Agrawal et al. 2011). Crowdfunding also provides an
ecosystem facilitating broader resource exchange between stakeholders (Lambert and
Schwienbacher 2010). This potentially facilitates the collective development of a
business plan or other knowledge exchange not found in venture capital, which judges
rather than co-creates the business plan. Crowdfunding participants may be able to use
these ecosystems to increase market awareness and receive customer feedback.

Crowdfunding may be understood as a product pre-ordering model that enables
price discrimination among early adopters (Belleflamme et al. 2013). For example,
reward-based crowdfunding projects commonly have pre-order mechanisms integrated
into their reward-structure (e.g. invest US$10 to a music project and receive the
recorded music album once it is completed). This presents a zero-cost capital
management technique to fuel organic growth in early business stages (Vanacker and
Manigart 2010; McKelvie and Wiklund 2010).

Crowdfunding may also facilitate investment based on alternative investor utility
factors, including social good or other non-fiduciary values (Lehner 2013). From this
standpoint, legitimacy incorporates social and business goals in investors’ evaluations.
In this case, social and psychological factors may be equally or more important than
strictly financial returns. This suggests that narrative may play a significant role in
successful crowdfunding activities by establishing a convincing and compelling
investment story distinct from the novel product or service attributes
(Lounsbury and Glynn 2001).

Crowdfunding is an inherently distributed and socially-embedded process. Equity-
and lending-based crowdfunding activities may incorporate significantly more social
and psychological processes than observed in traditional venture capital (Mollick 2014).
Although equity-crowdfunding is financially driven, investors might obtain utility from
the excitement or sense of community associated with the process itself. This is
supported by the characteristics of some equity-crowdfunding contracts, which are
generally long-term and non-voting equity investment contracts (e.g. 10 years) without
dividends.

3.2 Crowdfunding as social exchange

Social dynamics are fundamental features in the crowdfunding ecosystem, which is
constructed around the relationships in heterogeneous social networks. Crowdfunding
is intended to leverage the “wisdom of the crowd,” (Surowiecki 2004), but
entrepreneurs must identify or create a suitable community accessible via the online
platform (Belaflamme et al. 2013). Peer-effects are important in these communities
since membership and communications are publicly observable and likely to influence
individual decisions and pitch outcomes as Ward and Ramachandran (2010)
demonstrate. The development of social interactions surrounding a given project, and
the nature of the development process itself, may be critical to the outcome of the
crowdfunding effort (Burtch et al. 2011). The demonstrated interest and positive
conversation about a given project may be drivers of project legitimacy — supporting
some projects just enough but others not at all (Burtch et al. 2011; Zhang and Liu 2012)



Resource assembly through traditional venture capital tends to be geographically
contingent (Rocha 2004; Harrison et al. 2010). By contrast, crowdfunding may
facilitate resource assembly that is independent of geography. Although ICT reduces a
variety of business barriers (Anderson 2004), there is some evidence that offline social
relationships and perceptions of trust may not be easy to entirely virtualize. We cannot
expect new business models or wider broadband to eradicate cultural and institutional
boundaries and geographically de-structure investment clusters. We agree with Mollick
(2014) and Agrawal et al. (2011) who argue that space continue to matter and offline
social relationships and perceptions of trust continue to shape patterns of crowdfunding
interactivity: the potential of crowdfunding to overcome long-distance investment
barriers is limited. Nor is crowdfunding likely to globalise attitudes towards risk-taking
in science-based ventures, since crowdfunding investors bring to sites their inherited
predilections and habituations. International patterning of technology-based firm
investments is likely to persist for some time, despite the access opportunities
crowdfunding sites create. = Moreover, we expect urban clusters of particular
technologies (software or games in San Francisco, apps in Bangalore) to continue
providing new business pitches and investors from amongst offline communities with
pre-understanding of the technology.

3.3 Crowdfunding as legitimacy building

Organisational legitimacy helps explain why some nascent entrepreneurial activities
develop into successful firms and others do not (Suchman 1995). Indeed, Ahlstrom and
Bruton (2002) found that organisational legitimacy may be understood as a resource, as
well as a signal for resource assembly in entrepreneurial processes and activities. The
lack of organisational legitimacy restricts access to prospective resource holders and
hinders early-stage development (Alvarez and Busenitz 2001; Tornikoski and Newbert
2007). Establishing legitimacy may facilitate faster and efficient capital acquisition
(Lounsbury and Glynn 2001). Legitimacy and resource assembly are likely co-created
during organizational development (Zimmerman and Zeitz 2002). Legitimacy gives
ventures access to external stakeholders and is associated with inflow of exogenous
resources (Mason and Harrison 2000; Chen et al. 2009).

Organizational legitimacy is associated with a variety of individual and firm-level
characteristics. These include founder education level and experience as well as the
heterogeneity of the entrepreneurial team (Cohen and Dean 2005; Packalen 2007,
Balboa and Marti 2007; Zimmerman 2008; Dalziel et al. 2011). Firms may
institutionalize entrepreneurial narrative into artefacts or market-facing documents to
communicate internally-generated legitimacy (Aldrich and Fiol 1994); Delmar and
Shane 2004). Firms may seek conferral of legitimacy from external sources through
certifications or authorizations (Rao 1994; Sorescu et al. 2007). Some ventures seek
legitimization by communicating projections of the firm’s intended operational or
commercial pathway (Baron and Markman 2003; Anderson 2005). Legitimacy may be
primarily conferred through intangible and socially-centred resources precisely because
the firm has no financial history, operations, or assets that may be rationally valued
(Khaire 2010).

It is possible that online crowdfunding platforms play to the strengths of new
venture legitimization. The lack of assets or operations is not a hindrance to
establishing a positive reputation in a fully virtualized context. Crowdfunding
participants may have little or no expectation for physical demonstrations of venture
viability, precisely because the media establishes a level playing field in which
reputation may be the
primary currency.



The evidence, however, suggests that legitimacy is not easily obtained during
crowdfunding. Mollick’s (2014) study reports that unsuccessful projects fail their
funding target by large amounts while successful projects exceed their targets by small
amounts. This suggests that project legitimacy is relatively difficult to achieve.
Projects that do achieve legitimacy do not generally benefit from a “tipping point”
model of broad acceptance.

3.4 The role of narrative in establishing crowdfunding legitimacy

Cultural entrepreneurship theory emphasises that the subjective perception of the firm to
external agents, regardless of the objective value of the firm’s resource stock, may be
essential to legitimization and ultimate resource assembly (Lounsbury and Glynn 2001).
This contrasts with bounded rationality approaches to venture capital investment that
rely on models of risk minimization and management (Zimmerman and Zeitz 2002).
When risks are not easily quantified at new ventures, ‘stories can provide needed
accounts that explain, rationalize, and promote a new venture to reduce the uncertainty
typically associated with entrepreneurship’ (Lounsbury and Glynn 2001, 546).

Research suggests that effective storytelling is essential to establishing firm
legitimacy and acquiring capital (Roddick 2000; O’Connor 2004). By packaging the
firm’s intangible and tangible resources into a meaningful bundle, entrepreneurial
narratives reduce the appearance of uncertainty to external stakeholders, encouraging
investment at the margin (Shane and Cable 2002; Smith and Anderson 2004). Stories
provide a link for shared sense-making between the entrepreneurs and the stakeholders
(Martens et al. 2007). In this framework, the video pitch and text narrative provided by
the entrepreneur would appear to be the primary tools for conveying a compelling
narrative. Potential investors are attracted to projects that appear likely to succeed
(Mollick 2014).

Crowdfunding enables entrepreneurs to facilitate organisational legitimacy
primarily through cultural entrepreneurship activities rather than via demonstrated
resource configurations. In contrast to the traditional venture capital market,
crowdfunding leverages interactive ICT features to create a dynamic environment that
could nurture and build organisational legitimacy.

Using crowdfunding mechanisms, entrepreneurs are able to construct storylines that
communicates static information but also establishes an interactive narrative through
specific online related features such as visual updates and synchronous and
asynchronous textual communication. We anticipate verifying Reuber and Fischer’s
(2005) idea that active engagement facilitates ventures establishing organisational
legitimacy with their customers, leveraging cultural dynamics inside online
communities to support capital assembly.

4 Research design and data

This study seeks to link specific features of reward-based crowdfunding platforms with
organisational legitimacy creation and successful crowdfunding outcomes. We apply an
explorative empirical research method. Research on crowdfunding is relatively new, so
our focus is on identifying patterns and potential causal relationships to generate
preliminary conclusions and advance further study (Cornelius et al. 2006; Blaikie
(2011).

We analyse the dynamics and particular features in crowdfunding, contributing
towards knowledge of entrepreneurial legitimacy creation in reward-based
crowdfunding. Whilst we present data that has been subject to statistical analysis, we
use it not to validate a hypothesis, instead given that this is an emergent area of research



we discuss the issues arising out of the data from an organisational legitimacy
perspective triangulating with existing theory to develop new (Eisenhardt 1989).

Our exploratory analysis draws upon dataset derived from Kickstarter (2014), a
successful crowdfunding platform established in 2009 that employs ICT features
facilitating entrepreneurial organisational legitimacy construction and resource
exchange and is the leading reward-based crowdfunding platform. According to
Kickstarter’s statistics 136,000 projects were launched using Kickstarter since 2009,
reporting an investment volume of US$1 billion and a community of circa 5.7 million
individual backers (Kickstarter Statistics 2014). In terms of crowdfunding success rate,
Kickstarter reports that around 57,500 projects were successful (42.3%) in their
financial capital assembly, capturing an investment volume of US$867 million (86.7%
of the total investment volume). Approximately 74,500 projects (54.8%) were
unsuccessfully funded with a total investment size of US$118 million, representing
11.8% of the total investment volume of Kickstarter (Kickstarter Statistics 2014).”

4.1 Data collection

We used a web data extraction method to capture detailed data from the Kickstarter
website, similar to other crowdfunding studies (Mollick’s 2014). Web data extraction
facilitates the collection of relatively large datasets with high levels of data validity
because the site is in active use and the data generated specifically for web-based
transmission (Kosala and Blockeel 2000; Thelwall 2001; Chang et al. 2006).

We were able to capture activities on all projects listed on Kickstarter in New York
between June and July 2012 having chosen New York since it originates 13.5% of all
US Kickstarter crowdfunding and 11.9% of all global Kickstartercrowdfunding projects
(Kickstarter 2014). This dataset allows us to explore Kickstarter’s diversity and enables
us to generalize our findings to the Kickstarter population. By collecting variables such
as the project-funding target, number of backers, the reward-level structure, and other
project related data we are able to provide a first attempt to study entrepreneurial
practices in the development of organisational legitimacy and capital assembly in
reward-based crowdfunding. The data sample represents 421 projects and captures an
investment volume of US$3,514,125 provided by 44,578 backers.

4.2 Variables

Here we detail and justify the variables featuring in our study, which we chose as (1)
projects required to provide information variables, and (2) they represent potential
organisational legitimacy criteria as those variables are publicly observable and thus
likely to influence crowdfunding efforts.

Funding target: Every crowdfunding project requires a funding target, which represents
the amount of financial capital that project creators or entrepreneurs seek to assemble.
On Kickstarter, entrepreneurs only receive the assembled financial capital when the
funding target is achieved - the threshold crowdfunding model.

Final funding: The total amount of funds that the project collected between the starting
date and the designated end date of the crowdfunding campaign. Reporting a final
funding lower than the funding target means an unsuccessful effort. The final funding
amount may be larger than the funding target, indicating that the respective
crowdfunding project is overfunded.

Funding ratio: The funding ratio denotes the percentage of the funding target achieved
at the end date of the crowdfunding campaign.

* The provided percentages do not equal 100% as numbers were rounded.



Backers: Individuals who financially support a project through Kickstarter represent
the number of backers per project.

Funding per backer: Financial support per backer calculated as the final funding
amount divided by the number of backers where high funding per backer indicates a
project attracting less backers transacting a higher financial support. Argumentum e
contrario, project creators were successful in communicating organisational legitimacy
to stimulate backers to perform higher financial injections into the project.

Duration: The period of time (days) which projects can receive financial support from
backers, which at Kickstarter is a maximum of 60 days.

Reward-level: The number of different reward-levels from which backers can select to
financially support a project. Reward-levels are created and defined by project creators.
Every project has a minimum of one reward-level with no maximum. Each reward-
level will be given a predetermined price (maximum of US$10.000 on Kickstarter) and
a specific configuration of intangible or tangible qualities.

Visual pitch: 1In addition to a textual pitch, projects can implement videos. This
variable represents a dummy variable, where dummy = 1 if a crowdfunding project has
a video.

Founding team composition: Crowdfunding projects provide additional information
about the project creator in form of a user profile. This variable explores whether a
project was created by an individual or by a team and categorises the number and
composition of the founding team.

4.3 Descriptive statistics

Table 1 provides the descriptive statistics of the main variables.

Table 1. Descriptive statistics.

Successful
Variables N Min p2S Mean p75 Max SD
Funding Target ($) 227 100.00  2500.00 9460.61  10,000.00 100,000.00 14,132.11
Final Funding ($) 227 100.00  3101.00 12,903.67  11,920.00 287,342.00 26,228.73

Funding Ratio (%) 227 100.00 103.76 133.31 133.89 953.50 79.85
#Backers 227 5 40 170 140 4242 374
Funding/Backer ($) 227 15 49 88 98 729 73
#Duration 227 8 30 33 36 60 11
#Video  No 21

Yes 206
#Reward-Levels 227 2 7 9 10 32 4

Failed

Funding Target (§) 177 57.00 5000.00 31,840.86  30,000.00 1,000,000.00 82,803.79
Final Funding ($) 177 0.00 45.00 324436 2631.00 53,422.00 8082.12
Funding Ratio (%) 177 0.00 46 12.04 17.00 82.57 17.02
#Backers 177 0 1 33 29 515 72
Funding/Backer ($) 177 0 23 74 97 1007 104
#Duration 177 10 30 37 45 60 13
#Video  No 33

Yes 144
#Reward-Levels 177 1 6 9 10 33 5

Cancelled

Funding Target ($) 17  1500.00 5000.00 28,794.12  50,000.00 124,000.00 36,920.97
Final Funding ($) 17 0.00 100.00 631.82 775.00 4550.00 1083.96
Funding Ratio (%) 17 0.00 .88 5.84 3.86 56.88 13.51
#Backers 17 0 2 9 14 37 9
Funding/Backer ($) 17 0 24 61 89 228 60
#Duration 17 21 30 37 41 60 11
#Video  No 2

Yes 15
#Reward-Levels 17 1 7 9 11 16 4

Total




Funding Target (§) 421 57.00  3000.00 19,650.57  15,000.00 1,000,000.00 56,166.83

Final Funding ($) 421 0.00 360.00 8347.09 7647.00 287,342.00 20,547.55
Funding Ratio (%) 421 0.00 4.50 77.18 112.49 953.50 85.19
#Backers 421 0 7 106 96 4242 287
Funding/Backer ($) 421 0 38 81 97 1007 87
#Duration 421 8 30 35 40 60 12
#Video No 56

Yes 365
#Reward-Levels 421 1 6 9 10 33 4

From the total sample of 421 projects, 227 projects (53.9%) successfully achieved their
funding target, 177 projects (42%) were unsuccessful and 17 projects (4%) were
cancelled before they reached the official end date (Table 1). Success rate in the sample
is about 10% higher than the official Kickstarter statistics (Kickstarter Statistics 2014).
The sample exhibits a strong deviation in terms of project’s funding target in reward-
based crowdfunding, with a minimum funding target in our sample of US$57, and the
maximum funding target of US$1,000,000. The average funding target for our sample
size is US$19,650. The average final funding is US$8,347. The largest project
achieved a final funding of US$287,342. The average number of backers for projects is
106 individual backers. The largest backer number for a crowdfunding project is 4242.
The samples average funding per backer is US$81.27.

5 Findings
5.1 Funding target and final funding

Successful projects tend to have a much lower funding target (US$9,415) in comparison
to unsuccessful (US$32,002) and cancelled (US$30,281) projects (Table 1). However,
the mean final funding for successful projects is US$12,807, hence, successful projects
tend to get over-funded by 32.6% on average. Figure 1 illustrates the distribution of the
sample plotted against projects funding target and funding ratio showing that the density
of projects lie in the funding area between 100 — 150% for successful projects and
between 0 — 25% for unsuccessful projects. The mean funding ratio value for
successful projects is 133.31% whilst for unsuccessful and cancelled projects the
funding ratio illustrates that projects fail by large margin, with mean values of 12.04%
and 5.84% respectively.

Figure 1 about here.
Figure 1. Scatter plot - Funding target and Funding Ratio.

Figure 2 exemplifies the frequency of successful, unsuccessful and cancelled projects
for each category group and demonstrates that projects from the Music and Theatre
category expose by far more successful than unsuccessful crowdfunding efforts. The
data reveals that most reward-based crowdfunding projects come from the Film (117),
Music (66), Theater (66), Publishing (46) and Art (37) categories and demonstrate that
reward-based crowdfunding platforms such as Kickstarter are exploited by
entrepreneurs that are aiming to explore ‘new ways to raise funds for creative projects’
(Kickstarter 2014). In fact, the total investment for projects from the two categories
Film (US$1,425,480) and Publishing (US$492,010) count for 54.6% of the samples
investment volume.

Figure 2 about here.
Figure 2. Histogram - Funding outcome per project categories.
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5.2 Funding period

Surprisingly we find no significant difference between successful and unsuccessful
crowdfunding projects fundraising duration (Table 1) with an average campaign days
for unsuccessful projects at 37 and for successful projects 33 days.

We assumed that projects with a higher funding target have a higher chance to
successfully assemble the required capital through a longer funding period. However,
our data suggests that the combination of a high funding target and a long funding
period (which is understood as any funding period above the mean value) are associated
with less successful crowdfunding efforts. Vice versa, our explorative data suggests
that shorter campaign periods seem to be related to a higher success rate. Yet, Figure 3
illustrates a low degree of correlation between the project duration and the funding ratio.

Figure 3 about here.
Figure 3. Scatter plot project duration and funding ratio.

Kickstarter suggests campaign durations of 30 days: ‘Statistically, projects lasting 30
days or less have our highest success rate’ (Kickstarter School 2014). Comparing the
project duration among the various categories, we do not observe significant differences
among them (Appendix 1). However, the mean values of the project duration are
distributed around the suggested 30 days project period.

5.3 Reward-level structure

It is not possible to draw clear conclusions causally linking reward-level to success.
Whilst we observe that the average number of reward-levels seem to be relatively
similar for successful and unsuccessful projects, we deduced that creatively-oriented
projects (e.g. art, design and publishing) have a higher number of reward-levels
(Figure 4; Appendix 1).

Figure 4 about here.
Figure 4. Histogram Reward-levels for project categories.

5.4 Visual pitch

In additional to a textual presentation, often a business plan, crowdfunding platforms
allow project initiators to include visual presentation. Most crowdfunding platforms
facilitate the use of a video recorded pitch. In our dataset, 365 projects, representing
86.7% of the sample, incorporated a visual pitch in their crowdfunding campaign
(Table 1; Appendix 1). 206 of these projects were successfully funded (56%).
Kickstarter encourages the project initiator to use video: ‘[...] a video is by far the best
way to get a feel for the emotions, motivations, and character of a project. It’s a
demonstration of effort and a good predictor of success’ (Kickstarter School 2014).

Our data suggests the fact that a visual pitch is far from being a guarantee of
success. Of the 227 successful projects, 206 projects (90.75%) had a visual pitch;
81.26% of failed projects also had a visual presentation (144 of 177 failing projects). A
visual pitch has thus become standard, challenging the idea that using visual pitches
predicts success.

5.5 Founding team composition

Table 2 reports summarises data on the founding team composition of the crowdfunding
projects team showing that 320 projects (76%) were created by individual entrepreneurs
and only 36 crowdfunding projects (8.55%) had an entrepreneurial team, with
established organisations creating 65 funding projects (15.44%).
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Table 2. Summary statistics - founding team composition.

All Successful Failed
Composition # % # % # %

Female 93 221 64 688 29 312

Single e 227 539 104 458 123 542
Female 9 2.1 7 70.0 2 30.0
Pair Male 13 3.1 9 69.2 4 30.8
Mix 10 2.4 5 50.0 5 50.0
Female 1 02 1 100.0 0 0.0
Three Male - - - - - -
Mix 1 02 1 100.0 0 0.0
Female - - - - - -
Four Male 1 02 1 100.0 0 0.0
Mix 1 02 1 100.0 0 0.0
Organisation 65 154 34 523 31 477
Total 421 100 227 539 194 46.1

The numbers are too small to draw firm conclusions, however, in traditional venture
capital a balanced team (technical, financial, sales, operational expertise) is a clear
predictor of success: none of the projects with teams failed (4 in number) and those with
pairs of entrepreneurs (numbering 32) succeeded more than those with individuals
(320). This suggests that in addition to evaluating the business idea, investors are look
at the capability of the entrepreneur(s) to deliver the plan.

6 Discussion

Crowdfunding is of increasing significance to policy-makers and venturesome
businesses caught in the funding gap facing many small and high-risk startups. How far
the crowdfunding model will grow and internationalise is as yet unclear. Also unclear
is the extent to which the model might disrupt traditional venture capital. Reward-based
crowdfunding provides investors with the opportunity to invest relative small amounts
in businesses to which they have subjective attachment in addition to gaining reward;
they also have the opportunity to participate in online communities, which may shape
the nature of proposed business propositions. For entrepreneurs, crowdfunding is a new
way of marshalling capital resources, learning from the wisdom of crowds and/or
creating a market for a nascent business.

We have explored the reward-based crowdfunding mechanism from a cultural
entrepreneurship perspective providing tentative explanations of how particular features
of crowdfunding process influence organisational legitimacy and success and failure in
reward-based crowdfunding. The data reveals findings linking project characteristics to
legitimacy and success.

Funding target and final funding
Our data suggests that the funding targets are associated with the creation of
organisational legitimacy creation: a high funding target implies more effort is required
by the project creator or entrepreneur to legitimate the requested funding. Accordingly,
it seems important for project initiators to be transparent and persuasive about the
funding goal. We support Achleitner et al. (2013) and Sievers (2013) conclusion that
crowdfunding and traditional venture capital both require detailed, internally consistent
and market-referencing business plans to achieve legitimacy, though high funding
targets decrease organisational legitimacy without a convincing justification of source
and use of funds.

We agree with Reuber and Fischer (2011) and Zhang and Liu (2012) that herding
behaviour is influential in online communities’ supporting pitches, since the openness
of interactivity on crowdfunding platforms allows others note comments and feedback
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and to follow the herd. Crowdfunding platforms may reinforce this behaviour by
introducing popularity data, short-listing of projects and staff-picks, all of which serve
herding by narrowing choices. Ward and Ramachandran’s (2010) finding reveals a
positive correlation between the listing on a popularity list and successful achievement
of the funding target exists. The funding ratio values in our data illustrate that
crowdfunding projects succeed by relatively small margins but fail by large margin,
suggesting a dynamic that success amplifies success analogous to Mollick’s (2014)
findings. Interestingly, this finding is quite different from traditional venture capital
processes where successful entrepreneurial resource assembly is usually realised by
large margins and profitable ventures or projects tend to be heavily over-funded. One
reason for that is that sophisticated investors have the knowledge and managerial skills
to exploit good investment opportunities. In contrast, potential investors in
communities such as crowdfunding appear to rely more on group dynamics and
interactive entrepreneurial narrative activities in terms of investment choices, which
lead to narrowed choices.

However, Burtch et al. (2011, 11) highlight how community driven popularity
indicators might negatively influence the overall funding outcome, as ‘higher
contribution frequencies are associated with lower subsequent contribution amounts, as
are lower contribution densities.” Although, Brynjolfsson et al. (2011) illustrate that the
long tail hypotheses (Anderson 2004) is valid in product sales through digital
environments, it seems that the implemented popularity indicators on crowdfunding
platforms do diminish the effect of the long tail phenomenon in online crowdfunding
platforms, distributing financial capital into more likely succeeding projects. As result
successful projects tend to be over-funded as such mechanism seem to influence the
organisational legitimacy creation. Community behaviour, therefore, might be a
stronger indicator for organisational legitimacy rather than narrative legitimacy factors
such as the funding target variable.

Crowdfunding duration

Our data illustrates that projects with higher funding targets tend to have longer funding
durations. However, the data suggest that longer fundraising periods lead to lower
funding ratio values. Based from an organisational legitimacy perspective, we can
assume that a longer fundraising period might expose an uncertain narrative for the
project, resulting in decreasing support for the project.

An explanation for that result can be deduced from the importance of project
momentum for organisational legitimacy creation within reward-based crowdfunding
platforms. As Ward and Ramachandran (2010) illustrate, projects have increased
challenges to effectively build and maintain project momentum the longer their funding
period is. In highly heterogeneous and dynamic communities such as crowdfunding
platforms, attention for specific projects seems to diminish with time. Apparently it is
more efficient to implement a shorter funding period as projects seem to go relatively
quickly out of support with the crowdfunding community (Ward and Ramachandran
2010). Kickstarter states that ‘shorter projects set a tone of confidence and help
motivate your backers to join the party. Longer durations incite less urgency, encourage
procrastination, and tend to fizzle out’ (Kickstarter School 2014).

Reward-level structure

While the data did not provide clear implications of the relationship of the reward-level
structure and successful crowdfunding efforts, we identified that creative projects tend
to incorporate a higher number of reward-levels. Projects from creative categories seem
to have a better ability to implement mixed intangible/tangible rewards. This allows
project initiators to incorporate additional reward-levels in order to include
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supplementary social-psychological investment incentives. The possibility to create
rewards in any kind of tangible or intangible form establishes a key feature of
reward-based crowdfunding. Therefore, rewards create a key driver for activities within
the community and create strong narrative legitimacy factors. We argue that the
reward-levels demonstrate an important factor that makes a project compelling to the
audience. Burtch et al. (2011) suggest that projects that are positioned with their
product or service in trending and popular content of the broader internet, are more
likely to receive higher contribution from the community. Kickstarter (2014) highlights
the influence of the right rewards for successful crowdfunding efforts and states that
‘the importance of creative, tangible, and fairly priced rewards cannot be overstated.
Projects whose rewards are overpriced or uninspired struggle to find support’.
Therefore, it seems those projects that are able to offer additional social-psychological
reward-levels are more successful to motivate the community for financial support.

Visual pitch

The large majority of projects in our data included a visual pitch in their crowdfunding
campaign. Unlike previous studies, which understand visual pitches in crowdfunding
projects as quality signals, we argue that visual elements in crowdfunding pitches
appeared to developed into a crowdfunding standard and therefore weakened its
controlling character to predict success in reward-based crowdfunding. While the
measurement of visual pitches is not adequate to predict success, we however
understand visual pitches from the cultural entrepreneurship perspective as a powerful
entrepreneurial narrative instrument.

Clarke (2011) highlights the importance of visual communication and the use of
visual symbols to increase organisational legitimacy and develop support for nascent
ventures. Visual pitches support entrepreneurs to attain support and funding for their
projects and allow entrepreneurs to actively create and manage emotions of stakeholders
(Clarke 2011). As more projects utilise the power of visual pitches to persuade the
community to financially support the project, the findings emphasise a more
social-psychological rather than rational business oriented organisational legitimacy
creation process in reward-based crowdfunding.

Founding’ team composition

The composition and characteristics of the founding team in entrepreneurial ventures
play an important role for organisational legitimacy and resource assembly processes
(Kotha and George 2012; Zhao et al. 2013). Shepherd and Zacharakis (2003) illustrate
that organisational legitimacy can be built by providing additional information of the
organisation and management team of the entrepreneurial venture. Research has
illustrated that information about the founding team represent a critical factor of
traditional venture capital investment-decision making processes (Zimmerman and Zeitz
2002; Baum und Silverman 2004). It appears that investors in reward-based
crowdfunding look at the team composition as well in evaluating the business idea. The
data shows that the majority of the sample projects were created by individual
entrepreneurs (76%), followed by organisations (15.4%), pairs (7.6%) and teams
(0.5%). Projects with pairs and teams demonstrate much higher success rates than
projects with individuals. Most interestingly, however, is that projects created by
females experienced a higher success rate than males.

7 Conclusions

In this paper we have contributed to crowdfunding literature referencing the results of
an empirical study that is explorative and descriptive in nature. This study illustrates
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that cultural entrepreneurship activities play a significant role in creating online
organisational legitimacy and links specific features to successful crowdfunding efforts.
While this study offers additional understanding of some dynamics that take place in
crowdfunding and can be associated with organisational legitimacy, research on
crowdfunding is still limited and further research is required.

The possibilities for entrepreneurs to facilitate the collective development of a
business idea establish an interesting research issue linked to co-creation. It appears
that a distinctive feature of reward-based crowdfunding is the joint effort to develop and
promote a business idea rather than primarily evaluating a business plan. It is important
that future research focuses on the co-creation possibilities and its impact on the
organisational legitimacy and resource assembly process. Further, our dataset revealed
that women experience a higher success rate than males. This presents a fascinating
area for future study; given the high male-to-female ratio generally present in both
entrepreneur and investor populations.

Overall, further crowdfunding research is necessary as current studies are outcome
oriented and utilise quantitative methods to explain specific patterns in crowdfunding.
Current knowledge lacks understanding of the business processes that are associated
with crowdfunding outcome. It is important to move crowdfunding research into more
qualitative research methods to provide deeper understanding of specific entrepreneurial
activities and processes. Moreover, qualitative research would enable to capture a
broader picture of the crowdfunding phenomena and allow to link offline activities with
online processes. It is important to disclose offline activities to understand online
crowdfunding processes and outcomes as our current understanding is built on
knowledge that originates from activities on online crowdfunding platforms. While this
paper focuses on specific variables that are captured of crowdfunding projects, further
work is required to analyse more qualitative features of crowdfunding project pitches
such as textual and visual pitches. Such future studies will allow us to extend
knowledge about the organisational legitimacy creation of crowdfunding projects in
terms of entrepreneurial narrative.

15



References

Achleitner, A.-K., N. Engel, and U. Reiner. 2013. “The Performance of Venture Capital
Investments: Do Investors Overreact?” Review of Financial Economics 22 (1): 20-
35.

Agrawal, A. K., C. Catalini, and A. Goldfarb. 2011. “The Geography of
Crowdfunding.” NBER Working Paper No. 16820.
http://www.nber.org/papers/w16820

Ahlstrom, D. and G. D. Bruton. 2002. “An Institutional Perspective on the Role of
Culture in Shaping Strategic Actions by Technology-Focused Entrepreneurial Firms
in China.” Entrepreneurship Theory and Practice 26 (4): 53-70.

Aldrich, H. and C. Fiol. 1994. “Fools Rush in? The Institutional Context of Industry
Creation.” The Academy of Management Review 19 (4): 645-670.

Alvarez, S. and L. W. Busenitz. 2001. “The Entrepreneurship of Resource-Based
Theory.” Journal of Management 27 (6): 755-775.

Anderson, A. 2005. “Enacted Metaphor: The Theatricality of the Entrepreneurial
Process.” International Small Business Journal 23 (6): 587-603.

Anderson, C. (2004). “The Long Tail.” Wired Magazine, October.
http://www.wired.com/wired/archive/12.10/tail.html

Balboa, M. and J. Marti. 2007. “Factors that Determine the Reputation of Private Equity
Managers in Developing Markets.” Journal of Business Venturing 22 (4): 453-480.

Baron, R.A. and G. D. Markman. 2003. “Beyond Social Capital: The Role of
Entrepreneurs’ Social Competence in Their Financial Success.” Journal of Business
Venturing 18 (1): 41-60.

Baum, J. and B. Silverman. 2004. “Picking Winners or Building Them? Alliance,
Intellectual, and Human Capital as Selection Criteria in Venture Financing and
Performance of Biotechnology Startups.” Journal of Business Venturing 19 (3): 411-
436.

Belleflamme, P., T. Lambert, and A. Schwienbacher. 2013. “Crowdfunding: Tapping
the Right Crowd.” Forthcoming at Journal of Business Venturing. doi:
10.1016/j.jbusvent.2013.07.003

Blaikie, N. W. H. 2011. Designing Social Research. Cambridge: Polity Press.

Bremner, R. H. 1996. Giving: Charity and Philanthropy in History. New Brunswick:
Transaction Publishers.

Brynjolfsson, E., Y. Hu, and D. Simester. 2011. “Goodby Pareto Principle, Hello Long
Tail: The Effect of Search Costs on the Concentration of Product Sales.”
Management Science 57 (8): 1373-1386.

Burtch, G., A. Ghose, and S. Wattal. 2011. “An Empirical Examination of the
Antecedents and Consequences of Investment Patterns in Crowdfunded Markets.”
Paper presented at the International Conference on Information Systems (ICIS),
Shanghai, December 4-7.

Chang, C., M. Kayed, M. Girgis, and K. Shaalan. 2006. “A Survey of Web Information
Extraction Systems.” IEEE Transactions on Knowledge and Data Engineering 18
(10): 1411-1428.

Chen, X., X. Yao, and S. Kotha. 2009. “Entrepreneur Passion and Preparedness in
Business Plan Presentations: A Persuasion Analysis of Venture Capitalists’ Funding
Decision.” Academy of Management Journal 52 (1): 199-214.

Ciabuschi, F., A. Perna, and 1. Snehota. 2012. ‘Assembling Resources when Forming a
New Business.” Journal of Business Research 65 (2): 220-229.

Clarke, J. 2011. “Revitalizing Entrepreneurship: How Visual Symbols are Used in
Entrepreneurial Performances.” Journal of Management Studies 48 (6): 1365-1391.

16



Cohen, B. D. and T. J. Dean. 2005. “Information Asymmetry and Investor Valuation of
IPOs: Top Management Team Legitimacy as a Capital Market Signal.” Strategic
Management Journal 26 (7): 683-690.

Cornelius, B., H. Landstrom, and O. Persson. 2006. “Entrepreneurial Studies: The
Dynamic Research Front of a Developing Social Science.” Entrepreneurship Theory
and Practice 30 (3): 375-398.

Dalziel, T., R. J. Gentry, and M. Bowerman. 2011. “An Integrated Agency-Resource
Dependence View of the Influence of Directors” Human and Relational Capital on
Firms’ R&D Spending.” Journal of Management Studies 48 (6): 1217-1242.

Delmar, F. and S. Shane. 2004. “Legitimating First: Organizing Activities and the
Survival of New Ventures.” Journal of Business Venturing 19 (3): 385-410.

Eisenhardt, K. M. 1989. “Building Theories from Case Study Approach.” Academy of
Management Review 14 (4): 532-550.

Harrison, R. 2013. “Crowdfunding and the Revitalisation of the Early Stage Risk
Capital Market: Catalyst or Chimera?” Venture Capital: An International Journal of
Entrepreneurial Finance 15 (4): 283-287.

Harrison, R., C. Mason, and R. Robson. 2010. “Determinants of Long-Distance
Investing by Business Angels in the UK.” Entrepreneurship and Regional
Development 22 (2): 113-137.

Hitt, M. A., R. D. Ireland, D. G. Sirmon, and C. A. Trahms. 2011. “Strategic
Entrepreneurship: Creating Value for Individuals, Organizations, and Society.”
Academy of Management Perspectives 25 (2): 57-75.

Ingenhoff, D. and A. M. Koelling. 2009. “The Potential of Web Sites as a Relationship
Building Tool for Charitable Fundraising NPOs.” Public Relations Review 35 (1):
66-73.

Ingram, C., R. Teigland, and E. Vaast. 2013. “Solving the Puzzle of Crowdfunding:
Where Technology Affordances and Institutional Entrepreneurship Collide.” SSRN
working paper series. http://www.ssrn.com/abstract=2285426

Khaire, M. 2010. “Young and No Money? Never Mind: The Material Impact of Social
Resources on New Venture Growth.” Organization Science 21 (1): 168-185.

Kickstarter. 2014. http://www kickstarter.com

Kickstarter School. 2014. “Kickstarter School.”
https://www kickstarter.com/help/school?ref=footer#defining_your project

Kickstarter Statistics. 2014. “Kickstarter stats.”
http://www kickstarter.com/help/stats?ref=footer

Kosala, R. and H. Blockeel. 2000. “Web Mining Research: A Survey.” ACM SIGKDD
Explorations Newsletter 2 (1): 1-15.

Kotha, R. and G. George. 2012. “Friends, Family, or Fools: Entrepreneur Experience
and its Implications for Equity Distribution and Resource Mobilization.” Journal of
Business Venturing 27 (5): 525-543.

Lambert, T. and A. Schwienbacher. 2010. “An Empirical Analysis of Crowdfunding.”,
Crowdsourcing.org [Online]. Available from:
http://www.crowdsourcing.org/document/an-empirical-analysis-of-crowdfunding-
/2458 (Accessed 22. November 2011).

Lane, F.C. 1944. “Family Partnerships and Joint Ventures in the Venetian Republic.”
The Journal of Economic History 4 (2): 178-196.

Lehner, O. M. 2013. “Crowdfunding Social Ventures: A Model and Research Agenda.”
Venture Capital: An International Journal of Entrepreneurial Finance 15 (4): 289-
311.

Ley, A. and S. Weaven. 2011. “Exploring Agency Dynamics of Crowdfunding in Start-
up Capital Financing.” Academy of Entrepreneurship Journal 17 (1): 85-111.

17



Lounsbury, M. and M. A. Glynn. 2001. “Cultural Entrepreneurship: Stories,
Legitimacy, and the Acquisition of Resources.” Strategic Management Journal 22
(6-7): 545-564.

Martens, M. L., J. E. Jennings, and P. D. Jennings. 2007. “Do the Stories They Tell get
Them the Money they Need? The Role of Entrepreneurial Narratives in Resource
Acquisition.” Academy of Management Journal 50 (5): 1107-1132.

Mason, C. M. and R. T. Harrison. 2000. “The Size of the Informal Venture Capital
Market in the United Kingdom.” Small Business Economics 15 (2): 137-148.

Massolution. 2013. 2013CF — The Crowdfunding Industry Report. Massolution.
http://research.crowdsourcing.org/2013cf-crowdfunding-industry-report

McKelvie, A. and J. Wiklund. 2010. “Advancing Firm Growth Research: A Focus on
Growth Mode Instead of Growth Rate.” Entrepreneurship Theory and Practice 34
(2): 261-288.

Mollick, E. 2013. “Swept Away by the Crowd? Crowdfunding, Venture Capital, and the
Selection of Entrepreneurs.” SSRN working paper series.
http://papers.ssrn.com/sol3/papers.cfm?abstract 1d=2239204

Mollick, E. 2014. “The Dynamics of Crowdfunding: An Explorative Study.” Journal of
Business Venturing 29 (1): 1-16.

Morduch, J. 1999. “The Microfinance Promise.” Journal of Economic Literature 37 (4):
1569-1614.

O’Connor, E. 2004. “Storytelling to be Real: Narrative, Legitimacy Building and
Venturing.” in Narrative and Discursive Approaches in Entrepreneurship, edited by
D. Hjorth and C. Steyaert, 105-124. Northampton: Edward Elgar Publishing.

Packalen, K.A. 2007. “Complementing Capital: The Role of Status, Demographic
Features and Social Capital in Founding Teams’ Abilities to Obtain Resources.”
Entrepreneurship Theory and Practice 31 (6): 873-891.

Rao, H. 1994. “The Social Construction of Reputation: Certification Contests,
Legitimation and the Survival of Organization in the American Automobile Industry:
1895-1912.” Strategic Management Journal 15 (S1): 29-44.

Reuber, A. R. and E. Fischer. 2005. “The Company You Keep: How Young Firms in
Different Competitive Contexts Signal Reputation through Their Customers.”
Entrepreneurship Theory and Practice 29 (1): 57-78.

Reuber, A. R. and E. Fischer. 2011. “International Entrepreneurship in Internet-Enabled
Markets.” Journal of Business Venturing 26 (6): 660-679.

Rocha, H. 2004. “Entrepreneurship and Development: The Role of Clusters.” Small
Business Economics 23 (5): 363-400.

Roddick, A. 2000. Business as Unusual. London: Thorsons.

Shane, S. and D. Cable. 2002. “Network Ties, Reputation, and the Financing of New
Ventures.” Management Science 48 (3): 364-381.

Shepherd, D. A. and A. Zacharakis. 2003. “A New Venture’s Cognitive Legitimacy: An
Assessment by Customers.” Journal of Small Business Management 41 (2): 148-167.

Sievers, S., C. F. Mokwa, and G. Keienburg. 2013. “The Relevance of Financial versus
Non-Financial Information for the Valuation of Venture Capital-Backed Firms.”
European Accounting Review 22 (3): 467-511.

Smith, R. and A. R. Anderson. 2004. “The Devil is in the E-Tale: Forms and Structures
in the Entrepreneurial Narratives” in Narrative and discursive approaches in
entrepreneurship, edited by D. Hjorth and C. Steyaert, 125-143. Northampton:
Edward Elgar Publishing.

Sorescu, A., V. Shankar, and T. Kushwaha. 2007. “New Product Preannouncements and
Shareholder Value: Don’t Make Promises You Can’t Keep.” Journal of Marketing
Research 44 (3): 468-489.

18



Stinchcombe, A. L. 1965. “Social Structure and Organization.” in Handbook of
Organizations, edited by J. G. March, 142-193. Chicago: Rand-McNally.

Suchman, M. C. 1995. “Managing Legitimacy: Strategic and Institutional Approaches.”
The Academy of Management Review 20 (3): 571-610.

Surowiecki, J. 2004. The Wisdom of Crowds: Why the Many are Smarter than the Few
and How Collectiove Wisdom Shapes Business, Economies, Societies, and Nations.
New York: Doubleday.

Thelwall, M. 2001. “A Web Crawler Design for Data Mining.” Journal of Information
Science, 27 (5): 319-325.

Tornikoski, E. T. and S. L. Newbert. 2007. “Exploring the Determinants of
Organizational Emergence: A Legitimacy Perspective.” Journal of Business
Venturing 22 (2): 311-335.

Vanacker, T. R. and S. Manigart. 2010. “Pecking Order and Debt Capacity
Considerations for High-Growth Companies Seeking Financing.” Small Business
Economics 35 (1): 53-69.

Ward, C. and V. Ramachandran. 2010. “Crowdfunding the Next Hit: Microfunding
Online Experience Goods.”
http://www.cs.umass.edu/~wallach/workshops/nips2010css/papers/ward.pdf

Zhang, J. and P. Liu. 2012. “Rational Herding in Microloan Markets.” Management
Science 58 (2): 892-912.

Zhao, Y. L., M. Song, and G. L. Storm. 2013. “Founding Team Capabilities and New
Venture Performance: The Mediating Role of Strategic Positional Advantages.”
Entrepreneurship Theory and Practice 37 (4): 789-814.

Zimmerman, M. A., and G. J. Zeitz. 2002. “Beyond Survival: Achieving New Venture
Growth by Building Legitimacy.” Academy of Management Review 27 (3): 414-431.

Zimmerman, M. A. 2008. “The Influence of Top Management Team Heterogeneity on
the Capital Raised through Initial Public Offering.” Entrepreneurship Theory and
Practice 32 (3): 391-414.

19



Appendix 1. Descriptive statistics on project categories.

Total Successful Failed Cancelled
Variables Min Mean Max: N Mean : N Mean; N Mean
FundingTarget ($) 57.00 40,799.65 1,000,000.00 : 18 6,485.00 : 18 77,186.50: 1 3,500.00
FinalFunding ($) 0.00 7,034.27 53,422.00 : 18 7,782.33 18 6,662.00: 1 270.00
o FundingRatio (%) 0.00 67.83 171.70 : 18 122.58 1 18 1642 1 7.71
T #Backers 0.00 69.32 317.00 : 18 102.11 : 18 40.28 1 2.00
z Funding/Backer ($) 0.00 89.43 250.00 : 18 78.89 118 9744 1 135.00
+ Duration 10.00 31.73 60.00 : 18 29.33 1 18 3422 1 30.00
< 4#RewardLevels 2.00 9.41 30.00: 18 9.17 : 18 9.61: 1 10.00
#Video No 1 5 0
Yes 17 13 1
FundingTarget (§)  3,000.00 10,142.86 27,000.00 ; 4 6,125.00 . 3 15,500.00: 0O -
FinalFunding ($) 0.00 6,048.71 21,372.00; 4 9,659.50 0 3 1,23433: 0 -
£ FundingRatio (%) 0.00 84.06 21372 4 14342 : 3 492 0 -
% #Backers 0.00 207.14 962.00: 4 35175 3 1433 0 -
E Funding/Backer ($) 0.00 37.46 90.08 4 3471 3 41141 0 -
‘E Duration 20.00 33.86 45.00: 4 3550 3 31.67: 0 -
(3 #RewardLevels 6.00 13.86 32.00i 4 16.251 3 10.67: 0 -
#Video No 0 1 0
Yes 4 2 0
FundingTarget (§)  2,000.00 6,750.00 16,700.00 ;. 9 7,166.67 i 1 3,000.00i 0 -
FinalFunding ($) 511.00 8,585.70 31,028.00: 9 9,482.89: 1 511.00; 0 -
2 FundingRatio (%) 17.03 111.14 25857 9 121.59: 1 17.03: 0 -
T #Backers 9.00 63.70 153.00: 9 69.78 1 1 9.00: 0 -
Z Funding/Backer ($) 40.69 121.84 29412 9 129.07: 1 56.78: 0 -
2 Duration 13.00 31.00 55.00i 9 2833 1 55.00: 0 -
S #RewardLevels 5.00 6.90 9.00: 9 7.00 1 6.00: 0 -
#Video No 1 0 0
Yes 8 1 0
FundingTarget ($) 300.00 51,945.56  275,000.00: 5 26,360.00:12 62,768.33: 1 50,000.00
FinalFunding ($) 375.00 18,432.78 135,002.00: 5 35,346.40i12 12,843.58: 1 935.00
§ FundingRatio (%) 1.87 53.67 158261 5 134.85 1 12 2416 1 1.87
Il #Backers 7.00 286.61 2,279.00: 5 645.40 : 12 159.67: 1 16.00
€ Funding/Backer ($) 30.57 80.58 200.69 : 5 49.30 1 12 9546 1 58.44
.;” Duration 30.00 37.00 60.00: 5 39.40: 12 36.17: 1 35.00
& #RewardLevels 4.00 10.33 28.00: 5 7.60 : 12 11.58: 1 9.00
#Video No 1 2 0
Yes 4 10 1
FundingTarget (§)  1,000.00 10,365.38  100,000.00: 5 6,600.00 : 20 11,325.00: 1 10,000.00
FinalFunding ($) 0.00 6,961.77  128,722.00 . 5 31,932.80: 20 1,062.10: 1 100.00
§ FundingRatio (%) 0.00 69.36 953.50: 5 332.12 : 20 7.09: 1 1.00
% #Backers 0.00 93.46 1,181.00: 5 419.20 : 20 16.65: 1 1.00
= Funding/Backer ©)) 0.00 76.17 500.00: 5 63.54 120 7813 1 100.00
-_;3 Duration 15.00 31.73 50.00: 5 31.00: 20 32.00: 1 30.00
é #RewardLevels 3.00 9.19 33.00: 5 10.20: 20 920: 1 4.00
#Video No 1 7 0
Yes 4 13 1
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Total Successful Failed Cancelled
Variables Min Mean Max : N Mean | N Mean | N Mean
FundingTarget ($) 100.00 28,230.16  200,000.00 : 60 17,741.77 : 55 38,353.15 2 64,500.00
FinalFunding ($) 0.00 12,183.59 124,114.00: 60 20,577.03 : 55 3,461.24 2 245.00
o FundingRatio (%) 0.00 67.58 350.00 : 60 120.77 : 55 11.94: 2 1.96
= #Backers 0.00 125.81 1,976.00 : 60 216.18 | 55 3142: 2 10.50
n Funding/Backer ($) 0.00 99.73 1,006.62 : 60 113.01 : 55 87.95 2 25.49
_'_E Duration 10.00 37.36 60.00 : 60 34.60 55 40.25: 2 40.50
= #RewardLevels 3.00 9.74 31.00 : 60 10.22 155 9.15 2 12.00
#Video No 2 2 0
Yes 58 53 2
FundingTarget (§)  5,000.00 10,666.67 20,000.00; 3 10,666.67 0 -0 -
FinalFunding ($) 8,212.00 13,379.67 21,777.00; 3 13,379.67 0 -0 -
~ FundingRatio (%) 108.89 139.38 16424 3 13938 0 -0 -
c|'|) #Backers 75.00 193.67 272.00: 3 193.67: 0 -0 -
£ Funding/Backer ($) 30.19 86.19 13533 3 86.19: 0 -0 -
-§ Duration 30.00 30.00 30.00: 3 30.00: 0 -0 -
= #RewardLevels 8.00 12.00 19.00 3 12.00; 0 -0 -
#Video No 0 0 0
Yes 3 0 0
FundingTarget ($) 600.00 30,889.00 100,000.00 : 2 14,750.00: 4 50,653.00 2 7,500.00
FinalFunding ($) 1.00 5,202.63 15,081.00: 2 14,826.00: 4  2,669.25: 2 646.00
% FundingRatio (%) 0.16 28.84 100.54 . 2 100.52: 4 394 2 6.95
2 #Backers 1.00 102.88 435.00: 2 286.00: 4 52.50: 2 20.50
~. Funding/Backer ($) 1.00 39.70 10636 : 2 70.52: 4 30.00: 2 28.28
é Duration 30.00 33.63 41.00: 2 32.00: 4 33.50: 2 35.50
O #RewardLevels 7.00 10.38 15.00: 2 10.00: 4 10.25: 2 11.00
#Video No 0 0 0
Yes 2 4 2
FundingTarget ($) 500.00 7,552.95 100,000.00 : 43 4,652.19 120 13,147.55: 3 11,833.33
FinalFunding ($) 0.00 3,710.74 13,327.00 : 43 5,339.63 : 20 739.45 3 172.00
@ FundingRatio (%) 0.00 83.69 342.00 : 43 123.61 : 20 10.06: 3 2.34
I #Backers 0.00 48.68 221.00 : 43 70.33 120 870 3 5.00
£ Funding/Backer ($) 0.00 71.40 270.27 43 84.43 : 20 48.69: 3 36.17
2 Duration 8.00 36.03 60.00 : 43 34.84 120 38.10: 3 39.33
= #RewardLevels 2.00 8.27 22.00 : 43 8.23 20 8.10 3 10.00
#Video No 5 9 0
Yes 38 11 3
FundingTarget ($) 500.00 11,971.43 55,000.00: 4  9,150.00: 7 7,71429 1 3 25,666.67
§ FinalFunding ($) 0.00 3,665.21 16,935.00: 4 10,784.50 : 7 1,062.14 = 3 246.67
I FundingRatio (%) 0.00 41.66 17272 . 4 13291 7 672 3 1.52
£ #Backers 0.00 44.21 223.00 4 12275 7 17.00: 3 3.00
-=: Funding/Backer ($) 0.00 52.80 14599 . 4 87.17: 7 39.46: 3 38.13
a Duration 25.00 36.57 60.00 : 4 40.00 : 7 3243 3 41.67
«g #RewardLevels 3.00 7.93 14.00 4 10.00 7 629 3 9.00
& #Video No 0 0 1
Yes 4 7 2




Total Successful Failed Cancelled
Variables Min Mean Max: N Mean: N Mean : N Mean
FundingTarget ($) 120.00 14,771.63 100,000.00 : 20  7,821.25: 23 15,437.83 3 56,000.00
e FinalFunding ($) 0.00 10,695.87 287,342.00: 20 22,721.50 @ 23 1,355.74 3 2,132.67
‘”" FundingRatio (%) 0.00 78.15 718.36 i 20 167.74 1 23 7.86 3 19.75
z #Backers 0.00 174.72 4,242.00 : 20 380.20 0 23 17.00: 3 14.00
& Funding/Backer (§) 0.00 67.75 416.44 20 80.70 . 23 47.20: 3 139.00
:-E, Duration 10.00 33.33 60.00 i 20 33.201 23 3426 3 27.00
§ #RewardLevels 1.00 7.48 18.00 : 20 855 23 6.26 3 9.67
A& #Video No 4 7 1
Yes 16 16 2
FundingTarget (§) 2,000.00 7,333.33  10,000.00: 1 9,999.99 2 6,000.00: 0 -
~ FinalFunding ($) 30.00 3,358.33  10,000.00: 1 10,000.00 2 3750 0 -
? FundingRatio (%) 0.45 33.98 100.00: 1 100.00 2 098 0 -
Z #Backers 1.00 78.67 233.00: 1 233.00 2 1.50: 0 -
Eﬁ Funding/Backer ($) 22.50 31.81 4292 1 42.92 2 2625: 0 -
E Duration 15.00 31.67 45.00: 1 45.00 2 25.00: 0 -
g #RewardLevels 4.00 7.00 9.00 1 9.00 2 6.00 0 -
= #Video No 0 0 0
Yes 1 2 0
FundingTarget ($) 100.00 7,131.11 100,000.00 : 53 4,678.36: 12 18,433.33: 1 1,500.00
FinalFunding ($) 0.00  4,656.30  40,903.00 : 53 5,416.72 . 12 1,685.83 1 0.00
@ FundingRatio (%) 0.00 108.39 304.00 i 53 129.92: 12 223311 0.00
g #Backers 0.00 62.24 269.00 : 53 7240 12 2258 1 0.00
T Funding/Backer ($) 0.00 77.08 410.00 : 53 73.96: 12 97.301 1 0.00
*q:: Duration 12.00 33.29 60.00 i 53 31.06: 12 4142 1 54.00
é #RewardLevels 1.00 7.58 16.00 : 53 755 12 82511 1.00
#Video No 6 0 0
Yes 47 12 1

22



