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Abstract 
 

Equity crowdfunding (ECF) is the smallest of four main types of crowdfunding (CF) and 

has emerged as a new form of investment, where investors receive equity of a company 

in return for capital. Over the past years, the development of CF has given entrepreneurs 

the option to seek funding from a new source, instead of relying solely on venture capital 

(VC) and other sources of funding (Mollick, 2013). However, the implementation of 

regulations for ECF has not yet developed enough to make such investing equally 

consistent for everyone. 

 

Equity crowdfunded ventures can potentially attract a large number of investors that can 

possibly create corporate governance issues between the entrepreneur and investors. 

Additionally, individual investors might both lack the competence or incentive to 

extensively research and assess a venture and make an investment. Due to the growth in 

ECF and the lack of knowledge of it, the purpose of this thesis was to discover the 

perceptions of Swedish fund managers (FMs) regarding the nature of ECF and their 

interest in it. 

 

In order to fulfill the purpose of this study, previous studies were carefully examined to 

gain a thorough understanding of the area of study. Furthermore, the empirical findings 

were gathered through a course of seven semi-structured interviews of Swedish FMs. 

 

Empirical findings suggested that ECF has remained as a means of providing only seed-

stage funding for ventures and that it is a marginal phenomenon in Sweden. ECF was 

believed to potentially disturb the VC industry if it grew and moved to a later stage. 

Additionally, ECF was found to be a good option for companies that were unable to receive 

funding from traditional funding methods. Risks of fraud and other scandals should be 

prevented for ECF to maintain its popularity. The findings implied that the future of ECF 

remains uncertain. Based on the perceptions of Swedish FMs, ECF neither would replace 

nor be a threat to traditional methods.   

Keywords: Equity Crowdfunding, Crowdfunding, Traditional Funding Methods, Venture 

Capital, Fund Managers, Seed-Stage Funding, ECF Fund, Equity Gap, Financing of Small 

Firms 



Table of Contents 
1               Introduction

1.1 Background

1.2 Problem

1.3 Purpose

1.4 Research Questions

1.5 Definitions

1.6 Delimitation

1.8 Disposition

2               Frame of Reference

2.1 Financing of Small Firms

2.1.1 Equity Gap

2.2 Crowdfunding

2.2.1 Types of Crowdfunding

2.3 Equity Crowdfunding

2.3.1 Market

2.3.2 Platforms

2.3.3 Incentives & Challenges

2.3.4 Corporate Governance

2.3.5 Laws & Regulations

2.4 Investment Companies

2.4.1 Venture Capital & Private Equity

2.4.2 Current State of Private Equity and Venture Capital Industry

2.4.3 Fund Managers

3          Methodology & Method

3.1 Methodology

3.2 Method

3.2.1 Data collection

3.3 Data analysis

3.4 Trustworthiness

4          Findings

4.1 Perceptions of Equity Crowdfunding

4.1.1 Awareness of Equity Crowdfunding



4.1.2 Attitudes Towards Equity Crowdfunding and Its Possible Opportunities and Threats 

on Traditional Funding Methods

4.2 The Use of Equity Crowdfunding

4.3 The Future of Equity Crowdfunding

5          Analysis

5.1 Perceptions of Swedish FMs of Equity Crowdfunding

5.1.1 Awareness of Equity Crowdfunding

5.1.2 Attitudes towards Equity Crowdfunding and Its Possible Opportunities and Threats on 

Traditional Funding Methods

5.2 The Use of Equity Crowdfunding

5.3 The Future of Equity Crowdfunding

6          Conclusion

7    Discussion

7.1 Implications

7.1.1 Individual Investors

7.1.2 Equity Crowdfunding Platforms

7.1.3 Entrepreneur

7.1.4 Traditional Investment Companies

7.1.5 Implications For the Academic Audience

7.2 Limitations

7.3 Further Research

 

 

 

 

 

 

 

 

 

 

 



Figures

Tables 

Table 1. Collected data. ................................................................................................................................................. 27 

 

 

 

 

 

 

 

 

 

 

 

 

file://JU-STUDENT6/2012/UUMI1222/Dokument/Perceptions-of-Swedish-Fund-Managers-of-Equity-Crowdfunding.docxLATEST.docx%23_Toc419124476
file://JU-STUDENT6/2012/UUMI1222/Dokument/Perceptions-of-Swedish-Fund-Managers-of-Equity-Crowdfunding.docxLATEST.docx%23_Toc419124476


 

1               Introduction 

The following chapter introduces the background to the topic of this thesis and is followed 

by the problem statement and the purpose of study. Furthermore, the research questions, 

definitions of key words, delimitations, and disposition are presented. 

1.1 Background 

Crowdfunding (CF) is used today as an umbrella term to describe a novel method of 

fundraising, in which the “crowd” answers to an open call, mainly through the Internet, 

allowing venture developers and startups to secure financial resources (Ahlers, Cumming, 

Günther & Schweizer, 2012). In return, individual investors often receive the future 

product or equity (Mollick, 2013). By tapping the crowd, founders apply an untraditional 

way to raise capital, and take on a new method to manage and develop their business. 

Backers of a venture might become more closely involved as customers or even take an 

active part in the development of the project rather than just providing a foundation of 

capital (Belleflamme, Lambert & Schwienbacher, 2014). 

 

In a short time, the use of CF as an investment method for startups has grown. Since 2009, 

the amount of capital raised through CF has grown exponentially every year (Wilson & 

Testoni, 2014; Ahlers et al., 2012). In 2014, the global funding through CF reached $16.2 

billion and the total funding volume is projected to reach $34.4 billion in 2015. North 

America comprised the largest market with total funding of $9.5 billion in 2014, followed 

by Asia that recently passed Europe with total funding of $3.4 billion in 2014 

(Crowdsourcing, 2015; Zhang, Wardrop, Rau & Gray, 2015).  

 

The development of CF during recent years has given entrepreneurs the option to seek 

funding from a new source, instead of relying solely on venture capital (VC) funding 

(Mollick, 2013). Legislators have not ignored the growth of CF either. This is seen 

especially in the United States with the enactment of the 2012 Jumpstart Our Business 

Startups Act (JOBS Act) that was intended to permit equity crowdfunding (ECF). ECF is 

the smallest of four types of CF that include the following: donation-based, reward-based, 

lending-based, and equity-based. The primary objective of the act is to allow startups to 

obtain capital in exchange for equity (Mollick, 2013; Schwartz, 2013). The enthusiasm 

towards the potential of ECF is clearly stated in President Obama’s remarks on the JOBS 

Act, “for startups and small businesses, this bill is a potential game changer” (Mollick, 

2013, p. 2). 

 

ECF is gaining popularity as a new form of investment and it serves as a source of VC 

funding (Tomczak & Brem, 2013). For example, on 8th September 2014 the premiere 

English wine and beer producer, Chapel Down Group plc, engaged in an ECF campaign 



with a minimum fundraising goal of £1 million. One month later they closed their ECF 

campaign receiving almost £4 million for 14.11% of their equity (Seeders, 2015). 

 

The rapid development can partly be explained by the withdrawal of more traditional 

investment structures since the financial crisis in 2008, resulting in a shortage of supply 

of seed and startup capital (Infodev, 2013). Furthermore, providing equity funding for 

new ventures is especially important for job creation and economic growth (Wilson & 

Testoni, 2014). While many entrepreneurs struggle to attain adequate financing from VC 

for their ventures, ECF is emerging as an option for raising capital, and it might have an 

effect on the VC industry (Kantor, 2014). 

 

The funding of ECF ventures is almost exclusively made through Internet platforms, and 

is influenced by the use of social networks and the viral nature of Internet-based 

communication (Infodev, 2013). The platforms function as intermediates between the 

crowd and individuals or startups searching for investments. Thus, compared to other 

means of investment, these platforms provide an extension to reach a larger crowd 

(Giudici, Nava, Rossi, & Verecondo, 2012). 

 

In the European Union, the legislation for CF differs, in general, between the member 

states, making cross-border deals more difficult. However, the European Commission and 

Parliament have begun to harmonize the different regulations, given the significant 

potential CF has to provide funding for startups (Wilson & Testoni, 2014). These actions 

taken by governments, together with the rapid growth of the industry, reflect the 

potential that ECF presents both from a macro and microeconomic perspective. 

1.2 Problem 

ECF is the smallest category of the four types of CF that include donation-based, reward-

based, lending-based, and equity-based. Although ECF accounted for only four percent of 

the total CF market in 2013, the amount of its projected growth in 2014 was $700 million, 

or 7 percent of the total CF market (OurCrowd, 2015). Based on this, the importance of 

funding ventures in ECF should not be disregarded. Moreover, it seems that only a limited 

number of people have had experiences with ECF due to its small share of the total CF 

market over the past years, making it a new problem and a relatively unexplored field. 

 

ECF is growing the fastest in Europe with a 50 percent compound annual growth rate 

during 2010-2012, while certain legal barriers still prevent the development of this type 

in the United States (Wilson & Testoni, 2014). Despite the growth of ECF in Europe, little 

is known about the risks and opportunities associated with this relatively new investment 

method.  

 

Policymakers in the United States and Europe have already achieved progress in 

deregulating ECF and allowing individual investors to buy equity of firms that are seeking 



funding. However, the implementation of regulations for ECF has not yet developed 

enough to make such investing equally consistent for everyone.  One reason for this might 

be the lack of studies on the corporate governance issues of having a large number of 

investors. Additionally, it appears that few assessments of the riskiness of ECF have been 

done and of alternate ways to improve the safeness of such investments.  

 

Interestingly enough, ECF has not reached its peak yet, which might cause many to 

disregard the entire subject. However, this does not make the phenomenon any less 

relevant to explore. Since ECF could potentially have a significant impact on the 

investment industry, this is a relevant topic for study. Equity crowdfunded ventures can 

potentially attract a large number of investors that could create governance and 

shareholder issues between the entrepreneur and the investors in the future. 

 

Additionally, individual investors might both lack the competence or incentive to 

extensively research and assess a venture and make an investment (Wilson & Testoni, 

2014; Ahlers et al., 2012). Of particular interests are the corporate governance issues 

arising from ECF, current laws regulating ECF, and the suitability of ECF as a new method 

of providing funding for seed-stage ventures. However, it seems to be difficult to find clear 

views of the aforementioned topics, and therefore, in order to narrow down the current 

research gap, research is needed on the current condition of ECF. 

 

One possible way to assess ECF from a detailed perspective would be to examine the 

opinions and views of professionals from the financial industry regarding this new form 

of investment. Particularly, Swedish fund managers (FMs) with experiences from 

traditional funding methods that include mutual funds, venture capital (VC) and private 

equity (PE), might be capable of providing such detailed perspectives of ECF. Moreover, 

the growth of ECF might create competition in the future for traditional methods. 

Therefore, FMs could provide insights into the investment industry and evaluate the use 

of ECF and its potential development. 

 

It appears that research has not yet been conducted on ECF from the perceptions of 

Swedish FMs, as most literature seems to have acknowledged the growth and statistics of 

ECF, as well as implications in terms of benefits and motivations for its use. To this end, 

this thesis focuses on the perceptions of Swedish FMs of ECF and begins to outline its use 

as a method of investment, as well as examines its future development.  

 

 

 

 

 

 

 

 



1.3 Purpose 

Due to the growth in ECF and the lack of knowledge of it, the purpose of this study is to 

discover the perceptions of Swedish FMs regarding the nature of ECF and their interest in 

it.  

 

This study examines the use of ECF as a growing investment method by exploring matters 

that ECF ventures face when issuing equity in exchange for capital. Furthermore, this 

study looks into the possibilities of the future development of ECF. Since the aim is to 

discover perceptions of ECF and evaluate its nature as an investment method, the method 

of data collection is both exploratory and descriptive.  

1.4 Research Questions 

The following research questions guided the process of this thesis: 

 

RQ1. What are the perceptions of Swedish FMs of ECF? 

RQ1. (A) Are Swedish FMs aware of ECF? 

RQ1. (B) What are the attitudes of Swedish FMs towards ECF and its possible 

opportunities and threats? 

RQ2. How do Swedish FMs view the use of ECF? 

RQ3. How do Swedish FMs view the future of ECF?                             

1.5 Definitions 

Investment Company — “Investment companies are financial intermediaries that collect 

funds from individual investors and invest those funds in a potentially wide range of 

securities or other asset classes.” (Bodie, Kane & Marcus, 2009, p. 88) 

 

Traditional Funding Methods — Throughout this study, this term includes VC and PE 

funding. 

 

Crowdfunding — “Crowdfunding involves an open call, mostly through the Internet, for the 

provision of financial resources either in the form of donation or in exchange for the future 

product or some form of reward to support initiatives for specific purposes.” (Belleflamme 

et al., 2014, p. 4) 

 

Entrepreneur — “A term often used to describe an owner/founder of an unquoted business. 

It often relates to an enterprising person setting up or growing a new company which 

requires capital.” (Amis & Stevenson, 2001, p. 357) 

 



Equity Crowdfunding — “Equity crowdfunding is a form of financing in which 

entrepreneurs make an open call for funding on the Internet, hoping to attract a large group 

of investors.” (Ahlers et al., 2012, p. 1) 

 

Venture Capital — “Venture capital means a professionally managed pool of capital that 

is invested in equity-linked securities of private ventures at various stages in their 

development.” (Sahlman, 1990, p. 473) 

 

ECF Fund — “An aggregation of capital of individual investors’ into a single fund that is 

administered by one legal entity and managed by a fund manager that channels investments 

into a selection of ECF ventures.” (Andersson, Andersson & Uusivuori, 2015)  

1.6 Delimitation 

In this study, the focus was specifically on ECF, i.e. other types of CF were not covered 

other than a brief mention of them. Furthermore, due to time constraints, the data was 

gathered through interviews of FMs located only in Sweden. Additionally, the academic 

literature on ECF is limited since it is still a relatively new phenomenon and rapidly 

developing, meaning that at the time of writing little published research was available for 

reviewing and for basing the theoretical analysis on (Macht & Weatherston, 2014).   

1.8 Disposition 

This study comprises eight main sections. It begins with an introduction to the subject, in 

which the field of study of the thesis is briefly covered. The first chapter is followed by a 

frame of reference that outlines the current state of the ECF industry and a comprehensive 

literature review of the research topic is presented. In chapter three, a description of the 

method is provided and the data gathering process is described. Chapter four 

subsequently reveals the empirical findings of the collected information, and chapter five 

consists of an analysis linking to literature that is introduced in chapter two. This is 

followed by a conclusion in which the research questions are answered. Finally, this study 

finishes with a discussion in chapter seven, and suggestions for further research are 

included. 

 

 

 

 

 

 

 

 



2               Frame of Reference 

This chapter covers literature that was relevant for understanding CF, ECF and investment 

companies and their sub-categories, and later provided a basis for the analysis of empirical 

findings. Figure 1. displays the structure of chapter two. 

2.1 Financing of Small Firms 
Entrepreneurship is an important part of a country’s economy, and it creates jobs, 

innovation and growth. However, entrepreneurs face a large variety of challenges when 

trying to make their companies grow and prosper, and raising sufficient capital is 

particularly demanding. The difficulty to reach private markets has left them dependent 

on so-called “three-Fs”: family, friends and fools (Gregory, Rutherford, Oswald & Gardiner, 

2005). 

 

The financial growth cycle model is a recognized framework for investigating the 

financing of young firms (Berger & Udell, 1998). Berger and Udell (1998, p. 622) propose 

that “the needs and options of small businesses change as the business grows, gains 

further experience and becomes less informationally opaque”.  

 

The framework proposes that due to the changing nature of firms, young companies “lie 

near the left end of the continuum indicating that they must rely on initial insider finance, 

trade credit and/or angel finance” (Berger & Udell, 1998, p. 622). Furthermore, it suggests 

that as a firm grows and information becomes more transparent, it can gain access to a 



larger variety of capital sources such as private equity and short-term debt financing 

(Berger & Udell, 1998). 

 

The information opaqueness links back to the agency theory by Jensen and Meckling 

(1976), which states that firms need to manage a series of relationships between different 

stakeholders, namely the firm’s owners (principals) and the firm’s managers (agents) 

(Gregory et al., 2005). The lack of quality information makes the financing of startups a 

risky challenge and forces them to rely on private financing.  This occurs as investors find 

it hard to distinguish between firms that have potential to provide financial returns and 

low quality firms that are unable to achieve this (Berger & Udell, 1998). Cumming and 

Johan (2014) argue that incomplete and asymmetric information creates agency 

problems such as moral hazard and adverse selection when a principal hires an agent to 

be responsible for the financial returns of the principal.  

2.1.1 Equity Gap 

When entrepreneurs are in need of institutional funding, such as VC, they find themselves 

in a situation that researchers refer to as the equity gap (Figure 2.) (Convey & Moore, 

1998; Wetzel, 1983). Convey and Moore (1998, p. 6) explain the equity gap as, “the need 

of individual entrepreneurs seeking capital and the requirements of institutions formally 

supplying it”. It describes a circumstance in which, due to market failure, suitable SMEs 

fail to obtain capital, which they would manage to do in an efficient market (Gualandri & 

Venturelli, 2008). 

 

VC firms have traditionally been an important source of funding for startups, particularly 

when the firm moves to a stage when it needs capital to manufacture and commercialize 

its invention (Block & Sandner, 2009). At this stage, the ventures are usually unable to 

secure debt financing from banks due to the riskiness associated with startups. One 

reason for the riskiness is the lack of information and the difficulty to understand the 

available information. However, VCs are capable of understanding the riskiness 

associated with these startups and are also better positioned to spot the potentially 

successful startups. Hence, VCs act as important intermediaries by bridging the equity gap 

caused by the nature of startups (Lerner, Leamon & Hardymon, 2011; Block & Sandner, 

2009; Berger & Udell, 1998; Wright & Robbie, 1998). 

 

The financial crisis in 2008 effected the VC and angel investment funding that have been 

important for startups (Block & Sandner, 2009; Avdeitchikova, 2008). VC firms are 

moving away from very early stage financing due to the riskiness associated with this 

stage. The VC industry is highly competitive and they have to make profitable investments 

to survive, thus making seed stage funding less attractive for them (Block & Sandner, 

2009; Mason, 2009).  

 



Hence, the access to seed stage financing seems to have become more difficult. However, 

Brodersson, Enerbäck and Rautiainen (2014) argue, based on the framework by van 

Osnabrugge (1998), that the novel method of ECF might have the possibility to fill this gap 

between the financing of friends and family and VC funding. Thus, the growth of ECF has 

the potential to bridge the financing gap that startups face (Brodersson et al., 2014). 

 

 

 

 
 
 
 
 

  

 
 
 

2.2 Crowdfunding 

CF is a funding method derived from the broader concept of crowdsourcing, where in both 

cases contributions are solicited from the crowd, i.e. the general public (Belleflamme et 

al., 2012). CF is predominantly used to raise capital by connecting entrepreneurs with 

investors over the Internet. CF is recognized as a novel way for entrepreneurial 

individuals or groups to fund artistic, business or social-related ventures by using internet 

platforms to draw small contributions from the general public (Mollick, 2013). 

 

The process of raising capital through CF includes three parties, the project creator who 

sets a funding goal and deadline for the fundraising, the crowd, and an intermediary 

between the first two parties. The intermediary, also referred to as a CF platform, provides 

information and acts like a matchmaker between the entrepreneur and funders (Tomczak 

& Brem, 2013). Currently, CF consists of four main types that include donation-based, 

lending-based, reward-based, and equity-based (Belleflamme et al., 2014).  

 

CF has the potential of providing ventures with a significant amount of capital 

(Crowdsourcing, 2015; Wilson & Testoni, 2014), and has experienced significant growth 

globally, increasing the total CF volume from $6.1 billion in 2013 to $16.2 billion in 2014 

(Crouwdsourcing, 2015). In addition, projects seeking funding appear to have a good 

chance of raising the targeted amount of funding. For example, 44 percent of the projects 

 



listed on the CF platform Kickstarter successfully closed their funding rounds 

(Kickstarter, 2015), thus showing potential to extend the possibilities of raising capital 

beyond the traditional sources. 

 

Many note that CF is reaching a more mature stage of its development, which is further 

supported by the industry report by Massolution (2014). Giudici et al. (2012) single out 

three underlying factors as main contributors to the degree of successfulness of CF: (1) 

current shortage of seed capital in the market; (2) the development of Web 2.0 

technologies, enabling CF platforms to connect initiators and the crowd, and (3) the 

success of crowdsourcing. However, it remains unclear to what extent will CF substitute 

other traditional forms of venture funding (Mollick, 2013). 

2.2.1 Types of Crowdfunding 

CF itself is not one specific financing method, but is divided into four main types (Wilson 

& Testoni, 2014; Mollick, 2013; Infodev, 2013) that are briefly explained next.  

 

1. Donation-based 

Commonly used for fundraising projects or ventures with philanthropic purposes. 

Funders make donations without receiving any ownership or monetary compensation in 

return.  

 

2. Reward-based 

Funders provide capital for a project or a venture and receive a non-monetary reward in 

return. Different types of rewards include public acknowledgement, a gift of appreciation 

or the possibility for engaging in the cause. Alternatively, funders can be rewarded by 

gaining pre-access or other special benefits related to the purchase of the product.   

 

3. Lending-based 

Also known as peer-to-peer lending, is a direct alternative for bank loans. By pre-

determined rates of return, agreed by the lender and borrower, ventures can receive debt-

capital by borrowing directly from the crowd.  

 

 

4. Equity-based 

Funders are treated as equity-investors receiving a stake in the business in exchange for 

monetary investments. Based on the amount of capital that the entrepreneur wants to 

raise in exchange for equity, each funder receives a proportional share depending on the 

size of the investment. If the entrepreneur aims to raise $100,000 in exchange for 25 

percent of its equity and each funder invests $1,000, the funder will obtain 0.25 percent 

of equity of the business.  



2.3 Equity Crowdfunding 

Due to limited figures available for ECF, this section begins with a description of the 

current market of CF and ECF, then discusses how ECF platforms operate, the incentives 

and challenges associated with ECF, and the current regulatory framework of ECF. 

2.3.1 Market 

CF experienced a global growth in 2014 in total funding of 167 percent, totaling $16.2 

billion in 2014 compared with a total funding volume of $6.1 billion in 2013. In 2015, the 

global CF market is estimated to reach a total funding volume of $34.4 billion 

(Crowdsourcing, 2015). The growth of CF in Asia contributed largely to total growth and 

represents the second largest market ahead of Europe with a market volume of $3.4 

billion. North America continues to represent the largest CF market, where total market 

volume reached $9.46 billion in 2014. 

 

In Europe, the CF market grew by 144 percent between 2013 and 2014, representing an 

increase from €1.2 billion to nearly €3.0 billion (Zhang et al., 2015). In contrast, the total 

market volume of ECF in Europe has increased from €23.4 million to €193 million 

between 2012 and 2014. Despite its small share of total market volume of seed-stage 

funding in Europe, that was valued at €7.5 billion in 2013, the ECF market grew by 724 

percent between 2012 and 2014 (Zhang et al., 2015). The Nordic market is currently 

estimated to consist of 20 relatively young ECF platforms that provided funding of €6.7 

million in 2014, demonstrating a rapid growth from only €0.1 million in 2012 (Zhang et 

al., 2015) .  

 

2.3.2 Platforms 

ECF involves three parties: 1) the entrepreneur pursuing equity investors, 2) the crowd 

that is seeking investment opportunities, and 3) the ECF platform facilitating the 

transaction between the entrepreneur and the investors (Mollick, 2013). Most of the 

platforms operate on an all-or-nothing principle, meaning that if the listed company 

reaches the funding goal, the project will be funded. If the project does not reach the 

funding goal, the capital will be returned to the investors (Mollick, 2013). 

 

To understand the current differences among ECF platforms, 14 platforms were 

compared (Appendix A). All but four platforms were founded between 2011 and 2012. 

The majority of the platforms were based in the United States and Europe. 

 

Before an ECF campaign is launched, the platforms screen both the company and the 

investment proposal that the entrepreneur is seeking funding for. There is no 



standardized method for the selection as different methods are adopted by platforms 

(Collins & Pierrakis, 2012). 

 

The criteria for companies looking to be listed on the Finnish platform, Invesdor, are the 

following: a company has to work ethically and follow the respective law of the country. 

It must be a limited liability company registered on the trade register. Companies with 

impaired credit ratings cannot be listed. The company must have clear goals, strategies 

and target groups. Moreover, Invesdor requires the company to show growth potential, 

the key personnel is committed for the company and they put time and effort for the ECF 

funding project. Additionally, the prospect company has to have a website and presence 

in social media that are regularly updated during the funding round (Invesdor, 2015).  

 

The platforms in the European Union do not have requirements for investors. 

Contrastingly, only accredited investors are currently allowed to invest into ECF 

platforms until the JumpStart My Business Act Title III is passed in the United States that 

regulates ECF (Reginfo, 2012). The Israel-based ECF platform, Ourcrowd, also requires 

investors to be accredited. According to US law, an accredited investor is a high net worth 

individual with more than $1 million in assets (Schwartz, 2013).  

 

CF platforms, including ECF platforms, are predominantly for-profit businesses. The 

platforms typically adapt a revenue model that is tied to a transaction fee that is paid by 

the entrepreneur when the venture is listed on the platform (Agrawal, Catalini & Goldfarb, 

2013). This was also the case for each ECF platform that was examined for this study as 

all platforms charged a fee for the listed company. The cost of the fee consists of a listing 

fee plus taxes and some of the platforms also charge a success fee for the successful 

campaigns. Additionally, some firms charge a fee for the investors.  

 

2.3.2.1 Selection process 

Typically, platforms require investors to register on the platform. This is done to make 

them eligible to invest in the offerings, and to obtain information and the possibility for 

investors to communicate with the entrepreneur behind each offering (Trucrowd, 2015; 

Infodev, 2013). 

 

Platforms often list equity-offerings using a minimum disclosure agreement with the 

campaign owners, not making any further judgments or recommendations of the content 

of the offering. The lack of pre-investment screening can increase the risk associated with 

ECF investments (Wilson & Testoni, 2014). 

 

However, the investor notifies the entrepreneur once the investor has decided on an 

interesting offering. Then, the entrepreneur approves the investor and provides 

additional information regarding the issuer and offering (Trucrowd, 2015; Infodev, 



2013). This enables the crowd to provide insightful feedback for the entrepreneur that 

can include valuation of the equity, input regarding the product, or the content of the 

business plan (Ahlers et al., 2012). 

 

The investor finalizes the decision to invest by notifying the entrepreneur by pledging to 

invest a specified amount. Typically, the money is transferred to the entrepreneur once 

the target amount is reached. Most platforms allow investors to reconsider their choice of 

investment up to the day the funds are set to be transferred (Trucrowd, 2015; Wilson & 

Testoni, 2014). If the campaign does not hit the target amount, the equity purchase is 

canceled and investors are refunded and the entrepreneur does not receive the 

investments (Trucrowd, 2015).  

 

2.3.3 Incentives & Challenges 

The incentives of ventures to engage in ECF are summarized in terms of motivations and 

benefits of using ECF in the following sections. Subsequently, challenges in terms of fraud 

and valuation regarding ECF are discussed. 

2.3.3.1 Incentives 

Motivations for using ECF 

 

Currently there is little published research that refers to ECF in terms of motivations, but 

the desire to fundamentally understand motives for engaging in CF extends the general 

research (Gerber, Hui & Kuo, 2012).  However, it is argued that due to heterogeneous 

investment motives among the types of CF, research within the area is applicable and of 

relevance to ECF (Wilson & Testoni, 2014). Motivations for using CF are categorized in 

terms of the creator and the crowd (Gerber et al., 2012). 

 

Bellaflamme et al. (2014) identify three main reasons explaining why creators choose to 

engage in CF. Reasons include the possibility to obtain financing, the development of 

publicity when initiating a project, and the potential to receive feedback of the offering. 

Additionally, Mitra (2012) argues that donation and reward-based CF campaigns are seen 

to appeal to funders’ personal beliefs and interests, while equity and lending-based CF are 

seen to best suit digital applications, computer games, films, music or literature.  

 

Gerber et al. (2012) have investigated the motivations of creators by analyzing empirical 

data obtained from interviews with creators of CF campaigns from which they extracted 

five detailed motivations. First, creators saw CF as an efficient way to raise funds due to 

the ease of using web-based technology to collect financial support from several people. 

Second, by posting their project on the platforms, creators hoped to not only raise funds, 

but also to exploit the possibility of spreading awareness about their project. Third, one 

motivation arose from the opportunity to form friendly connections through long-term 



interaction with backers. Generally, the CF platforms enable social interaction through 

messaging functions, resulting in relations extending far beyond a single financial 

transaction.  

 

The fourth motivation was the want for approval of their work and their selves. The 

number of supporters and amount of money raised often serves as a quantification of this 

particular motivation. Furthermore, creators are motivated by the possibility to maintain 

greater control of the project, while the use of other funding methods often force the 

creator to give up ownership of the business for exchange of capital. 

 

Research suggests that the motives of a typical investor in CF projects differ from those of 

other investors. Opposite to a traditional investor, a CF investor generally has fewer 

motives for obtaining financial returns (Dapp & Laskawi, 2014). Likewise, Wilson and 

Testoni (2014) emphasize that financial returns are not the sole motive for the typical 

ECF investor. Rather, they argue that investors are likely to provide funding based on 

shared values, vision and interest in the creator. 

 

Since CF projects typically engage in philanthropic causes, Gerber et al. (2012) assume 

that similar motivations are present in ECF. Sympathy and empathy are seen as significant 

factors when funders consider reward and donation-based CF projects. For lending and 

equity-based CF, these feelings are less relevant, while social identity and concerns of 

social status are more prominent. Furthermore, Gerber et al. (2012) also suggest that the 

sense of involvement and belonging are important underlying factors for motivation. 

 

Benefits of using ECF 

 

Two groups of people find ECF particularly helpful in acquiring the support and money 

they need due to its positioning that include (1) entrepreneurs who are aiming to turn 

their ideas into feasible businesses, and (2) owners of small ventures trying to grow their 

businesses or keep them afloat (Stemler, 2013). ECF is particularly beneficial for small 

startups as it can generate large amounts of capital formation that could otherwise be 

extremely difficult to obtain (Mitra, 2012). ECF ventures might not have easy access to 

traditional funding methods. Furthermore, ECF can potentially enable entrepreneurs with 

little personal savings or wealth to access capital that they might not even be able to get 

through bootstrapping (Griffin, 2012). 

 

Another major benefit from the use of ECF that can help the venture save costs is argued 

to be the voluntary task force of consumers (Mitra, 2012). A large group of consumers 

may be able to provide better and faster insights compared to only a small group of 

investors, and this in turn can decrease the time it takes to develop a new product. 

Furthermore, from a marketing perspective, ECF can be especially beneficial since an ECF 

venture that is backed up by a large and committed crowd is probable to achieve better 



customer acceptance (Mitra, 2012). This, in turn, can generate a higher degree of 

awareness of a new product. 

2.3.3.2 Challenges 

Fraud 

Literature recognizes the fear of fraud and entrepreneurs with wrong intentions when 

soliciting the crowd as the main concerns of ECF. Despite the growth in ECF, few reported 

cases of fraud have surfaced (Wilson & Testoni, 2014; Mollick, 2013; Infodev, 2013). 

Mollick (2013) found that from a sample of 43,193 projects on the CF platform Kickstarter 

only 4 cases were fraudulent. ECF platforms ASSOB and Crowdcube have funded $136 

million for more than 200 companies without any case of fraud (Infodev, 2013).  

 

Despite the few cases of fraud, the original intentions of entrepreneurs in some cases have 

been problematic and the creators have been unable to fulfill their initial promises 

(Mollick, 2013; Infodev, 2013). However, Kantor (2014) points out that the risk of fraud 

is a legitimate concern and argues that signing agreements and easing regulations such as 

the JOBS Act, leads to less regulatory problems for ventures before preparing an offering 

for the public. These offerings are supervised and controlled individually by the platforms 

but there is a need for stricter governmental control for security regulations to mitigate 

future growth of fraudulent business proposals (European Commission, 2015; Kantor, 

2014; Mollick, 2013). 

 

Wilson and Testoni (2014) also recognize the need for additional governmental 

involvement but believe that the loss resulting from poor investment decisions by 

individuals is greater and therefore of greater importance to the government. Infodev 

(2013) proposes several tactics in order to mitigate the potential of frauds: mandatory 

checkups for campaign-issuers, obligatory financial disclosures and stricter national 

regulatory bodies overseeing the actions of platforms against fraudulent behavior. 

 

Valuation 

Only a few ECF platforms use their own standardized valuation process, commonly the 

platforms refer to general company valuation methods that can be applied in practice 

(Dapp & Laskawi, 2014). In both traditional and ECF funding due diligence is seen as a 

crucial determinant when evaluating the potential return on investments (Wilson & 

Testoni, 2014). Additionally, the European Commission (2015) emphasizes the need for 

skills to value ventures adequately. 

 

Interested investors face a challenge when weighing the opportunity and risk due to the 

small amount of valuation-relevant data available on platforms. Moreover, due to the 

nature of the investment method where people are invited to join, the crowd often 

includes people lacking capabilities to use information accurately enough to estimate the 

value of ventures (Dapp & Laskawi, 2014). Furthermore, there is a risk of the crowd 



creating social biases and herding behavior that might cause further challenges for the 

valuations (Wilson & Testoni, 2014). Research indicates that the crowd and 

entrepreneurs are often initially overoptimistic about the possible outcomes (Mollick, 

2013; Agrawal, Catalini & Goldfarb, 2011). 

 

Kantor (2014) emphasizes the lack of knowledge as well as possessing the necessary skills 

to identify prosperous investments as typical traits of ECF investors. Moreover, the author 

believes that compared to other investors, such as angel investors and VCs, the average 

ECF investor is ill-equipped, increasing the potential for smaller financial returns on 

investments. Dapp and Laskawi (2014) suggest that an international quality label should 

be developed to assure investors that an efficient valuation method has been used to 

validate a company’s valuation.  

 

2.3.4 Corporate Governance 

Corporate governance is fundamentally the system of controls in a corporation 

attempting to protect and monitor the participants that have rights and responsibilities 

in a corporation (Cornelius & Kogut, 2003). The mechanism of corporate governance 

establishes rules such as how the board of directors are elected, the distribution of profit 

for shareholders and protection of overall shareholder rights (Cornelius & Kogut, 2003; 

La Porta, Lopez-de-Silanes, Shlefer & Vishny, 2000). 

 

Fundraisers are exposed to large and potentially diverse set of investors when engaging 

in ECF. Investors might have different expectations and demands and do not always 

understand the rights and expectations of an equity holder. Issues handling complaints or 

other enquiries might pose a problem particularly for equity crowdfunded businesses, as 

they might not possess the full knowledge of managing such complex issues within the 

venture (European Commission, 2015; Wilson & Testoni, 2014) 

 

To tackle this issue ECF platforms have taken on different investment structures, some in 

which the platforms act as nominee shareholders managing the investment on the behalf 

of the shareholders. Another way of handling the issue is to provide a lower class of shares 

that do not include voting rights, thus not affecting corporate governance (Massolution, 

2014). 

 

2.3.5 Laws & Regulations 

Policymakers face pressure for developing the regulatory environment of ECF due to its 

growing potential as both an innovative method and a driver for creating economic 

growth and employment (Wilson & Testoni, 2014). Jurisdictional complexities mainly 

arise in equity and lending-based CF because these methods offer the public an 



opportunity to receive stock or bonds in exchange for capital (Wilson & Testoni, 2014; 

Schwartz, 2013). In comparison, donation and reward-based financing models are very 

simple and do not cause regulatory complexities because financial securities are not 

exchanged (Wilson & Testoni, 2014). 

 

Traditionally, strong investor protection has been the main goal of legislators in order to 

protect investors from fraud and exploitation, and this has been one of the main concerns 

regarding ECF (Hornuf & Schwienbacher, 2014; Mollick, 2013). Despite the skepticism 

towards ECF and the early development stage of the regulatory environment, 

entrepreneurs can access funding in perhaps a simpler way than ever before that has led 

to the implementation of laws that permit fundraising through the Internet. Additionally, 

the steady decline in seed-stage funding for startups through traditional methods since 

the financial crisis in 2008 has increased the pressure to develop the regulations (Bains, 

Wooder & Guzman, 2014; Dapp & Laskawi, 2014).   

 

Due to the novelty of ECF the regulatory environment differs among countries. The United 

States and the European Union form the two largest markets for ECF, and legal efforts 

have been made within these markets in order for startups to engage in general public 

solicitation (Hornuf & Schwienbacher, 2014). General solicitation is the act of publicly 

advertising an investment round in a private company through mass communication 

(Schwartz, 2013). 

 

In the United States the general solicitation ban was lifted after the JOBS Act was passed 

in 2012 (Schwartz, 2013). Legislation within the European Union lacks uniformity among 

member states. However, there have been efforts to harmonize the legislation among 

member states (Wilson & Testoni, 2014). The following section discusses the regulatory 

conditions of the two major markets in more detail. 

 

Attempts to harmonize the regulations for ECF have already been made, due to the 

positive economic benefits of this method (Hornuf & Schwienbacher, 2014). For example, 

a prospectus disclosure must be presented on an ECF platform if the offering of securities 

exceeds €100 thousand, however, this might be increased to €5 million among EU 

member states (Hornuf & Schwienbacher, 2014). A prospectus document comprises a 

disclosure that describes the financial security for the potential investor. 

 

In April 2015 a Finnish ECF platform Invesdor was the first platform in the European 

Union to become an accredited platform regulated by the Markets in Financial 

Instruments Directive (MiFID) supervised by the Finnish Financial Authority (Invesdor, 

2015). The goal of the MiFID is to harmonize the legislation of ECF in the European Union. 

The license allows Invesdor to offer investment opportunities to people outside of Finland 

thus making the scope of potential investors much greater (Invesdor, 2015).    

 



President Obama signed the JOBS Act in the United States in 2012. The JOBS Act has been 

a meaningful amendment to the Securities Act of 1933. The amendment allows 

entrepreneurs to raise capital without having to comply with costly SEC registration fees 

and open up new sources to seek capital for their ventures (Mollick, 2013; Schwartz, 

2013). The Jobs Act Title III that specifically regulates CF has not been implemented yet 

as the ruling is set to take place in October 2015 (Reginfo, 2015).  

 

In order to minimize the risk of fraud, economic regulations were included in the Act. 

These were addressed for both the issuer and investor depending on the investor’s 

economic background. Restrictions on raising capital limit the entrepreneur to raise a 

maximum amount of $1 million per year through a CF platform (Schwartz, 2013). By 

complying with this restriction the issuer is not required to file a statement for 

registration for the SEC. However, the following conditions must be fulfilled: usage of the 

platform, limitations to individual investments and certain disclosure requirements for 

the investor (Hornuf & Schwienbacher, 2014). 

 

2.4 Investment Companies 

“Investment companies are financial intermediaries that collect funds from individual 

investors and invest those funds in a potentially wide range of securities or other asset 

classes” (Bodie, Kane & Marcus, 2009, p. 88). According to Bodie et al. (2009) the essential 

idea behind these companies is to pool assets of individuals so that they realize the 

benefits of large-scale investing. This function provides many significant advantages for 

the individual investor who would otherwise have to manage investments individually 

(Pozen & Hamacher, 2011; Bodie et al., 2009). These advantages include administration 

efficiencies, diversification of investments, professional management, investor protection 

and low transaction costs. 

 

Investment companies are usually divided into two different management structures: 

close-end and open-end funds. Ownership in an open-end fund provides great liquidity 

for the owner. Shares in an open-end fund can be sold at any point during a business day 

for the net asset value of the shares. Close-end funds do not offer similar liquidity for the 

owner because these funds do not redeem the shares back in the fund. Instead the owner 

wishing to liquidate the assets has to find a buyer in the market (Pozen & Hamacher, 2011; 

Bodie et al., 2009). However, it is important to acknowledge that technology has facilitated 

the proliferation of new consumer demands in the industry (Jayawardhena & Foley, 

2000). 

 

Mutual funds are the most common form of open-end investment companies (Bodie et al. 

2009). Mutual funds pool the capital together that is then allocated to specific asset classes 

such as equities and bonds. All returns from these assets including dividends, capital gains 

and interests are returned into the fund. Similarly all costs occurring from managing the 



mutual fund such as operating fees are allocated between the owners — hence the name 

mutual fund (Pozen & Hamacher, 2011; Bodie et al. 2009).  

 

2.4.1 Venture Capital & Private Equity 

Several different definitions exist for PE and VC and the terminology is often regarded as 

unclear for people outside the spectrum of the industry (Lerner et al., 2012). PE refers to 

investing in companies at a more mature phase, while VC investments are typically into 

companies at early stages (EVCA, 2015). The VC industry offers an attractive financing 

option for promising ventures from a larger group of funding methods that include debt 

financing. The major difference between equity investments and debt financing is the 

active role the VC takes in the startup (Lerner et al., 2012; Davila, Foster & Gupta, 2003). 

 

There are several value adding mechanisms that VCs use to help the company grow in 

addition to capital commitments such as networks, management, strategic advices and 

operating expertise (Ehrlich, De Nobel, Moore & Weaver, 1994). Chemmanur, Krishan and 

Nandy (2011) found that these value adding strategies improved the efficiency of venture 

backed companies compared to firms that did not receive funding from VCs. Moreover, 

factors such as growth rate, productivity and a larger amount of patents seem to be higher 

on average in firms that have received funding from VCs (Croce, Marti & Murtinu, 2013). 

 

In addition to the management skills, networks and experiences that VCs bring to nurture 

their portfolio companies to their full potential, PE companies are also important 

intermediaries in filling information problems that exist between investors and 

entrepreneurs (Lerner et al., 2012; Berger & Udell, 1998; Wright & Robbie, 1998).   

 

The agency problem introduces challenges for VCs that invest in early stage companies. 

Whereas investments in the stock exchange are very liquid, VC investments are illiquid 

because the companies they invest in are not traded on the stock exchange, making the 

exit challenging (Wright & Robbie, 1998). Therefore, VCs face a tradeoff between illiquid 

investments and highly uncertain returns for the underlying aimed at a hope of high 

returns in the future (Wright & Robbie, 1998). VC companies need to have specialized 

skills that can be used to diminish or even eliminate these problems in order to realize 

these high returns (Lerner et al., 2012; Wright & Robbie, 1998). Lerner et al. (2012, p. 6) 

point out that these proficiencies are important because they “enable companies 

ultimately to receive the financing that they cannot raise from other sources.”  

 

This scrutinizing process in which VCs use their abilities to assess the information of the 

prospect company is called due diligence. The process of due diligence explicitly examines 

factors such as market, team, competition and the company before making the decision 

whether to invest or not (Lerner et al., 2012). However, VCs receive approximately a 

thousand investment proposals every year out of which ten enter the costly due diligence 



process (Cumming & Johan, 2014). This often also involves outside consultants with 

experts from particular industries together with legal and financial advisors (Cumming & 

Johan, 2014). Thus, the scrutinizing process is thorough and means that the VCs do not 

leave any information uncertain before making the investment decision.      

2.4.2 Current State of Private Equity and Venture Capital Industry 

Today, the PE and VC industry is a highly competitive environment that provides funding 

for companies around the world. Industry data shows that there are approximately 4,500 

PE and VC companies that have $2.3 trillion of assets under management and the United 

States comprises the largest region (Lerner et al., 2012). The high competitiveness has led 

companies to differentiate themselves by offering additional services and partnerships 

with other actors in similar industries (Lerner et al., 2012). The growth has been 

remarkable since the 1970s but especially the economic crisis in 2008 left many 

wondering how the industry would evolve in the future (Lerner, 2011). 

 

It has been documented that the industry follows cyclicality that is characterized by firms 

in intense competition leading to pay a premium for target companies during times of 

rapid growth. Lerner (2011) notes that this pattern is not sustainable and can lead to low 

returns and possibly causing economic bubbles in the industry. Interestingly enough it 

seems that PE firms perform better during difficult times (Lerner, 2011). Researcher 

suggests that certain industries, such as the biotechnology industry, are currently living 

in a post-VC era causing them to look for new funding sources (Bains et al., 2014). 

Avedeitchikova (2008) also argues that VCs have shifted their investments increasingly 

towards more mature and established companies and leaving young ventures in troubles 

receiving VC capital.  

 

2.4.3 Fund Managers 

One of the advantages of individual investments into investment companies is the fact 

that investment professionals manage the funds. The fund managers have a fiduciary 

responsibility to manage shareholders’ investments “with the same degree of care and 

skill that a reasonably prudent person would use in the same situation or in connection 

with his or her own money” (Investment Company Insitute, 1999, p. 11). 

 

A main responsibility of fund managers is portfolio management (Investment Company 

Institute, 1999). Portfolio refers to the assets that the fund has ownership in (Pozen & 

Hamacher, 2011). Portfolio management includes responsibilities including valuation 

and compliances and oversight of the portfolio (Investment Company Institute, 1999). 

 

Investment companies operate as important intermediaries in the market between 

shareholders and companies. The fund managers possess the knowledge and resources 



to understand the information asymmetries that investing in the stock market features 

(Pozen & Hamacher, 2011; Bodie et al., 2009). The fund managers rely on tools such as 

fundamental analysis, quantitative analysis and technical analysis when examining 

market movements (Pozen & Hamacher, 2011). These methods are usually complex and 

therefore individual investors trust their fund managers to allocate their funds. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



3          Methodology & Method 

This chapter provides a description of the underlying research philosophy that influenced 

this study and the research method is discussed as well. 

3.1 Methodology 

Prior to the collection of data, it was important to understand the underlying research 

philosophies to help choose the appropriate research approach that would ultimately 

guide the selection of the most suitable research technique for this study. First, traditional 

research philosophies were thoroughly evaluated to support the selection of the research 

approach and the chosen method. 

 

Out of a large pool of scientific ideologies, hermeneutics, or interpretivism, and positivism 

are recognized as two central principles used to guide research (Ritchie & Lewis, 2003). 

Advocates of the theory of positivism believe that only observable phenomena will lead 

to the production of reliable data, and existing theory is likely used to develop hypotheses 

for the generation of the research strategy (Saunders, Lewis & Thornhill, 2009). 

 

In comparison, interpretivism emphasizes emotions and values (McLaughlin, 2007) and 

it is believed that individuals and groups generate meaning that is affected by the 

interpretations, feelings and beliefs of the participants (Williamson, 2002). Furthermore, 

unlike positivists, interpretivists continuously develop theory throughout the collection 

of data (Taylor, Wilkie & Baser, 2006). However, this study does not embrace either 

philosophy in its purest form. 

 

Since the purpose of this study is to explore the perceptions of fund managers on ECF, the 

ability to interpret the perceptions and feelings of the participants played a central role 

for answering the research questions. The authors did not have predetermined 

assumptions about the outcome, and theories and research questions were polished 

throughout the development of the study. Thus, this research drew inspiration from the 

philosophy of interpretivism. 

 

Similarly to the research philosophies, there are two major styles of reasoning that are 

recognized as deductive and inductive (Williamson, 2002). These research approaches 

will assist the researcher with deciding on the type of research method that will be 

undertaken. The deductive approach uses data to evaluate propositions and to test 

hypotheses that are connected to existing theories (Saunders et al., 2009; Ritchie & Lewis, 

2003). 

 



An inductive approach generates theory from the collected data in which researchers 

have few presumptions (Saunders et al., 2009). Since ECF is a relatively new form of 

investment and research within the field is still at an early stage, an inductive approach 

was chosen to be most suitable to answer the research questions and meet the purpose 

of this study. Additionally, induction emphasizes gaining an understanding of the 

meanings people attach to events (Saunders et al., 2009); this was particularly valuable 

for the authors of this research to attain. 

 

A qualitative research method was chosen in order to answer the research question of 

this study, as opposed to a quantitative method. Qualitative methods are generally 

associated with the inductive approach (Ritchie & Lewis, 2003) and are likely to highlight 

words rather than quantify during the collection and the analysis of data (Bryman & Bell, 

2003), whereas quantitative methods seek to quantify data and phenomena are measured 

through statistical evidence (Ritchie & Lewis, 2003). 

 

Due to the nature of the study, it was deemed accurate to use a qualitative research design, 

since it enabled an in-depth and detailed exploration of ECF, and this is important to be 

able to analyze what people do, know, think and feel (Patton, 1990). Moreover, a 

qualitative research strategy tends to generate theory out of research (Bryman & Bell, 

2003). In addition, since this study explores the perceptions of a relatively new 

phenomenon in ECF and is not quantifiable, a qualitative research design was most 

appropriate. 

 

In short, interpretivism was chosen as a guiding philosophy to evaluate perceptions and 

feelings. Induction was selected for the suitable research approach, since it was valuable 

for the authors of this study to gain an understanding of the perceptions that fund 

managers affiliated with ECF. Finally, a qualitative research design was implemented to 

thoroughly analyze words and meanings, which would not have been possible through 

quantitative methods. 

3.2 Method 

The way in which the research is designed depends upon the researchers own 

preferences, research philosophy and ideas about the strategy and method for conducting 

the research (Saunders et al., 2009). Additionally, Vogt (2008) suggests that the research 

design should reflect the research questions and support in solving the research problem. 

The research can have more than one purpose, and different types include exploratory, 

descriptive and explanatory (Saunders et al., 2009) and the purpose can change 

throughout the process (Robson, 2002). 

 

Exploratory research may be used to gain new insight and assess information of a certain 

phenomenon (Robson, 2002). The purpose of this study is to discover the perceptions of 

Swedish FMs regarding the nature of ECF and their interest in it and therefore combines 



an explorative and descriptive nature. Furthermore, as Saunders et al. (2009, p. 140) note, 

exploratory research is “flexible and adaptable to change” and this was seen as an 

advantage during the progress of this study.   

3.2.1 Data collection 

The collection of data consisted of two stages. First, the collection of secondary data 

through a comprehensive literature review was commenced and was followed by the 

gathering of primary data through interviews of Swedish FMs. 

3.2.1.1 Secondary data 

A comprehensive literature review was conducted to cover the relevant areas for the 

study and to attain valuable information of the development of the ECF industry as well 

as its current stage. Subject-related data was collected through the library at Jönköping 

University and electronic databases that included the peer-reviewed databases Scopus 

and SAGE Publications. 

 

Two different types of secondary data sources were used for this study that are 

categorized by Saunders et al. (2009) as multiple-source and documentary secondary 

data. Multiple-source data mainly consisted of books, scientific journals and industry 

statistics and reports, and documentary secondary data included organizations’ websites. 

A list (Appendix A) of ECF platforms was compiled to get a better understanding of them, 

and this assisted the writing process that covered the platforms in chapter two. 14 

platforms were chosen, since it provided a sufficient enough of information regarding 

their similarities and differences as a clear pattern of their functions began to emerge. 

However, it is possible that more platforms exist with varying functions than of those that 

are covered in this thesis. 

 

Multiple-source data was particularly useful for obtaining comprehensive information 

regarding ECF, laws and regulations associated with ECF, and alternative funding 

methods, as well as theories and additional implications related to the financial industry. 

Documentary secondary data was mainly used to visit several ECF platforms and gain a 

better understanding of the funding process and different functions of these platforms. 

 

Different data sources provided key information for the formulation of the research 

questions and influenced the main themes covered in the interviews with the FMs. 

Additionally, the secondary data sources reviewed for this study expanded our knowledge 

of the area and most importantly, assisted in stipulating new perspectives of the research 

topic. 

 
 
 



3.2.1.2 Case study 

A case study is particularly useful when only a limited amount of information exists of the 

field of research that is under examination (Kumar, 2011). Moreover, the case study 

strategy is favorable in answering questions such as “why”, “what” and “how” (Saunders 

et al. 2009), and this was in alignment with the exploratory nature of the study. 

 

A single case study strategy was applied to answer the research questions and was found 

particularly suitable for the exploratory nature of this study: exploring the perspectives 

of Swedish FMs of ECF. The research questions and objectives of the study, the existing 

knowledge of the research topic, the time and resources at disposal, as well as the 

underlying research philosophies shape the choice for an appropriate research strategy 

(Saunders, et al. 2009).  

 

Yin (2009) notes that a single case study can be applied when the subject under 

examination is one that is unique and that few have previously considered. Since ECF is a 

relatively new funding form and remains rather unexplored, a single case study was 

suitable in acquiring in-depth information through interviews of Swedish FMs to answer 

the research questions. 

 

Hence, the research strategy of this study was influenced by the design of a single case 

study. Furthermore, the research strategy took on an embedded case dimension, instead 

of a holistic one, since multiple FMs were interviewed for this study. Each individual 

Swedish FM formed an embedded unit of analysis, and this was useful in interpreting the 

perspectives of Swedish FMs of ECF in-depth. The structure of the research design 

therefore applied the form of a single embedded case study. ECF emerged from the 

context of seed-stage venture funding as the case, and Swedish FMs represented the 

embedded units of analysis. 

3.2.1.3 Semi-structured Interviews 

Interviews allow the researcher to enter into another person’s perspective (Patton, 1990). 

Since the purpose of this research was to explore the perceptions of FMs, interviews 

provided the best alternative to collect the appropriate data to answer the research 

questions. Interviews can either be quantitative or qualitative (Saunders et al., 2009; 

McLaughlin, 2007). Quantitative interviews typically are used to gather data for a 

quantitative analysis and questions are pre-determined. This type would not be suitable 

for this research, since FMs have different levels of awareness and opinions of ECF and 

thus, using quantitative interviews would not produce the desired data. 

 

Qualitative methods focus mainly on the type of evidence that enables the researcher to 

comprehend the meaning of phenomena (Gillham, 2000). Qualitative interviews are 

typically used to analyze data qualitatively (Saunders et al., 2009) and use open-ended 

questions to be able to probe questions such as “why” and “how” are phenomena the way 



they appear (McLaughlin, 2007). Since the intention was to use such aforementioned 

questions, qualitative interviews were most appropriate for the purpose of this study. 

 

Semi-structured interviews are qualitative in nature and are non-standardized, and the 

researcher uses a list of selected themes and questions that are covered during the 

interview (Saunders et al., 2009). The themes are important in keeping the researcher 

within the study framework, although these can vary from interview to interview 

(Saunders et al., 2009; Denscombe, 2007). Furthermore, certain questions may be 

omitted, or additional questions may be required, for exploring the research questions 

and objectives depending on organizational contexts (Saunders et al., 2009). 

 

While a list of predetermined questions was prepared (Appendix B), semi-structured 

interviews develop into a conversational manner allowing all participants an opportunity 

to explore topics they consider important (Clifford, French & Valentine, 2010). Semi-

structured interviews were used for this study, since they allowed the interviewer to 

probe the answers of the participants.  

 

Certain themes and issues required additional questions in order to gain a comprehensive 

answer, and semi-structured interviews suited in answering the research questions of 

this study; structured or unstructured interviews would not have served as well as semi-

structured ones and would not have contributed to the research questions in the desired 

way. Moreover, semi-structured interviews are useful in cases when the purpose of the 

research is exploratory; when it is important to establish personal contact; and when the 

nature of questions are complex and open-ended (Saunders et al., 2009). These key points 

were important to meet the objectives of this study, since it was necessary to attain as 

personal and insightful answers as possible in order to meet the purpose and answer the 

research questions. 

3.2.1.4 Population & Sampling 

The purpose was to discover the perceptions of Swedish FMs regarding the nature of ECF 

and their interest in it, and non-probability sampling was used as an appropriate 

technique to collect the data. Due to the nature of the study, the aim was to gather data 

from FMs, but it would have been impractical and costly to try to interview the entire 

population, i.e. all FMs in Sweden, and this would have included every professional who 

had the responsibility of managing a fund. Therefore, due to the nature of ECF as a method 

of financing mainly young ventures, the decision was made to narrow the sample 

population down to FMs who were responsible for managing funds that invested into 

SMEs. A comprehensive search for FMs that were employed at mutual fund companies, 

VC firms and PE companies was carried out. 

 

Due to tight deadlines of this study, it was important to use sampling to save time and the 

organization of data collection was more manageable with fewer people involved 



(Saunders et al., 2009). Moreover, collecting data from fewer cases also makes it possible 

for the collection of more detailed information (Saunders et al., 2009). 

 

Non-probability sampling was used for this study, since it was most appropriate for 

meeting the purpose and answering the research questions. Furthermore, convenience 

sampling was applied after it was understood that neither could data be collected from 

the entire population, nor were statistical implications relevant. The purpose of the study 

was exploratory and descriptive in nature, individual cases were not difficult to identify 

and the sample to be selected was not small, and little variation occurred in the population 

(Saunders et al., 2009). An in-depth perspective of FMs was needed to answer the 

research questions and to attain theoretical insights for the analysis. The research 

questions did not require generalizations, and therefore non-probability sampling was 

useful. In addition, convenience sampling enabled the careful selection of the sample size. 

3.2.1.5 Primary data 

Empirical data were collected through seven semi-structured interviews. Once this 

process was completed, emails were sent out to the FMs for an interview request and a 

short description of the topic and themes were included. Five interviews were conducted 

over a two-day period in Stockholm, due to convenience issues that made the timing of 

the interviews more efficient. Two interviews were held in Jönköping. 

 

The FMs held key roles within their respective organizations, and it was necessary that 

the participant had significant experience from managing funds and possessed industry 

skills and knowledge that were accumulated over several years of experience working 

within the field. Additionally, out of the seven FMs that participated in this study, four 

were male and three were female. 

 

All interviews were held in person (Table 1.), and this helped establish personal contact 

and it was deemed more likely to attain in-depth perspectives and have the chance to 

probe answers that might not have been possible through electronic communication. All 

authors of this study participated in each interview, where one always directed the 

interview while the other two were able to probe answers. 

 

Three interviews were conducted in Swedish, because the FM felt more comfortable this 

way, while the rest of the interviews were completed in English. In addition, all interviews 

were recorded with the FM’s consent, and this was especially valuable to be able to focus 

on the actual interviewing process. As Clifford et al. (2010) note, recording the interviews 

allows the researcher to focus entirely on the interaction without the pressure of having 

to record all participants’ words in a notebook. 

 

The anonymity of the FMs was emphasized prior to each interview to allow the FMs to 

speak more freely, and to avoid any possible bias that might otherwise occur during the 



transcription and analysis processes. Instead of writing down the names of the 

interviewees, code names were randomly assigned to each FM and were appointed the 

following labels: FM1, FM2, FM3, FM4, FM5, FM6 and FM7. Following is a table of the 

length of each interview. 

 

 
 

3.3 Data analysis 

 

The empirical findings of this study were gathered over seven interviews. After the first 

five interviews, a pattern began to emerge and the findings started to resemble each other. 

However, two more interviews were conducted to have new data that would confirm the 

analysis. This is referred to as theoretical saturation, meaning that the researcher has 

reached the point when no relevant or new information surfaces from the data collection 

(Denscombe, 2007).  

 

Prior to the analysis of the data, a transcript of the interviews was created, meaning that 

the recordings of the interviews were converted into writing (Saunders et al., 2007). 

Furthermore, not only were the exact words transcribed, but also expressions and voice 

tones were included to be able to interpret the data more thoroughly in the analysis. A 

few interviews were conducted in Swedish, and they were later translated in the best 

possible way to capture the meaning instead of the exact words.  

 

To assist the process of the qualitative data analysis, the following five stages for guiding 

the process presented by Denscombe (2007) were used: 

 

1. Preparation of data 

2. Familiarity with the data 

3. Interpreting the data 

4. Verifying the data 

5. Representing the data 

 

Nevertheless, there were times when it was necessary to go back and forth between these 

stages, and this was done due to the iterative nature of analyzing qualitative data. The 

iterative nature of the process is explained by Denscombe (2007, p. 289) as “The 

qualitative researcher will often move back and forth between stages as part of the normal 

process of data analysis”. 

 



After a transcript of the interviews was created, a comprehensive coding process began 

and categories and themes were derived from the empirical data. Due to the non-

standardized and complex nature of the qualitative data, some type of categorization is 

often needed (Saunders et al., 2007). Therefore, the first step of the analysis process was 

the development of categories for the empirical data. 

 

After the formulation of categories of the empirical data, the next step was to unitize the 

data, and this refers to the process of attaching relevant ‘bits’ of the data to the 

appropriate categories (Saunders et al., 2007). This step of the analysis process was 

completed in order to discover key themes, patterns, and relationships that would emerge 

from the gathered data. Finally, the empirical findings were linked back to relevant theory 

and ideas from the frame of reference were tested.  

3.4 Trustworthiness 

To this date, a considerable amount of research involving ways to measure the quality of 

qualitative research has been carried out. Reliability and validity are typically used as 

important criteria to assess the quality of quantitative studies, but their relevance for 

measuring the quality of qualitative research has been discussed among qualitative 

researchers (Bryman & Bell, 2003). 

 

Several measures have been carried out to integrate reliability and validity into 

qualitative research (Bryman & Bell, 2003). This study relies on the concept of 

trustworthiness, referred to in Bryman and Bell (2003) and originally proposed by 

Lincoln and Guba (1985), for assessing the qualitative nature of this paper. 

 

Trustworthiness comprises four criteria and each has a corresponding criterion for 

assessing quantitative research: 

 

                                        credibility – parallels internal validity 

                                        transferability – parallels external validity 

                                        dependability – parallels reliability 

                                        confirmability – parallels objectivity 

 

Credibility refers to the extent to which others deem the research acceptable. To assure 

that this research remained credible throughout the process, it was highly important to 

meet the standards of good practice and the research findings were sent out to the FMs 

who participated for this study. The latter is referred to as member validation and is 

argued by Bryman and Bell (2003) to be important for the investigator to confirm that the 

studied social world is understood. Furthermore, triangulation was used to view the 

findings from more than one perspective, for example by linking and comparing them to 

previous research. 

 



Transferability covers concerns that qualitative research focuses typically on a study of a 

small group, i.e. depth rather than breadth, which is more represented in quantitative 

research. This creates the issue that the findings of the qualitative research cannot be 

replicated in another context or even in the same context but at a different time. However, 

this study challenges the issue of transferability and argues that the case study of Swedish 

FMs may be transferable to at least other Northern European countries, due to 

geographical closeness. 

 

Dependability entails “ensuring that complete transcripts are kept of all phases of the 

research process — problem formulation, selection of research participants, fieldwork 

notes, interview transcripts, and data analysis decisions — in an accessible manner.” 

(Bryman & Bell, 2003, p. 289) The idea of dependability was ensured over the process of 

writing and all of the authors participated in each interview and all research-related 

material is available upon request.  

 

Confirmability concerns ensuring that the researcher has not “overtly allowed personal 

values or theoretical inclinations manifestly to sway the conduct of the research and 

findings deriving from it.” (Bryman & Bell, 2003, p. 289) Although the same authors note 

that it is impossible to reach complete objectivity in business research, it was among the 

main priorities over the development of this research to act in good faith and to remain 

objective. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



4          Findings 

This chapter presents the empirical findings that were collected in the form of seven semi-

structured interviews. 

4.1 Perceptions of Equity Crowdfunding 

As one of the research questions of this study was to examine the perceptions of Swedish 

FMs of ECF, it was important to find out the overall awareness of FMs of ECF, and the 

attitudes that FMs associated with it. Overall, the empirical findings revealed that all FMs 

were aware of ECF and generally felt positively towards the phenomenon. The opinions 

varied when asked about opportunities and threats that ECF might pose on traditional 

funding methods. The findings are presented more in detail in the following sections. 

First, the awareness of FMs of ECF is presented, followed by the attitudes of FMs and 

potential opportunities and threats that ECF potentially poses on traditional funding 

methods. 

4.1.1 Awareness of Equity Crowdfunding 

All of the FMs were aware of the phenomenon prior to the interviews mainly from media, 

friends and family. Three FMs were capable of explaining how the different types of CF 

function and knew of cases in which a company had raised financing through ECF, while 

FM5 was the only one who was not able to identify any characteristics of ECF. None of the 

FMs had invested their personal capital into any type of CF. Additionally, FM4 and FM7 

had also professional experience with ECF. Overall, the findings show that the prior 

knowledge of the subject between the FMs ranged between extensive knowledge and 

general familiarity of ECF. 

 

ECF was referred to by FM6 as, “a fast growing phenomenon, where people seem to enjoy 

being part of projects and it is a social and fun way of raising funding” (FM6, 2015). 

 

FM4 had met the founder of the Swedish securities-based CF platform, Fundedbyme, 

when he was presenting the concept at the office where FM4 was employed. However, 

FM4 pointed out that the founder was mostly talking about CF. The company at which 

FM7 was employed had been asked if they would be interested in participating in an ECF 

campaign, but the cooperation eventually did not happen. However, FM7 had been 

participating in financing a company that had raised debt capital through peer-to-peer 

lending. 

 

 



4.1.2 Attitudes Towards Equity Crowdfunding and Its Possible 
Opportunities and Threats on Traditional Funding Methods 

1. Attitudes towards ECF 

 

One of the aims of the interview was to find out whether FMs had positive or negative 

attitudes of the novel financing technique, and generally, the FMs viewed ECF positively. 

However, FM4 saw more negative sides to ECF than positive ones. Despite the optimistic 

view that FMs had towards ECF, they still perceived it as a marginal phenomenon. An 

often conveyed concern of FMs was whether ECF should be used for making serious 

investments. FM6 expressed that “It is a fun funding method, but the question remains if it 

should be used in a business context” (FM6, 2015). 

 

A similar view was provided by FM1, who identified ECF as more of a form of gambling 

than a serious investment method, and stated that “It doesn’t mean that playing the lottery 

or betting on horses is necessarily bad for society, because you get a kick from being able to 

dream. It’s your own money, so you can do what you want with it” (FM1, 2015). 

 

FM4 was concerned that ECF had more negative sides to it than positive ones, but 

understood why people are interested in financing unlisted firms, and expressed “It is a 

charming idea to see a product of the company you own for example in a grocery store” 

(FM4, personal communication, 2015). FM7 argued that there has been a change in the 

attitudes of people and that it has become popular to become a part of an entrepreneurial 

project, indicating that the current environment is favorable for ECF to develop. “The 

advantage with ECF is that you can invest as much as you want. There are no transaction 

costs really, it is transparent, and you can do the investment decisions yourself” (FM7, 

personal communication, 2015). 

 

2. Opportunities and threats 

 

While discussing opportunities and threats that ECF potentially could pose on traditional 

early stage funding methods, such as VC and angel investment, the FMs seemed to have 

varying views of the subject. In general, the overall outlook was that ECF did not have any 

direct opportunities or threats on traditional methods. 

 

FM1 was the only one to answer with slight concern, “On a margin, it [ECF] might possibly 

take some minor market share from the companies [VCs].” (FM1, 2015) FM1 referred to the 

situation where a startup had a hot idea and with a talented leader, then the firm might 

be able to raise more through ECF than from a VC, “Thus, the VC would lose out” (2015). 

FM3 viewed the emergence of ECF as positive for VC funds, as long as, 

 

“It [ECF] is made more transparent, risks are decreased, get someone qualified to assess the 

projects, and more governmental money, I think it will be only positive. If more companies 



that receive funding are able to successfully grow, more companies will also move into a 

later stage” (FM3, 2015) 

 

FM2 and FM6 both estimated that ECF might present the VC industry with opportunities 

only if the ECF industry evolved, but did not provide any specifics. They also saw positive 

impacts on the entire economy if the number of successful companies funded through ECF 

increased. FM4 stated that donation-based CF provides a greater opportunity for VCs to 

examine the market in a situation, where “If a company receives backing from a thousand 

individuals, this has already verified the market.” (FM4, 2015) A more neutral answer was 

given by FM5, who stated, “I do not see ECF as a threat for the traditional industry. I see it 

as a compliment – I believe a gap exists due to the restrictions and regulations for companies 

seeking investments – and ECF could fill this gap.” (FM5, 2015) 

 

The general consensus among FMs was that ECF did not pose any direct threats on 

traditional funding methods. FM3 and FM6 did not see immediate threats, while FM2 and 

FM4 believed that if the ECF industry evolved and grew larger, and if more companies 

began to seek funding through ECF, then this might have a negative effect on VCs. FM3 

cited a concern that the VC industry might lose out, if “Larger and more mature companies 

start to seek funding through ECF.” (FM3, 2015) FM4 had a similar point of view, and noted 

that, 

 

“If a company has raised capital through ECF and now has 150 part-owners, it will be harder 

for it to receive funding through traditional methods. Hence, both the company and funders 

will have a hard time finding suitable options.” (FM4, 2015) 

 

FM4 and FM5 both were concerned for the entrepreneurs who automatically attempt to 

finance ventures through ECF, stating that VC funding should be the preferred option. FM4 

specifically elaborated, that 

 

“I hope that companies searching for funding realize that VC or AI [Angel investor] funding 

is better, because they [entrepreneurs] get the knowledge [from VCs and AIs] and often they 

want more than money – connections and networks, too.” (FM4, 2015) 

 

ECF was seen as more of a trend by FM1, who viewed the phenomenon as a looming 

bubble rather than a long-term threat on traditional funding methods. FM3 explained that 

institutional investors have reduced investments into venture funds, and therefore sees 

the emergence of ECF as a new funding method as positive. 

 

 

 

 

 



4.2 The Use of Equity Crowdfunding 

As another research question of this study, it was important to discover the views of the 

use of ECF of Swedish FMs. Overall, FMs believed ECF would impact the ways in which 

startups have been traditionally funded, but differing views were expressed about the 

suitability of ECF as a method of investment. The general view of corporate governance 

and ECF platforms was that clearer rules must be enforced, and FMs also expressed 

concerns regarding the current laws and regulations. The views of the use of ECF are 

presented in the following section in terms of ECF for financing firms, applicability of ECF 

as an investment, opinions of corporate governance and ECF platforms, and laws and 

regulations.   

1. Financing of firms 

 

The intention was to find out what FMs felt about ECF providing financing for startups. 

The general view of the FMs was that ECF would influence the financing of firms. Most of 

the FMs believed that capital formed by ECF would be a positive addition to the market, 

but one of the FMs actually argued that ECF funding would cause more harm than good 

for the financing of firms in the long-run. It was also argued that the overall effect is 

dependent on the geographical location of the venture. 

 

FM1, FM2, FM5, FM6 and FM7 all argued that ECF would be a new source of capital, 

increasing the scope of the traditional sources of funding, such as VC funding, angel 

investments and family and friends. “I think it has already proven that it [ECF] has become 

an additional source of capital for start-ups and maybe for start-ups that would normally be 

limited to angel investing, friends and family” (FM1, 2015).  

 

The FMs stressed that raising funding from traditional sources has decreased. FM2 

pointed out that this is positive since, “there are many good ideas that do not get funding” 

(FM2, 2015). FM7 emphasized that the financing landscape has changed dramatically in 

the last years and that now is a good time for ECF to emerge. “VC companies are moving 

towards investing in more mature companies and bank loans are becoming harder to get” 

(FM7, 2015). FM7 also claimed that the ECF industry must mature and become more 

structured in order to evolve into a mainstream source of financing. 

 

FM3 agreed that ECF has an impact on the financing of firms. However, FM3 believed that 

this would differ between geographical and cultural regions. FM3 emphasized this by 

comparing the United States and Nordic countries. “I think it really works in the United 

States. My impression is that it does not work at all in the Nordic countries” (FM3, 2015). 

FM3 argued that the personal wealth is the United States is much greater and that charity 

among other fundraising is embedded in the culture. “There are not enough people in the 

Nordic countries who are willing to invest and the market is not mature enough [for ECF to 



prosper]” (FM3, 2015). FM3 had also a different opinion on the scarcity of funding for 

companies. “There are enough sources providing funding in the Nordic countries. The AIs 

[angel investors] and VCs are typically able to find the promising ones” (FM3, 2015). 

 

FM4 thought that ECF could be an additional source of funding but overall, believed the 

funding industry would be affected more negatively than positively by ECF in the long-

run. FM4 pointed out that the corporate governance issues arising in ECF would cause 

demanding shareholder issues, “If a company raised capital for SEK 500,000 or SEK 

1,000,000 from a hundred investors in the initial round, I could almost promise that we 

would never invest in that company again if they seeked a 2nd round of funding from us” (FM4, 

2015). According to FM4, this could create financing problems in the long-run for the 

company, because it would be difficult to accomplish a 2nd round of funding from VCs and 

this could have a “destroying” effect on the entire financing industry. FM4 also agreed 

with FM3 that there are many sources of capital and that promising ventures do not 

encounter problems in finding support. 

 

2. Suitability of ECF as an investment 

 

The view of FMs of the suitability of ECF as an investment form was asked. First, the 

suitability of the type of a venture ECF would be best suitable for is presented, followed 

by the suitability of ECF for an individual investor. 

 

 

For the venture 

 

The fund managers differed in their perceptions of the type of venture that would be most 

suitable for taking advantage of ECF for funding the business. FM2 believed that 

companies utilizing ECF should not be in it for the money, but instead ECF is applicable 

for a venture focusing on fulfilling a social cause. Similarly, FM5 was convinced that ECF 

should not be used by ventures that seek a profit, but rather used by ventures with ideas 

or projects that intend to be fun and contribute to society. 

 

FM4 was not certain of the type of venture that would gain the most from ECF, but 

mentioned that risky ventures that often fail to receive funding from traditional methods, 

such as VC, could be one type, “For example, if Spotify would have asked us to invest in their 

idea at an early stage, we probably would not have invested due to the investment structure 

we use” (FM4, 2015). FM1 also considered firms with promising ideas that fail to receive 

funding from traditional methods the most suitable candidates for relying on ECF. FM6 

shared the notion of ECF as most applicable for a young venture, but did not specify any 

particular type of business. 

 

Unlike the other FMs, FM7 was convinced that ECF should be used at a mature stage, 

preferably by companies preparing for an IPO, “When you already have all the structures 



and the company is already at a mature phase it could be possibly good to get some more 

financing through ECF right before the IPO” (FM7, 2015). “Equity crowdfunding could be a 

mini-IPO that would help the company to cover the high costs of the actual IPO. At this stage 

the company would also be capable of handling a larger group of investors” (FM7, 2015). 

FM7 argued that at an early stage of the business there are many important matters for 

the entrepreneur to manage, and by having many new shareholders, issues such relating 

to corporate governance might arise and cause further complications. 

 

 

For the individual investor 

 

In terms of suitability of ECF for the individual investor, FMs felt that it is difficult for 

professionals and especially inexperienced investors to make rational decisions regarding 

investments into ECF. FM3 stated that, “Even for professional investors it is extremely hard 

to evaluate risks associated with startups” (FM3, 2015). Overall, most managers felt that 

ECF was most suitable for investors who want to support projects that the investor has a 

personal interest in, and might be prepared to take a financial loss. 

 

FM2 believed that ECF should be used for social causes, and emphasized the role of having 

a personal interest in the cause, “For example, if someone wants to support his favorite rock 

band” (FM2, 2015). Moreover, FM1 and FM5 had similar opinions, and believed that ECF 

was most suitable for an investor who wishes to support campaigns based on his or her 

own interest and passion. FM7 had a similar view, although felt that an investor should 

understand the nature of the investment, and elaborated further, “It is every individual’s 

choice where to invest their money, but the most suitable would be to invest in companies 

whose products the individual understands and wishes to support” (FM7, 2015). 

   

FM3 was also convinced of the importance for an investor to have a comprehensive 

understanding of the risks associated with investing in startups. Furthermore, FM1 did 

not think it was appropriate for investors to necessarily expect a positive financial return, 

and expressed, “It [Investing into ECF] is similar to buying a lottery ticket” (FM1, 2015). 

Moreover, both FM3 and FM4 also referred to investing into ECF as the equivalent of 

buying a lottery ticket and warned that an investor should not expect financial returns. 

Overall, FMs were clearly worried of investment into ECF as a means of attaining financial 

returns. 

 

3. Opinions of corporate governance and ECF platforms 

 

“It [ECF] can be a nightmare for the founders if the firm has a hundred shareholders, 

especially without a proper shareholders agreement and a well-organized structure.” (FM3, 

2015) FM4 elaborated further on the fact that many ventures that are financed through 

ECF might not understand the potential risks that might arise at later stages once the 



funding is completed. The largest common risk among equity crowdfunded companies, 

according to FM4, was the situation in which a company finds itself with a large number 

of shareholders and is unable to deal with all of them. 

 

Currently ECF platforms vary from each other and different structures have developed. 

Even so, the general opinion of the FMs was that many improvements must be done in 

order for ECF to function properly as a secure investment method. Due to the lack of 

regulations and control in ECF, many FMs saw CF as a viable option and felt that it is easier 

and less complicated to use for both investors and ventures. 

 

FM6 was alarmed by the lack of regulations for ECF platforms and believed that, “There is 

a risk of being betrayed and that fundraisers misuse their power. I think there is a need for 

more intermediary control, especially regulatory” (FM6, 2015). FM5 had the same 

perception and highlighted the importance of controlling ventures relying on ECF, “There 

is a need for tighter control of the companies seeking funding, and it is necessary that these 

regulations should be posed on platforms” (FM5, 2015). FM7 also thought that stricter 

regulations were important for companies to be able to fund greater amounts through 

ECF platforms as well as guaranteeing their future reputations. 

 

Moreover, FM7 also shared the idea of platforms adapting the role of a supervisor of the 

funding, especially to secure the validity of companies using ECF platforms, “Even if you 

[Investor] understand the product it might be that the people behind it are not taking the 

investment seriously.” (FM7, 2015) FM1 was mainly concerned about regulating platforms 

to protect investors who used ECF, “For investors, the lack of fiduciary control as well as 

insufficient legal control might not be sufficient to support the freedom of the investment 

method” (FM1, 2015). 

 

Likewise, FM7 argued that platforms should take responsibility for supervising the 

funding to mitigate the risk of companies that used ECF for wrong purposes. The extent 

of supervising could be determined by governmental standards that platforms would be 

required to follow, “The Swedish financial supervisory authority could be the actor that 

would give permission to operate as an ECF platform” (FM7, 2015). FM4 shared the idea of 

extending the responsibility of intermediaries, “Platforms should evolve to assist both 

parties [investors and ventures] to mitigate issues like corporate governance” (FM4, 2015). 

FM4 believed that an ECF platform that only served accredited investors would be the 

best solution, “It is important to know who the investors are. It would be more legitimate.” 

(FM4, 2015). FM7 further developed the notion of accreditation by emphasizing its 

importance in order to control that illegal activities, such as money laundering, would not 

occur. 

 

FM3 believed that there would be a natural development of the platforms based on the 

interest and money allocated for the ECF platforms, “Talking from a Nordic perspective, 

there is not enough money and not enough awareness of ECF. The platforms will evolve when 



more people put their money into ECF” (FM3, 2015). In addition, FM3 expressed minor 

skepticism towards ECF platforms and preferred donation or reward-based CF, “Then 

they [investors] are really willing to back it up” (FM3, 2015). FM4 also preferred the use of 

donation or reward-based CF, “Crowdfunding is a better option because you [fundraiser] 

don’t need to have an intermediary. Equity crowdfunding does not yet have a clear 

intermediary which it needs in order to function well” (FM4, 2015). 

 

4. Laws and regulations 

 

Among the interviewed FMs, the general opinion was that more laws and regulations for 

ECF are needed in Sweden to protect both the investor and entrepreneur. FM1 and FM5 

both pointed out that ECF must be regulated more, but that the downside was that it might 

become over-regulated and the growth of ECF could slow down as a result. FM2 also 

expressed the need for enhanced regulation, “I think that if equity crowdfunding becomes 

more popular, more regulation will definitely be needed. But once other countries within the 

European Union begin to design more regulations, Sweden will follow along.” (2015) 

 

FM4 also felt the need for increased and better regulation, and highlighted that if laws and 

regulations remained inadequate, scandals related to ECF would surface. Furthermore, 

the failure of its current form would cause severe damage to its popularity and would 

discourage both investors and entrepreneurs from engaging ECF. 

 

FM7 did not support the restrictions that are applied in the United States where only 

accredited investors were allowed to invest in ECF, but emphasized the importance of 

enforcing some type of background-check of the investors that sign up on the ECF 

platforms. Moreover, FM7 wanted to see more regulations and standards for the 

platforms to ensure the future of ECF as a funding method. 

 

4.3 The Future of Equity Crowdfunding  

As the third research question that guided this study, it was necessary to find out the 

opinions of an ECF fund and the development of ECF. The findings yielded mixed opinions 

regarding the possibility of an ECF fund, while the views of the future of ECF indicated 

that it remains an uncertain form of investment.   

 

1. Opinions of an ECF fund 

 

The option of having a mutual fund that pooled individual investors’ money into one fund, 

and having one legal entity, i.e. a fund manager that would manage the fund and invest 

into selected ECF ventures, yielded mixed perspectives among FMs. FM1 and FM3 did not 

see this as a viable option in any case, assuming that crowdfunders specifically wished to 



invest in ventures that they can select personally and had direct interaction with the 

startup, instead of having someone else investing in several ECF ventures simultaneously. 

Specifically, FM3 termed it a “Blind pool” (2015). 

 

FM2 and FM5 saw the possibility for having a mutual fund investing into ECF ventures, 

while FM4 felt concerned of the idea. Nevertheless, all of them cited Sweden’s tight 

regulations as the main impediment for managing such a fund. FM6 did not dismiss the 

idea either, but compared an ECF fund to a VC fund, stating that “The differences are that 

a VC firm has professional investors with access to good networks and the ability to 

benchmark numbers and ratios.” (2015) 

 

Moreover, FM1, FM2 and FM4 felt that the fundamental meaning of ECF would change 

through such a fund. FM1 explained that such an aggregation of small capital amounts 

would begin to resemble more of a venture fund that needed to make large investments, 

instead of thousands of small investments, and questioned the fundamental 

characteristics of ECF, “Is this really ECF then?” (FM1, 2015) The following was also said 

of investing into an ECF fund, “If this is the case, I believe the idea of equity crowdfunding 

changes” (FM2, 2015) and “Equity crowdfunding would lose its purpose” (FM4, 2015). 

 

When asked whether they would invest their personal money into an ECF fund, only FM5 

and FM6 considered it. FM5 could invest into a fund only if it were something that the FM 

was passionate about, while FM6 would want to see more regulatory framework and 

more “necessary resources that are needed for evaluating companies” (2015) to consider 

investing. 

 

Reasons for not considering investing into an ECF fund were primarily the riskiness 

associated with seed-stage ECF ventures and the lack of a credible platform with a proven 

track record that would have the ability to evaluate projects carefully. FM4 would not 

invest in such a fund, but explained that the current model in the United States was 

interesting, where only accredited investors were allowed to invest through ECF 

platforms.   

 

2. Development of ECF 

 

All of the FMs believed that ECF would remain as a funding form for startups. FM6 and 

FM7 explained that ECF would continue to mature and find its form. “I think it [ECF] will 

grow, and I think now is the right time for it.” (FM7, 2015) Those who expressed that ECF 

was here to stay in the long-run were FM1, FM2, FM3 and FM4. However, the opinions of 

to what extent ECF would grow varied a little. “I think it [ECF] will clearly run in cycles, and 

I assume there will be, if not already, some sort of bubble coming soon.” (FM1, 2015) 

 



FM3 also saw ECF having cyclical trends, “The climate for making investments is healthy 

now, there’s a lot of money going into the market, stocks are going up, interest rates are low, 

and there is more money in the venture capital industry. But, as the economy gets worse, the 

first money that disappears is the money that is put into risky investments.” (2015) 

 

FM2 and FM3 saw ECF securing its place in the phase of early stage funding, but do not 

see it taking on a major role in the financing industry. FM3 believed that a long time is 

needed for ECF to gain a large market share in the Nordic countries, adding that the 

environment does not perfectly support this type of funding, and pointed to the United 

States where a level of significantly higher personal wealth exists, and traditions for 

funding projects and giving to charity are much deeper embedded in the culture. 

 

FM4 felt that improved regulations would be needed in order for ECF to continue to grow. 

FM5 had a more positive view on donation-based CF and was unsure of the future outlook 

of ECF, and believed the former would have a major role in funding societal or 

environmental projects in the future. FM5 acknowledged that ECF has already found its 

place in early-stage funding, “Equity crowdfunding has found a good fit below venture 

capital investments [referring to the financial growth cycle model], and already has an 

important role in funding startups. A market exists for that.” (2015) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



5          Analysis 

This chapter provides an analysis of the empirical findings that were presented in the 

previous chapter. 

5.1 Perceptions of Swedish FMs of Equity 
Crowdfunding 

Based on the empirical findings, the professional backgrounds of FMs and the recent 

growth of ECF were assumed to contribute to the awareness of the phenomenon. 

Attitudes towards ECF seemed to be related to the current state of the financial market 

and the fact that FMs might have confused certain aspects of ECF to other types of CF. 

Furthermore, FMs interestingly did not see any direct opportunities and threats that ECF 

might pose on the traditional methods of funding. 

5.1.1 Awareness of Equity Crowdfunding 

All of the FMs were aware of ECF at some level. Their knowledge ranged from extensive 

knowledge of the phenomenon to general awareness. The awareness of ECF among FMs 

can be reasonably assumed given their profession, since FMs have had experience in 

working in the financial industry. The financial industry is a highly competitive industry 

and it is therefore almost a requirement for the professionals to recognize the changes 

and trends that occur in the industry. ECF has grown the fastest in Europe despite its fairly 

marginal market share (Massolution, 2013). Simultaneously, governments in the United 

States and Europe have been trying to lower the legal barriers of ECF because of the 

positive outcomes the novel industry has been anticipated to have on the economy 

(Wilson & Testoni, 2014). It can thus be argued that the growth of ECF is difficult to be 

unnoticed at the moment. 

 

The empirical findings suggest that ECF is a trendy subject and has become a hot topic 

among discussions. The fact that some FMs had heard of ECF from family or friends 

implies the trendiness of the topic and indicates that it is a fairly simple concept to 

understand and an interesting phenomenon even outside of the financial industry. 

 

Furthermore, since the majority of FMs had no professional experience with ECF supports 

the notion that the phenomenon might be a compliment to the equity gap suggested by 

Brodersson et al. (2014) and an additional element for startup financing (Berger & Udell, 

1998). Even though most FMs had no prior experience with ECF, two of the interviewees 

acknowledged that they had been in contact with professionals from an ECF platform. This 

might imply that the platforms are searching for support and collaboration with 

traditional funders such as VCs. ECF could benefit from this and it might be taken more 



seriously as an investment method among traditional methods, and also move from 

providing only seed-stage funding to providing funding for companies at more mature 

stages. If it moves into a more mature stage, VCs would take ECF more seriously and VCs 

could start searching for promising ventures to fund from ECF platforms. 

 

However, since the majority of FMs had no professional experience with ECF, it also shows 

that it is still mostly part of the early stage funding and a marginal phenomenon in 

Sweden. However, the collaboration between ECF and traditional methods might grow in 

the future as the ECF industry matures. 

5.1.2 Attitudes towards Equity Crowdfunding and Its Possible 
Opportunities and Threats on Traditional Funding Methods 

 

1. Attitudes towards ECF 

 

The empirical findings imply that a shared view of ECF among FMs exists. Overall, the 

attitudes towards ECF were slightly more positive. FMs were generally interested in ECF 

and welcomed it as an addition to the market, but were concerned of its use as a source of 

capital for startups. However, several FMs believed that ECF has remained as a marginal 

investment method within the financial industry. This might be due to the decrease in VC 

funding, and this is supported also by Lerner et al. (2012) who point out that there is 

currently a lack of seed stage funding. 

 

Furthermore, even during the time when there was a lot of funding, still very few 

businesses received funding. Hence, the findings show that FMs understood the difficulty 

that startups encounter and therefore welcome ECF as a new method of funding. In 

addition, the findings also indicate that opinions of FMs might be influenced by the 

traditional norms of the financial industry, and the lack of clear regulations could prevent 

them from viewing ECF as a serious funding method and thus contributing to the negative 

attitudes. 

 

However, the positive attitudes towards ECF could be explained by the fact that FMs might 

have associated it with philanthropic and charitable activities and therefore confused ECF 

with donation-based CF that typically serves these types of causes. A clear pattern 

emerged from the empirical findings and it seemed that as long as FMs considered ECF 

within a societal aspect and used for philanthropic projects, attitudes were more positive. 

However, once ECF was discussed within a business setting, the attitudes became more 

negative. Nevertheless, these contradicting findings suggest that FMs were potentially not 

ready to perceive ECF as taking on a serious investment form at this point. 

 

 

 



 

 

2. Opportunities and threats 

Overall, the participants did not see any direct opportunities or threats that ECF posed on 

traditional funding methods. However, they noted that if the industry grew, various 

opportunities and threats might surface, although any specific examples were not 

provided. It seemed that FMs only viewed ECF as presenting opportunities if it grew and 

possibly entered into a more mature stage and moving on the financial growth cycle 

model.   

 

In contrast, any significant or immediate threats that ECF might pose on traditional 

funding methods were not seen. However, a few FMs explained that if ECF grew, 

companies might begin to seek funding directly through ECF and as a result, fewer 

companies would approach VCs for funding and thus, the traditional sector might 

experience a decline in financing ventures. FMs noted that repercussions would occur, 

particularly for the fund-seeking ventures, and stressed that the entrepreneurs should 

understand that VC funding should be the preferred option. These can be viewed as valid 

concerns by FMs, as research has shown that VC funding not only contributes by providing 

capital, but also delivers several value-adding mechanisms that help ventures grow. 

 

A notable factor that might have influenced the interviewees’ responses regarding 

opportunities and threats that ECF posed on traditional funding methods is that the 

traditions and norms of the financial sector shape and guide their daily lives and 

perspectives. Conventional and long habits might influence the opinions of people within 

the financial industry. For example, it is interesting to see that FMs did not see any 

immediate opportunities arising from ECF, despite the growth potential that the method 

has shown to this date. 

 

Moreover, it was found that awareness of ECF was only at a general level, and yet the 

overall opinion among the participants was that there were no opportunities. How could 

FMs then say for sure that no opportunities existed, or conversely, how were they able to 

see that no threats existed either? FMs possibly viewed ECF as a completely irrelevant 

method and saw no connections to more mature stages of financing. It might also be 

explained by the fact that FMs felt that it would take a long time for regulations of ECF to 

evolve and thus, no rapid changes in the industry would occur. It seems that much of their 

opinions of any potential opportunities or threats revolved around their experiences of 

how the traditional financing industry had evolved in the past and that ECF would follow 

the same process. 

 

 

 

 

 



5.2 The Use of Equity Crowdfunding 

The analysis of empirical findings suggested that ECF could potentially help bridge the 

equity gap in seed-stage funding. Findings of the suitability of ECF in terms of the venture 

and individual investor indicated that ECF should not yet be considered as a serious form 

of investment. Furthermore, opinions of FMs of corporate governance and ECF platforms 

seemed to be largely influenced by past experiences that participants had of the financial 

industry.  

 
1. Financing of firms 

 

Most of the FMs perceived ECF as a beneficial addition to the financing landscape, 

particularly pointing to its potential for providing funding for startups. The findings 

indicate that ECF could possibly be an additional element to seed stage funding alongside 

friends and family and could potentially bridge the equity gap. This is in line with the 

previous argument that ECF has a potential for helping to fill the equity gap that small 

firms experience (Brodersson et al. 2014; Berger & Udell, 1998). The usefulness of ECF 

was particularly acknowledged by some FMs due to the fact that many ideas with 

potential exist that are unable to receive funding from VCs and angel investors. It was also 

pointed out that the financing landscape has changed dramatically over the past years and 

that now was a suitable time for ECF to emerge. This is supported by industry statistics 

showing that VCs have reduced the funding of early stage companies and on the contrary, 

ECF funding is growing in terms of industry volume, platforms and entrepreneurs seeking 

funding (Bains et al., 2014; Massolution, 2013). 

 

Moreover, the findings indicate that ECF is dependable on geographical regions and 

cultural differences. However, the European Commission already has planned to 

harmonize regulations across member countries (Hornuf & Schwienbacher, 2014). 

Furthermore, Invesdor, a Finnish-based ECF platform, recently was the first EU platform 

to receive accreditation and is now allowed to operate across borders and any country 

from the European Union can enlist on the platform (Invesdor, 2015). Therefore, it seems 

that ECF is evolving and regional differences should no longer serve as major 

impediments in assessing the use of ECF. 

 

Additionally, the findings implied that ECF could be positive for seed-stage funding, but 

negative opinions arose during discussions of businesses that received funding from 2nd 

rounds. For instance, FM4 expressed that they would most likely not invest in a company 

that entered the 2nd round of funding with a hundred initial investors. Interestingly, this 

finding might be caused by the fact that the participants were all employed at firms that 

focused more on later stage funding. Moreover, research suggests that VCs carefully 

assess factors such as team, ownership, market and competition before making the 



investment decision in order to understand the true potential of a firm. Therefore, the FMs 

might not be in the best position to elaborate on ECF as a seed-stage funding method. 

 

This suggests that the FMs were concerned whether ECF ventures can enter such arduous 

screening processes as in the VC industry. Perhaps this also explains why two participants 

had been reached out to by ECF platforms. Due to the novelty of ECF, it is difficult to 

evaluate how 2nd round funding will be affected if the company has raised funding from 

ECF during its seed stage. 

 

Empirical findings suggested that ventures with high potential would receive funding, and 

strong opinions were voiced that ECF should come as a second option after VC funding. It 

seems overconfident to underestimate the possibilities that ECF might have in the future, 

considering the recent growth of it, the potential for having the support of a large investor 

base, the possibility for gaining public awareness, and the cross-border opportunities that 

ECF presents. However, as research suggests, only the future will demonstrate how ECF 

funding will substitute or contribute to traditional funding methods. 

 

2. Suitability of ECF as an investment 

 

The view of FMs of the suitability of ECF as an investment form was asked. First, the 

suitability of the type of a venture ECF would be best suitable for is presented, followed 

by the suitability of ECF for an individual investor. 

 

 

For the venture 

 

FMs differed in their perceptions of what type of businesses they felt were most suitable 

for using ECF. Early stage of the company’s life cycle was either mentioned directly or 

addressed more indirectly by three FMs. Moreover, the findings suggested that ECF 

should not be taken seriously as a means for obtaining additional capital. FMs considered 

ECF as a secondary option to traditional financing methods as they felt that one should 

acquire ECF funding only if VC financing turns down the venture. 

 

This indicates that FMs felt that ECF served as a second option for entrepreneurs, and they 

did not see it as a long-term and stable investment method, since it had not yet found an 

established form. However, it can be assumed that anyone who engages in ECF should be 

aware that it is long-term and potentially no immediate exit strategy, and a venture 

seeking funding also should have the purpose to grow. Additionally, sometimes the 

second option for one venture is the first option for another. It should be questioned, 

however, that is ECF only suitable for such ventures that prior literature and FMs 

identified. Why cannot it be just for a product that simply lacks funding or an idea worth 

backing? 

 



 

For the individual investor 

 

The findings indicated that FMs felt that ECF is not only challenging for less experienced 

investors, but professional investors as well. It seems that the FMs generally agreed that 

ECF is most suitable for projects that would gain the interest of the investor with a non-

investment purpose. 

 

The majority of participants pointed out that ECF was most suitable for social causes that 

the investor can relate to and shows interest and passion towards that project. Previous 

literature also emphasizes that financial returns are not the underlying reasons for 

engaging in ECF, however, individuals are more likely to invest in ventures in which they 

identify shared values and have a common vision and interest with the entrepreneur. 

 

However, donation and reward-based CF campaigns are seen to appeal to funders’ 

personal beliefs and interests, while equity and lending-based platforms have been seen 

to be best suited for digital applications, computer games, films, music or literature (Mitra 

2012). Thus, the findings contradict to some extent with the previous literature, where 

other forms of CF are argued to be more appealing for investors’ personal interests than 

ECF. It can be due to the novelty of CF that there are still some difficulties to comprehend 

the differences between the four types of CF. Thus, it may be that ECF is sometimes mixed 

up with these other forms of CF. 

 

Riskiness of ECF as an investment method for the investor was expressed as a major factor 

by most FMs and raised concerns of its suitability for making serious investments. Dapp 

and Laskawi (2014) also note that investors must deal with the challenge of weighting 

opportunities and risks of an ECF venture due to the lack of relevant data available on the 

ECFP to make valuation inferences. Moreover, Stemler (2013) argued that crowdfunding 

does not come without substantial risks, which is derived from the combination of 

unsophisticated investors, inherently risky businesses, and the quickly changing 

regulations. Therefore, FMs’ concern should be considered as legitimate, and ECF should 

also be approached with caution by any investor. 

 

When FMs contemplated on both the negative and positive sides relating to the suitability 

of ECF, they might have found themselves at a conflicting standpoint. To assess the 

primary suitability of ECF as an investment method, it might be difficult to weigh the 

potential benefits against the riskiness and as a precaution, felt that it was not suitable for 

making serious investments. However, riskiness is always a part of making investment 

decisions, and a venture that seems excessively risky for one person, might not be 

considered as risky for another person. One could argue that other, more established 

investment methods, are just as risky. Nevertheless, it is important to view riskiness as 

one characteristic of an investment, but all investments carry a certain level of risk, so 

riskiness should not be viewed as the only feature that makes an investment good or bad. 



 

3. Corporate governance and ECF platforms 

 

FMs expressed a common concern of the risk of the venture having too many shareholders 

after a successful funding round in ECF. This, in turn, would create corporate governance 

issues and cause trouble for the entrepreneur who has to deal with possibly hundreds of 

small shareholders. In addition to the FMs’ concerns, the issue of corporate governance is 

also taken seriously by the European Commission that notices the possibility that equity 

crowdfunded businesses might face a problem while handling complaints or additional 

enquiries (Crowdfunding Explained, 2015). It appears that these worries by industry 

experts and the European Commission signal that these young ventures lack the adequate 

knowledge to deal with such issues, but neglect to see them as important matters that 

must be handled in the future. 

 

Shareholder issues are legitimate concerns and should clearly be handled in a 

professional and appropriate manner. It can be assumed that FMs understood the 

importance of managing shareholders properly, since it came up during the interviews 

that many of them, while evaluating investment opportunities, are in direct contact with 

a company’s management and board. FMs had extensive knowledge of different business 

models and therefore it can be expected that they understood the requirements for a 

company to operate efficiently and how the management must remain fully focused to run 

a business. One could highlight the need for an entity that would handle the issue of having 

an excessive number of shareholders and there could even be the possibility for a business 

opportunity to emerge. 

 

In addition to corporate governance issues, FMs were probed on the role of the ECF 

platform. ECF platforms engage in different levels of screening processes for businesses 

looking to list themselves on a platform with the aim of acquiring funding from the crowd, 

and standardized requirements for investors to register on a particular platform do not 

yet exist. These issues were separately brought up by all FMs, who expressed the need for 

ECF platforms to continue to develop for ECF to reach a more credible level for providing 

funding for ventures. 

 

A major issue that was mentioned by the FMs was the lack of a standardized structure for 

an ECF platform and that many platforms do not set any specific prerequisites for an 

investor prior to signing up. The risk of fraud was particularly highlighted by FMs, who 

believed that scandals would occur if these issues were not tackled, even though the 

portion of fraudulent cases still remains small. This is clearly an existing challenge for ECF 

to ensure its credibility as an investment method.  The risk of fraud has already been 

considered by the World Bank that has proposed tactics to mitigate potential frauds by 

applying mandatory background checks on campaign issuers, requesting obligatory 

financial disclosures, and requiring stricter regulations on a national level that oversee 



the platforms’ actions. Furthermore, research also sees the need for stricter governmental 

control to mitigate further growth of fraudulent business proposals. 

 

Above all, FMs have fiduciary responsibilities to manage shareholders’ investments, 

meaning that they must use a similar degree of caution and skill as they would with their 

own money. Thus, the caution that the interviewees showed towards fraud and the 

proposals for ECF platforms to take on the role of supervising the funding process largely 

reflect FMs’ own obligations and conditions in their jobs. 

 

4. Laws and regulations 

 

The novelty of ECF means that regulatory enforcements are not as evolved as they are for 

traditional investment companies. The JOBS act in the United States seems to be the most 

comprehensively designed legal framework that oversees ECF investing. The general 

opinion among FMs was that governments should impose tougher regulations — 

particularly if ECF gained popularity. The regulations are comprehensive for the industry 

in which the FMs work. Therefore, it could be argued that FMs felt that ECF should have a 

similar regulatory framework, especially if it grew so that it would not have a competitive 

advantage due to lenient regulations.   

 

As stated in previous literature, the United States and the European Union have made 

efforts to make the legislation of ECF adaptable for the needs of entrepreneurs seeking 

capital and to improve the growth of the phenomenon. The appeal to alter the regulations 

of ECF has surfaced from the potential it has to create economic growth and innovation, 

which both the United States and European Union have faced problems with (Wilson & 

Testoni, 2014). Empirical findings suggest that ECF might have the potential to help young 

ventures to receive funding. However, it seems that in spite of this potential, FMs 

encouraged the enforcement of stricter regulations for ECF. A reason for having more 

regulations was suggested in order to prevent ECF from destroying itself. The FMs have 

had significant experience within the financial industry and many had witnessed the burst 

of the IT-bubble. Thus, they have adequate knowledge of witnessing something becoming 

highly popular and suffering the consequences after. 

 

FM7 wished for governmental actors such as the Swedish financial supervisory authority 

to enforce more rules on platforms. These laws would include how platforms should 

perform due diligence for the funded companies and how the platforms could protect the 

investors. At the moment of writing this thesis, the Finnish ECF platform, Invesdor, 

became the first platform to receive accreditation in the European Union and obtained an 

investment firm license by the Finnish financial supervisory authority. This indicates that 

the FM could see the potential of ECF and understood how the industry should evolve to 

create more trust among stakeholders. Because of the increasing competition, other 

platforms are likely to receive accreditation too. However, this also proves how promptly 



changes occur in ECF as new platforms and techniques to fund are emerging. 

Furthermore, it remains difficult to know for certain of the legislations that function and 

the ones that fail since there are no cohesive laws posed on the industry. Thus, it is 

challenging to predict how the legislation in the industry will evolve in the future.           

5.3 The Future of Equity Crowdfunding 

The findings suggested that more research is needed of the assessment of an ECF fund 

from different perspectives instead of those by only industry professionals. Furthermore, 

ECF should not be disregarded, but instead should be continued to research and assess its 

implications. 

 

1. Opinions of an ECF fund 

 

A main characteristic of ECF is that the crowd has direct access to invest in private equity. 

Interestingly, the findings showed a conflict of opinions of FMs regarding their opinions 

on pooling investors’ money into one fund that would be managed by one legal entity, a 

fund manager, and that fund would invest into a selection of ECF ventures. Two of the FMs 

did not see this as a viable option in any case, because they believed that individual 

investors would want the freedom of choosing in which ventures to invest in. In contrast, 

two FMs considered an aggregation of capital into an ECF fund as a possible way for 

investors to make investments into ECF ventures, while the rest were more careful in 

evaluating the possibility and did not dismiss the method as long as corporate governance 

issues were tackled. Furthermore, three of the FMs stated that the fundamental meaning 

of ECF would change in this process. 

 

Thus, the option of having one individual managing an ECF fund did not appeal to most of 

the FMs. It might be that the idea of ECF funds would not work due to the limited decision 

making opportunity for the investor. The novelty and lack of research in the field of ECF 

may raise uncertainties among the FMs. However, three of the FMs were either positive 

or neutral towards the idea of an ECF fund. Moreover, as mentioned in previous literature, 

it is vital to acknowledge that in the banking sector technology has facilitated the 

proliferation of new consumer demands. Thus, the idea should not be completely 

abandoned. Instead, there is a call for further research on how to develop the concept of 

ECF funds. 

 

More published research is needed to examine how important individual investors 

consider their possibility to choose the projects that are near their personal interest 

related to ECF. For example, could there be a possibility in the future to have an ECF fund 

with distinct focuses based on a certain area of interest: music, film, and technology or 

impact investment. The level of importance of personal interest in ECF projects for 

investors should be assessed in order to find out whether the idea of an ECF fund would 



appeal to individual investors. It seems that the field of ECF still lacks research on the 

investor perspective. 

2. Development of ECF 

 

Literature suggests that the future of ECF remains uncertain and this view was expressed 

by FMs as well. As did previous literature, the FMs predicted that if ECF continued to 

develop, more emphasis should be placed on developing investor protection and 

additional regulatory actions should be considered. The participants implied that if these 

issues were considered, ECF would have a chance to develop further in the financial 

industry. 

 

Even though many of the FMs believed that regulatory development was needed for ECF 

to succeed, all were convinced that the timing for ECF was right and it would remain as a 

method of funding for startups. One reason for their perceptions might be that FMs felt 

the timing of ECF to enter the capital market outweighed the urgency for regulations. This 

view could be related to the withdrawal of seed-stage VC funding that was discussed in 

previous literature. Thus, due to the decreasing seed-stage investments made by 

traditional methods, ECF could possibly operate as a new form for providing needed 

capital and thus closing in the equity gap. 

 

Most participants also mentioned the favorable capital market conditions as a future 

growth driver of ECF. FMs argued that a lot of money is going into the capital market, and 

this might have benefitted ECF. However, they were also convinced that as soon as the 

capital market were to experience a recession, ECF projects would be among the most 

affected due to the riskiness of the ventures. 

 

Interestingly, as literature suggests, motivations for investing into ECF are linked to 

emotional attachments or a personal interest in the venture and therefore it could be 

argued that investors in ECF might disregard the riskiness of the projects even during 

financially uncertain times. However, it is impossible to know for certain, since during the 

existence of ECF, any serious crises have not occurred and thus one cannot know for sure 

what level of impact such a crisis would have on ECF. 

 

Another interesting finding indicated that a few FMs doubted that the ECF would not 

flourish in the Nordic countries alone, and cited the lack of environmental support for this 

type of funding. FMs expressed that cultural aspects, such as supporting charitable 

activities, are not at the same level in Sweden as they are in the United States, and this was 

expected to impede the growth of ECF. Nevertheless, suggests that funding used to 

support various CF projects are not geographically constrained. This shows that even if 

potential funders in the Nordic countries did not invest, the possibility of receiving 

funding from elsewhere remains plausible. 

 



Based on the interviews it can be assumed that ECF will neither replace nor be a threat to 

the more traditional methods. However, it seems that ECF has already established its role 

as a noteworthy funding method and its further development is perceived positive by the 

investors. Thus, ECF should not be overlooked, and it would be important to continue 

investigating the potential opportunities it offers. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



6          Conclusion 

This chapter draws a summary of the main findings from the analysis and attempts to meet 

the purpose by fulfilling the research questions. 

 

Due to the growth in ECF and the lack of knowledge of it, the purpose of this thesis was to 

discover the perceptions of Swedish FMs regarding the nature of ECF and their interest in 

it. Swedish FMs were specifically chosen for this study, since the emergence of ECF as a 

novel method for providing seed-stage capital for startups might create competition 

towards traditional methods. Appropriate research questions were formulated to guide 

the research and a series of semi-structured interviews were conducted to be able to fulfill 

the purpose. 

 

The collection of empirical findings commenced by discovering the awareness that FMs 

had of ECF and their attitudes towards it. Swedish FMs were all aware of ECF as a growing 

method for funding ventures. Each FM had either learned of ECF from industry 

newspapers or from family members, demonstrating its relevance within the financial 

industry and the popularity outside of it. The fact that the majority of FMs did not have 

professional involvement with ECF shows that it has not reached a mature stage in the 

financial growth cycle and remains as a method of providing early-stage funding. 

Moreover, the findings indicate that ECF is still a marginal phenomenon in Sweden. 

 

Overall, FMs felt more positive towards ECF as a method of funding and perceived it as an 

exciting addition to the industry. However, FMs were not fully convinced of its significance 

as a serious investment method. Attitudes towards ECF were generally positive when 

discussions revolved around providing funding for social and philanthropic projects, but 

as ECF was considered in a profit-seeking business setting, attitudes of FMs’ turned more 

negative. Additionally, FMs did not see any direct business opportunities or threats 

arising from ECF that would have an impact on traditional methods. Based on the findings, 

ECF was expected to present opportunities and threats only if it grew to a more mature 

stage in financing firms. ECF was believed to potentially disturb the VC market if it grew 

and moved to a later stage. 

 

Additionally, the way in which FMs viewed the use of ECF was examined. The empirical 

findings indicated that good firms always acquire funding and there were strong 

implications suggesting that VC funding should be the preferred option ahead of ECF. 

However, ECF was perceived as a generally positive method for funding startups, 

confirming the notion that it is an additional component for providing seed stage funding 

along with friends and family. 

 

FMs saw ECF most applicable for investors who wish to invest in projects and ventures in 

which they have a personal interest. Moreover, profits were not considered as important 



as having personal interests towards ECF, due to the high riskiness associated with these 

investments. Companies that FMs deemed ECF most applicable for were companies in 

their early life cycle or ones with new and promising ideas. Additionally, ECF was found 

to be a good option for companies that are unable to receive funding from traditional 

funding methods. 

 

Moreover, corporate governance issues were viewed as legitimate concerns among FMs, 

and the empirical findings indicated the need for tackling and standardizing these issues. 

Specific requirements for the structure of ECF platforms were voiced by FMs and 

especially risks of fraud and other potential scandals should be prevented for ECF to 

maintain its popularity. Despite its current popularity and growth potential, as ECF grows, 

governments should impose stricter regulations in order to monitor the overall 

authenticity and preventing it from becoming too big to fail. 

 

Finally, the collection of empirical findings concluded with an investigation into the future 

of ECF. The possibility of having an ECF fund indicated that the idea should not be entirely 

disregarded, but there is a clear need for additional research to examine the possibility to 

develop the concept of an ECF fund. The findings showed that the future of ECF remains 

uncertain. FMs believed that the state of the current market is favorable for ECF to 

prosper, but warned that any future recessions would have direct negative effects on ECF 

due its perceived riskiness as an investment method. Based on FMs’ perceptions, ECF will 

neither replace nor be a threat to traditional methods.    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



7    Discussion 

Substantial knowledge was gained of a phenomenon that the authors believe will grow in 

the future and furthermore might considerably influence the way in which companies 

obtain funding and how individuals invest their capital. Furthermore, the authors are 

particularly pleased with the results of the empirical findings and believe that the findings 

can be applied in practice. 

 

The idea to study ECF arose when one of the authors was approached by a partner of a 

Finnish PE firm at which the author was employed during the summer of 2014. The 

experienced partner argued that it would be interesting to research whether ECF could 

have a disruptive effect on the traditional investment industry. The possibility to research 

a phenomenon that could fundamentally change the landscape of the traditional methods 

proved particularly fascinating. Additionally, the authors believe that the findings of this 

study can help readers learn more about ECF, which remains a relatively novel method of 

funding. Professionals employed at traditional funding firms, people engaged in ECF, and 

investors interested in ECF, can learn useful information from this study and understand 

more about the novel investment method on a general level. 

 

Soon after the research had commenced on ECF, the authors came to realize that little 

published literature was available. However, nearly every day, new information surfaced 

of the phenomenon through various media outlets. It seemed that ECF was a topic that 

received much attention in industry-related news. Therefore, it was assumed that the 

apparent hype of ECF would have also reached the participants of this study, but 

surprisingly enough, they did not share the same enthusiasm. Although the authors 

acknowledge that the recent hype of ECF has been overwhelming, they still contend that, 

contradicting with the views of the participants, ECF will develop into having a major role 

in the financing of firms in the future. 

 

Interestingly, the generation difference between the authors and participants might 

explain some of the differing opinions. While the Internet has been part of the lives of both 

parties for nearly two decades, it has clearly had a larger impact on the younger 

generation. The environment that everyone is accustomed to shapes the behavior of 

individuals and the authors believe that even the traditional funding industry must adapt 

to the behaviors of newer generations. However, the participants undoubtedly have 

substantial knowledge and experience and therefore their perceptions cannot be 

overlooked. Only the future will tell to what extent ECF will affect the financing industry. 

Ultimately, the views of both the participants and the authors might be true and therefore 

it remains exciting to see the magnitude that ECF will have as an additional method of 



funding companies to support entrepreneurs and the society to facilitate overall economic 

growth.     

7.1 Implications 

 

The authors believe that the research can have significant implications for various causes 

but particularly individual investors, ECF platforms, entrepreneurs and professionals in 

the traditional funding industries can gain helpful insights about the novel phenomenon 

from our dissertation. Implications to for the academic audience are also taken to 

consideration. 

7.1.1 Individual Investors 

Due to the novelty of ECF many individual investors might not be familiar with the 

method. Topics such as the functioning of platforms, risks associated with ECF 

investments and facts about laws and regulations regarding ECF were covered. Hence, 

this study presents an individual investor a holistic view of CF in general and furthermore 

introduces industry insights for an investor possibly considering whether or not invest in 

an ECF venture. 

7.1.2 Equity Crowdfunding Platforms 

The authors argue that the findings could potentially help ECF platforms to improve their 

services. A main concern of the participants involved the regulations of ECF. Thus, ECF 

platforms should actively engage in improving laws and regulations. Through active 

lobbying, ECF platforms could educate the legislators and thus benefit by turning ECF into 

a viable option for financing firms. The Finnish platform Invesdor is one example of this. 

Their own committed approach to becoming an accredited platform finally became a 

reality in April 2015. This accreditation gave Invesdor a more legitimate position as a 

funding platform. 

 

Additionally, it is important that the platforms ensure that the entrepreneurs are also 

provided guidance in the post-investment phase. This is important because many of the 

entrepreneurs do not understand governance-related issues, such as suddenly having 150 

new company shareholders. 

7.1.3 Entrepreneur 

The authors believe that the findings of this study could help entrepreneurs in obtaining 

a holistic view of the CF phenomenon as well as more insightful information of ECF. 

Particularly startups that consider funding from an ECF platform this study could help 

them consider the pros and cons of the method. Since this study has briefly covered 

traditional funding methods too, the entrepreneur has the possibility to reflect between 



the differing methods. The findings also indicated that ECF suits investors with a personal 

interest towards a project or venture, thus the entrepreneur could use this information 

when designing an offering to the public. 

7.1.4 Traditional Investment Companies 

As was the case for the entrepreneur, the findings of this study could provide traditional 

investment companies with more detailed knowledge of ECF. Particularly companies 

from the Nordic countries could benefit, since the FMs that participated for this study 

were located in Sweden. The findings could also present possible business opportunities 

for VCs or collaborations with ECF platforms. The growth projections of ECF indicate that 

the phenomenon will grow and the fact that platforms such as Invesdor are turning into 

legitimized actors indicates that the phenomenon is possibly developing into a more 

credible investment method. 

 

7.1.5 Implications For the Academic Audience 

As previously noted, little published research exists on ECF. This study made the effort to 

fill the knowledge gap associated with CF and particularly ECF. The research focused on 

discovering the views of Swedish FMs, who had experiences from within the traditional 

industry, regarding ECF as a new method of funding. Over the process of this study, new 

information related to ECF continuously surfaced and that indicates the level of difficulty 

to cover everything. Nevertheless, this study presents academics a source to search for 

new gaps that should be filled in ECF literature. 

7.2 Limitations 

It should be noted that due to the novelty of ECF that even Swedish FMs might not be fully 

capable of considering it as a serious investment method that potentially could establish 

itself as a considerable method for funding ventures. Furthermore, while analyzing the 

findings of the interviews, it should be taken into consideration that FMs already are so 

accustomed to the daily routines of their work and industry and thus, may be unable to 

foresee any revolutionary changes in ECF and assess it from a critical standpoint. 

Especially since they work in an industry where changes do not happen that quickly.  

 

Furthermore, limitations may exist due to biased answers by FMs that might result from 

insufficient knowledge in particular matters regarding ECF. An additional limitation may 

be that this study was conducted over a period of few months and therefore the findings 

are only applicable for the current state of ECF. Moreover, common limitations of a case 

study are that it cannot be replicated, generalizations are difficult to be made, and 

interviewees might have behaved differently from normal and felt like they were being 

observed in some way (Denscombe, 2007). Perceptions of Swedish FMs of ECF might 



change over time as the phenomenon continues to change as well and opinions of FMs can 

also vary among different countries. 

 

In addition, a limitation may surface due to non-probability sampling that was used for 

this study and the fact that it was conducted over semi-structured interviews. The use of 

probability sampling or applying a survey as a research strategy might have yielded 

different results. 

 

Nevertheless, these limitations were considered throughout the writing process and the 

purpose and research questions were designed in the most appropriate way to lessen the 

effect of any deficiencies caused by external factors. 

7.3 Further Research 

Little research on ECF is available and more studies are needed to better assess the 

phenomenon and its development. Further research could be conducted with the same 

purpose and research method as this study, but one could wait until ECF has matured 

more and enters a more stable state. Additionally, further research could examine the 

view of the general public of investing into ECF, since the findings indicated that ECF 

would be suitable for investors with a personal interest in a project, it would be 

interesting to study whether the findings of this study would match with those of the 

perceptions of individual investors. 

 

Non-probability sampling was used for this study, but it is not a sufficient method and 

therefore generalizations cannot be made to the entire population. Further research is 

needed to be able to draw generalizations, and one could do this by using probability 

sampling and take a larger sample that would cover all of the Nordic countries. This would 

give a more comprehensive view of the phenomenon and would be able to consider 

regional differences better too. 

 

Moreover, further research could also apply different research methods. Quantitative 

methods could be chosen with an appropriately designed survey to attain a large sample 

size with more structured questions. A survey or a questionnaire could be designed based 

on the findings of this study and more general opinions in larger quantities would be 

obtained. 
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Appendix B 

 

Interview Guideline 
 

1. What is your awareness of ECF? 
 
2. Do you believe ECF will affect the financing of firms? 
 

3. For whom do you believe ECF is best suitable as an investment 
method? 

 

4. What is your opinion about the lack of a traditional intermediary in 
ECF? 

 
5. Do you see business related opportunities/threats that ECF might pose 

on traditional funding methods? 
 

6. What is your opinion of an ECF fund as an option to invest in ECF 
ventures in the future? 

 

7. Would you invest in such a fund? 
 

8. Do you see such a fund presenting business opportunities/threats? 
 

9. Are there any additional implications you associate with the 
investment of mutual fund money into ECF ventures?  

 

10. How do you see the ECF industry in the future?  
 

 


