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Unpacking the Financial Services
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in the Sharing Economy
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Theoretical Background

As a start, it would be essential to have here some basics for contextualisa-
tion: why financial services are interesting areas for the sharing economy.
Providing an alternative in the financial sector sharing economy presents
many benefits—what are those? And why is it important? How does it
disrupt the established systems of financial service provisions? Is there any
sustainability ambitions in creating such alternative? How are sustainable
finances redefined by those services? Do they integrate in some way or
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the other environmental, social, and governance (ESG) criteria? Which
areas are the most penetrated by the new providers or look exciting for
academic research with regard to financial service provisioning (such as
leasing, hedging, insurance. banking)?

The financial crisis of 2008—2009 was a trigger for strengthening the
proliferation of alternative forms of financing. At the same time, banks
that hold more capital reduced lending, particularly in the small and
medium enterprises sector, a need and gap in funding, especially those
entities raised. Crowdfunding may be classified into four categories:
social lending/donation crowdfunding, reward crowdfunding, peer-to-
peer lending, and equity crowdfunding (Pierrakis and Collins 2013).
Especially peer-to-peer lending and equity crowdfunding are growing
rapidly and are easily accessible to both retail and sophisticated investors
alike (Kirby and Worner 2014). Those crowdfunding forms have also
drawn the attention of governments and the European Commission,
who would wish to encourage the growth of SMEs. Crowdfunding is
also referred to as sustainability by integrating with a triple bottom line
approach, which embraces economic, environmental, and societal issues
(Elkington 1999). It also indicates sustainable entrepreneurs regard a
wide range of various stakeholder interests (Bocken 2015).

The most popular form of alternative financing—crowdfunding is
expanding in different sectors filling the gap of funding, especially on
the micro and small enterprises level. In the literature one finds different
definitions of crowdfunding (Berns et al. 2020; Rossi and Vismara
2018; Short et al. 2017; Renwick and Mossialos 2017; Schwienbacher
and Larralde 2012). Nevertheless, ‘crowd’ indicates the process needs
contribution from many participants. The European Commission
defines crowdfunding as an emerging source of financing involving
open calls to the public, generally via the Internet, to finance projects
through monetary contributions in exchange for a reward, product pre-
ordering, lending, or investment (European Commission 2020a). For
small businesses, access to this form of finance represents an alternative
(or a complement) to more traditional sources of finance, such as debt
finance. Crowdfunding platforms are websites where fundraisers such as
small and medium enterprises can source financial pledges from a crowd
(European Commission 2020a). Crowdfunding is also defined as an
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alternative channel for financing a project that uses an online platform
to solicit generally small contributions from numerous participants (i.e.
the crowd) (Renwick and Mossialos 2017). In a wide way, crowdfunding
is defined as the financing of a project or a venture by a group of
individuals instead of professional parties (e.g. banks, venture capitalists,
or business angels), and the typical mode of communication is through
the Internet (Schwienbacher and Larralde 2012). The phenomenon of
crowdfunding brings out insight from micro-finance (Morduch 1999)
and crowdsourcing (Poetz and Schreier 2012) concepts. However, it
represents its own kind of fundraising, assisted by an increasing number
of internet sites assigned to the issue. It is related mainly to small compa-
nies, micro-businesses, and individual entrepreneurs to find financial
resources in an internet-dominated world. While entrepreneurs have an
idea, it is not obligatory to prepare complex materials to apply for bank
loans or government subsidies through complicated procedures (Zhao
et al. 2017). What is needed to address funding using such platforms as
Kickstarter and Indiegogo is to post general information, e.g. amount of
requested capital, types of rewards, as well as make a presentation of a
project.

According to (Belleflamme et al. 2014) there are three characteristics
of crowdfunding:

e Crowdfunding initiatives rely on the advanced purchase of products
that are not available on the market. Entrepreneurs who start crowd-
funding projects describe what the final products are and offer a list
of monetary or non-monetary rewards for sponsors who are willing to
invest (cf. future markets).

e Consumers or sponsors pay more in the pre-ordering process than do
traditional consumers, who wait to buy the finished products on the
market (cf. spot markets).

e Crowdfunders identify themselves as members of the community.
Such community can shape from receiving rewards up to being
involved in the project. Entrepreneurs ensure the consumers value the
community, benefits, as well as trust in the project.
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Except for the social network theory, crowdfunding is often connected
to a theory of ‘warm-glow giving’ (Andreoni 1990). The literature
on altruism and the theory notes some individuals feel positive when
helping others. Moreover, the theory could explain a backer’s decision to
participate in a crowdfunding campaign for a social impact project. The
theory also leads to funders perceiving they are part of a civic project
(Lagazio and Querci 2018). Furthermore, as stated by a resource-based
theory, resources are the primary source of company performance and
direct a firm’s strategy (Grant 1991). In crowdfunding models and prac-
tices can be found the optimisation of both financial, as well as human
resources. Furthermore, an entrepreneurial team is recognised as a posi-
tive one in those determinants of a firm’s growth (Ensley et al. 2002;
Ruef et al. 2003). It also can benefit from a wider network of contacts.
Undoubtedly, internet technologies, social media, and various platforms
have been a trigger to the development of networks. The networks which
are becoming bigger, with no boundaries, are used in crowdfunding to
the improvement in using financial and human sources. Also, the conti-
nuity of technology growth is followed by the FinTech (Financial Tech-
nology—the term refers to software and other new technologies used
by businesses that provide automated and improve financial services)
industry expansion. Thus, the power of crowd and technology is used in
the funding/financing activity in the range of various creative initiatives.

Financial Services Models in the Sharing
Economy

There are two approaches to categorising the crowdfunding models.
The most widespread is the one that is based on what the crowdfun-
ders receive in exchange for their contributions. Based on it, we have
donation-based, reward-based, equity-based, royalty-based, and lending-
based financial services. Other taxonomies are based on the timing of the
campaign. Money collection scheme and presence or absence of interme-
diary (Buttice et al. 2018). In this section, we will present an overview
of the most dominant taxonomy.
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Donation-Based Platforms

The donation-based platforms request monetary and/or non-monetary
resources without expecting to receive any material rewards (Salido-
Andres et al. 2021). Donation-based crowdfunding is a niche crowd-
funding focused on public goods (Guan 2016). They cover topics ‘from
rescuing homeless animals to overcoming medical crises, eliminating
community problems to reallocating educational resources’ (Wang et al.
2019, p. 1517). One example of this type of platform is GoFundMe. As
online philanthropy innovation, this type of crowdfunding gains more
and more popularity (Zhang et al. 2020). They provide an additional
revenue stream for charitable organisations. The full potential of this type
of crowdfunding is most evident during the COVID-19 pandemic, as we
will present in the next sections.

Reward-Based Funding

In reward-based crowdfunding, creators will provide tangible rewards to
supporters (Guan 2016). The creators are typically individuals (Rossi and
Vismara 2018) with an innovative idea for which they need financial
support. To receive the financial support creators, explain their idea, the
project through which they will instantiate their idea and the rewards
they will provide to supporters if the funding goal is achieved (Herrero
et al. 2020). Kickstarter is one of the largest rewards-based crowdfunding
platforms. In some of the reward crowdfunding, supporters select to
invest based on their interests to get certain perks such as advance
versions of a funded product (Short et al. 2017). However, sometimes
the reward can be merely symbolic, such as thank you note, and in these
cases, the difference between donor and reward crowdfunding is not clear
(Buttice et al. 2018). In reward-based funding, the goal is to try to raise
as much as possible funds (Rossi and Vismara 2018). This is not the case
for equity-based crowdfunding.
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Equity-Based Platforms

In equity-based crowdfunding, the proponent is a company that sells
small ownership stakes in their firms (Mochkabadi and Volkmann 2020).
The proponent offers a maximum number of shares that can be sold
in order to not dilute equity ownership (Rossi and Vismara 2018).
The benefit for the supporters is that through their investment, they
will be eligible to receive a share of the profits in the form of a divi-
dend to distribution (Wang et al. 2019). A representative example of
this type of platform is the WeFunder platform. The benefit for the
creators is that it can be an alternative financial investment instrument
(Cai 2018) through which it can obtain not only funds in the early-
stage projects (Martinez-Climent et al. 2018) but also receive feedback
from the crowd on their entrepreneurial endeavour (Buttice et al. 2018).
Thus, this is not only an innovative way to raise external capital for
new ventures (Mochkabadi and Volkmann 2020) but also to engage
in communication with potential customers. The platforms play a crit-
ical role in this communication ‘in which they transition from active
intermediaries that critically assess ventures to providers of lean business
introduction services that assist ventures in reducing their information
asymmetries with the crowd’ (Léher 2017, p. 19). This is an impor-
tant role because equity crowdfunding provides investment opportunities
for small investors who lack the sense, knowledge, or capabilities of
researching for investments (Martinez-Climent et al. 2018).

Lending-Based Platforms

Peer-to-peer-lending crowdfunding involves investors making micro-
loans to entrepreneurs (Short et al. 2017) by bypassing traditional banks
(Belleflamme et al. 2015). The loans are returned over a pre-determined
timeline (Wang et al. 2019) with interest, or only the principal is
returned (Allison et al. 2013). The interest rate is flexible and can be
determined by an algorithm (Buttice et al. 2018). Zopa in the UK is an
example of this type of platform. Research demonstrates that the lenders
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in lending-based crowdfunding tend to follow strategic over altruistic
motives (Berns et al. 2020).

In the next section, we present the value of all these different crowd-
funding models.

The Value Market of Alternative Financing

Depending on the source of information, as well as the scope of the defi-
nition of crowdfunding, the crowdfunding market in 2018 was valued
at USD 10.2 billion reported by Valuates Reports (2019b), trough up
to USD 357 billion reported by the Cambridge Centre for Alternative
Finance (CCAF) (Ziegler and Shneor 2020). It is important that the
phenomenon affects all continents and a very large number of coun-
tries. Crowdfunding platforms are developing both in Asia—with the
Chinese market dominating and the largest in the world, and in Africa,
although, in relation to the level of economic development, the value of
crowdfunding on that continent is the lowest in terms of value.

Both in developed markets and developing, crowdfunding is a comple-
ment or alternative to the classical banking system. Still, even in the
largest markets, it is only a fraction of the financial market, although the
observed trend is a fast growth of the sector. For example, the Chinese
market is estimated by the CCAF at 215 billion (a decrease from 358
billion in 2017, due to the introduction of detailed regulations on this
market), which is negligible with Chinese banks’ assets—only ISCB has
assets of 4.3 trillion (Caplen 2020). Nevertheless, even if compared with
banks, it is not a big amount. It needs to be remembered crowdfunding
often is directed to a different group of users, filling the gap on the
market.

The next largest is the market of the United States with 61 billion
and the United Kingdom—10 billion. Countries with a crowd sharing
market of more than 1 billion are also the Netherlands, Indonesia,
Germany, Australia, and Japan. There are 26 countries with a market
between more than 100 million and 1 billion, and there are both highly
developed countries such as France, Canada, South Korea, Finland,
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Sweden, and developing countries as Georgia, Armenia, Peru in this cate-
gory. Furthermore, there are 38 countries in the USD 10-100 million
category (Ziegler and Shneor 2020). The dominant form of crowd-
funding is loans, while capital entries and other forms have a smaller
share.

Of significance is that in many countries, there was a dynamic market
growth in 2018, for which the latest data is available. In contrast, there
are several countries where a notable reduction in the value of crowd-
funding at that time has been. For example, in China, the decrease was
from 358 billion in 2017 to 215 billion in 2018, as well as in South
Korea from 1130 to 753 billion USD. At the same time, the market
in Canada or New Zealand was stabilised (=10%). In most countries,
the market growth between 2017 and 2018 was several dozen per cent.
There were also countries where the market grew several times, e.g. the
Netherlands (8x), Peru (5.4), Argentina (4.3x), Japan (3 %), and about
twice: Israel (2.5%), Spain (2.3x), Poland (2.1x), Germany (1.9x).
All sources report the rapid growth of this market. Valuates Reports
(Valuates Reports 2019b) expects the Compound Average Rate of
Growth (CAGR) will arise 16% by 2025, parallel it indicates the global
Crowdfunding market size is projected to reach USD 23,200 Million by
2026, from USD 12,390 Million in 2019, at a CAGR of 11.2% during
the forecast period 2021-2026 (Valuates Reports 2019a). Historical data
collected by CCAF validate that growth rate. The Cambridge Centre for
Alternative Finance identified 2322 companies globally in the research
carried out in 2019, of which 1227 firms contributed to the study.

Statista estimates that transaction value is expected to show an annual
growth rate (CAGR 2021-2025) of 3.33% resulting in a projected total
amount of US$1,201.1 m by 2025 (Statista 2021, although such a
low increase does not seem much credible. Looking regionally, Europe
(including the UK) grew 52% in 2018, Asia Pacific (excluding China)
69%, Americas 44%, the Middle East 131%, and Africa 102%. Against
this background, China stands out significantly (-39.8%), which is
related to the introduction of new legal regulations related to crowd-
funding loans (Ziegler and Shneor 2020).
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Importantly, crowdfunding is widespread. The countries where that
phenomenon exceeded USD 1 million per year. In most African coun-
tries, crowdfunding amounts are very small—for the entire continent,
crowdfunding in 2018 was only $ 208 million, with only three coun-
tries accounting for half of the market: Zambia (40.7 million), Kenya
(35 million), and South Africa (27.4 million USD) and the entire conti-
nent accounts for > 1% of the global crowdfunding market (Ziegler and
Shneor 2020).

Impact of the COVID-19 Pandemic

The COVID-19 pandemic presented unprecedented health, economic,
political, and social situation. It challenged a large number of assump-
tions in all domains of our life. Thus, the question we ask regarding
crowdsourcing is how crowdfunding adopted the challenges created
by COVID-19? To provide an initial answer to this question on
Google Scholar, we performed a general literature search of papers that
researched ‘crowdfunding’ and ‘COVID-19” and published in 2020 or
2021. We download the papers and read the abstracts to identify the
papers that fit our criteria. In the next paragraphs, we demonstrate how
crowdsourcing was impacted by COVID-19.

As the awareness of the impact of COVID-19 increased, there was a
rapid increase in the number of active campaigns (Rajwa et al. 2020).
The goal was, as the economic impacts multiplied, to use web-based
crowdfunding to defray these costs (Saleh et al. 2021). In the beginning,
in different parts of the world, the focus was on different needs. The
USA was more focused on the economic relief issues, while the non-
USA campaigns were more focused on the health workers or medical
supplies, for example, in Italy (Rajwa et al. 2020). In the USA, from
all the fundraising campaigns created between 1 January and 10 May
2020, 22.2% were identified as COVID-19-related. Through COVID-
19 related campaigns, around the US $237 million were collectively
raised by 10 May 2020 (Saleh et al. 2021).

What we can notice is that the emergence that COVID-19 imposed
has triggered organisations that have not relied on crowdfunding to
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quickly adapt and launch crowdfunding campaigns. For example, the
World Health Organisation (WHO) launched the COVID-19 Solidarity
Response Fund and asked individuals and organisations to donate funds
in support of their COVID-19 pandemic-related work. The result is that
‘10 days after its 13 March launch, it had raised US$71 million from
170 000 individuals and organisations, including Facebook, Google, and
FIFA' (Usher 2020, p. 1024). The crowdfunding approach enabled the
WHO to quickly respond and provide different revenue stream when
their traditional donors failed to fund the response to this outbreak
at the international level (Usher 2020). Another example is non-profit
advocacy coalitions in Belgium that launched crowdfunding platform
to secure funds for ‘complementary material services and aid that was
not provided in the regular food packages distributed by food banks
and social groceries’ (Raeymaeckers and Van Puyvelde 2021, p. 9). This
response to immediate needs is also present in the research of Ahsen et al.
(2020) that identified that the new crowdfunding campaigns responded
to the immediate needs around digital learning infrastructure necessary
for online education of pupils.

Based on the above, we can say that during the pandemic, the crowd-
sourcing platforms assisted in augmenting the traditional relief efforts.
However, the flexibility of the crowdfunding platforms and the ability
to provide space for the creation of campaigns for emergent needs can
also serve as an indicator of several important issues in crises. First, in
a time of public health emergencies, it can provide which communities
are affected and second, a unique insight into the needs of those affected
communities (Saleh et al. 2021). In this way, it can provide informa-
tion to the governmental institutions where the available funds can be
directed. Thus, the new role of crowdfunding platforms is to provide
signals where assistance is most needed during emergency situations.

However, during the pandemic, it has been identified that crowd-
funding campaigns were organised for dietary supplements and immune
system boosters that purported COVID-19 treatments that are not
validated. This could bring confusion with the effective preventative
approaches. Thus, there is a need for crowdfunding platforms to take
a more proactive role in restricting campaigns that are based on misin-

formation about COVID-19 (Snyder et al. 2021).
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Finally, it is worth to be noted that as the COVID-19 pandemic
persisted and progressed, the number of COVID-19 crowdfunding
campaigns declined. In the USA, tenfold across all states (Saleh et al.
2021). However, ‘COVID-19-related campaigns raised more money,
had a long narrative description, and were more likely to be shared
on Facebook than other campaigns in the study period’ (Saleh et al.
2021). This decrease is due to rather successful campaigns that need to
be explored further in order for a valid answer to be provided.

Summary

There has been noticed the disruption of the role, structure, and compet-
itive environment for financial institutions, the markets, and societies
in which they operated. It offers a variety of new tools and services to
customers to pursue to enlarge the sharing economy. That is because
peer-to-peer financial services companies create new partnerships with
the FinTech sector (PwC 2016).

Probably the most interesting market situation in crowdfunding is in
Europe. On the one hand, we have intensive growth, in some Euro-
pean countries reaching several hundred % year-on-year. On the other
hand, uncertainty related to undefined obstacles as a result of Brexit.
The total alternative finance market volume in Europe (including the
UK) reached $18 billion in 2018. The average growth rate between
2013 and 2018 was 69%. The UK’s exit from the EEA will disconnect
Europe’s largest crowdfunding market worth over 10 billion from the rest
of the European Economic Area. The UK accounts for more than half
of the European market. That is due to both the UK’s large domestic
market and the fact that UK crowdfunding platforms have done well in
the European market. In Crowdsourcing Week’s “Top 15 Crowdfunding
Platforms in Europe’ ranking, British platforms take first and second
position, and the UK is only one country with three platforms in the
ranking (Priti 2020). Crowdfunding in Europe has attained a significant
level of growth, adoption, and maturity in recent years.

The development of the crowdfunding market in Europe is of interest
to the European Commission. The first studies on crowdfunding date
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back to 2011 and culminated in Communication from the Commission
to The European Parliament, The Council, The European Economic and
Social Committee, and The Committee Of The Regions Unleashing
the Potential of Crowdfunding in the European Union (European
Commission 2014) clarifying the directions in which the regulation of
legal crowdfunding framework across Europe head to.

Most crowdfunding markets in Europe have recorded significant
growth rates of several tens of % per year in recent years. It is likely that
such a pace will not be maintained. Three factors affecting that market
are important in 2020 and 2021. The first is the COVID-19 epidemic,
which is having a slowing effect on entire sectors of the economy, as
confirmed by Eurostat statistics, such as falling household savings rates
in 2020, rising unemployment (by one percentage point during the first
six months of the pandemic), or a fall in GDP estimated at more than
seven percentage points (European Commission 2020b). In a survey
carried out by the European Crowdfunding Network, crowdfunding
platform managers are most afraid of declines in the lending market.
When looking at the perceived impact on incoming capital flows, there
is a high negative impact found, especially on lending, with most respon-
dents indicating a high decline in capital inflows of more than 50%.
Equity platforms are also perceiving a high negative impact (European
Crowdfunding Network 2020).

The second factor that could negatively impact the crowdfunding
market is Brexit, which will remove UK-based crowdfunding platforms
from outside the EEA market. Even if appropriate agreements are in
place to allow such activity to continue to operate directly on the conti-
nent, trust in these platforms as coming from outside the single market
is expected to decline.

A third factor that may, however, stimulate the market is the enact-
ment of Regulation (EU) 2020/1503, which may significantly accelerate
the development of the crowdfunding market, once it comes into
force (Regulation (EU) 2020/1503 of the European Parliament and of
the Council of 7 October 2020 on European Crowdfunding Service
Providers for Business, and Amending Regulation (EU) 2017/1129 and
Directive (EU) 2019/1937 (Text with EEA Relevance) 2020).
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