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Abstract
For many new ventures, crowdfunding that is equity-based is emerging very rapidly as a way that ventures are overcoming the huge financial obstacles and becoming a major funding source. The basis of this source is a large number of investors who in other words are considered the crowd and contribute investments that are smaller to help in funding a new venture. In return, the crowd receives venture equity. Therefore, in order to understand the motive of these investors, it is vital in understanding what motivates them in investing in such despite the high risk that is involved.  











Introduction
	The term crowdfunding refers to a method where capital is raised via friends, family, customers and individual investors' efforts. The collective efforts of a large individuals pool are tapped into by this approach. Besides, the approach primarily taps into crowdfunding platforms and social media platforms where it leverages these networks for great exposure and reaches. Essentially, crowdfunding is the mainstream approach opposite to business finance. Crowdfunding focuses on the potential of increasing entrepreneurship by expanding the investors' pool beyond the traditional circle of owners, relatives and venture capitalists as well. The restrictions in many jurisdictions apply to who can fund the new business and the amount they are allowed in contributing. Similar to the hedge fund restrictions, the regulations are aimed to protect investors who are unsophisticated or non-wealthy from placing much of their savings at risk. This is because many new businesses fail and the investors end up facing a huge risk of losing too much of their savings. Generally, crowdfunding has created entrepreneurs' opportunity in raising million dollars from an investor and also provides an excellent forum to any individual with an idea in pitching it in from of investors who are on the wait. However, despite being a phenomenon that is very new, investors, entrepreneurs and backers are gaining much confidence and getting comfortable in using platforms of crowdfunding. The big question, therefore, remains, what are the motivating factors behind crowdfunding? The content developed in this research paper will therefore explore the motivational factors which drive many investors, backers and entrepreneurs into equity-based crowdfunding. (In Shneor, In Zhao & In Flåten, 2020) 
Statement of the problem: Many new businesses fail and this puts investors at a high risk of losing their invested principal. However, investors, backers, and entrepreneurs are getting very comfortable in using these platforms of crowdfunding. Then, what motivates these investors from making such investments?
Claim statement: Exploring the motivational factors which drive many investors, backers and entrepreneurs into equity-based crowdfunding despite being a risky affair. 
Significance of the study: To understand the motivating factors behind investors, backers and entrepreneurs getting comfortable using the platforms of equity-based crowdfunding despite the high risk of losing their invested principal.
Definition of terms
Capital- Financial assets of a business  
 Entrepreneurship- The activity of setting a business up     
Capitalists- A person using his/her wealth in investing in businesses
Investor- A person/organization putting money into schemes such as property or financial
Entrepreneurs- A person setting a business up
Hedge fund- An investment fund that is offshore and formed as a limited partnership that is private typically
Equity-based crowdfunding- The actual shares exchange for capital in a new venture that is privately owned 


Research Background
	A very important role is played by new venture creation when it comes to innovation development, employment rate improvements and impacting the long-term goals on the growth of the economy. One of the vital factors for success when it comes to new venture development early stages is sufficient capital being raised in pursuing and developing the idea of the business. According to Damus (2014) however, it is recognized as one of the challenges of the business when it comes to raising business capital via the traditional sources of financing such as bank loans, venture capitalists, or even business angels. The traditional sources of business financing is a big barrier for new ventures entry and a common reason for business failing due to capital that is not sufficient. In order to overcome this obstacle of financing for new ventures, crowdfunding which is a financing alternative has emerged and grown in popularity over the recent years. The basis of the concept of crowdfunding is reaching out to an audience that is large which in other words can be described as the crowd so as to bring in smaller investments in large quantity in funding a new venture. Crowdfunding is differentiated from other financial method types in that the new venture does not depend on a single income source but rather reaches out to a large investors' crowd. The sharing and promoting of the idea of the business mostly via the online intermediary of the crowdfunding platforms enable investors to raise the new venture capital and in return, the investors receive some value form from the venture. The value that is received by the investors however varies. Crowdfunding can therefore be divided into four categories which are depending on what the investors are offered in return by the venture. The four crowdfunding categories include reward-based crowdfunding, donation-based crowdfunding, lending-based crowdfunding and equity-based crowdfunding. In equity-based crowdfunding, the investors after raising the new venture capital receive the value from the venture in the form of the venture shares and ownership. Currently, equity-based crowdfunding is a crowdfunding type that is the smallest but it is growing rapidly. 
	A number of factors have significantly influenced equity-based crowdfunding. These factors include the crowdfunding general phenomenon, technological advances particularly Web development and the fact that it involves new venture ownership and shares. Equity-based crowdfunding due to the increase in demand brings a lot of benefits in the form of employment, innovation and economic growth. Besides, many countries have eased the regulations of this type of crowdfunding such as the United States, United Kingdom and China. The largest rate of growth was indicated by the equity-based crowdfunding in 2014 after lending-based crowdfunding with 182%. Since the major developed countries are increasingly becoming more equity crowdfunding welcoming, this crowdfunding phenomenon type will continue to grow in the coming years. The investors of equity-based crowdfunding when compared to the sources of traditional financing are very different. Investors such as banks and venture capitalists are mainly driven by motives of finances and the investment return is what drives them. According to research, however, the investors of equity crowdfunding are driven by both financial and non-financial motivators. Therefore, the investing reasons for equity-based crowdfunding include potential financial payoffs and internally rewarding reasons for these investors. (In Shneor, In Zhao & In Flåten, 2020)  
	Due to the increased interest and rapid growth in the phenomenon of crowdfunding, increased research has been focused on this subject area lately. Although limitedly researched, one area that has received most of the attention is the motivations of the investors in investing in crowdfunding. Therefore, for entrepreneurs using crowdfunding as a source of financing, it is critical for them to understand what motivates the investor in funding their ventures successfully. There is a tendency by the existing research in investigating investor motivation on the phenomenon of crowdfunding being in general and failing to differentiate between the types of crowdfunding. The motivation of investors is different from the fact that the different types of crowdfunding are different when it comes to the outcome goals and the ideas of the business. The existing research on the motivation of investors has therefore expressed the need for further research on the crowdfunding types that are specific. Therefore, it is vital in studying equity-based crowdfunding due to the ongoing legislative changes and expected growth in the coming years. There are many factors that motivate investors in equity-based crowdfunding. (Lawton & Marom, 2013) 
	The equity-based crowdfunding investors can be divided into active or passive investors. The sole interest of passive investors is receiving financial returns on their investment without being involved in the actual process. Besides, active investors are involved in the process of development as they take initiatives so as to support the effort of entrepreneurial. The investors of crowdfunding can be closely compared to the traditional angel investors as they usually use support and knowledge in contributing during the venture process of development. Entrepreneurs discovered that equity-based crowdfunding investors added both financial and non-financial contributions by providing business connections and feedback that are valued according to the UK Alternative Finance Industry Report. The entrepreneurs can also benefit as investors can become their customers, brand image among other benefits such as advertisements. The crowdfunding investors can receive benefits that are non-financial apart from the financial returns, have a higher willingness in accepting higher risks and their investment returns that are lower when compared the traditional investors who generally seek to maximize their investments. 
	The factors that determine the willingness of an investor in making an investment refers to investor motivations. The theory of Self-Determination divides motivation into either intrinsic or extrinsic motivations. The internal motivation which is created in performing an action matching the interest of an individual is described as the intrinsic motivation. On the other hand, extrinsic motivation is the opposite of intrinsic motivation and it is a motivation that is created externally. An investor who is driven by extrinsic motivation strives in achieving goals that have the capability of bringing external rewards. However, one motivation cannot exclude the other and this implies that an investor can be driven by both intrinsic and extrinsic motivations. When it comes to motivation research, the Self-Determination theory has been used commonly as a template. This has contributed to the developments which have been made through research on the basis of both intrinsic and extrinsic motivation. These developments have resulted in Motivation in the Equity-Based crowdfunding theoretical framework. The theoretical framework is as shown below. 
[image: ]              
 	The above shown theoretical framework has been developed from a Self-Determination Theory basis…The framework has been categorized into both intrinsic motivations and extrinsic motivations. Besides, the framework has eight motivational factors subcategories that have been identified and which drive investors in investing in new ventures of equity-based motivation. The first Self-Determination Theory development was made by Damus (2014) after enjoyment motivation and community motivation was shown to be supported by their results. Besides, they investigated extrinsic motivation where they found that there was very strong support in crowdsourcing. The addition of immediate payoff and delayed payoff in this model was suggested by Lawton & Marom (2013) to this framework. Also, he suggested social motivation be added as a subcategory of extrinsic motivation. This theoretical framework was applied by In Brüntje & In Gajda (2016) on crowdfunding generally by investigating the important motivational factors to investors which led to philanthropic motivation being added. A study was performed by Damus (2014) on the motivation of investors in equity crowdfunding as he focused on the athletes and introduced relationship motivation. The framework last developments were made by In Cumming (2012) who focused on equity-based crowdfunding motivation of investors in a market in Sweden. The findings supported the personal need factor in extrinsic motivation in the framework. The summary of these developed motivational factors is clearly outlined in the motivational framework in equity crowdfunding. 
Research method
	The study utilizes a structured interview which was administered verbally through Skype. This is because the research was being undertaken during the wake of the coronavirus pandemic. The interviews comprised 15 questions where the participants were given three options as to why they are willing to invest in equity-based crowdfunding. These options were to tick one of the three options which are "Intrinsic motivation", "extrinsic motivation" and "both intrinsic and extrinsic motivation". The structured interviews are easy to administer and limit close contact as the government is advocating during these hard times. The participants of this research study were selected from a recommendation from an investment group in the United States of America. The sample population comprised of 15 well-known investors who have invested in equity-based crowdfunding. The sample population was limited to 15 investors due to the fact that this field has short-term data existence and there are massive data shortages. 
Presentation and analysis of data
	The table below summarizes the motivational factors for the sample population.
	Intrinsic motivation
	Extrinsic motivation
	Both intrinsic and extrinsic motivation

	3
	4
	8


  
From the sample population, 3 investors are motivated by intrinsic motivation, 4 investors are motivated by extrinsic motivation while 8 investors are motivated by both motivations. The graphical representation of this population is shown below.
 
The above pie chart clearly shows that a higher percentage of investors are motivated by both intrinsic and extrinsic motivation in equity-based crowdfunding. It is extremely important to note that intrinsic motivation includes enjoyment, community, philanthropy and relationship. On the other hand, extrinsic motivation includes immediate payoff, delayed payoff, personal need and social motivation. These subcategories of the two motivations are not covered in this research as it is aimed at exploring the motivations of investors in crowdfunding which is based on equity. 
Conclusion
	Crowdfunding has gained a lot of popularity despite the high risk for the investors. There are therefore certain motivational forces that drive investors to invest in crowdfunding such as intrinsic and extrinsic motivation. There are various types of crowdfunding and this research study solely focused on equity-based crowdfunding which can be described as the actual shares exchange for capital in a new venture that is privately owned.  The investor motivation when it comes to equity-based crowdfunding is researched limitedly which has also significantly limited the research to 15 participants. There is however the need for future researchers to be extensive in this subject area. There is a need for a universally accepted framework regarding the motivation of investors so that more conclusions can be drawn. The greatest knowledge of the author in this research is generally an understanding of how intrinsic and extrinsic motivation motivates investors to invest in equity-based crowdfunding. This has provided a way for future researchers to focus on other motivational factors that form intrinsic and extrinsic motivation. Certainly, more research will be required in this area where a bigger population size will be used across different demographics. (Damus, 2014)  
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