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Abstract 

Crowdfunding is a strategy for procuring capital through the collective endeavours of friends, 

family, clients and individual investors. This fundraising approach takes advantages of the 

collective efforts of substantial group of people- initially online by means of social media and 

crowdfunding platforms and influences their networks for greater extent and exposure. In 

today’s eon of digitalization, crowdfunding is a new and rapidly mushrooming industry. 

According to a report by Massolution, the crowdfunding industry is on track to account for 

more funding than venture capital.  

Start-ups are gaining steam thereby unleashing the entrepreneurship abilities of several 

ignited minds. However, for starting any business and ensure its smooth functioning, finance 

is the critical component. In view of burgeoning start-ups, it creates paramount academic and 

research interest to explore the role of crowdfunding in providing impetus to the growth of 

start-ups. Since various sources of finance have certain risk factors, so is the risk with 

crowdfunding and this article will delve into various risks associated with crowdfunding 

which entrepreneurs of start-ups must be conversant with in order to avert financial 

cataclysm.  

Keywords: Genesis of Crowdfunding; Growth of Start-ups; Start-ups Funding Scenario; 

Risk Factors. 

JEL Classification Code: G1 (Financial Institutions and Services) 
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Introduction 

An innate issue that entrepreneurs witness during starting and initial days of the business 

operations is difficulty in inveigling outside capital, provided the paucity of collateral and 

adequate cash flows and the presence of substantial information asymmetry with investors 

(Cosh et al., 2009). While different investors exist for mammoth amounts of capital, like, VC 

funds and banks, entrepreneurial initiatives that calls for much smaller amount to commence 

with, need to depend on friends and family or own savings. They then also make broad usage 

of bootstrapping techniques to alleviate their financial limitations (Bhide, 1992; Winborg and 

Landstrom, 2001; Ebben and Johnson, 2006), by strengthening their short-term profits. 

In the recent years, some entrepreneurs have started to bank upon the internet to directly seek 

financial assistance from the general public (the “crowd) instead of knocking the doors of 

financial investors, like, business angels, banks or venture capital funds (Kleeman et al., 

2008; Lambert and Schwienbacher, 2010). This technique, called “crowdfunding”, has made 

possible to seek capital for project-specific investments as well as for launching new 

ventures.  

Crowdfunding is the financing of a project or a venture by a group of individuals instead of 

professional parties, such as, banks, venture capitalists or business angels. In theory, 

individuals already finance investments indirectly through their savings, since banks act as 

intermediary between those who have and those who require capital. On the contrary, 

crowdfuning takes place without any intermediary. Entrepreneurs tap the crowd by procuring 

the money directly from individuals. This typical mode of communication is through the 

internet.  

More conceptually, Lambert and Schwienbacher (2010) extend the definition of 

crowdsourcing provided by Klemann et al. (2008), by describing crowdfunding as “an open 

call, essentially through the Internet, for the provision of financial resources either in form of 

donation or in exchange for some form of reward and/or voting rights in order to support 

initiatives for specific purposes”. 

Coming to application areas of CrowdSourcing in start-ups, it is to be noted that in this eon of 

globalization a number of CrowdSourcing applications have been developed to meet the 

requirements of the needy. Most common instances are any book reviewing websites, social 

networking sites such as Facebook, Twitter and other platforms like YouTube, Wikipedia etc. 



Nowadays Crowdsourcing is in the shape of well-developed data repository as well as data 

sharing among different hosts over the network by applying tremendous web technology 

services. Crowdsourcing assist companies to come up with numerous approaches irrespective 

of time, memory, volume and resource restrictions.  

A number of well-established start-ups of today’s eon are doing the same by applying 

Crowdsourcing in more purposeful methods. Some most renowned and widely used 

Crowdsourcing approaches are as follows- 

 

1) Maps and Traffic Information- Waze 

2) Executive Recruiting – Notch Up 

3) Web Usability Testing- UserTesting.com & Feedback Army 

4) Mutual Fund Management- Marketocracy 

Generally, start-up companies are hamstrung when it comes to procure finances, as they 

rarely have access to venture capital, angel investment or more tradition forms of financing. 

This is particularly so with new organizations in pioneering areas that carries a high risk of 

failure. Such a financing shortage was exacerbated by the global financial crisis in 2008. It 

was around this period that crowdfunding made its appearance as a cajoling alternative 

capital raising mechanism for start-ups by exploiting technology (basically the internet) to 

access funding from the “crowd”. Since then, while crowdfunding has grown exponentially, 

it has also witnessed regulatory limitations in the form of securities laws in different countries 

that could stand in way of unleashing its full potential.  

 

Literature Review 

Griffin (2012) points out that, crowdfunding is like posting a classified advertisement on a 

website like Craiglist.com with the difference that, through crowdfunding sites, entrepreneur 

can also advertise a business idea and request for funding from the crowd. Entrepreneurs 

provide a pitch, usually a business plan, detailing the business activities and objectives, and 

the entrepreneur’s plans for utilizing the funds that are sought to be raised. The platform also 

inform funders what, if anything, he or she will receive in return for the capital contribution. 

This is typically done through a term and condition sheet. Crowdfunding essentially 

comprises of a sequence of processes whereby the entrepreneur posts a funding request on the 

crowdfunding platform or website, describing a proposed project. Depending on the nature of  

the project the entrepreneur may or may not provide a business plan. The entrepreneur also 

indicates what, if anything, individuals who contribute money to finance the business will 

receive in return (Bradford, 2012, Schweinbacher and Larrade, 2011). “All crowdfunding 

transactions are facilitated through internet-based crowdfunding altars which also provide a 

convenient mode for all exchanges of funds” (Burtch et. al., 2012).” 



The modelof crowdfunding finds its root in the broader concept of crowdsourcing, which 

refers to using the crowd to get ideas, feedback and solutions in order to develop corporate 

activities (Howe, 2008; Kleeman, Vob and Rieder, 2008).  

As crowdfunding is relatively a new process, it is no astonishment that the literature devoted 

to crowdfunding is also quite nascent. It is however worthwhile making parallels with some 

other sources of entrepreneurial finance, as it assist in better comprehension of the 

specificities of crowdfunding as a distinct form of finance.  

Crowdfunding is innovative approach of funding a variety of new business set-ups, allowing 

individual founders of for-profit, cultural, or social projects to request funding from several 

individuals, often in return for future products or equity. Crowdfunding projects can range 

largely in both goal and magnitude, from small artistic projects to entrepreneurs hunting for 

millions of dollars in seed capital as an alternative to conventional venture capital investment 

(Schwienbacher&Larralde, 2010). With billions of dollars invested in this manner (Epsositi, 

2012), and large-scale action by the US Congress to stimulate crowdfunding, as a source of 

capital for new ventures, crowdfunding offers a potential alternative to the conventional 

models by which early-stage start-ups receive funding, including venture capital. Yet 

crowdfunding remains relatively unstudied (though see Kuppuswamy&Bayus, 2013), outside 

of all the still-uncommon analysis of particular crowdfunding endeavours (Agrawal, Catalini, 

& Goldfarb, 2010; Burtch, Ghose, &Wattal, 2011). 

Crowdfunding refers to a variety of different endeavours- cultural, social, and for-profit in 

order to fund their efforts by drawing on relatively small contributions from relatively large 

number of people using the internet, without standard financial intermediaries. In one of the 

few published overview of the topic, Schwienbacher&Larralde (2010) define crowdfunding 

as “an open call, essentially through the internet, for the provision of financial resources 

either in shape of donation or in exchange for some form of reward and / or voting rights in 

order to support initiatives for specific purposes”. Crowdfunding draws inspiration from 

theories like micro-finance (Morduch, 1999) and crowd sourcing (Poetz&Schreir, 2012), but 

represents its own distinct category of fundraising, facilitated by dozens of internet sites 

dedicated to the topic. 

Crowdfunding has been defined as the ways by which an entrepreneur or business 

raisesfinancing by way of small contributions from a large number of individuals using 

masscommunication through the Internet (Mollick 2014: 2; Schwienbacher and Larralde 

2010: 4;Bradford 2012: 10). 

 

Research Methodology 

The study is based upon descriptive study, since there is paucity of financial data of  

crowdfunding platforms / organizations, i.e. Amount of funds raised; Reported Net Profit 

after Tax; Interest or other incomes; Earnings Before Interest, Tax, Depreciation and 

Amortization etc. Further, crowdfunding being a new concept in India, information pertaining 

to investments by crowdfunding in start-ups is not much available. However, in future if 



crowdfunding companies are listed on the stock exchanges then in-depth analysis will be 

possible.  

 

 

Limitations of the study 

1)  The study is based on secondary data. 

2) Financial data of crowdfunding companies are not available. 

 

Growth of Start-Ups 

Start-ups are usually small and initially financed and operated by a handful of founders or 

one individual. These companies offer a product or service that is not currently being offered 

elsewhere in the market, or that the founders believe is being offered in an inferior market. 

The start-up funding landscape has witnessed a drastic vicissitude over the past few years in  

 Europe. While some years back the alternatives available to start-ups were few, but lately 

there has been a surge in Venture Capital for start-ups at all stages, i.e. from seed to growth. 

This rise in capital has been accompanied by the creation and development of alternative 

financing vehicles like crowdfunding, investment syndicates and new and fresh venture 

capital firms that bring variety of approaches to the market.  

The following stages of start-up financing are as follow- 

a) Seed Round: This is usually a small quantum of money provided to a company in order to 

provide momentum it requires to produce product at initial stages. Generally, the company 

have an idea and knows that it has potential viability in the market, but they may not have 

working prototype. Seed money provides the company a path to move from initial conceptual 

phase towards development of a product. 

b) Series A: When the company possess a sample, they can ask for funding from a venture 

capital group in order to work towards bringing the product to the market. The Series A 

funding is larger than the seed capital financing stage, and is offered in exchange for a 

portion of the company. Start-ups typically use Series A funding to ascertain the best 

business model for their company and to work out the nuts and bolts of moving product into 

the actual market place.  

c) Series B: By the time Series B is reached, a start-up has a product and a business model 

and is in need of sufficient capital to bring the product to a broader market.  

d) Series C: This series is about fast growth. In Series C funding, companies might move the 

work they have been doing in Series B toward international markets or lay emphasis on 

diversifying their product for multiple different platforms.  



In the Indian context, according to the notification dated 17th of April, 2015 issued by 

Ministry of Commerce and Industry, stated that an entity will be considered as a start-up 

subject to the satisfaction of the following- 

i) Incorporated or registered in India 

ii) From the date of its incorporation till five years. 

iii) If its turnover does not surpass INR 25 crores in the last five financial years. 

iv) It is working towards innovation, development, deployment, and commercialization of 

new products, processes, or services driven by technology or intellectual property. 

Further, it is important to note the following points- 

i) Provided that such an entity is not formed by splitting up, or reconstruction, of a business 

already in existence. 

ii) Provided also that at entity shall cease to be a start-up if its turnover for the previous 

financial years has exceeded INR 25 crore or it has completed 5 years from the date of 

incorporation / registration. 

iii) Provided further that a Start-up shall be eligible for tax benefits only after it has procured 

certification from the Inter-Ministerial Board, established for such purpose. 

According to a NASSCOM Report titled, “Start-up India: Momentous Rise of the Indian 

Start-up Ecosystem “published in October 2015 stated with over 4,200 new-age companies, 

India ranks third after US and UK, among global start-up ecosystems. India had 3100 start-

ups in 2014 which is estimated to touch 11,500 start-ups in 2020, according to a report by 

Microsoft Ventures and Venture Intelligence. 

The reasons for the astounding growth of start-ups in India can be comprehended from the 

points put forward by Vikash Jain, Partner and Director, Boston Consulting Group, and 

Professor Dr.KaustubhDhargalkar, Associate Dean, Business Design and Innovation, 

Welingkar Institute of Management Development and Research- 

a) Technology: Technology has simplified the way of doing business. Now there is no 

requirement for traditional retail, or distributors to go to market. Entrepreneurs can access the 

market through the internet since everything is now tech-enabled. This is drastically different 

from what it was almost ten years before or more when entrepreneurs had to search for and 

convince retailers, distributors, etc to stock the product or service. The internet has made it 

accessible and convenient to directly approach the consumer. The entrepreneur is therefore 

not at the mercy of the middle-men. Direct selling is a magnificent alternative available to 

him now. 

b) Risk-bearing abilities: Technology has also assisted in cultivating a ‘can-do’ attitude 

across classes  towards entrepreneurship. A decade ago, on campus interviews, merely 0.5 

percent students interested in entrepreneurship. Now that percentage is soaring with two to 

three percent students opting for entrepreneurship this millennium. For some of these 



students who come from robust economic backgrounds, there is no compulsion to earn 

money immediately after completing their studies. So, even if there is no continuous income, 

their parents are able to look after them. This enables embracing risk. This has largely 

assisted the start-up ecosystem. Some students take up a job and also simultaneously start a 

‘Start-up’. 

c) Social entrepreneurship: Social entrepreneurship has increased due to students of Tier III 

and IV cities. If one were to look at the composition of IIT-Bombay campus, for example, 

there are a lot of students now who come from non-metros. This was not the case two to three 

decades ago. These students have witnessed real problems at the grassroots level and are 

eager to solve these issues. Previously, social entrepreneurship was not seen as profitable 

proposition. However, that is not the case today. 

d) Convenience of communication: Communication has changed the way business is being 

conducted.  It has resulted into lesser cost being spent for arranging meetings etc because of 

access to better technology. Previously, if a meeting was to be held in another city, someone 

senior had to fly down to that city and stay in a hotel- all these expenses have been done 

away with due to Skype, Conference Calls and Video Conferencing. 

e) Availability of funds: There are more avenues to raise funds today than 25 years ago. 

Previously, an entrepreneur had to go to the stock market to raise money. However, the idea 

of seed funds, angel funds, crowdfunding, VC funding etc. has made it easier to start-up 

today. 

f) Better financial systems: In the 1980s and 1990s, stock market fiascos were big thing. 

However, with improving financial systems, the number of such scams or fiascos have 

reduced.  

SEBI Regulations are very stringent and the system has become transparent. The share price 

of the company is a good reflection of the financial performance of the company. 

g) Vibrant ecosystem: Though embryonic, there is a vibrant environment supporting 

entrepreneurship. There are companies that can loan office space, furniture etc. So even if 

someone has nothing but an idea,  

 

Start-ups Funding Scenario  

 Before pouncing on the volume of investments made through crowdfunding, it is essential to 

understand the crowdfunding models. There are four forms of crowdfunding models. These 

are- 

a) Donation-based crowdfunding: Under this approach contributors simply donate money to 

finance a certain cause that they believe in.  They get nothing in return. 

b) Reward- based crowdfunding: When a business promises to provide all those who have 

contributed- something in return (usually a discounted or free final product). 



c) Debt-based crowd funding: When all contributions are considered loans that will be repaid 

to the contributors, when the business takes off. 

d) Equity-based crowdfunding: Monetary contributions against company shares issued to 

contributors.  

Considering the global scenario of crowdfunding, it is quite interesting to note the 

developments in Europe. The volume of crowdfunding in Europe based on 2014 data has 

been discussed in the ensuing paragraph.  

 

To begin with UK, it can be said that it is bestowed with advanced online platforms and 

sophisticated alternative finance instruments as well as a devoted regulatory regime and a 

supportive government. In terms of overall alternative finance, the UKoccupies the top slot 

with €2,337 million, followed by France, €154 million, Germany, €140 million, Sweden €107 

million, the Netherlands € 78 million and Spain € 62 million.  The following exhibits shows 

the number P2P business lendingvolume and equity crowdfunding volume by country for 

2014 (please refer exhibit 1) 

Exhibit 1 



 

Source: http://www.crowdfundbeat.co.uk/2015/02/14/european-alternative-finance-market-

could-top-e7b-in-2015/ 

 

Coming to India, crowdfunding as a source of finance for start-ups have also gained steam. 

However, the Securities and Exchange Board of India (SEBI) has levied restrictions on equity 

crowdfunding in India. Digital equity crowdfunding platforms (ECP) have been considered as 

unauthorized, unregulated and illegal. According to industry estimates, approximately 200 

companies have procured $525,350 - $675,450 on these platforms over the past roughly 18 

months. SEBI has stated that the “electronic platforms open to all investors registered with 

the platform, tantamount to infringement of Securities Contract Act and the Companies Act”. 

In light of this, majority of the start-ups who were relying on equity crowdfunding have 

touched rock bottom owing to the regulation. 

http://www.crowdfundbeat.co.uk/2015/02/14/european-alternative-finance-market-could-top-e7b-in-2015/
http://www.crowdfundbeat.co.uk/2015/02/14/european-alternative-finance-market-could-top-e7b-in-2015/


With more than 4200 start-ups, India is one of the fastest growing start-up ecological unit  

globally. It has the third-largest number of start-ups in the technology sector following the 

US and the UK. However, India is witnessing hegira of start-ups to jurisdictions with more 

congenial regulatory regimes. For example, Singapore provide several benefits for start-ups 

including less stringent compliance requirements, tax credits for investors, zero capital gains 

tax and grants for research and development.In contrast, Indian start-ups suffer from high 

taxation on angel investments, weak patent laws and excessive bureaucracy in both 

incorporation and fundraising stages. 

Identifying the potential of start-ups in strengthening of Indian economy, the capital market 

regulator, SEBI has launched reforms aimed at improving access to funds for start-ups and 

small-to-medium enterprises (“SMEs”). SEBI amended the SEBI (Alternative Investment 

Funds) Regulations, 2012 (“AIF Regulations”) to regulate ‘angel funds’. Relaxations in SME 

listing norms were introduced under Chapter XB of the SEBI (Issue of Capital and Disclosure 

Requirements) Regulations, 2009 (“ICDR Regulations”) to allow for stock exchanges to have 

a separate SME trading platform. 

Despite issues around equity-based crowdfunding, other forms of crowdfunding are 

increasing at a rapid pace in India, particularly when it comes to charitable funding, micro-

lending or political contributions. The amount raised for reward based crowdfunding is 

$960,000 to $1,120,000. 

Now in order to comprehend the trend of start-up funding in India, especially through 

crowdfunding, the ensuing paragraph focuses upon the investment pattern in start-ups during 

2015 and initial years of 2016. Two forms of funding have been considered, i.e. private 

equity and seed funding. It is to be noted that since seed funding is a form of equity offering 

in which an investor invest capital in exchange for an equity stake in the company and it may 

be in the shape of angel capital funding, family funding or crowdfunding. Thus, assuming 

that the seed capital invested in various start-ups . 

 

Risk Factors in Crowdfunding 

Investments of any magnitude entail risk and so before pouring in capital an investor whether 

retail or institutional needs to be conversant with various risk factors. As there are several 

episodes of corporate failures wherein investors have lost their wealth, in view of this, it is 

important to comprehend various risk factors involved in crowdfunding. These risk factors 

may not be an exhaustive list but provides a fair idea on the subject. Further, it is to be noted 

that the risk factors discussed in the ensuing paragraph are based on US scenario but more or 

less same risks prevail in other economies too.  

1) Patents, Trademark and Copyright: Generally, majority of crowdfunded projects, whether 

technology focused or related to other fields involve intellectual property and public 

disclosures of intellectual property may have an important effect on its legal status. For 

instance, if a patentable technology is revealed in a way that enables someone else to utilize 

the new technology, this starts a one-year countdown under the U.S. Patent Act. If a patent 

application is not filed during that time, then a patent cannot be filed. If a project creator 



wants to follow rising trend and file a patent in countries other than the United States, there is 

no one-year bar. Instead, in several countries there is a requirement of absolute innovation. 

So a public disclosure in the United States implies that patent protection is no longer 

available in most other countries. 

Somewhat a similar issue exists for trademarks, i.e. whosoever files for a trademark first is 

assumed to possess rights to that mark.  For example, a crowdfunding project that reveals 

eye-catchy slogan for which a federal trademark application has not yet been filed is at 

substantial risk of having someone else file an application for that trademark. Taking the case 

of YouTube, a trademark now worth millions had hunted crowdfunding and disclosed its 

brand without registering it.  

The risks of revealing copyrighted material are more delicate. In several cases, the pertinent 

copyrighted material may not have been created. Funding is often being sought to allow an 

artist to create a copyrighted work. But if the pertinent copyrighted work has already been 

created, disclosure is generally equivalent under the Copyright Act to “publication.”  

2) Ownership of Submitted Materials: A second risk witnessed by those who espouse the 

trajectory of crowdfunding is the ownership of ideas submitted by the public. Most 

crowdfunding websites allow members of the public to comment on projects, and in several 

cases, these comments cover recommendations that are later included in the project. For 

instance, comments might suggest new features for a device or areas where a documentary 

film could be further developed. Now the question arises that whether the project creator can 

use these ideas / suggestions without compensating the person who contributed them? On 

some crowdfunding websites, including Indiegogo, the terms of use specifically define that 

the project creator owns rights to all submitted comments. But Kickstarter does not define 

ownership, leaving the parties to negotiate or litigate an answer if a project taste the success.  

Even where ownership is supposedly defined in the website terms, or where ownership is not 

legally possible (ideas for copyrighted projects are not protected—only the finished 

expression of the idea), a project creator who utilizes publicly submitted ideas without due 

sensitivity for this issue faces the risk that a comment will raise voice and create public 

relations problem or even litigate ownership.  

3) Meeting Obligations: Those submitting projects to crowdfunding websites no longer 

promise equity in exchange for donations. Yet they do make other promises. Several projects 

provide a list of perks or rewards for donors. A small donor might receive a thank-you card; a 

large donor might receive autographed artwork or a prominent mention on a tech company’s 

website.In some cases, the project creator will not receive donated money unless funding 

goals are reached (if not, all money is refunded to the donors). But a project creator who fails 

to live up to the promised perks may witness legal liability, as well as risk becoming a hermit 

in the crowdfunding community.  

At times, terms of use for crowdfunding websites may hardly mention any detail pertaining to 

the obligation requirements after funds are donated. But large donors are perhaps more likely 

to follow up to ensure that donated funds are well spent, and class action lawsuits are 

definitely a possibility.  



In view of the aforesaid potential risks and the difficulties of starting any new venture, project 

creators would do well to use aspirational language about what they hope to attain rather than 

promise dates on which products or projects will be delivered. This is not to avert 

responsibility for making a sincere endeavour, but rather to properly set the expectations of 

donors.  

4) General Business Standards: Underlying the three risks mentioned above is the basic 

problem that those looking for crowdfunding- often individual artists, start-ups or small 

businesses- may be less likely to comprehend or consume time to attend business and legal 

standards. This casual approach may cause project creators to fail to establish a legal entity to 

run their project even when doing so would make much more sense and provide liability 

protection. Many also neglect to report or pay taxes on contributed funds. Along similar lines, 

other have erroneously referred to their project ( or a legal entity that they have established) 

as a non-profit without fulfilling ( or even applying for) that status through the Internal 

Revenue Service (United States of America). A small company may ignore securities laws 

that would need private placement memoranda, reporting requirements or adherence to other 

regulations.  

 

Where India Stands? 

As mentioned, that despite the fact that equity crowdfunding is gaining foothold at a global 

level with a total volume of $2.5 billion, it is yet to takeoff in India. With Title III of 

Jumpstart, Business Startups Act coming through, securities based crowdfunding is now 

quickly defining the new contours of crowdfunding in USA. Whereas in India, it’s 

approximately two years that SEBI issued a white paper on securities-based crowdfunding 

but has not initiated any concrete measures beyond that. Currently, all crowdfunding 

platforms are projecting themselves as social impact projects, i.e. linking lenders and those 

who require funds rather than funding platforms. In absence of proper regulation, several 

crowdfunding corporate houses in India limit themselves to hunt backers for creative projects 

like those in fashion, independent films, music, comic, publishing and photography.  

Listed below in exhibit 2 are some of the Indian based Crowd-funding platforms available for 

Indians along with their statistics till 2015: 



 

 

Source: http://www.thebinnews.com/crowdfunding-sites-in-india-opportunities-and-facts/ 

 

The number of P2P lending companies in the online space are on the rise. For example, by 

close of 2015, 20 new online P2P companies have been started. The concept is not new- it is 

basically an individual who is not a financial institution, lending money to another individual. 

Currently, in India the online P2P lending can be broadly divided into three categories—

micro finance, consumer loans and commercial loans.The consumer loans category can be 

further divided into personal and education loans. Some of the companies in this category are 

Faircent.com, Loanmeet.com and i-lend.in. Generally, online P2P lending companies work as 

marketplaces that bring individual borrowers and lenders on to one platform for loan 

transactions without the intervention of traditional financial institutions such as banks and 

NBFCs.  

 

Way Forward 

However, the silver lining is that crowdfunding do hold tremendous potential in India due to 

following crucial facts- 

http://www.thebinnews.com/crowdfunding-sites-in-india-opportunities-and-facts/
http://i1.wp.com/www.thebinnews.com/wp-content/uploads/crowdfunding-india-thebinnews.jpg


a) Pooling in money with contributions from ordinary populace for a mission is not new to 

India. 

b) Looking back at the country’s history, regular contributions to political, social and 

religious causes have existed forever. 

c) Indian businesses like the multi-million dollar Reliance Group have been built with modest 

contributions from small time investors. 

d) In the current scenario, given a decisive mandate to its leadership, the country is poised to 

not just bring its economy back on track but also find new approaches to solve some of its 

challenges. 

However, as of now P2P lending space in India is unregulated. Though Reserve Bank of 

India is conversant with the aggressive growth of this space, on ground there has not been 

any progress in terms of regulations. Meanwhile, market regulator Securities and Exchange 

Board of India (Sebi) has proposed a framework for crowd funding. According to PwC India, 

like with many other financial technology stories, the India story will be different for online 

P2P lending as well from what happens in other countries. It appears that India story will 

move differently, fundamentally on account of regulatory reasons. The online P2P lending 

space may remain more of a loan marketplace in India since recognised and registered 

lenders may also use this platform to distribute non-collateralised, small loans affordably. 

The regulatory framework has potential challenges including applicability of states’ money 

lenders’ provisions and their divergent interpretations of what would, or would not, require 

registration.  

 

But there is light at the end of the tunnel as crowdfunding holds mammoth potential in 

triggering employment opportunities for young generation. As per one of the estimates nearly 

9-10 million Indians foray into job market every year and this number is on the rise, so 

crowdfunding by acting as a messiah for start-ups, the problem of unemployment can be 

addressed to a great extent. Compared to other sources of long-term finance, that is equity 

share capital, preference share capital, debentures / bonds, loans from banks / financial 

institutions it is quite convenient to access crowdfunding for new entrepreneurs. According to 

Aly-Raeza, co-founder of ZingoHub, a crowdfunding platform for creators and innovators, 

“the power of the crowd is massive”. Crowdfunding gives one’s idea an opportunity to 

become a reality. In light of this statement, it can be said without an iota of doubt that with 

soaring competition for resources and investment, crowdfunding can become the apposite 

method for start-ups that are required to raise funds.  
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