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Crowdfunding Models, Strategies,
and Choices Between Them

Rotem Shneor

Introduction

During the last decade, the emergence and growing popularity of crowd-
funding were manifested and promoted through the proliferation of
thousands of online crowdfunding platforms worldwide. A crowdfund-
ing platform is “an internet application bringing together project owners
and their potential backers, as well as facilitating exchanges between
them, according to a variety of business models” (Shneor and Fliten
2015, p. 188). According to Méric et al. (2016) most platforms have the
following characteristics in common: first, providing fundraisers with
campaign presentation formats for their project, which is accessible to all
online users; second, allowing small to medium sized financial transac-
tions that enable widespread participation while keeping risks within rea-
sonable limit; and, third, provide relevant financial information about
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the campaign and its progress, as well as communication tools for inter-
action between prospective backers and fundraisers. In addition, some
platforms also provide advice, social media PR functionalities, as well as
referrals to other supporting services (ibid.).

The operation of platforms is overseen by regulation in each national
jurisdiction (Gajda 2017). In addition, self-regulation is also evident
through codes of conduct developed by industry associations for their
member platforms (Wenzlaff and Odorovic 2020), as well as in rules and
procedures developed by platforms themselves for own campaign approval
and user verification. Nevertheless, dependency on legal compliance
often results in a more constrained scope of operation both in geographi-
cal and functional terms. Here, while some platforms have developed
into global giants (i.e. Kickstarter, Indiegogo, Gofundme, etc.) or regional
actors (i.e. Latvia-based Mintos covering Eastern Europe, Finland-based
Investor covering the Nordic countries, etc.), thus far, most platforms
remain local and have a domestic focus or very limited international
scope of activities (regulatory and international aspects of platform oper-
ations will be covered in greater detail in later chapters).

At this stage, it is also worth noting that in addition to platforms,
crowdfunding activity also exists in the form of ‘individual crowdfunding
campaigns’ (Belleflamme et al. 2013), which are individual- or
organization-specific fundraising efforts carried outside formal platform
control and oversight. However, due to the latter’s sporadic nature, non-
systematic approach, and limited scope within private networks, most
research documents crowdfunding with respect to platform activities and
not with respect to individual campaigning efforts.

In the current chapter we present crowdfunding model types and their
different characteristics. This will be followed by a discussion of how fun-
draisers may choose the best crowdfunding model for their own project’s
fundraising needs. The chapter will then conclude by highlighting its
main contributions, limitations, as well as implications for research and
practice.
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Crowdfunding Models: A Typology

Earlier studies have suggested a number of typologies for capturing the
differing value propositions, practice patterns, funder motivations, risks
and legal compliance needs of crowdfunding platforms (i.e. Haas et al.
2014; De Buysere et al. 2012; Méric et al. 2016; Belleflamme and
Lambert 2016). We build on these earlier references but use the most-
comprehensive typology currently employed by the Cambridge Centre
for Alternative Finance (CCAF) in its annual industry reports (Ziegler
et al. 2018b, b, d, 2019; Zhang et al. 2018) and further elaborate on it.
This typology is outlined in Table 2.1.

The first model of online crowdfunding to emerge was debt-based, in
what is known as peer-to-peer (P2P) or marketplace lending, with the
establishment of platforms like Zopa in the UK and Prosper in the USA
in 2005. In the CCAF typology, debt-based models include non-deposit
taking platforms that facilitate online credit (both in the form of a secured
and unsecured loan) to individuals or business borrowers from individu-
als or institutional investors. In this respect, the platform functions as an
intermediary. In some cases, known as balance sheet lending, one can
observe a departure from original conceptualization of debt-based crowd-
funding, where the platform serves as the loan-provider, drawing upon
funds in a dedicated platform balance-sheet. In this respect, the platform
goes beyond the role of intermediary facilitating exchanges between lend-
ers and borrowers, and actively funds and services the loan.

A unique sub-set of lending included in the above is what is referred to
as ‘pro-social lending’, which may, but not necessarily, take the form of
micro-finance. Here, pro-social lending happens when lenders evaluate
prospective borrowers on both traditional financial lending criteria and
prosocial, charitable criteria (Allison et al. 2015). Prosocial loans relate to
either consumer or business loans and may involve high as well as low
sums, while catering projects with social welfare, human development, or
environmental well-being and sustainability objectives. Thus, micro-
finance can be considered as a sub-set of prosocial loans specifically when
loans involve small sums catering to economically disadvantaged and
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financially marginalized individuals aiming “to improve the well-being of
the poor through better access to savings servicesand loans” (Schreiner2001).

Equity-based models, including equity crowdfunding, relate to activi-
ties where individuals or institutions invest in unlisted shares or debt-
based securities issued by a business, typically an SME. Here, entrepreneurs
make an open call to sell a specified amount of equity or bond-like shares
via the internet in the hope of attracting a large number of investors
(Ahlers et al. 2015). As equity-based models have advanced, more diver-
sified applications have emerged beyond venture funding. Here, subsets
of the model like Real Estate and Property-based crowdfunding have
flourished, with investors able to acquire ownership of a property asset
via the purchase of property shares.

Another interesting variant of the equity model relates to community
shares, also referred to as the cooperative model. Under this model,
funders’ investments are collected to support a community project. And
while some revenue-generating community projects have the potential of
repaying backers wishing to cash-in their shares, most funders are moti-
vated by investing in their local community rather than in financial
returns (Gray and Zhang 2017).

A more recent addition to the crowdfunding models has been invoice
trading, which is considered as a “fast and easy way in which small and
medium sized enterprises (SMEs) can raise short-term debt by pre-
financing their outstanding invoices through individual or institutional
investors” (Dorfleitner et al. 2017, p. 56.). Such a short-term supply of
financing, in which companies sell their accounts receivables at a dis-
count in exchange for immediate cash, helps in alleviating cash-flow chal-
lenges that often affect SMEs. Hence, unlike other crowdfunding models,
this specific model is less about fundraising per se, and more about cash-
flow management that is financed through crowd investments.

Finally, the reward and donation crowdfunding models, are arguably
the models most commonly recognized by the public. In the case of these
two models, individuals provide funding to a project, an individual, or a
business without expectations of monetary returns for the funds raised.
Here, while reward models often represent pre-sales of products and ser-
vices, which funders expect to receive within a certain time frame, in
donation, there are no tangible rewards, and funders are likely to have a
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sense of satisfaction from contributing to something they deem impor-
tant and are passionate about. One interesting variant of donation crowd-
funding captured above is patronage, which involves subscription-like
payments (rather than a one-time donation) to individuals to fund an
ongoing occupation or career and is of particular relevance for artists
(Swords 2017), despite being relatively marginal in the overall crowd-
funding sphere thus far.

While the above list of models presents a clear distinction between
them, it is important to acknowledge that some platforms offer combina-
tions of models, either as experiment or extensions of their services. These
have been labelled as ‘Hybrid Models’ (De Buysere et al. 2012), and while
not representing main stream practice, may offer extra benefits to funders
and fundraisers alike. One example here may be a combination of equity
and rewards campaign, where an equity investment may also incorporate
special benefits for investors as consumers of the products produced by
the firm that they are investing in.

In an attempt to simplify matters, and at the most basic of levels,
Belleflamme and Lambert (2016) suggest a distinction between ‘invest-
ment models’ and ‘non-investment models’ defined based on the nature
of compensation promised to, and expected by, funders. Accordingly,
non-investment models include reward and donation crowdfunding,
while investment models include lending and equity models (including
royalty models such as profit or income sharing). In addition, one should
add the relatively newer model of invoice trading to investment models
of crowdfunding.

An additional, simple distinction between platforms is that distin-
guishing between two types of fundraising strategies. One, labelled as the
all or nothing’ (AON) approach, where fundraisers receive the funds
raised only if the campaign has reached its stated minimum goal, other-
wise funds are either returned or not charged from backers. The second,
labelled as the ‘take it all’ (TIA) approach, where fundraisers receive the
funds raised regardless of whether the campaign reached its stated mini-
mum sum goal or not. The prevailing approach across models is the for-
mer, as it may signal greater levels of commitment and seriousness.
Nevertheless, the latter is a popular approach in donation and pro-social
lending, where some welfare improvement is preferable to none.
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Interestingly, research examining the two approaches in the specific con-
text of reward crowdfunding has shown that AON forces fundraisers to
bear greater risk but serves as a signal of commitment, which in turn
yields higher quality campaigns and greater success rates (Cumming
etal. 2019b).

A different typology suggested by Haas et al. (2014), identifies three
archetypes of crowdfunding intermediaries by their different value prop-
ositions—Hedonism, Altruism, and For-Profit. Hedonism platforms are
those where backers pledge for innovative or creative products or projects
with consumption in mind, all while addressing individuals’ interests and
sense of joy. These are mostly associated with the Reward crowdfunding
model. Altruism platforms are those where backers pledge for a ‘greater
good’ or ‘enhanced welfare’ and are mostly associated with donation or
pro-social lending platforms but can also relate to community shares.
For-profit platforms are those where backers pledge for a profit-oriented
return and are associated with equity, royalty (profit sharing), and lend-
ing platforms to which one can also add invoice trading.

Nevertheless, the most popular generic classification of crowdfunding
models has thus far included—equity, lending, reward and donation
(Méric et al. 2016). We suggest adding invoice trading to this generic
classification, as it presents a unique new model that only in recent years
became significant in volumes in multiple markets, accounting for 22%
of the 2017 annual crowdfunding volumes in Latin America (Ziegler
etal. 2018b), 18% in the UK (Zhang et al. 2018), and 16% in mainland
Europe (Ziegler et al. 2019).

Crowdfunding Models: Key Characteristics

Once the models have been defined, it is important to establish an under-
standing of their characteristics. Table 2.2 summarizes the key character-
istics of each model while providing illustrative figures whenever available
from earlier research and industry reports.

Equity models are associated with the highest levels of funds raised,
while involving projects with a long time horizon and some of the highest
levels of risk, although the latter remains uncertain as available data cap-
ture ventures that have entered the equity crowdfunding market at its
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very early stages. Well-reflective of the risk levels involved, as well as strict
regulations governing this model, platforms employ high levels of filter-
ing efforts, with only a small minority of suggested projects being
approved for publication and live campaigning (otherwise known as
onboarding rate). However, as a result, equity models also present some
of the highest success rates among campaigns approved for publication
across all models.

The characteristics of lending models are more diverse based on the
model employed and the target audience served. Debt-based securities
involve the highest volumes raised on average per campaign, low onboard-
ing rates, and very high success rates. On the other hand, P2P consumer
lending involves relatively low sums, and despite low onboarding rates,
has some of the lowest success rates across all models, as well as some of
the highest recorded default rates. An exception here are micro-finance
loans exhibiting some of the lowest default rates among all lending models.

Invoice trading is characterized by low default rates, relatively high
onboarding, and very high success rates. This may be related to the rela-
tive novelty of the model, where platforms need to achieve legitimacy in
the market, as well as the fact that transactions tend to involve relatively
modest sums in a grander business financing context.

Reward crowdfunding, however, involves more modest sums and is
associated with medium onboarding rates and levels of success. Here,
while outright fraud is extremely rare, and non-delivery levels remain
low, late delivery is a major aspect of fulfilment on reward crowdfunding
campaign promises. Delays were frequently associated with either very
small sums or very large sums raised (Mollick 2015b). In the former,
entrepreneurs are likely to face higher costs than expected, which may
delay production and delivery. And in the latter, entrepreneurs may face
overfunding and high demands which generate complexities requiring
more time to overcome by relatively small businesses (Hainz 2018).

Finally, donation crowdfunding is associated with the lowest sums raised
per campaign on average, and is characterized by relatively high onboard-
ing rates, and medium success rates in comparison to other models.
However, being one of the least studied crowdfunding models and offering
no tangible benefit in return for funds raised, it is more difficult to assess
the extent of non-delivery or fraudulent activities under this model.
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Fundraiser Model Choice

Once the models have been defined and outlined, and their characteris-
tics presented, prospective fundraisers need to choose the best fitting
model for their respective projects. In the current section decision-making
frameworks are suggested to guide fundraisers through key consider-
ations when making such choices, based on establishing a good fit
between funding needs and each model’s characteristics. In total, three
frameworks are presented. Figure 2.1 presents the ‘Generic Organizational
Fundraiser Model Choice Framework’. Figure 2.2 presents its more elab-
orate version labelled as the ‘Extended Organizational Fundraiser Model
Choice Framework’. Here, the extended framework incorporates the
generic framework. The former is provided for simplification purposes as
it covers the most familiar crowdfunding models, while the latter also
incorporates newer or less familiar models. In any case, the focus here is
on organizations without limitations on size (from micro-entrepreneurs
to large businesses) or sectoral affiliation. In addition, Fig. 2.3 presents
the “Consumer Fundraiser Model Choice Framework”, reflecting indi-
viduals with fundraising for non-business private consumption needs.
First, from the perspective of the organizational fundraiser, both the
generic and the extended frameworks present relevant guidelines. Here,

How much
money needed?

W m

Commercial
concept

Financial return
Long term
returns

prospects
Risk Level

\wo

Tangible
outcomes

Short term
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Business
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Business type
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Fig. 2.1
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Mixed Donation-
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Generic organizational fundraiser model choice framework
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relief, etc.)

the first issue that requires addressing is an understanding of the sum
needed to be raised in the campaign. Establishing such a sum should be
based on a detailed project plan and budget that includes all costs expected
for the execution of the project itself, the crowdfunding campaigning
efforts, and a necessary buffer margin for unexpected costs. Prospective
fundraisers should also consider all sources of finances necessary for proj-
ect execution and the relative share of crowdfunding among these.
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Furthermore, how to use the funds raised should be meticulously
planned, so that it would be easier to convey what is expected to be achieved
by a successful campaign in concrete terms (i.e. number of units produced,
number of employees recruited, IPR protections achieved, number of peo-
ple helped, etc.). Once this is clarified, fundraisers should consider defining
both their minimum goals for the fundraising efforts without which the
project will not be executed, as well as some ‘stretch goals’ referring to what
can be achieved, beyond minimum goals should the project get overfunded.
Specifying stretch goals helps encouraging potential backers to contribute
additional funds once minimum goals have been achieved.

Once the minimum goal sum is defined, fundraisers should evaluate
whether their ambition represents a relatively small or large sum in com-
parison to other crowdfunding campaigns’ volumes in their respective
national market. Such thresholds are imprecise, vary by country, and con-
tinue to change annually as the industry develops. Hence, to best under-
stand current local dynamics, fundraisers are encouraged to both consult
experts and do some research bench-marking their own goal against earlier
campaigns in the same industrial sector and country during the last few
years. In very rough terms, and in most countries during 2017-2018, the
threshold was between $25K and $50K, where sums below this range can
be regarded as relatively small, and above it as relatively large.

In this respect, some words of caution are warranted. First, under-
standing what constitutes relatively small and large sum in a certain con-
text and point in time should not be considered as solid barriers, but
rather as points of reference for calibrating expectations about likelihood
of success. Crowdfunding campaigns constantly set new records, and
higher sums under various models are being achieved. However, the more
ambitious a campaign is, the riskier it is and the more likely it is to require
additional campaigning efforts and resources.

Small Sum Campaigns

If the minimum goal sum that was set by the fundraiser falls within the
range of relatively small sums, the next consideration is the very nature of
the project to be funded. If the project is of a commercial nature, where,



2 Crowdfunding Models, Strategies, and Choices Between Them 35

simply put, someone is expected to earn financially from, it is considered
a business campaign. If the project is non-commercially oriented, and no
one is expected to earn financially from its execution, it can be considered
as a non-profit project.

Next, if the project is of a non-profit nature, the question becomes
whether backers are offered tangible outcomes or benefits in the form of
rewards, products or services. If no such benefits are offered, the cam-
paigner should consider using the donation crowdfunding model. If tan-
gible benefits are offered in a non-profit context, the fundraiser may
consider a mixed reward and donation model. In such cases, funding is
primarily oriented for some ‘greater good” but may offer backers tangible
benefits in the form of promotional goodies (e.g. caps, cups, or t-shirts
promoting the project for attracting further support and funding), or
products created by the individuals benefiting from the project being
funded (e.g. handcraft, consumer goods, or food and drink experiences
created by members of disadvantaged or marginalized social groups
whose training, livelihood, or employment is created via funds raised).

However, if the project is business-oriented, the question becomes
what type of products and services it is offering to produce or provide. If
the products or services cater to certain segments of private consumers, in
most cases the reward crowdfunding model will be recommended. Here,
the fundraisers can pre-sell their products or services before incurring the
costs in their actual production. Such pre-sales, through the offering of
different rewards, may also help identify consumer preferences in advance
in terms of design, feature inclusion, and pricing. An exception here is
when the fundraiser is from an economically disadvantaged and finan-
cially marginalized background, and when the project involves a modest
micro-venture with limited capacities for delivery of rewards long-
distance. In such cases, online micro-finance may be the preferred crowd-
funding model, and instead of products supporters can receive modest or
no financial returns (which in most cases they reinvest in similar cases).

If the project is business-oriented and the products and services being
crowdfunded cater to business or government customers, fundraisers
should consider equity campaigning. Since industrial and institutional
buyers are concerned with bulk purchases rather than individual rewards,
as well as in economic viability encouraging them to contribute via equity
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crowdfunding may be more relevant than reward crowdfunding. Here,
such buyers may enjoy both preferential rates in procurement, as well as
potentially earning money indirectly from their own consumption of
these products and services via holding an ownership stake in the supplier
company.

Large Sum Campaigns

If the minimum goal sum that was set by the fundraiser falls within the
range of relatively large sums, the next consideration is the very nature of
the project to be funded. If the project funded is primarily expected to
generate non-financial returns, it is considered as offering social returns.
‘Social returns’ is used here as an umbrella term for social, humanitarian
and environmental benefits. If the project funded is primarily aimed at
generating financial returns, it is considered as offering an investment
opportunity.

When projects primarily offer social returns, the question becomes
who the main beneficiary of such benefits is. If the project is likely to
benefit a group of people with a common social mission and need (for
example—village installing windmills or solar panels for resident electric-
ity consumption), they may organize themselves as a cooperative society,
while selling ownership shares in the cooperative to its prospective mem-
bers. However, if the project is likely to benefit entrepreneurs creating
social ventures that are primarily concerned with social returns, and
financial returns represent secondary concerns, such fundraisers may
consider various formats of pro-social lending (e.g. start-up for plastic
collecting and recycling that employs unemployed people while cleaning
up natural reserves and waterbodies).

When projects primarily offer financial returns from a pure commer-
cial activity, the question becomes what the expected time horizon until
backers receive such benefits is likely to be. If the project entails long-
term investments, the question again becomes what level of risk is
involved. If risks are relatively low, and sufficient cashflows from the proj-
ect are highly likely, the fundraising venture should consider using a busi-
ness lending model. However, if risks are relatively high, and cashflow
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timing and volumes are more uncertain, fundraisers should consider
using an equity crowdfunding model by selling ownership stakes in the
venture.

Alternatively, if the project entails short-term investments for potential
backers, the question becomes how the funding raised will be spent. If
funding is used for a strategic investment towards firm enhanced capacities
and growth, fundraisers should consider using a business lending model.
However, if the funding is used for managing healthier cash-flows, and the
firm already has sales, fundraisers should consider using invoice trading.

Consumption-Oriented Campaigns

In addition to organizational fundraisers, a large proportion of crowd-
funding volumes is associated with financing consumers. In this context,
the model options are more limited, but the volumes are substantial, as
shown in the CCAF reports (Ziegler et al. 2018a, b, 2019; Zhang et al.
2018) throughout recent years. However, it is worth noting that while a
large portion of such loans is indeed associated with consumption, some
of it also camouflages early-stage venturing by single entrepreneurs taking
consumer loans to fund their business startup activities.

Here, again, the first aspect to be considered is the amount of money
sought. Consumers need to plan for costs associated with the consump-
tion activity they are planning to engage in, as well as the costs associated
with the crowdfunding activity. Once such costs are clarified in advanced,
a minimum goal sum for a campaign may be set. Once such a sum is
defined, fundraisers should evaluate whether their ambition represents a
relatively small or large sum in comparison to other consumer crowd-
funding campaigns’ volumes in their respective national market. As in
organizational crowdfunding, such thresholds are imprecise, vary by
country, and continue to change annually as the industry develops. Here
as well, fundraisers are encouraged to both consult experts and do some
research bench-marking their own goal against earlier campaigns with
similar goals, which took place in the same country and during the last
few years. In very rough terms, and in most countries during 2017-2018,
the threshold was between $5K and $10K, where sums below this range
can be regarded as relatively small, and above it as relatively large.
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If the minimum goal sum that was set by the fundraiser falls within the
range of relatively small sums, the next consideration is how critical the
funding is to the well-being of the fundraiser. If the funding is very critical
for the well-being of the fundraisers (e.g. health or surgery emergencies, pay-
ment of legal fees, disaster relief), they should consider a donation crowd-
funding model. However, if the funding is not critical to the well-being of
the fundraiser as in the cases of regular consumption (e.g. life events such as
weddings or birthdays, purchase of home appliances, home renovations and
upgrades), fundraisers should consider consumer lending models.

If the minimum goal sum that was set by the fundraiser falls within the
range of relatively large sums, the next consideration is how would the
funds raised be used. If the funding will be used for investment in physi-
cal or human capital (e.g. home renovations and upgrades, education
procurement), fundraisers should consider using a consumer lending
model. If large sums will be used for consumption rather than invest-
ment, the concern for the criticality of funding for the fundraiser’s well-
being emerges again, and the choice of models follows that described
earlier.

Conclusion

In the current chapter all crowdfunding models that have been employed
in recent years have been defined and their characteristics outlined.
Furthermore, the chapter presents novel frameworks guiding both orga-
nizations (including those involving one-man operations) and consumers
through a decision-making process towards choosing the model that best
fits their funding needs and characteristics. In this sense, the chapter’s
main contributions are in both presenting one of the most elaborate, up-
to-date, and detailed typologies for crowdfunding models currently in
use, and in being the first to suggest frameworks for systematic choice-
making between models by fundraisers.

Nevertheless, the current chapter has some limitations that also pres-
ent opportunities for further research. First, the characterization of mod-
els that were presented in terms of success rates, onboarding rates, and
risk levels capture current dynamics, understanding, and knowledge.
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However, since the industry is young and dynamic, and since some evi-
dence for regional differences does exist, these should be revisited and
tested empirically in future studies capturing the state of the market at
more advanced levels of maturation, and across national and regional
markets. Second, the suggested frameworks that were outlined follow a
prescriptive and normative nature based on the accumulated experience
of working with the industry from its early days til now. However, as
such, it represents a certain set of heuristics that may guide prospective
fundraisers, but it is not the only relevant set of such heuristics.
Accordingly, future studies may seek to both empirically validate the
decision process outlined, as well as further develop and amend it in a
systematic data collection and analysis efforts (both qualitatively and
quantitatively). Third, the organizational model choice frameworks sug-
gested do not differentiate between different kinds of organizations in
terms of size, age, or popular awareness. Accordingly, it may be interest-
ing for future researchers to investigate whether model choice heuristics
differs by such organizational characteristics.

Finally, the information and frameworks presented in this chapter also
have several implications for practice. In this context, prospective fund-
raisers may consult the typology, model characteristics, and the outlined
model choice frameworks and use them in their own fundraising decision
making efforts. Furthermore, these may also be used by educators and
trainers that wish to introduce crowdfunding to both students and prac-
titioners as roadmaps for navigating through the multiple models avail-
able, while providing initial guidance into choosing between them for
different project purposes.
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