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SUMMARY

The study aimed at investigating the factors that lead to successful crowdfunding campaigns in Ke-
nya. The success factors of reward-based crowdfunded campaigns vary in different countries due to
differences in cultures, legal requirements, social interactions, political and business environments.
With very minimal research on crowdfunding funding in Kenya, the study therefore, aimed at
analyzing reward-based crowdfunding in Kenya using Kickstarter data, and identifying the crucial
factors necessary to run a successful campaign. To achieve this objective, the study used a multiple
regression and Pearson correlations. The study found a statistically significant regression equation hen-
ce the regression model was considered a good fit. The study using the Pearson correlations analysis
found a very strong and positive statistical correlation between updates, amount pledged, backers,
and successful projects, moderate but positive statistical correlation between comments, new backers,
returning backers, and successful projects. However, there was a negative but insignificant correlation
between the goal, funding period, and successful projects. The novelty will be of great benefit to project
funders who want to run successful projects in Kenya. This is because the concept of crowdfunding
is still new in Kenya and has not been widely publicized, accepted, or researched. The results of this
study will guide potential founders on the do’s and don’ts of running a successful campaign. Finally,
the study recommends further research on the success factors of other crowdfunding models in Kenya

as the study solely focused on the reward-based model.
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Financing new innovative ideas, projects, or
businesses has been a challenge since traditional
financial institutions consider such projects as
high risk due to lack of the collateral required
to secure the funding. Crowdfunding is the
newest and most recent initiative that offers
financial support through technologically-
enabled

actracted increased interest as the most popular

platforms.  Crowdfunding has
alternative funding especially to the investors,
innovative entrepreneurs, creative projects,
and small businesses (Wachs & Vedres, 2021;
Markas and Wang, 2019; Tian et al., 2021).
According to Fernandez-Blanco et al. (2020),
the advancement in technology particularly in
crowdfunding has allowed easy, instant, and
unlimited access to finances. Additionally,
crowdfunding is causing a revolution in the
financial industry and innovation in general.
Crowdfunding is shaping the financial
sector and changing how small businesses,
individuals, and innovative ideas acquire
funding. Consequently, Fintech companies
have ventured into offering more advanced
financial services online such as crowdfunding
enabling them to remain competitive in the
financial sector.

As an innovative funding method,
crowdfunding provides an alternative way
or channel to finance where individuals or
businesses start-ups can raise funds through
launching campaigns of their projects. For
this reason, interested investors pledge to
support these projects or business ideas.
According to Fan et al. (2020), and Baber
(2020), crowdfunding provides funds through
the internet or online platform to small-scale
businesses or entrepreneurs without necessarily
using financial institutions or financial
intermediaries (Keongtac & Siva, 2019).
Hence, entrepreneurs, small businesses, and
innovators avoid debt or external shareholders’

control (Song et al. 2019). This bridges the
financing gap in the market by providing

Public Finance Quarterly m2021/3

funding particularly to new businesses that
had limited access to funding by traditional
financial institutions (Moysidou & Hausberg,
2020). The development of crowdfunding has
attracted the attention of several academic
researchers and scholars who used the
Kickstarter data (Korzynski et al., 2021; Cha,
2020; Ryoba et al., 2020).) Most interesting,
up to now, research in crowdfunding activities
is still listed as developing depending on
different countries. However, most studies
were conducted reward-based campaigns based
in developed countries. The success factors
of reward-based crowdfunded
identified in these studies may yield different

campaigns

results from those in Africa and particularly
Kenya. This is due to the different cultures,
legal requirements, social interactions, political
and business environments. The concept of
crowdfunding is still a developing sensation
in Kenya. There is very minimal research on
crowdfunding funding in Kenya with the
existing research focusing on Mchanga which
is a donation-based crowdfunding platform.
This study therefore aimed at analyzing
reward-based crowdfunding in Kenya and
identifying the crucial factors necessary to run
a successful campaign.

This study aimed at shedding light on the
basic conceptual understanding of the factors
necessary for a successful crowdfunding
in Kenya. It
filling the gap in the existing literature and

campaign contributes  to
establishing a basic conceptual foundation for
the crowdfunding within finance discipline.

CONCEPT OF CROWDFUNDING

Crowdfunding was first introduced in 1997
by a British rock to raise money through the
internet'. However, there is no single approach
to define this phenomenon. Academic scholars
have defined crowdfunding as ‘raising funds



online through the collective wisdom of
individuals or groups of people, collectively
referred to as the crowd (Hossain and
Oparaocha 2017). Additionally, Markas and
Wang (2019) defined crowdfunding as a means
of receiving or getting capital without using
traditional financial methods or institutions
such as banks or venture capitalists. Based
on these definitions it is clear that there is no
clear and universally accepted definition of the
concept of crowdfunding.

what this clear is
elements set aside crowdfunding from other

However, that few
traditional fundraising campaigns. In their
Hossain and Oparaocha (2017),
and Fanea-Ivanovici and Siemionek-Ruskar
(2019) observed that the use of the internet,
marketing channels, the ability to test new

research,

innovative and creative ideas, and the direct

interaction with the customers are few
elements differentiating crowdfunding from
other campaigns.
Additionally, crowdfunding platforms allow

startups to entice investors by advertising

traditional fundraising

their new or innovative ideas through the
internet (Schraven et al., 2020)providing an
additional way for entrepreneurial individuals
and organizations (creators. Using the internet
also sets aside the crowdfunding campaigns
from the traditional fundraising campaigns
through generating a wide range of audiences
(Fanea-Ivanovici & Siemionek-Ruskan, 2019
and Tafesse, 2021). Again, crowdfunding
provides support to a small business or
creative projects which are not eligible to
acquire funding from traditional financial
institutions (Fanea-Ivanovici and Siemionek-
Ruskan, 2019). Crowdfunding plays a big role
in radically reducing transaction costs, hence
providing a low-cost alternative of accessing
capital eliminates financial intermediaries and
other issues related to progress monitoring
and financing (Keongtae & Siva, 2019 and
Kromidha, 2016). Crowdfunding unlike
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traditional financial institutions does not
require the fundraisers to provide any collateral
or business plans to acquire funds (Markas and

Wang, 2019).

FORMS OF CROWDFUNDING

Most academic scholars and researchers have
pointed out four main forms of crowdfunding
namely;  donation-based,
lending-based, and equity-based (Hossain and
Oparaocha, 2017; Chervyakov & Rocholl,
2019; Lee, 2019). Shneor et al. (2020) posit
that equity-based crowdfunding platforms,

reward-based,

fund business projects that guarantee investors
tangible benefits such as profits. According
to Vismara (2018), the major motivation of
equity-based crowdfunding is the monetary
return or the investor’s return on investment.

The nature of lending-based crowdfunding
platforms supports projects that are lending
capital and in turn, earns interest from the
capital invested. Lending-based crowdfunding
platforms have also been described as ‘when
individuals or institutional backers provide loans
to borrowers while expecting the repayment of the
principle and a set interest within the predefined
timeframe (Shneor et al., 2020 p.2). These
loans provided by the lenders do not require
collateral and therefore, the risk of default is
higher (Bruton et al., 2015).

An empirical analysis of reward-based
reveals that it is the most widespread type
of crowdfunding. Backers of reward-based
crowdfunding platforms support projects
that provide non-financial rewards (such as
gift hampers, t-shirts, caps) to investors. This
means that the investors provide funding of
projects with no expectation of monetary or
financial rewards which are in most cases in
the form of pre-purchased goods or services
(Shneor et al., 2020).

Finally, ~donation-based crowdfunding

Public Finance Quarterly m2021/3



—mSTUDIES m

support projects which seek

donations banking on intangible or non-

platforms

material feelings as rewards (such as a sense
of belonging and satisfaction) to the donors.
According to Shneor et al. (2020), donation-
based is the “...provision of funding based on
philanthropic or civic motivations without
expectation of material rewards (Shneor et al.,
2020, p.2). Donation-based crowdfunding
has also been described as the acceptance of
donations in terms of monetary resources
through the internet without the expectation

of receiving any form of reward (Noelia et al.,
2021).

According  to  Fanea-Ivanovici  and
Siemionek-Ruskani  (2019),  crowdfunding
has developed from its initial forms such

and

more developed forms such as equity-based,

as donation-based reward-based to
lending-based, hybrid, and invoice trading
crowdfunding. Crowdfunding if well utilized
is useful in economic growth and development
through exploiting the available opportunities
in the community and innovation particularly
in areas where obtaining finance is difficult
(Hervé and Schwienbacher, 2018).

OVERVIEW OF CROWDFUNDING

The Global crowdfunding volume stood at
approximately 14 billion US dollars in 2019
and is estimated to hit 28.8 billion US dollars
by 2025.%% Europe is the third-largest market
for crowdfunding with the dominating country
being the UK (Shneor et al. 2020). However,
the uptake of Crowdfunding in Hungary
is still low compared to most countries in
Europe. The European Commission (2017)
report, noted that crowdfunding forms such
as lending-based models are not present in
Hungary with the few active crowdfunding
forms being equity, donation, or reward-based
crowdfunding  (European

Crowdfunding
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successful

Network, 2018). The
donation-based crowdfunding in Hungary is

most

adjukossze.hu which currently launched over
140 community fundraising campaigns and
62 organizational fundraisers which saw an
increase of 200% in donations bringing the
total to 206 million HUE* The rokeporzal.
hu has launched 6 equity-based campaigns
where 2 campaigns have been successful, 2
campaigns are live and 2 campaigns were
unsuccessful.” On the other hand, Kickstarter
has launched 211 reward-based crowdfunding
projects where 75 projects were successful
(35% success rate) and 1 project was live.®

In Africa, South Africa is
dominating the crowdfunding activities
(Chao, 2020) with Thunda Fundraising
approximately 3.8 million US dollars from
1,420 reward-based projects. The concept
of crowdfunding in Kenya is relatively new.

currently

Crowdfunded models prominent in Kenya are
donation-based and reward-based. Mchanga
is the largest donation-based crowdfunding in
Kenya with approximately 40,081 fundraisers,
877,744 supporters’ and has raised over 5
million US dollars (Matt et al., n.d.). Mchanga
was founded in 2011 to facilitate Kenyans to
fundraise online. Mchanga enables Kenyans
to donate and help other Kenyans facing

health,

(business, farming, business, civil society)

education, weddings, community
issues. There are few activities around reward-
based crowdfunding in Kenya with Kickstarter

launching 182 projects by April 2021.8

ABOUT KICKSTARTER

Kickstarter is a reward-based crowdfunding
platform that mainly aids in bringing artistic,
creative, and artistic ‘projects to life” . Kickstarter
was launched in 2009. Currently, Kickstarter
is the world’s largest crowdfunding platform
(Song et al., 2019), with approximately 71.7



million total pledges amounting to 5.8 billion
US dollars, 200,562 successfully funded
projects, 19.6 total backers, and 6.6 million
repeat backers.'® However, in Kenya, the
concept of crowdfunding is in its initial stages.

LITERATURE REVIEW

A review of the literature revealed that
crowdfunding has attracted the attention
of academic scholars with some scholars
focusing on individual forms of crowdfunding
platforms such as equity-based crowdfunding
platforms (Nitani et al., 2019; Lee, 2019;
and Wallmeroth, 2019) and the motivation
of crowdfunding founders
Crowdfunding campaign backers are mainly

and backers.

motivated by the creation and consolidation
of connections rather than the rewards they get
(Kaur & Gera, 2017). Additionally, Montequin
et al. (2018) argue that a successful project
should be based on customer satisfaction and
not on cost, specifications, and deadlines.
Other focused on the

factors which contribute to the success of

researchers

crowdfunding (Korzynskietal.,2021; Vismara,
2018; Song et al., 2019). For a campaign to
be considered successful, Fernandez-Blanco
et al. (2020) study revealed that the amount
pledge should be equal to or more than the
budgeted amount. It has also been found that
self-promotion, exemplification, and creating
various social media platforms presence are
some of the factors that make a crowdfunded
project successful (Korzynski et al., 2021). For
instance, Wolfe et al. (2021) found a positive
correlation between Twitter messages and
the success of crowdfunded campaigns. Koch
and Siering (2016), study revealed that the
description of the campaign, images, videos,
and returning backers as factors that influenced
successful campaigns. Liang et al. (2020), in
their study, indicated a positive effect of picture

mSTUDIESB—F—

count, video count, word count, and updates
on the success of crowdfunded campaigns.
Likewise, identifying project description in
terms of length, objectivity, and readability,
experience, and past expertise of the project
funders were found to be significantly
associated with the success of crowdfunding
(Zhou et al., 2018).

Adamska-Mieruszewska et al. (2017)
examined issues relating to location in
their study on the success and failures of
crowdfunded projects in Poland and revealed
that the project owners in Poland’s larger
cities had better qualifications and were better
prepared to run the project leading to the
success of most projects. This was attributed
to the wider media presence. The findings
of this study were in line with the findings
of Dominguez et al. (2020), which found
significant  relationships between location,
gender, and
successful crowdfunding projects.

experience, human capital,

There are connections between regular
updates and successful projects. Yin et al.
(2019), study revealed that project updates and
communication positively affect the success
of crowdfunded campaigns. Additionally,
Borst et al. (2018), found a positive effect of
project updates and tweets on the success of
crowdfunding campaigns. This was in line
with Aleksina et al. (2019) findings which
revealed that founders should establish and
maintain  professional contacts through
regular updates to increase the probability
of campaign success. Regular updates also
create a sense of trust from the backers.
Song er al. (2019) stated that crowdfunding
platforms and campaigns require openness
and trustworthiness to succeed. Their study
suggested that trust is very essential for the
success of crowdfunded activities and is
gained through sharing information with the
intended investors. A study by Shneor et al

(2021), found that revealing or sharing out
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information positively relates to the success of
the crowdfunded campaign.

The comment section provides an avenue
where backers can interact with founders by
asking questions and posting either negative
or positive comments. This section is crucial
as any interested new backer as comments
posted and their responses will impact the
decision of future founders. Petitjean (2018),
study concluded that successful campaigns
were dependent on the number of backer’s
comments about their opinions, reviews, and
experiences. Additionally, Wang et al. (2018)
suggested that there is a direct association
between comment sentiments and the success
of crowdfunding projects.

Project duration and time have also been
a focus of academic scholars. According to
Petitjean (2018), the first phase or week of
the crowdfunding campaign is critical for
its success as most of the backers fund the
campaigns during this week. Additionally,
Song er al. (2019) study recommended
that crowdfunded campaigns with shorter
funding days attract more backers. However,
crowdfunded campaigns should not set very
high or unrealistic goals as this may discourage
potential backers (Aleksina et al., 2019). This
argument was supported by Song et al. (2019)
who argued that project founders should set
realistic funding goals.

According to Samarah and Alkhatib (2020),
the existence of a regulatory framework,
and
transparency are very essential for equity
and lending-based crowdfunding platforms.
Rau (2018) also stress that law, trust, and
the development of crowdfunding are legal

supervision,  financial

knowledge,

system and highly significant to the volume
of crowdfunding platforms. However, the
level of countries’ development explains the
volume of crowdfunding platforms. In poor
or low developed countries, having explicit
regulations are not significant. In contrast,
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the social factors for example trust by the
population in low developed countries is highly
significant to the volume of crowdfunding
platforms and vice versa.

RESEARCH METHODOLOGY

The study used data from the Kickstarter.com
website. The study used a multiple regression
model to establish the relationship between
the dependent variable and the independent
variable.

Y=B,+BX +BX,+BX,+B XX+
BXs B X, B Xt BX, Te @

Where;
Y= Project Success
B,= Constant
X = Project goal
X = Pledge
X,= Backers
X,= Funding period
X.= Updates
X = FAQ (Frequently Asked Questions)
X = Comments
X.= New backers
X,= Returning backers
e= error
B, B, B,= parameters used

VARIABLE DESCRIPTION

As shown in Table I the dependent variable of
our study was the project success which was
denoted 0=Not successful, 1=successful while
the independent variables were; Project Goal
which is the specified amount of money that
the founder of a crowdfunded campaign aims
to get at the end of the project. When starting
a crowdfunding campaign, the founders need
to set realistic, easily achievable goals. Pledge
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Table 1

VARIABLE MEASUREMENT

The amount the project founders intend to raise per project

Project Success 0=Not successful, 1=Successful

Project Goal

Project Duration Number of days that each project remained active
Pledge Amount promised by backers per project
Comments Number of comments per project

Backers Number of backers per project

New Backers Number of new backers per project

Returning Backers
Updates

Number of returning backers per project
Number of updates per project

FAQ Number of FAQs per project

Source: Authors’ extraction based on Kickstarter data (2021)

is the amount of money a backer promises
or vows to support the ongoing project.
Backers are the individuals or funders who
support crowdfunding projects. Backers can
be classified into returning backers and new
backers. Funding period is the duration of the
crowdfunded projects. Kickstarter projects
funding projects mainly range between lday
to 60 days with Kickstarter encouraging a 30-
day funding period. Comments which allow
easy communication between the founder and
the backer. In this section, the backers may ask
questions or express their views regarding the
project and the founder responds. Updates, the
founder of the crowdfunded campaign tries to
reach out to existing or new backers through
constantly communicating and informing
them about the progress of the project. FAQ
is a section that tries to answer the most
common questions or queries regarding a
particular project.

DATA ANALYSIS AND DISCUSSION

Categories

In Kenya, the 182 crowdfunded projects were
categorized as indicated in Table 2 below;

Table 3 below shows the project status of all
the 182 campaigns.

In cleaning out the data, we excluded all
projects which were either live or canceled.
The study, therefore, used 173 projects which
were either successful or unsuccessful (See
Table 4 and Figure I).

From our total sample of 173 crowdfunding
projects, the average goal was US dollars
32,018, average pledge 10, 915, of average
funding period was 34 days, average of 4
updates, 5 comments, 93 backers, 66 new
backers, and 60 returning backers.

Table 5 above shows the R?is 0.333 (33.3%)
while the Adjusted R* was 0.288 (28.8%).

Public Finance Quarterly m2021/3
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Table 2

CATEGORY OF CROWDFUNDED PROJECT

Art

Crafts
Design
Fashion
Film & Video
Food
Games
Journalism
Music
Photography
Publishing
Technology
Theater
Total

Source: Own edited based on Kickstarter data (2021)

10
1
4

15

64

14
4

il

12

25
9

il
2

182

Table 3

STATUS OF THE CROWDFUNDED PROJECTS

Live Projects
Successful Projects
Unsuccessful Projects
Canceled Projects
Total

Source: Own edited based on Kickstarter data (2021)

This indicates 28.8% variation in the success
of a project can be explained by the model.
The adjusted R? accounted for 0.288 (28.8%)
is slightly lower than the R* value which
indicates the precise relationship between the
independent and the dependent variable due
to its sensitivity of addition of any irrelevant
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1
80
93

8

182

variables. The predictors in our model were
statistically significant with a p-value <0.000.

The study found a statistically significant
regression equation (F (8,117) = 7.308,
<0.000 as indicated in Zable 6 above. This
indicates that the overall regression model used
in the study statistically significantly predicted
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Figure 1
STATUS OF CROWDFUNDED PROJECTS IN PERCENTAGE
Live Projects Successful Projects Unsuccessful Canceled Projects
Projects
Source: Own edited based on Kickstarter data (2021)
Table 4
DESCRIPTIVE ANALYSIS

Skewness

Goal in USD 173 32017.90 9.631 0.185
Pledge in USD 173 10914.89 3.707 0.185
Backers 173 93.27 3514 0.185
Funding Period (days) 173 34.74 0.708 0.185
Updates 173 4.29 1.976 0.185
FAQ 173 0.64 3.923 0.185
Comments 173 498 5.901 0.185
New backers 127 65.76 3.153 0.215
Returning backers 126 60.19 3.432 0.216
Valid N (listwise) 126

Source: Own edited based on data (2021)
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Table 5

REGRESSION ANALYSIS

Model Summary

Change Statistics

Std. Error
of the
Estimate

M.

0.577* 0.333 0.288 0.410

R Square Sig. F

0.333 7.308

Note: * = Predictors: (Constant), Returning backers, Funding Period (days), Goal in USD, FAQ, Updates, New backers, Comments, Pledge

inUSD
Source: Own computation based on data (2021)

Table 6

ANOVA ANALYSIS

Mean
of Squares Square

Regression 9.819
Residual 19.649 117
Total 29.468 125

1.227
0.168

7.308

Note: *= Dependent Variable: Project status, **= Predictors: (Constant), Returning backers, Funding Period (days), Goal in USD, Questions

asked, Updates, New backers, Comments, Pledge in USD
Source: Own computation based on data (2021)

the outcome (success of the crowdfunded
projects).

The study further conducted a Pearson
correlation analysis to test the relationship
between our dependent variable (Project
success) and our independent variables (Goal,
Pledge, backers, funding period, updates,
FAQ, comments, new backers, returning
backers).

From the Pearson correlation analysis,
there is a very strong and positive statistical
correlation between updates and successful
projects (r=0.402, p<0.001), amount pledge
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and successful projects (r=0.402, p<0.001),
backers, and successful projects (r=0.451,
2<0.001). The study also found a moderate
but positive statistical correlation between
comments and successful projects (r=0.314,
<0.001), new backers and successful projects
(r=0.394, p<0.001), and returning backers
(r=0.319, p<0.001). the study
found a negative but insignificant correlation
between the goal and successful projects (r=-
0.130, »>0.01), funding period, and successful
projects (r=—0.147, p>0.01).

This that an addition of one

However,

means
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campaign update from the founder, an
increase in the amount of money pledged, an
increase in the number of backers both new
or returning backers leads to a more successful
project. However, an increase in the goal of the
project and funding period leads to a decrease
in the chance that the crowdfunding campaign
to be successful.

CONCLUSION AND RECOMMENDATION

Crowdfunding platforms provide alternative
funding solutions are especially to new ventures
that are not eligible to acquire funding from

Through

crowdfunding platforms, businesses can test their

traditional financial institutions.
new innovative and creative ideas and have direct
interaction with the customers. Crowdfunding
platforms do not require fundraisers to provide
any collateral or business plans to acquire
funds. Consequently, the question on what are
the success factors of crowdfunded campaigns
particularly in developing countries such as
Kenya is important.

From the analysis of the study, it is clear
that the
crowdfunded campaigns in Kenya are not
different from other countries despite Kenya
being a developing country. The study found
that updates amount pledged, backers, and
comments as the success factors. Founders

success factors of reward-based

of crowdfunding platforms can increase their

mSTUDIESB—F—

success rate by providing more updates about
the campaign, focusing on the backers (both
new and returning backers) and the amount
pledged. Constant communication with the
backers through updates makes the backers
have more trust in the campaign. Moreover,
constant updates and timely responses to
comment act as a reference point for new
backers. The findings also showed a negative
relationship between the project goal, funding
period, and project success. Therefore, project
founders should aim at setting a lower goal and
a lesser period. Most of the backers interested
in a campaign project normally back it within
the first few days after launching.

The findings of this study will contribute
to the growing literature on crowdfunding.
Besides, the novelty of the study will be of
great benefit to project founders who want
to run successful projects in developed
and developing countries such as Hungary
and Kenya. This is because the concept of
crowdfunding is still new in Kenya and
has not been widely publicized, accepted,
or researched. The results of this study will
guide potential founders on the dos and
donts of running a successful campaign not
only in Kenya but in other countries such as
Hungary where the concept of crowdfunding
is still relatively new. This study recommends
further research on the success factors of other
crowdfunding models as the study solely
focused on the reward-based model. m
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! https://www.startups.com/library/expert-advice/his
tory-of-crowdfunding Accessed on 29th April 2021
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30th April 2021

3 hteps://www.marketdataforecast.com/market-
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