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Abstract: Access to finance by small-to-medium-enterprises (SMEs) remains an enigma that still
warrants further research. The COVID-19 pandemic has exacerbated the funding gap and necessitated
the need for entrepreneurs to seek alternative financing due to tight credit rationing by the traditional
finance institutions. There is a marked increase in demand for alternative online finance known
as crowdfunding amid social distancing and lockdowns occasioned by the COVID-19 pandemic.
The main objective of this study was to examine the trends in the financing of African SMEs during
the COVID-19 pandemic with a particular focus on crowdfunding. The postpositivist research
philosophy and deductive strategy was adopted in this study with the view to test an existing theory
and hypothesis. Secondary data sourced from TheCrowdDataCentre were utilised for the study. Eight
hundred and fifty-nine African crowdfunding campaigns were employed as the unit of analysis. The
study employed econometric techniques to test the research objectives of this study. The probit model
was employed in the analysis. The results of the study revealed that backers, the COVID-19 and social
network variables were positively and significantly related to campaign success. On the other hand,
duration was found to be negatively and significantly related to crowdfunding success. The study
contributes to the growing literature on the impact of COVID-19 on crowdfunding performance, as
well as the literature on alternative sources of finance.

Keywords: crowdfunding; entrepreneurship; COVID-19 pandemic; alternative finance; access to
finance; SMEs; financial inclusion

1. Introduction

The outbreak of the COVID-19 pandemic adversely affected financial and economic
growth globally. Furthermore, this has severely affected the ability of the entrepreneurs
and government to respond to the country’s economic needs, such as job creation and
economic growth (Zribi 2022). The traditional financial institutions as such were not able to
mobilise sufficient credit lines, resulting in credit rationing. As a result, entrepreneurs and
SMEs were starved of credit to finance their projects or their working capital requirements.
The challenge of accessing finance from traditional financial sources by SMEs remains
pervasive. Worldwide SMEs provide an estimated 60% of employment yet they are unable
to access finance (Sahay et al. 2020). The COVID-19 pandemic has accelerated the shift by
entrepreneurs in the quest for funding from traditional finance sources to alternative online
finances known as crowdfunding, amid the social distancing and lockdowns occasioned by
the pandemic. During the COVID-19 pandemic, crowdfunding platforms became the main
source of finance, influenced by applied physical distancing policies (Santos and Dias 2021).
The crowdfunding platform is described as an attractive finance source that is accessible
and easy to use, particularly during the pandemic era (Igra et al. 2021).

Arguably, access to finance and financial inclusion of SMEs could help overcome the
problem of inequality by enhancing economic growth and employment. Crowdfunding is
a method of raising finance or money from a large number of people who each contribute
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small amounts (Shneor 2020). However, in Africa, crowdfunding is still at the infancy level
due to limited technological infrastructure and internet usage (Chao et al. 2020). Regardless
of the low adoption of crowdfunding in Africa, crowdfunding has potential to provide
access to finance to entrepreneurs (Wachira 2021).

Crowdfunding provides financial resources to SMEs and entrepreneurs after launching
a project idea via the internet or an online crowdfunding platform without any involve-
ment from financial institutions and financial intermediaries (Kim and Viswanathan 2019).
The social media or network and advancement in technology increases the popularity of
crowdfunding as it provides easy, instant, and unlimited accessibility to funds, since it does
not require collateral (Fernandez-Blanco et al. 2020). Economic growth can be realised if it
is supported by technological development and innovation (Block et al. 2018). In addition
to that, regulation remains important for crowdfunding platforms to overcome the problem
associated with risk of fraud concerning crowdfunding campaign projects (Wenzlaff 2020).
Consequently, crowdfunding remains an alternative source of finance that alleviates limited
access to finance for entrepreneurs.

The limited access to finance by SMEs in Africa is the major impediment to overcoming
poverty and unemployment. African governments have been trying all other means to
alleviate the limited credit problem; however, the problem remains persistent still to date.
Crowdfunding is a viable alternative access to finance that has the potential to overcome
the problem of limited finance in the African continent (Berndt 2016). The significance of
SMEs in fostering development of the economies, growth, and job creation worldwide is
well documented (see, for instance, among others: Mpofu and Sibindi 2022; Moyo and
Sibindi 2020; Adjakou 2021; Berndt 2016). Further, Adjakou (2021) contend that insufficient
capital supply from traditional sources of finance limits the growth and development of
SMEs. Crowdfunding could potentially contribute to overcoming the limited access to
finance for SMEs.

The COVID-19 pandemic has further exacerbated the access to finance conundrum,
as traditional financial institutions instituted tighter lending requirements. Since the start
of the COVID-19 health crisis, the global economy has contracted, and access to finance
by SMEs was expected to decrease from the year 2019. Furthermore, many countries
experienced an alarming increase in COVID-19 cases during the second and third waves
that might curtail economic growth further. Therefore, the current crisis is widening the
gap for credit and accelerating the shift towards alternative financing sources in general
and crowdfunding in particular. Crowdfunding helps to overcome the imbalances between
the demand for access to finance and the supply by focusing on all neglected SMEs and
entrepreneurs. Furthermore, crowdfunding promotes originality and innovation, thereby
improving sustainable development (Ryu and Ko 2020). Crowdfunding is an effective
alternative source of finance to purge this gap in funding. This new form of finance provides
accessible and cost-effective funding that enhances the economic growth and job creation
in developing, emerging, and developed nations (FSD Africa 2017).

Research on crowdfunding during the COVID-19 pandemic has attracted several
researchers, such as Farhoud et al. (2021), Zribi (2022), Santos and Dias (2021), Cumming
and Reardon (2022), among others. However, their studies were limited to developed
countries and collected data from one specific crowdfunding platform—in particular, the
reward-based. Therefore, the findings of this study help to purge the research gap on the
dynamics of crowdfunding in Africa. There is a dearth of literature, especially in the context
of Africa. Suffice it to highlight that African countries are different from the developed
countries due to differences in: culture, legal requirements, social interaction, technology
advancement, and the political and business environment. Moreover, crowdfunding in
Africa is at a nascent stage and conceptual; hence, the current study is aimed at filling the
gap in the literature. Unsurprisingly, the most difficult issue facing SMEs is limited access
to finance for their SMEs and working capital requirements (Sahay et al. 2020).
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Against this backdrop, the present inquiry sought to contribute towards the access to
finance and financial inclusion debacle in the context of African countries. The objectives
underpinning the study were the following:

e To establish whether African SMMEs were accessing finance from crowdfunding
sources during the COVID-19 pandemic

e  To determine the success rate of African crowdfunding campaigns during the COVID-
19 pandemic
To establish the enablers of crowdfunding success during the COVID-19 pandemic.
To determine the leading crowdfunding campaign categories during COVID-19 in
Africa.

The rest of the article is organised as follows: Section 2 analyses the global trends in
crowdfunding finance. Section 3 describes the mechanics of crowdfunding and charac-
terises the role players. Section 4 identifies the enablers of crowdfunding. Section 5 decribes
the theoretical framework and hypotheses development. Section 6 describes the research
methodology applied in the study. Section 7 identifies the most successful crowdfunding
models in Africa during the COVID-19 pandemic. Section 8 concludes the study.

2. Global Trends in Crowdfunding Financing

Globally crowdfunding represents financial technology (FinTech), which addresses
capital needs for entrepreneurs through effective digital solutions (Haddad and Hornuf
2019). There are an estimated 3000 crowdfunding platforms around the world from the
years 2015 to 2017 (Ziegler et al. 2020). The volume of crowdfunding in the year 2019
reached USD 14 billion and was estimated to reach 28.8 billion by the year 2025. However,
in the African continent, crowdfunding is still in the infancy stage, which delays the access
to finance and financial inclusion (Drake 2016). The limited technological innovation in
the African continent is delaying the growth and the development of crowdfunding. In
2015, crowdfunding platforms raised approximately USD34.4 billion which is about a 200%
increase compared to the previous year (World Bank 2015). Crowdfunding usage and its
popularity are influenced by the usage of the internet and social media. The low internet
and social media usage in parts of African countries contribute to the lower popularity of
crowdfunding.

Crowdfunding has become a viable alternative source of finance for SMEs. Typically,
SMEs require funding for their business existence (working capital requirements), start-ups,
and growth and source this from financial institutions such as banks. Due to the opaqueness
of SMEs, banks and other financial institutions charge exorbitant interest rates in exchange
for credit granted to SMEs. As such, crowdfunding emerges as an alternative source of
capital for SMEs who cannot pay such high interest rates. Crowdfunding can alleviate the
limitation of access to finance worldwide (Calic and Mosakowski 2016).

It is projected that the economic growth of African continent will decrease 3.4% due
to uncertainties from the COVID-19 pandemic (Namatovu and Larsen 2021, p. 104). The
gross domestic product (GDP) decreased from USD 145.5 billion to USD 189.7 billion. Due
to the lockdown and subsequent social and physical distancing policies brought on by
the COVID-19 epidemic, internet crowdfunding sites have emerged as the primary means
of fund raising for non-profits (Santos and Dias 2021). Prior to the COVID-19 pandemic,
crowdfunding platforms proved to be a useful way to raise funds. Authors provided
evidence of the determinants related to the success rate of the campaigns shared by these
platforms, namely, the image or text of the posts (Zhang et al. 2020). According to the
African Bank Development Group (2022), the African continent experienced high levels of
poverty among its population, with an estimated number of 453.4 million people living in
abject poverty. However, during the COVID-19 pandemic, this number has increased by an
additional 28 to 29 million people. South Africa is currently leading crowdfunding activities
in the African continent with Thunda fundraising with an estimated USD 3.8 million from
1420 reward-based projects.
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Table 1 presents the statistics on annual crowdfunding revenue per region from the
year 2020. The annual crowdfunding annual revenue activity per region was mostly
concentrated in North America with an estimated USD 17.2 billion, followed by Asia
with USD 10.54 billion, and European continents with USD 6.84 billion. In the year 2020,
the growth of crowdfunding has increased as Asia exceeded Europe in the size of the
crowdfunding market, reaching USD 10.54 billion, as illustrated above. It is not surprising
that North America dominates the crowdfunding, which was positively influenced by
its origin. This crowdfunding market was carried in the US in the year 1885 to fund the
crowdfunding project of the statue of Liberty (Kallio and Vuola 2020). Since the outbreak
of the COVID-19 health crisis, the crisis accelerated the popularity and the need to use
crowdfunding globally. Therefore, crowdfunding has the potential to respond to the need
of finance needed globally in the African continent. The crowdfunding platforms such as
M-Changa and Back-a-buddy showed designed digital solutions.

Table 1. Annual Crowdfunding Activity Per Region.

Region USD Amount
North American crowdfunding revenue 17.2 billion
Asian crowdfunding revenue 10.54 billion
European crowdfunding revenue 6.48 billion
South American crowdfunding revenue 85.74 million
Oceanic crowdfunding revenue 68.8 million
African crowdfunding revenue 25.16 million

Source: Adapted from https:/ /blog.fundly.com/crowdfunding-statistics, accessed on the 29 September 2022.

The African continent maintains the lowest crowdfunding with an estimated USD
25.16 million, compared to Oceanic crowdfunding with USD 68.8 million and South Ameri-
can crowdfunding USD 85.74 million. There is currently limited research on crowdfunding,
and it has lower penetration in the market; most relevant studies are limited to conceptual
research. Despite its lower penetration in the African continent, crowdfunding is consid-
ered an innovative opportunity that enhances access to finance for SMEs and entrepreneurs
(Chao et al. 2020). Overall, the health and strength of SMEs and entrepreneurs in Africa
are often viewed as a policy priority in most countries across the continent. Accordingly,
African governments may address crowdfunding regulation as an enabler of domestic
innovation and entrepreneurship to develop this sector. However, several regulatory ini-
tiatives to support financial innovation need to be adopted by government agencies to
limited regulation in the African continent in some countries, such as South Africa, Uganda,
Rwanda, and Mozambique (Ziegler et al. 2018).

3. Mechanics of Crowdfunding: Models, Transactions and the Role Players
3.1. Crowdfunding Models

There are four main types of crowdfunding models that have developed over the
years. These are the: donation-based, reward-based, lending-based, and equity-based
crowdfunding models. These are depicted in Table 2. We describe each of these in turn.

a. Donation-based crowdfunding

Donation-based crowdfunding does not provide compensation to the backers or
supporters in the form of rewards in exchange for money contributed. Donation-based
crowdfunding provides an opportunity for potential donors to contribute to the crowd-
funding campaign without any expectation of returns for their contribution. Such donors
do not worry about the risk of the return for their contribution made. Donation-based
crowdfunding is also described as accepting donations of funds over the internet without
expecting anything in return (Salido-Andres et al. 2021).
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b.  Reward-based crowdfunding

In reward-based crowdfunding, the supporters or backers are compensated with a
reward, which is a nonmonetary return. Reward-based crowdfunding is seen as the most
general crowdfunding type around the globe (Shneor and Munim 2019). This type of
crowdfunding allows investors or backers to contribute financial resources to the crowd-
funding campaign in exchange for a reward. Therefore, the reward may be in monetary or
non-monetary forms. The below Table 2 presents crowdfunding models.

c.  Lending-based crowdfunding

Lending-based crowdfunding provides a financial resource in the form of a loan where
the recipient of the funds has to repay the finance in interest. The lending-based crowd-
funding is basically about granting a loan to financially needy SMEs with the exchange of
interest charged on the initial amount granted. It implies that backers or investors lend
money to several SMEs or financial seekers, thus, spreading their risk (Ibsen-Jensen et al.
2015). Lending-based crowdfunding is an investment crowdfunding model through which
a crowd or investors provide loans to SMEs to support their project ideas in exchange for
regular returns, awaiting repayment of the initial capital investment (Boulahbel 2021).

d. Equity-based crowdfunding

Equity-based crowdfunding is another form to access finance through the use of
shares in the project or business. Equity-based crowdfunding offers SMEs an opportunity
to access finance and secure online investments on crowdfunding platforms (Estrin et al.
2018). Equity-based crowdfunding is another access to finance for SMEs where the investors
expect returns in exchange for risk. The below figure summarises the crowdfunding models.

Table 2. Crowdfunding models.

Investment Models Non-Investment Models

Lending-based crowdfunding Reward-based crowdfunding

e  Access finance with a need to pay interest
or return on investment

° Time and cost effective for finding
suitable investors

e raise funds without upfront fees
e  pre-order for products to be launched
e  Provide tangible and intangible support

to backers
e  Friends and family play a key role in the
early stages of fundraising
Equity-based crowdfunding Donation-based crowdfunding
o  The lack of strict reporting and e  Backers contribute without interest or
accounting return on contribution
e  Contribution in exchange of shares,bond e  No expectations of funds or any
and ownership intangible support
e  Backers can track crowdfunding progress e  Reduced transaction and coordination
costs

Source: Authors” own compilation.

3.2. Crowdfunding Transactions and the Role Players

The crowdfunding platform presents transparency by disclosing the project creator
and fund seeker in the process of raising finance. The project creator may provide limited
information to the supporters or backers of the project’s idea, which creates the problem
of information asymmetry. However, all types have in common that compared to more
conventional investments, financial means are derived from a range of backers. The
crowdfunding transaction and role players are depicted in Figure 1.
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Crowdfunding platform

Backers
money

Figure 1. Crowdfunding Model. Source: Adapted from Shneor (2020).

The crowdfunding platform appears to help to increase the awareness about an
alternative access to finance for entrepreneurs. To date, insufficient information is available
on the influence of crowdfunding during the COVID-19 pandemic and its strategies to
overcome the limited access to finance (Farhoud et al. 2021). It appears that entrepreneurs
are struggling to survive during the uncertainties of the health crisis (World Economic
Forum 2020). Therefore, the reactionary health crisis has led an increase in the number
of charitable crowdfunding campaigns (Farhoud et al. 2021). Figure 1 illustrates the
crowdfunding model.

(i) Entrepreneurs

The intention is to access finance from crowdfunding sources to finance projects and
for working capital requirements. The process of raising finance from crowdfunding needs
to attract members of the public who wish to contribute to a project that needs funds
(Belleflamme et al. 2015). It commonly takes place via an online internet platform where
the supporters contribute a small amount of money through the internet. The awareness
of the crowdfunding project reaches the members of the public through the use of social
media such as Twitter, Facebook, WhatsApp, and Instagram, and so on. According to
Zhou et al. (2018) the term founder refers to a person who develops a project idea on a
crowdfunding platform seeking to access finance from supporters or members of the public
and investors who wish to provide support in the form of a monetary contribution. From
the different academic sources, it is used as an entrepreneur, creator, owner, founder, SMEs,
and entrepreneurs.

(i) Crowdfunding platforms

The crowdfunding platform is the internet and online social network that invites all
members of the public and investors to contribute financial resources. The crowdfunding
platform allows technology to take part in the process of raising funds for the fund seeker,
whereas the website provider plays, a critical role and provides transparency.

(iii) Backers

The backers are defined as supporters who contribute funds to a crowdfunding
platform for an entrepreneur seeking finance. Commonly the backers contribute money
through the online internet platform to the needy entrepreneurs seeking finance. These
backers are informed by the social media involvement and the word-of-mouth network
about the projects’ needs. Some backers expect a return in exchange for money invested
in a project campaign. The supporters or backers of the crowdfunding campaign projects
are not limited to individual investors, can be a large number of investors contributing
to the campaign. The awareness of the crowdfunding campaign to the backers is being
influenced by the spread of information in the form of social media, word of mouth.

(iv) Regulations

The regulations consist of a set of rules under which crowdfunding models are in
compliance with. The strength of the crowdfunding platform relies on the regulations and
policies to overcome the problems concerning the risk of fraud (Chao et al. 2020). The
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crowdfunding project campaign is being supported when it is reliable and trustworthy
(Zhang et al. 2022). Consequently, African governments need to address crowdfunding
regulations to improve innovation and enhance crowdfunding participation and awareness.

4. Crowdfunding Enablers: Information Communication Technologies (ICT) Adoption

Arguably ICT adoption is the biggest enabler of crowdfunding in the world. From
this vantage point, we analyse the key metrics in ICT adoption with a particular focus on
internet and Facebook penetration from a global and African continent standpoint. The
trends in internet and Facebook penetration are presented in Table 3 From the metrics
documented in Table 3, it is apparent that Africa is lagging behind in internet penetration, as
well as Facebook penetration. Internet penetration in Africa stands at 43% compared to the
rest of the world, which is at 69%. A similar trend is observed with Facebook penetration in
Africa being approximately 50% that of the rest of the world. Thus, Facebook penetration
recorded in Africa is at 19% compared to 38%, which is recorded for the rest of the world.

Table 3. Trends in internet and Facebook users as of December 2020.

Internet Internet Internet Facebook
Population Users Growth Penetration Penetration
2000-2020 (Population)  (Population)
Total Africa  1,340,598,447 4,514,400 0.12975 0.43 0.19
Rest of World  6,456,017,263 356,471,092 0.883 0.686 0.38
World Total ~ 7,796,615,710 360,985,492 0.100 0.642 0.35

Source: Adapted from www.internetworldstats.com, accessed on 11 June 2022.

Globally, the use of internet, as well as social media, plays an important role in
facilitating crowdfunding. Notwithstanding, the utilisation of internet and social media in
Africa is limited, as can be adduced from the above information. Consequently, the rest of
the world dominates Africa in the crowdfunding arena.

5. Theoretical Framework and Hypotheses Development

Information asymmetry may be considered in crowdfunding as a problematic concern
between the two parties, namely, backers and entrepreneurs or fund seekers. It is, therefore,
important to overcome the problem of information asymmetry. The theory of information
asymmetry originates from Akerlof (1978) and Rothschild and Stiglitz (1978), and it disrupts
the credit market. To overcome the negative effects of asymmetric information, the more in-
formed party can create an action to signal the less informed party about the quality of their
product. This signalling process was first identified in the seminal works of Ross (1977) and
Spence (1978), essays on labour market signals that highlighted the asymmetric information
in the labour market and that without some form of signals, employers are unable to sepa-
rate high-skilled workers from low-skilled ones. Hence, it is adaptable to crowdfunding
where the backers have limited access to information concerning crowdfunding campaign
projects.

Signals from the project creators or entrepreneurs could be identified based on the
number of backers, presence on social media, duration, and the state of the COVID-19
pandemic as they pertain to the project’s successful performance. A large number of
backers signal the crowdfunding’s successful performance based on the amount contributed
to the project campaign. The presence on social network attracts backers by creating
awareness of the crowdfunding project, thus, signalling success. A longer crowdfunding
campaign project may not attract backers due to its untrustworthiness, thus, signalling
and unsuccessful campaign. Finally, the COVID-19 pandemic has potential to disrupt the
success of the crowdfunding campaign, hence, signalling an unsuccessful performance.
However, in some instances, the COVID-19 pandemic may increase the participation of
digital access to finance due to the social distancing created. This increase in information
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asymmetry puts distant funders at a disadvantage compared to nearby funders. Quality
signals are more valuable and informative to the informationally disadvantaged backers.
The importance of the digital crowdfunding platform is to decrease the transaction cost
and provide effective transactions (Ben Arfi and Hikkerova 2021). Entrepreneurs or project
creators attempt to mitigate information problems either directly by making the description
of their activities and new projects known to the public or indirectly by selecting measures
that can be positively interpreted by potential investors (Miglo 2022).

COVID-19 is the first deadly pandemic to ever attack the world. This outbreak started
in China in late 2019, spread swiftly (in less than three months), and affected more than
200 nations, leading to a significant number of infections and fatalities. During the COVID-
19 pandemic, many crowdfunding projects were affected by this disruption worldwide.
As a result, the COVID-19 pandemic has negatively increased the market crashes and
economic effect (Sansa 2020; Baker et al. 2020).

H1: The COVID-19 pandemic is negatively influencing crowdfunding campaign success.

The large backing of experienced investors who are able to identify the potential of a
project that is worth investing in is associated with lower cost compared to a small number
of investors (Fourkan 2021). The large number of backers influences investor’s confidence
and crowdfunding success. Crowdfunding campaigns are more likely to be successful in
fundraising if they manage to attract both a large number of investors and a large amount
of funds (Lukkarinen 2020).

H2: The number of backers is positively related to the success of a crowdfunding campaign.

Social distancing could have increased the use of social media platforms, and this
aspect could positively influence the success of the campaign (Zribi 2022). Network involve-
ment is the information that informs the backers about the project’s need to obtain funding.
The social media links backers to the campaign creator (Zhang et al. 2022; Tang et al. 2022).
The literature shows that network involvement has positively influenced the crowdfunding
success. Social media platforms such as Facebook build their digital platform based on
network interactions that include data analytics used for digital marketing purposes and to
better target consumers.

H3: The network involvement in the crowdfunding project is positively associated with the crowd-
funding campaign success.

Duration is the period of time in which the project can receive financial support from
backers (Liang et al. 2020). Based on the other academic research such as (Zhou et al. 2018;
Nyberg and Aberg 2017), the longer duration led to an increase or decrease in crowdfunding
success. The study by Lagazio and Querci (2018) shows that the probability of success can
reach 43% when the number of Facebook shares is between 1000 and 10,000.

H4: The duration of the campaign decreases the crowdfunding campaign success.

6. Research Methodology

The research methodology adopted in this study was quantitative. The study utilised
secondary data that were extracted from TheCrowdDataCentre database. Mainly, the study
applied descriptive statistics to examine trends in crowdfunding in Africa. A regression
analysis was also conducted to establish the relationships described in the aforementioned.
The study period was the COVID-19 period, which ran from 1 March 2020 to 29 December
2020, and pre-COVID-19 data collected from 1 January 2019 to 30 December 2019. The
convenience sampling frame was adopted for the study. The sample analysed consisted
of 859 projects. These included 749 campaigns launched before the COVID-19 pandemic
and 110 campaigns launched during the COVID-19 pandemic. The variables are defined in
Table 4.
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Table 4. Variable Description and Measurement.

Name of Variables Description Measurement of Variables
Crowdfunding success If the targeted amount is The binary variable O.f 1if the
targeted amount obtained and
(CS) reached .
0 otherwise
The social media involved Binary variable of 1 if any of the
Social media (SN) include: Facebook, Twitter, following methods are used:
blogs, LinkedIn, Myspace, Facebook, Twitter, blogs, LinkedIn,
and 0 otherwise Myspace, and 0 otherwise
If the project was created The binary variable of 1 if project
COVID-19 pandemic during the COVID-19 was created during the COVID-19
pandemic period and 0 otherwise

The number of supporters

Backers (BCK) who contributed to the project

Transformed as log

The number of days for a

Duration (DRN) campaign to raise funds

Transformed as log

Source: Authors” own compilation.

Hence, the following models were specified to test the relationship between crowd-
funding campaign success and its regressors:

Probit (CS) = Bo+ B1SN + p2COVID — 19 + B3BCK + B4 DRN 1)
OLS (CS) = Bo + B1SN + p2COVID — 19 + B3BCK + B4 DRN 2)

7. Crowdfunding in Africa: Which Models Are the Most Popular

There were 56 successful crowdfunding campaigns over a total of 749 projects in
Africa before the COVID-19 health crisis (refer to Table 5). However, the number of projects
that were not successful remains relatively high. There were many crowdfunding cam-
paign projects launched before the COVID-19 health crisis. In addition to that, descriptive
results revealed that despite the high number of crowdfunding campaigns, the projects
launched were unsuccessful. Therefore, it can be concluded that the failure rate of crowd-
funding campaigns launched before the COVID-19 pandemic remained high in the African
continent.

Table 5. Trends in Crowdfunding Campaigns.

Crowdfunding Number of No of Successful Total Amount
Campaign Campaigns Projects Raised USD
Pre-COVID-19 749 56 1,368,829
During COVID-19 110 13 403,389
Total 859 69 1,772,218

Source: Authors” own compilation.

It is evident that a higher number of backers increases the probability of crowdfunding
campaign success during the COVID-19 pandemic (refer to Figure 2). The crowdfunding
projects with insufficient numbers of backers decreased the success rate of a crowdfunding
campaign in Africa. There, campaigns with a high number of backers (4499 supporters)
reported high success rates. A large number of crowdfunding campaigns during the
COVID-19 pandemic failed to reach targeted amount, hence, there was a low success rate
of 13%. In addition to that, the higher number of backers contributing to the crowdfunding
platform increases the probability of success rate as compared to the lower number of
backers. Hence, the results are in line with the findings by Mollick (2014) and Wachira
(2021).
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Figure 2. Crowdfunding Campaign and Backers. Source: Authors” own compilation.

Figure 3 shows that 23 crowdfunding categories were used in the African continent
during the sample period. The x axis shows categories in the bar graph; blue, orange, and
grey show the number of project campaigns per category, the number of successful projects,
and the number of failed campaign projects, respectively. The y axis shows the number of
crowdfunding campaigns projects considered. Consequently, animals, photography, travel,
gaming, design, publishing, fashion, music, film, art, and technology reached success of
100%, 100%, 50%, 50%, 29%, 25%, 17%, 15%, 13% and 8%. respectively. The most popular
crowdfunding categories were animal, photography, travel, and gaming. Consequently,
animal and photograph categories were identified as the leading crowdfunding projects
during the year 2020 in the African continent.
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Figure 3. Percentage of goal reached per crowdfunding category.

Figure 4 documents the amount raised compared to the targeted amount reached.
Thus, USD 115,605 was the highest amount raised. Based on the money pledged and
category, it shows that an estimated USD 2057, USD 69, 5509 and USD 54 were raised by the
leading popular crowdfunding categories, which include animals, photography, gaming
and design.
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Figure 4. Total amount raised. Source: Authors” own compilation.

The duration of the campaigns is presented in Figure 5. Typically, the time frame for
projects to raise money ranges from 30 to 90 days. The more successful projects have a
duration that ranges from 26 to 31 days with the crowdfunding campaign reaching over
100% of its target. From 60 days upward, the success rate drops, compared to 29 to 36 days,
which showed success rates of over 119% to 385%. It is advisable for project creators to aim
for a campaign that lasts between 26 to 36 days to ensure success.

Percentage goal reached

385%

7 14 15 16 20 21 21 22 26 29 30 30 30 31 31 31 32 36 41 41 45 46 54 60 60 60 60 61 61 61 61 61 61 61 61 61 61

Campaign duration in days

Figure 5. Duration of Crowdfunding Campaign. Source: Authors” own compilation.

The Table 6 below presents descriptive and correlation matrix. The findings of de-
scriptive statistical analysis shown in Table 6 consists of means, standard deviation, and
correlated relationships between the independent variables. The correlation coefficients are
all between 0.023 and 0.44. As a result, the model is free from multicollinearity problems
as the correlation is below 0.80. McDonald and Moffit (1980) stated that the VIF threshold
should be less than 10 to ensure that the overall model does not suffer from multicollinearity.
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The VIF ranges from 1.00 to 1.02, which is within the threshold. Consequently, there is no
problem of multicollinearity.

Table 6. Descriptive Statistics and Correlation Matrix.

Mean Std. Dev VIF CS BCK DRN COVID_19 SN
CSs 0.083 0.276 DV 1.000
BCK 19.536 118.133 1.023 0.44 *** 1.000
DRN 44.507 17.266 1.017 —0.161 *** —0.112 *** 1.000
COVID_19 0.131 0.337 1.014 0.047 0.088 —0.063 * 1.000
SN 0.864 0.342 1.008 0.094 *** 0.060 * 0.023 0.063 * 1.000

Notes * p < 0.1, ** p < 0.01.

The regression results are presented in Table 7. The probit regression results are
reported in model 1. These showed a pseudo-R-square of 57%, which represents the
goodness fit and ordinary least square presented in Table 7 model 2 showed an R-square of
22%. The regression coefficients {3 indicate the direction of impact between the access to
finance criterion (dependent variable) and each signal (independent variable), and p values
show the level of significance.

Table 7. Regression analysis results.

Variables Model 1 Model 2
CS (Probit) CS (ODL)
BCK 0.0323 *** (0.003) 0.001 *** (0.000)
DRN —0.012 ** (0.005) —0.002 *** (0.000)
COVID_19 0.030 ** (0.245) —0.030 (0.025)
SN 0.268 * (0.359) 0.0576 ** (0.025)
C —1.889 *** (0.403) —0.095 *** (0.031)
McFadden Pseudo R? 0.565
R? 0.215
Number of observations 851 851

Notes * p < 0.1, ** p < 0.05, ** p < 0.01. Source: Authors’ own compilation.

The model 1 results reported the probit regression analysis results. This showed that
backers, the COVID-19 pandemic, and social networks were positively and significantly
associated with crowdfunding success (3 = 0.032, 0.030, and 0.268 respectively; p < 0.01,
p < 0.05, and p < 0.10). The findings are consistent with the findings by Bu et al. (2020),
Bansal et al. (2019), Liu et al. (2021), and Fourkan (2021). However, duration was found
to negatively and significantly influence crowdfunding success (3 = —0.012; p < 0.1). The
findings are consistent with the results by Buttice and Noonan (2020) and Zhou et al. (2018).
On the contrary, Tan and Reddy (2021) found a positive association between duration
and crowdfunding success. The results implied that many numbers of backers involved
in the crowdfunding campaign project enhances the possibility of success. During the
COVID-19 pandemic, many fund seekers or entrepreneurs relied on digital access to finance
due to social distancing imposed by the government. Hence, the COVID-19 pandemic
increases the probability of crowdfunding success. The presence of social network attracts
backers to contribute to the crowdfunding campaign project, which ultimately increases the
success. Finally, the longer duration creates many doubts in potential backers or investors to
contribute to the crowdfunding campaign projects, resulting in the failure of the campaign.

The ordinary least square (ODL) model in model 2 revealed that the duration and
COVID-19 pandemic are negatively and significantly associated with crowdfunding suc-
cess (= —0.002 and —0.03, respectively; p < 0.01). The results are supported by Zribi (2022)
and Buttice and Noonan (2020). However, backers and social network were found to posi-
tively and significantly influence crowdfunding campaign success (3 = 0.001; p < 0.1, and



J. Risk Financial Manag. 2022, 15, 511

13 of 17

B =0.0576; p < 0.05 respectively). The findings corroborate the results by Zhang et al. (2022)
and Tian et al. (2018). It makes sense that duration extended the possibility for the backers
to contribute due to a signal of lack of confidence in the crowdfunding campaign project.
Because of the disruption imposed by the COVID-19 pandemic, backers seem to access
insufficient information concerning the crowdfunding campaign project, hence, decreasing
the success performance. The social network is an important communication strategy amid
the social distancing imposed by COVID-19; hence, it attracts backers to contribute to the
crowdfunding campaign project that ultimately increases the success. Finally, a larger
number of backers positively influences the crowdfunding success performance.

According to N'Guessan et al. (2017), many crowdfunding projects in the African
continent benefit from internationally based crowdfunding platforms because most African
based platforms are relatively small and not well established. A large number of in-
ternational crowdfunding platforms are more successful in financing projects based in
the African continent compared to the African crowdfunding platform. Furthermore,
N’Guessan et al. (2017) contend that the constraints concerning the crowdfunding platform
in Africa are influenced by the limited internet, social media, and online payment access,
since they are underdeveloped. African-based crowdfunding platforms are mostly focused
on raising funds for entrepreneurs and SMEs seeking capital for their start-up (Sommer
2021). The Table 8 below present the international crowdfunding platforms operating in
African continent. The analysis in Table 7 revealed that donation-based crowdfunding is
the leading type of crowdfunding platform used in the African continent.

Table 8. International crowdfunding platforms operating in the African Continent.

No. Platform Name Country of Operation Crowdfunding Model/Type
1 Kiva South Africa, Rwanda, Kenya, Tanzania, Uganda Lending
2 BetterPlace South Africa Donation
3 GoFundme Rwanda, Kenya, Tanzania, Uganda Donation
4 GlobalGiving South Africa, Rwanda, Kenya, Tanzania, Uganda Donation
5 Razoo South Africa, Rwanda, Kenya, Tanzania, Uganda Donation
6 JustGiving South Africa, Rwanda, Kenya, Uganda Donation
7 4justl.com South Africa, Kenya, Tanzania Donation
8 Ammado South Africa, Kenya, Rwanda, Tanzania Donation
9 Awesome Foundation Uganda, Kenya Reward
10 Bid Network South Africa, Rwanda, Tanzania, Kenya, Uganda Donation
11 Buck4Good South Africa, Kenya Donation
12 Chuffed Kenya, Tanzania, Uganda Donation
13 Common Sites South Africa, Tanzania, Kenya
14 CrowdRise Rwanda, South Africa, Uganda, Tanzania, Kenya Donation
15 Crowdfunder Rwanda, South Africa, Tanzania, Kenya Equity
16 Freudon Kenya, Uganda Lending
17 Fundly South Africa, Rwanda, Kenya, Tanzania, Uganda Donation
18 Generosity South Africa, Rwanda, Tanzania, Uganda Donation
19 Give Forward South Africa, Kenya, Uganda Donation
20 GivenGain South Africa, Rwanda, Kenya, Tanzania, Uganda Donation
21 Givology Rwanda, Kenya, Tanzania, Uganda Donation
22 Indiegogo South Africa, Rwanda, Tanzania, Uganda, Nigeria Reward
23 Kangu Kenya, Uganda Donation
o4 Kickstarter South Africa, Kenya, Tanzania, Uganda, Nigeria Reward

Ghana
25 OnePercentClub South Africa, Rwanda, Kenya, Tanzania, Uganda Donation
26 Patreon South Africa, Kenya Reward
27 PifWorld South Africa, Kenya, Tanzania, Uganda Donation
28 RocketHub South Africa, Kenya Equity
29 SunFunder Rwanda, Kenya, Tanzania, Uganda Equity
30 Trine Kenya, Tanzania, Uganda Equity

Source: Adjakou (2021).
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The main findings revealed that SMEs or entrepreneurs during the reactionary time of
COVID-19 were not able to access finance adequately from crowdfunding funding sources.
The results revealed that the crowdfunding success rate remains relatively low, 13% during
the COVID-19 pandemic in Africa. In addition to that, during the COVID-19 pandemic, the
number of crowdfunding campaigns decreased from 749 project campaigns to 110 crowd-
funding. The unsuccessful rate was 97% during this uncertain time, which is in line with
the findings by Zhang et al. (2020). Crowdfunding categories that reached the targeted
amount during the reactionary time of health crisis involve animals, photography, design,
and games, respectively. Despite the success categories, the larger number of unsuccessful
crowdfunding campaign projects remains relatively high. Hence, the higher number of
backers is identified as an enabler of crowdfunding success performance, whereas a longer
duration or number of days decreases the success rate. The donation-based crowdfunding
model is leading in Africa, illustrated in Table 8. Finally, descriptive statistics revealed that
crowdfunding campaign projects launched before the COVID-19 pandemic showed a low
success rate. Conversely, crowdfunding campaign project launched during the COVID-19
pandemic showed a high success rate.

8. Conclusions

The aim of the study was to examine the trends in the financing of African SMEs
during the COVID-19 pandemic with a particular focus on crowdfunding. The study
found that although crowdfunding is still at an infancy stage, it is increasingly providing
a significant amount of financing for African SMEs. This has not been done before, so
the findings of this study provide a way to add to the existing literature on the COVID-
19 pandemic concerning crowdfunding. The research findings have a valuable practical
implication for crowdfunding platforms, project creators, and social media by determining
factors that enhance crowdfunding performance that guide the SMEs in Africa after and
during the COVID-19 pandemic and the economy at large. The study identified factors that
influence crowdfunding success p can be and can act as an interesting guide to help African
entrepreneurs, platform managers and the wider economy during and after the COVID-19
pandemic. Thus, the theoretical contribution of this article is to combine the literature on
digital platforms and transformational entrepreneurship by focusing on the complications
of the COVID-19 crisis. The social media, backers, and duration were identified as the
enablers of crowdfunding in Africa.

The presence of the COVID-19 pandemic has increased the usage of social media
platforms due to social distance imposed by government. On the other hand, the COVID-19
pandemic decreased the crowdfunding success due to lower participation in crowdfunding.
The study found that the most leading crowdfunding categories for SMEs in the African
continent were animals and photography during the health crisis of COVID-19. Addition-
ally, the study provides the information that reward- and donation-based crowdfunding
platforms offer a more efficient mechanism to deliver access to finance for SMEs and the
community in general, especially during the COVID-19 pandemic. The limited regulatory
framework on crowdfunding exists in the whole continent of Africa, which limits the
growth of crowdfunding volumes (Afrikstart 2016).

The study suggests that crowdfunding platforms could potentially be used as alter-
native access to finance for SMEs and to limit the widening gap of funding occasioned
by the COVID-19 pandemic. Arguably, crowdfunding possibly provides a solution to
the problem of the lack of access to finance for SMEs in the African continent. However,
the development and growth of crowdfunding in Africa is constrained by the lack of an
appropriate regulatory framework, limited internet and digital payment penetration, and
the lack of awareness and trust by the supporters, amongst a plethora of issues. The en-
trepreneurs in the African continent need to adapt to recent innovations and digital access
to finance for survival. Second, the study contributes to policy makers to formalise and
enhance awareness of crowdfunding, which will ultimately decrease the higher demands
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for funds from banks. Finally, it contributes to the growing literature on crowdfunding for
entrepreneurs in the Africa.
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