&&l ‘3 g%

; I:i'fm;.}"glnternational Journal of Scientific Research in Engineering and Management (IJSREM)
w Volume: 08 Issue: 08 | Aug - 2024 SJIF Rating: 8.448 ISSN: 2582-3930

The Role of Crowdfunding Platform in Financing Small and Medium
Sized Enterprises

KM.Poonam Sharma
Under the Guidance of Prof. Dr.Nupur Mishra

School of Finance and Commerce

ABSTRACT

Small and medium-sized enterprises (SMEs) are crucial drivers of economic growth and innovation, yet they often
face significant challenges in securing traditional financing. This research paper explores the role of crowdfunding
platforms in addressing these challenges and providing alternative financing solutions for SMEs. Through a
comprehensive literature review and analysis of case studies, the paper examines various types of crowdfunding—
donation-based, reward-based, equity-based, and debt-based—and their impact on SMEs.

The findings highlight that crowdfunding offers numerous advantages for SMEs, including access to capital,
increased brand visibility, and direct engagement with customers. Successful crowdfunding campaigns can also serve
as a validation of business ideas, attracting additional investment from traditional sources. However, the research
also identifies challenges and risks associated with crowdfunding, such as the potential for project failure, fraud, and
the burden of campaign fulfillment.

By analyzing the operational mechanisms of popular crowdfunding platforms and comparing their effectiveness, this
paper provides insights into best practices for SMEs considering crowdfunding. The study concludes with
recommendations for SMEs, crowdfunding platforms, and policymakers to enhance the efficacy and sustainability
of crowdfunding as a financing tool for SMEs. Future research directions are also suggested to further understand
the long-term impact of crowdfunding on the growth and development of SMEs.This abstract serves as a concise
summary of the research, highlighting the key points and findings, and setting the stage for a detailed exploration of
crowdfunding's role in financing SMEs.

INTRODUCTION

Crowdfunding is a method of raising capital for a project or venture by collecting small amounts of money from a
large number of people, typically via the internet. It's often used by entrepreneurs, artists, inventors, and individuals
with creative projects who may struggle to secure funding through traditional means like bank loans or venture
capital.

The definition of crowdfunding is the practice of obtaining the necessary funding, for example for a new business or
project, by asking for donations from a large number of people, especially from the online community. It involves
collecting money from individuals, often in small amounts, through online platforms or social networks over a period
of time. Crowdfunding can take many forms, including donation-based crowdfunding, investment crowdfunding and
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reward-based crowdfunding, each offering different incentives or returns to donors. This method has gained
popularity as an alternative for companies, organizations and individuals to obtain capital and support for their
initiatives..

OBJECTIVE OF THE STUDY

1. It enables fundraisers to collect money from a lager number of people via online platforms.
2. Raising money to finance project and businesses.

3. Crowdfunding is most oftan used by startup companies.

4. Itis arelatively low risk way startup.

RESEARCH METHODOLOGY

The research methodologies used in the studies on crowdfunding platforms in financial small and medium-sized
enterprises (SMEs) include systematic literature reviews, qualitative multicase approaches, and bibliometric
analyses.

In the researchers conducted a systematic review using the Preferred Reporting Items for Systematic Reviews and
Meta-Analyses (PRISMA) methodical protocol to search, screen, extract, and scrutinize 72 articles indexed in both
Scopus and Web of Science. They examined the research questions, described the methodologies, synthesized the
findings, outlined implications, and discussed future research directions.

In the researchers used a qualitative multicase approach to map and classify the main characteristics of the credit
supply on lending business crowdfunding (LBC) platforms. They analyzed the information transparency,
management dynamics, advantages, and critical points of these platforms.

In the researchers conducted a systematic literature review and a bibliometric analysis to identify research needs and
opportunities in equity crowdfunding with traditional venture capital. They analyzed 55 articles to understand the
importance of crowdfunding within the context of entrepreneurship, the growing number of platforms, and the
educational competences of entrepreneurs.

In the researchers used a quantitative approach to investigate the determinants of crowdfunding adoption by SMEs.
They applied the Unified Theory of Acceptance and Use of Technology (UTAUT) model to analyze the data and
identify the factors influencing the adoption of crowdfunding by SMEs.

Inthe researchers used a qualitative approach to analyze the potential of crowdfunding as a viable financing option
for micro, small, and medium-sized enterprises (MSMES) in India. They conducted a literature review to understand
the concept of crowdfunding, its popularity, and its potential for business financing in India.

Overall, the research methodologies used in these studies include both qualitative and quantitative approaches, such
as systematic literature reviews, bibliometric analyses, qualitative multicase approaches, and quantitative analyses
using the UTAUT model. These methodologies allowed the researchers to analyze the existing literature, identify
research gaps, and provide insights into the use and potential of crowdfunding platforms in financial SMEs.
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SCOPE OF STUDY

The scope of the study on "The Role of Crowdfunding Platforms in Financing Small and Medium-Sized Enterprises
(SMEs)" can encompass various dimensions. Here are some key areas to consider:

1. Overview of SMEs

o Definition and Importance: Define SMEs and discuss their importance to the economy in terms of
employment, innovation, and economic growth.

e Challenges in Traditional Financing: Highlight the difficulties SMEs face in obtaining financing through
traditional means such as bank loans and venture capital.

2. Mechanics of Crowdfunding Platforms

e How Crowdfunding Works: Explain the operational mechanisms of crowdfunding platforms, including how
projects are listed, how funds are raised, and the role of the platform.

o Key Players: Identify major crowdfunding platforms and their specific niches (e.g., Kickstarter, Indiegogo,
GoFundMe, etc.).

3. Advantages of Crowdfunding for SMEs

e Accessibility to Capital: Discuss how crowdfunding provides an accessible source of capital for SMEs that
might not qualify for traditional financing.

o Market Validation and Feedback: Explain how crowdfunding can serve as a tool for market validation and
obtaining customer feedback before full-scale product launches.

o Marketing and Exposure: Explore how crowdfunding campaigns can enhance marketing efforts and increase
exposure for SMEs.

4.Challenges and Risks

e Campaign Success Rates: Analyze the factors influencing the success and failure rates of crowdfunding
campaigns.

o Regulatory and Legal Issues: Discuss the regulatory landscape governing crowdfunding in different regions
and the legal challenges faced by SMEs.

e Fraud and Security Risks: Address potential risks related to fraud, intellectual property theft, and data
security on crowdfunding platforms.

5. Impact on Business Growth
e Case Studies: Provide case studies of SMEs that have successfully used crowdfunding to grow their business.

e Quantitative Analysis: Include statistical data on the impact of crowdfunding on business growth, revenue
generation, and job creation.
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6. Comparative Analysis

7. Futu

Crowdfunding vs. Traditional Financing: Compare and contrast crowdfunding with traditional financing
methods in terms of cost, accessibility, and other relevant factors.

Regional Differences: Explore how the role of crowdfunding in financing SMEs varies across different
regions or countries.

re Trends and Developments

Technological Advances: Discuss the potential impact of emerging technologies such as blockchain on the
future of crowdfunding.

Regulatory Evolution: Speculate on how changes in regulations might shape the future landscape of
crowdfunding.

Sustainability and Ethical Considerations: Explore how crowdfunding can be aligned with sustainable and
ethical business practices.

8. Conclusion and Recommendations

Summary of Findings: Summarize the key findings of the study.

Policy Recommendations: Provide recommendations for policymakers to support the growth of
crowdfunding as a viable financing option for SMEs.

Strategic Advice for SMEs: Offer practical advice for SMEs considering crowdfunding as a financing option.

9. References and Appendices

Bibliography: List all the references used in the study.

Additional Resources: Include any additional resources, such as interviews, surveys, or supplementary data,
in the appendices.

This structured approach will provide a comprehensive analysis of the role of crowdfunding platforms in financing
SMEs, addressing both the benefits and challenges, and offering insights for future developments

LIMITATION OF THE STUDY

1.

Regulatory and Legal Variations: The study does not extensively cover the varying regulatory and legal
frameworks governing crowdfunding across different countries. These variations can significantly impact
the feasibility and success of crowdfunding campaigns, limiting the applicability of the findings to specific
regions.

Long-term Impact: The research primarily focuses on the immediate and short-term impacts of
crowdfunding on SMEs. The long-term effects, such as sustained business growth, financial stability, and
continued customer engagement, require further investigation over more extended periods.
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3. Qualitative vs. Quantitative Analysis: While qualitative insights from case studies provide depth, the lack
of extensive quantitative analysis limits the ability to draw statistically significant conclusions. Future studies
could incorporate more quantitative data to enhance the robustness of the findings.

4. Technological Factors: The study does not deeply explore the technological aspects of crowdfunding
platforms, such as user interface design, payment processing, and cybersecurity. These factors can
significantly influence the user experience and success rates of crowdfunding campaigns.

By acknowledging these limitations, the study aims to provide a balanced and transparent analysis of the role of
crowdfunding in financing SMEs, highlighting areas where further research is needed to build a more comprehensive
understanding.
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