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Equity crowdfunding markets have grown exponentially over the last few years. Despite
this impressive growth, significant informational asymmetry problems may plague these
markets, making them susceptible to difficulties and even market failure. In this paper, we
depart from extant equity crowdfunding research that has focused almost exclusively on
the funding success and funding dynamics on platforms to study the effective governance
of equity-crowdfunded (ECF) firms and how it relates to these firms’ success. We propose a
conceptual model that identifies a multitude of governance mechanisms (e.g., internal or
external and formal or informal) that potentially operate in equity crowdfunding markets
to reduce adverse selection and moral hazard problems. Further, building on this
framework, we offer a roadmap for future research that examines how different gover-
nance mechanisms may help in the selection and development of successful ECF firms.

Attention to corporate governance has intensified over
the last three decades, reflecting changes in ownership
structures, the globalization of financial markets, and the
occurrence of the global financial crisis (Wright, Siegel,
Keasey, & Filotev, 2013). Some have taken a relatively
narrow view of corporate governance, defining it as “the
ways in which suppliers of finance to corporations as-
sure themselves of getting a return on their investment”
(Shleifer & Vishny, 1997: 737). Others have taken a
broader perspective, defining it as “the determination of
the broad uses to which organizational resources will be
deployed and the resolution of conflicts among the
myriad participants in organizations” (Daily, Dalton, &
Cannella, 2003: 371). While much of the governance
research has focused on public firms (Hart, 1995;
Shleifer & Vishny, 1997), more recently private firms,
including family firms and entrepreneurial start-ups,
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have also gained increasing attention (Audretsch &
Lehmann, 2014; Filatotchev & Wright, 2005; Schulze,
Lubatkin, Dino, & Buchholtz, 2001; Uhlaner, Wright, &
Huse, 2007; Zahra, Filatotchev, & Wright, 2009). As a
result, governance research has become broader in
scope, covering a multitude of organizational forms and
actors.

After the 2008—2009 global financial crisis, a new
“hybrid” organizational form developed, namely the
equity-crowdfunded (ECF) firm." Such firms usually
combine characteristics of public firms that have a
large number of (small) shareholders with those of

' Equity crowdfunding is “a method of financing,
whereby an entrepreneur sells a specified amount of equity
or bond-like shares in a company to a group of (small) in-
vestors through an open call for funding on Internet-based
platforms” (Ahlers et al., 2015: 958). In some countries, the
sale of shares carrying voting rights through crowdfunding
platforms has not been permitted but profit-participating
arrangements are possible. These bond-like shares do not
carry voting rights (Vismara, 2016).
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privately held entrepreneurial firms in which own-
ership and control largely overlap because entre-
preneurs retain a large share of the equity. This new
type of firm developed in post-crisis years as people
searched for new ways of financing entrepreneur-
ship that have the potential to democratize entre-
preneurial financing (Mollick & Robb, 2016), by
engaging larger segments of the investing public
and removing financing barriers for entrepreneurs.
Nowadays, equity crowdfunding plays an important
role in entrepreneurial finance. For instance, since
2012, the global equity crowdfunding market has
roughly doubled in volume each year (Massolution,
2015). In the United Kingdom, an estimated 20% of
all early-stage equity investments already occur
through equity crowdfunding platforms (Beauhurst,
2015).

The emergence of ECF firms poses challenges to
existing theories and systems of governance, re-
quiring new thinking about the best approach to
structuring the relationships among different actors
who typically have varying incentives and time ho-
rizons. In agency theory, for instance, the focus is on
the fact that external investors should seek to devise
governance mechanisms to control agency problems
but small-equity crowdinvestors may have limited
incentives and power to do so (Ahlers, Cumming,
Giinther, & Schweizer, 2015). Moreover, equity
crowdfunding involves both novel and pronounced
governance issues. Governance issues are novel in
the sense that small entrepreneurial firms typically
do not have a large number of investors. As such,
certain coordination issues and transactions costs
are unique to equity crowdfunding governance.
Governance issues are more pronounced because
small entrepreneurial firms often do not have boards,
retail investors into crowdfunding are often “unso-
phisticated” (as deemed by law in terms of wealth
and income levels), and investments are highly il-
liquid insofar as the best expectation to exit could be
many years from the first investment. Thus, thereisa
need to better understand the different governance
mechanisms that actors can use to ensure effective
participation in equity crowdfunding, while also
ensuring ECF firm success.

To address these issues, we develop a conceptual
model that highlights the multitude of governance
mechanisms that (potentially) operate in equity
crowdfunding markets. Our model and related dis-
cussion underscore the crucial importance of corpo-
rate governance for ECF firms and the viability of
the equity crowdfunding market. Without such effec-
tive governance, this market may eventually fail and

opportunities for further growth may be missed. Our
discussion also draws attention to the need for a shift
in research on equity crowdfunding from an almost
exclusive focus on the funding success and funding
dynamics on platforms to study the governance of ECF
firms and how it relates to ECF firm success. Toward
this end, we develop a research agenda on how cor-
porate governance may help in the selection and de-
velopment of viable ECF firms.

Even though different forms of crowdfunding exist
(e.g., Mollick, 2014), we focus on equity crowd-
funding for several reasons. First, equity crowd-
funding allows for a more direct comparison with
traditional external financiers of entrepreneurship,
such as venture capitalists and angel investors.
Similar to these financiers, in equity crowdfunding
potential monetary returns and the reduction of
information asymmetries related to entrepreneurs’
skills and firms’ prospects are primary concerns
(Ahlers et al., 2015; Cholakova & Clarysse, 2015;
Cumming & Johan, 2013; Vismara, 2018). Second,
while other forms of crowdfunding are often launched
by individuals or represent “artistic” projects, in eq-
uity crowdfunding the proponents are by definition
firms (Vismara, 2018). Third, unlike other forms of
crowdfunding, equity crowdfunding may introduce a
large set of new shareholders—with divergent sec-
ondary interests (besides realizing monetary returns)
and time horizons—to firms, making corporate gov-
ernance issues particularly salient (Bruton, Khavul,
Siegel, & Wright, 2015).

Our paper contributes to the equity crowdfunding
and governance literature in several ways. First,
current equity crowdfunding research has primarily
investigated factors related to funding success on
equity crowdfunding platforms (e.g., Ahlers et al.,
2015; Block, Hornuf, & Moritz, 2018; Guenther,
Johan, & Schweizer, 2018; Lukkarinen, Teich,
Wallenius, & Wallenius, 2016; Mamonov & Malaga,
2018; Mohammadi & Shafi, 2018; Vismara, 2016,
2018; Vulkan, Astebro, & Sierra, 2016) and the
funding dynamics on equity crowdfunding plat-
forms (e.g., Hornuf & Schwienbacher, 2018a;
Vismara, 2018; Vulkan et al., 2016). We provide a
more detailed overview of this research in Appendix
A. This overview highlights the need for a broader
investigation in which scholars examine the gover-
nance mechanisms that may lead to the selection of
the most promising firms and benefit the post-
campaign performance of ECF firms. Though it is
important for entrepreneurs to raise financing, the
implications for investors, other stakeholders, and
eventually even entrepreneurs themselves may be
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limited if equity crowdfunding does not allow for
the selection of promising firms that develop into
viable businesses.

Two recent studies have illustrated that a shift
in research focus may be necessary and timely.
Walthoff-Borm, Schwienbacher, and Vanacker (2018a)
showed that equity crowdinvestors have access to
a relatively narrow set of firms that are often highly
unprofitable and lack additional debt capacity. This
observation should not necessarily be a concern
because venture capital-backed and angel-backed
firms often share the same characteristics, and even-
tually fail. However, there are also many examples of
such firms that have developed into some of the
largest “celebrity” firms in our modern economies.
However, Signori and Vismara (2018) showed that
most exits in equity crowdfunding have been bank-
ruptcies, and there have been few successful exits so
far. Even though some of the surviving ECF firms
could eventually develop into the leading firms of
the future they could equally (and probably more)
likely develop into “empty shells” or “zombie firms.”
While corporate governance has the potential to
stimulate the development of viable ECF firms, we
lack insights into the governance mechanisms that
could operate in equity crowdfunding markets, and
in particular their effectiveness for creating via-
ble ECF firms that create new jobs and value for so-
ciety at large.

Second, despite the paucity of empirical evidence,
the types and importance of governance mecha-
nisms to which “traditional” public and privately
held firms are subject are likely to differ from those of
ECF firms. For instance, while public firms may have
strong track records and reputations that could ex-
plain why managers often deliver on their promises
even when they cannot be forced to (Shleifer &
Vishny, 1997), these mechanisms are generally
lacking in young ECF firms. Further, public firms are
actively monitored, tracked, and evaluated by in-
formation intermediaries, such as stock analysts
(Healy & Palepu, 2001), but this is not the case for
ECF firms and much less in-depth information is
available on them. Moreover, in contrast to public
firms, the shares of ECF firms cannot be sold (easily)
given the lack ofliquid secondary markets (Signori &
Vismara, 2018), limiting capital market discipline.
There are also important differences with privately
held firms that raise other sources of external equity
finance, such as venture capital, and are subject to
due diligence, extensive contracts, and monitor-
ing (e.g., Amit, Brander, & Zott, 1998; Sapienza,
Manigart, & Vermeir, 1996). ECF firms, however,

raise funding from small, and often “unsophisti-
cated,” investors who may lack the knowledge, in-
centives, and power to conduct due diligence, write
extensive contracts, and monitor entrepreneurs
(Ahlers et al., 2015). Thus, we cannot simply gener-
alize findings from prior work on public firms with
dispersed ownership, or private firms with concen-
trated ownership, to ECF firms. In other words, what
works in public firms or in privately held firms might
not work in ECF firms, and other governance mech-
anisms may be at play that are specific to the equity
crowdfunding context.

Third, we present an integrative model of gover-
nance mechanisms that (potentially) operate in
equity crowdfunding markets. For this purpose, we
draw on an information economics perspective.
The most influential perspective in governance
research—namely, agency theory—originates from
information economics (Eisenhardt, 1989). How-
ever, agency theory has focused on how “the prin-
cipal [emphasis added] should seek to avoid or
mitigate the agency problem” (Arthurs & Busenitz,
2003: 148), and portrays entrepreneurs as “potential
thieves or deadbeats” and investors as “police offi-
cers enforcing the law” (Arthurs & Busenitz, 2003:
156). An information economics perspective argues
that there are “good” and “bad” entrepreneurs, and
focuses on the role of investors (e.g., the crowd),
intermediaries (e.g., crowdfunding platforms),
country institutions, and even entrepreneurs them-
selves to minimize informational asymmetry prob-
lems that are the root cause of many agency issues.
These problems include “hidden information,”
which leads to adverse selection problems, and
“hidden action,” which leads to moral hazard prob-
lems (Amit et al., 1998). Thus, we offer an encom-
passing conceptual model of how different actors
and environments could minimize informational
asymmetry problems in equity crowdfunding
markets.

We propose that governance in equity crowd-
funding markets has to involve a broad bundle of
mechanisms that mitigate costs associated with both
adverse selection and moral hazard. Adverse selec-
tion costs are potentially very pronounced in equity
crowdfunding because entrepreneurs with higher
expected values for their projects face a higher op-
portunity cost of giving up equity and are less likely to
want to give up equity, such that equity crowdfunding
ismore likely to attract “lemons” (Walthoff-Borm et al.,
2018a). Even when the best governance mechanisms
are established post-investment (if any are estab-
lished) these cannot turn lemons into “peaches.”
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The governance role played by the platform in
screening low-quality projects from listing, and
from investors to do their due diligence and invest
less (or not at all) in low-quality projects, mitigates
these adverse selection costs. Governance also re-
duces moral hazard costs associated with entrepre-
neurs that misuse funds after investment. For
example, voting rights afforded to investors on the
Crowdcube platform in the United Kingdom may
facilitate better governance (Cumming, Meoli, &
Vismara, 2017). Similarly, legal restrictions on the
permissible use of funds can improve governance
among equity crowdfunders (Hornuf & Schwienbacher,
2017).

Having defined the objective and scope of our pa-
per, in the next section we develop our explanation
of why corporate governance is crucial in equity
crowdfunding markets. We then summarize the
broad range of mechanisms (e.g., internal and ex-
ternal, formal and informal) that have been advanced
in extant corporate governance research. We subse-
quently discuss specific governance mechanisms
that (potentially) operate in the equity crowdfunding
markets, detail how these mechanisms can tackle
information asymmetry problems, and suggest how
future research can contribute to answering some
key questions that remain unaddressed. In so doing,
we hope that our discussion contributes to offering
an agenda for future governance work in the equity
crowdfunding context and illustrates how this re-
search can make meaningful theoretical contribu-
tions and influence policy design.

INFORMATION ECONOMICS AND THE NEED
FOR GOVERNANCE IN EQUITY
CROWDFUNDING MARKETS

The information economics literature became
particularly prominent after the seminal work of, for
instance, Akerlof (1970), Spence (1973), and Stiglitz
and Weiss (1981). This literature focuses on the ex-
tent to which imperfect information, which can lead
to adverse selection and moral hazard, influences
decision-making in the marketplace (Amit et al.,
1998). Imperfect information is also a major cause of
agency problems because it precludes the writing of
complete contracts that clarify and stipulate the be-
havior of entrepreneurs in all eventualities, making
corporate governance particularly salient (Hart,
1995).

When investing in young, entrepreneurial firms,
external investors are confronted with hidden in-
formation problems that may lead to adverse

selection—the situation where they invest in low-
quality projects that have been presented to them as
high quality (Amit et al., 1998). This situation is
possible because entrepreneurs, who are intimately
involved in their firms and those firms’ internal
systems and operations, often have more informa-
tion on the quality of their firms compared to exter-
nal investors, who can only assess the average
quality of firms on the market. Entrepreneurs may
also have incentives to misrepresent the information
they have to their advantage when searching for fi-
nancing. For instance, they may highlight visible
signs of progress on specific projects while with-
holding information about other projects or tensions
within firms that could undermine those firms’ via-
bility. Consequently, the information-disadvantaged
investors may only be willing to buy shares at a dis-
count, which reflects their information disadvan-
tage. This behavior may lower the average quality of
firms that sell shares because entrepreneurs of
above-average-quality firms have no incentive to sell
their shares at a discount and may thus withdraw
from the market, potentially leading to market
failure.

When investing in young, entrepreneurial firms,
external investors also face hidden action problems
because they cannot perfectly observe the effort and
actions of entrepreneurs (e.g., Amit et al., 1998).
This situation may lead to moral hazard problems,
especially if the goals of entrepreneurs and inves-
tors are not perfectly aligned. Entrepreneurs, for
instance, may shirk effort, invest in “pet” projects
(e.g., research projects with limited commercial
value) to achieve private benefits at the expense of
external investors, and sometimes even take actions
that not only harm external investors (and other
stakeholders) but also themselves (Schulze et al.,
2001). The risk of this occurring in entrepreneurial
firms is particularly high because of their focus on
exploration and experimentation, often outside
known boundaries. Entrepreneurs are also rule
breakers who do not do things in conventional
ways, which increases the causal ambiguity sur-
rounding their intentions and actions (Harris,
Sapienza, & Bowie, 2009).

Traditional external equity financiers have devel-
oped a range of mechanisms to reduce informational
asymmetry problems (Amit et al., 1998). For in-
stance, venture capital and angel investors engage
in detailed due diligence preinvestment to reduce
adverse selection and active monitoring post-
investment in order to reduce moral hazard (Fried &
Hisrich, 1994; Sapienza et al.,1996). They also prefer
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to invest locally (Cumming & Dai, 2010), and rely on
preexisting direct and indirect ties between them-
selves and entrepreneurs to reduce informational
asymmetry (Shane & Cable, 2002). However, equity
crowdinvestors may individually lack both the re-
quired experience and the incentives (given their av-
erage small investments) to conduct detailed due
diligence (Ahlers et al., 2015). Equity crowdinvestors
are also investing without meeting the entrepreneur-
ial team in person. Moreover, for individual equity
crowdinvestors it does not make economic sense to
bear large monitoring costs. As a result, an informa-
tion economics perspective would suggest that there
isaclear danger ofadverse selection and moral hazard
in the equity crowdfunding context, making effective
corporate governance crucial.

Extant corporate governance research has pro-
posed a range of mechanisms that could protect
investors and help them create value. These mech-
anisms can operate within the firm (internal mech-
anisms) or operate outside the firm (external
mechanisms) (Daily et al., 2003). The most widely
examined corporate governance mechanisms include
the board of directors and large investors (or owner-
ship concentration), which serve as internal gover-
nance mechanisms that both facilitate control and
influence management (Shleifer & Vishny, 1997;
Uhlaner et al., 2007). Also widely examined are laws
that protect investors against expropriation, which
serve as external governance mechanisms (La Porta,
Lopez-de-Silanes, Shleifer, & Vishny, 2000; Shleifer &
Vishny, 1997). In their survey of the corporate gov-
ernance literature, Shleifer and Vishny (1997: 769)
proposed that “legal protection of investors and some
form of concentrated ownership are essential ele-
ments of a good corporate governance system.” While
there has been significant attention to the formal
governance mechanisms described above, there can
also be effective informal governance mechanisms
(Chrisman, Chua, Le Breton-Miller, Miller, & Steier,
2018; Mustakallio, Autio, & Zahra, 2002). For in-
stance, the external market for corporate control—
that is, the threat of a hostile takeover—might restrain
management. Reputations (Shleifer & Vishny, 1997)
and trusting relationships (Arthurs & Busenitz, 2003)
may also significantly reduce the probability of en-
trepreneurs’ opportunistic behaviors.

As highlighted above, much of the existing gov-
ernance literature has examined the composition
and functioning of boards and the impact of large
investors but has not said much about information
availability. This focus may be unsurprising because
there is often a great amount of information available on

established firms. Moreover, large external investors in
private, entrepreneurial firms (e.g., venture capitalists)
have developed a range of mechanisms to reduce their
informational disadvantage vis-a-vis entrepreneurs.
However, informational asymmetry issues seem to be
an especially important issue for small investors in ECF
firms, because individual equity crowdinvestors may
not have the time, resources, and incentives to reduce
informational asymmetry. Besides leading to erroneous
decisions to invest, informational asymmetries may
lead to the wrong kinds of board and other corporate
governance mechanisms being established (if any are
established) from the start, producing significant prob-
lems post-investment. Further, equity crowdinvestors
may lack the incentives and power (related to the dis-
persion of shares across many small crowdinvestors)
to take corrective actions post-investment.

Ultimately, a combination of governance mecha-
nisms must operate in equity crowdfunding markets
in order to reduce adverse selection and moral haz-
ard problems. These mechanisms can operate within
and outside ECF firms and can be formal or informal
in nature. An information economics perspective
suggests that without an effective bundle of gover-
nance mechanisms the equity crowdfunding market
is unlikely to remain a viable alternative in entre-
preneurial finance. Thus, the role of corporate gov-
ernance in equity crowdfunding should become a
central part of the future research agenda.

GOVERNANCE MECHANISMS (POTENTIALLY)
EMBEDDED IN EQUITY
CROWDFUNDING MARKETS

Drawing on the governance and the broader
management (e.g., Certo, 2003; Filatotchev &
Wright, 2005), entrepreneurship (e.g., Uhlaner
et al., 2007; Wright et al.,, 2013), and finance
(e.g., La Porta et al., 2000; Shleifer & Vishny, 1997)
literature, we propose a conceptual model of the
multitude of governance mechanisms that may
operate in equity crowdfunding markets. These
mechanisms start with the crowd (investors) but
also cover entrepreneurs, crowdfunding platforms,
and national institutions. As the discussion to fol-
low and related Table 1 make clear, these mecha-
nisms vary in terms of their formality (vs.
informality) and whether they are internal or exter-
nal. Below, we discuss the effectiveness of these
mechanisms in addressing adverse selection and
moral hazard problems, respectively. We also
identify a broad range of issues for future research
to examine, especially in reference to how these
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governance mechanisms may influence ECF firm
success.

Crowdinvestors

In successful equity crowdfunding campaigns,
firms typically attract funding from several hundred
small investors (i.e., “the crowd”) (Vismara, 2016).
This situation is different from the traditional en-
trepreneurial finance model, where firms generally
raise financing from one or a few investors. Tradi-
tional external equity financiers, such as venture
capitalists, rely on formal, extensive, and costly due
diligence processes that occur before making an in-
vestment, aiming to minimize adverse selection
issues (Fried & Hisrich, 1994). As Arthurs and
Busenitz (2003: 150) noted, “the due diligence pro-
cess is a form of insurance against potential adverse
selection.” Through a detailed analysis of investee
firms’ business plans, meetings with entrepreneurs
and other activities, investors (and their external con-
sultants) aim to separate high-quality firms from low-
quality firms. Nevertheless, these due diligence activ-
ities entail fixed costs that do not vary with the in-
vestment size. As a consequence, the cost of these
activities for individual equity crowdinvestors would
be prohibitively expensive relative to their small
investments.”

The equity crowdfunding market, however, could
rely on another, external and more informal, gover-
nance mechanism aiming to minimize adverse se-
lection risks: the “wisdom of the crowd” (Table 1).
The wisdom-of-the-crowd principle (e.g., Surowiecki,
2004) suggests that crowds have more diverse sour-
ces of information and expertise than any individual
(even when that individual is an expert), which
can be leveraged through group decision-making
(Schwienbacher & Larralde, 2012). Although there is
noise in the decision-making of each individual, this
noise is canceled out because of the large number

*Isenberg (2012) suggested that venture capital inves-
tors “spent about $50,000 just in legal fees, and sometimes
hundreds of hours studying the ventures’ markets, engag-
ing in business model discussions, talking to prospective
customers, interviewing industry experts, studying the
technology and intellectual property, and talking to each
founder’s references, sometimes ten or more per founder.”
Such due diligence costs are excessive for individual
crowdinvestors given that the average investment by an
individual investor on Crowdcube—a leading U.K.-based
equity crowdfunding platform—for instance, is only about
£20,000 ($26,500) (Vismara, 2016).

of individuals in the investor crowd. Ultimately,
this approach is believed to lead to better decision-
making by the crowd as a whole versus decision-
making by the smartest individual from the
crowd, or an expert (e.g., Mollick & Nanda, 2016;
Schwienbacher & Larralde, 2012). Thus, the crowd
might be more effective in minimizing adverse se-
lection issues relative to the traditional financiers of
entrepreneurship.

The wisdom-of-the-crowd mechanism in equity
crowdfunding relates to the idea that public equity
markets are “wise” or efficient in a semi-strong form.
This idea implies that, while each individual inves-
tor may lack the full set of publicly available infor-
mation on firms, the stock prices reflect all publicly
available information and expectations about the
future. As Jensen (1978: 96) noted, “the [semi-strong
form of the] Efficient Market Hypothesis progressed
from the state of a curiosity taken seriously by only a
few scientists in the economics and finance com-
munities, to that of a dominant paradigm in finance.”
One key difference with respect to public equity
markets, however, is that much less information is
publicly available on small and young ECF firms.

Currently, we lack evidence on the potential utility
of the wisdom of the crowd in equity crowdfunding,
relative to the traditional due diligence activities
performed by professional investors to reduce ad-
verse selection problems.’ There may certainly be
constraints to the wisdom of crowds, leading some
critics to highlight the “madness of crowds.”
Isenberg (2012), for instance, observed that “crowds
bring us tulip crazes, subprime meltdowns, the Kitty
Genovese scandal, Salem witch trials, and other
tragedies.” Social psychologists and cognitive sci-
entists have also pointed out problems with group
decision-making, such as groupthink (Janis, 1982)
and social loafing (Latané, Williams, & Harkins,
1979). However, we are also acutely aware of prob-
lems that occur in venture capital decision-making.

% There is some evidence on the wisdom of crowds in
reward-based crowdfunding and lending-based crowd-
funding (e.g., Cumming, Hornuf, Karami, & Schweizer,
2017; Iyer, Khwaja, Luttmer, & Shue, 2015; Mollick &
Nanda, 2016). Nevertheless, while predicting the likeli-
hood that firms will provide specific rewards that fulfill a
funder’s expectations or repay their debts is also difficult,
informational asymmetry is especially high in the equity
crowdfunding context (Ahlers et al., 2015). Thus, the
ability to select high-quality entrepreneurial firms with
no (or a limited) track record may be particularly chal-
lenging (Isenberg, 2012).
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Venture capitalists, for instance, may be overconfi-
dent, which may negatively affect their decision ac-
curacy (Zacharakis & Shepherd, 2001). They may also
overemphasize an entrepreneurial team’s human
capital when making investment decisions (Baum &
Silverman, 2004). Thus, both the decision-making of
crowds and experts may be imperfect. Scholars need
to investigate the conditions under which either one
of them (or, potentially, a combination of both) will
work better to minimize adverse selection.

One possible way to reduce information asym-
metry in equity crowdfunding is to allow for “test-
ing the waters.” (Cumming, Hervé, Manthé, &
Schwienbacher, 2020). This means that entrepre-
neurs can gauge investor interest through asking for
nonbinding investment commitments from inves-
tors prior to obtaining regulatory approval and
making expenditures on full disclosure. This process
helps to provide information to prospective crow-
dinvestors (e.g., by showing investor interest and by
allowing them to provide feedback and ratings on the
proposed project), potentially reducing adverse se-
lection. This type of hypothetical investment—
before an actual equity crowdfunding campaign—
has been met with much regulatory debate in the
United States (see https://www.congress.gov/bill/
114th-congress/house-bill/4855/text). However, there
is a history of such a policy—for instance, on the
WISEED equity crowdfunding platform in France
(Cumming, Hervé, Manthé, & Scheiwnbacher, 2017).

Besides addressing adverse selection problems,
the crowd may also play a role in addressing moral
hazard issues (Table 1). However, contrary to exter-
nal equity financiers who write detailed contracts
and are involved in post-investment monitoring ac-
tivities (by taking seats in the board of directors,
holding frequent meetings with management, and
similar approaches) to reduce moral hazard prob-
lems (e.g., Sapienza et al., 1996), it might be
economically infeasible for individual equity
crowdinvestors to bear such contracting and moni-
toring costs. In addition, freerider problems are es-
pecially acute because if one equity crowdinvestor
actively monitors (and bears the full cost), this in-
vestor must share the benefits with others who do not
bear a cost. Finally, the crowd usually consists of
a diverse group of investors with distinct back-
grounds, who may have different secondary motives
besides realizing financial gains, such as investing
for fun or social purposes. As aresult, they may also have
fundamentally different time horizons. These differences
make coordination difficult as crowdinvestors may dis-
agree among themselves on how the firm should evolve.

These differences may also hamper the effectiveness of
crowd representation on the board, if present.

The above problems experienced by crowdinves-
tors are similar to what dispersed shareholders in
public firms often experience (e.g., Hart, 1995).
However, while there are several mechanisms that
protect dispersed shareholders against moral hazard
issues in public firms, the wisdom-of-the-crowd
mechanism by itself may not be sufficiently effec-
tive in reducing moral hazard problems after the in-
vestment in ECF firms. One reason for this is that in
public firms, information intermediaries, such as
stock analysts and specialized media, often actively
track the behavior and performance of listed firms
and their management teams (Healy & Palepu, 2001;
Pollock & Rindova, 2003; Pollock, Rindova, &
Maggitti, 2008). These intermediaries bring infor-
mation to dispersed public shareholders in a more
efficient way than when each shareholder monitors
firms individually. However, these intermediaries
typically do not focus on ECF firms, which thus often
remain “under the radar.” Another reason is that
even when equity crowdinvestors observe specific
moral hazard issues in ECF firms, they might lack the
power to influence entrepreneurs’ (or managers’)
behaviors. Indeed, contrary to investors in public
firms who can sell their shares on public capital
markets and thus enforce market discipline, equity
crowdinvestors invest in illiquid shares that are
very difficult, if not impossible, to sell (Signori &
Vismara, 2018). A final reason is that while there is
always therisk of (hostile) takeover for public firms
with dispersed ownership, so that management
can be replaced (Schneper & Guillén, 2004), en-
trepreneurs in ECF firms generally retain a signif-
icant ownership percentage, which makes such
actions infeasible.

Overall, if crowds are wise, the wisdom of the
crowd could be a very effective external and more
informal governance mechanism that curbs ad-
verse selection. Unfortunately, we currently lack
evidence on the effectiveness of the wisdom of the
crowd in the equity crowdfunding context. More-
over, while the crowd might be wise in that it can
identify moral hazard problems, several reasons
remain as to why, without other governance mecha-
nisms, the crowd is constrained in addressing those
problems.

Entrepreneurs

In agency theory, informational asymmetry allows
entrepreneurs to engage in opportunistic behaviors.
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As a result, an important task of the principal
(shareholders) is to devise governance mechanisms
that minimize adverse selection and moral hazard
(Arthurs & Busenitz, 2003). However, from an in-
formation economics perspective, particularly high-
quality entrepreneurs can (and do) also take actions
(i.e., self-governance) that reduce information
asymmetry problems related to their own abilities,
the quality of their projects, and the prospects of their
firms.

One important way in which entrepreneurs can
reduce potential adverse selection issues, for exam-
ple, is through signaling—where entrepreneurs
provide credible pieces of information on firms’
unobservable qualities and intentions including
strategic moves (e.g., Connelly, Certo, Ireland, &
Reutzel, 2011). Because entrepreneurs may have
incentives to positively bias information or withhold
negative information when they search for external
financial resources, simply stating that they are
“good” or of high quality will not be effective (Amit
et al., 1998). In signaling theory (Spence, 1973),
which also has roots in information economics, ob-
servable attributes function as a credible signal of
unobservable quality, when these attributes are cor-
related with unobservable quality and are costly or
difficult to obtain for low-quality firms relative to
high-quality firms. Thus, by signaling, high-quality
entrepreneurs can potentially differentiate their
firms from low-quality entrepreneurs, thereby pos-
sibly reducing adverse selection issues.

Past research has shown how entrepreneurs and
managers engage in signaling unobservable firm
quality to facilitate resource acquisition; for exam-
ple, by making decisions about their boards’ struc-
tures and adding prominent board members
(e.g., Certo, 2003; Certo, Daily, & Dalton, 2001) and
with endorsement relationships, including prom-
inent venture capital investors and alliance part-
ners (e.g., Colombo, Meoli, & Vismara, 2019; Stuart,
Hoang, & Hybels, 1999), among others. Consistent
with these findings, equity crowdfunding research
has suggested that entrepreneurs signal unobserv-
able firm quality to equity crowdinvestors, aiming to
increase their fundraising success (e.g., Ahlers et al.,
2015; Vismara, 2016; Vulkan et al., 2016). One con-
sistent finding, for instance, is that when entrepre-
neurs retain more equity this serves as an important
signal that positively impacts the probability of
funding success (Ahlers et al., 2015; Vismara, 2016).
Moreover, Ahlers et al. (2015) showed that when
entrepreneurs provide more detailed information
about risks, they increase the probability of funding

success. Vismara (2016) demonstrated that social
capital influences the probability of funding success.

As indicated in Table 1, signaling by entrepre-
neurs may serve as an internal, informal (self-)
governance mechanism that is activated as entre-
preneurs engage in the acquisition of equity crowd-
funding. Nevertheless, though existing studies on
equity crowdfunding—just like signaling studies in
the management literature more broadly—have ex-
amined the fact that signals influence resource at-
traction, this does not provide direct evidence that
these signals are effective mechanisms in reducing
adverse selection issues. Thus, existing research has
not fully leveraged insights from signaling theory in
information economics. More specifically, for sig-
nals to separate high-quality from low-quality en-
trepreneurs and their firms, the signals’ expectations
(i.e., the correlation between the observable charac-
teristic and unobservable quality) should eventually
be confirmed (Bergh, Connelly, Ketchen, & Shannon,
2014; Vanacker, Forbes, Knockaert, & Manigart,
2020). However, we lack evidence on whether spe-
cific signals are eventually correlated with firm
success and might be an effective governance tool for
entrepreneurs to reduce adverse selection concerns
of crowdinvestors. The growing availability of data
in the crowdfunding context should allow scholars
to address these important issues in future studies—
and provide the potential to make important contri-
butions to signaling theory as well.

Moreover, as detailed above, existing studies have
shown how entrepreneurs can signal unobservable
firm quality via prominent broad members, or
prominent exchange partners, to facilitate resource
attraction (Certo, 2003; Stuart et al., 1999). An im-
portant question that remains, however, is how
entrepreneurs of very early-stage firms can assem-
ble the resources needed to attract managerial tal-
ent, affiliate with prominent others, or stack their
boards with industry leaders in the first place
(e.g., Shane, 2003) so as to then signal their unob-
servable quality. Moreover, many early-stage firms
do not have formal boards (Uhlaner et al., 2007).
Given these factors, the equity crowdfunding con-
text provides an ideal setting in which to examine
these important issues.

There is some evidence that equity crowdinvestors
also rely on “cheap talk,” or nonbinding, non-
verifiable and costless claims made by entrepreneurs
(Farrell & Rabin, 1996). Specifically, Ahlers et al.
(2015) showed that claims by entrepreneurs regard-
ing an expected initial public offering (IPO) exit (as
per 48% of entrepreneurs in their sample) increase
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the odds of a successful equity crowdfunding cam-
paign. This finding suggests that equity crowdin-
vestors rely not only on credible signals but also on
other types of communication. Thus, there is a pos-
sibility that equity crowdinvestors react to commu-
nications that do not represent the facts, which may
foster adverse selection problems. This evidence
provides opportunities for further research that
examines how entrepreneurs combine costly sig-
naling and other forms of communication, why in-
vestors would rely on cheap talk, and when different
types of credible signals or other types of commu-
nications become more impactful for subsequent
resource attraction and firm success.

Finally, just like equity crowdfunding studies
have focused on possible signaling by entrepre-
neurs around the time of the equity crowdfunding
campaign (e.g., Ahlers et al., 2015), entrepreneurial
finance scholars have generally investigated sig-
naling around specific events, including venture
capital fundraising or an IPO (e.g., Certo, 2003;
Colombo et al., 2019; Ko & McKelvie, 2018). How-
ever, more substantive actions that relate to firm
professionalization with which entrepreneurs sig-
naled to raise early funds, such as setting up a for-
mal board of directors, may have a more long-
standing impact on firm behavior and success.
Moreover, high-quality entrepreneurs may have
incentives to engage in signaling over time toreduce
crowdinvestors’ moral hazard concerns (Table 1),
and low-quality entrepreneurs can also (deliber-
ately or not) provide signals that reveal their true
nature (Arthurs & Busenitz, 2003). For instance, by
providing timely and accurate information, high-
quality entrepreneurs can signal their trustworthi-
ness. By doing so, entrepreneurs can also reduce the
need for formal governance mechanisms. However,
the question remains as to how equity crowdin-
vestors can take corrective actions and reduce
moral hazard when they receive signals of low
quality or inappropriate entrepreneurial behavior
after the investment has taken place, given that
crowdinvestors obtain shares that are illiquid and
cannot be easily traded.

Overall, our preceding discussion suggests that
when crowds are wise, entrepreneurial signaling
could be an effective internal and informal gov-
ernance mechanism that could limit adverse se-
lection, although empirical evidence in this
regard is lacking. We also highlight that signaling
and related substantive entrepreneurial actions
could reduce moral hazard issues but may also be
insufficient by themselves (and need to be

combined with other governance mechanisms) to
completely remove these issues in equity crowd-
funding markets.

Crowdfunding Platforms

When entrepreneurs decide they want to raise
funding through a specific equity crowdfunding
platform, their firms will not automatically list on
these platforms. Rather, these platforms play an
increasingly important role in filtering firms for
their audiences (Younkin & Kashkooli, 2016).
They also play a key role in determining the way
in which the relationship between firms and
equity crowdinvestors will be structured. In some
cases, for example, crowdinvestors become direct
shareholders in the firms they wish to fund, but
other platforms have used alternative structures.
Despite heterogeneity between equity crowd-
funding platforms, most evidence so far relates to
one or a few platforms (e.g., Dushnitsky & Zunino,
2019).

There are many equity crowdfunding platforms
active around the globe, and even within individual
countries (Dushnitsky, Guerini, Piva, & Rossi-
Lamastra, 2016). Consequently, there is strong
pressure for reputation-building (e.g., Petkova, 2012)
and professionalization by crowdfunding platforms
to attract the best projects, retain a large base of
equity crowdinvestors, and withstand competi-
tion from peers (Fleming & Sorenson, 2016). If
people observe many outright fraud cases or fail-
ures on specific platforms, these platforms may
experience a significant drop in the number of
entrepreneurs who want to list their firms and a
similar significant drop in crowdinvestors who
want to contribute funds. This may threaten the
very survival of these platforms. Moreover, com-
petition from traditional entrepreneurial finance
markets, including venture capital and angel
markets, may further push the equity crowd-
funding market and individual platforms to pro-
fessionalize and consolidate.

Such reputational concerns by equity crowd-
funding platforms and competition from alternative
forms of financing may give equity crowdfunding
platforms strong incentives to preselect the highest-
quality firms. To mitigate adverse selection prob-
lems, some crowdfunding platforms undertake
due diligence procedures (Table 1), which may
serve as an external and more formal governance
mechanism. However, there is great variance in the
extent of such due diligence across platforms.
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Crowdfunding platform due diligence could com-
prise background checks, site visits, credit checks,
cross-checks, account monitoring, and third-party
proof on funding projects. Cumming and Zhang
(2018) found evidence that more due diligence is
performed by Canadian platforms that have fewer
projects per employee (the busyness of platform
employees constrains the ability to carry out due
diligence) and incentive fee structures (platforms
with fixed fees regardless of campaign outcomes
carry out less due diligence). Because due diligence
screens out lower-quality projects, Cumming and
Zhang (2018) also showed that more extensive due
diligence by platforms is associated with a higher
percentage of successful campaigns and larger
amounts of capital raised on these platforms. Sub-
sequent research (Rossi & Vismara, 2018) from
investment-based platforms in France, Germany,
Italy, and the United Kingdom has been supportive
of these findings.

While some equity crowdfunding platforms
engage in more detailed due diligence to reduce
adverse selection issues, we currently lack com-
pelling evidence of whether this due diligence is
effective and ultimately leads to more successful
firms being funded (and not just firms that raise
more financing on these platforms). These ques-
tions are important because more detailed due
diligence by crowdfunding platforms may be at
odds with the wisdom-of-the-crowd mechanism,
as discussed earlier, presenting an important
anomaly. Specifically, if crowds are wise, the pri-
mary role of equity crowdfunding platforms would
be to avoid outright fraud cases getting on the
platforms and ensure that the information pro-
vided in the crowdfunding campaign represents
the facts. However, if equity crowdfunding plat-
forms increasingly mirror the selection criteria
typically used by traditional investors in entre-
preneurial firms, this may limit the possibility of
equity crowdfunding democratizing entrepre-
neurial finance.

Equity crowdfunding platforms differ in their se-
lection activities, as well as in other dimensions. For
example, platforms often employ different share-
holder structures—that is, the relationship structure
between equity crowdinvestors and firms. To date,
the longer-term implications of these different
structures for ECF firm actions and success remain
largely unexplored (Cumming & Wright, 2017), al-
though there may be significant variability in their
effectiveness in addressing moral hazard and ad-
verse selection problems (Table 1).

Some platforms use a direct shareholder model in
which each equity crowdinvestor individually be-
comes a direct shareholder in a firm. In the case of
Crowdcube, a leading U.K.-based equity crowd-
funding platform, for example, crowdinvestors may
receive A-shares with voting and preemptive rights
when they invest at or above a (possible) investment
threshold, or receive B-shares without voting and
preemptive rights when they invest below the
threshold (Cumming, Meoli, & Vismara, 2017).
Crowdcube does not recommend any shareholders’
agreement for the crowd (Walthoff-Borm, Vanacker,
& Collewaert, 2018b). The direct shareholder model
most closely resembles that of a private firm with
dispersed ownership, where an informational eco-
nomics perspective suggests that shareholders may
have little incentive and power to monitor (Hart,
1995) given their small investment. While this
shareholder structure might be less effective in reduc-
ing moral hazard problems, it also has advantages. For
instance, it might foster “the feeling of belonging”
(Belleflamme, Lambert, & Schwienbacher, 2014: 589)
by allowing crowdinvestors to be more directly con-
nected to the ECF firm.

Other platforms use a nominee structure. In this
case, equity crowdinvestors do not become direct
shareholders in firms but invest in “special purpose
vehicles” that combine all equity crowdinvestors
and are managed by nominees (i.e., the platform
itself or an external individual). For instance, in
the case of Seedrs—another prominent U.K.-based
equity crowdfunding platform—the management
board of Seedrs Limited acts as a nominee. Seedrs
develops subscription agreements with ECF firms
that generally include consent rights covering issues
such as winding up the ECF firm, issuing preference
shares, transferring assets out of the ECF firm, mak-
ing certain loans, or increasing director salaries be-
yond an agreed level (Walthoff-Borm et al., 2018b).
The management board of Seedrs Limited is autho-
rized to take votes and issue consents on behalf of
each individual investor that provided funds
through Seedrs. However, Seedrs Limited does not
take a seat on the board of its portfolio companies.
Because nominees generally share in the value cre-
ated at exit, they have incentives to monitor; thus,
freerider problems among individual crowdinves-
tors are avoided. The nominee structure further
reduces shareholder dispersion and decreases coor-
dination costs, giving the nominee power to influ-
ence entrepreneurs’ behaviors. Hence, a nominee
structure might be more effective to reduce possible
moral hazard issues. A potential disadvantage of this
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structure is that it decreases crowdinvestors’ feeling
of belonging by creating a wedge between the crowd
and the ECF firm.*

Other platforms (e.g., SyndicateRoom) require
firms to also obtain cofunding from venture capi-
talists or angel investors. In this case, the equity
crowdinvestors may benefit from the detailed due
diligence (which could limit adverse selection)
and monitoring (which could limit moral hazard) by
the professional (lead) investor (Agrawal, Catalini, &
Goldfarb, 2016). This structure resembles syndication
in venture capital investments, with the difference
that all syndicate members generally conduct their
own detailed due diligence and monitor the portfolio
companies as well (Baeyens, Vanacker, & Manigart,
2006). While this structure may seem to combine the
best of two worlds (detailed due diligence and moni-
toring by a professional investor, alongside the wis-
dom of crowds) it also raises new concerns. The need
for coinvestment with traditional financiers may limit
the democratization of entrepreneurial finance.
Moreover, harmful coinvestments and principal-
principal problems could occur (e.g., Morck & Yeung,
2003). For example, there is the risk that more pow-
erful venture capital investors expropriate wealth
from less powerful crowdinvestors. Nevertheless,
venture capital investors often care about their repu-
tations, which are crucial in their industry, and as
such might refrain from taking actions that could
harm other minority shareholders in ECF firms.

Recently, some equity crowdfunding platforms
have started to experiment with the creation of sec-
ondary markets to increase liquidity (Table 1). Cur-
rently, the shares of ECF firms are illiquid and
difficult to trade (Signori & Vismara, 2018). Some
crowdfunding platforms, for example, enable in-
vestors to trade shares at “fair value” to the current
investors in a given firm (e.g., Seedrs). Others have
organized an on-platform secondary share trade
(e.g., Crowdcube). More liquid secondary markets
may increase the information available through the
share price. When minority shareholders are un-
happy with firms’ plans or actions, they can sell their
shares. When entrepreneurs cannot convince other
prospective investors of the value of their plans or
actions, entrepreneurs will see the value of their
shares decrease. Such market discipline might in-
fluence entrepreneurial behavior and minimize
moral hazard issues.

*More recently, Crowdcube and Seedrs announced
plans to merge.

Overall, as our preceding observations indicate,
while there is significant heterogeneity among eq-
uity crowdfunding platforms, current research has
largely ignored this heterogeneity and how it relates
to ECF firm success. Our discussion also highlights
how platform heterogeneity and related differences
in external governance mechanisms induced by
these platforms (e.g., platform due diligence, share-
holder structures, the provision of shares with or
without voting rights, and secondary markets) may
affect the potential for adverse selection and moral
hazard issues to occur and thereby significantly im-
pact ECF firm success.

Country Institutions

It is well-established that countries’ formal (i.e., codified
rules and standards) and informal (i.e., collective
meanings, values, and understandings shared by its
inhabitants) institutions define or enforce socially
acceptable behavior and thereby influence firm
performance (Holmes, Miller, Hitt, & Salmador,
2013; Holmes, Zahra, Hoskisson, DeGhetto, &
Sutton, 2016; North, 1990; Scott, 1995). Some of
these institutions may limit the adverse selection and
moral hazard problems and serve as external gover-
nance mechanisms (Chrisman et al., 2018). For in-
stance, stronger investor protection enshrined in a
country’s legal codes and regulatory frameworks may
limit managers’ ability to engage in self-dealing, in-
cluding executive perquisites, excessive compensa-
tion, or even outright theft of corporate assets
(Djankov, La Porta, Lopez-de-Silanes, & Shleifer,
2008; Shleifer & Vishny, 1997). There are also im-
portant differences between national cultures and
dominant values. For instance, higher country-level
trust might reduce opportunistic behavior by indi-
viduals (La Porta, Lopez-de-Silanes, Shleifer, &
Vishny, 1997a). Such informal institutions also sup-
port and reinforce formal institutions; together, they
can significantly reduce informational problems,
fostering the performance of firms and the growth of
entire financial markets.

Scholars have examined how formal and informal
institutions influence the behavior of venture capital
investors and the development of venture capital
markets as a whole. Forinstance, research has shown
that cross-country differences in legality have a sig-
nificant impact on the governance structure of in-
vestments in the venture capital industry: better laws
facilitate faster deal screening and deal origination,
lower the probability of potentially harmful coin-
vestment, and facilitate investor board representation
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(Cumming, Schmidt, & Walz, 2010). Cultural dis-
tance between venture capital investors and entre-
preneurs may hamper deal screening, contracting,
and post-investment involvement and monitoring
(Li, Vertinsky, & Li, 2014). Ultimately, formal in-
stitutions and informal national cultural con-
straints can even influence the development of
venture capital markets as a whole (Li & Zahra,
2012).

Scholars have also started to provide a descriptive
picture of the formal legal institutions related to eq-
uity crowdfunding markets, especially the laws that
regulate access to equity crowdfunding for firms and
crowdinvestors (e.g., Horvathov4, 2018; Vismara,
2016). Legal restrictions on public offerings of shares
to the general public have constrained the develop-
ment of equity crowdfunding markets in many
countries (Bruton et al., 2015). For instance, equity
crowdfunding has played a trivial role in the United
States, probably because Securities and Exchange
Commission (SEC) regulations previously required
entrepreneurial firms that solicit equity investments
from nonaccredited investors to register for a dis-
proportionately costly public offering. With the SEC
approval of Title III of the JOBS act, nonaccredited,
amateur investors will now be able to invest in such
entrepreneurial firms. Yet, regulations do not always
positively influence the size of crowdfunding mar-
kets. For example, in the Canadian case, despite in-
troducing equity crowdfunding rules in 2016, no
entrepreneur to date has used the Canadian crowd-
funding securities exemption. Informal institutions
have also been correlated with various crowdfunding
metrics; however, because informal institutions show
little variation over time, the cross-country nature of
the evidence does not directly allow causal inference
(Cumming, Leboeuf, & Schwienbacher, 2017).

Horvathova (2018, Table 28.1) summarized equity
crowdfunding regulations in 42 countries around the
world. Countries with specific crowdfunding regu-
lations as of 2017 include Austria (2015), Canada
(2015), China (2015), Finland (2016), France (2014),
Germany (2015), Israel (2017), Italy (2012), Japan
(2014), Lithuania (2016), the Netherlands (2016),
New Zealand (2014), Portugal (2015), Spain (2015),
the United Kingdom (2000), and the United States
(2012, 2015). Countries without specific crowd-
funding regulations normally have securities regu-
lations that are pertinent to crowdfunding activities.
Such countries include Australia, Belgium, Brazil,
Bulgaria, Croatia, Cyprus, Czech Republic, Den-
mark, Estonia, Greece, Hong Kong, Hungary, Ice-
land, Ireland, Malta, Poland, Romania, Slovakia,

Slovenia, Sweden, and Switzerland. Further, some
countries have crowdfunding legislation proposed
but not yet signed into law. Examples are Australia,
Israel, Latvia, and Luxembourg. Other countries,
such as Russia, have recently put together working
groups to develop crowdfunding rule proposals.

Still, existing crowdfunding research has only
skimmed the surface of how country institutions
may limit adverse selection and moral hazard issues
in equity crowdfunding markets and thus influence
firm success. One may ask why there has been such
limited research, given the widespread interest in
institutions in the management literature, the fact
that cross-border crowdfunding is commonplace,
and the potential role of crowdfunding in entrepre-
neurial internationalization (Cumming & Johan,
2016). We believe this lack of evidence relates to
the current focus in equity crowdfunding research
on funding success on platforms. Thus, as high-
lighted above, while some studies have begun to
consider how institutions influence the size of equity
crowdfunding markets as a whole, we lack empirical
evidence on how (bundles of) country-level institu-
tions might influence the selection and development
of viable ECF firms in different countries (Table 1).
Clearly, future research needs to address several
complex issues.

One common issue is that the heterogeneity in the
scope and goals of laws often remains underappre-
ciated. Specifically, some laws regulate the amounts
of money that firms can raise or the maximum
amount of money investors can invest in equity
crowdfunding campaigns. For instance, in the
United Kingdom there is an aggregate investment
limit of 10% of net investable financial assets that
can be allocated to equity crowdfunding by indi-
vidual investors (Hornuf & Schwienbacher, 2017). In
essence, these laws might have minimal effects with
regard to reducing potential adverse selection and
moral hazard problems, but do limit the exposure of
investors to the risks and uncertainty involved in
equity crowdfunding.

Other laws focus on specifying the types of firms
that can (or cannot) raise equity crowdfunding, or
focus on increasing the flow of information toward
equity crowdinvestors. These laws might limit po-
tential adverse selection. Laws that increase infor-
mation availability also make it more likely that
equity crowdinvestors detect moral hazard problems
in ECF firms. However, they might still be hampered
in taking corrective actions against moral hazard.
Moreover, using a theoretical model, Hornuf and
Schwienbacher (2017) provided interesting insights
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into the impact of exemptions to prospectus regula-
tions on entrepreneurs’ fundraising decisions. Spe-
cifically, they argued that restrictive laws may create
a funding gap for small firms.

Still other laws focus on the rights that shareholders
have vis-a-vis the assets of the firm and how share-
holders can appeal to courts to enforce their rights when
entrepreneurs violate the terms of the contract (Shleifer
& Vishny, 1997). These laws do not necessarily increase
the costs for entrepreneurs that search for equity
crowdfunding when they stick to the shareholders’
agreement. While we lack empirical evidence, these
laws may be effective in minimizing moral hazard
problems, thus improving ECF firm performance.
Overall, our discussion suggests that we need a much
finer-grained understanding of how distinct aspects of
laws may influence the development of viable ECF
firms, which can also bring important contributions to
the law and finance literature.

A related issue is that we need to be careful in
borrowing and employing legal measures that have
been developed for specific sets of firms (e.g., public
firms with dispersed ownership) to other sets of firms,
because the legal reality can be very different for the
lattergroup (e.g., firms with concentrated ownership).
As Bebchuk and Hamdani (2009: 1263-1264) argued:

The impact of many key governance arrangements
depends considerably on companies’ ownership
structure: measures that protect outside investors in a
company without a controlling shareholder are often
irrelevant or even harmful when it comes to investor
protection in companies with a controlling share-
holder, and vice versa. Consequently, governance
metrics that purport to apply to companies regardless
of ownership structure are bound to miss the mark
with respect to one or both types of firms.

For instance, several elements of the widely used
Anti-Director Rights Index (La Porta, Lopez-de-
Silanes, Shleifer, & Vishny, 1997b) are not relevant
for firms with a controlling shareholder (and in many
ECF firms, entrepreneurs remain controlling share-
holders). More specifically, elements of the Anti-
Director Rights Index, such as shareholders’ ability
to vote by mail or to call a special meeting, will be
ineffective in protecting the rights of minority
shareholders (e.g., crowdinvestors) in firms where
entrepreneurs hold the majority of shares. Indeed, in
such a situation, the crowd (or any other minority
shareholder) will lack the power to fundamentally
influence or challenge entrepreneurs, as majority
shareholders. The Anti-Self-Dealing Index (Djankov
et al., 2008), however, does focus on elements that

protect minority shareholders from possible moral
hazard issues. In a similar vein, scholars have
sometimes paid disproportionate attention to cor-
porate bankruptcy laws, while personal bank-
ruptcy laws may be theoretically more impactful in
an entrepreneurial setting (Armour & Cumming,
2008).

Our preceding observations suggest that, as we
move forward, it will be important to examine how
(bundles of) formal and informal country institu-
tions, which might serve as external governance
mechanisms, influence the selection and develop-
ment of viable ECF firms. Scholars need to ensure
that they focus on appropriate country institutions.
Indeed, the institutional indices that have been de-
veloped for other types of firms (and have been
shown to be relevant for these firms) may not be
relevant for ECF firms.

GOVERNANCE AS THE PROTECTION OF VALUE
AND THE CREATION OF VALUE

The idea that entrepreneurs have an informa-
tion advantage with respect to the quality of their
firms, projects, and own abilities, over external
stakeholders—including investors—has been well-
established in the literature (Amit et al., 1998). Thus,
entrepreneurs can use this information advantage to
the detriment of other stakeholders. Up to this point,
our analysis has primarily focused on the role of
corporate governance in avoiding adverse selection
and moral hazard problems (Table 1)—or, in other
words, the role of governance in protecting share-
holders’ wealth. This focus has been commonplace
in the corporate governance literature (Uhlaner
etal., 2007).

However, scholars have also highlighted situa-
tions in which entrepreneurs lack information about
their industry, their competitors, and the new capa-
bilities that will be required as their firms grow
(Zahra & Filatotchev, 2004). These “blind spots” in
the information, knowledge, and experiences of en-
trepreneurs are one of the main reasons why pro-
fessional external equity investors often spend
significant effort and time on their so-called “coach”
function (Colombo & Grilli, 2010; Sapienza et al.,
1996). There has been increasing recognition in the
governance literature that governance could also
serve as a source of wealth creation in firms
(Filatotchev & Wright, 2005; Zahra et al., 2009). For
instance, firms’ board of directors or advisory boards
may help entrepreneurs to collect new information
about their industry and competitors, helping
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entrepreneurs to make more effective strategic
choices (Zahra et al., 2009).

Thus, while entrepreneurs may have certain in-
formation advantages relative to other stakeholders,
some stakeholders may also have specific informa-
tion advantages relative to entrepreneurs. Ulti-
mately, the exchange ofinformation among these key
actors in the corporate governance systems of firms
will be crucial for their long-term success (Zahra &
Filatotchev, 2004). Currently, we lack insights on
how the governance mechanisms in the equity
crowdfunding market—and particularly the wisdom
of the crowd—may bring new information to entre-
preneurs, allowing them to make better strategic
decisions that benefit firm development while
addressing the potential downside of these mecha-
nisms. We propose that the equity crowdfunding
market and equity crowdinvestors may provide both
opportunities and threats to information exchange
and, as a result, value creation in ECF firms.

More specifically, crowdfunding campaigns can
play a key role in bringing new information and
knowledge to entrepreneurs that provide them with
important insights into opportunities and how to
best pursue them (Afuah & Tucci, 2012). This role
can be performed in multiple ways. First, the equity
crowdfunding market may provide a “laboratory” for
entrepreneurs and equity crowdinvestors alike. En-
trepreneurs can pitch their business ideas to a broad
set of individuals. Significant investment interest by
the crowd indirectly provides information to entre-
preneurs about the viability of their ideas. For equity
crowdinvestors, it further allows for the spreading of
risk related to funding early-stage, potentially inno-
vative ideas. Second, entrepreneurs may acquire
valuable information in a more direct way. Individ-
ual equity crowdinvestors, for example, not only
contribute (small) amounts of money but are also
frequently active in providing comments, feedback,
and additional ideas to entrepreneurs. Such indirect
and direct information flows from equity crowdin-
vestors to entrepreneurs might give the latter more
confidence in their business ideas and provide new
information that allows them to better pursue exist-
ing opportunities while also pointing toward new
opportunities.

However, the diversity of equity crowdinvestors—in
terms of background, possible secondary motives to in-
vest next to financial gains, and time horizons—might
also bring significant challenges for ECF firms. Effective
governance systems require an understanding of the
motives of key players (Zahra & Filatotchev, 2004),
but the crowd could be so diverse that such an

understanding is difficult for entrepreneurs to obtain.
The range of feedback, comments, and ideas provided by
this diverse group of people can also lead to “informa-
tion congestion.” In addition, it is likely that when en-
trepreneurs choose a specific strategic action it will
please some equity crowdinvestors while making others
feel disgruntled. Finally, given that the information
flows between equity crowdinvestors and entrepreneurs
often occur in public, such a situation may lead to the
release of sensitive information that may ultimately
harm the ECF firm. Thus, despite the potential value of
the information that is embedded in the crowd for ECF
firms, the same crowd also raises important challenges.

Overall, it is clear that we need more research on
how governance mechanisms may limit informa-
tional asymmetry and related adverse selection and
moral hazard issues in equity crowdfunding. It is
also crucial for future scholarship to improve our
theoretical and empirical understanding of how eg-
uity crowdinvestors may help to create value in ECF
firms. From the discussion we presented above, it
should be clear that equity crowdinvestors can both
contribute to and hamper effective governance that
creates value for ECF firms. Research on these po-
tential effects is necessary.

DISCUSSION AND CONCLUSION

The global equity crowdfunding market presents
an important conundrum. On the one hand, this
market is growing exponentially and has the poten-
tial to democratize entrepreneurial finance by re-
ducing barriers for both entrepreneurs and small
investors. On the other hand, this market is replete
with informational asymmetry problems, such as
adverse selection and moral hazard, which may
eventually cause its failure. Corporate governance
can play a crucial role in alleviating such adverse
selection and moral hazard problems and thereby
sustain the growth of the global equity crowdfunding
market.

Existing corporate governance research, however,
has primarily focused on large and public firms.
More recently, this research has also embraced other,
more commonplace, organizational forms such as
small and medium-sized enterprises and entrepre-
neurial firms. Still, our understanding of what works
(or does not work) in one type of firm may not gen-
eralize to other types of firms (Audretsch &
Lehmann, 2014), including the ECF firms we have
discussed throughout this paper. For example, rela-
tive to shareholders in public firms, shareholders in
ECF firms obtain illiquid shares, which should limit
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capital market-based corporate governance mecha-
nisms. Similarly, relative to professional venture
capital investors in entrepreneurial firms, the large
number of small online crowdinvestors in ECF firms
may have limited incentives and power to conduct
detailed due diligence and actively monitor their
portfolio firms.

Our paper calls for a fundamental shift in the focus
of equity crowdfunding research, which, to date, has
almost exclusively focused on the factors that drive
funding success on equity crowdfunding platforms
(e.g., Ahlers et al., 2015; Block et al., 2018; Guenther
et al., 2018; Lukkarinen et al., 2016; Mamonov &
Malaga, 2018; Mohammadi & Shafi, 2018; Vismara,
2016, 2018; Vulkan et al., 2016) and the funding
dynamics on these platforms (e.g., Hornuf &
Schwienbacher, 2018a; Vismara, 2018; Vulkan
et al., 2016). It is important to understand how en-
trepreneurs can more successfully raise funds on
equity crowdfunding platforms; however, if entre-
preneurs do not in turn create viable businesses with
the money raised, investors and society at large will
ultimately gain limited benefits. Thus, it is essential
to understand what is happening after the equity
crowdfunding campaign, and how corporate gover-
nance can improve the viability and long-term suc-
cess of these firms.

For this purpose, we have developed a conceptual
model of the different mechanisms that could oper-
ate in the equity crowdfunding context to minimize
adverse selection and moral hazard problems (see
Table 1). In so doing, we move beyond the most often
used theoretical framework in corporate governance,
agency theory, which has largely focused on the ac-
tions shareholders (i.e., principals) should take to
reduce agency problems created by entrepreneurs.
Instead, drawing on an information economics per-
spective, we suggest that a combination of actors can
trigger or install a host of (internal or external, formal
or informal) governance mechanisms to reduce ad-
verse selection and moral hazard problems. These
actors include crowdinvestors, entrepreneurs them-
selves, equity crowdfunding platforms, and govern-
ments (see Table 1).

First, wisdom-of-the-crowd effects may explain
why equity crowdinvestors can select firms that are
equally (or even more) likely to create value com-
pared to professional investors, even when it does
not make economic sense for crowdinvestors to
conduct detailed due diligence given their relatively
small investments. Still, we lack evidence on
wisdom-of-the-crowd effects in equity crowdfund-
ing markets. While empirical work on the possibility

that equity crowdinvestors are (not) wise may not
reach the contribution-to-theory threshold of many
entrepreneurship and management journals, leading
journals are becoming increasingly receptive to
replication-style studies (e.g., Bettis, Helfat, &
Shaver, 2016). Finance journals have also become
more receptive to studies that examine important
aspects of a specific phenomenon. For instance,
hundreds of empirical papers have been published
on the question of whether (and to what extent)
public capital markets are efficient. However, by
clarifying the possible boundary conditions of the
wisdom of the crowd and how it interacts with the
decision-making of professional investors, there is
still significant room for scholars to make important
theoretical contributions as well.

Second, entrepreneurs often provide credible sig-
nals that reduce adverse selection and moral hazard
issues. While extant crowdfunding research has
addressed how such signals could influence the
ability of entrepreneurs to raise equity crowdfunding
(e.g., Ahlers et al., 2015), future research should also
examine how these signals eventually relate to firm
success. Some of these signals, such as setting up a
formal board of directors and appointing prominent
directors, may not only have a signaling value at the
time of raising funds but could also have more sub-
stantive effects on ECF firm behavior and success
after the investment. To address such questions,
scholars will need to not only collect data from eq-
uity crowdfunding platforms but also collect firm-
level data on the actions, strategies, and performance
following an equity crowdfunding campaign. With
the increasing maturity of equity crowdfunding
markets, we now have a sufficient number of firms
that can be tracked over time. Moreover, the in-
creasing availability of data on private firms may
provide significant benefits (e.g., Vanacker,
Collewaert, & Zahra, 2017). For instance, in several
European countries (such as Belgium, France, Italy,
Spain, and the United Kingdom) even the smallest
and youngest firms report financial accounts data.

Third, equity crowdfunding platforms may play
an important role in ensuring that the information
that firms provide on their platforms represents the
facts, reducing adverse selection problems. Different
platforms also have different modes of operating—
with some platforms, for example, allowing crow-
dinvestors to become direct shareholders in firms,
while others use a nominee structure—which may
have important consequences for ECF firm gover-
nance and subsequent firm performance. Unfortu-
nately, to date, scholars have primarily focused on
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data from one specific platform (e.g., Dushnitsky &
Zunino, 2019). To increase our understanding of
how platform structures and platform diversity in-
fluence firm performance, scholars need broader
datasets that include firms that were listed on dif-
ferent platforms. Obviously, entrepreneurs them-
selves may self-select by applying for listings on
specific platforms that fit best with their character-
istics and the characteristics of their firms, and
scholars should be wary of such self-selection
effects.

Finally, governments set “the rules of the game”
for equity crowdfunding, and the effectiveness of
these rules, in combination with national cultures,
could also significantly reduce the adverse selection
and moral hazard problems we discussed through-
out this paper. The development of alternative factor
markets, such as the size and development of the
venture capital and angel market, might also be
impactful. Existing crowdfunding research, how-
ever, has focused on funding success on a specific
platform operating in a specific country. Recently,
researchers have also explored how formal and in-
formal country institutions influence the size of eq-
uity crowdfunding markets (e.g., Cumming, Leboeuf,
& Schwienbacher, 2017). However, this focus has
constrained our understanding of how national in-
stitutions influence the decisions and outcomes of
ECF firms themselves. Again, we need evidence not
only on the institutions and factor markets that in-
fluence the size of equity crowdfunding markets but
also on how they can influence the success of ECF
firms. Such research should use cross-country
datasets to examine how ECF firms develop and
perform relative to similar firms that do not attract
crowdfunding, and how national institutions
moderate this relationship.

Additional Avenues for Future Research

Having presented a research framework on the
governance of ECF firms and its impact on firm
success, our discussion highlights some additional
avenues for future research. First, our framework
suggests that some governance mechanisms will
probably be more effective than others in addressing
adverse selection and moral hazard problems, re-
spectively (Table 1). We also discussed these gover-
nance mechanisms in a largely sequential manner.
However, any mechanism in isolation is unlikely to
be completely effective in reducing severe adverse
selection and moral hazard issues. Still, governance
research has often focused on a specific governance

mechanism, such as the board of directors, in isola-
tion (e.g., Audretsch & Lehmann, 2014). The equity
crowdfunding context opens up opportunities to ex-
amine how different governance mechanisms at dif-
ferent levels (i.e., firm—platform—country) interact and
impact firm development—an issue that has not
been systematically explored in the broader gover-
nance literature (e.g., Aguilera, Filatotchecv, Gospel, &
Jackson, 2008; Strange, Filatotchecev, Buck, & Wright,
2009; Vanacker, Heughebaert, & Manigart, 2014). For
example, a promising avenue for future research is to
examine whether the heterogeneity in the strength of
contracts between crowdinvestors and ECF firms (of-
ten linked to the choice of crowdfunding platform on
which entrepreneurs list their projects) and the na-
tional governance systems have a complementary or
substitutive effect.

Second, the framework presented in Table 1 focuses
on governance mechanisms as value-protection safe-
guards, consistent with the broader governance litera-
ture. However, research on how corporate governance
mechanisms can potentially create value in ECF firms is
lacking. Equity crowdinvestors can provide ECF firms
with more than money, often also offering feedback and
potentially serving as ECF firm “ambassadors.” The
question of how entrepreneurs can attract valuable
crowdinvestors remains unaddressed. We know that
entrepreneurs can communicate with potential crow-
dinvestors through the platforms on which they are lis-
ted (Block et al., 2018), but we do not know whether
differences in entrepreneurial behavior allow firms to
attract funding from a crowd with distinct characteristics
and backgrounds—and whether this matters for ECF
firm outcomes. Recent theoretical work has indicated
that firms may obtain distinct competitive advantages
from engaging with online communities (Fisher, 2018).
Still, currently, we lack evidence on whether, how, and
when equity crowdinvestors can add extra-financial
value to ECF firms.

Third, recent research on crowdfunding and
equity crowdfunding, in particular, has further
strengthened the already heavily segmented entre-
preneurial finance literature (Cumming & Johan,
2017). Entrepreneurs generally use several sources
of financing to form and grow their ventures (Cosh,
Cumming, & Hughes, 2009). Still, academic papers
have generally focused on one specific source of fi-
nance (or two sources at most). For instance, we have
relatively established literature on venture capital,
angel financing, bank financing, and trade debt, and
now a growing stream of work on (equity) crowd-
funding. However, cross-fertilization between these
literature streams is limited. The question of how
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entrepreneurs choose between these different sour-
ces of financing also remains largely unexplored.
Existing equity crowdfunding research, for instance,
has focused on the firms that are already listed on
specific platforms (e.g., Walthoff-Borm et al., 2018a).
Thus, we need to better understand why entrepre-
neurs search for specific sources of financing, how
they combine different sources of financing, and
how their bundle of financing sources influences
their firms’ behaviors and outcomes. Overall, more
work should seek to bridge the largely distinct liter-
ature streams that are segmented by financing source
within the entrepreneurial finance literature.

Practical Implications

Even though we currently lack evidence on the
governance of ECF firms and its impact on firm
performance, our conceptual framework provides
some guidance and implications for policy-makers.
It suggests that the need for governments to craft
stricter regulations that reduce adverse selection
problems in equity crowdfunding markets should be
evaluated next to alternative governance mecha-
nisms that might be available. Notably, there are
other mechanisms at the crowd and crowdfunding-
platform levels that could be effective in dealing with
adverse selection. At the crowd level, wisdom-of-
the-crowd effects can lead to the selection of firms
that are equally, if not more, likely to create value
relative to those firms selected by professional in-
vestors. Even if future empirical work finds that
crowds are not “wise,” one may wonder whether it is
the role of governments to protect the crowd against
their “madness.” It could be sufficient for govern-
ments to craft “soft” regulations that limit crowdin-
vestors to invest excessive portions of their total
wealth exclusively in equity crowdfunding. Besides
this, crowdinvestors will learn with their own
money whether the potential returns are worthwhile
for the risk they take, especially because specific
crowdinvestors may also value other benefits be-
sides monetary returns, such as supporting entre-
preneurship. Furthermore, at the platform level,
there are also some mechanisms that could reduce
adverse selection issues. Platforms can perform more
thorough due diligence to screen out the lowest-
quality firms. Platform managers also have strong
reputational incentives to devise mechanisms that
reduce adverse selection because, over time, more
failures of ECF firms funded through their platforms
are likely to reduce the inflow of new deals, ham-
pering the survival of their own business.

However, the role of governments to develop regu-
lations that discourage moral hazard problems in ECF
firms may be particularly critical. Once invested, even
“wise” crowdinvestors obtain largely illiquid shares.
In essence, they are locked in until an exit can be re-
alized several years after their investment. Some plat-
forms also take a relatively passive attitude after the
crowdfunding campaign. While some platforms de-
vise more professional contracts and manage the
shares of the crowd, they are not necessarily active in
boards of directors.” Platforms can also create coin-
vestment structures, where they require the crowd to
coinvestment with professional investors, who have
more incentives to monitor. Still, in all these cases,
minority investors require efficient courts and investor
laws that protect them against opportunistic behaviors
by entrepreneurs, who often remain controlling
shareholders. Fostering the development of capital
market-based governance mechanisms, such as active
secondary markets for the shares of ECF firms, could
also be instrumental.

Governments not only serve as regulators of equity
crowdfunding markets but also often provide indi-
viduals with tax reductions when they invest in early-
stage firms through equity crowdfunding platforms or
other means. A key reason behind such tax shelter
initiatives is that they might activate the significant
amounts of savings that otherwise remain in savings
accounts. The money that is infused into the economy
in this fashion may serve as a strong facilitator for
entrepreneurship and economic growth. Thus, gov-
ernments need research that informs them on whether
the costs to support the development of the equity
crowdfunding market are worthwhile, given the
benefits it creates. The question of whether equity
crowdfunding markets can create viable businesses,
and how this market can be governed to create more
successful businesses, is crucial from a policy per-
spective. If equity crowdfunding markets, however,
mainly create “zombie firms” or “empty shells,” this
could not only imply the ineffectiveness of tax shelter
initiatives but actually entail that governments are in-
directly hampering the productivity of existing firms.
Such insights will obviously also be crucial for entre-
preneurs themselves as they search for the financial
resources needed to start up and grow their firms.

® Boards might not even be present in ECF firms, and
even when they are it remains challenging for (crowd)
representatives on the board to represent a heterogeneous
group of investors with different backgrounds, interests,
and time horizons.



2021 Cumming, Vanacker, and Zahra 87

In summary, we see both opportunities and threats
related to the developing equity crowdfunding market.
We hope that our paper offers a meaningful starting
point for significantly more research that enhances our
theoretical and empirical understanding of ECF firm
governance and how it impacts ECF firm success.

REFERENCES

Afuah, A., & Tucci, C. L. (2012). Crowdsourcing as a solu-
tion to distant search. Academy of Management Re-
view, 37(3), 355—-375.

Aguilera, R. V., Filatotchev, 1., Gospel, H., & Jackson, G.
(2008). An organizational approach to comparative
corporate governance: Costs, contingencies, and
complementarities. Organization Science, 19(3),
475-492.

Agrawal, A., Catalini, C., & Goldfarb, A. (2016). Are syn-
dicates the killer app of equity crowdfunding? Cal-
ifornia Management Review, 58(2), 111-124.

Ahlers, G. K., Cumming, D. J., Giinther, C., & Schweizer, D.
(2015). Signaling in equity crowdfunding. Entrepre-
neurship Theory and Practice, 39(4), 955—-980.

Akerlof, G. A. (1970). The market for “lemons”: Quality
uncertainty and the market mechanism. Quarterly
Journal of Economics, 84(3), 488-500.

Amit, R., Brander, J., & Zott, C. (1998). Why do venture
capital firms exist? Theory and Canadian evidence.
Journal of Business Venturing, 13(6), 441-466.

Armour, J., & Cumming, D. J. (2008). Bankruptcy law
and entrepreneurship. American Law and Economics
Review, 10(2), 303-350.

Arthurs, ]. D., & Busenitz, L. W. (2003). The boundaries and
limitations of agency theory and stewardship theory
in the venture capitalist/entrepreneur relationship.
Entrepreneurship Theory and Practice, 28(2), 145—
162.

Audretsch, D. B., & Lehmann, E. E. (2014). Corporate gov-
ernance and entrepreneurial firms. Foundations and
Trends in Entrepreneurship, 10(1-2), 1-160.

Baeyens, K., Vanacker, T., & Manigart, S. (2006). Venture
capitalists’ selection process: The case of biotechnol-
ogy proposals. International Journal of Technology
Management, 34(1-2), 28—46.

Barnett, C. (2015). Trends show crowdfunding to surpass VC
in 2016. Retrieved from https://www.forbes.com/sites/
chancebarnett/2015/06/09/trends-show-crowdfunding-to-
surpass-vc-in-2016/2/#4cc9dbbb666f

Baum, J. A., & Silverman, B. S. (2004). Picking winners or
building them? Alliance, intellectual, and human
capital as selection criteria in venture financing and

performance of biotechnology startups. Journal of
Business Venturing, 19(3), 411-436.

Beauhurst (2015). The deal: Making sense of UK equity
investment. Retrieved from https://www.beauhurst.
com/

Bebchuk, L. A., & Hamdani, A. (2009). The elusive quest for
global governance standards. University of Pennsyl-
vania Law Review, 157(5), 1263—-1317.

Belleflamme, P., Lambert, T., & Schwienbacher, A. (2014).
Crowdfunding: Tapping the right crowd. Journal of
Business Venturing, 29(5), 585—-609.

Bergh, D. D., Connelly, B. L., Ketchen, D. J., & Shannon,
L. M. (2014). Signalling theory and equilibrium in
strategic management research: An assessment and a
research agenda. Journal of Management Studies,
51(8), 1334—1360.

Bettis, R. A., Helfat, C. E., & Shaver, J. M. (2016). The ne-
cessity, logic, and forms of replication. Strategic Man-
agement Journal, 37(11), 2193—-2203.

Block, J., Hornuf, L., & Moritz, A. (2018). Which updates
during an equity crowdfunding campaign increase
crowd participation? Small Business Economics,
50(1), 3-27.

Brown, R., Mawson, S., Rowe, A., & Mason, C. (2018).
Working the crowd: Improvisational entrepreneur-
ship and equity crowdfunding in nascent entrepre-
neurial ventures. International Small Business
Journal, 36(2), 169—-193.

Bruton, G., Khavul, S., Siegel, D., & Wright, M. (2015). New
financial alternatives in seeding entrepreneurship:
Microfinance, crowdfunding, and peer-to-peer inno-
vations. Entrepreneurship Theory and Practice, 39(1),
9-26.

Certo, S. T. (2003). Influencing initial public offering in-
vestors with prestige: Signaling with board structures.
Academy of Management Review, 28(3), 432—446.

Certo, S. T., Daily, C. M., & Dalton, D. R. (2001). Signaling
firm value through board structure: An investigation
of initial public offerings. Entrepreneurship Theory
and Practice, 26(2), 33-50.

Cholakova, M., & Clarysse, B. (2015). Does the possibility to
make equity investments in crowdfunding projects
crowd out reward-based investments? Entrepreneur-
ship Theory and Practice, 39(1), 145—172.

Chrisman,J.J., Chua, J. H., Le Breton-Miller, I., Miller, D., &
Steier, L. P. (2018). Governance mechanisms and
family firms. Entrepreneurship Theory and Practice,
42(2), 171-186.

Colombo, M. G., & Grilli, L. (2010). On growth drivers of
high-tech start-ups: Exploring the role of founders’

human capital and venture capital. Journal of Busi-
ness Venturing, 25(6), 610-626.


https://www.forbes.com/sites/chancebarnett/2015/06/09/trends-show-crowdfunding-to-surpass-vc-in-2016/2/#4cc9dbbb666f
https://www.forbes.com/sites/chancebarnett/2015/06/09/trends-show-crowdfunding-to-surpass-vc-in-2016/2/#4cc9dbbb666f
https://www.forbes.com/sites/chancebarnett/2015/06/09/trends-show-crowdfunding-to-surpass-vc-in-2016/2/#4cc9dbbb666f
https://www.beauhurst.com/
https://www.beauhurst.com/

88 Academy of Management Perspectives February

Colombo, M. G., Meoli, M., & Vismara, S. (2019). Signaling
in science-based IPOs: The combined effect of affilia-
tion with prestigious universities, underwriters, and
venture capitalists. Journal of Business Venturing,
34(1), 141-177.

Connelly, B. L., Certo, S. T., Ireland, R. D., & Reutzel, C. R.
(2011). Signaling theory: A review and assessment.
Journal of Management, 37(1), 39-67.

Cosh, A., Cumming, D. J., & Hughes, A. (2009). Outside
entrepreneurial capital. Economic Journal, 119(540),
1494-1533.

Cumming, D., Meoli, M., & Vismara, S. (2019). Investors’
choices between cash and voting rights: Evidence from
dual-class equity crowdfunding. Research Policy, 48(8),
103740.

Cumming, D. J., & Dai, N. (2010). Local bias in venture
capital investments. Journal of Empirical Finance,
17(3), 362—-380.

Cumming, D. J., Schmidt, D., & Walz, U. (2010). Legality
and venture capital governance around the world.
Journal of Business Venturing, 25(1), 54—72.

Cumming, D. J., & Johan, S. A. (2013). Demand driven
securities regulation: Evidence from crowdfunding.
Venture Capital, 15, 361-379.

Cumming, D. J., & Johan, S. A. (2016). Crowdfunding
and entrepreneurial internationalization. In N. Dai &
D. Siegel. (Eds.), Entrepreneurial finance: Managerial
and policy implications (pp. 109-126). Singapore:
The World Scientific Publishers.

Cumming,D.J.,Hervé, F., Manthé, E., & Schwienbacher, A.
(2020). Testing-the-waters policy with hypothetical
investment: Evidence from equity crowdfunding. En-
trepreneurship Theory and Practice. https://doi.org/
10.1177/1042258720932522.

Cumming, D., Hornuf, L., Karami, M., & Schweizer, D.
(2017). Disentangling crowdfunding from fraudfund-
ing (Working Paper). Retrieved from https://ssrn.com/
abstract=2828919

Cumming, D.J., & Johan, S. (2017). The problems with and
promise of entrepreneurial finance. Strategic Entre-
preneurship Journal, 11(3), 357-370.

Cumming, D. J., Leboeuf, G., & Schwienbacher, A. (2017).
Crowdfunding cleantech. Energy Economics, 65,
292-303.

Cumming, D. J., & Wright, M. (2017, July 6-7). Entrepre-
neurial finance in a changing landscape. Keynote
presentation at the 2nd Entrepreneurial Finance
Conference, Ghent).

Cumming, D. J., Johan, S. A., & Zhang, Y. (2019). The
role of due diligence in crowdfunding platforms. jour-
nal of Banking and Finance, 108, 105661.

Daily, C. M., Dalton, D. R., & Cannella, A. A., Jr. (2003).
Corporate governance: Decades of dialogue and
data. Academy of Management Review, 28(3), 371—
382.

Djankov, S., La Porta, R., Lopez-de-Silanes, F., & Shleifer,
A. (2008). The law and economics of self-dealing.
Journal of Financial Economics, 88(3), 430—465.

Dushnitsky, G., Guerini, M., Piva, E., & Rossi-Lamastra, C.
(2016). Crowdfunding in Europe: Determinants of
platform creation across countries. California Man-
agement Review, 58(2), 44-71.

Dushnitsky, G., & Zunino, D. (2019). The role of crowdfund-
ing in entrepreneurial finance. In A. Parhankangas,
C. Mason, & H. Landstrom. (Eds.). Handbook of re-
search on crowdfunding (pp. 46—92). Cheltenham,
U.K.: Edward Elgar.

Eisenhardt, K. M. (1989). Agency theory: An assessment
and review. Academy of Management Review, 14(1),
57-74.

Estrin, S., Gozman, D., & Khavul, S. (2018). The evolution
and adoption of equity crowdfunding: Entrepreneur
and investor entry into a new market. Small Business
Economics, 51(2), 425—439.

Farrell, J., & Rabin, M. (1996). Cheap talk. Journal of Eco-
nomic Perspectives, 10(3), 103—118.

Filatotchev, I., & Wright, M. (2005). The life cycle of cor-
porate governance. Cheltenham, U.K.: Edward Elgar
Publishing.

Fisher, G. (2018). Online communities and firm advan-
tages. Academy of Management Review, 44(2),
279-298.

Fleming, L., & Sorenson, O. (2016). Financing by and for
the Masses. California Management Review, 58(2),
5-19.

Fried, V. H., & Hisrich, R. D. (1994). Toward a model of
venture capital investment decision making. Finan-
cial Management, 23(3), 28-37.

Guenther, C., Johan, S., & Schweizer, D. (2018). Is the
crowd sensitive to distance?—How investment deci-
sions differ by investor type. Small Business Eco-
nomics, 50(2), 289-305.

Harris, J. D., Sapienza, H. J., & Bowie, N. E. (2009). Ethics
and entrepreneurship. Journal of Business Venturing,
24(5), 407—418.

Hart, O. (1995). Corporate governance: Some theory and
implications. Economic Journal (London), 105(430),
678—-689.

Healy, P. M., & Palepu, K. G. (2001). Information asym-
metry, corporate disclosure, and the capital markets:
Areview of the empirical disclosure literature. Journal
of Accounting and Economics, 31(1-3), 405—440.


https://doi.org/10.1177/1042258720932522
https://doi.org/10.1177/1042258720932522
https://ssrn.com/abstract=2828919
https://ssrn.com/abstract=2828919

2021 Cumming, Vanacker, and Zahra 89

Holmes, R. M., Jr., Miller, T., Hitt, M. A., & Salmador, M. P.
(2013). The interrelationships among informal insti-
tutions, formal institutions, and inward foreign direct
investment. Journal of Management, 39(2), 531-566.

Holmes, R. M., Jr., Zahra, S. A., Hoskisson, R. E., DeGhetto,
K., & Sutton, T. (2016). Two-way streets: The role of
institutions and technology policy in firms’ corporate
entrepreneurship and political strategies. Academy of
Management Perspectives, 30(3), 247-272.

Hornuf, L., & Neuenkirch, M. (2017). Pricing shares in eq-
uity crowdfunding. Small Business Economics, 48(4),
795-811.

Hornuf, L., Schmitt, M., & Stenzhorn, E. (2018). Equity
crowdfunding in Germany and the United Kingdom:
Follow-up funding and firm failure. Corporate Gov-
ernance, 26(5), 331-354.

Hornuf, L., & Schwienbacher, A. (2017). Should securities
regulation promote equity crowdfunding? Small
Business Economics, 49(3), 579-593.

Hornuf, L., & Schwienbacher, A. (2018a). Market mecha-
nisms and funding dynamics in equity crowdfunding.
Journal of Corporate Finance, 50(C), 556—574.

Hornuf, L., & Schwienbacher, A. (2018b). Internet-based
entrepreneurial finance: Lessons from Germany. Cal-
ifornia Management Review, 60(2), 150-175.

Horvathova, A. (2018). Crowdfunding: Business and reg-
ulatory perspective. In D. J. Cumming & S. Johan
(Eds.), Oxford handbook of IPOs. Oxford: Oxford
University Press.

Isenberg, D. (2012). The road to crowdfunding hell. Har-
vard Business Review. Retrieved from https://hbr.org/
2012/04/the-road-to-crowdfunding-hell

Iyer, R., Khwaja, A. I, Luttmer, E. F., & Shue, K. (2015).
Screening peers softly: Inferring the quality of small
borrowers. Management Science, 62(6), 1554—1577.

Janis, I. L. (1982). Groupthink: Psychological studies of
policy decisions and fiascoes. Boston: Houghton
Mifflin.

Jensen, M. C. (1978). Some anomalous evidence regarding

market efficiency. Journal of Financial Economics,
6(2/3), 95-101.

Ko, E.J., & McKelvie, A. (2018). Signaling for more money:
The roles of founders’ human capital and investor
prominence in resource acquisition across different
stages of firm development. Journal of Business Ven-
turing, 33(4), 438—454.

Kshetri, N. (2018). Informal institutions and Internet-based
equity crowdfunding. Journal of International Man-
agement, 24(1), 33-51.

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny,
R. W. (1997a). Trust in large organizations. American
Economic Review, 87(2), 333—338.

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny,
R. W. (1997b). Legal determinants of external finance.
Journal of Finance, 52(3), 1131-1150.

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny,
R. W. (2000). Investor protection and corporate gov-
ernance. Journal of Financial Economics, 58(1-2),
3-27.

Latané, B., Williams, K., & Harkins, S. (1979). Many hands
make light the work: The causes and consequences
of social loafing. Journal of Personality and Social
Psychology, 37(6), 822—832.

Li, Y., Vertinsky, I. B., & Li, J. (2014). National distances,
international experience, and venture capital invest-
ment performance. Journal of Business Venturing,
29(4), 471-489.

Li, Y., & Zahra, S. A. (2012). Formal institutions, culture,
and venture capital activity: A cross-country analysis.
Journal of Business Venturing, 27(1), 95—-111.

Lukkarinen, A., Teich, J. E., Wallenius, H., & Wallenius, J.
(2016). Success drivers of online equity crowdfunding
campaigns. Decision Support Systems, 87, 26—38.

Mamonov, S., & Malaga, R. (2018). Success factors in Title
IIT equity crowdfunding in the United States. Elec-
tronic Commerce Research and Applications, 27,
65-73.

Massolution (2015) 2015 CF The crowdfunding industry
report. Retrieved from http://reports.crowdsourcing.
org/index.php?route=product/product&product_
id=54

Mohammadi, A., & Shafi, K. (2018). Gender differences in
the contribution patterns of equity-crowdfunding in-
vestors. Small Business Economics, 50(2), 275—-287.

Mollick, E. (2014). The dynamics of crowdfunding: An
exploratory study. Journal of Business Venturing,
29(1), 1-16.

Mollick, E., & Nanda, R. (2016). Wisdom or madness?
Comparing crowds with expert evaluation in funding
the arts. Management Science, 62(6), 1533—1553.

Mollick, E., & Robb, A. (2016). Democratizing innovation
and capital access: The role of crowdfunding. Cal-
ifornia Management Review, 58(2), 72—87.

Morck, R., & Yeung, B. (2003). Agency problems in large
family business groups. Entrepreneurship Theory and
Practice, 27(4), 367—382.

Mustakallio, M., Autio, E., & Zahra, S. A. (2002). Relational
and contractual governance in family firms: Effects on
strategic decision making. Family Business Review,
15(3), 205-222.

North, D. C. (1990). Institutions, institutional change and
economic performance. Cambridge, U.K.: Cambridge
University Press.


https://hbr.org/2012/04/the-road-to-crowdfunding-hell
https://hbr.org/2012/04/the-road-to-crowdfunding-hell
http://reports.crowdsourcing.org/index.php?route=product/product&product_id=54
http://reports.crowdsourcing.org/index.php?route=product/product&product_id=54
http://reports.crowdsourcing.org/index.php?route=product/product&product_id=54
http://reports.crowdsourcing.org/index.php?route=product/product&product_id=54
http://reports.crowdsourcing.org/index.php?route=product/product&product_id=54

90 Academy of Management Perspectives February

Petkova, A. P. (2012). From the ground up: Building
young firms’ reputations. In M. L. Barnett & T. G.
Pollock. (Eds.), The Oxford handbook of corporate
reputation (pp. 383—401). Oxford, U.K.: Oxford
University Press.

Pollock, T. G., & Rindova, V. P. (2003). Media legitimation
effects in the market for initial public offerings.
Academy of Management Journal, 46(5), 631-642.

Pollock, T. G., Rindova, V. P., & Maggitti, P. G. (2008).
Market watch: Information and availability cascades
among the media and investors in the US IPO market.
Academy of Management Journal, 51(2), 335-358.

Rossi, A., & Vismara, S. (2018). What do crowdfunding
platforms do? A comparison between investment-
based platforms in Europe. Eurasian Business Review,
8(1), 93-118.

Sapienza, H. J., Manigart, S., & Vermeir, W. (1996). Venture
capitalist governance and value added in four coun-
tries. Journal of Business Venturing, 11(6), 439—469.

Schneper, W. D., & Guillén, M. F. (2004). Stakeholder
rights and corporate governance: A cross-national
study of hostile takeovers. Administrative Science
Quarterly, 49(2), 263-295.

Schulze, W. S., Lubatkin, M. H., Dino, R. N., & Buchholtz,
A. K. (2001). Agency relationships in family firms:
Theory and evidence. Organization Science, 12(2),
99-116.

Schwienbacher, A., & Larralde, B. (2012). Crowdfunding of
small entrepreneurial ventures. In D. Cumming (Ed.),
The Oxford handbook of entrepreneurial finance.
New York: Oxford University Press.

Scott, R. W. (1995). Institutions and organizations. Thou-
sand Oaks, CA: Sage.

Shane, S., & Cable, D. (2002). Network ties, reputation, and
the financing of new ventures. Management Science,
48(3), 364—381.

Shane, S. A. (2003). A general theory of entrepreneurship:
The individual-opportunity nexus. Cheltenham, U.K.:
Edward Elgar Publishing.

Shleifer, A., & Vishny, R. W. (1997). A survey of corporate
governance. Journal of Finance, 52(2), 737-783.

Signori, A., & Vismara, S. (2018). Does success bring suc-
cess? The post-offering lives of equity-crowdfunded
firms. Journal of Corporate Finance, 50, 575-591.

Spence, M. (1973). Job market signaling. Quarterly Journal
of Economics, 87(3), 355—374.

Stiglitz, ]. E., & Weiss, A. (1981). Credit rationing in markets
with imperfect information. American Economic Re-
view, 71(3), 393—410.

Strange, R., Filatotchev, 1., Buck, T., & Wright, M. (2009).

Corporate governance and international business.
Management International Review, 49(4), 395—407.

Stuart, T. E., Hoang, H., & Hybels, R. C. (1999). Interor-
ganizational endorsements and the performance of
entrepreneurial ventures. Administrative Science
Quarterly, 44(2), 315-349.

Surowiecki, J. (2004). The wisdom of crowds: Why the
many are smarter than the few and how collective
wisdom shapes business, economies, societies and
nations. New York, NY: Doubleday.

Uhlaner, L., Wright, M., & Huse, M. (2007). Private firms
and corporate governance: An integrated economic
and management perspective. Small Business Eco-
nomics, 29(3), 225—-241.

Vanacker, T., Collewaert, V., & Zahra, S. A. (2017). Slack
resources, firm performance, and the institutional
context: Evidence from privately held European
firms. Strategic Management Journal, 38(6), 1305—
1326.

Vanacker, T., Forbes, D. P., Knockaert, M., & Manigart, S.
(2020). Signal strength, media attention, and resource
mobilization: evidence from new private equity firms.
Academy of Management Journal, 63(4), 1082—1105.

Vanacker, T., Heughebaert, A., & Manigart, S. (2014). In-
stitutional frameworks, venture capital and the fi-
nancing of European new technology-based firms.
Corporate Governance, 22(3), 199-215.

Vismara, S. (2016). Equity retention and social network
theory in equity crowdfunding. Small Business Eco-
nomics, 46(4), 579-590.

Vismara, S. (2018). Information cascades among investors
in equity crowdfunding. Entrepreneurship Theory
and Practice, 42(3), 467—497.

Vulkan, N., Astebro, T., & Sierra, M. F. (2016). Equity
crowdfunding: A new phenomena. Journal of Busi-
ness Venturing Insights, 5, 37—49.

Walthoff-Borm, X., Schwienbacher, A., & Vanacker, T.
(2018a). Equity crowdfunding: First resort or last re-
sort? Journal of Business Venturing, 33(4), 513-533.

Walthoff-Borm, X., Vanacker, T., & Collewaert, V. (2018b).
Equity crowdfunding, shareholder structures, and
firm performance. Corporate Governance, 26(5), 314—
330.

Wright, M., Siegel, D. S., Keasey, K., & Filatotchev, L
(Eds.). (2013). The Oxford handbook of corporate
governance (Vol. 28). Oxford, U.K.: Oxford Univer-
sity Press.

Zacharakis, A. L., & Shepherd, D. A. (2001). The nature of
information and overconfidence on venture capitalists’
decision making. Journal of Business Venturing, 16(4),
311-332.

Zahra, S. A., & Filatotchev, I. (2004). Governance of the entre-
preneurial threshold firm: A knowledge-based perspec-
tive. Journal of Management Studies, 41(5), 885—897.



2021 Cumming, Vanacker, and Zahra 91

Zahra, S. A., Filatotchev, 1., & Wright, M. (2009). How do
threshold firms sustain corporate entrepreneurship?
The role of boards and absorptive capacity. Journal
of Business Venturing, 24(3), 248-260.

Younkin, P., & Kashkooli, K. (2016). What problems
does crowdfunding solve? California Management
Review, 58(2), 20—43.

Douglas J. Cumming (cummingd@fau.edu), JD, PhD, CFA,
is the DeSantis Distinguished Professor of Finance and
Entrepreneurship at Florida Atlantic University College of
Business, and Visiting Professor, Birmingham Business
School, University of Birmingham. Douglas has published
over 150 academic articles in entrepreneurship, finance,
law, and management. He is the managing editor-in-chief

of the British Journal of Management and Review of Cor-
porate Finance.

Tom Vanacker (TomR.Vanacker@UGent.be) is associate
professor at Ghent University and research professor at
University of Exeter Business School. His research focuses
on entrepreneurial finance and has been published in
management, entrepreneurship, and finance journals.

Shaker A. Zahra (zahra004@umn.edu) is the Robert
E. Buuck Chair of Entrepreneurship and a professor of
strategy and entrepreneurship at the Carlson School of
Management at the University of Minnesota. His research
centers on entrepreneurship in global companies in
science- and technology-based industries, the role
of capabilities in global markets, and international
entrepreneurship.



mailto:cummingd@fau.edu
mailto:TomR.Vanacker@UGent.be
mailto:zahra004@umn.edu

Academy of Management Perspectives February

92

‘aoueuyj [oSue pue [eydeo emjusa se yons Suroueury ade)s

-A1e8 BATIRUIL)E JO A)I[IE[TRAR B1]) U0 spuadep uonengar

eundQ ‘seanentur [euneuaidenus wirey Aew uornosjoid
I0)saAUT Suoms A[I0A0 JeT[) SUIMOTS [9POW [BOT}SI0AT) V

*}09JJ0 OU SABY] UOTIONE UE Jo pua ay) Je Surdrus

Ppue ‘sjoapje Surures] ‘eoue)stp oryderdoss) ‘Surpunjpmord

Aymbe ur sareys 10y Aed 0} sseuSur[[Im s1939Rq

QOUAN[JUT AJ[IJRJOA JONIEUI D0)s pue ‘Surpiey ‘Surpuny ur
ssa1do1d ‘uoneonstydos 10}seaut ‘sonstsjoereyd usreduen)

"SI0)SOATT pea] 0} SdN-1IB)S WO PMOID 9T} JO SOTITATIOR

JUOWI}SOAUT [BD0] 81} SUTYIYS Aq ANOUWIWASE UOT}BULIOJUT
£q pasneo saIn[rej 19)[IeU 9ONPAI ABUI S9JBIIPUAS

‘sspromyeu o1[qnd pue ajeatrd jo uonezImn
oY} pue sarnjeaj uSredureo Surpunjpmold payoaasaid
0} PaJB[aI PEAJSUT ST SS820Ns FuTpun, *SUTPUNJPMOID
Aymbea ur sseoons Surpuny 103 eouejrodur swrid
Jo jou axe sTadue 1o s)sipeyIden amjuea Aq pasn BIILID A,

'ss920ns Jurpuny jo seniqeqolrd 1eysty pey [eirdeo [eroos
aouwr pey (q) pue Sunsiy je seTuedwod 11817} JO UOTJORI]
Ia[[ews B p[os (8) oym sinauaidenua Aq payouney sudreduren

'$$900NS
Surpuny jo Aj1iqeqoad a1y yoedur A[Suons aiojaiaty)
ued pue sTeusls oAT}09)j se pajaIdia)ur oq UBD SYSLI Jnoge
uotjewLIOjUl payrelap atowr Surpraoid pue Ayinba Sururelay

V'N

awr} Sururewal
‘AmeloA j9xIRW

3003s ‘Surpiey ‘(payoear
[eo8 urpuny ‘ereys
Surpuny “8'a) uSreduren
Surpuny a1} ut ssexdoad
‘(eouatradxe jusur}saAUT
8-0) uonjeonstydos
Iayoeq ‘(1eo3 Sutpuny
‘uorjenyesaid “3-9)

sonstejoeIeyO uSreduren

V'N

(1deouoo

Jo ANTIqepUE)SIOpUN
‘$)I0M}OU BTPOUT

[e100s “YIom}ou ajeatrd
woy Surpunyj A[1es 89)
samjeay SUTPUNIPMOID
pue (aSeys ‘suriay
‘A)TIqeTEDS ‘sjoxTRuT
‘urea} *5§'9) BLIOILID

JUOUI}SOAUT , [RUOTHPRL],,,

[eyden
[BID0S pUE paIajjo

Aymbea jo o8ejusoreg

suotnos(oxd

[etoueuy ‘smauaidenus
£q paurejai axeys Aymba
‘Terden TenjoayeyUT
‘Tevden (eouer([e)

[e100s ‘[ejides wewniy

'V'N

(oo1ad

19391 / (9911d 19501}

— 9o11d paIayjo) x 00T
= wmrwaid) 9o1id

19301} I9A0 WINTWAIJ

'V'N

PasTeI jJunoure pue

SIO}S|AUL JO IsquunN

junoure Surpunj pue

SIO}S9AUL JO IsquunN

jueumysaAur Jo paads
PUE ‘JUNOWE JUSUIN)SOAUT
‘SI0]SOAUT JO IoqUINU

‘Aurunp papuny Ay

V'N

"JUSUI)SOA0TU]
[evod Surpunjpmord
£ymbe ueurran

81} UO ‘$T0Z ‘GZ YOIBIA
01 ‘TT0Z ‘9 18qUISAON]
wolj potrad a1y Sutmp
PAISOAUT OT[M SI9YIBRq

66% pue syosloid ¥

V'N

‘suSreduren [njssedons
0JUI 8PBUW 8I8M 9,9/
YOTYM JO ‘SJuUauI]}S9AUT
Zh.,‘T sepnour

ardures oY1, ‘$10¢
Iaquiaydeg pue z10g
KeN usamjaq wroperd

Iopseau] a1p} uo syoaloid gg

¥102—110¢Z Usamisq
SIP99g PUE 9GNIPMOID)
sutropjerd Y'N

a1} uo pajsiy spafoad 147

1102 1840390
pUE 9007 18q03190
ueamiaq gOSSsv
urofjerd uerfensny

a1} uo pajsiy spafoad 01

L102
‘I8YDeqUAIMIDS
¥ JnuIoy

L10¢
‘goan[uenaN
3§ JNUIOH

9102
“Ie 10 [emeIdy

9102
B 10 UaULIB[N']

9102 .MHmEm:/

ST0Z B 10 SIB[UY

sSurpur urepy

sa[qerre\ juapuadapug

sajqerre juapuada(g

adureg

(s)royny

oIeasay Surpunjpmor) Aymby Sunsixy yo mataraaQ
IV A1dV.L

V XIANAddV



Cumming, Vanacker, and Zahra 93

2021

*SI0)SOATT 91B] JOBRINE
wIn} ur oym ‘sI0)soAUl AJIes Suowe 1ajjo oy} jo [eedde
a1y} asearour o[jold orpqnd ® [YIIm SI0}SIAT] 90 [RIONID
e Ae1d s10)s9AUT [ENPIATPUT SUOUIE SOPEISED UOTIRULIOU]
*Kouour Uetp) 910
0} Junowe YIIYMm ‘saTueduron o} syyauaq o[qISUL)UT I9JU0D
0} sweas os[e Surpurypmoid Aymby ‘surry o8e)s-Ajres
‘PesNO0J-TOWNSUOD ‘DATIBAOUUT UTHIM sInauaidanus
woyy Surpunjpmourd A)nba 10 puewap Suons st 819y,
‘Surpunjpmouid £)nbea ester oy
sjIofje ur o3e3ue 0} sseuIurIM pue A)IqR simausiderius
U0 SUOTIN)T)SUT [BULIOJUT JO $309JJo o1} Surrofdxy

“I0YS1Y ST SI0}SOAUT S[BWI
jo uonrodoud a1} yotym ut syoaload ur yseaut 0y A]ex1] a10w
OS[e 8IB SI0}SOAUIL o[eW9,] ‘sSurIagjo A}be jo adejusorad
I9YS31Y ® 9ABY pue 109} Y31y pue I08unoA aIe ey}
suiIty Jo Aynba a1p) UT)soAUT 0} A9 SSA] OIB SIO}SOAUT STRUD,]
"9DUR]STP 0] SAT)ISUAS JOU IB SIOISIAUT
SBOSIAAO JBY[} S[EOAAI SIO}SOAUT SBISIOAO PUE ANJUNOD SUIOY
Jo uostredwod y ‘s10}saAul ANUN0D awioy [Te 1oy Ayjiqeqord
JUSUIISOAUT Y}IM Poje[a110d A[oanjeSau st aoue)sip orydeiSoan)
'$5900MS
Surpuny joapye A[eanisod (Surpung [ejrdes armjuea 10
[eSue pajoenie jer]) seanjuaa 3'9) s)s1I AouaSe pue ‘(surea}
[eumouaidenue I9SIe] Y)IM SOINUSA “*9°T) UOTINIAXD
‘(syuatyd a1eI0dI00 831R] 0ARY PUE JueUIdO[AASD 9DTAISS
10 1onpoid pajerdurod ey SeIuUaA *a°T) 19 IBW JOMOT
'syoefoxd uonyeradood
pue ‘syuswrdoaaap ssaursng ‘Surpunj mau ‘syuswrdo[asap
uSredureo se yons ‘dn-}e}s o1} jo syuswrdoonsp
Mmau Jnoqe sajepdn 0] paynginie aq ueo seyepdn jo J08jjo
aansod oy, "'uonjedionted pmold sasearout seyepdn ut
pasn adenSuey royduirg ‘uSreduren e Surmp paysod sejepdn
JO IaqUUNU o1} IIM 9OUBDYTUSTS [ROTISTIE)S Sas0[ sajepdn
Jo 10830 o1, ‘sAep maj e Aq ayepdn a1} sSey 109Jge ST,
'$$920Ns JuTpuny Uo 09§30 aanIsod e sey ajepdn ue umnsod

SIO}S9AUL
A[Tea pue s10)s8AUT DT[N

V'N

VN

Iapuan)

2oue)sI(]

ysu AoueSe
PUE “YSLI UOT)NIBXD ST
Jo)IeW 0] PA)R[AI SO[qRLIB A

SOT)STI9)0RIRTD 9jepdn
pue sayepdn Jo Tequuny

SABD 9ATJ }SI1J o1}
I9)JE SI0}SOATT JO IOQUINT
pue s3utIajjo Jo sAep oAl
}SITJ 9]} TOAO SIO}SIAUT
AJ1e0 JO TOqUUINU
‘s10)s9AUT o[oId

orqnd jo a8ejusdiod

'V'N

'V'N

Sunrajjo Aymbe pue
‘g ASojouyos) ‘eSe urirg

Awrump
UOTSIDOP JUBUNSOAU]

(3ySnos sem

e} reytdeo jo junoure

wmnuwrurw 9y} SursTer
“9°'T) ssa0ons Surpun,j

paSperd
eadeo jo junouwre pue
SJUBUISOATT JO IOQUITIN

P10 ur
aqnopmorn uosyosford g1

wopSury
pejtun oy ur sdn-jaeys
papurnypmoid-Aymbae g3

V'N
(urzopyerd
UsIpoms) oNAgpapun,{
WO GTOZ YOIBA
pUuE Z10Z Usemiaq
s10}soAUT onbrun

6461 AQ SJUBUNSAAUT LEG‘T
"ZT0T eun( pue
9002 Usemisq §OSSV
wiropjed uerensny

a1y} uo pajsiy spefoad 0T

sutopyerd ‘g 91
ssoIoe sSUTSI] oINJUeA €ET

‘spexrod Surpunjpmord

Aymba uewac) omy

U0 SUOTSIIBP JUSUNSOAUT
66€°6¢ pue syafoid 14

8102 ‘BIBWSIA

810¢
‘UOSBIN] 38 ‘OMOY
‘UOSMEBIN ‘UMOIG

810¢ ‘ITneysy]

8107 ‘Jeys

3 IPRWUIRYON

8102

“Ie 1o Iajuans)

8107 ‘BeeN
33 AOUOUIBIA

8102 “'[B 18 Yoo1g

sSurpury urepy

sa[qerre\ juapuadapug

sajqerre\ juapuada(g

adureg

(s)royny

(panunuo))
IV 414VL



Academy of Management Perspectives February

94

‘Jjunowre Iadrey
e Surster pue suStedured [nysse0ons SUIASIYIE JO S8OUBYD
91[} 9SBOIOUT OS[E SWSTURYDISW 9saY [, ‘sueo] Sunjedoned
-11j01d JO ULIO] 8T[} UI SYUSUI}SOAUL PAISIJO ST PMOIO
91} PUE ‘9[OToA [BIDURUT B UI pajood ST pMOId a1} ‘[[eus ST
9IS 1901} WINWIUIW 81} weym }sadre] st uorjedronted pmoin
*SIO}SOAUT PMOID ISYJO0 JO SJUSUIUIOD
pUE IOIABYAQ JUSUNSOAUL 81[} A SB [[oM SE ‘sejepdn
Jo woj a1} ut Ineuaidanue o} Aq papraoid uonjeUIIOFUT
UO SUOTSIOOP 9T} 9SB(Q SI0ISAU] “UoTjone aorrd
-puooes e 1epun padeys ;) PUe WSTUBYISUW PAAISS-1SIT)
‘uI00-)8I1j € Iepun padeys 7 a1e sorwreuAp SurpunjpmoIo
K£ymbea ‘padeys 1) st 110oddns 100(o1d jo urened [eord4)
a1} YOIYM UO ‘I8}IeISOry uo suSredured M }SenUoD Uy
‘suonjeorjdde yusjed udtaioj Surpnjout
‘suonjeorjdde jueyed mou oI0W SABY SINJONIS IOP[OYAILYS
10911p ® YSNOIY) peoueUlj SULIY DI S[IYM ‘SISSO[ Io[[EWS
9YBUI 8INJONI)S 99UTWIOU B SNOIY} POOUBUT] 9SOT[} ‘SULIT}
ADH o dnoid ey uryITA) ‘SWIY JDH-UOU PaYDIBW Op UBY}
suonjeotdde jusjed eaey sWLIT JDHH SIOUI ‘I8ASMOY] *SULIT
JDH-UOU payojew UBY} So}el aInjrej I8ySTy 9ARY SULIY JDI

‘sutofie[d 9sa1]) WO Pa)SI] JOU SULIT] PAYDIBUI URT])
S)9SSB 9]qTSUR)UT OIOUI OABY PUE ‘S[9AS] }(AP SATSSAIXS OARY]
ua)jo arou ‘o[qeygod ssef are surrofjerd Surpunjpmoid
Ayba uo paysiy swy] *Ayoedeo 1qap [ruonippe
pUE spunj [BUIL)UT YO AST[) USYM ‘ST JBT}—,}10SaI
1se],, & se suojje[d Surpunjpmoid A)mba uo s1y surarg
‘parrey Apuanbasqns siojsaaut payienb Aq payoeq
AJ[ETITUT SULITJ 8T]} JO BUOU ‘IS}IN,] ‘SULIBJJO UO-MO[[O]
B [[oUNE[ 0} AToXI] 810w axe APYoInb a1oux jo8re) rejiden
a1[) YOBaI B} 8501} OTTYM ‘A)nba IoT[)any ansst 0} A[oYI] sso]
are drysreumo pasradsip a1owr M sTIL] "PaImboe atom
suwIfy 9917 [, *SutIafjo SUrpuUNPMOID UO-MO[[0] B PASTeI
9, G pue uonoa(ur Aymbe ajeatad e Jo wrroy o1y ut SurouERUTy
U0-MOT[0] PASTEI 9,6 ‘PO[Ie] APBAI[E SULIL JO %QT JO [B10})

sueoy Sunedionaed
-jyoxd pue ‘ewreyos
juaunseAur pajood
‘}o30T} WNWIUIW MO

Sa[qeLIBA
TOT}OB SATIOB][0D
pue ‘uSreduren
-Jo-pue 1998 10ad
‘9IMSO[ISTP WOTJRULIOJUT

2IN}ONI)S IOPJOYAIRYS
9OUTIIOU SNSIAA JOBITP
‘Surpunjpmord Aynby

syasse a[qrduejur
‘sjosse oqISue)}
‘o8eI0A8] ‘spuny [RUIS)U]

sa[qeLIeA O1j10ads
-8uuiajjo pue -Aueduwos
‘Butragyo [enrut A1}

ur uoryedionted 103seauy

pestel junoure
‘ssaoons uSreduren
‘SI0}SOAUL JO I9QqUINN

SjuaUISOAU]

aouewrojrad aajeAOUUL

pUE [BIOURUT ULIT]

Awrnp SurpunjpmoId
Aymbea 10y Suryoreag

Sursteipuny
UO-MOT[0J ‘9IN[Te,]

surzopyerd

UBULISN) JO }OS PBOIQ B UO

$10Z ‘1€ Taquraydag pue

1102 IsnSny usamiaq

sudreduren [njssaoonsun
pue [nJssaoons 18T

‘SUOISTOSP JUSUI}SOAUL
£96°9z opew sudreduren
asay} Surpuny
s10)saAu] ‘surroperd
UBwLIS:) INoj uo sdn-}re)s
18 £q unI arem yoIYM
‘suSreduren Surpuny 68

SIPa9g I0 9qNOPMOID)
woIj SUIpunypMoId

Kyba posterey) suLiy 0cg
az1s
pue ade ‘Ansnput uyg jo
SULIS) UT IR[TUITS 9I9M JN(|
suropjerd Surpunjpmord
U0 }ST[ JOU PIP B[} SUWLIY
Jo sedures payojew
0M] PUE 9qNIPMOI)) U0
GT0Z PUE ZT0Z U8aMmIaq
Surpunjpmoro £3mbae

I10J PaYDIeas JBY[} SULIT /LT

GT0Z PUB 110Z
U99M}9q 8qNOPMOID)

uo Surpunjpmoid Aymbe

[BNTUT PasTRIIeY) SWIF 212

q8102
‘IaYDBqUAIMIDS
3 JNUWIOH

B810¢
‘IaY0eqUAIMIDS
¥ JnuIoy

q810Z “TB 10
WIOG-JJOTeM

BQTOZ "B 10
WIOG-JJOTeM

810¢
‘BIRWISTA 3 1I0USIg

sSurpur urepy

sa[qeLre A juapuadapuy

sa[qerre\ Juapuada(

apdureg

(s)royqny

(penunuo))
LV AT9VL



Cumming, Vanacker, and Zahra 95

2021

'S91I089]BD SOTWOU0DT
pue ‘yuswaSeUR]A ‘SSaUISNE O} UTY}IM XapU] UOTIBIID) 9DUSIIG [BIDOS §,80USIIG JO g9\ UT papnyoul , Surpunjpmoid Aymbae , o1do) o1} uo sieded pajosfas sepnyour 1y o[qe],: 910N

1oedurt eanjeSau

e peq sudredureo Surpunjpmoid Aynbs snorasid Surmp
POSIBI JUNOUIE 9} PUE SIOSBUBT IOTUSS JO IOQUINT S}
SBOIST[M ‘OIN[TE] ULIT] JO PIeZeY] o1} SurseaIour s1030Tpaid
JUBOYTUSTS BI9M LI 81} JO UOTJEN[BA O]} PUE SIO}SOAUT

renden smjuaa fenTur Jo Iequumu a1y, “1oedwr aaneSou 910¢ PUe 1107 UsM]aq
® pEBY WEd) JusuraSeurw I0Tuas a1y} Jo aSe aferone a1y wopSury pajun
searoym ‘Surpunj dn-mofoj Sururejqo uo joedurt aantsod a1y} 10 AueULIaN) UT
B peY s10}s9AUT [e}IdED 8INJUSA [BT)IUT PUE SIOFBURW JOTUSS SOT)SLIO}OBIRYD (sTerrod yuaIepIp €1 UO)
JO Iaquunu 91, *8IN[TeJ JO POOYI[YI] 18YSIY B pey 0s[e Jnq uSredureo 04 ugredureos SurpunypmoId
‘sysireyiden amjuaa 1o spaSue ssoursnq ysnory) Surpuny dn ‘syusled pue syIrewopeI) aInjrej £ymbe [nysseoons auo 8107 ‘UIOYZUa)S
-MOT[0] SuTUTE}qO JO BOUBYD ISYSTY B POO)S SULIT J)H UBTLISL) ‘Urea) JusWOSLURI JOTUOS wrryy ‘Sutpuny dn-mof[oq }SBA] JB UBI JRT} SWIY €1F ¥ ‘NTWYDS JNUIOH

*SIO}SOAUT OJUT SISWOISND WIN} 0) PUE JSB( JOUWOISND
[eAo[ e prnq 0} ‘puelq Iaty} dofaasp o) ‘syonpoid 1retp 350}
0} smauaidanus smo[[e D ‘Surreaq are Ao} Jet) sYS1I a1}
ajenyeas Ajererrdordde pue puejsiopun oy readde s1oyseauy

‘soueuy ermsusidenus a8eis-A[1es Jo $60IN0S [RUOT}IPEL £10Z PUe $10Z Usamiaq
0} [eyuswraIour Aje8rey useq A[qeqoid saey wopSury] P9IONPUOD SMATAIS)UT 8107 ‘TnABYY
payun a3 ut sinauaIdar)us 03 SMO[} [BIOUBUL JUBDTUSIS 81, V'N V'N paINONIs-TWoS $9 R “UBWZOL) ‘ULNSH
sSurpur] urepy sa[qerre \ juapuadapug sa[qerre \ juapuada(y ajdureg (s)royny
(panunuon)
IV ATdV.L



Copyright of Academy of Management Perspectivesis the property of Academy of
Management and its content may not be copied or emailed to multiple sites or posted to a
listserv without the copyright holder's express written permission. However, users may print,
download, or email articles for individua use.



