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Abstract: reward-based crowdfunding is becoming a very attractive funding alternative for early-stage entrepreneurial initiatives. Among
the factors that may facilitate the success of such campaigns is herd behavior, i.e., the tendency to imitate the funding decisions of previous
sponsors. The herd effect has been shown to be robust in previous research works as a rational act that supports campaigns more likely to
achieve the funding goal, i.e., to succeed. This paper goes beyond that empirical result from previous literature and analyzes whether herd
behavior occurs in reward crowdfunding even without the rational factor, as a simple imitation of previous behavior, regardless of the rational
motivation for project success. For this purpose, a field experiment is designed and executed in a real crowdfunding campaign for a cultural
project on the Verkami platform, the most powerful platform for cultural projects in Spain. This field experiment is designed to analyze the
causality between the decisions of previous sponsors on the color of a reward and the choices of subsequent sponsors. The results clearly show
nonrational herd behavior in the choices of subsequent sponsors in reward crowdfunding, who mostly choose the same color as the initial
contributions. Practical implications for campaign design and its possible consequences are discussed in the article.

Keywords: consumer behavior, crowdfunding, experiments, field experiment, herd behavior, peer effects, sharing economy, SME.

Resumen: El crowdfunding de recompensa es una interesante alternativa de financiacién para iniciativas emprendedoras en su etapa inicial. Entre
los factores que facilitan el éxito en dichas camparias destaca el comportamiento gregario, es decir, la tendencia a imitar las decisiones de finan-
ciaci6én de los anteriores mecenas. El efecto gregario, o de rebario, se ha demostrado robusto en investigaciones anteriores como un acto racional
que apoya camparias con mayor probabilidad de conseguir el objetivo de financiaciéon impuesto, su éxito. En este articulo se va mds alla de ese
resultado empirico de la literatura previa y se analiza si el comportamiento gregario se produce en el crowdfunding de recompensa incluso sin
factor racional, como simple imitacion de un comportamiento anterior, independientemente de la motivacién racional del éxito del proyecto. Para
ello, se disena y ejecuta un experimento en una campafia real de financiacién de un proyecto cultural en la plataforma Verkami, la mds potente
para proyectos culturales en Espana. Este experimento de campo permite analizar la causalidad entre las decisiones de los mecenas anteriores
sobre el color de una recompensa y las elecciones de los mecenas siguientes. Los resultados muestran claramente un comportamiento gregario
no racional en las elecciones de los siguientes mecenas en el crowdfunding de recompensa, que escogen mayoritariamente el mismo color que las
aportaciones iniciales. El articulo confirma la importancia del componente no racional en la conducta gregaria en crowdfunding.

Palabras clave: comportamiento del consumidor, comportamiento gregario, crowdfunding, economia colaborativa, efectos de grupo, experimen-
tos, experimento de campo, PYME.
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In recent times, the progress in the use of onli-
ne technologies has affected all corporate areas.
One of these areas is funding, which can actually
benefit from crowdfunding or micro-sponsoring.
The crowdfunding differs from traditional fun-
ding methods in that a crowd of individuals, the
sponsors, provide funds directly to the entre-
preneurs, normally online; thus, the crowdfun-
ding platforms acquire the role of a new type of
intermediary that brings together online deman-
ders of funds and an enormous crowd of small
funds providers (Cosh et al., 2009; Leboeuf and
Schwienbacher, 2018).

Nevertheless, this crowd of small funds pro-
viders may exhibit particular biases in their be-
havior, that should be known before presenting
a funding campaign. The herd behavior, i.e., the
trend to imitate the funding decisions of previous
sponsors, stands out among these biases (Huang,
Chen, 2006; Drehmann et al., 2007; Muchnik et al.,
2013; Van de Rijt et al., 2014; Sasaki, 2019; Wessel
et al., 2019). The herd effect has been shown to be
robust in previous research works as a rational act
that supports campaigns more likely to achieve
the funding goal, i.e., to succeed (Zhang, Liu,
2012; Kuppuswamy and Bayus, 2017; Zaggl and
Block, 2019; Chan et al., 2020; Comeig et al., 2020).

However, it is important to know if it also
occurs a nonrational herd effect in the crowd-
funding, in addition to this rational herd behav-
ior, and how it would help to know with more
depth the possibilities of the total herd effect.
This would help to improve the design of such
funding campaigns. Due to the large extent of the
herd behavior in crowdfunding, it is enormously
important for early-stage entrepreneurial initia-
tives to understand the mechanisms that drive
the herd effect.

Therefore, to learn how nonrationality may
be integrated in the herd behavior is important
for designing strategies for herd managing, so
that entrepreneurial initiatives may learn and
use such knowledge.

The previous empirical research works have
not causally and separately analyzed rational and
nonrational herd behavior in the reward-based

crowdfunding campaigns. The causality factor is
important because, for example, it is possible that
initiatives funded by a crowd of sponsors may
have gotten their support due to a big attractive
or, alternatively, that they became attractive be-
cause a crowd of sponsors were backing them.
This empirical limitation may be overcome with
the use of random economic experiments that
enable to analyze causality, i.e., the effect of a
variable on the decisions (Antonakis et al., 2010).

This work intends to start covering that lack
of empirical analyses, designing and executing a
field experiment aimed at knowing the separate
effect of nonrational herd behavior of sponsors
in a reward-based crowdfunding campaign. In
other words, as a behavior of simple imitation
of a previous behavior, independently of the ra-
tional motivation of the success of the project.
For this purpose, it is designed and executed an
experiment in a real funding campaign of a cul-
tural project in the Verkami platform, the most
powerful platform for cultural projects in Spain.

This field experiment can be used to analyze
the causality between the decisions of the pre-
vious sponsors about the color of a reward and
the choices of subsequent sponsors. Thus, the
experiment enables to analyze the influence of the
nonrational herd behavior on decisions in a real
crowdfunding campaign, with decision-makers
under market conditions, and not in lab experi-
mental conditions with subjects from university
contexts. The results clearly show nonrational
herd behavior in the choices of subsequent spon-
sors in reward-based crowdfunding, who mainly
choose the same color as the initial contributions.

The contribution of the study to the literature
about the behavior of sponsors in crowdfund-
ing is double. On one hand, it was possible to
separately analyze the nonrational component
and the rational component in herd behavior. On
the other hand, the use of an experimental field
analysis enables to observe the causality in a real
reward-based crowdfunding campaign with real
diversified sponsors, and not the common group
of university subjects. The paper is organized as
follows. A general overview of the related liter-
ature is now presented. Section 2 describes the
experimental design and procedures, i.e., the meth-
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odology employed. Section 3 presents the results
of the field experiment and section 4 concludes the
paper presenting implications for the management
of reward-based crowdfunding campaigns.

Types of crowdfunding

Crowdfunding, or micro-sponsoring, refers to
the fact of having a crowd of funders. A crowd
of different people is called in an open manner
through an online platform to observe the publi-
shed features of a project, and decide if they take
part of its funding and under which conditions.
Nevertheless, crowdfunding includes types of
funding calls with different objectives and moti-
vations. The four main crowdfunding models that
traditionally stand out in the literature (Mollick,
2014; Gierczak et al., 2016; Cumming and Hornuf,
2018) are: (1) donation-based crowdfunding,
in which funds are obtained as donation with
nothing in return, due to the altruist motivation
of funders; (2) crowdlending, or loans made by
a crowd of moneylenders that expect a payment
of interest charges and the return of the capital
loaned; (3) equity crowdfunding, in which the
multiple funders obtain an ownership of a small
part of the funded company, and (4) reward-based
crowdfunding, in which projects creators define
areward system and the associated prices, gene-
rally linked to the project, to attract sponsors; the
presale of the product is a possible type of reward
(Greenberg and Mollick, 2017).

These different types of crowdfunding, with
different motivations and dynamics, make it very
difficult to generalize behaviors among the dif-
ferent types of crowdfunding, as indicated by the
empirical comparison by Dushnitsky and Fitza
(2018). Thus, this work is focused on one of these
types, the reward-based crowdfunding, because
it is often used to fund early-stage entrepreneur-
ial initiatives and is exhibiting a fast growth.! It
is specially highlighted the growth in Europe

during 2020, year of the COVID-19 pandemics
(Chekfoung et al., 2021). This growth in the in-
terest of micro-funders, or sponsors, was also
observed in Peru and Mexico in the context of the
economic contingency derived from COVID-19
(Gélvez-Mayo et al., 2021; Segura-Mojica, 2021),
specially towards projects that could help to gen-
erate jobs or preserve the ones already existing.

In contexts with risk or uncertainty, it has been
observed that humans tend to imitate the deci-
sions of the group, i.e., tend to the herd behavior
(Anderson, Holt, 1997; Vismara, 2016). This beha-
vior is considered rational when the decisions
of the group observed are appropriately used
by an individual to improve his/her own deci-
sions (Banerjee, 1992; Bikhchandani et al.,1992).
Specifically, this behavior has been observed empi-
rically in financial decision-making contexts and
particularly in crowdfunding contexts (Huang
and Chen, 2006; Drehmann et al., 2007; Muchnik
et al., 2013; Van de Rijt et al., 2014; Colombo et al.,
2015; Sasaki, 2019; Wessel et al., 2019).

In crowdfunding, herd behavior refers to the
fact that the initial contributions stimulate the
subsequent contributions. Thus, when this be-
havior is used to back campaigns more likely to
achieve the funding objective, i.e., to succeed, and
not back those campaigns that seem to have more
difficulty to succeed, it is considered a rational
herd behavior; this has been widely observed
empirically (Zhang and Liu, 2012; Kuppuswamy
and Bayus, 2017; Zaggl and Block, 2019; Chan
et al., 2020; Comeig et al., 2020). The theoretical
explanation of this rational herd behavior is that
the observed behavior reveals information that,
otherwise, would not be available for the de-
cision-maker; this information reduces the un-
certainty. Nevertheless, none of these empirical
works in reward-based crowdfunding has studied
the causality, separating rational and nonrational
(the one that is not related with the success of the
campaign) herd behavior.

1 This fast growth in Europe is clearly observed in the Statista.com platform of statistical analyses, in the graph about
Transactions (in millions of US dollars) of reward-based crowdfunding in Europe (excluding UK) in 2013-2020, based on
data from the Cambridge Judge Business School, and which can be found in: bit.ly /3EGOALCC
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This empirical work has been motivated by the
interest of knowing if herd behavior occurs in
reward-based crowdfunding, even without a
rational factor, as a simple imitation of a pre-
vious behavior, independently of the rational
motivation of project success. For this purpose,
it is designed and executed a field experiment
that enables to deepen in the causal relations-
hip between a choice of the color of the shirt
(changing the color does not affect the amount
of funding provided) and subsequent contribu-
tions. The causality may be studied by means
of random economic experiments (Antonakis
et al., 2010).

Thus, the aim of this experiment has been to
separate rational herd behavior, from herd behav-
ior that is not motivated by rational issues (the
color of the shirt). Therefore, a field experiment
is carried out in a real campaign of a cultural
project in the Verkami platform, with a random
choice of the color of the shirt to which it is con-
tributed a funding corresponding to 9 % of the
objective at the early stages of the reward-based
crowdfunding campaign.

Choosing a field experiment for the empiri-
cal analysis enables to analyze the causality in
the decisions and, at the same time, to observe
the dynamics of the funding reactions after the
intervention. The data collection took place in a
period of six weeks (from March 14 to April 23,
2021). Every two days, data was collected from
the Verkami platform (one of the most important

in Spain for funding creative projects, https:/ /
www.verkami.com); this data included informa-
tion about the total amount of funds collected, the
choices of the sponsors (type of reward chosen)
and the number of different sponsors that were
funding the project.

This campaign is based on the musical project
of the singer/songwriter Alvaro Julidn, whose
objective was to fund the recording of his music
“Mi mundo interior”, to further upload it in pro-
fessional platforms such as Spotify or YouTube. To
obtain such funding, 2000 euros, a reward-based
crowdfunding campaign was designed in the
Verkami platform, which can be observed in the
link of the crowdfunding platform: bit.ly /3K-
d317g. Figure 1 shows one of the images of such
reward-based crowdfunding campaign, in which
the sponsors receive musical products from Al-
varo Julidn, either the music recording or related
products/services. Table 1 presents the rewards
offered and their prices.

As it is observed in table 1, the rewards of
white shirt or black shirt have the same price,
15 euros each, and the last option, of 30 euros,
has the same cost choosing either black or white
shirt. Moreover, with the purpose of showing
balanced images between the two shirt colors, in
the campaign the author is shown with a black
shirt, but there is a final logo similar to the one
of the white shirt, as can be seen in the link to the
campaign: bit.ly /3Kd317g. Like in all campaigns
of the Verkami platform, if the funding objective
is not achieved the money contributed by the
sponsors is reimbursed, and the campaign is left
as without funding (all or nothing model).
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Reward-based crowdfunding campaign “Mi mundo interior” Verkami

Proyecto crowdfundeado el 23 Abril 2021

0 97 2.170€

Note. Verkami.com in: bit.ly /3Kd317g

At last, an interesting feature of this platform
is that the number of contributions made in each
type of reward is directly visible for the rest of
the investors; without this feature, it would not
be possible to test the effect that the initial spon-
sors may have. Following the lessons of previous
works which indicate the percentages that may
give rise to a herd behavior in funding (Comeig
et al., 2020), i.e., rational herd behavior, a 9 % of

C
®
4
|
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the total funding objective is purchased in the
first three days of the campaign, through one of
the two options of 15 euros: this has been ran-
domly chosen by tossing a coin, and resulted in
the white shirt. It was not informed to any of the
participants that this campaign was going to be
the subject of an experiment, and the reward to
be funded as part of the experiment was kept as
a secret for the collaborator artist.
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Rewards of the campaign “Mi mundo interior” in Verkami

Price Content of the pack
10€ Altruist donation (without associated reward)
15€ Black Shirt
15€ White Shirt
20€ Album “Mi mundo interior”
30€ Shirt to choose, album, magnet and ticket for a future concert

Therefore, the intervention consisted in mak-
ing eight contributions to the white shirt, the one
chosen randomly, during the first three hours of
the campaign, and four additional contributions
(for a total of 12 contributions) along the next two
days. Thus, the white shirt, a 15 euros option, re-
ceived from the experiment designers a funding
of 9 % in the first three days, i.e., 12 contributions,
corresponding to a total of 180 euros. No other
intervention was made by the experiment design-
ers until the end of the crowdfunding campaign.

As it was indicated above, the purpose of this
field experiment is to analyze the causality relation
between the existence of initial sponsors during the
early days of the campaign, and the appearance of
subsequent sponsors imitating the decisions of the
initial sponsors, even in issues that do not affect the
success of the campaign. In other words, the objec-
tive is to examine the herd behavior not derived
from rational aspects. For this reason, rather than
only focusing in determining if the initial decisions
have influence on the success of the campaign, as
it has been demonstrated in other empirical works,
it is intended to prove if they have influence on
the selection of the reward.

Therefore, this field experiment enables to test
three hypotheses, the first two observed in pre-
vious empirical works, and the third, referred to
the causality of the herd effect, even without a
rational component.

The first two hypotheses refer to the rational-
ity of the herd behavior, i.e., that early contribu-
tions affect the beliefs of the funders about the
success of the campaign:

Hypothesis 1 (H1): After achieving the objective,
i.e., the success of the campaign, the funding rate
decreases.

Hypothesis 2 (H2): The presence of early sponsors
that contribute almost a 10 % or more of the funding
is related to a higher probability of achieving the
funding objective, due to the rational component
of herd behavior.

In contrast, the third hypothesis makes ref-
erence to the causality of the herd effect, even
without a rational component:

Hypothesis 3 (H3): The presence of early spon-
sors in the reward of a particular color increases
the possibilities that subsequent sponsors choose
the same color.

In the first place, it was observed the dynamics of
the support to the project along the time during
which the reward-based crowdfunding campaign
is open. Figure 2 presents the total contributions
from the start of the campaign on March 14, to
the last day, April 23. In line with recent empirical
results from the literature, such as the large-scale
analysis by Kuppuswamy and Bayus (2017) in
the Kickstarter platform, it is observed that the
motivation of the sponsors to invest in the project
is greater before the funding objective is achie-
ved, 2000 euros in the experiment. Such funding
objective is achieved one week after launching
the campaign, and since then, during the five
subsequent weeks the funding only increases
from 2000 to 2170 euros, i.e., only a 7.83 % of
the total funding. This result in the field expe-
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riment is also in line with the results achieved
in the large-scale work by Kuppuswamy and
Bayus (2017), who observe that, in the behavior
dynamics in the reward-based crowdfunding,
the projects that achieve their funding objective,
exceed it with a margin smaller than 10 %. This
result confirms H1.

On the other hand, another of the empirical
results generally observed in the previous litera-
ture (Comeig et al., 2020) is reproduced here: The
campaign has a higher probability of achieving
its objective, i.e., of succeeding, if a percentage
of contributions close to 10 % is obtained at the
beginning, since this sends a signal about the

Total contributions along the duration of the campaign

2500

probable success of the campaign and encourag-
es subsequent sponsors to get into the funding
campaign (rational herd behavior).

As it is observed in figure 2, which shows the
evolution of the contributions in the “Mi mundo
interior” campaign, such 10 % funding margin
was surpassed the first day and the campaign
ended with success, above its initial objective.
Specifically, a funding of little more than 800 eu-
ros was obtained from the sponsors in the first
day of the campaign, i.e., more than 40 % of the
total funding necessary for the project. This result
supports H2.

2000

1500

1000

500

14-mar
16-mar
18-mar
20-mar
22-mar
24-mar
26-mar
28-mar
30-mar

e Total contributions

Finally, table 2 shows the results of the specific
selections made by the sponsors. It should be
remarked that the option that was mostly cho-

1-abr

3-abr
5-abr
7-abr
9-abr
11-abr
13-abr
15-abr
17-abr
19-abr
21-abr
23-abr

s Qbjective

sen, “Complete pack with shirt to choose (30€)”,
makes further available a private form where
the sponsor individually chooses the shirt color.
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Distribution of the contributions according to the reward chosen

Reward Number of Funding contributed Percentage of
contributions to the total funding
Altruist donation (10€) 8 80€ 3.7 %
Black shirt (15€) 8 120€ 5.5 %
White shirt (15€) 26 390€ 18.0 %
Pack with album (20€) 7 140€ 6.4 %
Complete pack with shirt to choose (30€) 48 1440€ 66.4 %
Total 97 2170€ 100 %

Table 3 specifically focuses on the subject of
study of this field experiment, the number of white
and black shirts chosen by the sponsors after the
intervention of the experiment designers. This
table 3 includes the shirts chosen privately in the
form of the “Complete pack with shirt to choose

(30€)”, and the ones chosen in the only shirt op-
tions, which can be seen by subsequent sponsors. It
is important to remark that table 3 does not include
the 12 white shirts corresponding to the interven-
tion of the experiment designers; it only includes
the subsequent decisions of sponsors.

Distribution of the shirts chosen by the sponsors. Statistical test for proportions

Reward White shirt Black shirt Total
. 14 8 2]
P = 0.939 Only shirt 63.64 % 36.36 % 100 %
Test for proportions™ 31 17 48
CoiiplEijedy 64.58 % 35.42 % 100 %
45 25 70
e 64.29 % 35.71 % 100 %

*Two-sample parametric test for proportions.

As can be seen in table 3 when comparing the
selections made by the sponsors regarding the shirt
color, white shirt compared to black shirt, it is ver-
ified the existence of a nonrational herd behavior,
Hypothesis 3 (H3): in total, after the intervention
the sponsors chose 45 white shirts compared with
only 25 black shirts, which represents a large dif-
ference in the selections: a 64 % of the selections of
the sponsors corresponded to white shirt.

On the other hand, this majoritarian selection
of white shirts occurs in the “only shirt” type of
reward as well as in the “complete pack” reward,
as indicated by the nonsignificant result of the
Test for proportions, with a p = 0.939. This test
was carried out to analyze if the majoritarian se-
lection of white shirts occurred similarly, with no

significant differences, among the two rewards,
i.e., “shirt” and “complete pack”.

The results presented in table 3 confirm the
hypothesis H3 of nonrational herd behavior.

With the objective of causally analyzing if herd
behavior occurs in reward-based crowdfunding
even without rational factor, as a simple imita-
tion of a previous behavior, independently of the
rational motivation for the success of the project,
a field experiment has been designed and imple-
mented. This field experiment was especially
designed to be able to separate the nonrational
component of herd behavior from its rational
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factor (i.e., that the campaign achieves its fun-
ding objective). The results of the experiment
have confirmed the importance of the nonrational
component in the herd behavior in reward-based
crowdfunding, quantifying in this experiment
a difference of 28.6 percent between the option
corresponding to the intervention compared to
the not chosen one.

This field experiment has enabled to test three
hypotheses, the first two observed in previous
empirical works, regarding rational herd be-
havior (early contributions affect the beliefs of
the funders about the success probability of the
campaign) and the third, a novel one, referred
only to the causality of the herd effect without ra-
tional component. The results of this experiment
confirm the three hypotheses: H1, H2 and H3.

The third hypothesis makes reference to
the causality of the herd effect in reward-based
crowdfunding without rational component.
The fact that H3 has been confirmed by these
results highlights the value of rewards design
and to which of them are the early contributions
directed, in the creation of an emotional (nonra-
tional) herd factor of connection with the cam-
paign. Previous works about the psychological
consequences of the participation as sponsors in
crowdfunding, have remarked that reward-based
crowdfunding is not only useful to obtain funding
but also to create a connection with the basis of
clients/funders (Bitter]l and Schreier, 2018). The
results of the field experiment presented confirm
such capability of the crowdfunding to connect
in a nonrational way with the sponsors, possible
further clients.

Thus, the results of this field experiment re-
mark the importance of the design of the cam-
paign rewards regarding also the qualitative
features, and the interventions of the context of
the demander of the funding in the early stages
of the campaign, since they may create a herd
behavior in those bonds with clients /funders.
Therefore, it is important to take into account
the two components, rational and nonrational,
of herd behavior.

Future research works might examine the du-
ration of this bond created with the client/funder,
generated in qualitative aspects by this herd ef-

fect. For example, this could be done designing
a subsequent campaign in which a percentage
of the sponsors of the previous campaign could
participate. It would also be recommended to
replicate similar experiments in other countries
and campaigns. On the other hand, an inter-
esting line to deepen in this type of research in
crowdfunding in Latin America, and since the
behavior of the sponsors might be affected by
lack of knowledge, distrust and the risk of the
operations (Sdnchez Fontana and Tonon Or-
défiez, 2020; Comeig et al., 2022; Gémez et al.,
2022; Pérez-Martinez and Rodriguez-Ferndndez,
2022; Gamboa-Salinas et al., 2023), would be to
consider individual attitudes towards the risk
when making this type of decisions.
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Country: Spain City: Valencian Community
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from the Generalitat Valenciana-PROMETEO for
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