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Abstract
Crowdfunding is an innovation from the cultural sector that has found broad appli‑
cations in other aspects of the economy. We document that cultural economics pro‑
vides a refined structure to explain much of the crowdfunding phenomenon, which
will be useful for any research on this topic. Based on central themes of cultural eco‑
nomics (including quality and demand uncertainty, socially interdependent demand
formation, public good attributes, and intrinsic motivation to create), we extend on
the current understanding in the crowdfunding literature regarding three fundamen‑
tal questions: (1) under what circumstances is crowdfunding a superior alternative
to traded means of financing innovative projects? (2) What types of crowdfunding
are best suited for specific (cultural and creative) industries (CCI)? (3) What is the
potential of crowdfunding for cultural and creative industries? Overall, we describe
crowdfunding as a flexible tool for mitigating various, fundamental challenges in
CCI and beyond. We also identify limitations of crowdfunding, which for now,
severely restrict its application. Arguably, the main boon of crowdfunding for cul‑
tural economics is not so much that it makes markets (for cultural products) much
more efficient and fosters growth. Instead, crowdfunding enables sophisticated
empirical research on central topics of cultural economics, and a rich and diverse
literature has begun lifting that treasure.
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economics, arts funding · Innovation funding
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1 Introduction
This paper discusses crowdfunding—calls to a broad public for the provision of
financial resources to support the development of a specific, novel good or service—
from a perspective of cultural economics. The first online crowdfunding platform,
ArtistShare launched in 2001, was specialized in the cultural sector (Boeuf et al.,
2014; Bradley & Luong, 2014; Dalla Chiesa & Handke, 2020). By now, crowdfund‑
ing is applied for many types of projects, but cultural and creative industries (CCI)
continue to be one of the most important areas for applications of crowdfunding
(Agrawal et al., 2015; Bürger & Kleinert, 2020; Hobbs et al., 2016; Mendes-da-Silva
et al., 2016; Mollick, 2014).1 Crowdfunding is a case in point where the cultural sec‑
tor has spawned an innovative business idea with much wider applications, which
makes crowdfunding an important topic for cultural economics.
A burgeoning literature on crowdfunding has employed various aspects of eco‑
nomic theory—such as signaling theory (Colombo, 2021) or two-sided markets
(e.g., Viotto da Cruz, 2018)—and has yielded extensive empirical evidence on
success factors of crowdfunding calls, as well as appropriate business models for
crowdfunding platforms. This paper develops a different perspective. On the one
hand, it concentrates on creators of cultural products and on the predominant crowd‑
funding practices that have been employed to finance cultural production. On the
other, it harnesses general themes in cultural economics to start illuminating three
fundamental and related questions, which are surprisingly unexplored so far:
1. Under what circumstances is crowdfunding a superior alternative to traded means
of financing innovative projects?
2. What types of crowdfunding are best suited for specific CCI?
3. What is the potential of crowdfunding for CCI?
Overall, we conclude that crowdfunding is a sophisticated and flexible tool for mit‑
igating various, fundamental problems in CCI, but it has clear limitations, which
severely restrict its application. Nevertheless, the shifting of restrictions for par‑
ticipants in markets for cultural and creative products, which crowdfunding entails,
brings great opportunities to learn about CCI.

2 Typical features of crowdfunding via online platforms
This entire paper focuses on crowdfunding via online platforms. To be sure,
financing-specific production projects by means of open calls for financial contri‑
butions have a long history offline. The financing of the pedestal of the Statue of

1
In terms of total funding raised and the number of projects supported, Belleflamme et al. (2015)
observed approximately exponential growth patterns in crowdfunding since the noughties. According to
Ziegler et al. (2021), in the year 2020 crowdfunding of any type has raised revenues of over 12 billion
US$ in total.
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Liberty—by a call for donations in newspapers—is an example of crowdfunding
before the emergence of online platforms (Gras et al., 2017). Nevertheless, the con‑
temporary expression “crowdfunding” is predominantly associated with the Internet
and online platforms.
Figure 1 depicts the main, typical elements and the process of a crowdfunding
campaign via an online platform. A so-called founder comes up with a project and
feeds the information on the crowdfunding call for this project into a template pro‑
vided by the platform. Issues covered in the call are a description of the project and
its founders in text, images, or video, any funding goal required to commence with
the project, the time period in which the call will be open, and any rewards for back‑
ers. The platform files the call into its database and includes it into its recommenda‑
tion system that determines in what sequence calls appear for visitors of the website.
The platform also provides standardized contractual terms—possibly with some preset options for the founder to choose—which should reduce bargaining costs and the
potential for mistrust and conflict between founders and backers. Backers can access
the information on many projects on the site and get to choose to which projects
they want to pledge any funding. The crowdfunding platform receives the money
and forwards the total amount pledged by all backers to the founder, or reimburses
the backers in case the call does not reach its funding target. Successful projects then
go ahead. All the while, backers often use other communication channels to inform
themselves about founders and their activities or to interact with them, for instance
via social media.
Some crowdfunding raises donations only and the founder does not provide any
quid pro quo to backers. In the case of reward-based crowdfunding, the backers
receive some non-monetary good or service, for instance attribution, some involve‑
ment in the project, or preferential access to events or works produced. In equitybased crowdfunding, the founder pays backers subject to the terms of the invest‑
ment, which usually depends on success metrics, so that some of the entrepreneurial
risk is taken on by the backers.
To finance themselves, crowdfunding platforms usually keep a share of the total
amount of funds pledged by backers to a project, usually between five and fifteen
percent.2 As is typical for online platforms in two- or multi-sided markets (Arm‑
strong, 2006; Rysman, 2009), today crowdfunding platforms do not charge substan‑
tial initial fees for participants, nor do they invest in projects themselves.3 On the one
hand, this helps avoid conflicts of interest between the platform and either founders
or backers. On the other hand, this helps platforms expand the number of partici‑
pating founders and potential backers. They can thus exploit economies of scale by
spreading fixed costs over a larger range of activities. They can also exploit network
effects and thus the appeal of their platform for backers and founders and their com‑
petitiveness (Belleflamme et al., 2018). Crowdfunding does not by definition require

2
Exceptions are common in donation-based crowdfunding and platforms, which often waive the plat‑
form fee for specific calls to stimulate donations.
3
Typically, large platforms such as Kickstarter hardly screen or curate calls, except for apparent cases of
law infringements.
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Fig. 1  The process of crowdfunding via a platform. Sources: Dalla Chiesa and Handke (2020)

an online platform. For instance, individual artists have used their own websites
to invite financial support for projects. But today, crowdfunding largely occurs via
online platforms.

3 A short history of crowdfunding platforms and models, and typical
aspects of CCI crowdfunding
This section documents more specific features of crowdfunding in CCI. Impor‑
tant crowdfunding platforms are listed in Table 1 in chronological order of their
foundation.
ArtistShare, an early online crowdfunding platform created for cultural projects,
was innovative in providing an opportunity to mix various rewards (such as tick‑
ets, free copies of works produced, or meetings with the artist). Today, this is the
norm among many popular crowdfunding platforms. Like most CCI crowdfunding
sites, ArtistShare also adopted an All-or-Nothing (AON) setup, where calls spec‑
ify a minimum funding target and backers are reimbursed in case this target is not
met over the time period of the call. Keep-it-All (KIA) setups, without reimburse‑
ment of backers, are rare in CCI crowdfunding. In 2006, Sellaband launched to
help musicians without a record deal to finance albums, for instance. It used royalty
crowdfunding, where backers/investors participate in profits from creative projects
(Agrawal et al., 2015). Sellaband ceased operating in 2015. Kickstarter launched in
2009 with a novel mode of financing itself by keeping a share of the revenues gener‑
ated by successful projects. In this case, the interests of founders and the platform
are aligned, and the risk of founders is reduced. During the same year, Indiegogo
started offering KIA setups, in which a founder receives pledged funds even if the
goal set by the project is not reached.
Initially, most calls on Indiegogo and Kickstarter regarded cultural projects
on the fine arts, comics, dance, design, fashion, film and video, music, photogra‑
phy, creative writing, and theater. Famous campaigns, which resulted in popular
works, include award-winning films, such as the Egyptian production “The Square”
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(depicting the so-called Arab Spring protests in 2013), “Wish I Was Here” by
director/lead actor Zach Braff, and the animation “World of Tomorrow” that won
the Grand Jury Prize at Sundance film festival in 2015 (Indiewire, 2017). Another
major success on Kickstarter was the tabletop game “Cards Against Humanity.”
Kickstarter has remained mostly focused on creative industries and tech innovations.
Indiegogo has tried to expand its scope even further and now hosts additional spe‑
cial categories such as “community projects,” “health” and “food/beverages,” among
others. Indiegogo also introduced equity-based campaigns in 2016 but abandoned
that option three years later.4
Since 2009, many new platforms with varying models have been launched (Cum‑
ming & Hornuf, 2018). Symbid in the Netherlands, for instance, is specialized on
equity-based crowdfunding. Kiva is an example of a peer-to-peer (P2P) lending plat‑
form, where founders commit to paying back regardless of the pecuniary success of
the project, similar to a conventional loan. Nevertheless, Allison et al. (2013) show
that on this site, backers/lenders accept terms that are not competitive with other
types of financial investments, and thus seem motivated by charity at least in part.
Since 2013, Patreon popularized subscription-based crowdfunding version, where
backers make payments at regular intervals to continuously support a founder over
various projects (Regner, 2020; Swords, 2017).
This inevitably sketchy history entails three initial, important points for the rest
of this paper. First, reward-based crowdfunding and AON setups are the norm in
crowdfunding of cultural production today.5 We thus focus on this type of crowd‑
funding and seek to explain its predominance. Nonetheless, there has been some
experimentation with various other aspects of crowdfunding. Subject to their par‑
ticular circumstances, potential founders of cultural projects get to choose between
various setups offered by various platforms (cf. Rykkja et al., 2020).
That relates to our second point: conditions differ across the CCI and between
specific stakeholders within them, which is bound to affect the benefits of crowd‑
funding relative to other means of financing cultural production. For instance,
crowdfunding allowed many newcomers and niche artists to finance projects. The
capacity of crowdfunding to mitigate superstar effects in cultural industries should
not be exaggerated, however (Cameron, 2016). So far, it is hard to find any current
superstar creators, who would have started their career with crowdfunding. Wellestablished creators enjoy massive advantages in crowdfunding, too (Barzilay et al.,
2018). Celebrities like Sylvester Stallone, David Fincher, Spike Lee, Neil Young,
and the Pixies have successfully raised money on Kickstarter. Regarding different

4

Crowdfunding campaigns on technological innovation, which raised millions of US$ with both reward
and equity-based crowdfunding, were for the “Oculus Rift” virtual reality headset, for Waka Waka solar
panels, (Cholakova & Clarysse, 2015), or for the Pebble smartwatch (Ganatra, 2016).
5
For instance, founders of video game projects routinely reward backers with within-game perks, such
skins and gadgets, and/or with access to the game without a subscription fees; the widely acclaimed “Star
Citizen” game is a case in point. Furthermore, Brzozowska and Galuszka (2021) document that inde‑
pendent musicians often combine preferential or rebated access to performances and free access to digi‑
tal recordings as rewards for backers.
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Table 1  Features of popular crowdfunding platforms. Sources: Adapted from Dalla Chiesa and Handke (2020)
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categories of creative works, there are also noteworthy differences. For instance, a
widely cited early study by Mollick (2014) documents that on Kickstarter, crowd‑
funding calls for games, design, technology, have had relatively high success rates
(on games, see also Bidaux, 2020).
Third, crowdfunding probably needs to be adapted to specific circumstances.
A crowdfunding set-up that maximizes the probability of success for a superstarendorsed movie project may not do so for a newcomer in the fine arts, for example.
The issue of selective matching of crowdfunding options to specific circumstances
has not received much attention in the burgeoning literature on crowdfunding suc‑
cess factors; see for instance the recent Butticè and Ughetto (2021) or Shneor and
Vik (2020).
In the following, we work out falsifiable propositions regarding the efficient
matching of crowdfunding options, as well as the efficient scale and scope of crowd‑
funding subject to this, across the various cultural industries.

4 Crowdfunding in cultural economic terms
There is a rich and diverse empirical literature on crowdfunding across the social
sciences (Moritz & Block, 2016), which often makes inductive use of theory. Exten‑
sive data on crowdfunding are available in reports by the European Commission (De
Voldere & Zeqo, 2017) and by the Cambridge Center for Alternative Finance (e.g.,
Ziegler et al., 2018, 2021). Regarding economic analyses in a narrow sense, Agrawal
et al. (2014) provide an overview, which relates early empirical results to economic
theory. Belleflamme et al. (2015) present a broad and thorough, mostly informal,
discussion that harnesses central concepts in industrial organization theory and
focuses on crowdfunding platforms. Hudik and Chovanculiak (2018) discuss crowd‑
funding as a means for the private provision of goods with public good attributes.
Belleflamme et al. (2019) and Chang (2020) present recent formal economic mod‑
els. Both articles assume differentiated willingness to pay among a mass of users
due to incomplete and/or heterogenous information. They both focus on rewardbased crowdfunding. A comprehensive literature review is beyond the scope of this
paper. Instead, we identify central topics in the crowdfunding literature, and relate
each of them to central topics in cultural economics.6 This is one unique contribu‑
tion of this paper.
The economic literature on CCI identifies shared characteristics of these indus‑
tries, the combination of which may set the CCI apart from other aspects of the
economy. We invoke eight main themes in cultural economics to explain crowdfund‑
ing practices: (1) a cost structure with high fixed development costs and relatively
low marginal costs of supplying existing creative goods to additional users; (2)
demand uncertainty; (3) differentiated products and differentiated preferences; (4)
experience good attributes of creative works; (5) public good attributes of creative

6
We do not address platforms’ two-sided (or multi-sided) market strategies. See Belleflamme et al.
(2015) and Viotto da Cruz (2018) on this topic.
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works; (6) socially interdependent demand formation; (7) intrinsic motivation to
create; as well as (8) diverse values of creative works and crowding effects. This is a
tricky exercise, since CCI differ from each other, say recorded music and performing
arts. Furthermore, there are some chicken-and-egg problems: it is hard to distinguish
fundamental characteristics from their consequences. However, for our purposes it is
sufficient to establish that many economic characteristics of CCI are associated with
market failure, and that many practices in CCI can be explained as efforts to mitigate
the corresponding problems. We see crowdfunding as a case in point. Where crowd‑
funding offers more efficient solutions than traded means of financing creativity, it
will reduce allocative inefficiencies and/or promote cultural diversity.
4.1 Cost structure conundrums: covering up‑front costs and divesting risk
The typical production function of CCI features high, and at least partially sunk,
costs of creation combined with relatively low and often non-increasing marginal
costs of providing additional users with access to existing products.7 Furthermore,
some aspects of cultural products are durable: they hardly physically deteriorate, so
that there is the potential for revenues to suppliers over extended periods of time
(Caves, 2000). Thus, like any supplier of innovative products, suppliers of cultural
products face the challenge to raise up-front finance to cover development costs in
return for delayed (and uncertain) rewards in the future. Crowdfunding is a means to
mitigate that problem.
Successful crowdfunding calls make funds available to founders before they incur
the costs of creation. Crowdfunding may thus enable production, where creators are
not otherwise able to cover up-front costs. Crowdfunding also allows founders to
shift some of the inevitable entrepreneurial risk they are subjected to due to demand
uncertainty onto backers.8 In other words, crowdfunding allows for risk pooling
among stakeholders. Perhaps even more importantly, crowdfunding helps reduce
uncertainty and risk for founders/creators (see Sect. 4.2) and, if done right, for back‑
ers (Sect. 4.4).
4.2 Demand uncertainty for creators: testing the market and building
reputations
It is notoriously difficult to predict demand for creative works before the finished
good is released to market (Caves, 2000). Even after market release, demand for
specific works tends to wax and wane in fads and fashions, which are hard to predict
(Kretschmer et al., 1999).

7
Digitalization tends to lower fixed costs of producing cultural works of a given quality (Handke, 2006,
2012; Liebowitz & Watt, 2006; Waldfogel, 2012a, b; 2017). However, some non-negligible costs of crea‑
tion remain, and the competitive quality of works may change, as many suppliers exploit new opportuni‑
ties due to digitalization.
8
While demand is uncertain, the maximum losses for investors are limited by their financial outlay.
Thus, there is thus a reasonably well-defined pecuniary risk.
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Crowdfunding provides creators with a means to test the market before all pro‑
duction costs are incurred: the success of the call provides them with valuable (but
still imperfect) information on the prospective demand for any finished goods, or
the willingness to contribute to the provision of goods (Viotto da Cruz, 2018). In a
sense, each crowdfunding call constitutes a choice experiment, even though these
are subject to strategic actions by stakeholders in the face of assurance problems
and the potential for free-riding (see Sects. 4.5 and 4.6). Over several calls, suppliers
of cultural products may also employ crowdfunding as contingent valuation experi‑
ments, which has been a prominent empirical method in cultural economics (Ange‑
lini & Castellani, 2019; Handke et al., 2016; Noonan, 2003; Seaman, 2020).
Furthermore, Belleflamme et al. (2015) and Brown et al. (2017) see crowdfund‑
ing calls as marketing tools, which reach out to potential contributors and customers
and engage them. Successful crowdfunding campaigns may also promote the reputa‑
tion (or brand) of founders and their projects in the wider public. Even after a crowd‑
funding call has run its course, any apparent success also provides signals of quality
to other investors. For instance, some cultural policy makers have started consider‑
ing crowdfunding results when allocating funding to specific cultural organizations
or projects (so-called matchfunding; Baeck et al., 2017; Senabre & Morell, 2018).9
4.3 Differentiated products and users: price discrimination as a key
crowdfunding benefit for founders
Cultural products are differentiated. Suppliers are in monopolistic competition based
not only on price but also on product attributes. Suppliers of differentiated prod‑
ucts enjoy some, albeit limited, market power. Users are also differentiated in their
preferences. Furthermore, users exhibit taste for variety: over time, they use several
product variants and preferences change with use, because users seek novelty and
surprise (Bianchi, 2002) or because of taste formation (Blaug, 2001; Seaman, 2006).
This leaves ample scope for price discrimination, where suppliers can obtain suffi‑
cient information on users’ willingness to pay (WTP).
Crowdfunding calls entice users to reveal information on their WTP. Thus,
regarding founders’ benefits, price discrimination is central in the economics litera‑
ture on crowdfunding.
Belleflamme et al. (2019) emphasize “menu pricing.” They assess crowdfund‑
ing as a means to improve the quality of an existing product. Founders charge a
“pre-order” price to backers for the improved product at the crowdfunding stage and
another price at the retail stage. Regular customers are charged a different price at
the retail stage.10
9
As discussed in Sect. 4.6, crowdfunding as an alternative source of finance has ambiguous effects on
incentives for other investors, buyers, or donors, and thus the revenue mix of CCI. Crowdfunding may
also affect creators’ other fundraising and marketing activities. See Andreoni and Payne (2003), who
demonstrate that creators receiving government grants reduce other fundraising activities.
10
Belleflamme et al. (2019) also see crowdfunding as a means to foster demand: “[…] crowdfunding
allows to find new contributors and therefore future customers before the release of the product on the
market. Brands under development may enjoy early funding and consumers may benefit from a lower
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In Chang (2020), a set of backers with differentiated quality signals each decide
“whether to contribute to a project in return for a unit of the good the project aims to
produce.” In the formal model, users either fund the reward-based call at the crowd‑
funding stage or purchase the finished good at the retail stage. Crowdfunding offers
suppliers an opportunity to price discriminate (group pricing), by charging users
with a high-value signal a higher price at the crowdfunding stage.11
However, crowdfunding campaigns usually give backers some control over the
amounts they pledge. Backers do not just make a binary decision whether to pledge
a fixed amount. There may be minimum thresholds to cover marginal transaction
costs or to trigger any rewards. But backers have the option—and often use the
option—to pledge amounts exceeding any minimum thresholds. Thus, crowdfund‑
ing does not only offer opportunities for group pricing (third degree price discrimi‑
nation) or menu pricing (second degree price discrimination). Crowdfunding also
enables personalized pricing (first degree price discrimination), albeit to a limited
extent. The discussion of the issue requires more preparation, and we return to it in
Sect. 4.5.
4.4 Incomplete information of users: experience good attributes, quality
uncertainty, asymmetric information, and crowdfunding as a commitment
tool
From the perspective of users, cultural products have experience good attributes
(Ginsburgh & Throsby, 2006; Nelson, 1970; Towse, 1997). Users make any pur‑
chasing decisions based on limited information regarding (1) product qualities and
(2) the full range of options available, in particular concerning the qualities of other
cultural products with experience good attributes, which may be close substitutes.
4.4.1 Quality uncertainty
Much of the literature on crowdfunding discusses incomplete information on the
backer side. Compared to retailing of finished goods as a means to finance produc‑
tion, at the crowdfunding stage users have less information than at any subsequent
retailing stage. At the crowdfunding stage, (1) the finished good is not yet avail‑
able for inspection, and (2) no signals of quality from certifiers or other users hav‑
ing inspected the finished goods are available, either. Of course, the call itself is a
means to make information on a production project available to users, but founders
can—and have incentives to—provide biased information that users cannot verify.

Footnote 10 (continued)
price during the launch period of the product or brand. Crowdfunding opens the possibility to “engage”
the brands with their contributors and may stimulate the demand for the product.”
11
Chang (2020) assumes risk-aversity of all market participants, but includes some costs for crowdfund‑
ing for the founder (“information rents” the founder has to offer).
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Adhering to the standard assumption of risk-aversity and positive discount rates with
delayed benefits, as a rule we expect that users’ average WTP (or pledge) at the
crowdfunding stage will be lower than at a retailing stage.
4.4.2 Asymmetric information and quality signals
Belleflamme et al. (2015) address moral hazard (“hidden actions”), where found‑
ers have limited incentives to reveal valid information to backers and to invest in
product quality, once the call has succeeded.12 Thus, a main theme in the empiri‑
cal-economic literature on crowdfunding is the factors determining the success of
calls—usually measured either by the amount pledged or by whether funding goals
were reached—in spite of asymmetric information.13
First, the description of the project in the call itself entails useful information.
For instance, in their study of P2P-lending, Allison et al. (2015) show that verbal
references to intrinsic motivation by the founders in the call tend to increase pledg‑
ing. The linguistic style seems to matter more for “social projects” than purely com‑
mercial ones (Parhankangas & Renko, 2017). The apparent effort made by founders
with the call description, or evidence provided of prior investments made by other
parties, should provide signals that increase backers’ propensity to pledge.
Second, information on the personal characteristics of founders may affect
crowdfunding success. This information may come from the call description (Kim
et al., 2016) or from other channels of information, such as social media or even per‑
sonal interactions. Extensive empirical work has documented cases where crowd‑
funding thrives on existing communities involving founders and potential backers
and that crowdfunding can foster such communities (Zheng et al., 2014; Colombo
et al., 2015; Galuszka & Browzowska, 2017; Josefy et al., 2016). Early backers
are often personal acquaintances of founders (Gerber et al. 2016). Several studies
address factors such as gender and other personal characteristics of entrepreneurs
and how they are associated with funding success, compared to other methods of
raising finance from banks or venture capital (e.g., Barasinska & Schäfer, 2014;
Gorbatai & Nelson, 2015; Marom et al., 2016; Younkin & Kashkooli, 2016). Crowd‑
funding seems to have relative advantages for females (Gorbatai & Nelson, 2015).
Additionally, Agrawal et al. (2015), Mendes-Da-Silva et al. (2016) and Breznitz and
Noonan (2020) document some positive effects of geographical proximity between
founders and backers on crowdfunding success.
Third, information on the past performance of creators should affect crowdfund‑
ing success. This reputation information will usually be available from other, less
biased, sources than the call description provided by the founder in the template
12
Arguably, there is also scope for adverse selection: opportunistic creators may use crowdfunding calls
to exploit the limited information and lower information processing capacity of private individuals—
compared to patrons in work-for-hire or to specialized investors—and relegate inferior projects to crowd‑
funding (cf. Mollick & Nanda, 2016).
13
Belleflamme et al., (2015) also discuss several means available to platforms to mitigate moral hazard.
None of these are at all likely to entirely resolve the matter, since platforms themselves have limited
information and divergent interests from backers.
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determined by the platform. Mollick (2014) shows that the size of the network of
founders, in particular on social media, is positively associated with the success of
crowdfunding calls (cf. Calic & Mosakowski, 2016; Clauss et al., 2018).
Finally, providing free or easy access to finished goods may serve as a documen‑
tation tool, even if backers pledge for other reasons: backers hereby receive informa‑
tion on the conduct of the founder and quality of finished goods. In CCI, there is
typically hardly any recourse based on later negative assessments of product quality
after investment or purchasing (Kretschmer et al., 1999). However, providing infor‑
mation on quality to backers ensures that founders need to take reputational effects
into account if they consider further transactions with backers.
4.4.3 Crowdfunding as a commitment tool
Regarding the role of reputation, Chang (2020) discusses crowdfunding calls as a
“commitment tool.” Assuming rationality of backers and founders, crowdfunding
only “works” if the founder has incentives to “build the project” after funds have
been raised, rather than to “take the money and run.” Thus, the funds raised by
crowdfunding (the fixed costs in Chang’s (2020) model) plus any expected profits
from the crowdfunding project cannot exceed the value of the reputation that the
founder is set to lose because of any misdemeanor. Under incomplete information,
this calculation will hardly be precise for individual stakeholders. Nevertheless, this
points out a severe restriction of crowdfunding, especially for creators without a
strong reputation.
Overall, asymmetric information problems are rife with crowdfunding. However,
to assess the potential for crowdfunding in CCI, this point should not be exaggerated
(Dalla Chiesa & Handke, 2020). Cultural products virtually always have pronounced
experience good attributes, in any mode of interaction between suppliers and users.
Users virtually always make decisions to engage with and buy into cultural products
with incomplete information. The adequate reference point to evaluate crowdfunding
is not an imaginary market with perfectly informed users, but crowdfunding’s effi‑
ciency relative to other ways of organizing transactions in markets for cultural works.
4.5 Public good attributes: ransom, personalized pricing, and assurance
problems
Many cultural products have pronounced public good attributes: important aspects
of cultural products tend to be non-rival in consumption and non-excludable (Gins‑
burgh & Throsby, 2006; Towse, 1997). There is relatively great potential for CCI to
give rise to positive externalities, where benefits of creative production and creative
works accrue to parties, who do not contribute to the revenues of suppliers. This
may result in market failure, where aggregate investment and the supply of quasipublic works will probably fall well below its socially desirable level.
The copyright system is a costly means to mitigate market failure due to public
good attributes (Handke, 2018; Towse et al., 2008). Digitalization has put the effi‑
ciency of current copyright regimes into question (Handke, 2010). How to develop

13

Journal of Cultural Economics

an adequate copyright system remains highly contentious. Crowdfunding can be
another means to mitigate problems due to the public good attributes of creative
works (Hudik & Chovanculiak, 2018), which may help circumvent some of the con‑
tentious issues associated with copyright policy (Dalla Chiesa & Handke, 2020).
4.5.1 Crowdfunding as ransom
At the crowdfunding stage, a work is perfectly excludable, in the sense that the
potential creator can simply choose not to produce. In an AON setup, the creator has
less asset specificity than after the costs of creation are sunk. As founders, creators
retain the option to withhold production, unless the call raises sufficient up-front rev‑
enue. Rational users may then be converted from free-riders to backers, who commit
funds in order to increase the probability that a call reaches its goals and thus that
the project commences and any finished goods become available at all (or sooner or
with greater quality than without crowdfunding). Just before the term crowdfunding
gained popularity, Varian (2005) thus described requests for up-front finance from
potential users as “ransom.”
4.5.2 Personalized pricing
In this context, it is important that crowdfunding calls usually give backers ample
scope to determine the amounts they pledge (Gneezy et al., 2010; Hardy, 2013).
This is akin to personalized pricing (first-order price discrimination), albeit with
assurance problems and incentives for free-riding, as discussed below. Backers do
not face a binary choice between purchasing at a single price, as buyers do without
personalized pricing. Backers are enticed to reveal information about their WTP in
excess of any minimum threshold set in the call. Among all potential beneficiaries,
the project still has attributes of a public good. (Compared to auctions of rival and
excludable goods—such as paintings sold for private use—the call only provides
weak incentives for users to reveal their full willingness to pay.) Then a central ques‑
tion is, how much backers will pledge.14
An extensive literature on the private provision of public goods addresses this
type of question, harnessing game theory (e.g., Andreoni, 1990; Cowen, 1992). For
AON crowdfunding, the adequate model features a discontinuity of zero supply
unless a minimum threshold of funding is raised, at which the founder expects to
amortize fixed costs (cf. Hudik & Chovanculiak, 2018).
The literature yields unspecific results. (Technically speaking, there are no unique
Nash equilibria for many constellations, in which a call to jointly fund a good with
public good attributes raises sufficient funding to cover fixed costs.) If there are
any fixed costs for supplying the good in question, and no individual stakeholder

14
A special case is goods with some public benefits (at least among a set of stakeholders) and some
excludable and private benefits. In essence, this just means that rational, potential users have a WTP cor‑
responding to their private benefits, whereas public benefits are incompletely reflected in WTP, or not at
all.
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is willing to cover the entire fixed costs by herself, there will either be no supply at
all, or investments in production will fall below the social optimum (Hudik & Cho‑
vanculiak, 2018). With differentiated products, this means that some works, which
would generate greater social benefits than costs, are not produced.
However, if backers are sufficiently differentiated in terms of their WTP (or will‑
ingness to contribute), calls may raise substantially more revenues when they allow
for backers to determine the amounts pledged themselves. Furthermore, product
differentiation through diverse rewarding schemes and bundling may also enable
founders to appropriate more of the surplus (see Sect. 4.8). In either case, market
failure due to public good attributes will be mitigated.
4.5.3 Assurance problems, AON setups, and reward‑based crowdfunding
Most benefits to backers can only come about if a campaign succeeds. Uncertainty
about the success of the call, and thus about whether any benefits of the project or
finished goods will transpire, entails an “assurance problem” (Runge, 1984). Back‑
ers risk losing out if they incur any costs in supporting a call that does not have
sufficient appeal to other backers and thus does not come to fruition. Without the
assurance that other backers also chip in with sufficient pledges, individual backers’
propensity to pledge funds may be low (Kuppuswamy & Bayus, 2018). The assur‑
ance problem helps to explain why AON setups are popular, which specify a fund‑
ing target and reimburse backers if the campaign fails to reach this target.
The point is best illustrated with a simple, formal analysis. Let’s assume that a
founder j sets up a crowdfunding call for a project which entails some costs of cre‑
ation fc greater zero. Developing and presenting the call itself entails some fixed
costs for the founder—the transaction costs of using the crowdfunding market—of
tj greater zero. The total costs of the crowdfunding project incurred by the founder,
before releasing any finished goods to market, are
{
fc + tj if the campaign succeeds
cj =
.
tj if the campaign fails

∑
If the crowdfunding campaign succeeds, the founder’s revenue is r = ni pi − ps,
where pi denominates the amounts pledged by a representative backer, i , and ps
denominates the price charged by the crowdfunding site if the call succeeds. (It is
common practice of crowdfunding sites to only charge backers of successful calls.)
If the campaign fails, the founder’s revenue is zero.
Let’s assume that the founder sets the funding target to its breakeven price, r∗.
To specify this, we must consider the probability that the campaign will succeed,
P(r = r∗ ) ∈ [0, ..., 1], and with P(r = r∗ ) strictly decreasing in r∗, so that
r∗ = fc + ps +
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Let ui denominate a potential backer’s expected utility if the campaign reaches its
funding target (succeeds) and the project commences. If the call fails, ui = 0. (We
assume that there is a definite fixed cost, and that the project cannot go ahead with
reduced quality if fixed costs are not incurred in full.) Without reimbursement, the
backer’s costs are pi + ti , with ti denominating the backers’ (transaction) costs of
engaging with the call and making a pledge, regardless of whether the call succeeds
or not. With reimbursement and ignoring discount rates over the time of the call and
project, the backer’s costs are
{
pi + ti if the campaign succeeds
ci =
.
ti if the campaign fails
The campaign may succeed without any contribution by the backer if other back‑
ers pledge sufficient funding. Thus, pledging by rational backers hinges on the
expected effect of their pledge on the probability that the campaign will succeed.
There is indeed empirical evidence that potential backers are more likely to pledge
if they expect their pledge increases the probability that the project commences,
and any finished goods will become available (Kuppuswamy & Bayus, 2017; Zvili‑
chovsky et al., 2015). Without the specific backer’s pledge the probability of suc‑
cess is P(r = r∗ ), and this perceived probability changes as pledges by others are
made
on
( and reported
( the site. )With the specific backer’s pledge this probability is
)
P r = r∗ −pi , and P r = r∗ −pi −P(r = r∗ ) > 0.
Without reimbursement, a rational backer will make a pledge if
( (
)
)
p +ti
> 0. With reimbursement, a rational backer
ui P r = r∗ −pi −P(r = r∗ ) − P r=ri ∗ −p
(
i)
( (
)
)
t
will make a pledge if ui P r = r∗ −pi −P(r = r∗ ) −pi − P r=ri∗ −p > 0. Thus, for
(
i)
calls with a low probability of success, the risk-adjusted price for (backers may
) thus
be several times higher than the nominal amounts pledged (since P r = r∗ −pi < 1).
This can trigger a vicious cycle, as fewer or lower pledges by other backers aggra‑
vates the assurance problem.
What is more, unless backers receive exclusive perks that are not available to
conventional buyers at the retail stage, pledges will be low, as they are moderated
by the effect of the individual backer’s pledge (one of many in crowdfunding by
definition) on the probability that the project will commence. In any case, a rational
backer will set pi to maximize her net utility. We do not specify utility maximizing
amounts pledged, pi . In practice, this will be subject to great uncertainty about the
probabilities of the call’s success and the effect of the backer’s pledge. As discussed
in Sect. 4.8, the utility of backers may be determined by several benefits associated
with the project or finished goods envisaged in the call. Social interdependence in
demand formation further complicates the matter, for instance when the timing of a
specific backers’ pledge affects the probability and amounts pledged by other back‑
ers, who take their decision afterward. Furthermore, rational backers must consider
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the probability that the project commences funded in other ways, perhaps in an
altered manner. Nevertheless, this basic analysis lets us clarify a number of issues.
AON setups. The assurance problem implies that backers’ valuation of a crowd‑
funding call hinges not only on their appreciation of the project or any finished
goods itself, but also on the call’s appeal to other backers. Reimbursement in an
AON setup has a direct effect on each individual backer: it reduces her costs from
pi + ti to ti . Reimbursement also has an indirect effect on each backer, as reimburse‑
ment increases the probability that the campaign will reach its funding target, and
thus the risk-adjusted utility associated with the call. Holding other things equal,
the latter effect means that the assurance problem is lower and individual backers’
WTP will increase. As reimbursement has these two effects, it may have rather pro‑
nounced overall effects on the probability that a campaign will succeed, which pro‑
vides a rationalization, why AON setups are much more popular than KIA setups in
crowdfunding of cultural products.15
Exclusive rewards to backers. Our analysis implies that backers pledge in order to
increase the probability that the campaign will succeed. If this probability is high at
the outset, there may be little scope for an additional pledge to increase the success
probability. Then free-riding incentives may dominate. Specific rewards to backers
can overcome this problem if they are not available for purchasing (or only available
at a higher price) at the retail stage. The risk-adjusted value of rewards will increase
in the success probability of the campaign. Besides, with low marginal costs in the
provision of existing cultural products to additional customers, the direct costs of
such rewards will be low.16 Thus, we have an explanation why reward-based crowd‑
funding combined with an AON setup is so popular, especially for cultural projects.
Appropriate funding targets. Another issue is how founders choose funding tar‑
gets (see Hudik & Chovanculiak, 2018). In much of the literature, the assumption is
that founders set targets equal to the fixed costs of the project. Our analysis implies
that they must set higher funding targets to break even, subject to the price charged
by the platform, the fixed costs of the call, and the success probabilities of cam‑
paigns. Furthermore, founders may also consider higher funding targets to generate
profits. Founders face several restrictions, however.
First, founders must trade off any profits to be had if they succeed with a high
funding target against a higher probability to incur the fixed costs of a call (tj in our
model) with no revenues in case the campaign fails. According to our discussion
of the assurance problem, the success probability of campaigns should, as a rule,
decrease rapidly in the funding target.
Second, suppliers of cultural products operate in monopolistically competitive
markets. On the one hand, the quality-adjusted funding targets (the aggregate price
of a project) must also appear competitive relative to other calls. It has often been

15
This analysis is consistent with Bagnoli and Lippman (1989), and Tabarrok (1998), who discuss
refunds (and rebates) as a means to overcome assurance problems in projects that seek to supply public
goods.
16
Sales displacement among backers, who would have also purchased at the retail price, may be sub‑
stantial, however.
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argued that crowdfunding lowers barriers to entry, so that competition for crowd‑
funding may be fierce. On the other hand, many finished cultural products, which
are close substitutes to goods envisaged in the call, will be available and entail less
uncertainty for users. Exclusive rewards to backers, which are not available at the
retail stage, may ensure that crowdfunding calls are still attractive.
Another restriction on setting high funding targets are the opportunity costs of
failing with a campaign, beyond the costs of running a call, tj . If a campaign suc‑
ceeds and a project can be completed, there may be scope for incurring profits at the
retailing stage. As argued above, the performance of founders’ crowdfunding calls
may also provide signals of quality to other investors or customers and increase the
founders’ prospects with future projects. Typically, creators must gradually build up
their reputation over many creative projects to make any substantial profits (or even
attain the status of a superstar). Overall, most creators, who set up crowdfunding
calls, should thus rarely set funding targets that far exceed their costs of creation and
of operating the call.17
It may be harder to explain, why it is common practice to close campaigns, once
the funding target has been reached. Hudik and Chovanculiak (2018) refer back to
the concept of overfunding in general literature on the private provision of public
goods. In essence, backers may be more willing to contribute to the costs of produc‑
ing a good with public good attributes, if other backers as well as the founder also
demonstrate socially beneficial behavior. One way of demonstrating social minded‑
ness for founders is setting modest funding targets (just enough to ensure produc‑
tion) and indeed closing campaigns once these targets have been reached.
Our analysis entails a more specific restriction due to crowdfunding’s function as
a commitment tool (Chang, 2020; see Sect. 4.4). If a campaign raises much funding,
there is greater potential for moral hazard of the founder. Without a predetermined
cutoff for the funds raised, this may undermine the appeal of the call at the out‑
set. Early backers may fear that later backers (with incomplete information) provide
excessive additional funding, which triggers moral hazard and undermines the ben‑
efits of the project for earlier backers, too.
4.6 Socially interdependent demand formation: the ambiguity of quality signals
in crowdfunding campaigns
Cultural economists are well aware that the valuation of cultural products comes
about in complex social processes. Quality uncertainty among users in markets for
cultural products brings about socially interdependent demand formation (cf. Bikh‑
chandani et al., 1992; Blaug, 2001; Cameron, 1995; Potts et al., 2008; Throsby,

17

The fixed costs of calls also entail incentives for founders to restrict the number of calls they simul‑
taneously issue, even though this could allow them to pool risks. Calls by the same founder(s) are prob‑
ably close substitutes for each other, so that several simultaneous calls—or calls in quick succession—
could cannibalize each other. What is more, backers might worry that a founder is not fully committed
to a crowdfunded project if the same founder issues additional calls before a current project has run its
course.
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2003). Incompletely informed users may not rely on their private quality signal or
the potentially biased information from suppliers. They may also seek out relevant
information (signals of quality) from other, imperfectly informed, market partici‑
pants, or from certifiers such as critics. Thus, interdependent decision making can
explain fads and fashions as well as superstar effects.18
Extending on the analyses in Sect. 4.5, we can describe socially interdependent
processes determining the success of crowdfunding calls. The willingness to con‑
tribute to the financing of cultural production does not only hinge on the expected
utility of the cultural products. It is moderated by free-riding incentives, and, where
up-front investments in production are concerned, assurance problems.
4.6.1 Quality signals from prior pledges and herding
Figure 2A depicts some initial components regarding the formation of expected
utility. Potential backers can inspect the call itself to gather information on their
expected utility of the call succeeding. They may also have other information on
the reputation of the creator(s) involved. Furthermore, as a crowdfunding campaign
proceeds, any pledging by others generates third-party information related to quality
of the call itself, which becomes available to subsequent potential backers. Crowd‑
funding calls usually display the number of pledges and the total amount pledged
so far. Over the course of the call, potential backers can thus observe the behavior
of other users, and infer on their utility associated with the call.19 At the outset of a
call, before many potential backers have made their decision, there are few signals of
quality available from other backers. Personal acquaintances are particularly likely
to pledge shortly after a campaign has started, and early backers may hope that their
pledge will trigger other pledges (Agrawal et al., 2011). Once substantial pledges
have been made, there are positive signals of quality, which should entice further
pledging.
4.6.2 Prior pledges and free‑riding incentives
However, due to free-riding incentives, there is a countervailing effect of initial
pledges on rational backers’ willingness to contribute themselves (Belleflamme
et al., 2015). See the extended Fig. 2B for an illustration, where the gray arrow
depicts an inverse effect.
Prior pledges increase the probability that the call will reach its funding target
and commence, regardless of a subsequent backer’s pledge. The closer a campaign
is to reaching its funding target, the lower will be the effect of subsequent pledges
on the probability that the call will succeed, and other potential backers can free-ride
18
Fads and fashions are wild swings in demand for specific cultural products. Superstar effects are
extremely inequitable market outcomes that seem weakly related to intrinsic product qualities (Adler,
2006; Rosen, 1981).
19
Regarding donation-based crowdfunding, Smith et al. (2013) also discuss three peer effects: “competi‑
tion to be the top donor,” “desire to avoid being the bottom donor,” and emulating the amounts donated
by others.
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(A) Quality signals, prior pledges and herding

(B) Prior pledges and free-riding incentives

(C) Reputation, outside options and assurance problems

Fig. 2  a to c Various factors co-determining backers’ propensity to pledge funds for a crowdfunding call.
Notes Black arrows mark positive associations; grey arrows mark inverse associations. Free-riding incen‑
tives may also aggravate assurance problems

on funding pledged by others, hoping to enjoy any non-excludable benefits of the
project or finished good without making substantial pledges themselves. Hobbs
et al. (2016) refer to this phenomenon as “bystander effect”, while Kuppuswamy and
Bayus (2013) use the expression “gradient effect” for a similar phenomenon.
The relative importance of quality signaling effects and the countervailing freeriding effects is an empirical question (Belleflamme et al., 2015). For instance,
according to Kuppuswamy and Bayus’ (2017) study on calls posted on Kickstarter,
free-riding effects dominate. By contrast, Agrawal et al. (2011) and Agrawal et al.
(2015) find that “herding effects” due to signals from prior backers predominate.
Recommendation systems on crowdfunding platforms could also foster herding, if
they list calls in more prominent positions (make them easier to find) subject to the
pledges already received. In any case, according to Agrawal et al. (2011), toward
the end of a call period, backing tends to pick up again, especially if the call is close
to reaching its funding target. This specific pattern may indicate that many backers,
who have a high valuation of a call, seek to establish their chances of free-riding,
before they commit.

13

Journal of Cultural Economics

4.6.3 Reputation, outside options, and assurance problems
Assurance problems also moderate the propensity to pledge, as depicted by the
extensions in Fig. 2C. Holding other things equal, founders with a strong track
record and reputation are more likely to be able to generate high quality, and more
likely to succeed, mitigating assurance problems among backers. Well-reputed
founders are also more trustworthy, as they have more to lose from disappointing
backers (see Sect. 4.4). However, “strong” founders also have better outside options:
they have a higher probability of raising funds by other means than crowdfunding
calls. Thus, rational backers may be more reluctant to pledge funding because there
is less credible assurance that their pledge actually affects the probability that any
prospective goods in question will become available. The expectation could be that
production will commence anyway, regardless of the crowdfunding call.
4.7 Intrinsic motivation to create
There is extensive empirical evidence of intrinsic motivation to engage with cultural
production (Throsby, 1994, 2001; Towse, 1997; Caves, 2000; Frey, 2003). Many
creators seem willing to invest time and money—and to generate value for others—
without a competitive pecuniary return.20 However, creative products entail fixed
costs of creation. Even the most intrinsically motivated creator must raise sufficient
funding to cover these costs, and private means of the creator do not always suffice.
If it is to solve this problem, crowdfunding inevitably has a monetary component.
There may be a dilemma here. In crowdfunding calls, free-riding incentives of
backers will as a rule be high. Crowdfunding will work much better if backers can
be motivated to ignore free-riding incentives (see Sect. 4.8). Crowding theory sug‑
gests that selfless contributions are very sensitive to perceptions of selfish behav‑
ior by other stakeholders (Bürger & Kleinert, 2020). This may be another reason,
why success probabilities of campaigns may quickly deteriorate if founders display
apparent profit-seeking behavior.
Furthermore, intrinsic motivation to engage in cultural production is not neces‑
sarily restricted to specialized creators. Indeed, some crowdfunding calls regard‑
ing cultural products offer participation in creative processes as a reward to back‑
ers (Brem et al., 2019; see Sect. 4.8). However, an issue closely related to intrinsic
motivation is creators’ apparent valuation of autonomy: they tend to value exclusive
or extensive decision rights over the process of creation and the attributes of finished
goods (Caves, 2000). There are probably trade-offs between creators’ autonomy and
“participation rewards.”
4.8 Backers’ incentives: catering for diverse motives to support creativity
Cultural economists have long discussed, why cultural products are appreciated and
what motivates voluntary contributions to creative projects (Seaman, 1981; 2006;
20
Alternative explanations of creators’ below average earnings are risk-seeking (Benhamou, 2003;
Rosen, 1981) or systematically biased, optimistic expectations (Towse, 2001).
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in € million

Charity

Social Enterprises

Arts, Music, and Design
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3rd

Technology

Arts, Music, and Design

Filmmaking

37%

49%

Growth 2015–2016

Most important areas of application (rank)

Funds provided without specification Backers of successful calls
of any rewards to backers
receive goods or services

Reward based

Description

Donation

E-commerce

Real State and Housing

Technology

218.6

37%

Backers receive profit or
revenue shares

Equity

Not available

696.8

90%

Borrowing from a number of lenders
and paying back with or without
interest

P2P lending

Table 2  An overview of main crowdfunding models in Europe Sources: Dalla Chiesa and Handke (2020), who adapted the table from Ziegler et al. (2018)
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Frey, 1997). Research on the crowdfunding phenomenon has become an important
arena for studying these types of questions in the cultural industries and in other
aspects of the economy. One peculiar aspect of crowdfunding compared to other
means of financing production (such as credit or retailing of finished goods) is that
crowdfunding has been used to simultaneously cater for a relatively broad range of
different incentives of backers/investors. A literature review by Moritz and Block
(2016) already covered over 50 academic articles on “capital providers” (backers)
and their motives in crowdfunding, published between 2006 and 2014, and since
then this specific line of research has quickly expanded (e.g., Butticè & Unghetto,
2021; Shneor & Vik, 2020).
According to the types of backer incentives offered, Ziegler et al. (2018) distin‑
guish donation crowdfunding, reward-based crowdfunding, and “crowdfunding as
investment” (with two sub-types: equity and P2P lending). Economic studies often
focus on one of these crowdfunding types only, and reward-based crowdfunding
has received much attention (e.g., Belleflamme et al., 2018; Chang, 2020; Simp‑
son, 2020). We also structure our overview into these categories, even though some
incentives are difficult to place.
Table 2 gives an overview of growth and volumes of the types of crowdfunding,
as well as of the most important areas of application. Reward-based models are rela‑
tively popular for cultural projects. Non-pecuniary rewards to backers vary widely.
They can be a type of pre-selling, where backers receive final goods without further
payment or at a rebate. Backers’ rewards can also be intangible or tangible perks
that are not marketed otherwise (Belleflamme et al., 2014; Crosetto & Regner, 2014;
Gamble, 2019).
However, another peculiar aspect of crowdfunding is that individual calls often
combine various incentives to backers across these three types of crowdfunding
models. Arguably, it is important to appreciate the flexibility of crowdfunding calls
in combining (bundling) various goods and non-tradable incentives to potential
backers with divergent interests.

4.9 Reward‑based crowdfunding
Reward-based crowdfunding offers specific, non-pecuniary rewards to backers.
Rewards feature in relatively many crowdfunding calls regarding cultural products,
and the rewards offered are quite diverse.
Potential backers may appreciate cultural products for their own use. The cor‑
responding incentive provided to backers in crowdfunding calls is the promise that
due to a crowdfunding call, a specific cultural product will become available to the
backer with a higher probability, earlier or in higher quality than without a success‑
ful crowdfunding campaign. For use value to materialize, users must enjoy access
to the work in question. For cultural products that are non-rival in consumption and
that entail very low marginal costs—say reproducible cultural products that can be
delivered online—providing access entails few costs. For other cultural products,
access as a reward entails greater full economic costs to founders. We thus expect
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that free access to finished goods should be more restricted for crowdfunding pro‑
jects in the performing or fine arts than for reproducible cultural products.
As discussed in Sect. 4.5, the WTP for access to the same finished good will
typically be lower at the crowdfunding stage than at the retailing stage. Among
rational backers, pre-selling in a narrow sense requires backers to have a very
high WTP relative to the eventual retail price; it will mostly appeal to proper
fans, who may also have other incentives. Incentives to free-ride on the invest‑
ments of others can be reduced if a call also promises that backers will enjoy
exclusive perks, which will not be available to backers making more modest con‑
tributions, or to conventional buyers at the retail stage. For instance, backers may
be offered special editions or personal meetings with the creators.21 This need for
exclusivity applies to all other types of rewards discussed in this section.
Furthermore, engagement with culture may be a tool for social distinction. For
this to work, the engagement of the distinguished stakeholder must be observable to
others.22 The corresponding incentive provided to backers is public acknowledge‑
ment of their engagement, say through attribution or exclusive memorabilia.23 In
this manner, founders generate a private good to backers, which can help motivate
stakeholders to finance public goods (Becker, 1974). Belleflamme et al. (2019), for
instance, focus on “community benefits” for backers in crowdfunding, where back‑
ers’ involvement in crowdfunding provides “consumers with an increase in the prod‑
uct quality” because they “essentially value the feeling of belonging to a group of
‘special’ or ‘privileged’ consumers. It is therefore important for the entrepreneur
to attract a sufficient number of regular (i.e., ‘non-privileged’) consumers to whom
crowdfunders [backers] can feel somehow ‘superior’.”
Finally, as we discuss in Sect. 4.7, participation in creative processes is often
appreciated in its own right. Intrinsic motivation to create may extend to backers.
The corresponding rewards provided to backers may be an opportunity to contribute,
say as an extra in a movie or by jointly performing with the founder on stage in a
musical performance.
4.10 Crowdfunding as a commercial investment
Like conventional funding methods of commercial enterprises, some crowdfunding
calls offer a future financial return on backers’ initial investment at the crowdfund‑
ing stage (see Agrawal et al., 2014). Stakeholders may appreciate rights in a cultural
project or product as an investment: an asset that stores pecuniary value and yields
competitive returns in the future.

21
There may be moral hazard, however, for the founder to keep the promise of exclusivity after crowd‑
funding success.
22
Transparency of backers’ actions may also trigger “peer effects” and foster pledging (Smith et al.,
2013).
23
Sometimes, even expressions of gratitude by the founder, or just the “warm glow” from having done
the founder a favor may provide some incentive for backers. Where no specific action by the founder is
required for an incentive to transpire, we speak of donation crowdfunding.
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Ziegler et al. (2018) distinguish two sub-types. In P2P lending, the founder com‑
mits to a credit contract, where the founder is liable to make future payments to the
backer irrespective of any subsequent success metrics. In equity-based crowdfund‑
ing, future payments from the founder to the backer are subject to success metrics.
P2P-lending and equity-based crowdfunding accounts for the bulk of all funds raised
via this type of financing (see Table 2). This is in spite of pronounced challenges due
to asymmetric information. In contrast to professional investors and providers of credit,
crowdfunding reaches out to private individuals. Many backers have limited expertise
and may be vulnerable to strategies of founders, which exploit asymmetric information
(see Sect. 4.4). Such concerns seem to be behind regulation of crowdfunding (Agrawal
et al., 2015; Lazzaro & Noonan, 2020; Stemler, 2013). What is more, if founders/crea‑
tors appreciate autonomy, they may find it disagreeable to depend on a single, main
investor, who could seek to excerpt an influence on what happens with “her money.”
Furthermore, pecuniary incentives may be an ill-fit with other crowdfunding incentives
provided to backers. In any case, P2P-lending or equity-based crowdfunding (with or
without decision rights) is quite rare in crowdfunding of cultural projects.
4.11 Donation‑based crowdfunding
Donation-based crowdfunding specifies no quid pro quo for backers. Without any
financial return nor pre-selling of specific goods or services, rational backers’ incen‑
tives hinge on their expectations regarding indirect use value (Andersson et al.,
2012) or non-use value (Frey, 2003; Hansen, 1997; Martin, 1994) associated with
cultural production and with supporting it.24
As discussed in Sect. 4.5, cultural products often have pronounced public good
attributes, and generate positive externalities. Backers may value the correspond‑
ing indirect benefits they expect to enjoy, for instance because others make use of a
cultural product. Backers may even be properly altruistic. They may value creators’
well-being in its own right. Backers may also value the availability of cultural prod‑
ucts to others, irrespective of whether backers expect any direct or indirect benefits
to themselves.25 Various types of non-use value are hard to distinguish in practice,
however.
We have discussed specific services or goods, which enable recognition and social
distinction of backers under “reward-based crowdfunding.” Even without explicit
acknowledgement, backers may sometimes derive “psychic benefits” (Csikszent‑
mihalyi, 2000; Frey & Eichenberger, 1995) from demonstrating just to themselves
24
Categorizations of sources of values not reflected in conventional markets vary between authors.
According to Plottu and Plottu (2007), indirect use value concerns the utility of non-excludable and nonexhaustible aspects of products or assets, which accrue to users. Non-use value accrues independently of
any use/consumption of a good or service by the stakeholder in question (backers in our case), and many
cultural economists distinguish between option value, bequest value, and existence value (Martin, 1994;
Frey, 2003; Anderson et al., 2012). The exact boundaries between these values remain contested and dis‑
tinguishing them in applied empirical work can be tricky (Hansen, 1997).
25
Interestingly, one way to document this for founders could indeed be to also provide easy access to
backers, which documents again that it is hard to separate various incentives for backers from each other,
or to identify singular incentives provided by rewards.
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that they support a project regardless of any recognition from other parties. Choy
and Schlagwein (2016) speak of “socially intrinsic motivation,” Cecere et al. (2017)
refer to similar phenomena as “warm glow” based on Andreoni’s (1990) extensive
work. Cox et al. (2018) and Zhang and Chen (2019) prefer the expression (self-)
satisfaction. Again, it may be hard to distinguish this phenomenon from virtue sign‑
aling to others or from trying to ingratiate the founder, which could generate more
specific benefits in the future.
4.12 Combining various backer incentives
Founders often use crowdfunding to diversify the goods and services they supply
and to offer goods that are not tradable in a conventional manner. What is more,
crowdfunding enables bundling of various goods and services, to extract greater sur‑
plus from users (McAfee et al. 1998). This raises the question: how best to combine
incentives offered to backers (cf. Shi, 2018)?
Here, crowding theory (DiGaetano & Mazza, 2017; Frey & Jegen, 2001) as a
staple of cultural economics is useful.26 For instance, if crowdfunding invokes com‑
mercial incentives on both sides—also among investors/backers—crowding-out of
other incentives from rewards or in particular from selfless contributions may occur
(Boeuf et al., 2014; Cecere et al., 2017; Dalla Chiesa & Dekker, 2021). What is
more, founders must strike a precarious balance between motivating selfless contri‑
butions or a community spirit, and the inevitable pecuniary aspect of crowdfunding
as a means to provide sufficient capital to commence with the project. By definition,
crowdfunding entails financial transactions, not merely expressions of interest via a
“like” or positive vote. Potential backers may have good intuitions that it is essential
for founders to cover fixed costs. However, backers may feel reluctant to override
free-riding incentives, assurance problems, and asymmetric information problems if
founders do not acknowledge their own “psychic benefits” or signal some altruism
themselves. A backlash against the use of crowdfunding by some famous, presum‑
ably wealthy, creators relate to this point, see Watercutter (2013). To succeed with a
campaign, founders may have to demonstrate need and generosity, and compromise
profit-making opportunities.
If due to crowding-out, crowdfunding is relatively limited as a means for founders
to generate profits, crowdfunding will have limited appeal to producers of creative
works. Over the course of their career, creators will probably seek to also use other
sources of raising up-front capital, especially regarding projects deemed to have
great commercial potential.27 Then crowdfunding is clearly not a perfect substitute
26

Klamer (2016) discusses various values associated with cultural activities and individuals or organiza‑
tions engaging with it, which could be employed to expand the discussion of crowdfunding. The connec‑
tion to standard welfare economics as employed in this paper remains tenuous. Other promising exten‑
sions to the cultural economics repertoire derive from behavioral economics—see Coate and Hoffmann
(2021)—as “psychological ‘anomalies’” seem rife in the behavior of stakeholders in the cultural sector.
For reasons of space, we do not develop these arguments here.
27
See Walthoff-Borm et al. (2018) regarding equity crowdfunding as a “last resort” among a range of
financing options.
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for traded means of raising capital. For instance, deals between creators and tradi‑
tional intermediaries in CCI (such as record companies or film production compa‑
nies, who raise up-front capital as one of their main functions) will still have some
appeal, even though the bargaining position of some creators will be fostered after
initial crowdfunding success or due to the potential for crowdfunding for dis- or
reintermediation (cf. Harrison, 2013). Much empirical work remains on comple‑
mentarities and substitution between crowdfunding and alternative means of financ‑
ing cultural production.

5 Discussion
We set out to address three fundamental questions regarding crowdfunding in CCI,
which require further attention. Based on our collage of the crowdfunding literature
and hallmarks of cultural economics, we can offer preliminary answers.
5.1 Under what circumstances is crowdfunding a superior alternative to traded
means of financing innovative projects?
Crowdfunding is a means to raise up-front capital for cultural products. It helps
overcome an essential problem in CCI: how to cover high up-front costs of crea‑
tion, when any revenues from retailing of finished goods come with a delay and
are uncertain? Compared to the more conventional mode of raising up-front capital
through credit or sales of equity to commercial investors, crowdfunding overcomes
the separation of investors and users. Crowdfunding is a means to convert potential
buyers at a later retail stage (or free-riders) into investors, who make funding avail‑
able to founders before the full costs of creation are incurred. In CCI crowdfunding,
backers mostly pledge without a commercial interest but based on the use value or
non-use value of the cultural project or cultural product envisaged in the call.
Obviously, crowdfunding is more likely to be a superior substitute for commercial
financing of up-front production costs subject to any market failure in commercial
finance—an issue that is beyond the scope of this paper. Furthermore, crowdfunding
will be relatively efficient: (1) the more producers suffer from demand uncertainty
and thus appreciate the possibility to test the market; (2) for suppliers of goods with
strong experience good attributes, who can use crowdfunding to engage others, to
reveal relevant information and alleviate quality uncertainty on the demand side.
This reputation building and engagement may work best over a series of calls, how‑
ever. Furthermore, crowdfunding may be a superior option, as it triggers socially
interdependent valuation processes, in which backers emanate signals of quality. (3)
Crowdfunding also allows for relatively refined price discrimination—including per‑
sonalized pricing—and will thus be advantageous when stakeholders on the demand
side are widely differentiated in terms of their WTP. (4) Crowdfunding may also be
preferred by producers, who value autonomy in operating production processes and
uncompromised control over the characteristics of finished goods. (5) Perhaps most
importantly, crowdfunding may be superior to finance the production of goods with
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strong public good attributes, which commercial investors will not value. (6) Finally,
cultural products are appreciated for various reasons. Crowdfunding allows produc‑
ers to simultaneously offer, combine and bundle many different value propositions
to investors, which may extend the market and increase surplus of appropriation by
the producer.
Regarding the prevalence of these conditions in CCI, crowdfunding probably fills
some sustainable niches.
5.2 What types of crowdfunding are best suited for specific (cultural and creative)
industries?
Crowdfunding is a costly means to raise up-front capital. For instance, campaigns
take time. Crowdfunding will be useful for those cultural projects, where the oppor‑
tunity costs of time are low and the need for up-front capital is high. What is more,
crowdfunding may have disadvantages for producers in intense monopolistic compe‑
tition, who must fear that the information they issue with a call allows competitors
to emulate the project in question.28
Some crowdfunding setups and types predominate in CCI crowdfunding. Our
analysis provides some theoretical rationalization. On the one hand, AON setups
with refunds are useful to reduce assurance problems and the risk-adjusted price for
backers, which will be most useful where the probabilities of success are low. This
may be particularly important for projects that are very costly and need to motivate
numerous and/or high-value pledges (say films, complex video games, or large-scale
performances, as opposed to a sound recording or literary work). Refunds may also
be useful for creators, who do not as yet enjoy a strong reputation. On the other
hand, pre-selling, as a special type of reward-based crowdfunding, is particularly
suitable where marginal costs are low (say for reproducible cultural products that
can be disseminated online). Pre-selling is also more suitable with non-rivalry in
consumption, which may restrict pre-selling via crowdfunding for performing arts
(cf. Boeuf et al., 2014) or fine arts, for instance.
Furthermore, crowdfunding is more promising, the greater the public goods
attributes of the cultural good in question are. While crowdfunding does not do away
with market failure due to non-excludability and free-rider incentives, it may miti‑
gate them. Again, this seems to make crowdfunding more promising for reproduc‑
ible cultural products than for relatively more excludable and rival cultural products
(the arts).
Finally, social distinction seems to play a strong role in CCI crowdfunding. This
may make crowdfunding more suitable for cultural products that bestow high pres‑
tige—say works of high arts or cultural expressions that are treasured aspect of cul‑
tural heritage in an influential community. Few specific cultural projects will tick all
these boxes. This hints at considerable limitations of crowdfunding in CCI.
28

Crowdfunding entails a strategic decision of creators and innovators, how far (s)he will try and
develop a creation before revealing it to others in order to sell it or attract investors. For a theoretical dis‑
cussion regarding the example of scriptwriters, see Luo (2014).
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5.3 What is the potential of crowdfunding for CCI?
CCI crowdfunding is a recent and rapidly expanding phenomenon. At present, how‑
ever, crowdfunding raises only a tiny fraction of total revenues to CCI. Certain pre‑
dictions are not feasible at this point, not least because crowdfunding is likely to
improve over time, like most novel technologies. Nevertheless, our analysis entails
several restrictions of crowdfunding.
First, asymmetric information problems and quality uncertainty are rife with
crowdfunding because at the crowdfunding stage, no finished good is available for
inspection. While such problems are also found at the retailing stage in CCI, they
will tend to be more pronounced in crowdfunding.
Second, crowdfunding requires many transactions. Online platforms can reduce
average transaction costs but cannot entirely do away with them. The remaining
transaction costs may still restrict the provision of finance from many stakeholders;
the WTP for specific cultural products is often low due to monopolistic competition
(close substitutes being available). In the aggregate, the provision of finance from
large investors (patrons, commercial investors, or the public sector), which require
fewer transactions, may often be more efficient in terms of requiring lower average
transaction costs per $ raised.
Third, crowdfunding can work as ransom, when founders make a credible threat
that they will not produce unless a campaign succeeds. This mitigates problems with
private funding of quasi-public goods, such as many cultural products. However,
so-called pre-selling of finished goods has limited application. That is because the
propensity of pledging is moderated by the remaining free-rider incentives, the lim‑
ited effect of an individual pledge on the probability that the call will succeed, and
assurance problems. Pre-selling will only work if there is a number of users with
extraordinarily high WTP, to overcome these moderating factors. In other words,
crowdfunding is a way to reach out to dedicated fans, rather than more conventional
customers.
Finally, regarding the types of creators, who may prefer crowdfunding, there is
a bit of a dilemma. Whereas newcomers may not have the reputation to motivate
backers, established (super)stars can hardly make credible threats that they will not
produce without crowdfunding, as they have good outside options. The same logic
may apply to specific calls: the better they are, in particular regarding their commer‑
cial potential, the less likely it is that backers need to pledge substantial amounts to
make them happen.

6 Conclusions
Crowdfunding is an innovation from the cultural sector that has already had broad
applications in many other aspects of the economy. We document that cultural
economics provides a useful structure for explaining much of the crowdfunding
phenomenon.
Based on main themes in cultural economics, this article discusses several ben‑
efits of crowdfunding, relative to other costly means of funding cultural production.

13

Journal of Cultural Economics

For instance, at the crowdfunding stage, prospective cultural works are excludable, if
ill-defined. Furthermore, crowdfunding is a means for product differentiation, which
allows creators to simultaneously cater for a diverse set of incentives to engage with
culture among donors and users. Given its relative benefits and wide application over
recent years, it seems rather certain that crowdfunding is here to stay. On the other
hand, crowdfunding is limited, due to asymmetric information, assurance problems,
and free-rider incentives. Adoption of crowdfunding indicates severe market failure
regarding other modes of financing culture. The predominant modes of crowdfund‑
ing in CCI can be rationalized as means to mitigate such issues. Nevertheless, as a
rule, rational users will pledge only a fraction of their WTP, subject to their observa‑
tions and expectations regarding the behavior of other (potential) backers. Pure preselling is unlikely to work well, and founders will usually need to appeal to non-use
values or even altruism. At the heart of crowdfunding, we thus find the usual tension
between art and commerce, where founders have better chances of attaining mon‑
etary contributions, if they appeal to social and cultural values.
There is considerable scope for future research. First, much theoretical and empir‑
ical work remains on mapping out, which crowdfunding setups are most suited for
specific cultural industries or creative projects of different types (cf. Rykkja et al.,
2020).
Second, it is a fascinating empirical question to what extent crowdfunding pro‑
motes allocative efficiency and diversity in the CCI, as it generates information
and offers promising creators an additional source of funding. However, there is a
dilemma at the heart of crowdfunding. Regarding newcomers and fringe creators,
crowdfunding could lower barriers to entry and superstar effects in traded CCI, fos‑
tering competition and diversity. That only works, though, if founders somehow
acquire the reputation needed to succeed with a campaign. The reputation prob‑
lem familiar from other means of funding innovation persists (cf. Hall & Lerner,
2010), even though the scope of potential funders is expanded. Much empirical
work remains to establish whether crowdfunding can diminish superstar effects.
Among established (super)star creators, the application of crowdfunding also seems
limited. Stars can hardly threaten they will not produce without generous backing
(hold stakeholders to “ransom”) because they have strong outside options. Overall,
we predict that crowdfunding will remain quite confined as a means to bring about a
more equitable or efficient allocation of resources in CCI.
A third important issue for further research remains beyond the current paper:
crowdfunding platforms probably operate in a similar way as other online platforms
in two- or multi-sided markets. Due to direct and indirect network effects, there may
be a tendency for monopolization and centralized control in this online service, too.
So far, there are many crowdfunding platforms and there seem to be low barriers to
entry. This may change as the market for crowdfunding platforms and relevant tech‑
nologies mature, or due to regulation of this novel type of finance. That relates to a
fourth area of further research on crowdfunding: the appropriate type of statutory
regulation. Similar to developments of other online services, crowdfunding has first
grown and expanded under relatively limited regulation. As crowdfunding expanded
beyond more or less charitable giving into commercial investments in technology
and real estate, more extensive regulation has been introduced. However, in the
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cultural sector, donation and reward-based crowdfunding remains preeminent. This
is consistent with the notion that cultural products are mostly appreciated for their
consumption value and their non-use value due to positive externalities that they
entail, rather than for their value as a financial investment. The need for regulation
may thus be rather different than for profit-oriented investments.
Finally, the major benefit of crowdfunding for cultural economics may not derive
from any fostering of CCI but transpire on a different level: crowdfunding generates
abundant data and changes restrictions for participants in the cultural sector, which
entails opportunities to develop new empirical insights on cultural industries, over
and beyond crowdfunding itself. The crowdfunding literature encompasses much
and leading work on central themes in cultural economics, and the generic crowd‑
funding literature might advance more swiftly if it reliably drew on longstanding
debates in cultural economics. In a sense, crowdfunding operates a plethora of con‑
tingent valuation studies and choice experiments. This is a gift for cultural econom‑
ics that will keep on giving for a long time to come.
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