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While equity crowdfunding provides ventures with an opportunity to collect funding from a large base of inves-
tors, many campaigns tend to remain unsuccessful. We draw from two fields of financing adjacent to equity
crowdfunding, venture capital (VC) and angel investing, as well as rewards-based crowdfunding, to develop an
understanding of the drivers of investment decisions in equity crowdfunding. Using data from a leading equity
crowdfunding platform in Northern Europe, we explore factors that drive the number of investors and amount
of funding attracted by equity crowdfunding campaigns. The results suggest that the investment decision criteria
traditionally used by VCs or business angels are not of prime importance for success in equity crowdfunding. In-
stead, success is related to pre-selected crowdfunding campaign characteristics and the utilization of private and
public networks. Thefindings are relevant for the decisionmaking of entrepreneurs and crowdfundingplatforms,
as both parties benefit from campaign success.

© 2016 Elsevier B.V. All rights reserved.
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1. Introduction

In recent years, crowdfunding has emerged as a new relevant financ-
ing mechanism alongside more traditional means of financing new ven-
tures [43]. Crowdfunding refers to the act of drawing funds from large
groups of people.4 The crowdfundingmarket has been growing fast in re-
cent years. In 2014, USD 16.2 billion was raised through crowdfunding
globally, representing an increase of 167% from 2013 [37]. Crowdfunding
is part of a broader phenomenon, crowdsourcing, in which an organiza-
tion outsources an activity—such as idea generation, decision-making
support, and/or resource collection—to a large group of people [9].

Crowdfunding is an umbrella term which covers several different
forms.Donation-based crowdfunding is used to collect charitable funding
in support of causes and projects. In rewards-based crowdfunding,
funders receive non-monetary rewards in exchange for their contribu-
tion. Debt-based crowdfunding offers a credit contract, whereas equity-
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based crowdfunding offers an equity stake in the target company
[2,6,10,32,39,42]. Our focus is on equity-based crowdfunding.

Compared to other forms of crowdfunding, equity crowdfunding is a
relatively new phenomenon. Regulations around equity-based
crowdfunding differ by country. In the U.S., most unaccredited investors
have thus far not been able to invest in equity crowdfunding. However,
in October 2015, the Securities Exchange Commission approved Title III
of the Jump-start Our Business Startups (JOBS) Act, which entails the
legalization of equity-based crowdfunding for unaccredited investors.
Consequently, large amounts of previously inaccessible capital are ex-
pected to soon become available to early-stage companies in the U.S.
[4] Outside the U.S., equity crowdfunding platforms for unaccredited in-
vestors have been established in several countries over the past decade
[50]. In Europe, the total amount raised through equity crowdfunding
grew from 23 million euros in 2012 to 194 million euros in 2014 [50].

While campaign success is important for entrepreneurs and plat-
forms, many campaigns fail. Of the campaigns conducted on the equity
crowdfunding platform Invesdor, 30% were successful in the sampled
time frame. Success rates at several other crowdfunding platforms
have been at similar levels [13,39,51]. In order to better understand
the dynamics of crowdfunding and to improve campaign success
rates, knowledge of the factors contributing to success in crowdfunding
is required. However, little is still known about how contributors in
crowdfunding assess targets [38].

Currently, research about campaign success drivers and investors'
investment criteria in equity crowdfunding remains very limited. To
the best of our knowledge, empirical research on the success drivers
of equity crowdfunding for mostly unaccredited investors is limited to
ity crowdfunding campaigns, Decision Support Systems (2016), http://
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the work of Ahlers et al. [3]. They examine the Australian equity
crowdfunding platform ASSOB to assess the impact of selected start-
up features, such as the board, risk factors, and planned exit strategies,
on campaign success. In addition, Agrawal et al. [1] analyze data from
the Netherlands-based platform Sellaband, which previously allowed
for equity-like crowdfunding in the form of revenue sharing. (See also
[32].) Kim and Viswanathan [31] study the role of early investors in
the success of crowdfunding campaigns in which investors receive a
monetary benefit from the success of targets they have funded.
Cholakova and Clarysse [10] study the motivations that determine
individuals' decisions to invest in equity crowdfunding or to contribute
through rewards-based crowdfunding. Bernstein et al. [7] conduct an
experiment on the importance of the availability of different types of
information to accredited early-stage investors.

Due to its limited amount and scope, the contribution of existing re-
search towards explaining variation in the success of equity
crowdfunding campaigns remains small. We address this gap with the
following research question: What are the key success drivers of online
equity crowdfunding campaigns?

We address this question by drawing on research from two forms of
funding adjacent to equity crowdfunding. In the funding life cycle, com-
panies in different growth phases typically gain access to capital from
different sources [43,53]. At the very beginning of its existence, a startup
typically uses its founders' money, followed by funds from friends and
family. As these resources are usually scarce, the startup soon needs to
turn to outside investors [44]. In the initial concept and seed phases,
companies can use donation- and rewards-based crowdfunding
[43,53]. Later, during the expansion phase, more mainstream forms of
financing become topical [53]. Many entrepreneurs turn to business
angels. Startups can also seek funding from venture capital (VC) compa-
nies,who tend to enter at a later stage, conductmore systematic due dil-
igence, and invest larger amounts than business angels [44,48]. Finally,
companies with a sufficient track recordmay seek funding from institu-
tional investors [53]. In addition, companies can use debt to finance
their early operations and growth.

However, there exists a funding gap between donation- and rewards-
based crowdfunding and mainstream forms of financing. Investors in
mainstream forms tend to be risk averse, which may leave the funding
needs of innovative early-stage companies unattended [53]. Equity-
based crowdfunding is, together with debt-based crowdfunding, begin-
ning to bridge that gap, as illustrated in Fig. 1 [43,53].

While it shares some similarities with some other forms,
crowdfunding “represents a unique category of fundraising, with differ-
ent vehicles, processes, and goals.” [53, p. 17]. Furthermore, the goals of
contributors in equity crowdfunding differ from those in other forms of
crowdfunding. While equity investors' primary reason for participation
is to reap financial benefits, contributors to rewards-based campaigns
Fig. 1. Typical funding providers across a company's life cy
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are also driven by other motives, such as the wish to be part of a com-
munity and to help others [10]. As funders' goals differ, the drivers
and criteria of their funding decisions can also be expected to differ.
Consequently, campaign success factors in equity crowdfunding can
be expected to differ from those of rewards-based campaigns. Equity
crowdfunding therefore merits research specific to it.

Due to a lack of theory on equity crowdfunding,we build on research
from the two forms of funding closest to equity crowdfunding in the
funding life cycle: business angels and venture capital, on the one
hand, and non-equity-based crowdfunding, on the other. As they all ad-
dress growing companies' funding needs, equity crowdfunding, angel
investing, and venture capital investing are often assessed together
and compared to each other (e.g., [14,28,52]). Investors in the three
forms of financing share similarities with each other [14]. Similarities
between equity crowdfunding and angel investing include similarmoti-
vations for investing, the absence of active financial intermediaries, and
the investing individual's own decision making power [52]. The bound-
ary between equity crowdfunders and business angels is sometimes
vague, and the two groups of investors may compete for the same
investments [28]. On the other hand, equity crowdfunding can be ad-
dressed in the context of rewards-, donation-, and debt-based
crowdfunding, with which it also shares similarities (e.g., [6,39]).

We develop four hypotheses. The first one hypothesizes that the in-
vestment criteria traditionally used by venture capital and angel inves-
tors can be used to predict the success of equity crowdfunding
campaigns. The other three draw on research on non-equity based
crowdfunding to hypothesize that different campaign and company
characteristics can be used as predictors of success.

The results are relevant to entrepreneurs, investors, and crowdfunding
platforms alike, as understanding campaign success factors is in the inter-
est of each group. In countries where equity crowdfunding for unaccred-
ited investors is beginning to emerge, industry actors can benefit from the
experiences of those in countries where the field has already been opera-
tional for several years.

The rest of the paper is organized as follows. In Section 2, we present
a review of literature on the success drivers of early-stage company fi-
nancing. Our hypotheses are described in Section 3. Section 4 discusses
themarket and company context of our sample. Section 5 describes the
variables. Section 6 presents and discusses the results. Section 7 con-
cludes the paper, and discusses limitations, as well as future research
opportunities.

2. Literature review

Due to a lack of literature on the success drivers of equity
crowdfunding campaigns, this paper draws on research on the forms
of funding adjacent to equity crowdfunding on the funding life cycle
cle. Modified from Rossi and the World Bank [43,53].
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(Fig. 1). On the one hand, we address other forms of crowdfunding,
mainly rewards-based, that are relevant for earlier-stage companies.
On the other hand, we leverage research on VC and angel funding,
which typically become relevant later on in the life cycle.

Equity crowdfunding is a distinct form of funding with characteris-
tics that clearly distinguish it from other forms. However, some of its
features are similar to those of rewards-based crowdfunding, whereas
others resemble those of business angel and venture capital investing.
A selection of such features is presented in Table 1. Similarities between
equity crowdfunding and its neighboring forms of funding have been
highlighted in gray. This partial overlap of features supports the use of
literature from neighboring forms of funding when researching equity
crowdfunding.

The approach of leveraging neighboring fields is similar to that used
by Dorff [15]. Due to a lack of suitable studies about equity
crowdfunding, he analyzes data on angel investing and, stating that
angel investing is “the closest analogue to equity crowdfunding”
(p. 493), draws conclusions for equity crowdfunding. Furthermore,
Manchanda and Muralidharan [36] compare equity crowdfunding and
venture capital investing, concluding that while venture capitalists
may face some direct competition from equity crowdfunding, the two
forms possess distinct characteristics that maymake them complemen-
tary to each other.
2.1. Success drivers of crowdfunding campaigns

The first perspective from which we approach the possible success
drivers of equity crowdfunding campaigns is through success drivers
identified for different forms of crowdfunding. Existing literature on
the success drivers of crowdfunding campaigns can be split into three
Table 1
Key features of equity crowdfunding and neighboring forms of funding. Modified from [52].

Features
Rewards-based 

crowdfunding
Equity crowdfunding

Typical funder 

background

Various, many have no 

investment experience

Various, many have no

investment experience

Source of funds Investing own money Investing own money

Funding 

instruments

Non-financial, e.g., 

products

Shares

Deal flow Through web platform Through web platform

Due diligence Very limited; may be 

conducted by individual, if 

at all

Conducted by individu

at all

Geographic 

proximity of funders

Investments made online: 

funders often distant from 

venture

Investments made onl

funders often distant f

venture

Post-funding role of 

funders

Most remain passive Most remain passive

Return on 

investment

Financial return not 

relevant

Financial return impor

(but not the only reaso

for investing) 
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main categories: campaign characteristics, networks, and understand-
ability of the company's concept and offering. In the following, we pres-
ent literature on each of these categories.

2.1.1. Campaign characteristics
Most studies aiming to predict the outcome of rewards-based

crowdfunding campaigns address specific campaign characteristics
(e.g., [13,32]). We focus on four key characteristics: the funding target,
the minimum investment, campaign duration, and the provision of fi-
nancials. All these characteristics can be pre-determined by the entre-
preneur and the crowdfunding platform prior to the campaign.

2.1.1.1. Funding target. Crowdfunding campaigns typically portray a tar-
get range for the sought amount of funding. Crowdfunding platforms
can operate under one of two basic models. In the “all-or-nothing”
model, the entrepreneur sets a goal forminimum target funding and re-
ceives the invested money only if the goal is achieved. In the “keep-it-
all” model, the entrepreneur keeps any funds collected [13]. Especially
in the “all-or-nothing” model, the lower threshold of the target range
is critical, as any campaign falling short of it fails. The entrepreneur
must hence find a balance between seeking sufficient funds and aiming
to ensure that the minimum threshold is reached.

Findings about the relevance of target funding for success differ by
the form of crowdfunding. Ahlers et al. [3] find no significant relation-
ship between target funding and the number of investors in equity
crowdfunding. Hakenes and Schlegel [26] reason that high funding tar-
gets may provide security to funders in equity- and debt-based
crowdfunding, as their investments will only go through if sufficiently
many other people also view the campaign sufficiently positively to in-
vest in it. As to rewards-based crowdfunding, the results of Cumming
Business angels Venture capital

 Former entrepreneurs Finance, consulting, 

industry

Investing own money Investing other people s 

money

Shares Shares

Through social and/or  

angel networks

Through social networks 

and proactive outreach

al, if Conducted by individuals 

based on their own 

experience

Conducted by staff in VC 

firm with potential 

assistance from outside 

firms

ine: 

rom 

Most investments local Invest nationally (or 

internationally with local 

partners)

Active (hands-on) Active (strategic)

tant 

n 

Financial return important 

(but not the only reason 

for investing)

Financial return critical
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et al. [13],Mollick [39], and Zheng et al. [56] indicate that higher funding
goals are negatively associated with success. These differing results for
different forms of crowdfunding find some support in Belleflamme
et al. [6], who show that smaller targets are preferable in rewards-
based campaigns and larger targets in equity crowdfunding.

2.1.1.2. Minimum investment. Crowdfunding campaigns typically require
every investment to be larger than a pre-defined minimum investment
amount. Some studies mention the role of the minimum investment in
crowdfunding (e.g., [3,40]). However, none of them appear to address
its potential link with campaign success. Although Ahlers et al. [3] do
not specifically investigate the impact of minimum investment on the
success of equity crowdfunding campaigns, their data demonstrate no
statistically significant relationship between the minimum investment
and the total amount of funds collected.

2.1.1.3. Campaign duration. The duration of crowdfunding campaigns is
typically determined in advance. Cumming et al. [13] and Mollick [39]
find that campaign duration is negatively related to success in
rewards-based crowdfunding. Mollick [39] proposes that longer cam-
paign duration may be perceived by investors as an indication of a
lack of confidence. The interviews of entrepreneurs and platform pro-
viders across different forms of crowdfunding conducted by Härkönen
[27] support these findings. He presents a view that longer durations
may be disadvantageous, because contributions tend to accrue at the
start and towards the end of a campaign, leaving a relatively quiet peri-
od in themiddle. He also notes that longer durationsmake it possible for
investors to take more time to consider and even to forget about
campaigns.

Contradictory results have been presented as well. Zheng et al. [56]
find that campaign duration is positively related to success in
rewards-based campaigns in China, whereas they find no significant re-
lationship for the U.S. Burtch et al. [8] find that longer campaign dura-
tions are associated with higher project visibility and thereby better
performance in donation-based crowdfunding.

2.1.1.4. Provision of financials. Some campaigns portrayed on
crowdfunding platforms include financial information, such as histori-
cal or forecast revenue and profit figures. Existing literature indicates
that the mere provision of financials—without taking a stance on the
quality of the financials—is a positive indicator of campaign success in
equity- and rewards-based crowdfunding. Ahlers et al. [3] find that eq-
uity crowdfunding campaigns that do not offer financial forecasts or a
disclaimer explaining the reason for a lack thereof, collect significantly
less funding. Mollick [39] finds that offering no financials decreases
the amount raised in rewards-based crowdfunding.
Fig. 2. High-level crowdfund
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2.1.2. Networks
A growing base of crowdfunding literature agrees on the impor-

tance of networks in collecting funding. Agrawal et al. [1] emphasize
the importance of contributions from personal connections in
financing early-stage companies through models such as equity-
based crowdfunding. They suggest that social networks facilitate
the identification and assessment of investment opportunities. Sim-
ilarly, Lin et al. [34] find that borrowers in debt-based crowdfunding
who have many online friends are more likely to succeed in raising
funds. According to Kuppuswamy and Bayus [32], the majority of
funds collected in rewards-based crowdfunding originate from com-
panies' existing networks, which include the entrepreneur's person-
al social networks and social media followers. Accordingly, we
address networks in two categories: private networks and social
media networks.

2.1.2.1. Early funding from private networks. A large part of the early
funding raised in crowdfunding campaigns typically comes fromprivate
networks. For example, in the case of the equity crowdfunding platform
Invesdor, the first few weeks of a campaign are conducted in a hidden
phase, during which only private network members are invited to
invest.

Much literature supports the suggestion that funding contributions
made early on in a campaign strongly predict campaign success.
Agrawal et al. [1] suggest that a higher accumulation of past invest-
ments increases the tendency of new investors to provide funding in
revenue-sharing crowdfunding campaigns. Kim and Viswanathan [31]
find that early investments have a strong impact on later investments
in profit-sharing crowdfunding. In particular, they show that less expe-
rienced investors are strongly influenced by the investment decisions of
experts. Lee and Lee [33] present evidence of investor herding in debt-
based crowdfunding. Colombo et al. [12] show that the success of
rewards-based crowdfunding campaigns is closely related to the num-
ber and total amount of early contributions. They reason that early sup-
port offers an indication of quality and likely campaign success, and that
a large number of early backers offer more opportunities for the word
about a campaign to spread. Etter et al. [17] find that the amount of
money pledged early on in rewards-based crowdfunding predicts cam-
paign successwith a high accuracy. Similarly, Greenberg et al. [25] show
that knowledge about the number of backers in rewards-based
crowdfunding strongly increases the predictability of success. Wash
[51] finds that contributors become more active once a charity
crowdfunding campaign becomes successfully funded.

2.1.2.2. Social media networks. Some research points towards a positive
relationship between online networks and campaign success. Etter
ing process at Invesdor.
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et al. [17] find that the number of social media posts about rewards-
based crowdfunding campaigns predicts their success. Mollick [39]
shows that being featured on the Kickstarter website has a strong posi-
tive relationship with success. He also finds, similarly to Zheng et al.
[56], that the size of an entrepreneur's social media network is a signif-
icant predictor of campaign success in rewards-based crowdfunding.

However, not all literature agrees on the importance of social media
presence. Belleflamme et al. [5] find no relationship between the use of
social media networks and the amount of funding collected in different
forms of crowdfunding. Cumming et al. [13] find no difference in the
number of social media website links between successful and unsuc-
cessful rewards-based crowdfunding campaigns. Colombo et al. [12] ob-
serve that the number of social media connections of the entrepreneur
is not significantly related to campaign success, although it is linked to
the amount of early contributions in rewards-based crowdfunding.

2.1.3. Understandability
There exist some early indications suggesting that the understand-

ability of a company's concept or product offering may be relevant for
campaign success. In interviewing actors across different forms of
crowdfunding, Härkönen [27] encounters the view that part of the suc-
cess of crowdfunding campaigns may be attributed to consumer inves-
tors' ability to easily understand the products offered by the target
companies. On a related note, Belleflamme et al. [5] find that companies
that offer products are more successful in attracting funding through
different forms of crowdfunding than companies that offer services.
They reason that funders may prefer tangible outcomes, as they convey
a stronger perception of certainty about quality than do intangible
services.

2.2. Attracting traditional early-stage company financing

Abundant literature exists on the investment criteria of VCs and
business angels. While the criteria differ from one investor to another,
several common patterns have been identified [47,48]. Most literature
agrees that the entrepreneur and the full management team are the
most important decision criteria for angel and VC investors alike. In ad-
dition,Mollick [38] suggests that VCs and contributors in rewards-based
crowdfunding assess target potential in similar ways. Relevant signals
for both groups are, according to him, a proven history of success dem-
onstrated by the entrepreneur, third-party endorsements, and pre-
paredness. Similar findings are yielded by a crowdfunding survey
conducted by the FinnishMinistry of Finance.When asked about invest-
ment decision making in crowdfunding, organizations associated with
the equity-, debt-, rewards-, and donation-based crowdfunding mar-
kets gave responses that were similar to the requirements placed for
traditional investments [30].

2.2.1. Key decision criteria for VC's
Generally, investment criteria related to the team are considered to

be the most important ones for VCs [47]. A survey by MacMillan et al.
[35] concludes that the key decisive factors for venture capitalists are
the entrepreneur's personal characteristics and experience. Criterion
groups other than the team relate to the product, the market, the com-
pany, and financial potential. VCs look for products that offer competi-
tive advantage, proprietary protection, innovativeness, proven
acceptance, and a sufficiently advanced status. Market-related criteria
refer to market size and growth. Financial criteria relate to expected re-
turn and liquidation opportunities. The life cycle stage of the target com-
pany is also relevant for VCs, with too early a stage considered a
potential reason to reject an investment [35,47].

2.2.2. Key decision criteria for angels
The investment criteria of business angels are to a large extent sim-

ilar to those of VCs. Angels and VCs alike emphasize the importance of
the entrepreneur, management team, market, and product. However,
Please cite this article as: A. Lukkarinen, et al., Success drivers of online equ
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angels may put relatively more emphasis on the entrepreneur and VCs
on the market and product [48].

Prowse [41] states that knowledge of and trust in the entrepreneur is
the primary selection criterion for angel investors. Similarly, Sudek [48]
finds that the most important criteria are related to the team: the pas-
sion, commitment, and trustworthiness of the lead entrepreneur, as
well as the quality of themanagement team.Other angel criteria include
the soundness of the business plan, revenue potential, market growth
potential, valuation, and planned exit path [41,48].

Another indication of the investment criteria used by angel investors
is provided by the decision frameworks used by business angel net-
works. The European Business Angel Network (EBAN) highlights, in its
investment guidelines, the following requirements for a company to
qualify for investment: evidence of demand, evidence of the product
being in development, an identifiable exit path, and a sufficient return
on investment [16]. EBAN encourages business angels to compare qual-
ified candidates along the dimensions of the product, market, team, fi-
nancial projections, and the quality of the business plan [45].
3. Research hypotheses

With the current lack of research on equity crowdfunding, we base
our hypotheses on research of the two forms of financing adjacent to
equity crowdfunding on the funding life cycle: other forms of
crowdfunding and traditional early-stage company financing. Overall,
we hypothesize that the fund-raising success of equity crowdfunding
campaigns is driven by similar factors as success in the adjacent financ-
ing mechanisms.

Equity crowdfunding shares several similarities with, and can be
seen as a predecessor, complement, or even substitute to, venture
capital and business angel investing [14,28,52,53]. Therefore, the first
hypothesis draws from literature on them.

H1. Investment criteria traditionally used by VC and angel investors are
relevant in predicting equity crowdfunding campaign success.

Equity crowdfunding also shares similarities with other forms of
crowdfunding, which often precede it on the funding life cycle [6,39,
53]. The second group of hypotheses draws from literature on the suc-
cess drivers of different forms of crowdfunding, mostly rewards-
based. Research assessing the success of rewards-based crowdfunding
campaigns most often addresses specific campaign characteristics
(e.g., [13,39,40]). The second hypothesis draws from this research.

H2. Pre-selected campaign characteristics predict the success of equity
crowdfunding campaigns.

The third hypothesis is based on the growing base of crowdfunding
research that agrees on the importance of networks for campaign suc-
cess (e.g., [1,17,32]).

H3. The availability and use of networks is relevant for equity
crowdfunding campaign success.

Previous research has given some early indications about the
possible relevance of the understandability of a company's offering to
campaign success [5,27]. The fourth hypothesis aims to assess this.

H4. Equity crowdfunding campaigns providing more understandable
offerings are more successful.
4. Data sample

We use data provided by Invesdor Oy, one of the leading equity-
based crowdfunding platforms in Northern Europe. We next present
the market context of our study and the Invesdor platform.
ity crowdfunding campaigns, Decision Support Systems (2016), http://
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Table 2
Summary statistics of campaigns (n = 60).

Variable Unit or clarification Min Max Mean Median
Standard
deviation

Number of investors 0 421 29 7 63
Amount raised Euros 0 658,950 52,645 13,380 107,297
Team rating 1–5, 5 best 1.00 5.00 3.10 3.00 0.90
Markets rating 1–5, 5 best 1.00 4.00 2.15 2.00 0.82
Concept rating 1–5, 5 best 1.00 4.00 2.62 3.00 0.80
Scalability rating 1–5, 5 best 1.00 4.00 2.43 2.50 0.81
Terms rating 1–5, 5 best 1.00 3.00 2.05 2.00 0.70
Stage rating 1–5, 5 best 1.00 4.00 2.53 3.00 0.81
Average rating 1–5, 5 best 1.33 3.50 2.48 2.50 0.56
Funding target Euros 20,000 579,600 88,400 50,000 94,540
Minimum investment Euros 13 7500 554 250 1076
Campaign duration Days 1 232 88 92 46
Provision of financials Yes (1), no (0) 0.00 1.00 0.75 1.00 0.44
Early funding from private networks E.g., 1 means 100% 0.00 3.88 0.31 0.01 0.69
Social media networks Post (1), no post (0) 0.00 1.00 0.40 0.00 0.49
Understandability B2C (1), B2B (0) 0.00 1.00 0.50 0.50 0.50
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4.1. Crowdfunding market context

In Europe, the equity-based crowdfunding market is growing fast,
with an average yearly growth rate of 116% during 2012–2014. The
market is becoming increasingly international, and several European
platforms already operate across country borders [50]. The Nordic
crowdfunding market covers five Northern European countries:
Finland, Sweden, Norway, Denmark, and Iceland. While the size of the
Nordic equity crowdfunding market remained at a modest 3.7 million
euros in 2014, the market is growing fast, exhibiting an average yearly
growth rate of 1400% between 2012 and 2014 [50].

While there are no substantial regulatory constraints regarding
rewards-based crowdfunding in Europe, equity-based crowdfunding is
subject to legislation stemming froma timebefore the emergence of on-
line crowdfunding. Of the Nordic countries, Finland is the only one that
has taken a formal stance on equity crowdfunding. It has classified equi-
ty crowdfunding platforms as financial service providers, who need to
obtain licenses allowing them to operate as investment firms [22,50].

4.2. Invesdor

The Invesdor platform began operations in 2012. In 2014, it held a
46% share of the Nordic equity crowdfunding market [29,50]. Invesdor
operates under the “all-or-nothing” model. The majority of people
who have invested via Invesdor are one-time investors. In our sample,
86% of investors have invested in only one target company. Invesdor's
investor base can thus be seen as representing the “crowds” rather
than a smaller group of recurring investors.

Companies in a variety of development stages and from a variety of
industries can seek funding through Invesdor. The platform sets no re-
strictions on the location of investors. Its most international campaign
obtained investments from 27 different countries [29]. Across all cam-
paigns, the countries from which the largest amount of investments
has been paid in are Finland, the United Kingdom, and Germany.
Other countries include, for example, Australia, Canada, and the U.S. In
April 2015, Invesdor became the first crowdfunding platform to have
been granted an EU license to operate across all countries belonging to
the European Economic Area (EEA). It enables companies from across
Europe to seek funding via Invesdor. Indeed, Invesdor is currently ac-
tively seeking to recruit target companies from, e.g., the UK [11,29].

4.3. Data sample description

Our sample consists of the full set of sixty campaigns conducted
through the Invesdor platform between May 2012 and September
2014. We treat the data as cross-sectional. The sample includes 1742
Please cite this article as: A. Lukkarinen, et al., Success drivers of online equ
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investments, of which 76% were made into successful campaigns. The
remaining 24% of the investments were returned to investors because
the respective campaigns did not reach the minimum target. Of the
sampled companies, 50% are in the software industry, 27% in fashion
and lifestyle, and 10% in the restaurant business.

We choose to focus on this Finland- and Invesdor-based sample for
four main reasons. First, unlike in many other countries, equity
crowdfunding for unaccredited investors started several years ago in
Finland, making it possible to make statistically significant inferences.
In the U.S., for example, data on unaccredited investors is not yet avail-
able due to legislative restrictions. Second, the Finnish economy is a typ-
ical small openWestern economy,with Finland being part of the EU and
the EEA, andwith the share of internet users at similar levels as inmany
other Western countries, such as the United Kingdom or the United
States [54]. Hence, findings from a Finnish sample can provide indica-
tions and predictions about how equity crowdfunding for unaccredited
investors can be expected to behave in other Western economies, such
as the U.S. Third, Invesdor makes an appealing research target because
of its international orientation and because of its strongmarket position.
Using data from Invesdor provides good opportunities for follow-up re-
search because of its plans for European expansion and regulatory ap-
proval to do so. Fourth, in light of potential future research, Finnish
data provides research opportunities that involve the use of personal
data that can be obtained, anonymously, from different government or-
ganizations. Such data is often not available for use inmany otherWest-
ern countries, such as the U.S., due to stricter privacy laws.
4.4. Investment process at Invesdor

Fig. 2 depicts a high-level illustration of themain investment process
steps at Invesdor. The numbered boxes indicate the percentage of com-
panies that have passed from one phase to another during the sampled
timeframe. Themajority (80%) of companies that have applied have not
fulfilled the set of criteria required to collect equity crowdfunding. Cam-
paigns typically have two phases, hidden and public. The hidden phase
provides an opportunity for the start-up to collect investments from its
own network and from Invesdor's partners and some lead investors on
an invitation-only basis. After a hidden phase of typically a few weeks,
the campaign generally turns public, hence becoming visible on
Invesdor's website and open for any interested party to invest. While
this is the general pattern, a third of the campaigns were conducted
with no hidden phase, whereas 10% of the campaigns remained solely
hidden. Anyone registered to the platform can see the dates of invest-
ments collected as well as investor pseudonyms. Thirty percent of all
campaigns reached their minimum funding target, while the remainder
was unsuccessful.
ity crowdfunding campaigns, Decision Support Systems (2016), http://
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Table 4
Predictors of the natural logarithm of the number of investors.a

Variables Model 1 Model 2 Model 3 Model 4 Model 5

Constant
1.998** 2.458 1.330 −1.118 0.068
(0.886) (2.266) (2.002) (2.158) (1.776)

Team rating
0.096

(0.259)

Markets rating
0.059

(0.308)

Concept rating
0.175

(0.312)

Scalability rating
0.113

(0.323)

Terms rating
−0.489
(0.373)

Stage rating
0.071

(0.270)

Average rating
−0.167
(0.274)

Funding target
0.312* 0.303* 0.432** 0.330**
(0.181) (0.159) (0.169) (0.139)

Minimum investment
−0.415*** −0.440*** −0.288** −0.334***

(0.119) (0.103) (0.114) (0.093)

Campaign duration
−0.278** −0.199* −0.242* −0.203*
(0.136) (0.116) (0.124) (0.101)

Provision of financials
0.386 0.785** 0.476*

(0.302) (0.316) (0.265)
Early funding from
private networks

1.003*** 0.747*** 0.711***
(0.213) (0.189) (0.166)

Social media networks
1.041*** 0.605**
(0.264) (0.253)

Understandability
1.435*** 1.031***
(0.273) (0.247)

R2 0.041 0.448 0.589 0.520 0.692
Adjusted R2 −0.067 0.397 0.542 0.475 0.650

Standard error in parentheses.
*** p b 0.01, ** p b 0.05, * p b 0.1.

a Because the number of investors obtains the value of zero in a few instances, we add
one unit to each of its values prior to the logarithmic transformation.
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5. Model variables and their operationalizations

5.1. Success measures (dependent variables)

Themain goal of equity crowdfunding campaigns is typically to raise
funding. However, companies that run equity crowdfunding campaigns
often have other goals as well, including market testing, relationship
building, collecting feedback, as well as promotion and marketing [6,9,
23,24,55]. Therefore, the most successful crowdfunding campaigns can
be seen to be those that attract both a sufficient amount of funds and
a large number of individual investors. Consequently, wemeasure cam-
paign success with the number of investors as well as the amount
raised.
5.1.1. Number of investors
We look at the total number of investor interest attracted by a cam-

paign regardless of whether or not the campaign was ultimately suc-
cessful, because this provides a more apt measure of actual investor
interest than merely looking at the number of investors in successful
campaigns. Ultimately, whether or not a campaign is successful is deter-
mined by the level of the funding target set by the entrepreneur, which
may be somewhat arbitrary. Hence, in campaigns that reached their
minimum target, the number of investors represents the number of in-
vestors who proceeded to transfer the funds to the target company. In
campaigns that did not reach their minimum target, the number of in-
vestors represents the number of people who expressed their willing-
ness to invest in the target company on the platform during the
campaign, even though the transaction did not go through in the end.
ity crowdfunding campaigns, Decision Support Systems (2016), http://
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Table 5
Predictors of the natural logarithm of the amount raised.a

Variables Model 1 Model 2 Model 3 Model 4 Model 5

Constant
8.978*** 9.083* 7.234 3.494 5.935
(1.899) (5.329) (5.085) (5.618) (5.102)

Team rating
0.417

(0.556)

Markets rating
0.311

(0.660)

Concept rating
−0.005
(0.670)

Scalability rating
−0.007
(0.692)

Terms rating
−0.683
(0.799)

Stage rating
−0.248
(0.578)

Average rating
−0.560
(0.645)

Funding target
0.619 0.547 0.784* 0.574

(0.426) (0.405) (0.440) (0.400)

Minimum investment
−0.697** −0.748*** −0.539* −0.640**
(0.280) (0.261) (0.295) (0.268)

Campaign duration
−0.562* −0.403 −0.491 −0.407
(0.319) (0.295) (0.322) (0.291)

Provision of financials
0.339 1.072 0.431

(0.767) (0.823) (0.760)
Early funding from
private networks

1.837*** 1.362*** 1.325***
(0.501) (0.481) (0.476)

Social media networks
1.927*** 1.477**
(0.670) (0.728)

Understandability
1.963*** 1.061
(0.711) (0.711)

R2 0.025 0.324 0.413 0.280 0.437
Adjusted R2 −0.085 0.262 0.347 0.213 0.362

Standard error in parentheses.
*** p b 0.01, ** p b 0.05, * p b 0.1.

a Because the amount raised obtains the value of zero in a few instances, we add one
unit to each of its values prior to the logarithmic transformation.
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5.1.2. Amount raised
Similarly, for successful campaigns, the amount raised represents

the amount of funds transferred to the target company. For unsuccessful
campaigns, the amount raised represents the total amount the investors
wanted to invest.
5.2. Success drivers (independent variables)

The selection of variables to explain equity crowdfunding campaign
success is mostly based on previous research from adjacent fields of fi-
nancing as well as the very limited body of research about success fac-
tors in equity- or equity-like crowdfunding. In addition, in accordance
with the exploratory stage of equity crowdfunding research, we have
discussed the set of possible success drivers with industry practitioners
in order to ensure that any possibly relevant factors specific solely to eq-
uity crowdfunding have not been omitted. In particular, the selection of
the minimum investment and understandability variables has been
supported by these discussions, as literature on them is particularly
limited.
5.2.1. Variables stemming from traditional investment criteria
As described in the literature review, the drivers of VCs' investment

decisions do not differ drastically from those of angel investors. Thus,
we use angel investment criteria to build the variables stemming from
traditional early-stage financing. In particular, we leverage the criteria
used by the Finnish Business Angel Network (FiBAN) for two key rea-
sons. First, it is consistentwith our sample being Finland-based. Second,
FiBAN provides an attractive point of reference as it is one of Europe's
largest and most active business angel networks. Finland is also an
Please cite this article as: A. Lukkarinen, et al., Success drivers of online equ
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active business angel country, with the second highest business angel
investment rate in Europe [18].

The investment assessment criteria used by FiBAN [19], and vari-
ables we use to assess success drivers in obtaining traditional early-
stage financing, relate to the team, markets, concept, scalability, and
terms. In addition, we add the company's stage as a separate criterion
[45,47]. These six variables are in linewith the angel and VC investment
criteria identified in the literature review.

To operationalize the six variables, we assign every campaign a sep-
arate rating, on a scale from one to five, for each of the six attributes. The
ratings have been provided by an experienced former business leader
and developer with over three decades of experience in managerial
and advisory positions. Later, hemoved to professionally rating, vetting,
and coaching start-ups. In creating the ratings, he familiarized himself
thoroughly with all information provided in the crowdfunding cam-
paign. The ratings are based on several dimensions of each attribute,
which are briefly described below.

Team: Industry expertise, track record, educational background,
experience, balance between team members' skill sets, as
well as perceived motivation, drive, passion, commitment,
and honesty.

Markets: Attainable market that determines the company's growth
potential.

Concept: How well the product fits the target market, relevance of
the end customer's problem, how well the company ad-
dresses the problem compared to other alternatives, and
value of the solution to the customer.

Scalability: How easy it is to scale up the solution to the entire target
market.

Terms: Valuation, number of shares targeted, whether the targeted
funding amount is sufficient to lift the company to the next
level.

Stage: Progress of the company on its development path, remain-
ing gap to the target state, status of the product, status of
market validation, and existence of paying customers.
In some models, we combine the six ratings into one vari-
able, called Average rating, which is the average of the six
ratings given to each company.

5.2.2. Variables stemming from crowdfunding theory
The variables stemming from crowdfunding theory fall into three

categories: campaign characteristics, networks, and understandability.
Campaign characteristics include four variables in line with the ones
identified in the literature review.

To measure the funding target, we use the lower end of the funding
target range (in euros) that the entrepreneur aims to raise. The lower
end of the target range is themost important feature of the funding tar-
get range, because campaigns that do not reach this threshold are un-
successful, and it therefore ultimately defines the success of any
campaign. It also determines how popular the campaign looks, as the
percent of theminimum target raised is visible on the campaignwebsite
at any moment of the public phase.

Theminimum investment is the smallest amount of money (in euros)
an individual can invest to become a shareholder. The operationalization
of this construct is unambiguous.

Campaign duration is measured as the number of days between the
first and last day of a campaign. It includes both the hidden and the pub-
lic phase.

Provision of financials represents whether financials have beenmade
available in the campaign materials. It is measured with an indicator
variablewhich obtains a value of 1 if campaign information includes fig-
ures for revenue and/or EBITDA (Earnings before Interest, Taxes, Depre-
ciation, and Amortization). Otherwise, it obtains a value of 0. We use
revenue and EBITDA specifically, because they are the two standard in-
come statement items currently provided in the campaign template of
ity crowdfunding campaigns, Decision Support Systems (2016), http://
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the platform. They are also relatively simple measures of size and prof-
itability, respectively. It is worth noting that, in line with the findings
from the literature review, this variable is solely concernedwithwheth-
er or not financials are provided, regardless of the quality of the finan-
cials. However, we also present results separately for the quality of
financials, as measured by sales growth, EBITDA margin, and valuation
multiples.

The second group, consisting of two variables, relates to networks.
Early funding raised from private networks refers to the financing a

company obtains early in its campaign from private networks.Wemea-
sure it by calculating what percentage of its minimum funding target
the campaign raised during its hidden phase. Funds collected during
the hidden phase provide a goodmeasure of the early funding from pri-
vate networks, because only theprivate networks of the target company
and the crowdfunding platform are invited to invest in the hidden
phase.

We measure a company's use of social media networkswith an indi-
cator variable that looks at the Facebook activity of the company. It ob-
tains a value of 1 if the company has made a post of the crowdfunding
campaign on its Facebook page and also provided a link to it, thereby en-
couraging its fans and followers to invest. If the company has notmade a
post, or if the company does not have a Facebook site (as of November
2014), the indicator variable is assigned the value 0. Of possible social
media channels, we chose Facebook for variable operationalization be-
cause it is the most widely used social network [46] and because, in
our sample, it is the channel in which the highest number of the target
companies is present.

5.2.3. Understandability
The understandability of a company's concept or offering is a rather

complex feature to measure. In our sample, investors are typically indi-
viduals to whom the offerings of consumer-oriented companiesmay be
easier to understand than those of companies whose products are
intended for businesses. Hence, we use a simple indicator variable that
is assigned the value 1 for companies whose products are mainly
targeted to consumers and the value 0 for business-to-business (B2B)-
oriented companies.

6. Results and discussion

6.1. Descriptive statistics

Summary statistics of the dataset are presented in Table 2.
Correlations between all variables are presented in Table 3. In accor-

dance with the regression models presented in Section 6.2, logarithmic
transformations for the following variables have been used: number of
investors, amount raised, funding target, minimum investment, and
campaign duration.

The pairwise correlation coefficients between each of the indepen-
dent variables and the dependent variable are relatively high. While
pairwise correlations among independent variables are mostly non-
significant, some higher correlations exist especially among variables
stemming from traditional investment criteria. However, variance infla-
tion factors (VIF) indicate no issues with multicollinearity, with 1.9
being the highest individual VIF in anymodel.5 The correlation between
the minimum investment and understandability is significant and neg-
ative. Consumer-oriented companiesmay indeedwish to attract invest-
ments especially from their consumer customers,whomay bewilling to
make smaller investments than more experienced or professional in-
vestors. Similarly, there is a significant positive correlation between
5 In the regression analysis, the variables stemming from traditional investment criteria
are only included in one separate model (Model 1). To ensure that multicollinearity does
not affect the results of the model, we conducted several runs, each time excluding a dif-
ferent set of variables from themodel. The significance of remaining variables and the ex-
planatory power were not significantly affected by the exclusions.

Please cite this article as: A. Lukkarinen, et al., Success drivers of online equ
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B2C and social media networks. B2C companies may be more active
on Facebook than companies targeting other businesses. The correlation
between the early funding from private networks and social media net-
works is significant and positive. Entrepreneurs may well prefer adver-
tising campaigns that have shown early signs of success, rather than
campaigns that they perceive to have a higher probability of failing.

Splitting the campaigns into successful and unsuccessful ones along
the dimensions of different variables reveals a few interesting observa-
tions. Of campaigns that startedwith a hidden phase, 33%were success-
ful, whereas 24% of campaigns that only had a public phase were
successful. More strikingly, of the campaigns that raised 30% or more
of the funding target during the hidden phase, 77%were eventually suc-
cessful, as opposed to 17% of campaigns that did not meet the 30%
threshold or that did not have a hidden phase at all. Of campaigns that
portrayed financials, 33% were successful, compared to 20% of cam-
paigns without financials. Nearly half (47%) of B2C companies reached
their minimum target, whereas only 13% of B2B companies' campaigns
were successful. Similarly, 58% of campaigns that made use of social
media networks were successful, whereas only 11% of other campaigns
were successful.

On average, 70% of the funding target was collected in the cam-
paigns. The median value is lower, at 14%, as several campaigns collect-
ed only a small fraction of the target, whereas a few campaigns reached
several hundred percent of the funding target. In cases pertaining to the
latter, the difference between the lower and higher end of the funding
target range was large, allowing the lower end of the funding target to
be exceeded by such a large factor.

6.2. Regression models

We use multiple linear regression to build models that predict the
number of investors and the amount raised. We use logarithmic trans-
formations of the dependent variables and three independent scale var-
iables (funding target, minimum investment, and campaign duration),
because relative changes are more relevant than absolute changes in
these cases. The transformations also reduce the variables' skewness
and improve the fit of the models.

We build five different models, which all include a partly different
set of independent variables. No individual model includes all variables
due to restrictions imposed by the sample size. Model 1 addresses hy-
pothesis H1 about investment criteria traditionally used by investors,
and hence it includes each of the ratings based on business angel
criteria. Models 2 through 5 address hypotheses H2 through H4 with
different combinations of variables. Model 2 includes the scale variables
but no indicator variables. In order to control for the possible effect of
traditional investment criteria, it also includes the average rating.
Model 3 includes the variables related to hypotheses H2 and H3, while
Model 4 includes the variables related to hypotheses H2 and H4.
Model 5 incorporates all scale and indicator variables relevant for hy-
potheses H2 through H4. We conduct relevant diagnostic tests for all
models to ensure that there are no problems with multicollinearity,
heteroskedasticity, or error term non-normality. The regression results
are presented in Tables 4 and 5.

In Table 4, where the explained variable is the number of investors,
the explanatory power of the models is high, with the exception of
Model 1. The coefficients and the significance of each variable remain
relatively stable across models. In Table 5, where the explained variable
is the amount raised, the explanatory power of the models is lower but
still significant, again with the exception of Model 1.

6.3. Traditional investment criteria

Somewhat surprisingly, none of the investment criteria traditionally
relevant for VC or angel investors turned out to be significant in
predicting success in our sample, as shown inModel 1.Model 2 includes
ity crowdfunding campaigns, Decision Support Systems (2016), http://
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these criteria as one variable, the average of the six ratings,which is also
not significant.

In addition, we looked at the quality of the financials (sales growth
forecast, EBITDA margin, and valuation multiples) of the 45 companies
that had provided them in their pitch. To our surprise, none of these
displayed a significant relationship with campaign success in regression
analyses.

Hypothesis H1 is thus not supported: we do not find evidence that
investment criteria traditionally used by VC and angel investors would
be relevant in predicting equity crowdfunding campaign success. A pos-
sible explanation for this result is the difference in the level of expertise
of unaccredited equity crowdfunding investors and VC or angel inves-
tors. The less professional “crowds” may not have the training, experi-
ence, or will to assess target companies along the dimensions of
traditionally used investment criteria.

Although not significant in our results, traditional investment
criteria may be relevant for success on equity crowdfunding platforms
that target different types of investors. These may include platforms
limited to accredited investors, such as AngelList, and platforms that in-
vest in every featured deal also themselves, such as OurCrowd, which
operates under a hybrid VC/accredited crowdfunding model.

6.4. Success drivers in crowdfunding

6.4.1. Campaign characteristics

6.4.1.1. Funding target. The funding target is positively, albeit not strong-
ly, associatedwith the number of investors. It is not significantly related
to the amount raised. Equity investorsmay be somewhatmore interest-
ed in campaigns that have higher targets, because larger amounts of
funds collected enable companies to takemore substantial measures to-
wards growth and increase in value. Larger target sums may also pro-
vide prospective investors confidence to invest, as the campaign will
only be successful if sufficiently many investors choose to support it
with a sufficient amount of money.

This result is not fully in line with the results of Mollick [39] and
Zheng et al. [56], which indicate that higher goals are negatively associ-
atedwith success in rewards-based crowdfunding. However, it is logical
that investors in rewards-based crowdfunding may be less concerned
about the total target sum than are equity investors, as their interest
lies in obtaining a reward rather than a stake in the company.

6.4.1.2. Minimum investment. The minimum investment has a strong
negative relationship with the number of investors and with the
amount raised. Large minimum investments may increase many inves-
tors' threshold formaking an investment decision. Investorsmay be dis-
couraged both because of the higher requirement for liquid funds
available and because of the relatively high risk of losing money.

6.4.1.3. Campaign duration. Campaign duration is negatively associated
with thenumber of investors. Shorter campaignsmay convey amessage
of decisiveness and ability to deliver. Shorter durations may also en-
courage prospective investors to act fast, rather than postpone decision
making. Duration is not significantly related to the amount raised.

6.4.1.4. Provision of financials. The availability of financials in the pitch is
positively, albeit not very strongly, associatedwith the number of inves-
tors. However, it is not significantly related to the amount raised.
Reporting some income statement data and forecasts may be consid-
ered a sign of credibility and capability. Conversely, the absence of fi-
nancials may be considered dubious or unprofessional by investors.

Comparing this finding with the earlier result that the quality of fi-
nancials is not related to campaign success, it appears that while it
may be useful to provide some financials in the campaign, the attrac-
tiveness of these financials may not be as relevant in attracting
investors.
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The results thus support hypothesis H2: we find evidence that pre-
selected campaign characteristics predict equity crowdfunding cam-
paign success.

6.4.2. Networks

6.4.2.1. Early funding from private networks. The portion of theminimum
target raised during the hidden phase is strongly positively associated
with the number of investors and with the amount raised. A large
base of investments already gathered may convey credibility and give
prospective investors confidence in the campaign. Even if most inves-
tors do not have the resources or skills to perform a thorough due dili-
gence, they may be inclined to assume that some other investors have
done so. Furthermore, campaigns are only successful, and funds eventu-
ally distributed, if 100%of theminimum target is reached.Hence, to save
time and effort, investors may be keener to invest in targets whose suc-
cess appears more likely.

6.4.2.2. Social media networks. Our results suggest that the ability of a
company to leverage social media networks is a strong predictor of suc-
cess both in terms of the number of investors and the amount raised. Ev-
idently, posting the campaign on social media may have a direct effect
on investments, as fansmay follow the link and proceed to invest. How-
ever, it is also possible that entrepreneurs associated with inherently
more promising campaigns are more inclined to display their campaign
on social media.

Interestingly, only 40% of the companies in our sample posted
their campaign on their Facebook site, although 87% have Facebook
pages. By choosing not to post the campaign on Facebook, a start-
up may wish to avoid potential reputation damage from an unsuc-
cessful campaign or from conveying a “start-up image” to existing
customers.

According to the results on variables related to networks, hypothesis
H3 is supported: we find evidence that the availability and use of net-
works is relevant for equity crowdfunding campaign success.

6.4.3. Understandability of the product
The results show a positive relationship between the business-to-

consumer (B2C) orientation of a start-up and campaign success. Equity
crowdfunding campaigns may thus be more successful for companies
that offer consumer products than for B2B companies. Consumers
may be more comfortable investing in products that they know or un-
derstand. B2C companies may also have a broader base of existing cus-
tomers and followers, and thus a larger pool of potential crowdfunding
investors.

Hypothesis H4 is thus supported: equity crowdfunding campaigns of
companies providing more understandable offerings are more success-
ful. However, this result can only be deemed directional due to the lim-
ited way of measuring understandability in this study.

Results from a survey conducted by the equity crowdfunding plat-
form Venture Bonsai [49] provide some support to our results. In the
survey, the most commonly stated reason to invest in a specific target
is an interesting product or service (61% of respondents). Convincing
leadership, typically a key criterion among professional investors, stays
far behind (22%).

7. Conclusions

This paper is one of the first to identify and assess the success fac-
tors of equity crowdfunding campaigns targeted mostly to unaccred-
ited investors, or the “crowds”. We have provided suggestive
evidence that the investment decision criteria of unaccredited equity
crowdfunding investors are more similar to those of providers of
other types of crowdfunding than to those of more traditional
providers of early-stage financing. We find that the criteria typically
used by angel or VC investors are not relevant for equity
ity crowdfunding campaigns, Decision Support Systems (2016), http://

http://dx.doi.org/10.1016/j.dss.2016.04.006
http://dx.doi.org/10.1016/j.dss.2016.04.006


11A. Lukkarinen et al. / Decision Support Systems xxx (2016) xxx–xxx
crowdfunding investors, whose investment decisions depend rather
on easily observable features of crowdfunding campaigns, network
utilization, and understandability of the target's products.

Campaign success is associated with several campaign characteris-
tics, the most important of which include early funding collected from
private networks, social media networks, and the size of the minimum
allowed investment. In addition, success drivers related to the number
of investors include the funding target, campaign duration, the provi-
sion of financial information in the pitch, and a B2C orientation of the
company's offering. Conversely, a thorough assessment of the company
in terms of team, markets, concept, scalability, stage, and deal terms do
not seem to predict success in equity crowdfunding.

Our overall conclusion is in linewith a speculationmade by Frydrych
et al. [20,21]. They note that emotional and social criteria may be more
important to equity crowdfunders thanfinancials. The observation lead-
ing them to this speculation is that the contracts prevalent in equity
crowdfunding are typically not very attractive from the perspective of
financial investors, with long-term durations and without dividends or
voting rights.

7.1. Practical implications

The findings have important implications for the decision making of
account managers at equity crowdfunding platforms as well as entre-
preneurs at start-ups. Companies seeking to conduct a successful cam-
paign benefit from maintaining an awareness of the finding that
campaign success is strongly related to how the campaign is run. The
extent of leveraging networks and specific pre-determined campaign
characteristics can make the difference between failing and succeeding.
Many important determinants of success are such that entrepreneurs
and platforms can often influence themselves relatively effortlessly.

The results indicate that taking the following suggestions into con-
siderationmay improve the success of equity crowdfunding campaigns:

✓ Ensure a critical mass of investments from networks in the hidden
phase. Only begin a campaign once sufficient financing from private
networks can be secured.

✓ Market the campaign andmake it visible on socialmedia. Do not un-
derestimate the importance of the existing customer base as poten-
tial investors.

✓ Allow for small investments, unless a large investor base adds an
undue amount of complexity.
7.2. Limitations

Our results are based on an investigation of equity crowdfunding
for unaccredited investors. We would be cautious in generalizing the
results to other early-stage financing mechanisms. Although the re-
sults support several, but not all, previous findings about rewards-
and donation-based crowdfunding, many important differences
exist, as the motivations of equity crowdfunders and rewards-
based crowdfunders differ [10]. Similarly, the results may not apply
to equity crowdfunding targeted for accredited investors. Geograph-
ically, our results can be expected to be generalizable to open West-
ern economies with regulatory environments similar to that of the
EU. Although Finland-focused, investors in our sample represent a
variety countries, mostly Western economies.

As always, when using regression analysis, it should be noted that,
methodologically, correlation does not imply causation. However, in
the setting of our research, the explanatory variables chronologically
precede the explained variables. Therefore, we assume that, if any, the
direction of causality is from the explanatory variables to the explained
variables.
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We have sought to minimize the risk of omitted variable bias by in-
cluding variables from two separate streams of research adjacent to eq-
uity crowdfunding. It is possible that some drivers of success in any case
remain unobserved. However, most investors make their decisions
based on the same limited campaign information that we have used.
After a review of literature from adjacent fields, an assessment of the
campaigns from the investor's perspective, and discussions with
crowdfunding platform representatives about their experiences of suc-
cessful campaigns, we conclude that the probability of crucial variables
having been omitted is low.

As the ratings used as explanatory variables are based on the as-
sessment of an expert, they are inevitably somewhat subjective.
However, the person selected to provide the ratings is highly experi-
enced, and was equipped with clear variable definitions and rating
criteria that remained consistent across thewhole sample. Evidently,
the ratings provided solely based on campaign information differ
somewhat from the way VCs and angel evaluate companies, because
our ratings were developedwithout face-to-face interactionwith the
target companies. However, the ratings are based on the same infor-
mation that is available to the majority of the investors in each cam-
paign, as most of them do not have live interactions with the target
companies, either.

7.3. Future research

This paper is one of the first to address success drivers in the emerg-
ing field of equity crowdfunding for mostly unaccredited investors. Our
results indicate that this new form of financing requires research of its
own, as its dynamics differ from those of traditional financing mecha-
nisms and from other forms of crowdfunding.

Due to the nascent nature of the field, there are several directions for
future research. It would be interesting to replicate our analysis for
other equity crowdfunding platforms. Especially as some time passes,
larger sample sizes will become available to provide more conclusive
evidence. Furthermore, while we have sought to develop an exhaustive
set of campaign success factors, some variables—perhaps specific to eq-
uity crowdfunding alone—may still remain to be discovered.

It would also be interesting to better understand the background
and origin of investments by looking into who the investors are and
how they find and select their campaigns of interest. We therefore
wish to conduct a survey of investors in order to map their motivations,
decision making criteria, general investor profiles, and demographics,
among others. Results from such a survey can be expected to provide
support (or lack thereof) for our results, aswell asmore granularity. Un-
accredited investors in equity crowdfunding may consist of several dis-
tinct subgroups, each ofwhich tend to invest in different types of targets
with different criteria.

As the amount of funding gathered early on in a campaign has been
shown to be important for success, it would be interesting to investigate
the dynamic accrual of investments in equity crowdfunding campaigns.
Questions to address include, among others, those about investors' be-
havioral herding patterns and determining optimal durations, phases,
and activities for each campaign.

Finally, as valuation is an important yet often difficult dimension of
funding start-ups with equity, we would find it interesting to look into
the possibility of using auctions in determining the valuation of start-
ups in equity crowdfunding campaigns.
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