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ABSTRACT

This study examines the effect of signaling and the social identity inherent in the project owner in determining the
success factor of a crowdfunding project. The study is tested using 580 data from projects in Brazil, Russia, India,
China, and South Africa (BRICS countries) during the period from 2012 to the beginning of 2019. Using ordinary
least square (OLS) as analysis technique, it is found that the signaling effect that is explained through comments and
updates has a positive and significant influence in supporting funding success. Signaling is an ultimate way to
eliminate asymmetric information in online transactions including in crowdfunding. Social identity effects on
crowdfunding also show positive and significant results in influencing the success of funding explained through the
number of project publications on Facebook. Project publication on Facebook is one of the examples of electronic
word-of-mouth that has been proven to affect crowdfunding campaigns. On the other hand, it is not proven that the
social identity effect explained by the number of friends on Facebook has a significant influence on the success of
crowdfunding in the BRICS countries. The number of Facebook friends is long associated with identity sentiment that
results in higher funding during the project campaign. However, this research shows no evidence due to some
limitations surrounding the data.
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regarding this phenomenon. Many studies have explored
subjects related to crowdfunding from various
perspectives. These studies include analyzing how
crowdfunding works, its generous potential, and

1. INTRODUCTION

In recent years, crowdfunding has become a new
channel for funding, particularly for micro-finance that ' ' .
has no access to traditional financial services such as ~ Possible threats. Previous studies have elaborated the

banks and investment agencies (Zhang & Chen, 2018).  impact of several factors that can be explained
The advancement of the Internet through the concurrently in the framework of signaling theory

establishment of social media and the development of (RS, 1977; Spence, 1973). Signaling theory deals with
online financing platforms shape opportunities for ~ e case when two parties have different access to
beginner entrepreneurs to raise their capital and at the ~ Information as well as their efforts to make the
same time for non-professional investors to invest their ~ information accessibility equal for both of them
money without financial intermediaries (Vismara, (Connelly, Certo, Ireland, & Reutzel, 2011). Signaling

2016). Crowdfunding activities around the world in €0y, in particular, centers on how to eradicate
2014 alone were able to raise US$ 16.2 billion, with a  Information asymmetry between parties involved in any
growth rate of 167% (Massolution, 2015). The future of ~ transactions (Spence, 2002). Asymmetric information,
crowdfunding is expected to be yet more radiant in the ~ Which mostly occurs in the market, raises an
coming years. By 2020, the economic value of information gap between lenders and borrowers, which

crowdfunding is estimated to reach US$ 3.2 trillion and 1S Pelieved to cause the phenomenon called moral
able to create two million job opportunities (Fundable, ~ nazard (Leland & Pyle, 1977). With the existence of
2014). asymmetric information, every action taken by the

o ) market or certain parties will greatly matter considering
The fascination of crowdfunding attracts both the important information contained by it (Stiglitz,
scholars and policymakers to build understanding 2002). Therefore, signaling becomes immensely
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important to deliver information, with no exception in
the effort of attracting investors on crowdfunding
platforms.

Nevertheless, attracting investors in online forums
such as crowdfunding is not easy. Concerning the nature
of online transactions, where adequate information
regarding fundraisers’ profiles is limited, investors will
find assessing fundraisers’ trustworthiness even harder
(Chau, Hu, Lee, & Au, 2007). Therefore, a bridge in the
form of investors’ trust is needed so that online
transactions could occur (Chien, Chen, & Wu, 2013).
Through signaling, fundraisers deliver information to
investors to constitute a sense of trust to invest in the
projects owned by fundraisers. This study tries to
explain the importance of signaling in determining the
success of the crowdfunding campaign.

In addition to signaling, this research will explore
the social network aspect of the project owner. Social
capital is a valuable resource categorized as intangible
capital, but equal to physical and human capital that has
a function to support productivity, social capital also
performs to do the same as both (Coleman, 1988). The
social aspect also benefits the organization because
social capital is believed to be able to cut transaction
costs by saving the costs incurred for information and
coordination (Nahapiet & Ghoshal, 1998). Social capital
provides potential resources in the form of collective
support from other individuals in the same network or
group (Bourdieu, 1986). Network ownership and social
capital have been considered to have important roles in
assisting the funding activities of a project (Hsu, 2007).
Under the crowdfunding context, the broader the
network owned by fundraisers, the higher the
probability of the project to achieve its funding goal
(Mollick, 2014). This study addresses how social capital
owned by project owners can define the success of
project funding. Social capital is explored more deeply
in social identity, i.e. how one perceives himself as part
of a group (Tajfel & Turner, 1986).

Previous studies have tended to not focus on the
geographical location where the project took place.
Most of the projects taken into the sample are projects
held in developed countries that are based
predominantly in North America and Western Europe.
This research centers on projects held in developing
countries that are members of the BRICS association.
Brazil, Russia, India, China, and South Africa (BRICS)
lead the economy and political power in emerging
countries at regional and international levels. Due to the
geographical dimensions and demographic conditions,
the BRICS economy is considered capable of
influencing global economic development, especially
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for Low-Income Countries (ILC) (Morazan, Knoke,
Knoblauch, & Scahfer, 2012). While South Africa
might not be equal in terms of size and growth of the
economy to the other BRICS members, it holds the
strongest position with the existence of strong footprints
across the African Region, which makes South Africa
an exceptional choice as Africa’s representative
(Thakur, 2014). The BRICS alliance is seen to be a
reinforcement  for  south-south  cooperation and
representative of important southern regions, namely
Africa, Asia, and South America (Sarkar, 2017).
Accordingly, this study attempts to comprehend the
effect of both signaling and social identity theory on
crowdfunding success in BRICS countries.

2. THEORETICAL BACKGROUND

2.1.Reward-based Crowdfunding

Cruz (2018) defines reward-based crowdfunding as a
method that allows the crowd to provide financial
assistance for businesses’ or individuals® projects, in
return for special gifts, appreciation tokens, or the first
editions of the products. The idea of reward-based
crowdfunding is quite simple and similar to other
crowdfunding models. Fundraisers, who need to get
funds, advertise their ideas on a crowdfunding platform
along with a complete description, needed funds,
videos, updates, and, most importantly, an explanation
of what types and prizes backers will received
(Davidson & Poor, 2016). A small contribution usually
gets a symbolic gift such as the product of the project or
the invitation to a particular forum organized by the
project owner, while, for sufficiently large contribution,
the prizes will vary from the opportunity to meet project
owners, the right to contribute ideas for further product
development, to recognition as one of the initiators and
contributors to the project (Steigenberger, 2017).

2.2. Crowdfunding in BRICS Countries

Despite all the hype, crowdfunding success tends to
still be a US-centric or, possibly, West-centric
phenomenon (Kshetri, 2015). The economic values of
crowdfunding in Asia, Africa, and South America are
among the smallest compared to other territories such as
the US and Western Europe (Massolution, 2015). The
growth of crowdfunding platforms in the BRICS
countries are 17 %, 4%, 10%, 1%, and 4% for Brazil,
Russia, India, China, and South Africa, respectively
(World Bank, 2013). Lack of regulation is one of the
issues, especially for reward-based and donation-based
crowdfunding
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Table I. Crowdfunding Comparisons
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Growth | Year of Beginning Development

Leading Crowdfunding

Regulation
Platforms g

platforms appeared, but the fastest
development started two years after, with
Ketto leading the crowdfunding activity.

Brazil 17% 2010 through the launch of Catarse Catarse, Vakinha, Kickante, | Limited regulation for investment
and Benfeitora crowdfunding, namely equity-based
and lending-based crowdfunding
Russia | 4% 2008 through the launch of Kroogi Planeta.ru, Boomstarter.ru, Central Bank of Russia authorizes the
Rusini, and Tugeza crowdfunding activity
India 10% In 2010, some of the crowd-funding Ketto and Catapooolt Limited regulation for investment

crowdfunding, namely equity-based
and lending-based crowdfunding

China | 1% 2011 through the launch of Demohour Demohour, AngleCrunch, The Securities of China (SAC)
Musikid, Zhongchou, and authorizes the crowdfunding activity.
Taobao

South 4% 2013 through the launch of Thundafund Thundafund, Jumpstarter, Out of regulations

Africa and BackaBuddy

2.3. Signaling Theory

Spence (1973) illustrates the signaling theory under
labor market circumstances, where an employer has
limited information regarding a candidate’s skills and
the candidate sends the signal through a good education.
The effort of the candidate to provide positive signals
through education is one form of reducing asymmetric
information between both because signaling is
considered to be able to reduce the asymmetric
information (Spence, 2002). In signaling theory, one
party has more access to information than the other
party, which causes the emergence of asymmetric
information (Connelly et al., 2011). In addition to
reducing asymmetric information between one party and
other parties in the market, signaling also plays an
important role in strategic formulation (Ndofor &
Levitas, 2004).

Evaluating businesses or projects in the pre-
organizational stage is a difficult task since there is not
enough evidence to assess the owner’s credibility and
trustworthiness (P. H. Kim, Buffart, & Croidieu, 2016).
Under these circumstances, signaling is needed to help
buyers/investors assess the reputation of entrepreneurs.
In the crowdfunding context, signaling means
displaying special features of the projects that carry
important information for backers.

2.4. Social Capital and Social Identity Theory

Social capital is the overall potential resources
available from networks and social units owned by
individuals (Nahapiet & Ghoshal, 1998). Larance
(2001) defines social capital as a public good formed on
trust among various groups, thus establishing a network
among them. The idea of social capital is distinct from
the social network, but both have convergence. The

social network is a channel for creating, maintaining,
and managing social capital, while social capital is a
network able to provide significant information and
benefits (Javakhadze, Ferris, & French, 2016).

Social identity theory suggests human behavior is
frequently affected by the choices of identity, which
influence the actions and motives behind it (Gerber &
Hui, 2013). Attracting individuals who have “strong
identity capital” is a surefire step that is believed to be
able to influence the participation of other members
within their group (Resnick & Kraut, 2012). A strong
sense of affiliation that lies in identity causes people to
move collectively with fellow members of their group
(Aaker & Akutsu, 2009). In the crowdfunding context,
this identity power can help the fundraising process due
to the emergence of a sense of devotion between
backers and fundraisers. Therefore, it is important for
fundraisers and funders to identify themselves to those
with similar identities so that fundraisers could secure
support from them.

3. HYPOTHESIS DEVELOPMENT

Hypotheses are developed based on the two theories
elaborated above. Signaling effect is informed by
signaling theory and social identity effect is informed by
social capital and social identity theory. Figure | shows
the research model based on both theories formulated
previously by Kromidha and Robson (2016). The
modification of the research model is made by adding
one dependent variable based on the study by Zhang and
Chen (2018).

The ability to understand any suggestions, critics,
and advice is the key success for an entrepreneur to run
a business properly and to generate opportunities (Jack,
Dodd, & Anderson, 2008). In crowdfunding, this ability
should help entrepreneurs obtain more opportunities by
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pushing more backers to be involved in their projects.
Collecting more backers means recognizing and then
reducing the perceived risks backers have on their
minds. Perceived risk is caused by uncertainty due to
asymmetric information in online transactions and the
limitations of backers in evaluating projects before
deciding to invest (Li & Yuan, 2018). Backers can give
active signals in the form of their attitude toward the
project, while fundraisers respond to the signals to
divert and shape the backers’ perception of the project
(Kromidha & Robson, 2016). Addressing information
that backers send as a signal should help fundraisers
recognize opportunities (Jack et al., 2008), while at the
same time help fundraisers to reduce perceptions of risk
and other misperceptions related to the project. In the
end, this signal exchange will make the project more
competitive with backers starting to have trust in
fundraisers, reflected in the success of project funding.

Signals sent by fundraisers and backers can be
shown in the “comment section”. If the backers were
interested in a crowdfunding project, they would look
for more information about the project besides what is
already stated in the project description and gather other
information regarding the project owner on the platform
(Wang, Li, Liang, Ye, & Ge, 2018). To form their
interest, backers will usually leave questions or opinions
in the comments section. Similarly, fundraisers send
signals through the comment section, the content of
which is information related to the project that has not
been written by fundraisers in the project description.
Providing detailed and reliable information can build
trust and at the same time reduce the perception of risk
(Li & Yuan, 2018). Therefore, the first research
hypothesis that the authors propose is:

Hypothesis H1: Signals sent by fundraisers and
backers through the comment section have a positive
influence on crowdfunding success.

Signals sent by fundraisers in the form of progress or
information related to the project are another form of
involvement in crowdfunding network (Kromidha &
Robson, 2016). The purpose of sending these signals is
to keep backers’ enthusiasm and inform any information
related to the progress of the project (Kickstarter, 2014).
In the crowdfunding context, unilateral signals occur in
the “update section” because only fundraisers can
publish the progress of the project without requiring
backer’s feedback (Wang et al., 2018). The update is a
one-way communication tool that is often used during
campaigns because it can accommodate the flexibility to
provide additional information about any subjects
related to the project campaign (Block, Hornuf, &
Moritz, 2018).

The unilateral signals in crowdfunding, represented
by the number of updates, have proven to have a strong
influence on crowdfunding success (Block et al., 2018).
A project with regular update announcements has a
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higher probability of success with a rate of 58.7%
compared to projects that never publish any update
announcements, with project success rates estimated at
only 32.6% (Xu et al., 2014). Therefore, the second
research hypothesis that the authors propose is:

Hypothesis H2: Unilateral signals that fundraiser
send through the update section have a positive
influence on crowdfunding success.

Social identity theory suggests that self-identity has
a strong influence on the motive of people’s actions,
including giving and supporting others whose identity is
similar to them (Gerber, Hui, & Kuo, 2012). Previous
research has revealed that entrepreneurs who declare
their profile and identity have a greater chance of
success (Tajfel & Turner, 1986). Investors are
considered to pay close attention to the profile of
fundraisers, hence, during the fundraising process,
fundraisers are required to have similar identities to
investors to “engage the crowd” (Gleasure & Feller,
2016). By using homophily and social identity theory,
Muller, Geyer, Soule, and Wafer (2014) predict that
many identities come from geography, companies, work
groups, or a combination of these elements. One or a
combination of them could influence the possibility of
voluntary collaboration in social life. Moreover,
fundraisers’ ability to place their identities on social
media, for example, is believed to be able to provide a
favorable position for fundraisers when they need mass
support (Kromidha & Robson, 2016). Therefore, the
third research hypothesis that the authors propose is:

Hypothesis H3: Fundraisers’ identities manifested
on social networks have a positive effect on
crowdfunding success.

Control variable 1
Members” Fundraiser’s

comments (H1) | updates (H2) Categorization

Measure of
success

+ Pledge
amount

* Number of
backers

SOCIAL Fundraiser’s Facebook Control variable 2

IDENTITY Facebook shares by

THEORY friends (H3) anyone (H4) Location

Figure I. RESEARCH MODEL

Social identity theory proposes that community
engagement based on identity is necessary to enhance
participation (Resnick & Kraut, 2012). The previous
hypothesis recounts fundraisers’ identity on social
networks. However, we also need to pay attention to
backers’ identities on their social networks and how
their potential sources could support fundraisers’
campaign. These resources are available when
fundraisers can follow the rule in networking, which is
an organic partition where everyone inside is affiliated
to share and cooperate (Anderson & Jack, 2002). On
Kickstarter, backers and visitors can show their identity
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by sharing projects on their social networks to help
increase the amount of funding on the project campaign
through the mechanism called online word-of-mouth
that happens outside the fundraiser’s social network
(Kromidha & Robson, 2016). The more backers and
supporters  identify  themselves  with  certain
crowdfunding projects, the more new potential backers
help the project to fund. Identity-based commitment has
eased fundraisers’ effort to persuade people to help to
campaign for their project, which is associated with a
higher probability to succeed compared to other
fundraisers without that effort (Hobbs, Grigore, &
Molesworth, 2016). Therefore, the fourth research
hypothesis that the authors propose is:

Hypothesis  H4: Backers and  fundraisers’
engagement to the project shown in their social network
has a positive effect on crowdfunding success.

4. DATA COLLECTED AND RESEARCH
METHOD

4.1. Sampling Process and Data Collection

Detailed records of 580 projects located in BRICS
Countries are extracted from the largest and most
popular  reward-based  crowdfunding  platform,
Kickstarter. Data gathered only include projects that
have campaign duration during 2012 to February 2019.
Moreover, projects included in the data are projects
whose funding campaign had ended as of February
2019. The projects are further said to be eligible if they
succeed to achieve funding goals. The data used are
secondary and cross-section data, hence this study
cannot offer longitudinal perspective as data used are
final figures of crowdfunding projects and do not
provide changes over time. However, this study could
offer a broad perspective of crowdfunding in BRICS
countries since the data used are relatively large,
consisting of all project categories and covering nearly
all projects available during the five-year collecting
period. The data for each country consist of 71, 76, 117,
246, and 70 projects for Brazil, Russia, India, China,
and South Africa, respectively.

Advancesin Social Science, Education and Humanities Research, volume 558

Table I1. The Examined Construct of Focal and Control
Variables

Variables | Description and Measurement

Focal

variables

Comment | The logarithm of number of comments posted by

S backers and fundraisers to communicate with other
backers or fundraisers.

Updates The logarithm of number of updates posted by
fundraisers during and after campaign period to
share progress of the project and to create
momentum.

Friends The number of Facebook friends the fundraiser has
who linked directly to fundraisers’ profile in
crowdfunding site. The logarithm transformation is
applied for normality.

Shares The logarithm of the number of project shares by
anyone on their Facebook page during and after the
funding period.

Pledge The total amount of money a project earned during

amount the funding period measured in US dollars. When
the projects use foreign currency, they are converted
to US dollar and then transformed by log function.

Number Total number of backers supporting a project. Log

of backers | transformation is applied for normality

Control

variables

Project The dummy variables are created for three major

category project categories: Art, Technology, and project
categorized as other than Art and Technology

Location The dummy variables are created for five countries
categories: Brazil, Russia, India, China, and South
Africa

Duration The logarithm of days in the campaign period

4.2. Measures

Ordinary least square (OLS) is used to estimate the
model. Before running OLS, several analyses are used
as predetermined for OLS testing. The analyses include
summary statistics and a correlation matrix that allow us
to perform multicollinearity test. In the main regression
model performed after, the measure of success of
crowdfunding has two measurements. The first measure
of success is pledge amount (Kromidha & Robson,
2016) and the second is number of backers (Zhang &
Chen, 2018). Table Il shows the detailed descriptions
and measurements of key focal and control variables
used in this analysis and indicates the constructions of
each of them. To test H1, we use members’ comments
in explaining signaling effect. The independent variable
used to test H2 is fundraiser’s updates. The third
independent variable to explain social identity effect is
fundraiser’s Facebook friends. The last independent
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variable used is Facebook shares by anyone, which
allows us to test H4. Project categorizations and
locations serves as control variables created in dummy
form. Campaign duration is appended to the control
variable and serves as an additional variable used to

Advancesin Social Science, Education and Humanities Research, volume 558

perform robustness check in the following section.
Table 111 displays summary statistics and a correlation
matrix. The correlation among independent variables are
comfortably below 0.8, which fit the recommended
upper  limit  suggested by Brooks (2014).

Table I11. Summary Statistics and Correlation Matrix

Ordinary least square regression performed in this
analysis is tested using robust standard error (robust
OLS). Table IV presents the result of regression model
for both pledge amount and number of backers as
dependent variables. The F-test statistic for all model
tested are highly statistically significant at 1%. This
reflects all variables taken together have a joint
relationship with dependent variables and can explain
the phenomenon modeled. Signaling effect depicted by

Mean SD 1 2 3 4 5 6 7 8 9 10 11 12 13| 14

1. Pledge

amount 55059.25 | 169067.60 | 1.00

2. Number | oo, o) 1617.11 074 | 1.00

of backers

3. Updates | 12.64 12.86 036 | 043 | 1.00

4. 217.87 730.56 079 | 076 | 0.46 | 1.00

Comments

5. Shares 818.27 3173.27 024 | 031 [ -003]-0.03| 1.00

6. Friends | 1176.58 793.67 -0.03 | -0.02 | 020 [ 030 | 0.05 | 1.00

7. Duration | 32.89 11.00 012 | 009 | 012 | 0.0 | -0.06 | 0.00 | 1.00

8. Brazil 0.122 0.328 -0.10 | -0.07 | -0.05 | -0.10 | 0.07 | 0.04 | -0.04 | 1.00

9. Russia 0.131 0.495 -0.03 | 0.05| 004 | 002 | 0.00 | -0.03 | -0.04 | -0.15 | 1.00

10. India 0.202 0.402 -0.13 | -0.10 | -0.13 [ -0.13 [ -0.02 | 0.01 | -0.12 | -0.19 | -0.20 | 1.00

11.China | 0.424 0.338 024 | 012 016 | 021 | 006 | -0.10 | 0.21 | -0.32 | -0.33 | -0.43 | 1.00

,10\2f} isc‘;”th 0.121 0.326 -0.08 | -0.05 | -0.07 | -0.07 | -0.01 | 0.13 | -0.08 | -0.14 | -0.14 | -0.19 | -0.32 | 1.00

13. Art 0516 0.500 -0.26 | -023 | -0.30 | -0.28 [ -0.12 | 0.18 | -0.14 | 0.15 | 0.01 | 020 | -0.34 | 0.11 | 1.00

#‘L‘chnology 0.341 0.475 030 | 026 | 040 | 033 | 013 |-019 | 024 | -0.10 | 0.01 | -0.27 | 0.38 | -0.16 | -0.74 | 1.00

15. Other -

than A&T | 0143 0.350 -0.03 | -002 | -0.11 | -0.05 | 0.00 | 000 | -0.13 | -0.08 | -0.03 | 0.08 | -0.03 | 0.06 | -0.42 | /o
5. RESULT number of comments and updates is statistically and

positively significantly related to pledge amount and
number of backers, as shown in Models 3 and 6. Thus,
H1 and H2 are supported. Social identity effect
estimated by number of Facebook shares is statistically
and positively significant. Thus, H4 is strongly
supported. On the other hand, social identity effect
gauged by Facebook friends has not proven to have a
relationship to either pledge amount or number of
backers. Although it appears with positive coefficient,
the result cannot support H3.
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Table IV. Regression Result

Dependent variable: pledge amount Dependent variable: number of backers
Model 1: Model 2: social | Model 3: main | Model 4: Model 5: social | Model 6:
signaling effect | identity effect effect signaling effect | identity effect main effect
Signaling effect
Comments 0.524*** 0.480*** 0.499*** 0.482%**
(0.0371) (0.0387) (0.0292) (0.0318)
Updates 0.312%** 0.256*** 0.389*** 0.367***
(0.0713) (0.0721) (0.0552) (0.0578)
Social identity effect
Shares 0.287*** 0.132%** 0.252*** 0.0710%**
(0.0293) (0.0222) (0.0286) (0.0184)
Friends 0.137** 0.0573 0.075 0.0143
(0.0617) (0.055) (0.0533) (0.0421)
Control variables
Brazil -0.607** -0.805*** -0.479* 0.0644 -0.335 0.213
(0.238) (0.246) (0.271) (0.138) (0.21) (0.155)
Russia -0.382*** -0.601*** -0.400*** 0.200* -0.0654 0.245**
(0.14) (0.198) (0.132) (0.116) (0.198) (0.112)
India 0.045 -0.672*** 0.0336 0.255** -0.439*** 0.285**
(0.164) (0.165) (0.166) (0.122) (0.159) (0.132)
South Africa 0.0877 -0.325 0.0091 0.310** -0.0656 0.255**
0.17) (0.198) (0.178) (0.124) (0.191) (0.127)
Art 0.395** -1.456*** 0.308* 0.498*** -1.367*** 0.484***
(0.161) (0.155) (0.169) (0.114) (0.15) (0.125)
Etc. 0.0616 -1.605*** -0.0417 0.343** -1.325%** 0.338**
(0.184) (0.203) (0.176) (0.148) (0.197) (0.147)
Constant 7.195%** 8.357*** 6.515%** 2.307*** 4.117%** 1.964***
(0.202) (0.429) (0.382) (0.151) (0.37) (0.288)
R-squared 0.6398 0.4247 0.6705 0.7183 0.3705 0.7293
F-stat 94.03 44.01 76.9 118.28 34.79 89.61
Prob>F 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
Control dummy variables are performed by projects based in China. In Model 6, projects based in

excluding one of the two dummy controls for
comparison. China and Technology are excluded from
the regression for location and project category dummy,
respectively. Two of the location control dummy
variables are statistically significant, as depicted in
Model 3. Projects based in Brazil and Russia are more
likely to have lower pledge amount compared to

Russia, India, and South Africa are expected to have
higher number of backers compared to projects based in
China. Projects categorized as Art are more likely to
have higher pledge amount than Technology projects.
Projects outside Technology are also estimated to have
higher number of backers compared to projects in
Technology.
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Table V. Robustness Check

Dependent variable
Pledge amount | Number of backers
Signaling effect
Comments 0.479*** 0.482***
0.0383 0.0317
Updates 0.247%** 0.363***
0.0734 0.0578
Social identity effect
Shares 0.126%*** 0.0683***
0.0214 0.0181
Friends 0.0673 0.0185
0.0525 0.0411
Control variables
Days 0.602*** 0.254
0.185 0.154
Brazil -0.421 0.238
0.285 0.161
Russia -0.325** 0.277**
0.131 0.11
India 0.116 0.320**
0.158 0.128
South Africa 0.073 0.282**
0.181 0.13
Art 0.324* 0.490***
0.168 0.125
Etc. 0.0196 0.364**
0.18 0.151
Constant 4.345%** 1.048*
0.777 0.601
R-squared 0.6814 0.7317
F-stat 74.55 82.8
Prob > F 0.0000 0.0000

As a form of robustness check, we rerun Models 3
and 6 with the addition of one control variable, namely
duration of funding. Table V summarizes the regression
results for robustness check. The results of the two
models produce the same result as the previous models
when duration is not included. In terms of significance
of relationship, both results are still positively and
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statistically significantly related to pledge amount and
number of backers. All of the coefficient determinations
show no drastic changes, hence the research models
proposed in this study have necessary evidence for
structural validity.

6. DISCUSSIONS

6.1. Theoretical Implication

Previous studies explain signaling theory under
various circumstances. Spence (1973) elaborates it
under the labor market circumstance, while Akerlof
(1970) illustrates it inside the lemon market. Our study
deals with signaling theory under the crowdfunding
context in which we investigate how signaling could
help the crowdfunding mechanism work as required.
The first and second hypothesis concern the signaling
effect sent by both fundraisers and backers. The first
hypothesis focuses on how backers and fundraisers
exchange signals eiyh each other through comment
sections. The comment section in crowdfunding is used
to eliminate information asymmetry that commonly
arises in online transactions. Signaling theory offers a
solution to eradicate this phenomenon by suggesting
market participators send any signals that could lower
misperceptions caused by a lack of information. In the
case of crowdfunding, backers generally demand
various information and investigate a project with
questions before deciding to invest their money,
considering the uncertainty surrounding crowdfunding
(T. Kim, Por, & Yang, 2017). Signals are sent to
persuade backers by arranging solid yet intense
communication to deliver any information required
(Xiao, Tan, Dong, & Qi, 2014). Intense communication
is built through the available forum in crowdfunding
platform where fundraisers and backers could exchange
any information. Our finding underlines the importance
of direct and interactive communication in the success
of crowdfunding financing, supported by previous
research by Kromidha and Robson (2016). This result
also suggests that financing activities cannot be
separated from differences in information accessibility,
and the way they choose to deliver and decode the
signal (Connelly et al., 2011). The signals sent by both
backers and fundraisers are key to another level of
commitment in financing, which eventually may
strengthen backers’ trust in the fundraisers (Li & Yuan,
2018).

Our second hypothesis places more focus on
fundraisers’ effort solely. The unilateral signal shows
how fundraisers mitigate asymmetric information by
distributing a series of project announcements. This
signal is delivered by fundraisers through one-way
communication inside the update section available on
crowdfunding platforms. Our finding confirms previous
research that the frequency of announcements published
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by fundraisers is an important signal, which shapes
backers’ intention to invest in projects (Lagazio &
Querci, 2018). Project announcement is a significant
element in maintaining “crowd enthusiasm” to a project
because it is the crowd who will define the success of
crowdfunding (Steinberg, 2012). Fundraisers spread
regular announcements to connect with backers, present
new insights about the project, and provide further
information about the project itself (Kunz,
Bretschneider, Erler, & Leimeister, 2017). Updates are
also crucial as a reminder message that makes the
project stand out in the eyes of backers (Kuppuswamy
& Bayus, 2017). These two results certainly support
signaling theory and have proven the benefits of
signaling effects in reducing asymmetric information
while building investors’ confidence to invest online.

Our two last hypotheses center on how social
identity owned by fundraisers and backers could assist
the process of getting funded. The third hypothesis we
propose does not support the effect of social identity on
crowdfunding. It shows no evidence of relation between
social and business network of crowdfunding. Our
finding contradicts several studies by Kromidha and
Robson (2016), Mollick (2014), and Zheng, Li, Wu, and
Xu (2014), who affirmed that network on social media
was able to bring a positive influence to funding. We
assume the rejection of this hypothesis is most likely to
occur because of several limitations surrounding the
availability of data. First, not all projects listed on
Kickstarter include links to social media owned by
fundraisers. The second limitation is that the popularity
of social media in BRICS countries is not identical. In
China, for example, the measure of Facebook as a social
network is inappropriate since many people use Weibo
instead of Facebook. At the same time, the Kickstarter
platform only provides Facebook as a social media that
can be connected directly to the fundraiser profiles on
the platform. Therefore, the third hypothesis is not able
to explain appropriately social and business network
related to crowdfunding.

Our last hypothesis focuses on the extent to which
identity that creates strong social ties could assist in
boosting the percentage of successful projects in
crowdfunding. We develop the hypothesis based on
social identity theory, in which people perceive
themselves as members of social groups in the
community (Tajfel & Turner, 1979). Social identity
gives fundraisers benefits when their efforts in
recruiting and clustering similar members increase
participation in projects (Resnick & Kraut, 2012). Our
finding highlights the social identity effect that allows
information to circle a particular social network and
create strong ties within groups (Kaminski, Hopp, &
Lukas, 2018). This result shows the practical example of
social identity theory in which backers support projects
that are in line with their identity and aspiration (Aaker
& Akutsu, 2009). Moreover, social identity could serve

Advancesin Social Science, Education and Humanities Research, volume 558

as peer-evaluation when it comes to convincing
potential backers. Peer evaluation is an indispensable
element for the decision-making of a potential backer
due to the difficulty in evaluating the exact utility of the
project given the insufficient information available
(Thies, Wessel, & Benlian, 2014). Peer-evaluation is
part of the online word-of-mouth shared through
publication on social media. The presence of only word-
of-mouth allows users to share experiences and
perspectives on a product or service that is likely to
influence other consumers to assess its benefits (Hussain
et al., 2018). Sharing information through Facebook
shares, including sharing crowdfunding projects, is a
form of mass personal communication (O’Sullivan &
Carr, 2018), helping the project reach the goal by
involving potential backers within the social circles of
backers and fundraisers.

To complete our research, we include two control
variables in the form of dummies for geographical
location and project category. Our results present
evidence that projects based in China have higher both
pledge and backer amounts compared to other BRICS
countries. This may result because the backers’
contribution to projects based in China are expectedly
higher since projects coming from China are mostly
Technology products which require higher pledge. In
project category, our result shows projects not
categorized as Technology are more likely to have
higher pledge amount and backers compared to
Technology. This might imply that the backer’s
contribution to Technology requires a higher price to be
paid, resulting that few backers could afford them.

6.2. Practical Implication

Findings from this study provide guidelines for
several parties involved in crowdfunding practices.
First, for small businesses and enterprises, our finding
delivers insights for project owners to ensure the aspects
and features that influence the success of a project
campaign. The uncertainty of online transactions in
crowdfunding triggers drawbacks and difficulties due to
limited information. Thus, project owners need to make
sure the spread of information reaches out to all
potential backers. Utilizing website features such as
comment and update sections is the cheapest way to
avoid asymmetric information and to attract more
contributors.  Furthermore, project owners could
maximize their social circle as well as those of backers
to attract more money. Sharing and advertising the
project on social media would increase the online word-
of-mouth, making the probability of project success
increase. Second, this research aims to gain insights not
only for fundraisers but also backers. Since we explore
the success story of every project we include in the data,
this study could help backers in examining which
projects have the probability to succeed. Our finding
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also helps backers not to invest in bad projects by
elaborating on the success factors of the crowdfunding
project. Third, our research helps to give input for the
crowdfunding platform to make improvements
regarding some features. These features, expectedly,
could reduce the project failure rate and increase the
percentage of successful projects, while increasing the
economic value of crowdfunding. Fourth, this research
could provide the path for the development of the
crowdfunding platform, especially in regions with small
or no access to conventional financial services. Lastly,
for the government, this study aims to understand how
big is the crowdfunding potential for economic
development and to encourage solid regulations for
lowering the risk of crowdfunding.

6.3. Conclusion

This study aims to examine the success factors in
crowdfunding based on factors derived from signaling
and social identity theory. Data collected are designed to
only include projects from five leading countries in
emerging markets to gain insights about how
crowdfunding could help fill the financing gap due to
limited access to financial services in developing
countries. This research finds that signaling effect has
positive influence on crowdfunding success. The extent
to which backers and fundraisers send signals through
comment section positively affects crowdfunding
campaign. Backers form their perceptions about the
project by reviewing the project and looking for project-
related information through the comment section. The
comment section is an influential forum for fundraisers
in providing information or announcing something
related to the projects that are not yet available in the
project descriptions. Besides comment section, signaling
effect is delivered through a series of announcement in
the update section. It is found that updates published
regularly by fundraisers help the project reach the goal.
A series of updates is announced to ensure that the
project continues to run and as a form of fundraisers’
responsibility to backers.

Our study also confirms the positive influence of
social identity effect that is measured by two variables.
Nevertheless, the social identity described by the
number of friends that fundraisers have on their
Facebook accounts does not have a significant effect on
crowdfunding success. The social circle has a huge
influence on the success of crowdfunding because social
identity is deemed to increase self-identity and a sense
of belonging among its members. This result could
neither accommodate nor confirm previous studies due
to some limitations in the data. Our last hypothesis
concerning social identity effect explained by the
engagement backers and fundraisers have on the project
shows different results from the third hypothesis. It is
found that community engagement through Facebook
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shares positively and significantly influences the
success of crowdfunding projects. Community
engagement encourages backers to not only contribute
but also to help promote the project. Backers actively
support the campaign process by sharing the project on
their social media accounts. This action is the
implementation of online word-of-mouth that helps
fundraisers receive other potential backers.
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