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ABSTRACT ARTICLE HISTORY
Enthusiasm for crowdfunding’s ability to fill gaps in the provision of Received 4 May 2022
entrepreneurial finance continues among academics, policymakers Accepted 28 September 2022
and practitioners. In this, increasing attention has been paid to the
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evidence on various spatial influences on the location of platforms diffusion of innovation;
and campaigns and on their eventual success. In this paper, we take geography of finance;
a rare look at the geography of the supply of crowdfunds. Democratization of finance

Specifically, our concern is with equity crowdfunding. Drawing on
a hand collected data set, combining data on investments and on
investors’ locations, we explore spatial influences on the extent of
crowdfunding investment beyond commonly explored issues of
distance.

1. Introduction

Academics and policymakers have enthusiastically embraced crowdfunding as an alter-
native source of external finance for entrepreneurial ventures (Gierczak et al., 2016).
Drawing upon ideas from microfinancing (Armendariz de Aghion and Morduch, 2000)
and crowdsourcing (Afuah and Tucci, 2012), crowdfunding is the effort of collecting
smaller amounts of money from a larger crowd via the Internet (Mollick, 2014). As
a totem of the digital revolution (Briintje and Gajda, 2016), it is positioned as a means
to leverage the “wisdom of the crowd”, allowing would-be entrepreneurs to raise funds
through distributed networks of investors, pre-customers or “fans”.

A key aspect of all forms of crowdfunding is the virtual connection between entrepre-
neurs and potential funders. This has allowed commentators to attach to it the notion of
the “democratization of finance” (Cumming et al., 2021; Harrison, 2013); a term that is
used to describe the “broadening and deepening of access to the capital market for
ordinary, moderate income individuals and households” (Erturk et al., 2007, p. 554). In this,
much is made of the idea of distributed networks of funders. While not quite “footloose”,
crowdfunding is much less rooted in place than the traditional forms of external finance
open to entrepreneurs (Agrawal et al., 2015; Guenther et al,, 2018; Tang et al., 2020). As
Langley and Leyshon (2017, p. 1031) observe, “... [clrowdfunding has the potential to
challenge established notions of the ‘right place’ by appealing over the heads of
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traditional audiences for investment ... Indeed, it may be that the crowdfunding econ-
omy has the ability to bring together geographically distributed funders and fundraisers
according to the logic of the internet’s ‘long tail'. Those with shared interests who are
separated by physical distance may create online ecologies”.

However, even in these online ecologies it appears that “geography still matters”
(Agrawal et al, 2010, p.1). In exploring the spatial aspects of crowdfunding, existing
empirical work has largely considered the places in which funding campaigns are situated
(Gallemore et al., 2019) or the simple distance of funders from the location of the
crowdfunding venture (Agrawal et al.,, 2011). Here, in broad terms, the evidence indicates
that the most successful crowdfunding campaigns are concentrated in large cities (Baeck
et al, 2014; D'Ambrosio and Gianfrate, 2016; Langley and Leyshon, 2017) and that
distance continues to matter to funders (Agrawal et al., 2015; Dubois and Gromek,
2018; Guenther et al.,, 2018; Lin and Viswanathan, 2015; Mollick, 2014). Just as successful
crowdfunding campaigns have been shown to cluster, with the spatial clustering of
projects largely explained by “the pre-existing geographic distribution of population
and economic activity” (Breznitz and Noonan, 2020, p. 1069), so too might we expect
funders to be unevenly distributed across space and that features of their location will be
explanatory. In short, we anticipate that the spatial distribution of crowd-funders will be
“spiky” and that this spikiness will be more than a simple function of the relative location
of fundraising campaigns. For instance, recent work has suggested that local levels of
religiosity (Di Pietro and Masciarelli, 2021), immigration and immigrant diversity (Di Pietro,
2021) influence entrepreneurs’ ability to draw investment from the local crowd.

We believe that this manuscript is an early attempt to explore the spatial characteristics
of the online ecologies of crowdfunding by looking at the geographic characteristics of
supply. That is, our interest is in the places that contribute most to crowdfunding
campaigns. While some past work has looked at the influence of context on the fortunes
of particular crowdfunding campaigns (e.g., Josefy et al., 2017), remarkably little attention
has been given to contextual influences on the pervasiveness of crowdfunding generally
(Lewis et al., 2021; Schwienbacher, 2019). Indeed, much of the research on the behaviour
of crowd-funders continues to treat them as spatially dispersed individuals whose only
salient spatial feature is their distance from the fundraising venture'. In contrast, this
manuscript seeks to provide early evidence on attributes of places that relate to the
intensity of participation in crowdfunding projects and to address the “lack of attention to
the contingent composition of crowdfunding as an economic entity” (Langley, 2016,
p. 308).

In developing our theoretical framework, we draw parallels with the diffusion of
innovation literature’s emphasis on the cosmopolite (Rogers, 2003). Crowd-funders are
not merely funders, they are also early adopters of an innovative means of venture
funding. As innovation adopters, funders face significant uncertainty resulting from
broad information asymmetries, with limited opportunities to reduce information asym-
metries through traditional means (e.g., tightly-specified contracts, pre-investment
screening, or post-investment monitoring) (Mochkabadi and Volkmann, 2020). Here,
information challenges are twofold: funders must seek to reduce information asymme-
tries related to both projects and to the mechanics and risks of funding through a novel
online platform. Paralleling the importance of access to cosmopolitan networks in the
diffusion of innovation literature, we anticipate that sociodemographic and economic
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features of locations may represent variable connectedness and signal the legitimacy of
new technologies. In this way, features of funders’ locations may serve to ameliorate
information asymmetries and encourage participation.

While the term “crowdfunding” captures considerable variety in approaches?, equity
crowdfunding may be closest to traditional conceptions of entrepreneurial finance (Block
etal,, 2018). Indeed, the policy community explicitly positions it as a means to “increase...
job creation and economic growth by improving access to the public capital markets for
emerging growth companies” (Jumpstart Our Business Startups Act, 2012, p. 1, emphasis
added). It is consciously distinguished from the institutionalized financing practices of
established organizations such as banks and venture capital firms, and discussed as an
alternative form of financing in the digital economy (Baeck et al., 2014; Langley and
Leyshon, 2017). Following this, equity crowdfunding is our focus. Specifically, we draw
on data regarding investments made through Companisto, a German crowdfunding
platform. We supplement this with hand collected data from a variety of sources that
provide pertinent information on the characteristics of funders’ locations. Our aim is to
increment knowledge of the geography of financing of smaller firms, beyond considera-
tions of distance. This is a subject that has historically received limited attention (Hall,
2013; Pollard, 2003).

Consistent with previous findings, we observe a negative relationship between the
distance of investors to campaign offices and various indicators of investment levels.
However, beyond distance, we identify several spatial characteristics that associate with
increased levels of investment. Borrowing from the literature on the diffusion of innova-
tion (Rogers, 2003), we interpret these variables as increasing investors’ ability to attenu-
ate important information asymmetries. Specifically, our analyses suggest that regional
connectedness and the intensity of science and technology activities within a region are
positively related to the amount and number of investments in crowdfunding campaigns
that flow from that region. Our analyses control for various other spatial attributes of
regions and campaigns that may be thought to influence investment.

The manuscript contributes to the current discussions on the understanding the
different ecologies (Langley et al., 2020) of crowdfunding by focusing on the supply of
equity-based funds. The current literature on the geography of crowdfunding is skeptical
of the promise of a “flat world” in crowdfunding contributions and investment. It recog-
nizes that where entrepreneurs are located “matters” (Breznitz and Noonan, 2020;
Gallemore et al., 2019; Lin and Viswanathan, 2015). This manuscript focuses on the
location of investors and tries to identify, beyond distance, what spatial characteristics
of investors’ locations influence the likelihood of investing in entrepreneurial firms.

The paper is organized as follows. In section 2, we present the theoretical background
and our hypotheses, followed by details account of methodology and variables in section
3. Section 4 presents the results followed by the concluding remarks.

2. Background

As Mason (2010, p. 167) observes, “geographical considerations generally attract little
consideration in studies of entrepreneurial finance”. In this way, for instance, the literature
on small firms’ access to finance has typically treated them as “placeless entities” (Pollard,
2003, p. 440), with fund-seeking and fund-raising apparently insensitive to spatial
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influences. Yet, financial systems are intrinsically spatial (Leyshon, 2000; Martin, 1999).
Most obviously, in systems characterized by both the demand for and supply of capital,
the simple geographic distance between actors is likely to implicate costs. And, in this
vein, past studies have demonstrated “spatial price discrimination” in small firm lending
(Degryse and Ongena, 2005), but with evidence that these concerns may be ameliorated
by new technologies (DeYoung et al., 2011; Petersen and Rajan, 2002).

Beyond distance considerations, research has less frequently considered features of the
geography of demand, or of the places in which finance seekers and finance providers —
typically borrowers and lenders - are co-located. To this end, numerous geographically
contingent factors (including varying financial regulations and accounting practices, the
value of assets, the availability of talent, and the extent of social and financial networks)
are likely to influence the experiences of entrepreneurs seeking funds (Pollard, 2003). In
addition to “external” influences, entrepreneurs’ place-specific expertise molds their net-
works and further influences their interactions with financial systems (Hall, 2013; Pollard,
2003). This simultaneous relationship between knowledge and space shapes geographies
of financial practices (Lee, 2011) and these, ultimately, affect the processes and outcomes
of securing external financing for businesses (Hall, 2013). The reciprocal relationship
between the geography of venture capitalists and hubs of innovative firms is
a prominent example of the space sensitivity of finance (Clark, 2005; Gompers and
Lerner, 1999; Mason and Harrison, 1995). In summary, and despite some sense that
advancements in information and communication technologies may reduce the “tyranny
of distance”, empirical research is broadly consistent in demonstrating that small firms’
financing outcomes continue to be affected by their locations (e.g., Alessandrini et al.,
2008; Bellucci et al., 2013; Langley, 2016; Lee and Brown, 2017; Lee and Luca, 2019; Pike
and Pollard, 2010; Powell et al., 2002).

The influence of geography is also apparent in the nascent crowdfunding literature.
Despite taken-for-granted assumptions concerning the enabling role of crowdfunding
platforms in bypassing the liability of location, evidence suggests that the geography of
crowdfunding is nonetheless uneven and impacted by “digital and place-based cluster-
ing” (Langley and Leyshon, 2017, p. 1034). As collaboration between crowdfunding plat-
forms and mainstream financial organization such as venture capitalists increases, it
seems likely that crowdfunding, similar to other forms of financing, will become increas-
ingly space-sensitive (Gallemore et al.,, 2019; Langley and Leyshon, 2017). Signs of an
uneven distribution of crowdfunding activity for small and innovative firms are becoming
apparent. Crowdfunding platforms are typically located in financial hubs, alongside
agglomerations of knowledge and expertise (Baeck et al., 2014; Langley, 2016; Langley
and Leyshon, 2017). Not surprisingly, most successful campaigns are also launched within
the large cities (Dubois and Gromek, 2018; Langley, 2016; Mollick, 2014) characterized by
more diverse and sophisticated sources of human capital (Florida, 2002). Also, proximity
to “like-minded” individuals encourages entrepreneurs with successful crowdfunding
campaigns to relocate (Noonan et al., 2021). This research, however, is not concerned
with the spatial distribution of crowdfunding platforms and campaigns, but with that of
the funders and, more specifically in this case, investors.

The goal of this research is to contribute to a better understanding of the geographic
influences on participation in equity crowdfunding by investors. That is, our interest is in
the context of regions that are characterized by relatively greater crowdfunding
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investment activity, an area that is understudied (Giudici et al., 2013). We speculate that,
after controlling for differences in the characteristics of projects and structural differences
between regions, features that serve to reduce the information asymmetries associated
with investing through the novel medium of crowdfunding will associate with higher
relative investor participation. We anticipate that features of the investors’ locations help
them to, more and less, discount both the information opacity concerning projects and
the information opacity concerning the mechanism of investment through
a crowdfunding platform.

To reduce information asymmetries, individual investors rely on knowledge and infor-
mation they currently hold or can readily acquire. Prior research has explored crowd
investors’ concerns with the quality of ventures (Ahlers et al., 2015; Mollick, 2014),
investigating the relationship between propensities to invest and, inter alia, the quality
of presented materials, the frequency and detail of campaign updates, the age of investee
businesses, the equity stake offered, the disclosed financial statements, and proposed exit
routes (e.g., Ahlers et al., 2015; Block et al., 2018; Mollick, 2014). Other work has noted the
crowd’s attention to the quality of the human capital, proxied by the education of the
members or the size of management boards (Ahlers et al., 2015), and with individuals’
social capital (Giudici et al., 2013; Lin et al., 2013; Mollick, 2014).

However, simple proximity is likely to be an important way of reducing uncertainty by
increasing the likelihood of interacting with individuals and groups who are familiar with
either the project or the principals. Certainly, distance appears to be an important factor in
the probability of participating in crowdfunding projects (Dubois and Gromek, 2018;
Gallemore et al., 2019; Giudici et al., 2013). Even as technologies and regulations permit
more distant investment, the probability of investing still appears to be an inverse
function of distance. Indeed, recent work suggests that local biases in equity crowdfund-
ing increase with the size of individual investments. Of course, proximity effects are likely
to be about more than simple Euclidean distance between funders and projects. For
instance, research indicates that investment decisions are influenced by fellow investors.
Potential investors gain additional information from an investment opportunity by obser-
ving early investors’ decisions or may seek to reduce risks by simply imitating the
behaviours of prominent investors. In this way, colocation forces become reinforcing,
underpinned by socio-spatial influences on fundraising and funding (Dejean, 2019;
Kromidha and Robson, 2016; Vismara, 2016).

The key issue is investors’ preference for projects that are “familiar” or that may be
rendered familiar. It is well established in the broader investment literature that investors’
information-driven behaviour (Massa and Simonov, 2006) leads to investments in stocks
that are familiar or where familiarity is inexpensively acquired. In short, “[flamiliarity
breeds investments” (Nofsinger, 2005, p. 68). The role of familiarity is evident in investors’
preferences for things that are relevant to their geography, relevant to their profession, or
well-known brands (Massa and Simonov, 2006). In the case of equity crowdfunding,
familiarity lowers the costs (time and money) associated with reducing information
asymmetries and provides more opportunity to acquire tacit knowledge about the
businesses and the entrepreneurs (Estrin et al., 2018). A preference for the familiar is likely
to be compounded by the relatively higher costs of due diligence, evaluation and
monitoring that attach to the smaller investments that are typical in a crowdfunding
setting (Ahlers et al., 2015).
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The role of distance in rendering familiarity is well-established in the research on
traditional forms of financing. The existence of a “home bias” is evident when investing
in public companies (Massa and Simonov, 2006; Mondria and Wu, 2010; Nofsinger,
2005). Not surprisingly, “home bias” also influences investment behaviour in more
informationally opaque smaller and newer firms. One might also infer the importance
of proximity from widespread evidence on the concentration of venture capital inves-
tors and venture capital-backed firms (Bengtsson and Ravid, 2009; Chen et al., 2010;
Fritsch and Schilder, 2008; Mason and Harrison, 1995; Sorenson and Stuart, 2001).
Distance has also been shown to play a similar role in bank financing, albeit somewhat
ameliorated by digital technologies (Alessandrini et al., 2008; Bellucci et al., 2013;
Degryse and Ongena, 2005; Lee and Brown, 2017; Lee and Luca, 2019). In the case of
crowdfunding, one might anticipate that the digital revolution will further reduce
distance-related information costs. Nevertheless, the associated costs of gathering
tacit knowledge about the business and monitoring post-investment performance
continue to be lower for local investment opportunities (Agrawal et al., 2015; Dubois
and Gromek, 2018; Giudici et al., 2013; Guenther et al., 2018; Lin and Viswanathan,
2015). Indeed, some evidence suggests that even more sophisticated investors, who are
presumably better at due diligence and at assessing venture quality, are sensitive to
distance (Guenther et al, 2018). Simply, colocation enables the investors to gather
information about the market, the business, and the entrepreneur in a less costly
manner. This is particularly important when set against the small size of the typical
investment in a crowdfunding campaign. Following these arguments, and as segue to
our main concerns, we hypothesise that:

H1: Both the propensity and intensity of investments will be negatively related to the
distance between the location of the project and the location of investors.

The notion of “connectivity” is firmly entrenched in the literature on industrial clusters,
supplementing local buzz with global pipelines that link firms in the cluster to important
sources of novel knowledge and information (Bathelt et al., 2004). In much the same way,
the diffusion of innovation literature affords “connectedness” a central role (Rogers, 2003),
where individuals are more likely to adopt innovations as their connectedness to the
outside world increases through social engagement, contact with change agents, and
exposure to mass media. More prosaically, recent work has emphasized the importance of
physical connectivity (i.e., “the diffusion of transport networks”) to the growth of cross-
border investment (Chen and Lin, 2020), with the proliferation of direct flights, the growth
in liner shipping and the expansion of high-speed rail leading to a substantial increase in
international investment activity.

We extrapolate from observations on the importance of connectivity for the flow of
ideas, funds and, ultimately, innovations, to argue that better connectivity, or connected-
ness, will associate with greater participation in equity crowdfunding. That is, all things
being equal, places that are better connected will more likely be home to individuals
investing in crowdfunding projects. Here we see connectivity as both a physical attribute -
the extent to which people and “things” flow to and from the place - and a digital
attribute - the extent to which the individuals located in the place engage in digital
commerce.
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In this way, connectivity is likely to foster familiarity, to expose residents to new ideas
and new technologies, and, through these, to reduce the information asymmetries and
perceived risks associated with crowdfunding. In many ways, this echoes recent conversa-
tions around the central role of cities in regional development; in particular their function
in innovation processes and as nodes in global networks, modulating broad capital flows
(Clark et al., 2018). Residence in a central location is likely to provide access to more
diverse resources and to allow individuals to build more sophisticated localized social
capital (Laursen et al., 2012), better placing them to evaluate markets and the prospects of
innovative projects. The connectedness of a region increases investors’ abilities to search
for information and decrease the costs of acquiring information about projects and their
markets. Therefore, we propose that:

H2: Higher local connectivity will positively associate with the propensity and intensity of
engagement in crowdfunding investment.

Beyond connectivity, the likelihood of participating in equity crowdfunding will be
moderated by perceptions of compatibility and complexity (Rogers, 2003).
Compatibility is concerned with the consistency of crowdfunding activity with the values,
experiences and needs of potential investors. Complexity is concerned with how easily
potential investors find it to understand and use the technology involved. In other words,
a key aspect of investing through crowdfunding is understanding the innovative online
mechanisms through which evaluation, financial transactions, and future monitoring
routines become possible. Here we view investment through a crowdfunding platform
as an innovative approach to entrepreneurial finance (Block et al., 2018), and investors (or
those who conduct due diligence but decide not to invest) as early adopters® of this
innovation. As early adopters, investors must demonstrate a higher tolerance for risks, an
ability to mitigate uncertainties, have more extensive and diverse expert networks, and be
characterized by greater financial resources and financial literacy (Rogers, 2003).
Importantly, there is ample evidence in the literature on smart cities (Kourtit and
Nijkamp, 2012) or cities and innovation (Shearmur, 2012) to suggest that many of these
aspects have territorial bases.

We believe that a key indicator of the relative compatibility and complexity of crowd-
funding technologies for individuals may be found in the pervasiveness of digital tech-
nologies, in particular the internet, at the regional level. To the extent that e-shopping has
been historically a predominantly urban phenomenon (Farag et al., 2006), individuals
located in cities may be more likely to have had more experience with technologies
analogous to crowdfunding platforms, both directly and through social networks.
Investment through crowdfunding often requires that individuals assess the risks and
prospects of the projects based on information that is presented solely online. Potential
investors must mitigate both the information opacity surrounding investment projects,
and also the information asymmetry concerned with the technical transaction of online
crowd investing. In other words, investors need to be literate enough to understand the
mechanism of investing through an online platform, evaluate the associated risks, and
communicate with other investors. The pervasive use of information technologies would
allow members of the crowd to seek information and evaluate options at a lower cost.
Therefore, it is expected that more pervasive local use of the Internet would lead to
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a higher proportion of individuals who are motivated and capable to try to invest through
crowdfunding platforms. Accordingly, we hypothesize that:

H3: Higher local internet use will positively associate with the propensity and intensity of
engagement in crowdfunding investment.

The issue of compatibility extends beyond the pervasiveness of e-commerce in a region.
Rogers, (2003) early adopters are typically technically literate and rely upon a technology
“buzz” created by likeminded individuals in extensive (and local) social networks.
Homophily, the tendency to have ties with similar people, may create a more (or less)
supportive environment around experimentation and the adoption of new technology
(Rogers, 2003). However, while the adoption of equity crowdfunding as a means of
investment requires some degree of familiarity with this specific technology, it is also
likely to be enhanced by location within a technically sophisticated milieu, more gener-
ally. In this way, familiarity can be supported through shared practices of experimentation
and risk taking, allowing potential investors to learn from the signaling behaviour of their
peers (Vismara, 2018). Following this, we hypothesize that in regions with a higher
proportion of individuals working with new technologies, the adoption of crowdfunding
as a means of investment will be facilitated by an atmosphere of shared experience and
related expertise. To this end, we suggest that:

H4: Higher local technology familiarity will positively associate with the propensity and
intensity of engagement in crowdfunding investment.

The theoretical framework laid out above is concerned with spatial factors that would
affect the ability of the potential investors to mitigate the information asymmetry perti-
nent to crowdfunding projects and processes of crowdfunding investment. Of course,
other factors will bear on investors’ likelihood of investing and these, in turn, may be
sensitive to space. For instance, individuals’ wealth or the dynamics of the financial sector
in their regions are likely to influence degrees of risk tolerance and attitudes towards new
financial technologies. In addition, projects are inevitably heterogeneous and differences
in their quality will relate to the probability of successful fundraising (Ahlers et al., 2015;
Mollick, 2014). We seek to control for these influences in our modeling. The specific
proxies and our data choices are outlined in the Methodology section that follows.

3. Methodology

The empirical work of this study models the following equation:
avic = f(dic, region., campaign;, X.)

Where dv is the amount of investment, the number of investors, or the number of
investments from location ¢ in campaigni (in this way we investigate 3 different depen-
dent variables); dj. is the distance of campaign i's office fromregionc; region. captures
investors’ location-specific characteristics; campaign; is the set of the variables that control
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for the quality of the project; and, X, is a set of variables that capture the structural
business and demographic characteristics of the region c.

3.1. Data

Data for analyzing the spatial characteristics of crowd-equity investments are drawn from
multiple sources. Our principal source is Companisto. Companisto is a Berlin-based equity
crowdfunding platform that provides easily accessible and detailed information on pro-
jects, the location of investors, and the date and amount of investments. The platform has
been active since 2012 and, as of May 2019, more than 96 thousand investors from 92
counties had participated in 119 rounds of investments®. From this perspective,
Companisto is one of the leading European-based equity crowdfunding platforms>.

Data on each campaign was hand-collected by the research team. Data collected in this
phase recorded the characteristics of each campaign, such as the money sought, stage of
the development of the firm, and various other characteristics of the firm, (including
location, industry, business age, size of the management team, use of proceeds, patent,
export activities, and sales turnover). In the second stage, a web crawler was developed to
collect further information on each investment®. Data collected at this stage include the
name (or nickname) of investors, the campaign in which the funds were invested, the
amount and date of the investment, and the location of the investors.

In the final phase, data on the spatial characteristics of investors’ locations were
collected. While initial analysis indicated that investments were made from more than 4
thousand cities and more than 90 countries, the amount or frequency of investments in
some of these locations was small. Accordingly, we ranked cities on the basis of the total
investment amount. We focus our analyses on the eighty-eight cities that had total
investments of more than €50,000. The investments made in these cities comprise 64%
of total investments. Since most data on spatial characteristics were available at NUTS2,
the corresponding NUTS2 was determined for each location. Our eighty-eight cities
belong to 38 NUTS2 regions. Investors in these NUTS2 regions invested in Companisto
campaigns around 39 thousand times, with a total investment value of €26.64 million.
Regions in this data are located in Germany, Austria, Switzerland, Belgium, as well as the
city of London, UK. In a small number of cases, we were unable to attribute the
investment to a NUTS2 region, with the investor location only available at the country
level. In these instances, the amount or number of investments was distributed over the
regions of that country proportional to the size of known investments from region c in
campaigni. As robustness check, the analyses were run without this adjustment, setting
those observations as missing. The results did not change.

In the final phase, the coordinates of the investor cities and the project offices were
collected to calculate the distance between the head office of campaign i and region c.
Further information on the source of data and on the characteristics of the regions,
collected from multiple sources, are presented in Appendix 1.

3.2. Dependent variables

As noted, we investigate three dependent variables. The first dependent variable is the
amount invested in campaign i from region c in €000s. Unsurprisingly, the data are right
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Table 1. Estimation results.

Quantile regression at Negative Negative
Model GLM Median binomial binomial
) (b) (] (d)
Variable Amount (T. Amount (T.Euro) # of investors # of
Euro) investments
Ln population 0.359%** 0.445%** 0.999*** 0.950***
(0.048) (0.098) (0.043) (0.042)
2nd quartile of GVA per capita 0.145%** 0.706*** 0.420%** 0.438***
(0.055) (0.127) (0.059) (0.059)
3rd quartile of GVA per capita 0.015 —0.035 —-0.071 -0.076
(0.061) (0.140) (0.072) (0.071)
4th quartile of GVA per capita 0.506*** 0.975%* 0.705%** 0.648%***
(0.144) (0.469) (0.123) (0.123)
Time to travel —0.059%** —0.115%** —0.112%** —0.105%**
(0.009) (0.019) (0.009) (0.009)
Adjusted loading share 0.813*** 0.830%** 0.592%** 0.772%**
(0.103) (0.240) (0.110) (0.109)
% of people ordering goods online —0.026*** —0.063*** —0.026*** —0.044***
(0.006) (0.010) (0.006) (0.006)
% of individuals employed in Science and 0.107*** 0.343*** 0.114%** 0.133***
Technology
(0.014) (0.028) (0.011) (0.010)
Adjusted incident rate 0.055 —0.320%* —-0.002 0.032
(0.065) (0.136) (0.057) (0.057)
LQ financial sector 0.052 —0.845%** —0.693*** —0.537%%*
(0.135) (0.319) (0.113) (0.112)
LQ manufacturing —0.749*** —2A47%** —1.195*** —1.180***
(0.219) (0.415) (0.170) (0.169)
Ln amount of investment asked for 0.471%** 0.849*** 0.407*** 0.405***
(0.041) (0.081) (0.035) (0.035)
Ln Business age 0.026 0.115* —0.004 —0.003
(0.028) (0.061) (0.025) (0.025)
Patented product 0.151** 0.384*** 0.024 0.025
(0.067) (0.147) (0.057) (0.057)
Ongoing patent application 0.193** 0.218 0.146** 0.149**
(0.084) (0.166) (0.073) (0.072)
Available Social network information (%) 0.059 -0.067 —0.055 —0.054
(0.049) (0.098) (0.044) (0.043)
Business loan campaign 0.399*** 0.906*** 0.089 0.085
(0.107) (0.232) (0.084) (0.083)
Limitless campaign 0.166*** 0.258* 0.127** 0.126**
(0.059) (0.135) (0.051) (0.051)
Constant —10.675%** —17.404%** —17.651*** —16.413***
(0.803) (1.795) (0.768) (0.759)
Observations 4,346 4,346 4,352 4,352

Standard errors in parentheses.
***p<0.01, ** p<0.05 *p<0.1.
Industry and year are suppressed from the table for brevity.

skewed. Importantly, OLS assumptions were violated. Accordingly, we employ
Generalized Linear Modelling (GLM) to estimate the equation®. As a robustness check,
controlling for the influence of outliers and observing the estimates for higher values of
investments, this equation was also estimated by quantile regression. The results of the
glm estimation, quantile regression at the median, and the graph of changes in
coefficients of quantile regressions are presented in Table 1 Panel (a) and (b) and
Figure 1.
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Figure 1. Coefficients of variables of interest- quantile regression of amount of investment (T. Euros).

The second and third dependent variables are the number of investors and the number
of investments in campaign i from regionc. These two variables are different since some
investors invest in specific campaigns several times. However, we did not anticipate
a substantial difference between the two models. Given the count and right skewed
nature of the variables, we model them using a negative binomial specification.

The units of analyses are therefore the amount of investment, number of investors, and
number of investments from regionc in campaign i. The results of the estimations are
presented in Table 1, panel (c) and (d). All the models were estimated with STATA 15.

3.3. Independent variables

Distance in this research is estimated by travel between a project firm’s office and the
coordinates of the given investor’s region. To do this, we use the STATA module georoute
(Weber and Péclat, 2018), to calculate the travel distance in kilometers and hours®. While
both measures were added to the dataset, we only use hours in the analyses due to
inevitable collinearity issues.

Regional connectivity, consistent with the second hypothesis, is proxied by the share of
annual road freight transport by regions of loading in national road freight transport
(measured in ‘000 tons). Since it is likely that larger regions will have more extensive roads
networks and, consequently, have a higher share of loading (i.e., connectivity becomes
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a simple proxy for population and not physical connectivity), the index is adjusted by the
region’s share of national population.

Consistent with hypothesis 3, we measure the pervasive use of the Internet using the
percentage of the regional population that purchased goods online in the past 12.
Unfortunately, these data were only available at the NUTS1 level and enter our models
as such.

To proxy for general technology familiarity, we record the percentage of individuals
working in science and technology sectors'®. In addition, we calculated the location
quotient (LQ)"" for ICT. However, as with our two measures of distance, our two measures
of broad technology familiarity were predictably collinear. In this case, only the latter is
included in our main models.

3.4. Control variables

In building our models we capture a variety of control variables with a view to ameliorat-
ing concerns over omitted variables bias that are common in work of this kind.
Specifically, we control for both project- and regional-level factors that are likely to bear
upon our various measures of the volume of investment.

At the project-level, control variables related to the characteristics of the campaigns
and entrepreneurs are included. The empirical literature on the influence of project
characteristics on campaign success is reasonably well established (e.g., Anglin and
Pidduck, 2022; Lukkarinen et al., 2016; Mollick, 2014). Here, we begin by controlling for
the amount of money sought at the beginning of the campaign. Some campaigns had
limited goals. That is, the total amount of investment cannot exceed the campaign goal.
This follows past work that suggests that the motivation of investors may be reduced after
a project has met its financial goals (Kuppuswamy and Bayus, 2018).

In addition, following the literature on traditional forms of investing, we anticipate that
firm age will influence investment activity; with the longer trading records and more
readily available information of older businesses providing greater assurance to potential
investors. We also control for investors revealed preference for innovation (Johan and
Zhang, 2020) by identifying whether campaign firms held patented or had patent
applications that were current at the time of the investment.

At the level of the project, we attempt to capture some element of the social capital
influences on investing. Previous studies have demonstrated that higher levels of social
capital — from family and friends (Agrawal et al., 2015), through a social network such as
Facebook (Mollick, 2014), and internally within crowdfunding platforms (Butticé et al.,
2017; Colombo et al., 2015) - increases the likelihood of campaign success. Unfortunately,
information on the social contacts of the entrepreneur or entrepreneurial team is limited
on the platform. However, we employ a binary variable, equal to 1 if the entrepreneurs
disclosed contact information on Facebook, Twitter, LinkedIn, or Xing. This indicates their
use of important social networking sites and is likely to signal a commitment to building
and maintaining social capital. As an alternative approach, we constructed a further
variable by calculating the number of social network contacts that were shared as well
as the number of comments that was exchanged in the platform. Both approaches
yielded broadly similar results.
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Finally, Companisto identifies the primary industrial classification of the campaigning
firm. To aid interpretation, we then aggregate these classifications into 5 categories:
E-commerce and online services; Electronics; Food and beverages; Information
Technology solutions; and others. The analysis also includes a campaign year control
and dummy variable that indicates where firms sought loans rather than investments.'?

Some additional project-level variables were also captured. These included the stage of the
development of the firm, the intended use of proceeds, whether the firm exports, the
management team size, disclosed revenue, and the percentage of shares offered. However,
in preliminary modeling, none of these variables proved significant predictors of our depen-
dent variables. With a view to parsimony and to aid interpretability they are not reported here.
In addition, we tested whether the language of the campaign (English or German) associated
with our investment variables. However, language proved to be collinear with year; from 2012,
fewer campaigns were presented in German. Accordingly, we elected to prefer year in our
models, since it also controls for the popularity of crowdfunding platforms.

Turning to regional level influences; intuitively, one anticipates that the simple “size” of
a location will correlate with the availability of human and financial resources. Accordingly, we
use measures of both population and economy size. For the former, we use the natural log of
the population of the region. For the latter, we use per capita Gross Value added (GVA).
However, per capita GVA is curvilinearly related to the dependent variables. Moreover, the
squared value of per capita GVA is highly correlated with per capita GVA. Accordingly, to allow
us to observe the non-linearity but avoid collinearity problems, we enter per capita GVA as 3
dummy variables representing the 2", 3" and 4™ quartiles of per capita GVA in the 38
regions, with the 1% quartile acting as the reference category. (See Appendix 1). Several other
variables were initially included in the model to proxy for employment and education, such as,
the percentage of employed individuals and the percentage of individuals with tertiary
education. However, inclusion of these variable creates multicollinearity problem, as educa-
tion and employment statistics were highly correlated with per capita GVA and population
size. This, of course, is not unexpected, (Florida, 2005). Accordingly, only the measures of
population and per capita GVA were retained in the models.

Our models also include a measure for localized trust. Giudici et al (2013) distinguish
between an individual’s personal social capital and the social capital that is inherent to the
location in which they reside. They report a significant positive relationship between an
entrepreneur’s personal social capital and the probability of reaching funding goals, but
a not significant coefficient for territorial social capital. However, “[t]rust affects the
fraction of returns that investors can retain in their successful investment outcomes”
(Bottazzi et al., 2016, p. 2288), and therefore increases the probability of investment in
ventures. To this end, Lederman et al. (2002, pp. 509-510) explain “ ... that communities
with stronger ties among its members are better equipped to organize themselves to
overcome the free-rider problem of collective action”. Following this rationalization, we
introduce an adjusted “incident rate” as a proxy for trust. The incident rate is calculated by
the sum of the number of vehicular thefts, intentional homicides, burglaries of private
residential premises, and robberies, divided by the total number of these crimes in the
corresponding country. This method accounts for the different practices of crime report-
ing among countries. However, to account for the effect of population density, the
incident rate is adjusted by the share of the population of the corresponding region
from its country population.
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Business structural differences (other than employment in IT sectors) are measured by
calculating LQs for the financial sector and manufacturing. LQs for financial sectors (except
insurance and real estate sectors) and manufacturing are calculated at NUTS2 in relation to
the relevant national employment. The LQ of financial services allows us to control for the
possible effect of an active financial services market on the intensity of crowdfunding
investment. While investment-activity in regions may associate with more investment
through crowdfunding, it is also possible that individuals are drawn to crowd equity
investing when there are relatively fewer opportunities to engage in traditional forms of
investment. In the calculations of LQs, we use industry classifications from NACE Rev.2.

Other structural variables were initially considered in our preliminary modeling.
However, these proved to be highly collinear with the other key variables. For example,
we aimed to measure population diversity in the regions by the percentage of foreign-
born individuals. However, this measure is highly correlated with per capita GVA.

4, Results
4.1. Descriptive statistics

As noted, the sample consists of 4,352 investments made from 38 regions in 98 campaigns
between 2012 to 2018. Panel (a) of Table 2 presents the descriptive statistics for our
dependent variables. Means and standard deviations of the dependent variables illustrate

Table 2. Descriptive statistics.

Mean  Standard deviation Min Max
(a) - Investments from region c in project i
Amount in thousand Euros 6.11 16.96 0.01 356.43
Number of investments 9.09 18.70 1.00 27049
Number of investors 8.18 17.18 1.00  249.00
Time to travel (hours) 4.50 2.13 0.00 15.57
(b) - Spatial characteristics of regions
Ln population at NUTS2 14.47 0.61 13.21 15.99
Adjusted loading share at NUTS2 0.96 0.35 0.07 1.51
% of individuals purchasing online at NUTS1 71.79 6.46 55.00 78.00
% of individuals employed in Science and Technology at NUTS2  26.44 3.69 20.90 37.50
Adjusted incident rate at NUTS2 1.02 0.71 0.25 2.88
LQ financial sector at NUTS2 0.99 0.33 0.57 2.10
LQ manufacturing sector at NUTS2 0.98 0.29 0.40 1.53
(c)-Characteristics of campaigns
Ln amount of investment asked for 12.92 0.86 10.82 15.07
In Business age 0.98 0.80 0.00 491
Categorical variables (%)
Industry
E-Commerce and online services 18.2
Electronics 20.2
Food and Beverage 16.2
IT solution 25.1
Others 20.2
Patent
No patented product 76.5
Patented product 16.3
Ongoing patent application 7.1
Business loan campaigns 7
Limitless campaigns 75.8
Available Social network information 70

For brevity Quartile of GVA per capita from panel B and Year of campaign from Panel c are suppressed.
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the right-skewed nature of the data distribution and confirm that the choice of analytical
techniques. In addition, this panel includes the mean and standard deviation of travel
time by road in hours from the home city of the investor to the city of the campaign’s
office. A minimum value of zero indicates that both the investors and the campaign are
located in the same city.

Panel (b) gives summary statistics for the region-level variables employed in our
analysis. The value of shares of loading and the incident rate in a region naturally vary
between 0 and 1. However, after adjusting for relative population, maximum values may
be above 1.

Panel (c) reports the summary statistics for campaign-level variables. Although not
explicitly reported in the table, approximately 80% of businesses were early stage of
development, around 6% were at growth phase, and about 14% were at the seed phase'>.
For analysis purposes, we use the natural log transformation of business age to account
for the right skew in the data. The most common sectors for projects include E-commerce
and online services, Electronics, IT solutions, and Food and Beverages. Given the relative
rarity of other industries (e.g., media, textiles, cosmetics, and chemical products), we
combine these into a single category. This group, “Others”, represents 20% of firms.
Only 16.3% of the firms had registered patents, while 7% of had at least one ongoing
patent application at the time of the campaign. Most firms, around 76%, elected to place
no upper limit on the amount of funds they were seeking. In other words, entrepreneurs
could continue to raise funds after they had reached their campaign goals but had time
remaining on the duration of the campaign.

4.2. Multivariate analysis

Table 1 reports the results of GLM estimations for (a) the investment amounts in €000s, (b)
quantile regression at the median for investment amounts in €000s, (c) negative binomial
estimation of the number of investors, and (d) for the number of investments. For both
the GLM and Quantile regressions we exclude highly influential outliers from the analyses.
Consistent with the first hypothesis, and with the findings of previous research, simple
distance is negatively associated with all dependent variables. Here we measure distance
as the “time to travel” from investors’ regions to campaign offices. As expected, our results
indicate that the investments from more distant regions are smaller and involve fewer
investors. Importantly, this holds while controlling for key regional economic indicators,
such as GVA, the concentration of financial sectors, and the concentration of individuals
who are active in science and technology. That is, distance matters and is not simply
a function of regional size, wealth or sectoral relatedness. Given that most platforms are
located in large cities, and most campaigns are launched from large cities (Mollick and
Robb, 2016), the importance of a local bias suggests that more affluent regions and big
cities would continue to dominate equity crowdfunding activity. In this light, the “demo-
cratizing” effects of equity crowdfunding are likely to be much more limited than early
commentary assumed. Reinforcing this notion, the quantile regression graph for “time to
travel” shows that, not surprisingly, distance becomes more influential as investment
amounts increase, but is relatively unimportant in the bottom quintile of investments.
Turning to hypothesis 2, which was concerned with “connectivity”, our measure of
physical regional connectivity, adjusted loading share, is significant in explaining
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variations in the amount and frequency of investment from regions. In other words,
regions that act as hubs for the transportation of goods are more likely to be home to
crowdfunding investors and to be the source of higher amounts of crowdfunding invest-
ment. Importantly, this holds over-and-above the effect of distance to campaign and after
controlling for population effects and industrial structure. In short, to borrow a metaphor
(Bathelt et al., 2004), while “local buzz” may be an important source of investment,
investment may also be achieved through “pipelines” flowing from well-connected
places.

However, while physical connectivity seems to promote investment from a region, our
measure of digital connectivity performs in contrast to our expectations. Specifically, the
percentage of individuals (within a region) who used the Internet to order goods online in
the past 12 months is negatively associated with investment in the campaigns; whether
measured as amount invested, number of investments or number of investors. Hypothesis
3 positioned the relative incidence of online shopping as an indicator of digital connec-
tivity and a signal of familiarity with the technologies used in crowdfund investing. In this
way, we were consistent with what the literature on the spatial characteristics of online
shopping has termed the “innovation-diffusion” hypothesis (e.g., Beckers et al., 2018). In
its initial conception (Anderson et al., 2003, p. 421), this simply held “that urban popula-
tions are most likely to adopt e-retail because they are better educated and more likely to
use the Internet actively for other purposes”. As our descriptive statistics indicate, the
proportion of individuals engaging in online shopping is high in all the regions where we
observe investment activity. As anticipated by Anderson et al. (2003), the technology of
online shopping has diffused beyond urban settings, at least in developed countries (cf.
Song, 2021). In this way, online shopping is likely to be an outdated measure of digital
connectivity and familiarity. Rather, consistent with an “efficiency hypothesis”, individuals
may be more inclined to buy online in areas that have less direct access to a variety of
goods and services (Kirby-Hawkins et al., 2019). In other words, this measure is likely to be
an inverse proxy of the diversity of the locally available goods rather than the pervasive
use of the internet for searching or the familiarity with key technologies.

Following this, to provide an alternative test for hypothesis 3, we add the LQ for IT
sector. However, given the collinearity with the percentage of individuals who work in
science and technology, we remove the latter from the supplementary analysis. After
removing the percentage of individuals who are employed in science and technology
sectors, the LQ for IT has a positive and statistically significant relationship with the
investment amount and frequency. Moreover, online ordering becomes not significant
in two of the four models. Indeed, online ordering is positive and significant in a Negative
Binomial regression of the number of investors (see appendix 2 for these supplementary
analyses). It is also worth recalling that online shopping is measured at the NUTST1 level,
providing less fine regional data than other variables.

The fourth hypothesis investigates the influence of a highly educated workforce on the
propensity and intensity of engagement in crowdfunding investment. Consistent with our
hypothesis, a higher percentage of employment in science and technology within
a region is a positively associated with the frequency of investments or number of
investors. Moreover, the effect is more pronounced at higher values of investments
(Figure 1).



VENTURE CAPITAL 81

Beyond our hypotheses, our control variables behave much as anticipated. For
instance, population and GVA are both positively associated with the amount and
frequency of investment. That is, more populated and wealthier regions are more likely
to be home to equity crowdfunding investors. We also note a significant negative
association between the adjusted crime rate and investment in a crowdfunding campaign
in the quantile regression at the median (panel b of Table 1). Recall, that we envisaged this
variable as an indicator of “trust” or social cohesion. However, this variable is not
significant in the other models. Further investigation of the graph of the coefficient of
incident rate'* indicates that the negative trend is visible for larger investment amounts
only: an issue of intensity rather than propensity. In terms of business structure, regions
with a higher proportion of employment in manufacturing and financial services are less
likely to contribute to equity crowdfunding. Finally, our campaign-level variables confirm
expectations, such that patenting activity and campaign ambitions are positively asso-
ciated with investment activity.

4.3. Robustness checks

Table 3 reports Variance Inflation Factors (VIFs) associated with our analyses. The VIFs do
not suggest multicollinearity problems in any of the models reported in Table 1, with all
values smaller than 10.

Given the continued importance of “distance”, it is possible to interpret our findings
simply as a function of the colocation of campaigns and investors in innovative,

Table 3. Variance inflation factors.

VIF 1/VIF

Ln population 1.83 0.545228
2nd quartile of GVA per capita 1.73 0.578117
3rd quartile of GVA per capita 341 0.293597
4th quartile of GVA per capita 6.98 0.143308
Time to travel 1.21 0.828065
Adjusted loading share 3.15 0.317158
% of people ordering goods online 2.98 0.335059
% of individuals employed in Science and Technology at NUTS2 2.56 0.390298
Adjusted incident rate 443 0.225585
LQ financial sector 5.43 0.184019
LQ manufacturing 5.89 0.169777
Ln amount of investment asked for 3.29 0.303529
Ln Business age 1.52 0.659669
Patented product 1.68 0.596836
Ongoing patent application 1.32 0.757871
Available Social network information (%) 1.49 0.673132
Business loan campaign 1.26 0.793432
Limitless campaign 1.85 0.5403

E-commerce and online services 1.87 0.535992
Electronics 1.82 0.550503
Food and Beverage 1.99 0.502981
IT solution 2.16 0.463345
2013 3.86 0.259388
2014 3.95 0.253414
2015 5.6 0.178533
2016 52 0.192225
2017 5.09 0.196358
2018 3.86 0.259133

Mean VIF 3.12
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“connected” places, full of highly educated and skilled people — more evidence of Florida’s
(2002) geography of talent. However, since our results indicate that other spatial con-
siderations “matter” even after controlling for distance, we became interested in whether
our hypotheses hold after removing the effect of local investment activity. Much of the
prior literature suggests that the majority of initial investment is from local sources, often
family, friends, and the entrepreneurs themselves. However, our interest was in how
spatial considerations influenced investment activity beyond these “localization” effects.
For this reason, we re-estimated our models having excluded investments from the city in
which the campaign firm is located. Our results do not change. There are clear spatial
influences on equity crowdfunding investment that go beyond simple considerations of
distances between investors and entrepreneurs.

5. Concluding remarks

Crowdfunding’s “manifesto” emphasizes its ability to channel crowd resources to entre-
preneurial firms that might otherwise be left behind by traditional financial institutions. In
this positive view (Gallemore et al., 2019), access to finance for entrepreneurs for the
commercialization of innovation is more inclusive (Mollick and Robb, 2016; Stevens et al.,
2015). Critics, however, question the evenness of crowdfunding ecologies and, thus, their
inclusiveness. As Gallemore et al. (2019) suggest “[iln principle, crowdfunding is
a knowledge sector, subject to agglomeration economies and information-sharing ben-
efits” (p.1393) and therefore, bound to be affected by “the intersection of digital network
and place-based clusters” (Langley and Leyshon, 2017, p. 1032). The clustering of success-
ful campaigns in traditional hubs of innovation and finance (Shiri M Breznitz and Noonan,
2020) indicates that the geography of crowdfunding is “spikey”. Moreover, “campaigns”
location shapes their fortunes” (Gallemore et al. 2019, p.1399). Importantly, this spatial
unevenness is not only the effect of a home bias in investment (Agrawal et al., 2014; Lin
and Viswanathan, 2015; Mollick, 2014). Rather, recent studies suggest that other spatial
factors may be at work. For instance, past work has shown that the success of crowdfund-
ing campaigns may be influenced by, inter alia, urbanization and affluence (Gallemore
et al,, 2019), population and economic activities (Shiri M Breznitz and Noonan, 2020),
cultural similarities (Burtch et al., 2014), or gender and racial differences (Kleinert and
Mochkabadi, 2021; Younkin and Kuppuswamy, 2018).

Our interest in this research, however, was not with successful campaigns, but with
the source of money. We were interested to understand, beyond any home bias, what
spatial factors might explain the supply of crowdfunds. Our findings also suggest that
investment follows a spiky pattern. Considering investors in crowdfunding as early
adaptors of an innovative financial intermediary, we draw from Rogers's, (2003) diffusion
of innovation theory to link the spatial characteristics of places with the ability to
mitigate information asymmetries attendant upon investment through crowdfunding
platforms.

Our results suggests that regions that are more physically connected are more likely to
be home to investors. However, counter to our expectations, we observe a negative effect
of digital connectivity, as proxied by online shopping. We rationalized this in terms of an
“efficiency” hypothesis (Kirby-Hawkins et al., 2019), in which higher rates of online shop-
ping indicate access to fewer and less sophisticated goods and services. In this way, online



VENTURE CAPITAL 83

shopping is a poor proxy for connectedness, but an inverse indicator of the likelihood of
directly encountering new products and services.

We had also envisaged internet usage as an indicator of technological familiarity and
a means to reducing technology uncertainties in the process of investing. As an alter-
native test of this hypotheses, we explored the effect of relative employment in ICT. Here,
the LQ of regional ICT employment was positive and significant.

In line with other studies, we also observe that distance matters. However, it is
intriguing to note that distance is not a significant predictor of investment at low levels
of investment. Moreover, when we removed investments that are from the city of the
entrepreneurs, the effects of our other spatial influences are unchanged. Spatial influ-
ences, beyond the distance between investors and investees, shape the supply of crowd-
funds. Indeed, although positioned as a control variable, we observe that more populated
and more affluent regions are more likely to be sources of funds.

Of course, these results do not entail that crowdfunding investment does not con-
tribute to increased inclusiveness in financial markets. However, the concentration of
successful campaigns in large, affluent cities is mirrored by a concentration of investors in
similar (not always the same) places. These places are typically innovative, sophisticated,
and connected. Given this, it seems naive to assume that “ordinary [people] will be able to
go online and invest in entrepreneurs that they believe in”'> and that crowdfunding, left
to its own devices, will democratize either the demand or supply of entrepreneurial
finance.

Certainly, our research is not without limitations. We have only considered one equity
platform, in Germany. The strong presence of creative and digital industries in Berlin, the
headquarter of Companisto, made this city a major player in crowdfunding activities
(Langley et al., 2020). Unfortunately, we are unable to investigate investor motivations
and it may be that the these are influenced by the sorts of ventures Companisto attracts.
In this vein, it is also unfortunate that the research could not control for the effect of
different types of campaigns. For example, we might speculate that green tech start-ups
would receive funding from regions with similar environmental concerns. However, the
low number of observations in specific industries does not allow us to explore this.

Notes

1. Of course, beyond spatial considerations, recent funder-level analyses identify heterogeneity
in the preferences and attitudes of funders (e.g., Brent and Lorah, 2019; Wallmeroth, 2019).

2. With the most common types being equity, rewards-based, donation-based and debt.

3. Rogers (2003) classifies the adaptors of innovative products and mechanisms into five
categories: Innovators, early adaptors, early majority adaptors, Late majority adaptors, and
laggards. Given the newness of crowd equity platforms; we think the current investors are the
innovators and early adaptors of the system.

4. https://www.companisto.com/enf.

5. https://www.eu-startups.com/2017/11/top-10-equity-based-crowdfunding-platforms-in-
europe/ (Accessed 30 April, 2019).

6. The data used for the analysis was collected on date 18/12/2018. Campaigns for developing
real estate ventures were excluded.

7. No other region in the UK met our threshold of inclusion.

8. To identify the appropriate family and link function, the data was fitted with EasyFit 6.5. The
glm method with gagmma family and link function power(4) is used for estimation.


https://www.companisto.com/enf
https://www.eu-startups.com/2017/11/top-10-equity-based-crowdfunding-platforms-in-europe/
https://www.eu-startups.com/2017/11/top-10-equity-based-crowdfunding-platforms-in-europe/
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9. Georoute connects to the HERE Application Programming Interface (API) (https://developer.
here.com to retrieve distances).

10. We use https://ec.europa.eu/eurostat/cache/metadata/Annexes/htec_esms_an3.pdf to cate-
gorise industries.

11. LQ measures the relative concentration of employment in each sector based on the regional
and reference location.

12. We recognise that there is variation in the regional measures across time, however, we used
the most recent and available data within the timeframe of the study. We could not observe
substantial differences in structural measures where they were available, therefore, we
content ourselves with a series of cross-section modeling. We thank the editor for bringing
this to our attention.

13. This categorisation is taken directly from Companisto and is age-based.

14. Available upon request.

15. From President Obama’s speech (5 April 2012) on crowdfunding signing the JOBS ACT. The
authors replace “Americans” with people.

https://obamawhitehouse.archives.gov/blog/2016/06/08/promise-crowdfunding-and-
american-innovation
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Appendix 1. Definition of Variables and Source

Variable Definition Source

Dependent
variables
Amount invested in  Amount invested from region ¢ in campaign i Authors’ calculations (12/Dec/2018)
thousand euros
Number of investors Number of investors from region c in campaign Authors’ calculations (12/Dec/2018)
i

Number of Number of investments from region c in Authors’ calculations (12/Dec/2018)
investments campaign i
Spatial data
Ln(population) Natural log of population at NUTS2 (2016) EuroStat/Regional demographic statistics/
demo_r_pjangrp3 -accessed 7/1/2019
GVA per capita Categorical variables = 1 if GVA per capita is in Regional economic accounts/nama_10r_3gdp
the 1st quartile of GVA per capita in 38 (Accessed 7/1/2019). For Swiss, from ()and

regions, = 2 if it's in the 2nd quartile, = 3 if converted to Euro with the rate of 30

it's in the 3rd quartile, and =4 if it’s in the Dec 2016. from https://www.ecb.europa.eu/

4th quartile. stats/policy_and_exchange_rates/euro_
reference_exchange_rates/html/eurofxref-
graph-chf.en.html

Travel time Travel distance by road in hours from region  Calculated by georoute in STATA using
c to project i coordinates from: http://www.simplemap.
com/(accessed 20/2/2019)

% of people Percentage of population at NUTS1 who had  EuroStat/Regional digital economy and
ordering goods online purchase in the last 12 month society/isoc_r_blt12_i (Accessed 7/1/2019)
online

Adjusted loading (Authors’ calculated annul freight transport by EuroStat/National annual road freight
share region of unloading at NUTS2) divided by transport by regions of unloading (NUTS 3)

national annual road freight transport times  and by group of goods (1 000 t)/
population share road_go_na_rl3 g (Accessed 16/1/2019)
Adjusted incident (Authors’ calculated total number of theft, EuroStat/Regional crime statistics/
rate robbery, intentional homicide, burglary at crim_gen_reg (accessed 7/1/2019) For
NUTS2) divided by national total number of London: (2) https://www.ukcrimestats.com/
crime times population share Subdivisions/GLA/2247/(accessed 14/1/
2019)

% of people Percentage of population employed in Science Regional science and technology statistics/
employed in and Technology htec_emp_reg2 (accessed 7/1/2019)
Science and
Technology

LQ employment in  Location Quotient for financial service = EuroStat/Regional labour market statistics/
financial sector (EINUTS2/EiNational)/(EtNUTS2/EtNatinal) regional employment (LFS annual series)/

where Ei is employment in financial sector Ifst_r_Ife2en2 (3 May 2019).

excluding real estate and insurance, Et is
total employment, NUTS2 is region at NUTS2
level and National is at country level

LQ employment in  Location Quotient for ICT = (EINUTS2/ EuroStat/Regional labour market statistics/
manufacturing EiNational)/(EtNUTS2/EtNatinal) where Ei is regional employment (LFS annual series)/
employment in manufacturing, Et is total Ifst_r_Ife2en2 (3 May 2019).

employment, NUTS2 is region at NUTS2 level
and National is at country level

Campaigns
Characteristics
Ln(campaign goal in Natural log value of the amount of money From Companisto (Collected from
Euro) initially asked in campaign in Euros September 2018-October 2018)
Ln(business age) Natural log value of (Campaign year- business From Companisto (Collected from
inception year) September 2018-October 2018)
Patent Categorical variable = 1 if the business has From Companisto (Collected from

patent for the product; = 2, if the product September 2018-October 2018)
has pending patent application; 0, if the

business does not/cannot have patent or

patent application

(Continued)


https://www.ecb.europa.eu/stats/policy_and_exchange_rates/euro_reference_exchange_rates/html/eurofxref-graph-chf.en.html
https://www.ecb.europa.eu/stats/policy_and_exchange_rates/euro_reference_exchange_rates/html/eurofxref-graph-chf.en.html
https://www.ecb.europa.eu/stats/policy_and_exchange_rates/euro_reference_exchange_rates/html/eurofxref-graph-chf.en.html
https://www.ecb.europa.eu/stats/policy_and_exchange_rates/euro_reference_exchange_rates/html/eurofxref-graph-chf.en.html
http://www.simplemap.com/
http://www.simplemap.com/
https://www.ukcrimestats.com/Subdivisions/GLA/2247/
https://www.ukcrimestats.com/Subdivisions/GLA/2247/
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Variable

Definition

Source

Industry

Campaign year

Social Network
information

Business loan
campaign
Limitless campaign

Authors’ definition: E-commerce and online
services, Electronics, Food and Beverage, IT
solution, others (including travel, textile,
automotive manufacturing, chemical and
cosmetics, media, sport, and consultancy)

categorical variable for the campaign year from
2012 to 2018

Dummy variable = 1 if the campaign released
contact information of entrepreneurs on
Facebook, LinkedlIn, Xing, or Twitter

If the contract is a business loan rather than
buying shares

dummy variable = 1 if the campaign had no
limit in the amount of investments they
could collect

Initial classification collected from Companisto
(Collected from September 2018-October
2018)

From Companisto (Collected from
September 2018-October 2018)
From Companisto (Collected from
September 2018-October 2018)

From Companisto (Collected from
September 2018-October 2018)
From Companisto (Collected from
September 2018-October 2018)




