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Abstract 
 
Due to changes of regulations in the banking sector after the credit crunch, equity crowdfunding 

has become an alternative funding source in raising capital for small and medium sized enter-

prises, that face a lack of financial resources or trustworthiness.  

The aim of this thesis is to identify the determinants of a successful equity crowdfunding pro-

ject. We base the study on a sample of 398 projects pitched on an equity crowdfunding platform 

(Crowdcube) between 2011-2016. The analysis of the cross-section dataset is conducted of 

Logit, Ordinary Least Squares (OLS) and Negative Binomial regression models. 

The results show that the more investors participate in the investment, the higher is the success 

of equity crowdfunding. Moreover, a higher equity participation offered to the investors also 

has a positive impact on the financing success. However, a prior crowdfunding history of the 

company does not raise its reliability. Moreover, technology companies are less trusted by the 

investors and less successful on equity crowdfunding platform. Depending on the model used, 

start-up companies usually gain a higher success with their pitch, which can be positively 

influenced by a high social media presence.  
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1 Introduction  

___________________________________________________________________ 
The aim of this part is to introduce the topic. We present the background, problem and 
purpose of the thesis together with perspective and delimitations we are facing. In addi-
tion, we summarize the research methods used in the thesis. 
 ______________________________________________________________________ 

1.1 Background and Problem Discussion 

The innovative funding sources become more and more important in the financial mar-

kets. In order to develop a new business idea, start-ups and SMEs (Small and Medium 

enterprises) need a sufficient amount of capital. Traditional capital sources for these ven-

tures are business angels, venture capitals and banks. After the financial crisis in 2008, 

these financing sources became more risk averse; therefore, new ventures faced the chal-

lenges of attracting new capital (Domeher, Musah, & Hassan, 2017). Due to that, a novel 

method of fundraising – crowdfunding, stepped into the financial industry.  

Crowdfunding has reached USD 34.4 billion investments in 2015 and it is expected to 

reach even USD 96 billion worldwide by 2025 (Kang, Gao, Wang, & Zheng, 2016). 

Moreover, the growth of crowdfunding is expected to bring a change into financial land-

scape for innovative ventures (Ralcheva & Roosenboom, 2016). One of the latest forms 

of this alternative financing source is equity crowdfunding, which receives more and more 

attention due to its fast growth (Lukkarinen, Teich, Wallenius, & Wallenius, 2016; 

Ralcheva & Roosenboom, 2016). Equity crowdfunding is a financing form that gains 

earnings for investors from equity-based revenue or profit-share arrangements (Wilson & 

Testoni, 2014). Due to its innovativeness, equity crowdfunding is widely analyzed among 

the researchers (Lehner, 2013).  

According to Lukkarinen et al. (2016), companies in different growth stages usually at-

tract funding from different type of investors. The authors state that in a very early phase 

the sources usually are founders, friends and family, while firms in the initial concept and 

seeding phase can use donation and rewards based crowdfunding. During the expansion 

phase the funding can be attracted from business angels and venture capitalists. However, 

there is a gap between the pre-seed and seed stage of the funding cycle (Hornuf & Schmitt, 

2015). The financing gap creates the need of equity crowdfunding which “represents a 
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unique category of fundraising, with different vehicles, processes and goals” (World 

Bank, 2013). 

Considering that equity crowdfunding is oriented towards unlisted businesses, it is rela-

tively risky as well as profitable, which leads many investors to take the risk and fund 

new ventures (Growth Funders, 2015). Even though, equity crowdfunding creates an op-

portunity for ventures to receive funding from a wide range of investors, many campaigns 

do not succeed in raising the funds (Lukkarinen et al., 2016). Therefore, the identification 

of the factors leading the companies to financing success through equity crowdfunding 

platform is crucial. However, the research in determinants defining the funding success 

from the company’s perspective is very limited (Lukkarinen et al., 2016; Ralcheva and 

Roosenboom, 2016; Ahlers, Cumming, Günther, & Schweizer, 2015). Due to that, we 

consider other crowdfunding types in our study. Reward and donation based crowdfund-

ing forms are standing under the same crowdfunding umbrella as an equity crowdfunding, 

meaning these funding sources have many features in common. Moreover, equity crowd-

funding is often compared to business angels and venture capitalists (Hornuf & 

Schwienbacher, 2014; Vulkan, Astebro, & Sierra, 2016). Therefore, in our study we com-

pare these financing sources together with the equity crowdfunding to identify common 

characteristics. We use these characteristics to identify the possible success determinants 

for project financing. This type of research helps to develop an understanding of the in-

vestment decision determinants in equity crowdfunding (Lukkarinen et al, 2016). 

1.2 Purpose 

The purpose of this thesis is to identify the factors that affect the success of the project 

being funded through equity crowdfunding platform. The success is defined as a factor 

of project reaching its target amount by a dummy variable with values of 1 (success) and 

0 (failure) (Ralcheva and Roosenboom, 2016). Moreover, a high number of investors 

participated in the investment can also be defined as a project success (Lukkarinen et al., 

2016; Ralcheva & Roosenboom, 2016). Furthermore, in order to measure the financing 

success of the project, we also imply the funding ratio (the investment amount raised 

divided by the project target amount). The higher the funding ratio, the more successful 

the project is. Consequently, we run three different regression models, with each of these 

success characterizations as dependent variables.  
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We raise the research hypotheses according to the literature review. In order to answer 

the hypotheses raised we conduct a set of success factors (independent variables) that we 

test with regression models. Determinants that might have influence on projects being 

funded through equity crowdfunding platform are equity participation, previous crowd-

funding history of the company, field of business, company’s life cycle phase, and social 

media presence. Therefore, the research question of this thesis is: 

What are the determinants defining the financing success of a project funded through 

equity crowdfunding platform? 

1.3 Research Method 

The determinants as equity participation offered to the investors, prior crowdfunding his-

tory of the company, company’s life cycle phase, social media presence, and business 

field have influence on the success of a pitch from the entrepreneur’s point of view. 

Firstly, we overview the theoretical background of the topic by identifying the similarities 

of different crowdfunding forms and defining the success factors stemming out of the 

theories. Secondly, we review the success variables stemming from venture capitalists 

and business angels’ theories. In addition, we implicate the six dimensions (1) equity 

participation, (2) crowdfunding history, (3) company’s age, (4) social media presence, (5) 

business field, and (6) number of investors. For our empirical case study, we use the pro-

jects launched between 2011 and 2016 on the Crowdcube platform. We state the hypoth-

esis based on the literature framework. The Logit, Ordinary Least Squares (OLS) and 

Negative Binomial regression models are applied to test the influence of these variables 

to the financing success of the company. Our main focus is the results of Logit regression, 

while OLS and Negative Binomial regressions are performed due to robustness checking 

(Ralcheva and Roosenboom, 2016). 

1.4 Perspective 

The main focus of the thesis is the financing success of the start-ups and SMEs through 

the equity crowdfunding platform. Most of the previous researches focus on the investor’s 

motivation to participate in equity crowdfunding, while just a few investigate the factors 

leading to the success without analysing the investor’s profile. Therefore, we observe the 

company’s financing success, rather than investor’s motivation to invest in equity crowd-

funding projects.  
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1.5 Delimitations 

The topic of equity crowdfunding is often analysed from the funder’s (investor’s) and 

company’s point of view. Due to a limited amount of previous research, we see an ur-

gency to examine the determinants influencing companies’ success in this financing 

source, without the investors’ motivation analysis. We do not study the success of a com-

pany; we focus on the success of the project getting funded through equity crowdfunding 

platform. We observe only one crowdfunding platform (Crowdcube) based in United 

Kingdom as a case study. Moreover, we do not take the equity crowdfunding regulations 

into account. 

In addition, we only observe the previous crowdfunding history of the company on the 

Crowdcube platform, without reviewing other crowdfunding platforms. Furthermore, we 

assume that the company has a high social media presence if it has a website and two 

other social media channels. However, we do not analyse how active the accounts are. 
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2 Theoretical Background  

______________________________________________________________________ 
This chapter provides an overview of crowdfunding in general, with a focus on equity 
crowdfunding. In addition, a brief overview of the business angels and venture capital-
ists with the financing success determinants is presented in this chapter.  
______________________________________________________________________ 

2.1 Crowdfunding development and classification 

Crowdfunding is not a completely new idea; the concept of bringing resources together 

to reach a common goal existed already in the 19th century (Brüntje & Gajda, 2015). 

According to Assenmacher (2017), and Brüntje and Gajda (2015) one of the most com-

mon examples for crowdfunding is the campaign for the pedestal of the Statue of Liberty. 

In 1885, Joseph Pullitzer, the publisher of a distinguished newspaper, asked the citizens 

for a donation. In return, every investor’s name was printed in the newspaper. The dona-

tion campaign gained USD 102,000 in five months. Another more recent example is the 

German movie "Stromberg" that reached 1,000,000 EUR within one week of being 

pitched to the crowd in 2011 (Crowdfunding.de, 2017). 

According to Bradford (2012), since 2007 the crowdfunding industry is exploding. One 

of the reasons is the power of the crowdfunding community. “People … network and 

pool their money together, usually via the Internet … to invest in and support efforts 

initiated by other people or organizations” (Ordanini, Miceli, Pizzetti, & Parasuraman, 

2011). Therefore, crowdfunding has become an alternative funding source, especially for 

start-ups and small and medium enterprises (SMEs) facing problems in raising capital 

(Borello, Crescenzo de, & Pichler, 2015). According to Rahman (2017), these early stage 

founders neither get a loan from traditional banks, nor sometimes have access to alterna-

tive financing models. Consequently, crowdfunding platforms build an alternative 

method of financing, where investors and project leaders are meeting, without the inter-

mediary of the traditional actors (Deffains-Crapsky & Sudolska, 2014). 

The entrepreneur aiming to finance a project can choose between one out of three main 

types of crowdfunding (Orthwein, 2014; Kirby & Worner, 2014). Moreover, crowdin-

vesting has two sub forms – debt and equity based crowdfunding (Orthwein, 2014). 

Crowdinvesting means that the companies receive financial support through equity or 
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equity-like capital and in return, investors receive participation in the company (Hainz & 

Hornuf, 2016). 

Figure 1 shows that donation-based crowdfunding and reward-based crowdfunding be-

long to the main category of crowdfunding. Debt/lending and equity based crowdfunding 

forms are part of the subcategory - crowdinvesting. 

 

Figure 1 Crowdfunding model

This paper focuses on equity-based crowdfunding projects, since this type of crowdin-

vesting creates one of the greatest return-based instruments for start-ups and SME’s 

(Brem, Jovanovic, & Tomczak, 2014). Therefore, it is important to note the existence of 

the different financing models, and to understand the differences of non-equity-based 

crowdfunding and equity-based crowdfunding types. We present three of the non-equity 

based crowdfunding types briefly in the following part.  

Donation-based crowdfunding. This type of crowdfunding is based on donations and is 

often used to support non-profit projects (Assenmacher, 2017). One famous example for 

this funding instrument is the election campaign of the former US-President Barack 

Obama in 2008 and 2012 (Orthwein, 2014). In 2012 Obama received more than USD 1 

Billion from more than ten million individual contributions (Sixt, 2014). 

Reward-based crowdfunding. The entrepreneur pledge money and the investor gets the 

product or a discount on the product as a “reward”. Consequently, the benefit of this type 

of crowdfunding for the company is the access to additional know-how from the investors 

after it has been funded successfully. Moreover, it can be used to promote the name of 

Crowdfunding

Donation-based 
Crowdfunding

Reward-based 
Crowdfunding Crowdinvesting

Debt/ Lending-
based 

Crwodfunding
Equity-based 

Crowdfunding

(Source: Kirby & Worner (2014)) 
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the investor in public, which is common for projects in the music and movie industry 

(Assenmacher, 2017). 

Debt/lending-based crowdfunding. The entrepreneur/enterprise asks the crowd for a lend-

ing-based financing. The debtor must make sure to pay the money back within a certain 

period (usually five to ten years) and in return the investor receives interest rates for the 

loan (Assenmacher, 2017). Therefore, it is considered to be a form of an investment 

(Sterblich, Kreßner, Theil, & Bartelt, 2015).  

2.2 Equity-based crowdfunding 

Equity-based crowdfunding is a relatively new research field with an increasing number 

of investigations every year. Therefore, crowdinvesting is an interesting option for fi-

nancing start-ups and SME’s (Moritz & Block, 2014). 

Companies mainly need money to finance their establishment of an enterprise or to fi-

nance the growth of a company (Assenmacher, 2017). Therefore, equity crowdfunding 

became a promising instrument to overcome the liquidity problem (Veugelers, 2011). 

According to Pöltner and Horak (2016), on an equity-based crowdfunding platform 

entrepreneurs/enterprises launch a pitch to fund their project. Equity crowdfunded busi-

nesses are usually early-stage start-ups or companies in the growing stage with no access 

to other forms of funding regarding their size and maturity (Kirby & Worner, 2014; 

Deffains-Crapsky & Sudolska, 2014). Consequently, equity crowdfunding underlines the 

power of the crowd to help weak and small companies to develop their idea or launch 

new products (Kleemann, Voß, & Rieder, 2008). Deffains-Crapsky and Sudolska (2014) 

define equity crowdfunding as an opportunity to get a project funded from a large group 

all over the world, rather than searching for a small number of investors. In return 

investors get a specified amount of equity or participation in the company (Wilson & 

Testoni, 2014). 

However, equity crowdfunding is currently a small sector with many regulatory barriers, 

legislated by the governments in the past years (Kirby & Worner, 2014). Yet, it is more 

accessible than the traditional bank loan for SME financing. Consequently, equity crowd-

funding can be defined as “a financing method for young ventures and other commercial 

projects that support the acquisition of equity by coordinating the submission of different 
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forms of shares to an undefined group of possible investors through social virtual com-

munities” (Brüntje & Gajda, 2015, p. 72). Based on the characteristics identified so far, 

equity crowdfunding is playing a major role in reducing the funding gap manifested by 

start-ups and SMEs. (Borello, Crescenzo de, & Pichler, 2015) 

Further, we analyze the equity crowdfunding market by pointing out the issuers (start-ups 

and SME’s) and the leading platforms within the European Union. According to Euro-

pean Commission, SMEs are companies that have less than 250 employees and a turnover 

of equal or less than 50 million EUR (or a balance sheet total of less of 43 million EUR). 

According to Storey (1995), manufacturing firms with less than 20 employees are five 

times more likely to face bankruptcy than larger companies in the same period of time. 

Smaller companies have a lower possibility of receiving external funding from institu-

tional financiers (Wilson and Testoni, 2014; OECD, 2006; Domeher, 2017) since they 

cannot credibly disclose their quality (Berger and Udell, 1998). Therefore, equity crowd-

funding mostly attracts SME and start-up companies. Table 1 presents the platforms in 

Europe, which are used mostly. The preferred platforms for equity crowdfunding are in-

corporated in the UK, followed by Germany. 

Table 1 Equity Crowdfunding sample 

Country Platform name 

United Kingdom Crowdcube; Growth Funders; Seedrs 

Germany Bergfürst; Companisto; Seedmatch 

France Anaxago; EOS Venture; Happy Capital; Wiseed 

Netherlands SymBid 

Belgium MyMicroinvest 

Finland Invesdor 

Sweden FundedByMe 

Spain Mynbest 

Greek OpenCircleProject 

(Source: Private Investements Network (2017)) 

However, there are great differences across the platforms, mostly in organizational struc-

tures, business models and transparency. In our paper, thus, we rely our investigations on 

data collected from Crowdcube, since it is a leading equity crowdfunding platform, 

providing a wide range of data for the empirical research. 
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2.3 Firm life cycle and funding gap 

The challenge of receiving funds from banks and other institutions illustrates the need to 

identify potential funding sources for SMEs during different life cycles. During the in-

ception phase, the company rely mostly on personal funds, family and friends’ invest-

ments, since the access to external funding is extremely difficult during this phase 

(Huyghebaert & van de Gucht, 2007; Lukkarinen et al., 2016). When SMEs hit the pre-

seed stage, they can start reaching for external financing like reward and donation based 

crowdfunding, while hitting the seed stage allows reaching for venture capitals or angel 

investors (Schwienbacher, 2006). Venture capitalists typically invest in the company at a 

later growth stage when the product has been successfully tested in the market (Berger & 

Udell, 1998). According to Bhaird (2010), when SME is advancing in age and growth, 

evidence of good track record becomes available and therefore they might have enough 

assets to reach for external finance (Domeher, Musah, & Hassan, 2017; World Bank, 

2013). When the company reaches the maturity stage, receiving external financing be-

comes easier since they already have enough credible information to attract funds from 

institutional investors or can issue new stocks (Berger & Udell, 1998). The summarized 

results are presented in the Table 2. 

Table 2 Firm's life cycle and funding type 

Stage Funding type 

Inception Personal funds, family and friends  

Pre-Seed As above plus: Reward and donation based crowdfunding 

Seed As above plus: Venture capitals, Business angels  

Maturity As above plus: institutional investors and new market issues 

Decline Withdrawal of finance: Firm taken over, share repurchase, liquidation 

(Sources: Rossi, 2014; Lukkarinen et al., 2016 adapted to SME (Berger & Udell (1998)) 

However, at the pre-seed stage companies might struggle obtaining high external funding 

since many investors tend to be risk averse and leave innovative early-stage firms unat-

tended (Lukkarinen et al., 2016). Furthermore, the recent financial crisis in 2008 led to 

banks being more reluctant funding firms in an early stage. Also, venture capitalists are 

focusing more on later-stage investments (Wilson & Testoni, 2014), which leads to the 

funding gap between pre-seed and seed stages of the company (see Figure 2). Therefore, 

recent studies on crowdfunding are suggesting that the gap can be filled by equity and 
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(Source: Lukkarinen et al., 2016) 

debt-based crowdfunding forms (Rossi, 2014; World Bank, 2013). According to 

Thompson and Lumpkin (2006) research, 80 percent of OECD (Organization for Eco-

nomic Co-operation and Development) and 90 percent of non-OECD countries SMEs 

identify the existence of financing gap on early growth stage. Moreover, the gap is mostly 

noticeable in debt financing in non-OECD and equity financing in OECD countries. The 

indicated results prove the need of equity crowdfunding to distinguish considered funding 

gap.  

 

 

 

 

 

 

 

 

 

 

 

Since the research on equity crowdfunding remains very limited it is crucial to back up 

our study with other financing sources such as business angels and venture capitals. Eq-

uity crowdfunding is often compared to business angels and venture capitalists (Hornuf 

& Schwienbacher, 2014; Vulkan et al., 2016). In order to define the factors driving equity 

crowdfunding campaign success, we consider reward/donation-based crowdfunding 

types together with the theories stemming from business angels and venture capitalists. 

Both reward/donation based and equity crowdfunding are under the same crowdfunding 

umbrella, therefore, they share common characteristics. However, the campaign success 

factors in different types of crowdfunding might vary (Lukkarinen et al., 2016), which 

creates a need of studying the seed stage funding sources.  

Figure 2 Funding through company’s life cycle 
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2.4 Financing sources for SMEs and Start-Ups 

In order to investigate the success factors of equity crowdfunding campaigns, the need of 

equity crowdfunding investments and the main reasons why this type of crowdinvesting 

is of such high interest is below. 

2.4.1 Funding from business angels and venture capitals 

To be able to state the hypotheses about the success of the project being funded on equity 

crowdfunding we need to identify the common characteristics between rewards/donations 

based crowdfunding and business angels, venture capitals. According to Preston (2007, 

p. 6), an angel investor is “a high-net-worth individual who takes a big risk on one or two 

people in the beginning stages of the company. They invest locally and provide consulta-

tion, direction, and advice.” Business angels are often successful entrepreneurs who 

“were themselves funded by private equity and liked vetting new technologies and teams” 

(Lerner, Leamon, & Hardymon, 2012, p. 53). Leach and Melicher (2012) describes angel 

investors as wealthy individuals, operating as informal or private investors, who provide 

venture financing for small firms. The authors describe venture capitalists as “individuals 

who join in formal, organized firms to raise and distribute capital to new and fast-growing 

ventures.” 

Wilson and Testoni (2014), Dorff (2014) and Lukkarinen et al. (2016) used the approach 

of deriving equity crowdfunding features from neighbouring fields. In Table 3, we present 

the common features between the funding sources (highlighted in grey). From the infor-

mation provided, we can see that equity crowdfunders have the most in common with 

reward/donation-based crowdfunders and angel investors, while there are only a couple 

characteristics shared with venture capitalists. Since equity and reward-based crowdfund-

ing come from the same concept, the investors in these platforms are very similar when 

most of them have very different investing experience or no experience at all. As both 

reward-based crowdfunders and business angels (Leach and Melicher, 2006; Preston, 

2007), equity crowdfunders are investing their own money. While venture capitalists pool 

financial commitments from institutional investors into funds and make investment deci-

sions, business angels and equity crowdfunders decide on investment individually 

(Wilson & Testoni, 2014). 
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Table 3 Key characteristics of equity crowdfunding and most similar forms of funding 

Characteristics 

Rewards/do-

nations based 

crowdfunders 

Equity crowd-

funders 
Business angels Venture capitalists 

Investing back-

ground 

Varies Varies Former entrepre-

neurs 

Finance, consult-

ing, various indus-

tries 

Investment ap-

proach 

Own funds Own funds Own funds Fund management 

Investment 

stage 

Mostly pre-

seed 

Pre-seed/seed Pre-seed/seed Pre-seed, seed, 

mostly later-stage 

Investment in-

struments 

Products and 

rewards 

Ordinary shares Ordinary shares Preferred shares 

Deal flow Through web 

platform 

Through web plat-

form 

Through social 

networks and/or 

angel groups 

Through social net-

works, proactive 

outreach 

Due diligence Limited, con-

ducted by in-

dividual if so 

Conducted by indi-

vidual or platform 

Conducted by an-

gel investors  

Conducted by staff 

in venture capital 

firm, law firms, etc. 

Geographic 

proximity of 

founders 

Funders often 

distant from 

entrepreneur 

Funders often distant 

from entrepreneur 

Most investment 

are made locally 

International or na-

tional investments 

Post investment 

role 

Depends, but 

mostly passive 

Depends, but mostly 

passive 

Active (hands-on) Board seat, strate-

gic 

Importance of 

financial returns  

Not important Important, but not the 

only reason of invest-

ment 

Important, but not 

the only reason of 

investment 

Financial return is 

critical 

(Source: Lukkarinen et al., 2016; Wilson & Testoni, 2014) 

When investing in reward and donation based crowdfunding, the investors usually receive 

various products and rewards. Whilst, equity crowdfunding provides the investor with 

shares in exchange of funds invested. According to Wilson and Testoni (2014), equity 

crowdfunders and business angels usually receive ordinary shares, while venture capital-

ists obtain preferred shares. Moreover, venture capitalists require the investments to gain 

returns since they manage a fund and have to pay back their lenders. 
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The difference between angel investors and equity crowdfunders is visible when we look 

at the geographic proximity of founders. Angel investors usually invest locally and ven-

ture capitalists invest both locally and internationally, while equity crowdfunders often 

invest in distant entrepreneurs. According to Agrawal, Catalini and Goldfarb (2011) 

study, the average distance between a revenue-sharing crowdfunding’s entrepreneur and 

investor was around 4,828 km and only 13.5 percent of investors funded entrepreneurs 

that are located within 50 km. The need of equity crowdfunding as a remedy filling the 

funding gap in between pre-seed and seed stages of company’s life cycle is presented in 

the following chapter.  

2.4.2 The importance of equity crowdfunding 

In order to prove the need of equity crowdfunding, we have to define how differences 

from neighbouring funding sources turn equity crowdfunding to be more attractive for 

early stage firms. First, equity crowdfunding can provide an additional channel (platform) 

through which firms can obtain finance and take an advantage of fully exploiting the po-

tential of the internet (Wilson & Testoni, 2014). The crowdfunding project has an oppor-

tunity to gain online visibility through its development phase and gain knowledge in po-

tential demand in the market (Agrawal et al., 2011; Hornuf & Schwienbacher, 2014). 

Another advantage of crowdfunding against business angels is that while angel investors 

rely mostly on word-of-mouth, crowdfunding is actually matching up the investors with 

the best company of their choice (Wilson & Testoni, 2014). 

Since equity crowdfunding is operating through online platforms, geographical factors 

that might negatively affect traditional forms of pre-seed and seed funding might be less 

important (Agrawal et al., 2011). Also, according to the authors, the online platform ben-

efits from the so-called big data paradigm which leaves the data trails on the investors, 

entrepreneurs and companies deals, unlike business angels and venture capitals transac-

tions. Throughout the time, a better match system between investors and companies might 

be provided, together with maximised correlation between the crowd and product demand 

(Wilson & Testoni, 2014). 

Equity crowdfunding is not always a better solution for SMEs. One of the biggest issues 

with crowdfunding is that the entrepreneurs have to disclose their business idea and strat-

egy in public (Wilson & Testoni, 2014). Therefore, it might be harmful for firms with 
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unique, innovative ideas that their business model gets duplicated by others (Agrawal et 

al., 2011; Hornuf & Schwienbacher, 2014). According to Wilson and Testoni (2014), 

equity crowdfunding might be the best solution for companies that are not completely 

innovative or the ones that can protect their intellectual capital.  

2.5 Equity crowdfunding project’s success drivers  

In this section, we present the theory of equity crowdfunding project success, which 

comes from crowdfunding characteristics and traditional investment criteria.  

2.5.1 Determinants stemming from crowdfunding characteristics 

Target amount 

The target amount is the minimum goal the project needs to achieve to get funded. Equity 

crowdfunding platforms usually operate on the “all-or-nothing” funding model. Accord-

ing to Lukkarinen et al. (2016), the entrepreneur in an “all-or-nothing” model must find 

a balance between tracing sufficient funds and reaching the minimum threshold, because 

campaigns that do not reach that threshold do not get funded. Consequently, the project 

is considered to be unsuccessful. This funding model protects the investor since the fund-

ing is provided only after a significant number of investors are convinced with the fortune 

of the investment (Hakenes & Schlegel, 2014). 

According to Ahlers et al. (2015), there is no relation between target amount and number 

of investors participated in the project, which might be considered as project funding 

success. However, Hakenes and Schlegel (2014) state that the investors decision is 

positively influenced by the project hitting the target amount. 

Amount raised 

Similarly, in case of a successful pitch, the amount raised determine the amount trans-

ferred to the target (Lukkarinen et al., 2016). As much as it is important to set an optimal 

target amount, it is crucial to raise it in order to achieve financing for the company. 

Equity participation 

The equity participation of a project is defined by the entrepreneur in the beginning. Nev-

ertheless, in case of a campaign gets overfunded an additional equity is issued. According 
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to Ralcheva and Roosenboom (2016), a higher equity participation offered to investors 

can have a negative impact on the success of the project financing. The reason is that the 

entrepreneurs who believe in their companies’ financial success, are more likely to have 

a higher retained equity since they want to have a higher future wealth. Thus, 

entrepreneurs offering a higher equity participation might not be as comitted to their 

projects which might signal to a lower quality of the company.  

H1: A higher equity participation offered to the investors has a negative impact on the 

success of a project financing. 

Prior crowdfunding experience 

According to Ralcheva and Roosenboom (2016), previous success of the company on 

crowdfunding platform can influence a positive investor decision to invest in the company 

again. The reasoning for this statement is the “wisdom of the crowd” concept, previously 

presented by Surowiecki (2004). The crowd is able to make as an efficient investment 

decisions as any conventional expert. For example, Agrawal et al. (2011) reason that it is 

easier to attract new investors when the company has a number of previous sucessful 

funding cases on crowdfunding platform.  

H2: A prior crowdfunding experience of the company stimulates a positive investment 

decision for equity crowdfunders. 

2.5.2 Determinants stemming from business angels and venture capitals  

One of the most important factors, determining the investment decision of venture capi-

tals, is a criterion related to the team (Lukkarinen et al., 2016). In addition, the manage-

ment team, market and product are also the key criteria for business angel’s investment 

decisions (Sudek, 2006). However, business angels put more importance into the entre-

preneur while venture capitals emphasize the market and product (Lukkarinen et al., 

2016). The success of a pitch can also be influenced by the business field, since it is 

related to market trends and the social media relevance (Ralcheva & Roosenboom, 2016). 

Therefore, venture capitalists are considered to “concentrate on technology-based com-

panies which typically are high-risk/high-return investments.” (Wilson & Testoni, 2014, 

p. 5). These types of businesses are well accepted in the general market and may benefit 
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from equity crowdfunding, since they can perk from the peer learning capabilities, men-

toring, facilities and expertise provided by such ecosystems (World Bank, 2013).  

H3: Technology-based companies are more likely to attract funds on equity crowdfunding 

platform.  

Another relevant factor stemming from traditional investment criteria is life cycle stage 

of the company. If the company’s life cycle stage is too early (inception or pre-seed), it 

is more likely that the company will not be successfully funded (Lukkarinen et al., 2016). 

Due to its high risk the early stage company might outperform the surviving counterparts 

if it is successful (Streletzki & Schulte, 2012). Therefore, angel investors might be inter-

ested in pre-seed stage companies, since they mentor the whole company’s growth pro-

cess and guide it to success.  

The essential investment criteria for business angels is the trust of the entrepreneur in the 

form of his passion, commitment, leadership skills and the supporting team (Sudek, 2006; 

Lukkarinen et al., 2016). Moreover, angel investors care for revenue potential (financial 

provisions), market growth potential and company’s valuation. These factors are also in-

fluential for venture capitalists. According to Lukkarinen et al. (2016), venture capitalists 

seek for projects that offer ambitious aims, innovativeness and proprietary protection. 

However, venture capitals expect a sufficiently advanced status of the entrepreneur which 

requires a strong previous experience.  

H4: Start-up companies are more likely to experience a successful financing on equity 

crowdfunding platforms. 

Business angels often rely on previous business and entrepreneurial experiences which 

creates a network and gives them an entry into valuable projects (Sorheim, 2003). This 

proposes that angel investors care for social capital of the entrepreneur. Therefore, the 

entrepreneurs having more online friends have higher success opportunities.  

The majority of funds raised come from company’s social capital that include social me-

dia networks (Lukkarinen et al., 2016). According to previous researches, social media 

presence has an impact on the success of the campaign (Lukkarinen et al., 2016; Ralcheva 

& Roosenboom, 2016). Social networks, for example, Facebook, Twitter or Instagram 
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might help the entrepreneur to expand the investments since “the higher the entrepreneurs' 

social competence, the greater their financial success” (Baron & Markman, 2003).  

H5: A high social network presence determines a financing success on equity crowdfund-

ing platforms.  

 

  



 
 

 
 

18 

3 Method and Data 

______________________________________________________________________ 
In this chapter, we present the methodology used in order to answer the research ques-
tions. In addition, we present the data collection, its source and trustworthiness. We 
provide the argumentation using certain methods together with their limitations. 
______________________________________________________________________ 

3.1 Methodology 

Academic research is an activity defining problems, raising questions and providing so-

lutions and answers. This activity includes data collection, its evaluation and implications 

proposal. The research questions must be answered by applying the theoretical implica-

tions to the empirical analysis, providing with the findings and feedback from the author 

(Kothari, 2004).   

The results of the analysis can be obtained by using qualitative and quantitative research 

methods. Qualitative research is an interactive process in which the respondents studied 

provide the researcher with their perspectives in words and other actions (Hughes, 2002). 

Quantitative research is an empirical study where the data is collected in the form of 

numbers. According to Hughes (2002), quantitative research attempts to answer the 

questions raised in the form of hypothesis testing. However, the numerical values can also 

be included in the qualitative research with the help of qualitative estimation models. 

Therefore, in this study we use a mix of qualitative and quantitative data running the 

regression models in order to answer the research questions.  

Three main approaches for information collecting are: deductive, inductive and abduc-

tive. These approaches design the research in different ways (Saunders, Lewis, & 

Thornhill, 2012). A deductive approach has been chosen for this study for the comparison 

between the expected findings stemming from the theories and the study findings. The 

inductive and abductive approaches are not applicable in this study since they are not 

based entirely on the theory. The deductive approach in the case study formulates the 

hypotheses which are either verified or falsified according to the results (Johansson, 

2003). Therefore, a deductive approach is appropriate in this thesis where the hypotheses 

are raised in order to define the financing success determinants for equity crowdfunding 

project.  



 
 

 
 

19 

3.2 Case Study  

When investigating an area which is not widely researched, it is common to apply a case 

study. This method considers a certain instance rather than a wide field (Denscombe, 

2007). According to Dul & Hak (2008), a case study is a type of research which 

investigates one case or a small number of cases in their real life context. Applying a case 

study to the research allows to include both quantitative and qualitative methods. 

Therefore, it helps to explain the process and outcome of a certain event (Zainal, 2007). 

The equity crowdfunding topics, and especially the financing success on its platforms, 

has limited previous research and therefore we apply a case study and investigate the topic 

from a crowdfunding platform – Crowdcube. We choose to conduct an explanatory study 

since it explains the phenomena in the data by a close examination both at a surface and 

deep level (Zainal, 2007). Also, in this case the data is often derived from external sources 

rather than by the researches themselves.  

3.3 Data Collection 

Crowdcube is one of the leading and the first equity crowdfunding platforms. Thus, this 

platform offers an ideal data base for our research. Crowdcube is established in the United 

Kingdom and is authorized and regulated by the Financial Conduct Authority. According 

to Crowdcube (2016), the platform has raised GBP 233,633,984 for 512 successfully 

funded projects. The community consists out of 376,265 registered members with an av-

erage investment amount of GBP 1,789 (Crowdcube, 2016). Crowdcube is operating in 

an ‘all-or-nothing’ attitude, which means that the investors just pledge money in the case 

that the project got fully funded. The three top sectors of the financed campaigns are 

technology, internet business and food and drinks. Furthermore, the major funded busi-

ness by stage are early stage enterprises (45%). 29 percent of start-up companies and 25 

percent of growth firms have received financial support through the crowd since 2011. In 

addition, Crowdcube is not just acting as the intermediary between enterprise and inves-

tor. It is also pitching for own projects with the main idea of ensuring their leadership on 

the equity crowdfunding market, and to support companies with unmatched investment 

opportunities. Indeed, only campaigns can be pitched of enterprises registered in the UK. 

However, Crowdcube’s variety of investors is global. 
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For our research, we collected the data from the Crowdcube platform from the beginning 

of 2011 until the end of 2016. 

3.4 Variable Description 

Dependent Variables 

This study is based on the success determinants of equity crowdfunding project financing. 

Therefore, the dependent variable is success, which can be defined in different ways. 

For the Logit model, we specify the success factor as a binary value of 1 or 0 if the project 

has been funded successfully or unsuccessfully, respectively. Crowdcube follows an “all-

or-nothing” strategy, companies that do not reach the target amount do not get the funding 

(Crowdcube, 2016). For this reason, projects that reach the target amount have a value of 

1, and the ones that do not reach the goal have a value of 0. We use Logit regression 

approach to test the probability of the value of dependent variable to be 1 in combination 

with different independent variables (Model 1).  

The success of the project can also be evaluated by the funding ratio (percentage of the 

target amount raised) which can have values over 100 % (in case of overfunding). It is 

considered to be a more accurate evaluation method since it shows how close the com-

pany was to successful funding (Ralcheva & Roosenboom, 2016). Thus, we are using the 

funding ratio as dependent variable for the Ordinary Least Squares (OLS) estimation to 

see how different explanatory variables affect the funding success (Model 2). 

In addition, previous researches also determine a large number of investors as an influ-

encing factor on the success of the project (Lukkarinen et al., 2016; Ralcheva & 

Roosenboom, 2016). Due to that, we estimate a Negative Binomial regression with a 

number of investors as a dependent variable (Model 3).  

Independent variables 

In order to define the determinants that have influence to project succes we state the 

independent variables:  

• Equity participation. This variable shows the percentage of equity offered to the 

investors as an asset in exchange of the investment. The equity participation var-

iable is included in order to answer the first hypothesis.  
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• Crowdfunding history. The second hypothesis states that the previous crowd-

funding history of the company has a positive impact on the financing success. 

Therefore, we include a dummy variable which takes a value of 0 if the company 

has no previous crowdfunding history, and a value of 1 if it has been crowdfunded 

before (only on Crowdcube platform).  

• Field of business. As it is stated in the third hypothesis, technology business field 

companies might attract higher funds. A dummy variable takes a value of 1 if the 

company operates in technology business field, and a value of 0 if it operates in 

any other business field. 

• Company’s life cycle. A dummy variable takes a value of 1 if the company is a 

start-up (operating less than 5 years) and a value of 0 if it is incorporated more 

than 5 years ago, because firms with a company age less than five years are de-

fined as start-ups (Bottiglia and Pichler, 2016). This variable is included to answer 

the fourth hypothesis of this research. 

• Social media presence. As it is stated in the fifth hypothesis, a high social media 

presence might influence the funding success of the company. We include a 

dummy variable which takes a value of 1 if the company has website and at least 

two social network channels, and a value of 0 if this statement does not hold.   

Additionally, even if we assumed the number of investors to be one of the dependent 

variables, we also include it in the Logit and OLS models as an independent variable, 

since it might have influence on the success factor and funding ratio (Lukkarinen et al., 

2016). 

Control variables 

According to Ralcheva and Roosenboom (2016), enterpreneurs can make their own 

choice of the target amount, shares type, reward structure and tax relief offer. On reward-

based platforms, a higher target amount has a negative impact on financing success 

(Mollick, 2014). Therefore, in this study, we control for the target amount in order to see 

if this statement holds in the equity crowdfunding campaigns. In addition, we control for 

the shares type offered by the entrepreneur. The different types of shares are categorized 

in A and B shares with voting rights and without voting rights for the investors, respec-
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tively. If the company offers only B shares (dummy variable with a value of 1, 0 other-

wise), the investor might face an additional risk since these shares are not protected 

against the dilution (Ralcheva and Roosenboom, 2016). Moreover, the authors state that 

the possibility of a tax break relief has a positive effect on investments decisions. 

Therefore, we include the dummy variable with a value of 0 if the company offers a tax 

break relief and a value of 1, otherwise. We include a dummy variable with a value of 1 

if the company offers extra rewards to the investors for a higher investment amount (0, 

otherwise). The control variables of company’s characteristics such as age and city are 

also included in this study. Table 4 provides an overview of all control variables.  

Table 4 Control variables 

Name Description 
Target amount Target amount set by the company 

Only equity 
Dummy variable with the value of 1 if the company does not offer 
any rewards (pure equity), 0 otherwise 

Only B shares 
Dummy variable with the value of 1 if only non-voting shares are of-
fered, 0 otherwise 

No tax brake 
Dummy variable with the value of 1 if the company does not offer a 
tax relief opportunity 

Age  Age of the company in days 

Big city 

Dummy variable with the value of 1 if the company is based on one 
of the big cities (Manchester, Liverpool, Sheffield, Bradford, Bir-
mingham, Bristol, London, Leeds, Glasgow, Edinburgh), 0 otherwise 

 

3.5 Method 

To test our hypotheses and draw conclusions on the success of a company driven by dif-

ferent independent variables, we use three different models based on 398 observations. 

However, we mainly focus on the results of Logit regression. Additionally, we run Ordi-

nary Least Squares and Negative Binomial Regression models for deeper analysis pur-

poses.  

3.5.1 Mean Tests 

To distinguish between the success and failure in an entrepreneur’s financing through the 

equity crowdfunding platform, we perform the simple mean difference tests. The mean 

tests show how different the mean of each successful case variable is from the unsuccess-

ful ones. The hypotheses of the test is: 

H0: 𝜇 = 𝑚; and H1: 𝜇 ≠ 𝑚   (Eviews, 2017), 
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where 𝜇 is the mean of the successful case variables and 𝑚 is the mean of the unsuccessful 

case variables. The test statistic is computed as: 

𝜒2 =
(𝑁 − 1)𝑠2

𝜎2  

where N is the number of observations, 𝑠 is the simple standard deviation, and 𝜎2 is the 

variance. The probability of the test statistic shows the significance of mean difference in 

each variable group (successful vs. unsuccessful case). 

3.5.2 Regression Analysis 

We present three different regression models that are estimated in order to answer the 

research hypotheses. 

Logit Model 

Considering the success factor as a qualitative binary response variable, the logistical 

probability distribution with a larger probability mass than normal distribution, can be 

used for the estimation (Hujer, 2017). Defining 𝑃𝑖 as the success probability of the binary 

cross-section variable 𝑌𝑖, depending on the parameter vector Beta (𝛽) of x (explanatory 

variable), the Logit model can be defined as: 

𝑃𝑖(𝑥) =
exp(𝑥𝑖

′𝛽)
1 + exp(𝑥𝑖

′𝛽) 

with the standard logistic distribution (exp(𝑥𝑖
′𝛽)) (Hujer, 2017). Before estimating the 

Logit model the log of the Maximum Likelihood function has to be added, which trans-

forms the equation as follows: 

𝑥𝑖
′𝛽 = ln 𝑃𝑖

1−𝑃𝑖
 . 

where 𝛽 in the logit model measures the impulses on the so-called “log-odds ratio” which 

results from a change in the exogenous weights by one unit. The “log-odds ratio” repre-

sents the chance for an implementation of the observed successful event to the unsuccess-

ful event (Blossfeld, Hamerle, & Mayer, 1986). Thus, 𝛽 depending on the independent 
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variable 𝑥𝑖
′ has to be estimated to see the marginal effect  (Gujarati & Porter, 2009). Ad-

ditionally, it can be explained as the regression coefficient of the cross-section analysis 

(Rodriguez, 2017). 

The binary variable, thus, is dependent while the independent variables are discrete which 

stresses the regression requirements. Moreover, a binary regression model accepts the 

integration of control variables (Bryman & Bell, 2011). Therefore, it is crucial to use the 

log-likelihood estimation, in order to control for distinct variables (Saunders, Lewis, & 

Thornhill, 2012).  

Based on this assumption we use this model for the success factor with a large set of 

independent and controlling variables (Ralcheva & Roosenboom, 2016). For all estima-

tions, the results are using the robust standard error. 

The Ordinary Least Square (OLS) Model 

The Ordinary Least Square (OLS) model correlates to the Logit model assumptions, if 

there exists a cointegration between the dependent variable (success) and the independent 

variables (Gujarati & Porter, 2009). By using the OLS model, we run the regression be-

tween the funding ratio as dependent variable and the different independent variables, 

where we can specify the model as follows: 

𝑌𝑖 = 𝜃0 + 𝜃1𝑋1𝑖 + 𝜃2𝑋2𝑖 + ⋯ + 𝜃𝑝𝑋𝑝𝑖 + �̂�𝑖 

where Yi faces the dependent variables and Xi the independent variables. The model es-

timates 𝜃 (theta) to show the effect of explanatory variables on dependent variable. Ad-

ditionally, all the results of the OLS regression are also using the robust standard errors 

with the funding ratio (Ralcheva & Roosenboom, 2016). 

Negative Binominal Regression 

There might be situations where simple linear regression or logit models are not appro-

priate, for example, because of not normally distributed variables. Often the logarithmic 

values can be taken as a remedy to not normal distribution, but this is not the case for the 

count variables. Therefore, a negative binomial regression might be applied which ac-

counts for the non-negative integer values that the dependent variable might take 

(Ralcheva & Roosenboom, 2016). We use this model for number of investors (dependent 
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variable) since its values are always positive and not normally distributed. The negative 

binomial model is estimated by taking maximum likelihood and the marginal effects and 

derived from a Poisson-gamma mixture distribution  (Hilbe, 2011). The basic model can 

be defined as: 

Pr (𝑦𝑡 = �̃�𝑡 𝑋1𝑡𝑋2𝑡 … 𝑋𝑝𝑡𝜎𝑡)⁄ =
𝑒−𝜆𝑡(𝜆𝑡)�̃�𝑡

𝑦�̃�!
 

�̃�𝑡 =  1, 2, 3 … 

where 

𝜆𝑡 = exp (𝜅1𝑋1𝑡 + 𝜅2𝑋2𝑡 + ⋯ + 𝜅𝑝𝑋𝑝𝑡)exp (𝜎𝑡) 

According to the formula, 𝑦𝑡  is number of investors, while 𝑋𝑡 are all the independent var-

iables included in the model. 𝜅 (kappa) is to be estimated according to specified model 

and 𝑒𝑥𝑝(𝜎𝑡) is a gamma distribution variable with the mean of 1 and variance alfa (𝛼). 

Alfa is measured as an estimated over-dispersion parameter since it reflects an unob-

served heterogeneity, therefore it solves an over-dispersion (Hilbe, 2011).  
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4 Empirical Analysis 

______________________________________________________________________ 
In this chapter, we present the results of the empirical analysis of equity crowdfunding 
campaign success factors. Firstly, we present the descriptive statistics and correlation 
between the variables. Secondly, we present the results of mean difference tests between 
the success and failure cases. Finally, we interpret the findings of the regression analy-
sis. 
______________________________________________________________________ 

4.1 Univariate Results  

The descriptive statistics show that 87.69 percent of the campaigns pitched on Crowdcube 

equity crowdfunding platform have been successful (see Appendix, AP1). The average 

funding ratio of all 398 campaigns is 1.40, meaning that the amount raised exceeds the 

target amount by 40 percent. Almost 10 percent of companies have been crowdfunded 

before and almost 40 percent of them have a high social media presence. The greatest 

amount of companies are start-ups (80 percent) and even 27 percent of all the projects 

come from the technology-based background. The average equity participation offered to 

the investors is 16.93 percent. When we look at the control variables, we can see that the 

average target amount of the projects is GBP 303,010 with a minimum of GBP 15,000 

and maximum GBP 5,000,000. Most of the companies offered the extra rewards together 

with the equity and a variation of different shares. Only 9 percent of the companies of-

fered only B shares and only 10 percent of them did not provide the investors with a tax 

break opportunity. The average age of the observed companies is 1,036 days and 60 per-

cent of them are registered in a big city.  

However, 12.31 percent of the projects pitched on Crowdcube equity crowdfunding plat-

form have not reached their target amount. As we can see in Table 5, the successful pro-

jects tend to be overfunded with an average of 146 percent of the target amount raised. 

Unsuccessful projects were also relatively close to their target amount - on average 96 

percent of the target amount was raised. A simple mean test showed that the difference 

between funding ratio in success and failure cases is significant at one percent level, there-

fore, a further study of determinants that have influence on the funding success is needed.  

The successful pitches have a higher average percentage of equity offered to the investors. 

Moreover, success cases have an average number of investors of 261 while failure cases 
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attract on average 140 investors. The difference of these means is significant at one per-

cent level and it proves a need of hypothesis testing. However, a previous crowdfunding 

history is more common in unsuccessful cases with a significance at one percent level. In 

addition, unsuccessful projects are often faced by technology companies and start-ups. In 

addition, successful projects have a lower social media presence, but the mean difference 

is not significant.  

Table 5 Mean difference test between successfully and unsuccessfully funded projects 
 Mean values Successful Unsuccessful Mean difference 
Dependent variables       
Funding ratio 1.4601 0.9586 0.5015*** 
Independent variables       
Crowdfunded before 0.0859 0.1837 -0.0977*** 
Equity participation 0.1710 0.1573 0.0138***/* 
Social media 0.3954 0.4082 -0.0127 
Start up 0.7937 0.8571 -0.0634*** 
Technology business field 0.2436 0.4694 -0.2258*** 
Number of investors 261.3095 140.0204 121.2891*** 
Control variables       
Target amount 303334.6 300703.9 2630.6999 
Only equity 0.2414 0.3265 -0.0852*** 
Only B shares 0.0862 0.1429 -0.0567*** 
No tax break 0.1060 0.1224 -0.0164 
Age (in days) 1059.55 873.0000 186.55*** 
Big city 0.6075 0.5714 0.0360 

Note: The table presents the result of mean difference test in cases of success and failure of project financ-

ing. Statistical significance of 1%, 5% and 10% is denoted as ***, ** and *, respectively. 

Looking at the control variables, we observe that both of the successful and unsuccessful 

pitches have a similar target amount with an average of GBP 303,335 and GBP 300,704, 

respectively, therefore the difference in means is not significant. The successful cam-

paigns more often offer a variety of share types (not only B shares) at a significance level 

of one percent. On the other hand, successful pitches have a higher mean of only equity 

(no rewards offered) variable which suggests that rewards do not affect investment deci-

sions positively at the significance level of one percent. Moreover, the successful pitches 

tend to be older companies with an average of 1,059 days, while unsuccessfully financed 

companies were 873 days on average (mean difference at significance level of one per-

cent). The tax break relief and the location variables did not have a significant difference 
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since only about ten percent of the companies offered a tax break opportunity and most 

of them are from the big cities.  

As we can see in the correlation matrix (Table 6), the success factor has negative corre-

lations with previous crowdfunding history, social media presence, business field and 

company’s life cycle. Moreover, negative correlations also exist between funding ratio 

and previous crowdfunding history, business field and company’s life cycle. This implies 

that the variables mentioned have a negative impact on company’s financing success 

through equity crowdfunding platform.  

Table 6 Correlation matrix 
Correlation Suc-

cess 
factor 

Funding 
ratio 

Crowd-
funded 
before 

Equity 
partici-
pation 

Social 
media 

Start
-up 

Technol-
ogy field 

Number 
of inves-
tors 

Success fac-
tor 

1 0.34 -0.11 0.05 -0.01 -0.05 -0.17 0.11 

Funding ratio 0.34 1 -0.02 0.01 0.08 -0.20 -0.11 0.44 
Crowd-
funded be-
fore 

-0.11 -0.02 1 -0.08 -0.08 -0.07 0.08 0.09 

Equity par-
ticipation 

0.05 0.01 -0.08 1 0.00 0.17 -0.14 -0.11 

Social media -0.01 0.08 -0.08 0.00 1 -0.03 -0.07 0.17 
Start-up -0.05 -0.20 -0.07 0.17 -0.03 1 0.00 -0.33 
Technology 
field 

-0.17 -0.11 0.08 -0.14 -0.07 0.00 1 -0.10 

Number of 
investors 

0.11 0.44 0.09 -0.11 0.17 -0.33 -0.10 1 

On the other hand, equity participation offered and the number of investors have a posi-

tive correlation with the dependent variables defining financing success. Therefore, we 

perform Logit, Ordinary Least Squares and Negative Binomial regressions to see the in-

fluence and significance of the independent variables to the financing success. 

4.2 Regression Analysis 

For the regression analysis, we consider the set of campaign and company characteristics 

that we include as independent and control variables in all the regression models per-

formed. We present the regression results from three different models in Table 7.  

First, we measure the financing success through equity crowdfunding platforms by using 

a binary logit model (Model 1) with success factor as dependent variable. As Ralcheva 

and Roosenboom (2016), we find no relationship between target amount (control 
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variable) and the success of a crowdfunded project. Thus, it supports their argumentation 

that the dynamics of equity crowdfunding are implicitly different.  

As we look at the campaign characteristic variables, the results show that the increase in 

number of investors by one unit, increases the probability of having more success by 

0.004 at five percent significance level. Furthermore, equity participation shows a signif-

icant positive effect, which leads to the conclusion that company’s offering higher equity 

participation are more likely to reach financial support successfully. The increase in eq-

uity participation by one unit, increases the probability of the successful financing by 

3.2418 at ten percent significance level. However, prior crowdfunding experience has a 

negative effect on the success factor at one percent significance level (marginal effect of 

-0.7801). This result shows us, that if a company has already launched a project before at 

an equity crowdfunding platform, that does not have a positive influence on the success 

factor at the ten percent significance level. 

The company’s characteristics variables suggest that start-up companies have a positive 

influence on funding success at ten percent significance level. One unit increase in this 

variable, causes 0.7074 increase in the probability of the success factor. However, the 

technology business field companies have a negative impact on financing success at 10 

percent significance level. One unit increase in this variable causes 0.6187 decrease in 

the financing success. This suggest that technology business field companies tend to be 

less successful on equity crowdfunding platform due to their riskiness. Moreover, a high 

social media presence did not show a positive effect on a funding success (marginal effect 

of -0.1297), but we did not track any significance in this variable. 

Furthermore, most of the company characteristics (controlling variables) considered in 

our empirical research are not significant (AP 4). Hence additional offerings like tax re-

liefs, rewards or different type of shares, do not have any significant effect on the cam-

paign success.  

Another way to measure financing success through equity crowdfunding platform is ap-

plying an ordinary least squares regression with a funding ratio as a dependent variable 

(Model 2). There is no autocorrelation in the model, meaning the model is correct. The 

probabilities of Q Statistics are higher than 0.05 and we cannot reject the null hypothesis 
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stating that there is no autocorrelation in the model (AP5). Firstly, we look at the cam-

paign characteristics. The results show that the increase in number of investors by one, 

increases the funding ratio by 0.001 at a significance level of five percent. A higher equity 

participation offered to the investors has a positive effect on a funding ratio. If a company 

increases an equity participation by one unit, the funding ratio increases by 0.42 units at 

the significance level of ten percent. The previous crowdfunding history of the company 

shows a negative effect on funding ratio, however, the coefficient is not significant.  

Table 7 Regression results 
Independent variables Model 1: Success fac-

tor 
Model 2: Funding 

ratio 
Model 3: Number of 

investors 
Marginal ef-

fect 
z-Sta-
tistic 

Coefficient t-Statis-
tic 

Coefficient t-Sta-
tistic 

Previous crowdfunding 
history 

-0.7801* -1.6860 -0.0432 -0.5855 0.0662 
 

0.5901 
 

Equity participation 3.2418* 2.0256 0.4108* 1.6980 0.0100 
 

0.0258 
 

High social media pres-
ence 

-0.1297 -0.3822 0.0121 0.2623 0.1817** 
 

2.5641 
 

Start-up 0.7074* 1.7909 -0.0928 -1.0858 0.0241 0.1826 
Technology business field -0.6187* -1.9123 -0.0508 -1.0122 -0.2347*** 

 
-3.0865 

Number of investors 0.0040** 2.5192 0.0008*** 9.7552 - - 

Note: The table presents the result of regression analysis. Model 1 is a binary logit regression with a suc-

cess factor as a dependent variable. Model 2 shows the results of ordinary least squares regression with a 

funding ratio as a dependent variable. Statistical significance of 1%, 5% and 10% is denoted as ***, ** 

and *, respectively. 

Further, we look at the company’s characteristics. Technology business field and start-up 

variables showed a negative effect on funding ratio which leads to the conclusion that 

technology start-up companies are not as trusted by the investors. However, these varia-

bles together with the high social media presence did not show the significant results in 

this model. In addition, when we look at the control variables in Model 2, most of them 

do not show significant results. However, campaign target amount and company’s re-

wards system showed significant coefficients respectively at one and ten percent signifi-

cance level.  

In order to see a success of the financing from a broader perspective, we include number 

of investors as a dependent variable. One of the ways to measure the effects on count 

variables is to run a negative binomial regression (Model 3) (Ralcheva and Roosenboom, 
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2016). The interpretation of this model is different from simple linear regression since the 

number of investors is a log count variable. However, only this model showed the 

significance at five percent level for a high social media presence having an impact on 

the financing success. Taking an exponential of the coefficient 0.1817, we can see that 

one percent increase in social media precense, increase the number of investors by 1.2. 

Moreover, as in a Logit model, the technology business field shows a negative effect on 

financing succes at a statistically significant level (one percent in the Negative Binomial 

model). The model suggests that 1 percent increase in technology field variable, decreases 

the number of investors by 0.79. The Negative Binomial regression model, as a Linear 

regression, did not show significance in a previous funding history of the company as a 

success determinant. Moreover, a higher equity participation does not have an impact on 

financing success accroding to this model, while Logit and OLS regressions showed a 

statistical significance in this variable.  

As all of the models show slightly different results, there are some similarities. 

Consequently, we find evidence that a higher equity participation has a positive impact 

on the success of a project financing by using the Logit and OLS regression models, while 

the Negative Binomial Regression model rejects any relationship. However, the results 

do not confirm the Hypothesis 1, that states a negative impact of high equity participation. 

According to Model 1, prior crowdfunding experience of the company has a negative 

impact on funding success. Moreover, other models do not show any significant 

relationships between crowdfunding history and financing success. Hence, the results do 

not confirm that prior crowdfunding experience of the company stimulates a positive in-

vestment decision of equity crowdfunders and has an impact on the funding success. Sur-

prisingly technology business field is negatively correlated to success for all three regres-

sion models. Technology variable is significant at the one and ten percent levels, respec-

tively for the Negative Binomial and Logit regression models. Thus, we found no evi-

dence for the Hypothesis 3 that technology based companies are more likely to attract 

funds on the equity crowdfunding platform. Start-up companies are more likely to expe-

rience a successful financing on the equity crowdfunding platform according to Model 1. 

This finding goes in line with the Hypothesis 4. Indeed, investors have faith in start-up’s 

as several previous researches show, because they are young and investors believe in their 

business idea (Kirby & Worner, 2014). However, the technology industry is an agile and 
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innovative sector, therefore it might be too risky (Kuppuswamy & Bayus, 2015). Further-

more, the Logit and OLS regression models reject the null hypothesis of the importance 

of social networking to the financing success. However, a Negative Binomial regression 

results correspond to Lukkarinen et al. (2016), and Ralcheva and Roosenboom (2015), 

stating that a high social media has a positive impact on the funding success. 
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5 Conclusion and Discussion 

The importance of equity crowdfunding as an entrepreneurial financing source is contin-

uously increasing in nowadays market. Moreover, equity crowdfunding is considered to 

be a new financing source, which is assumed to be appropriate for SME’s and start-up 

companies financing in the early and seed capital stages. In these stages of a company’s 

life cycle phase, the funding amount required is too high for family and friends to finance, 

and often too small for business angels and venture capitalists to get involved (Tomczak 

& Brem, 2013). Therefore, equity crowdfunding gained a great attention over the last 

years since it fills the funding gap in the entrepreneurial financing market. The entrepre-

neurs are creative people who are passionate about their idea, even though it might be 

very risky (Tomczak & Brem, 2013). Thus, regarding the risk of funding failure, we are 

interested in the factors driving the entrepreneur’s financing success in equity crowdfund-

ing. We analyse 398 equity crowdfunding campaigns pitched on Crowdcube during the 

period of 2011-2016.  

According to our findings, number of investors, as an independent variable, is one of the 

most important elements defining the funding success. The higher the amount of investors 

participate in the investment, the more additional investors that attracts. Furthermore, a 

higher equity participation offered to the investors impacts the financing success of the 

company. Even though Ralcheva and Roosenboom (2016) argue that a higher equity 

participation can have a negative effect on financing success, two out of three regression 

models show a positive significant relationship with funding success. A positive impact 

of a higher equity participation offered to the investors is also observed by Lukkarinen et 

al. (2016). On the other hand, previous research of Lukkarinen et al. (2016) and Ralcheva 

and Roosenboom (2016) find a significantly positive influence of prior crowdfunding 

experience to the success of a pitch. In our study, only one out of three regression models 

propose a significant impact which is negative. This implies that the prior crowdfunding 

history does not strengthen the trust of the company from the funder’s perspective.  

A high social media presence is the only factor that has no influence on the financing 

success. The results are not in line with Lukkarinen et al. (2016) research proposing that 

the enterpreneur should market the campaign and make it visible on the social media 

networks. One out of three regression models propose that start-up companies are more 
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likely to reach the target funding amount. These result match the findings of Ralcheva 

and Roosenboom (2016) that state an improved funding success when companies are 

younger. However, the technology business field has a negative impact on funding 

success. Due to their riskiness (Wilson & Testoni, 2014), technology based companies 

might fail receiving funds on equity crowdfunding platforms. 

In addition, equity crowdfunding platforms are not only building the link between entre-

preneur and investor for making business, they also create a place to meet other people 

with similar spirit and passion. The entrepreneur has more responsibility to the crowd 

than to business angel or venture capitalist, since a great number of individuals invest and 

believe in company’s idea (Hornuf & Schwienbacher, 2014). Therefore, from the ethical 

perspective, an entrepreneur has more motivation in accomplishing the goal and not 

disappointing the community. 

Furthermore, law and regulations for equity crowdfunded loans are still under 

establishment, given the fact that this funding source has not existed for too long. 

However, due to limit access of data, limitations had to be made for our research. 

Therefore, for further investigations, taxes and regulations should be observed, for any 

influence on the success of a campaign pitched on an equity crowdfunding platform. 

Moreover, the most important success factor can be determined as a source of human 

capital, which should be integrated in the future research as well. Equity crowdfunding is 

still a new and hardly researched business field, which requires a further and deeper study. 

The equity crowdfunding platforms are getting more transparent, providing more data 

and reports, which is an advantage for future researches. 

Transparency, nowadays, is one of the main topics regarding trustworthiness of a com-

pany, and the key for earning the trust of the investors. A greater amount of insight infor-

mation can influence the investors to take the risk and lend their money to entrepreneur(s). 

Hence, for this type of financing success, companies should not be too afraid of offering 

a higher equity participation and, therefore, providing the investors with more shares of 

their company in the future. 
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Appendix  

AP 1 Descriptive statistics 
Statistics Obs. Mean Std. Dev. Min Max 

Dependent variables           
Success factor 398  0.876884  0.328983  0.000000  1.000000 
Funding ratio 398  1.398341  0.489644  0.396000  4.465886 
Independent variables           
Crowdfunded before 398  0.097990  0.297675  0.000000  1.000000 
Equity participation 396  0.169329  0.092263  0.010700  1.000000 
Social media 398  0.396985  0.489889  0.000000  1.000000 
Start up 398  0.801508  0.399367  0.000000  1.000000 
Technology business field 398  0.271357  0.445219  0.000000  1.000000 
Number of investors 398  246.3769  363.6877  3.000000  3503.000 
Control variables           
Target amount 398  303010.7  463803.6  15000.00  5000000. 
Only equity 397  0.251889  0.434646  0.000000  1.000000 
Only B shares 397  0.093199  0.291078  0.000000  1.000000 
No tax break 398  0.108040  0.310822  0.000000  1.000000 
Age (in days) 398  1036.583  923.1254  0.000000  6693.000 
Big city 398  0.603015  0.489889  0.000000  1.000000 

 
AP 2 Mean difference tests 
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AP 2 continuing 
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AP 3 Logit Regression 
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AP 4 Ordinary Least Squares Regression 

 
 
 

AP 5 Autocorrelation Test 
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AP 6 Negative Binomial Regression 

 
 


