
 

Success begets success in crowdfunding—but
so does falling just short, study shows

July 10 2020, by Michael Brown

  
 

  

Kickstarter campaigns that fall just short of their funding goal may make
backers more keen to support similar ideas than campaigns that are moderately
successful, according to a recent U of A study. Credit: Sean Townsend

Entrepreneurs looking to raise money on crowdfunding sites are better
off following in the footsteps of ideas that fell just short of their
fundraising goals than coming in behind projects that enjoyed modest
success, according to a University of Alberta study that proposes the role
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of the entrepreneur might be to grow the pie for all and not just grab
their piece.

"There is this sense that past entrepreneurial successes somehow have a
spillover effect, a tide that lifts all boats and helps future entrepreneurs,
but that has been very difficult to test," said U of A entrepreneurship
researcher Joel Gehman, who supervised the study conducted by Jean-
François Soublière as part of his Ph.D. dissertation.

Thanks to the crowdfunding platform Kickstarter, Soublière and
Gehman were able to test with very fine precision ideas about how past
successes and failures shaped future endeavours, as well as their
likelihood of success or failure.

Kickstarter allows people with an idea or a product to launch fundraising
campaigns that look for backers to pledge small amounts of money.
Project creators choose a deadline and a minimum funding goal, and
only collect if that goal is met.

Unlike investors, crowdfunding contributors do not have a stake in the
business. In exchange for their contributions, backers receive a variety
of rewards, such as a copy of the work being produced or one-of-a-kind
experiences. About 30 percent of Kickstarter backers pledge money to
more than one endeavour, with an average pledge of $80.

Soublière got the idea for the study after following the first major
blockbuster campaign on Kickstarter, for a video game called Double
Fine Adventure.

"The campaign asked for $400,000, which was a huge amount back in
2012, and ended up raising millions," he said. "Many other blockbusters
happened shortly afterwards."
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"People were wondering if these big successes were stealing backers
from little creators, but the opposite actually happened. This prompted
me to look at the role of prior successes and failures on subsequent
campaigns."

Soublière and Gehman sifted through 182,000 kickstarter campaigns
across the platform's 165 categories, which range from restaurants to
board games.

The pair then analyzed the effect the different levels of success have on
subsequent campaigns.

From the data, the team created four outcomes: broken path failures,
which are campaigns that never get above 20 percent of the goal; path-
breaking failures, which are those efforts that fall just short of their goal;
unsung successes, which are campaigns that achieve their monetary goals
but little to no more; and blockbuster successes, which are campaigns
that get 150 percent or more of what they wanted.

The study shows the best thing you could do is follow into a category
with blockbuster successes.

"If category X had lots of blockbuster successes, the campaigns that
come along after those, all else being equal, are more likely to succeed
because they're in a place where there's a lot of enthusiasm and interest
for what's going on," said Gehman.

And while logic dictates the next best category would be unsung
successes, the study showed the second best place to be is in a category
where there are a number of path-breaking failures.

Counterintuitively, moderate success does not breed more success. As an
example, the paper compared this effect to the wave of mobile
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applications that followed the rise of smartphones, which resulted in
"app fatigue" among investors as the market became flooded.

Meanwhile, campaigns that failed by nearly missing their goals are
beneficial. "It seems backers who pledge their support to a campaign
that ultimately fails are bummed by the outcome and want to try again,"
said Soublière.

Gehman uses an example of a board game that excites a segment of
enthusiasts but for one reason or another comes up short of its
fundraising goal. This installed base of backers begins to accumulate as
the path-breaking failures mount.

"The fact that the game came so close may inspire backers to pledge
their support to other campaigns," said Gehman. "Waiting there is this
ready base of backers that the next set of entrepreneurs can draw on, a
community that's already been built."

"People compete in markets, but markets are also a community of
people," said Soublière. "Whether entrepreneurs succeed or fail, all have
a role to play in furthering this community."

The study, "The Legitimacy Threshold Revisited: How prior successes
and failures spill over to other endeavors on Kickstarter," was published
in the Academy of Management Journal.

  More information: Jean-François Soublière et al. The Legitimacy
Threshold Revisited: How Prior Successes and Failures Spill Over to
Other Endeavors on Kickstarter, Academy of Management Journal
(2019). DOI: 10.5465/amj.2017.1103
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