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ABSTRACT 

Crowd funding, the term itself have a deeper meaning. It paves the way for faster industrial 

growth. It provides new investment avenues and provides a new product for portfolio 

diversification of investors. Crowd funding, a new paradigm for the young individuals to start up 

a business. Traditionally, if you want to raise capital to start a business or launch a new product, 

you would need to pack up your business plan, market research, prototypes and then shop your 

idea around to a limited pool or wealthy individuals or institutions. The funding sources such as 

banks, angel investors and venture capital firms really limiting your options to a few key players. 

You can think of this fund raising approach as a funnel, with you and your pitch at the wide end 

and your audience of investors at the closed end. Fail to point that funnel at the right investor or 

firm at the right time, and that’s your time and money lost. Crowd funding platforms, on the 

other hand, turns that funnel on-end. By giving you the entrepreneur, a single platform to build, 

showcase and share the resources, this approach dramatically streamlines the traditional model. 
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INTRODUCTION 

One of the biggest challenges faced by an entrepreneur is to get funding for the project. 

Traditionally financial intermediaries such as banks, venture capital firms, engaged in providing 

of finance to entrepreneurial activities. In the recent years, an alternative funding channel for 

entrepreneur has emerged as crowd funding. In contrast to traditional financiers, crowd funding 

allows individuals to finance entrepreneurs directly even with small amounts. Specifically, the 

crowd (the mass of individuals) provides financial resources to the entrepreneur in return for 

equity stakes, interest payment, the future product, or a non-monetary reward. The connection 

between the crowd and the entrepreneurs is often facilitated by an online platform. Entrepreneurs 

present their projects on the platform and users are able to inform themselves about the projects. 

Hence, users can take individual decisions to invest or lend or donate, but funded as a crowd. 
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CONCEPT OF CROWD FUNDING 

 Crowd funding derives from the concept of crowd sourcing which was first introduced by 

Jeff Howe and is defined as the “act of taking a job traditionally performed by a designated agent 

and outsourcing it to an undefined, generally large group of people in the form of an open call”. 

Crowd funding is an online- enabled way for business or other organizations to generate money 

in the form of either donations or investment from multiple individuals. It allows small and 

medium sized companies to raise funds from investors using social networking sites or specialist 

crowd funding websites. It is an umbrella term describing the use of small amount of money 

obtained from a large number of individuals or organizations to fund a project, a business or 

personal loan and other needs through an online web based platform.   

 This new form of capital formation emerged in an organized way in the year of 2008 at 

the time of financial crisis in response to the difficulties faced by artisans, entrepreneurs and 

early-stage enterprises in raising funds. With less willing to lend by banks, entrepreneurs are 

started looking to find the alternative source for raising of capital. This situation raises the 

concept of crowd funding which began as an online extension of traditional financing by friends 

and family who are the members to fund persons with business ideas. In less than a decade, 

crowd funding has gained popularity in a number of developed countries and is now attracting 

the considerable interest of developing countries as well. Crowd funding takes advantage of 

crowd-based decision-making and innovation, and applies it to the funding of projects or 

businesses. Using social networks, social profiles, and the viral nature of web based 

communication, individuals and companies have raised billions of dollars in the form of debt, 

equity and donations for projects. 

 Crowd funders are the key players in activating the process and influencing the final 

value of the outcomes of the process of starting up new small and medium enterprises. Crowd 

funders act as agents by selecting and promoting the small and medium enterprises projects they 

believe in. They act as donor by providing financial help to social projects. They act as 

shareholders who contributing to growth and development of the business. But, crowd funders 

are not only important for investing of fund into the business. They also disperse information in 

online communities to gain further support, to become integrators of talent of others and to 

promote through social networks after they have chosen the company or product to support 

financially. 
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OPERATIONAL FRAMEWORK OF CROWD FUNDING 

 When funders participate in the crowd funding, they can get information through 

websites. Funders can click a preset quota button and then complete the online payment by 

selecting corresponding investment with different return. Within the stipulated time, if the total 

amount reaches or exceeds a predetermined target the project win a successful crowd funding, 

otherwise the project fails and funders will get the funds return. In this process, the project 

description constitutes the initial basic appeal to the funders. Crowd funding website generally 

provides the following information: introduction about project financiers, product function and 

features, project progress, return and discussion between project funders and financiers, 

reflecting economy, customer participation, trust, information quality and social network related 

to the project. These factors have important effect on consumer’s decision and behaviour. 

 

Operational Framework of Crowd funding 

 

                                                     Interaction and improve the project 

 

                                              Apply                                                       Fund 

  

                                    Reach the goal 

                                    appropriate funds 

                       

                Product (return) 

 

 

There are four basic types of crowd funding:  

 Donation- based crowd funding: It places the funders as philanthropists, that is, they 

expect no direct return for their contribution. 

 Reward- based crowd funding: It involves in an exchange of tangible or intangible 

rewards.  

 Lending- based crowd funding: It uses an online platform that matches lenders and 

borrowers to provide unsecured loans. Under this fundraisers needs to repay the loan 

with interest. 

Project founder Crowd funding 

websites 

Customer 

(funder) 
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 Equity- based crowd funding: Funders in equity-based crowd funding act as 

stakeholders. They will receive unlisted shares of the company and dividend if the 

enterprise earns profits in exchange of money pledged.   

 

PARTIES INVOLVED IN CROWDFUNDING 

The crowd funding market involves different agents that interact with each other pursuing 

their personal interests. There may be three parties involved in a crowd funding effort: the 

fundraisers, the backers and the intermediary.  

Fundraisers correspond to agents that demand funds through crowd funding to get direct 

access to the market and to gather financial support from truly interested supporters. They want 

to deliver new initiatives using crowd funding systems, proposing a project, business model or 

product and they may be musicians, filmmakers, designers, artists, writers, philanthropists, 

entrepreneurs or anybody with an idea that needs capital for funding it. Using a crowd funding 

platform, entrepreneurs promote their projects and exposing their ideas to a wide public. 

Backers are those whose role is to decide to financially support or not to support these 

projects with risk and a certain payoff, which can have or not monetary nature. The goals of 

backers depend on the crowd funding model and on each project specifications. Philanthropists 

commit their money, to projects such as art or humanitarian causes, without expecting a direct 

and tangible reward. The lenders have expectation of a rate of return on the capital invested.  

The intermediary corresponds to the company that supplies a Crowd funding platform 

through the internet and whose role is to connect fundraisers and backers. Platforms simplify and 

reduce the traditional bureaucracy between funders and founders, allowing funders to look for 

multiple opportunities in a single virtual place while working an effective promotional tool for 

founders. There are general purpose platforms, which promote any kind of project, and 

specialized platforms, which promote projects within a specific theme and thus link better a 

campaign to its target audience.   

 

BENEFITS OF CROWD FUNDING 

 The primary benefit of crowd-funding to entrepreneurs is to raise funds as a form of 

market-based finance without giving up of large amount of interest.  

 Crowd-funding spreads the risk in which majority of the investors are individuals with 

funding of much smaller incremental amount.  
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 Another benefit is the lower cost of capital and higher returns to investors. Crowd-

funding provides a low cost alternative to channeling savings to the real economy, 

usually at rates lower than those attainable through traditional funding avenues. 

Additionally, venture and seed capital requests are difficult to access in the current 

economic environment. Crowd-funding alternatives provide an affordable and attainable 

option for raising capital. 

 Crowd-funding can help economic recovery by financing small and medium enterprises 

which is a key engine of economic growth. Helping those entities more efficiently to 

access capital for their development and expansion can contribute to job creation and 

economic recovery.  

 

FACTORS INFLUENCING THE USE OF CROWD FUNDING 

 The key factors that have facilitated crowd funding in developed countries include:  

 Regulatory framework 

Regulatory framework that leverages the transparency, speed, and scale that advances in 

technology and the internet can deliver to early-stage funding marketplaces. In the case of crowd 

funding, it is important that regulators reorganize investor protection given an array of new tools 

that are available with the growth of the internet and the social web. By working with technology 

companies and innovators on new ways, regulators may gain additional insights that were not 

available before to protect against fraud and to monitor crowd funding companies. 

Currently, crowd funding platforms are regulated in a number of ways: 

 Regulatory registration with the national licensing authority; 

 Institutional requirements — including capital requirement for platforms; 

 Limiting the models of crowd funding. 

 Social media market penetration and Internet usage 

Strong social media market penetration and internet usage has the potential to support 

and encourage changes in some of the cultural norms around risk taking and even failure that 

have persisted in many traditional cultures can be reduced. The primary difference between 

traditional finance and crowd funding is the ability to effectively leverage social media to 

broaden the reach of these fundraising campaigns, provide better measurement tools, and reduce  
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the difficulties in the process of raising capital. Social media adoption is increasing dramatically 

in most countries in the developing world.   

 Organizational form 

 It may be an important factor for the success of crowd funding initiatives. Non - profit 

organisation tend to be more successful in achieving their fundraising targets as compared to 

profit organisation and project-based initiatives. Non - profit organisation may be more prone to 

commit to high quality products or services if quality comes at the expense of quantity. In 

contrast, for-profit organisation will set their quantity-quality mix that only maximizes corporate 

profits. Since non-profit organisation put less emphasis on profit making, they may therefore 

focus more on quality, which may be an important requirement for attracting donations. 

RISKS AND BARRIERS INVOLVED IN CROWD FUNDING  

Crowd funding includes number of potential risks or barriers for the fundraisers.  

 Reputation  

If fundraisers are unable to reach financial goals and gather substantial public support, it 

will affect the reputation of creators. Also, being unable to deliver on a project for some reason 

may bring negative impact on reputation.  

 IP protection 

There are high chances that an idea can be copied once it is posted, as there is little or no 

intellectual property protection provided by the sites themselves. Fundraisers are reluctant to 

publicly announce the details of a project before production due to concerns about idea theft and 

protecting their IP from stealing. 

 Donor exhaustion 

 There is a risk that if the same network of supporters is reached out to multiple times, 

that network will lose interest and stop to supply necessary support.  
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 Public fear of abuse 

Supporters are concerned that without a regulatory body, the possibility of a scam or 

abuse of funds is high. The concern may become a barrier to public engagement. 

CONCLUSION 

The crowd funding has been developed into the important method of financing with the 

growing factor affecting the campaigns of crowd funding. The use of internet has significant 

influence on the crowd funding while innovating the available funds for the businesses. Finding 

ways to create social and financial connections may help to foster such long-term success. 

Crowd fund investing can become a key component to provide innovative and flexible finance to 

early-stage companies. It enables the companies to identify and exploit new market 

opportunities. Crowd funding provides funding options for early and mid-stage companies 

seeking capital to start, test, expand and scale operations either through a stand-alone round of 

financing or as part of a funding syndicate of professional investors. 
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