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Abstract 1

Abstract

Problem: Crowdinvesting as a relatively new funding form for early-stage startups in
Germany bears fundamental opportunities for all participants. In this respect, startup
entrepreneurs are facing the challenge to convince potential investors of their business idea to
finally induce investments. Since crowdinvesting communication is limited to digital channels
the knowledge about what information is relevant for making investment decisions is of
crucial significance. Moreover, the “crowd” can be considered as a completely new investor
class with specific characteristics and information requirements compared to traditional
capital providers.

Purpose: The purpose of this research study is to evaluate the importance of business models
as a potential unit of analysis in the crowdinvesting decision-making process. In this respect,
the significance of selected signalling criteria that may serve as quality indicators for investors
will be investigated. Entrepreneurs, crowdinvestors as well as respective platforms and thus
the entire concept of crowdinvesting will benefit from a knowledge gain.

Theoretical Framework: The theoretical framework describes the characteristics of early-
stage startups as well as the relevance of business models in the entrepreneurial context. In
this light, different frameworks for the concept of business modelling will be presented and
dismantled into relevant building blocks. Additionally, the concept of crowdinvesting is
discussed in consideration of some special implications that can be explained via information
economics and behavioural sciences such as information asymmetries and the occurrence of
decision heuristics based on signalling criteria.

Method: In order to gain a broader understanding about the preferences in crowdinvesting a
comprehensive empirical study of the German crowdinvesting market is conducted using a
mixed-method approach. The research encompasses confirmatory und explorative
components that are evaluated under application of different statistical methods.

Results and Implications: The research indicates that the business model concept is a
suitable unit of analysis as it allows a differentiated view and enables new opportunities for
the evaluation of crowdinvesting campaigns. In this context, it has been statistically proven
that product-focused business models are funded more successfully than others. In addition, a
positive correlation of selected signalling criteria could be detected. Finally, the results imply
that startups should engage in offensive signalling to improve success of the crowdinvesting
campaigns. However, there are also some indications in this context that the crowd makes
decisions based on simplified evaluation processes and therefore applies binary decision

heuristics.
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Introduction 1

1 Introduction

“I think the most important impact (of my research) is the recognition that economic agents
are human and economic models have to incorporate that.”"

Within the past years the market environment and therefore also opportunities and challenges
for innovative startups have altered fundamentally. In times of scarce venture capital the
access to adequate funding capital is a prerequisite and catalyst for realizing the fast growth
aspirations of startup companies. However, the range of possibilities that entrepreneurs can

utilize to fund and develop their businesses has expanded due to new emerging technologies.

Crowdfunding in its various forms is a growing phenomenon around the world that can be
considered as a vital part of the digital structure change and is frequently mentioned in one
breath with buzzwords like Crowd Sourcing or FinTech.”> As an alternative to traditional
funding methods crowdinvesting as a specific form of crowdfunding (equity-based
crowdfunding) is on the advance. In this respect, crowdinvesting has evolved to a versatile
alternative for startup entrepreneurs. On the other side it poses a new investment opportunity
for a broader audience. With the advent of internet based crowdfunding platforms the equity
participation in startups was no longer restricted to institutional investors like business angels
or venture capitalists but became also available to private investors. In line with this process,
crowdinvesting has evolved to a diversified market on which different online platforms serve
as intermediaries between startup companies and private crowdinvestors. Consequently,
startup entrepreneurs with promising business ideas became a valuable asset as an alternative

investment opportunity for private investors in the current low-interest environment.

However, equity-based crowdfunding is a complex process especially from a communication
standpoint as the complete information exchange and dealflow is online. Moreover,
crowdinvestors can be considered as a completely new stakeholder class whose information

requirements for decision-making are not entirely explored in line with the progressing

! Richard H. Thaler, professor at the University of Chicago Booth School of Business, quoted in a call broadcast
at the Nobel news conference. He awarded the Nobel Prize in 2017 for his contributions to the research field of
behavioural economics and their impact on economic decision-making

* ¢f. (Dapp, 2014a, p. 1)
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dissemination of crowdinvesting. This development raises the question how startup founders
can present and illustrate their business ideas in a way that attracts potential crowdinvestors to
ultimately boost investment transactions. The present study intends to shed light on the
relevance and impact of the presentation and content of business models as a decision-making

factor for crowdinvestors and other related stakeholders.

1.1 Problem outline and relevance

Crowdinvesting (equity-based crowdfunding) has been measurably perceptible on the German
market since 2011 as a financing alternative for young startup companies. Even today
crowdinvesting can still be considered as an emerging market that has been growing
constantly over the past years. Considering the current market development, the data clearly
show a constant growth in terms of both funding volume and the number of successfully
financed projects. This significant increase testifies growing market acceptance of this form of
alternative financing. Although the real estate segment can currently be considered as the
major growth driver in crowdinvesting from a holistic perspective, the segment of startup
financing also gained an impelling growth push of 65% in 2017.% Figure 1 illustrates the

monetary development between 2011 and 2017 in Germany.

200,0 Mio. €
175,0 Mio. €
150,0 Mio. €
125,0 Mio. €
100,0 Mio. €

75,0 Mio. €

50,0 Mio. € .
25,0 Mio. € - .
e

2011 2012 2013 2014 2015 2016 2017
Energy 0,0 Mio. € 0,0 Mio. € 0,8 Mio. € 2,4 Mio. € 5,9 Mio. € 4,8 Mio. € 9,8 Mio. €

M Real Estate 0,0 Mio. € 1,0 Mio. € 2,3 Mio. € 3,1 Mio. € @ 20,9 Mio.€ 40,3 Mio. € 131,7 Mio. €
B Ventures 0,4 Mio. € 4,0 Mio. € = 15,0 Mio. € 14,5Mio. € 18,7 Mio.€ 18,8 Mio.€ 31,0 Mio. €

Figure 1 - Funding volume of crowdinvesting projects in Germany (2011- 2017)*

3 of. (www.crowdinvest.de, 2017, p. 3)

* Own illustration based on (www.crowdinvest.de, 2017, p. 2)
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The emerging opportunities for startup entrepreneurs as well as for private investors are
manifold and bear a massive economical potential as an alternative concept to classical
funding types like bank loans or venture capital funds. In the meantime, Germany can be
considered as the third largest market in Europe for alternative financing besides UK and
France.” In this respect, recent studies show that the current market penetration of
crowdinvesting covers only around 4% of the addressable market. Consequently, the growth
prospects of this partial segment are very positive.° Numerous studies have already dealt with
economics of crowdfunding.” Nevertheless, many aspects in terms of function and mode of
operation, opportunities, risks, but also control or regulation have not yet been sufficiently

researched due to a lack of experience, statistics and history.®

From financial industry’s point of view crowdfunding is not regarded as a hype, but as a
trendy movement that is still in its infancy. However, the overall market has also been subject
to significant changes. With the introduction of the “Kleinanlegerschutzgesetz” in 2015 a
legal framework for crowdfunding was ultimately defined. Within the scope of a financing
limit of up to 2.5 million Euro, issuers and platforms were exempted from expensive
documentation and auditing obligations.” This framework enabled a clear legal leeway for
crowdinvesting in Germany but also encountered opposition as industry representatives still
considered it as too restrictive.'” Apart from that, there has also been a continuous
professionalization on the side of the provider platforms. The appearance, terms of the

contract and investor models have developed continuously over the past years.

As a social phenomenon crowdinvesting is also critically followed in the media. Due to
several prominent insolvencies, such as the famous startup Protonet in February 2017, the
concept of crowdinvesting has already been judged to have failed fundamentally.'' In this
context various explanatory approaches are discussed among experts. The arguments cited in

this regard are the hitherto unknown risk level of this financing class, the contact design with

> of. (Ziegler, et al., 2018, p. 16)

6 ¢f. (Dorfleitner, et al., 2016)

7 Important contributions were published by (Hornuf & Schwienbacher, 2014) or (Belleflamme, et al., 2013)
8 ¢f. (Dapp, 2014b, p. 13)

? ¢f. (Bundesministerium der Finanzen, 2015)

19 ¢f. (Dorfleitner, et al., 2016, p. 31)

"' ¢f. (Wirminghaus, 2017)



