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Is Equity Crowdfunding Truly Democratic? 
The success of Britain’s alternative finance industry has created a global benchmark for 
SME investment. In 2015, the market grew by a staggering 84% to £3.2 billion, helping to 
finance 254,721 businesses, individuals, projects and not-for-profits, as revealed by Pushing 
Boundaries: The 2015 UK Alternative Finance Industry Report. Of this rapidly expanding 
industry, it was equity crowdfunding that emerged as one of the most popular routes to 
funding, with the market increasing by 295% in the space of 12 months – an extraordinary 
leap from a comparatively modest £84 million in 2014 to £332 million worth of investment 
in 2015. Despite alternative finance’s relative infancy, these figures reflect an industry that is 
proving to be a vital support structure for many scaling businesses in the UK.

The market has also democratised a world once reserved exclusively for banks, hedge funds, 
VCs and angels – in doing so it has helped empower investors eager to back the UK’s 5.5 
million SMEs. However, despite opening the SME investment arena to the masses and creating 
additional opportunities for British business owners, is the alternative finance industry truly 
democratic for entrepreneurs and are they aware of their available options? 

Although the alternative finance market has created additional funding avenues for business 
owners and aspiring entrepreneurs, research statistics from December 2015 would suggest 
that business owners still find access to finance a major hurdle. The Institute of Directors 
(IoD) found that 40% of entrepreneurs said difficulties in gaining finance had prevented their 
company from growing. The same survey also discovered that friends and family still prove to 
be a significant source of support when growing a business. Over half (53%) of those surveyed 
by the IoD said that money from family members had been integral in starting their business, 
whereas a further 45% had used finances from their friends. 

To gauge whether our next generation of business owners would also rely on those close to 
them, we conducted a new in-depth survey of entrepreneurial UK adults. We asked business-
minded Britain where they would turn for financial support if they were to start or grow a 
business. By sampling over 2,000 UK adults we aimed to discover what routes to funding they 
would explore and whether they would rely on institutions; lean on their friends and family; or 
turn to the crowd to scale their venture. 

Entrepreneurial Britain Banking on Retreating Traditional Funding 
The results from the survey revealed that the most popular routes to funding for entrepreneurial 
Britain proved to be personal savings (35%), banks and institutions (28%), and friends and 
family (15%). Worryingly, when asked if they knew where they would turn for the funding they 
need to start or grow a business, nearly half of the respondents (45%) said no – this figure 
jumps to 52% among 18-34 year olds.

The full results detailing the preferred funding routes for entrepreneurial Britain can be seen 
below:  

http://www.nesta.org.uk/sites/default/files/pushing_boundaries_0.pdf
http://www.nesta.org.uk/sites/default/files/pushing_boundaries_0.pdf
http://www.independent.co.uk/news/business/news/half-of-uk-entrepreneurs-rely-on-the-bank-of-mum-and-dad-a6772901.html
http://www.independent.co.uk/news/business/news/half-of-uk-entrepreneurs-rely-on-the-bank-of-mum-and-dad-a6772901.html


What entrepreneurial Britain said about their funding prospects:
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There are 5.5 million SMEs in Britain, but how do these 
small businesses find the all-important funding they need?

IW Capital & Crowdfinders asked 2,000 would-be entrepreneurs where they would 
turn for funding if they were to launch or grow a business. Here’s what they said:
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The high proportion of respondents that would resort to personal savings to fund their business 
is indicative of a trend that sees entrepreneurs still dipping into their own pockets in addition to 
that of their friends and family to start or grow a business. Even in light of the aforementioned 
advances in alternative finance, Crowdfinders’ study illustrates the remaining over-reliance on 
savings for any would-be business owner. These findings mirror worldwide statistics from the 
Global Entrepreneurship Monitor, which reported that a staggering 95% of small businesses 
globally are self-funded or have used personal finances to part-fund their venture. 

The fact that 28% of Britons would consider banks and institutions as their primary choice is 
also troubling, given that analysis from Funding Options estimates that since 2011, banks have 
withdrawn £5.7 million a day in small business overdrafts alone. In doing so, these traditional 
funding options have effectively slashed available credit by £8.4 billion at an estimated cost 
to the economy of £2.9 billion. Aside from having a detrimental impact on our wider economic 
outlook, this is contributing to the poor survival rates of UK SMEs, with RSA figures stating that 
over half of UK businesses fail within the first five years due to a debilitating lack of finance. 

Is Business-Minded Britain Seeking Support from the Crowd?
In light of the alternative finance market demonstrating exponential growth, business 
owners can now benefit from a wealth of finance options beyond that of personal networks 
and savings. However, the study found these options were still not being fully embraced by 
potential entrepreneurs, with only 8% of respondents to Crowdfinders’ survey saying they 
would consider crowdfunding when seeking finance to start or scale a business. The relatively 
lower number reflects that, despite its rapid growth, the crowdfunding market is yet to capture 
the full length and breadth of Britain’s small business talent, suggesting the need for industry 
partners to do more in raising awareness and education among the UK’s entrepreneurs.

For those choosing to use crowdfunding platforms there remain some notable obstacles 
that must be overcome to successfully complete a funding round. This was reflected by data 
from CrowdRating.co.uk, released in March 2016, which analysed 678 campaigns across 
the top 12 crowdfunding sites. The survey found that just 55% of crowdfunding campaigns 
succeed, with completion rates inevitably varying between platforms. With almost half of 
hopeful businesses failing to meet their funding target, the crowdfunding industry evidently 
has to address the factors that are giving some business owners an advantage in order to 
fully democratise the sector for the entrepreneurs themselves. 

To highlight the need for further democratisation within the industry, Luke Davis, Co-
Founder of Crowdfinders and CEO of IW Capital, said:

“Now in its fifth year, the crowdfunding industry is beginning to mature. Despite its revolutionary 
premise and ability to bring SME investment to the masses, it still has room to evolve. As with 
any financial solution, agility is of critical importance, and in this case, adapting the model 
to ensure that it stays democratic for businesses as well as investors is crucial. I think a key 
element to a campaign’s success is early momentum and a great deal of that is often generated 
by entrepreneurs’ friends and family. But, if they don’t have the means to invest early on, or if 
business owners don’t have anywhere to turn, then they are at an immediate disadvantage 
compared to those who have wealthy relatives able to kick-start their campaign, thereby giving 
them a greater chance of hitting their overall funding target.”

http://www3.babson.edu/Academics/centers/blank-center/global-research/gem/Documents/GEM 2015-2016 Finance Report.pdf
https://crowdrating.co.uk/
https://crowdrating.co.uk/
https://crowdrating.co.uk/


The Importance of Early Momentum
In a report titled ‘Equity Crowdfunding: A New Model for Financing Entrepreneurship?’, professors 
of the London School of Economics, Saul Estrin and Susanna Khavul, stated that “one pound 
invested on one day of the pitch generates an additional 51 pence in the subsequent day, and 
an additional 76 pence over five days”. This demonstrates the importance of early momentum 
in an equity crowdfunding campaign as a catalyst to incite greater levels of investor interest 
from the crowd. The significance of initial momentum is apparent across numerous forms 
of crowdfunding – be it an equity campaign or donation-based. Figures from leading equity 
crowdfunding platform Seedrs reaffirmed this, noting that once a campaign reaches the 30% 
mark, the success rate climbs to 90%. This suggests that, although the industry exists to 
democratise SME investment, businesses that do not have the resources needed to generate 
initial momentum will be at a significant disadvantage compared to those that do. 

These insights from leading industry figures echo the influence that hype and early momentum 
has on a campaign’s success:

Tom Britton, Co-Founder and CTO of SyndicateRoom: 

“Businesses need to prepare incredibly well and build up their investor interest long before 
the campaign starts. The best campaigns do this; they build momentum before they 
actually launch the campaign and then absolutely kill it in the first few days. Most platforms 
will recommend businesses have anywhere between 30-50% of their funding already lined 
up so that as soon as they open the money pours in and the momentum builds off of that.”

Chris Rea, Campaign Development Associate at Seedrs: 

“Businesses that can show that their idea has already gained momentum are going to 
get investors excited. Hearing about accomplishments such as revenue growth, new 
customers, an increase in downloads or great press coverage always make me think that 
the business could be a great fit for early-stage investment from the crowd.”

Darren Westlake, CEO and Co-Founder of Crowdcube:

“As part of the crowdfunding process it’s commonplace for savvy entrepreneurs to seek 
investment from their own network while raising finance on a crowdfunding platform.”

‘The Bank of Mum and Dad’: A Valid Option for Entrepreneurial Britain?
Generating early momentum presents additional challenges for businesses owners, as many 
are required to seek support from their friends, family and existing networks to put forward 
the funding required to mobilise the crowd into action. However, the Crowdfinders survey 
revealed that this option is not available to the majority of Britons. In fact, when asked about 
the funding avenues realistically available to them, the research revealed:

• 64% do not have friends and family with the finances to support them if they were to start  
 or grow a business

http://cep.lse.ac.uk/pubs/download/cp462.pdf
http://www.carlreader.com/2016/07/21/crowdfunding-an-interview-with-tom-britton-co-founder-syndicate-room/
http://technorthhq.com/crowdfunding-pitch-seedrs/
http://businessadvice.co.uk/finance/equity/debunking-some-crowdfunding-myths-that-just-arent-true/


• 63% do not actually feel they could even ask friends and family for financial backing

The findings of the survey demonstrate a significant barrier that is preventing both British 
SMEs and the crowdfunding industry from reaching their full potential. A reliance on early-
stage investment from a personal network to create vital initial momentum in a crowdfunding 
round is inhibiting some entrepreneurs from benefitting from this form of business funding. 
The result is not just that the business owners are left without vital growth capital, but the 
crowdfunding market also misses out on exciting small businesses.

The Industry Must Evolve
Crowdfinders’ survey delivered some interesting and timely results. With over a third of would-
be entrepreneurs prepared to delve into personal savings to grow a business, and 28% still 
relying on banks for funding, there is still clearly more work for alternative finance to do if it 
is to become the funding path of choice for business owners. Moreover, when it comes to 
helping entrepreneurs embrace crowdfunding – and be in the position to generate important 
early momentum on these platforms – new solutions are required.

A failure to acknowledge the plight of the UK’s budding business owners that do not have 
personal networks or adequate finances to fund their idea could have significant ramifications 
on the country’s private sector development and our wider economic outlook. With over half 
(52%) of 18-34 year olds stating they do not know where to go to start or grow a business, 
the alternative finance industry needs to adopt a proactive approach. A lack of financial 
awareness among younger UK adults paints a very bleak outlook for the next wave of UK 
entrepreneurs and their ability to fund their venture. Research from September 2015 revealed 
that the average age of an entrepreneur in the UK is 47 (46 for men and 48 for women). Should 
the 52% fail to develop a better understanding of their available funding options, then our next 
entrepreneurial generation could be at risk of postponing their business intentions until later 
in life when they have adequate finances of their own or, worse still, never acting upon their 
aspirations at all. By promoting greater awareness of the available routes to funding, and by 
filling the void for entrepreneurs without affluent friends and family integral in the progression 
of a crowdfunding campaign, platforms will be able to champion our next generation of 
business owners and safeguard the future of alternative finance. 

Crowdfinders is proactively addressing this issue with the launch of an industry first: a new 
crowdfunding platform that will raise the first 30% of a funding round, at any stage of an SME’s 
development. In a truly unique proposition, the platform is the first in the alternative finance 
market that has been launched in partnership with private equity house – IW Capital. The 
company will secure the preliminary finance via its community of sophisticated investors. 
These lead investors will then co-invest alongside equity crowdfunding sites whose users 
will raise the remainder of a company’s desired funding target. Furthermore, Seedrs has been 
confirmed as the first crowdfunding platform to partner with the Crowdfinders platform.

Designed to address some of the pertinent issues highlighted in this report, the pre-crowd 
platform will help to further democratise SME investment and ensure all businesses – 
regardless of their personal networks or the depth of their friends’ savings accounts – will still 
be in a position to enter a crowdfunding raise with vital early momentum behind them.

Creating more opportunities for SMEs to secure funding via channels where sophisticated 
investors can work alongside an equity crowdfunding campaign is a critical development that 

https://www.theguardian.com/small-business-network/2015/sep/02/fabulous-forties-perfect-age-to-start-a-business


could become more commonplace as the industry matures. As the alternative finance industry 
develops and creates a greater legacy of case studies, investors, platforms, and businesses 
will need to adopt a more comprehensive understanding of how to influence a campaign to 
ensure it has the best chance of succeeding. What has already become apparent, however, is 
that SMEs need to place greater emphasis on early investor interest to generate the momentum 
their campaign needs. In turn, this will help increase the probability of achieving their target 
and walking away with the funding they need to take their business to the next level.
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