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DEVELOPMENT OF CROWDFUNDING AS AN INNOVATIVE METHOD
OF SOCIAL PROJECTS FUNDING'

Abstract. The search for alternative sources, such as the use of crowdfunding, becomes
reasonable under the conditions of funding shortage. International experience study, peculiarities of
crowdfunding usage and the development of scientific and methodological approaches of its
adaptation to Ukrainian realities are relevant to research. The objective of the article is to generalize
theoretical aspects and to study the experience of practical implementation of the co-financing
principles in Ukraine and in the world, to identify the factors that influence the development and
efficiency of the crowdfunding services. The article deals with the issues of introducing an
innovative method of fundraising; it is crowdfunding, which allows carrying out co-financing of
various projects that mainly have a social orientation. Studies show that in most cases, the
Crowdfunding funding schemes are used in creative activities, social projects, educational projects,
projects aimed at the implementation of innovative information technologies, environmental
projects, sports projects, business projects, and political projects. The meaningful notion of the
crowdfunding and its classification features are investigated and specified, its strengths and
weaknesses are analyzed. The international experience of the crowdfunding platforms operation is
considered. Analysis of statistics on the development of crowdfunding shows a significant increase
in its popularity over recent years, due to the high availability of this funding scheme, and makes it
possible to involve a wide range of small investors who are interested in the end result.The
promising directions of crowdfunding services development in Ukraine are determined. Particular
attention is paid to the analysis of the possibilities of use of crowdfunding in the social sphere.

The study shows that crowdfunding has a significant potential for development in Ukraine
and should become an alternative to traditional sources of funding, especially in the social field.
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PO3BUTOK KPAYJA®AHJIUHTY SIK IHHOBAIIMHOT'O CHOCOBY
PIHAHCYBAHHSA COUIAJIBHUX ITPOEKTIB

Anotanis. CyyacHWil KpWU30BHU CTaH BITYM3HSHOI €KOHOMIKH, IO XapaKTePU3YEThCS
nedinmuToM (QiHAHCOBHX pecypciB, 0coONMBO y cdepi colialbHUX IHII[IaTHB, BHMarae IMONIYKY
HOBHX JpKepen (iHAHCYBaHHS, OJHHUM 3 SKHX € Kpayadanauar. MeToro cTarTi € y3aralbHEHHs
TEOPETUYHUX AaCMeKTiB 1 JIOCHIDKEHHsS JOCBIIY MPaKTUYHOI peaiizarii MPUHIMIIB CHUTEHOTO
¢dinancyBaHHs B YKpaiHi Ta y CcBiTi. PO3rIIsiHyTO MUTaHHS BIPOBA/KEHHS IHHOBAIIHHOTO CHIOCO0Y
3alydeHHs KOWITIB — KpayadaHauHTy, SKAW J03BOJISIE 3JIMCHIOBATH CITiTbHE (iHAHCYBaHHS
PI3HOMAaHITHUX TPOEKTIB, M0 MEPEBAXHO MAIOTh COIlianbHe crpsiMyBaHHs. [IpoBenenmii aHami3
MyOuTiKaIii BITYU3HSHUX 1 3apYODKHUX HAYKOBIIIB IMOKAa3aB, MO B OUTBIIOCTI 3 HUX PO3TIISIAIOTHCS
TEOPETUYHI Ta MPUKIIAJIHI aCTIEKTH 3A1HCHEHHS KpayndaHJAWHTOBHX MOCIYT Ta iXHI 0COOIMBOCTI B
YMOBax Cy4acHOTO €KOHOMIYHOTO cepenoBuia. JlochikeHHs MOKa3yloTh, IO B HAWOUIBII YacTo
KpayJaQaHIuHTOBI cxeMH (iHAHCYBaHHS BUKOPHCTOBYIOTHCSI Y TBOPYIH MiSUTBHOCTI, COIIIBHUX
MPOCKTaX, OCBITHIX MPOEKTaX, MPOEKTaX, CIPSIMOBAHUX Ha peali3alilo IHHOBAIIHHUX
iHpOpMAaIIHHUX TEXHOJIOTIH, EKOJOTIYHMX IMPOEKTaX, CIOPTUBHUX IMPOEKTaxX, Oi3HEC-MPOCKTax,
MOJITUYHUX TMpoeKkTaxX. JoChimkeHo Ta YTOYHEHO 3MICTOBHE MMOHSATTS «Kpaya(aHIHHT», HOTro
knacudikamiifHi 03HaKW, TMPOAHATI30BaHO WOrO0 CHJBHI 1 chnabki cropoHu. Po3srmsHyTO
MDKHApOIHUN 10CBiA (YHKI[IOHYBaHHA KpayA(QaHIWHTOBUX IuIaTGopM. AHAIi3 CTaTUCTHYHUX
JaHUX PO3BHUTKY KpayA(aHJAUHTY TOKa3ye 3HaYHE 3pOCTaHHS HOTO MOMYJISIPHOCTI 32 OCTaHHI POKH,
IO TOSICHIOETHCS BHUCOKOIO JOCTYMHICTIO 1Ii€i cxemHu (iHAHCYBaHHS 1 POOHMTH MOXKIUBUM
3a]ydeHHs AJs ydacTi B Hi IIMPOKOTO Koja JApiOHMX iHBECTOPIB, 3aIliKaBICHUX y KiHIIEBOMY
pe3ynbrari. BusHaueHO NepCreKTUBHI HANpsIMH PO3BUTKY Kpaya]aHAWHTOBUX TOCIYr B YKpaiHi.
Oco0nuBy yBary nNpuaijieHO aHaNi30B1 MOXKJIMBOCTEH BUKOPHUCTAaHHS KpayndaHAUHTY B COLIANbHIN
cdepi, ae Iareprer-TuIaThOPMH MOXKYTH OyTH BUKOPHUCTaHI A 300py KOWITIB HA Pi3HOMAaHITHI
colianbHi HOTpeOu K OKPEMUX JIIOJIeH, TaK 1 MiCLIEBHX TPOMaJI.

JocmimpkenHst mokasye, 1o kpayahaHIuHT Mae 3HAYHUH TIOTEHITIAN JUTsl PO3BUTKY B YKpaiHi
1 MIOBUHEH CTaTH albTEPHATUBOIO TPaAULIHHUM JpKepenaMm (iHaHCYBaHHS, OCOONMBO B COLIANbHIN
cepi.

KirouoBi cioBa: kpayndannuur, cninbHe ¢iHaHCYBaHHS, (DiHAHCOBI pecypcH, coliaibHi
MPOEKTH, CTapTAIIH.
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PA3BUTHUE KPAYJI®PAHIUHT' A KAK HHHOBAIIMOHHOI'O CITIOCOBA
OUHAHCHUPOBAHUSA COUUAJBHBIX TIPOEKTOB

Annortamus. llenpto cratbum sBIseTCss OOOONICHWE TEOPETHUECKHX AaCIEKTOB |
UCCIICIOBAHUS ONbBITa MPAKTUYECKON peau3alii MPUHLHUIIOB COBMECTHOTO (DMHAHCHPOBAHUS B
VYkpanHe u B MHUpe. PaccMOTpeHBI BONIPOCH! BHEIPEHHSI MHHOBAMOHHOTO CIIOCO0a MPHUBIICYCHUS
cpenctB — Kpay/idaHauHra, KOTOPBIH TO3BOJISET OCYIIECTBIISITH COBMECTHOE (DHHAHCUPOBAHHE
Pa3IMYHBIX MPOEKTOB, MPEHMYIIECTBEHHO MMEIOT COIMAIBHYIO HANPaBJICHHOCTh. VcclaenoBaHo u
YTOYHEHO COJIEp)KATEIbHOE MOHATHE «KpayapaHIUHT», €ro KiacCH(UKalMOHHBIE TPHU3HAKH,
NPOAHAM3UPOBAHBl €r0 CHIIbHBIE M CJa0ble CTOPOHBI. PacCMOTpeH MEKIyHApOIHBIH OIBIT
(byHKUMOHUPOBaHMs KpayndanauHroBux mardpopM. OnpeneneHbl NepCIeKTUBHBIC HANPaBIICHUS
pa3BUTHS KpayAdaHIMHIOBHUX YCIYT B YKpauHe.

KiwueBble ciaoBa: kpayndanauer, oOmee (uHaHCHpOBaHHWE, (PUHAHCOBBIE PECYPCHI,
COIMAIBHBIEC TIPOEKTHI, CTAPTAIIBI.

®opmyi: 0; puc.: 2, Tadmn.: 4, 6ubn.: 14.

1. Introduction. The current domestic economy crisis situation, characterized by a shortage
of financial resources, especially in the social initiatives field, requires searching for new sources of
funding, one of which is crowdfunding. It is crowdfunding that allows funding projects without
involvement of the state, commercial banks, investment funds and other financial intermediaries,
the attraction of which is a complex and expensive process. Crowdfunding is the newest way of
funding, which makes it much easier to raise funds mostly of private investors. This makes the use
of crowdfunding rather promising in Ukraine and the study of the implementation mechanisms
relevant.

Taking into account relevance and promising outlook for crowdfunding services
development in Ukraine, it is expedient to study international experience, peculiarities of
crowdfunding use and to develop scientific and methodological approaches to its adaptation to
Ukrainian realities.

2. Actual scientific researches and issues analysis. The fundamental principles of
crowdfunding services management are built-in in scientific researches by such scholars as A.
Agrawal, C. Catalini, A. Goldfarb [1], J. Bednarz, M. Markiewicz, A. Ploska [2], G. Calic, E.
Mosakowski [3], E. Mollik [4], S. Veven, P. Belleflemm, A. Leigh, J. Hemer, T. Lambert, T.
Bidaux, A. Shvensbaher, and others. Regarding domestic scholars, the specific features of
crowdfunding in modern conditions in Ukraine were studied by A. Ivashchenko, Y. Polishchuk, O.
Dyba [6], O. Marchenko [7], Y. Petrushenko, O. Dudkin [8], A. Fomenko [9], L. Shvets [10] and
others. The theoretical and applied aspects of the crowdfunding services implementation and their
features under the conditions of the modern economic environment are mainly considered in these
scientific researches.

3. Uninvestigated parts of general matters defining. At the same time, scientific literature
analysis on the research subject suggests that a number of theoretical and applied problems remains
unresolved. In particular, it concerns the arrangement of approaches dealing with defining the very
concept of crowdfunding and its classification features, the development of effective mechanisms
for raising funds on the crowdfunding principles for the social projects funding, the substantiation
of criteria to assess the efficiency of crowdfunding services provision, etc. Consequently, the
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absence of a logically ordered and holistic view of crowdfunding services in Ukraine stipulated the
relevance of the study, its objective, problem and content.

4. The research objective. The objective of the article is to generalize theoretical aspects
and to study the experience of practical implementation of the co-financing principles in Ukraine
and in the world, to identify the factors that influence the development and efficiency of the
crowdfunding services.

5. Results. Nowadays, crowdfunding is an innovative and poorly investigated way of
funding various projects, which usually are of cultural, artistic or social kind. Literally,
crowdfunding is translated from English as «crowd funding», «funding by people» or «public
funding».

Since 1997, when the fanbase of the British rock band Marillion collected 60 thousand
dollars for their US tour with the help of crowdfunding, the popularity of this type of funding has
been gaining widespread, which is directly related to the Internet expansion. In present time, there
are hundreds of online platforms in the world that provide crowdfunding services and collect
millions of dollars for various needs in all fields of human life.

In modern scientific literature, there is no single definition of this concept, despite the
publications on crowdfunding. Some varieties of its interpretation are given in the Table 1.

Table 1
Interpretation approaches of the «crowdfunding» term
Author Definition
Investopedia [11] It is the use of small amount of capital from a large number of participants to fund a new
venture business.
E. Mollick [4,5] It is a new way of funding a variety of new enterprises that allows startuppers of social

and cultural projects to raise financial resources through a large number of beckers (those
who financially support the project), often in exchange for future products or capital

share.

O. Marchenko [7] It is the latest fundraising technique of a large number of investors, namely Internet
users, who are connected by social networks to finance a variety of projects.

L. Shvets [10] It is a collective cooperation of people («donors») who voluntarily combine their

financial resources by means of the Internet to support other people or organizations
(«recipients»).

By systematizing different interpretations of scholars regarding the definition of this concept, it
follows that crowdfunding is an innovative way of funding, which involves collective participating of
people through voluntary donations of their own funds to support projects and ideas of other people or
organizations. The peculiarity of this funding method is the use of the Internet via the crowdfunding
platform, as well as the distribution of information through well-known social networks.

Modern crowdfunding services can be classified on several grounds, namely: financial
performance, specialization and areas of use.

Thus, Y. Petrushenko, O. Dudkin, [8] and A. Fomenko [9] classify types of crowdfunding
depending on the financial performance for the participants:

— crowdfunding with a lack of remuneration that is characterized by voluntary donations
(altruism) and a complete lack of expected material and non-material rewards. The main purpose of the
project participant is to meet their own interests and desires, receive gratitude for the support of the
project;

— crowdfunding, that includes non-financial remuneration, which, unlike the previous one,
involves the presence of small gifts, usually souvenirs for participants in the form of rewards for project
support. Usually, this practice is common in cultural projects funding. For example, getting a music
album created on sponsor’s funds, appear in a movie, lunch with project authors, photo shoot, etc.

— crowdfunding with the financial reward is characterized by the main purpose of project
participants to gain profit after its implementation. One of the varieties of such crowdfunding is «public
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lending» (crowdinvesting). This form of crowdfunding can exist both in the form of public lending and
in the form of P2P lending, when the borrower communicates not with an impersonal mass of people,
but with a direct lender. In this case, the crowdfunding platform acts as an intermediary and to some
extent the guarantor of the whole procedure. The advantages of this form of crowdfunding for a creditor
are in the very possibility of providing loans, and for the borrower are in lower rates and the
convenience of obtaining a loan.

A. lvashchenko, Y. Polishchuk, O. Dyba [6] define crowdfunding platforms depending on the
level of specialization: by the lack of any specialization and diverse projects, and by the specified
specialization, for example, platforms created only for the music industry projects implementation.

The following types of crowdfunding projects can be distinguished by the ways of the raised
funds use:

— creative projects aimed at raising funds for the cultural events funding, cinema and art
development, musical projects, etc. For example, funding of the Traditional Music Summer School and
the theater project «Classics in 5 minutes»;

— social projects, such as «On3Wheels». It is a project aimed at fulfilling dreams of people with
special needs;

— educational projects, for example, the audiobook recording of the Ukrainian literature school
course for the 5-6 grades;

— projects aimed at the implementation of innovative technologies, such as «WalQlike», it is a
mobile application with excursion games;

— environmental projects, such as the «Sort wastes for the future» project;

— sports projects such as «Let’s revive football in the Carpathian region», which aims to restore
professional football in the region and «FitTrail», which involves creating playgrounds with training
simulators and instruction stands, and is a free alternative to the gym.

— scientific projects, for example, the scientific conference «Man and Landscape». It is a team of
young scientists who are collecting money for an international scientific conference on archeology and
anthropology.

— business projects aimed at funding startups and implementing personal business idea, which
usually include the financial rewards for participants or share in a business;

— political projects, for example, «Say YES to Ukraine». It is a project aimed at encouraging
Dutch residents to say «Yes» to ratification of the Ukraine Association Agreement on April 6
referendum. Also, the most successful example of political crowdfunding is the fundraising for the
Barack Obama election campaign in 2008.

It should be noted that the crowdfunding has both undeniable advantages and certain
disadvantages. The analysis of weaknesses and strengths was carried out in L. Zakharkina and V. Muray
[12] researches, as well as the possibilities and threats of crowdfunding were determined (Table 2).

Table 2
SWOT analysis of funding through crowdfunding
Strengths Weaknesses
Low cost of conducting a | Not for everyone, as usually assigned for innovative strartups;
crowdfunding campaign; The lack of traffic support for crowd web-site, due to this the work on sponsors
There is no need to refund; acquisition must be done independently;
There is a fixed term for raising | The need to monitor the documentary receipt of funds independently, otherwise,
funds. such activities may be classified as illegal;
The need to create incentives and awards for sponsors.
Opportunities Threats
Allows to assess the product | It may be possible that the recipient will not achieve the financial goal within
demand entirely; specified period;
Advertising campaign; In case of non-fulfillment of the obligation to supply the ultimate product, the
Creates preconditions  for | sponsor may sue, which may lead to bankruptcy of the enterprise.
attracting other investments.

Source: [12]
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The development and essence of crowdfunding can be studied on the example of the most
successful crowdfunding platforms in the world. Today, such platforms are Kickstarter (USA),
Indiegogo (USA), Ulule (France), Causes (USA), Crowdculture (Sweden), Crowdrise (USA),
Goteo (Spain), GoFundMe (USA), Talakakosht (Talaka) (Belarus) and many others. Thus, during
the Kickstarter platform (April 28, 2009) existence, 16 million of people supported 159972
successful projects worth a total of $4,2 billion (Table 3).

Table 3
Financing of projects on Kickstarter
Year Already financed Non-financed Total quantity Ratio of the financed projects
projects projects to non-financed

2009 373 501 874 74,5%

2010 3772 4825 8 597 78,2%

2011 10 746 12 516 23 262 85,9%

2012 16 903 22 749 39 652 74,3%

2013 19271 24 823 44 094 77,6%

2014 22 233 44 325 66 558 50,2%

2015 22 036 54 831 76 867 40,2%

2016 18 823 39 251 58 074 48%

2017 19 348 33393 52 741 57,94%

2018 —
2019 26 467 37533 64 000 70,52%

Source: Composed by the author on the basis of following pages [13]

After analyzing the data, it follows that the demand for this type of attraction financial
resources increased from 2009 to 2015 and at the same time it reduced in 2016. A similar situation
occurred with raising funds for project funding. Thus, due to the rapid growth in projects funding on
this platform in 2009-2015, there is a slight decline in funding in 2016. The reason for this decrease
is the fiercer competition among similar platforms and some narrowing of the platform’s
specialization. At the same time, such a decrease is individual and does not have a radical influence
on the crowdfunding platforms trust (Fig. 1). This is confirmed by the positive dynamics observed
in 2018. Where we can see that the number of successfully funded projects is significantly
increased.

TOTAL AMOUNT PLEDGED PER YEAR FOR SUCCESSFUL PROJECTS

$600,877,464 $601,102,946

$574,693,753
$448,239,277
$414,778,186
$278,927,123
S8B2. 476,275 I
$22,065,134 .

$1,623,511 522083

20009 2010 2011 2012 2013 2014 2015 2016 2017

ice
Fig. 1. Projects funding on the Kickstarter platform [13]
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On the Fig. 2 it is possible to observe which orientations of activity are requiring financial
support the most. There are music and video among them. This is due to the fact that there are a large
number of projects that require a small amount of funds for its implementation in these areas, so using
the crowdfunding tools in this case is the most accepted method of funding.

Film & Video | 70 495
Mousi c | 58921
Publishing I 45 5064
Games I 43 928
Technology I 37 961
Design I 36 250
Art [ 33 497
Food I 27 771
Fashion [N 27 727
Comics [N 13 493
Photography [N 11 753
Theater NN 11671
Crafts [N 10 258
Journalism [N 5 329
Dance M 4074

0 10 000 20 000 30 000 40 000 50 000 60 000 70 000 80 000
Fig. 2. The orientations of the projects on Kickstarter on March 2019. [13]

Crowdfunding development in Ukraine began relatively recently and is gradually gaining
popularity. Similar platforms are gradually emerging in Ukraine. The most famous of them are the
Spilnokosht (Big ldea) and Na-Starte, which are aimed at financial support for the civil society
development. There are a variety of startups, inventions, new technologies, movie and video shooting
projects, new music production and many other projects on these platforms that require startup capital.

The Spilnokosht began its work in 2012 by the Ukrainian platform for social innovations Big
Idea. 128 people participated in the project funding. It was raised 38260 UAH from the required 35000
UAH. The Spilnokosht or crowd funding means a collective effort by people who combine their
financial capabilities to support the creative and entrepreneurial ideas of others. During its existence, the
Spilnokosht has successfully implemented 277 projects. 20 950 182 UAH were invested. 34051
benefactors were involved. 16 projects and 3 institutions are waiting for support as of March 2019.

Also, there are platforms in Ukraine main purpose of which is charity and helping people.
The most famous of them is the Ukrainian Charity Exchange, where every empathic person can
make donations for the treatment of an individual. This is the first independent nationwide social
infrastructure of online charity in Ukraine. Table 4 shows the performance results of the Ukrainian
Charity Exchange in 2019.

Table 4
The performance results of the Ukrainian Charity Exchange
Project Orientation Raised amount, UAH Quantity of projects

Health 186 632 431,58 503
Education 3758 344,21 21
Culture and sports 1942 383,26 12
Ecology and animals 1319 765,71 12
Second home 9 885 066,41 57
Our city 1 003 870,79 5

Source: compiled by authors on the data basis [14]
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The People’s Project is trending platform today. This platform cooperates with the charitable
foundation and its activities are aimed at helping Ukrainian servicemen. 110 projects have been
waiting for support on the platform, as of the beginning of March 2019.

Educational projects platforms are relatively new kind of crowdfunding platforms.
Therefore, the new Ukrainian platform GoFundEd has recently been launched. Every teacher can
publish his own project and independently implement changes in his class or school by virtue of
that.

Among the problems hindering the development of crowdfunding in Ukraine can be
emphasized: the lack of appropriate legislative regulation, the lack of adequate information
provision, the lack of control system of the raised funds targeted use, which reduces level of trust in
crowdfunding services; low level of solvency of the population, the lack of the state support for the
socially responsible crowdfunding platforms activities.

The use of crowdfunding in Ukraine and in the world in most cases is aimed at creative
projects and business projects. This is due to the orientation of the existing platforms. At the same
time, social and scientific projects may become potentially possible areas for crowdfunding use.
Social crowdfunding develops slowly, but it is possible to implement socially important projects by
applying proper management and by using financial resources.

For instance, by virtue of crowdfunding you can raise additional funds due to shortage of
funds in local budgets to implement socially oriented projects, projects in educational, cultural,
sports fields and projects in other fields. It is expedient to create specialized crowdfunding
platforms on local Internet resources. Activities of these platforms should be official, public and
open to a wide range of investors, including local people, private entrepreneurs, enterprises of
various sizes, forms of ownership, spheres of activity, public enterprises, etc.

6. Conclusions. The results of the study show that crowdfunding is a new promising way of
raising funds which is gaining in popularity. At the same time, the analysis of the domestic
crowdfunding market shows that the efficiency of its use in Ukraine is rather low today, comparing
it with world’s practice. At the same time, crowdfunding has a significant potential. Considering
modern Internet means, it should be an alternative to traditional sources of funding, especially in the
social field. Its success depends on the fastest way to overcome existing problems that hinder the
development of crowdfunding services. Taking into account world’s experience and national
realities, it gives promising outlook for further researches in development and usage direction of
crowdfunding in Ukraine.
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