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Abstract 
 
Crowdfunding is the collaborative economy at work in the financial world. It relies on the 
‘collective cooperation’ of the ‘crowd’ to pool funds, usually through intermediary web-
enabled platforms1.  Though still seen an as alternative method to conventional financing, 
the growth of crowdfunding platforms is providing more equitable access to early-stage 
capital for small to medium enterprises (SMEs). Governments in the developed world, 
including in Australia, are increasingly seeking to facilitate crowdfunding. International 
organisations such as the Organisation for Economic Co-operation and Development (OECD) 
have a key role to play in developing policy guidelines for governments and the industry to 
foster the development of platforms and of suitable regulatory frameworks in the 
developing world. 
 

Recommendations 
 

1. International organisations with capabilities for significant comparative analysis such 
as the OECD need to play a leading role in providing research and policy guidelines on 
crowdfunding and suitable regulatory frameworks for countries in the developing world. 
 
2. A broader focus on developing healthy crowdfunding ‘ecosystems’ will ensure better 
due diligence and monitoring of platforms and could reduce the likelihood of fraud and 
abuse.  
 
3. A governmental response to crowdfunding has been slow to develop in Australia. 
Reform of the existing regulatory framework would clarify legislative ambiguities under 
the Corporations Act.  Increasing the number of unaccredited investors and the amount 
that can be invested in equity schemes would foster platform development.  
 
2. Greater government engagement with the industry in Australia, as has occurred in 
Europe, would ensure greater success of reforms that do not pose excessive burdens on 
an industry still in its infancy.  

 
 

Introduction 
 
The need for greater equity in access to financing relates strongly to the focus of the 2014 
OECD Forum Resilient economies for more inclusive societies2. This paper will demonstrate 
how the crowdfunding model is democratizing access to early-stage capital for 
entrepreneurial, artistic or social projects. Placing the model within the context of a rising 
movement towards a collaborative consumption economy3, it will explore regulatory 

                                                 
1
 Steven Dresner, Crowdfunding: A guide to raising capital on the Internet, Bloomberg Financial Series, 

Hoboken, 2014, p. xi 
2
 OECD Forum, Resilient Economies for More Inclusive Societies, May 4-5 2014, access to the program 

at < http://www.oecd.org/forum>. 
3
 Rachel Botsman, Roo Rogers, What's Mine Is Yours: The Rise of Collaborative Consumption, Harper 

Collins, New York, 2010, pp. 71-5.   
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responses and the role of international organisations in fostering the development of 
platforms in the developing world.  
 
Crowdfunding allows those previously unable to source capital, to attract critical early-stage 
investment4. The idea harks back to the notion of the wisdom of the crowd, that quality 
ideas will be selected, vetted and invested in by the public5. Many have argued that 
crowdfunding is essentially nothing new. In 1876, when the New York City government 
refused to finance the construction of the Statue of Liberty’s pedestal, citizens of the United 
States sought to collectively raise the funds6. Meetings, theatre performances, art auctions 
and prizefights were all held, the Statue’s architect Frédéric August Bartholdi offered to 
donate a miniature engraved replica of his design at an auction and most significantly Joseph 
Pulitzer developed a fund prize, offering to print the name of each donor who contributed in 
his daily newspaper The World. Millions of donations from across the country poured in, 
including a US$1.35 donation from a kindergarten class in Iowa7.  
 
The rise of the Internet means that crowds for modern crowdfunding projects can emanate 
from existing online communities or suddenly appear from seemingly disparate or 
geographically distant groups8. The web 2.0 initiated relationship and community-building 
online, making people more comfortable connecting with strangers over the Internet9. In the 
new web 3.0, the social web 2.0 meets capital formation10. Individual projects and 
businesses are financed with small contributions from a large number of individuals, 
allowing entrepreneurs to turn social capital into financial capital. This approach, it is 
claimed, could revolutionise financing patterns11.  
 

How does it measure up? 
 
Crowdfunding has experienced rapid growth and is re-defining the investment landscape.  In 
2012, North America and Europe captured 95% of the total market raising US$1.6 billion and 
US$945 million respectively whilst platforms in Oceania accounted for US$70 million and in 
Asia US$30 million12. Though in its 2013 report on global venture capital trends Ernst and 

                                                 
4
 Steven Dresner, p. xii.  

5
 Dan Maron, ‘Crowd-Empowered Microfinance’, in JP Gueyue, R Manos and J. Yaron (eds) 

Microfinance in Developing Countries: issues, policies and performance evaluation, 2013, Palgrave 
Macmillan, London, p. 147. 
6
 BBC News, ‘The Statue of Liberty and America's crowdfunding pioneer’, BBC News Magazine, 24 

April 2013.  
7
 Jason Best, Sherwood Neiss, ‘Crowdfunding: a historical perspective’ in S Dresner  (ed) 

Crowdfunding: A guide to raising capital on the Internet, Bloomberg Financial Series, Hoboken, 2014, 
p. 4. 
8
 Steven Dresner, p. xiv. 

9
 Jason Best, Sherwood Neiss, p. 10. 

10
 Ibid.  

11
 Kevin Lawton, Dan Marom, The Crowd-funding Revolution: How to raise venture capital using social 

media, McGraw Hill, 2013.  
12

 Massolution, ‘Crowdfunding Industry Report: market trends, composition and crowdfunding’, May 
2012, <crowdsourcing.org>, accessed 23 April 2014. 
  



 
Bridging the Equity Gap: The role of government and OECD in facilitating crowdfunding in the 

developed and developing world 
 Global Voices OECD Australian Youth Delegation 

Nicola Bauman (University of Sydney’s Faculty of Arts & Social Sciences) 
 

 
Page 4 

 

  

Young hinted at its potential transformational value13, its 2014 report confirmed the 
crowdfunding model as an emerging trend transforming the funding environment 14.  
 
A typology of four distinct crowdfunding models has developed. The donation-based model, 
often used in artistic or cause-related ventures, encourages donors to contribute small 
amounts of money with no tangible return or reward15. The reward-based model, such as is 
offered by well-known crowdfunding sites including Australia’s Pozible and Kickstarter from 
the United States, allows investors to support specific projects for a tangible ‘perk’ or 
reward 16 . The debt-model connects borrowers directly to lenders through online 
platforms17. Finally, the equity-based crowdfunding model allows large groups of investors 
to fund startup companies in return for equity or shares18. To these categories, some 
analysts add the pre-purchase model, such as that used by the highly successful Pebble 
Technology which raised US$10.3 million for the development of its ‘smart watch’ in 201219 
and the charity donation model, similar to the donation-based model.  
 
 

Democratizing access to early-stage capital for SMEs 
 
International organisations such as the OECD are increasingly signaling the potential of the 
crowdfunding model. In a report compiled for the Financial Market Trends Volume of the 
2012 OECD Journal, Gert Wehinger illustrated how there is an equity gap making it more 
difficult for entrepreneurs of small to medium enterprises to secure early-stage financing. 
With venture capitalist thresholds too high, crowdfunding widens potential funding 
sources20, an idea which was firmly cemented in his submission to the Journal in 201321. 
With the financial support of the European Commission, the Local Economic and 
Employment Development Programme of the OECD released its Policy Brief on Social 
Entrepreneurship in 2013 which highlighted the crowdfunding model as an emerging source 
of financial capital for social entrepreneurial projects22. Though nonprofits have long been 
using online platforms to fundraise, donation-based crowdfunding has the potential to 
increase amounts raised per individual donor by targeting contributions to specific projects 

                                                 
13

 Ernst & Young, ‘Turning the corner: global venture capital insights and trends 2013’, Ernst & Young 
Strategic Growth Markets Network, London, 2013, p. 4 
14

 Ernst & Young, ‘Adapting and evolving: global venture capital insights 2014’, Ernst & Young 
Strategic Growth Markets Network, London, 2014 p. 2.  
 
15

 Deloitte, ‘Let’s Get Together: crowdfunding portals bring in the bucks’, Deloitte Touche Tohmatsu 
Group, London, 2013.  
16

 Ibid.  
17

 Ibid.  
18

 Ibid.   
19

 Farhad Manjoo, ‘Pebble: smart concept, not-so-smart watch’, Sydney Morning Herald, 19 August 
2013.  
20

 Gert Wehinger, ‘Bank deleveraging, the move from bank to market-based financing, and SME 
financing’, OECD Journal: Financial Market Trends, 2012, p. 13. 
21

 Gert Wehinger, ‘SMEs and the credit crunch: Current financing difficulties, policy measures and a 
review of literature’, OECD Journal: Financial Market Trends, 2013, p. 6. 
22

 OECD/European Commission, Policy Brief on Social Entrepreneurship: Entrepreneurial Activities in 
Europe, Publications of the European Union, Luxembourg, 2013.  
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with measurable objectives23. Many studies have underlined the importance of motivation 
in connecting investors with the projects they support24. Crowdfunding with a declared 
social cause make up 30% of projects, triumphing as the most popular with investors25.  
 
Crowdfunding provides more equitable access to capital for startup ventures. Though there 
is some evidence that geography does still play a role in crowdfunded projects and the 
‘spatial correlation of pre-existing social networks is not resolved’, the model does have the 
potential, at least, to diminish geographic boundaries in financing26. Studies have indicated 
that the average distance between crowdfunded project creators and investors is 3000 miles 
(almost 4830 kilometres)27. The model widens the geographic realm of possibility for 
investment, undermining the necessity of ‘localness’ as is required in traditional 
microlending practices and breaking traditional funding cycles28. It increases efficiency for 
investors, allowing them to investigate a number of crowdfunded ventures simultaneously 
and often incorporates a form of market testing, particularly in donation, pre-purchase or 
reward-based models. These models allow investors to ‘measure’ the demand for certain 
products or services, test for market response before launching larger scale projects or 
product development29 . Crowdfunding lowers costs and barriers to entry and could 
democratize early-stage access to capital for small to medium size enterprises, fostering 
greater inclusivity in markets.  
 

Crowdfunding and the developing world 
 
Though the OECD is dominated by member countries from the developed world, the 
Organisation has previously played a critical role in bridging the research gap, providing 
extensive analysis to foster economic innovation in non-member countries. A report collated 
by the World Bank’s research agency infoDev published in late 2013, Crowdfunding’s 
potential for the developing world highlighted the possibility for the developing world to 
‘leapfrog’ the developed world in its uptake of crowdfunding platforms. It emphasized how 
early adoption of the model in the developing world for artistic or cause-related projects has 
provided the ‘green shoots’ needed to spark entrepreneurial engagement30. The report 
signaled a number of examples indicating the success of this approach. In Sub-Saharan Africa 
the number of crowdfunding platforms has doubled every year for the past three years, with 
one platform Homestrings raising US$25 million in capital to fund infrastructure projects 
across 13 countries in the region31. In South America, the number of crowdfunding platforms 
has grown from 5 to 41 since 2010. The Brazilian example Catarse, through a rewards-based 
crowdfunding model has raised $US4.1 million for more than 1000 campaigns and a total of 

                                                 
23

Oliver Gadja, James Walton, ‘Review of Crowdfunding for Development Initiatives, Evidence on 
demand, 2013, United Kingdom, p. 17.  
24

 Elizabeth M. Gerber and Julie Hui, ‘Crowdfunding: Motivations and deterrents for participation’, 
ACM Transactions on Computing-Human Interaction, 2013.  
25

 Oliver Gadja, James Walton, p. 11 
26

 Ajay Agrawal et al, ‘The geography of crowdfunding’, National Bureau of Economic Research 
Working Paper Series, 2011, p. 19.  
27

 Ibid, p. 1.  
28

 World Bank Group, ‘Crowdfunding’s Potential for the Developing World’, World Bank Group: 
infoDev, Washington DC, 2013, pp. 26-7. 
29

 Ibid.  
30

 World Bank Group, pp. 32-33.  
31

 Ibid.  
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40,000 supporters32. Early success and rapid uptake of crowdfunding has equally occurred in 
the Middle East and in Asia. Just as online platforms such as Kiva.org or Babyloan are 
increasing opportunities for microfinancing33, crowdfunding has the potential to transform 
financing in the developing world by utilizing a bottom-up approach to harness the online 
mass of the crowd, regardless of geographic location.  
  

An overview of regulatory responses in Australia and overseas 
 
As crowdfunding platforms begin to establish themselves in the developing world, it is useful 
to explore the ways they have been increasingly regulated by governments in the developed 
world. This is particularly the case for equity platforms. Existing national regulations in many 
countries currently limit the number of equity holders, the size of a potential participatory 
crowd, the amount that can be raised and mandate the accreditation of investors by 
regulatory authorities. The Jumpstart Our Business Startup (JOBS) Act passed in the United 
States Congress in 2012 has widened the potential for equity-based platforms. Under its 
Title III, a Crowdfunding Exemption will effectively exempt ‘small-issue offerings’ from 
registration with the US Securities and Exchange Commission so long as the amount of 
securities sold by an issuer cannot exceed US$1 million34. Similar legislation on equity 
platforms has been considered in a number of other countries, notably in Europe. In the 
United Kingdom, government has also been more proactive in enabling debt-based 
platforms, creating a £20 million pound fund to co-invest with platforms such as Funding 
Circle35. British equity-based platforms Crowdcube and Seedrs have also benefited from 
highly incentivized tax subsidies by way of the Seed Enterprise Investment Scheme36.  

The OECD’s 2013 Policy Brief on Social Entrepreneurship highlighted the need for Europe to 
address ‘fragmented and untailored regulations’ to better suit emerging crowdfunding 
platforms and foster development of social entrepreneurial projects37. In its Framework for 
European Crowdfunding, industry leaders in association with the European Crowdfunding 
Network highlighted the three ‘pillars’ of regulation, education and research needed to 
ensure this38. The European Union has begun to address the issue. Following its 2011 
Bielsko-Biała Declaration, the EU further communicated its support of the model, instituting 
a workshop with industry leaders in June 201339 and adopting a ‘policy roadmap’ in 201440. 

                                                 
32

 Ibid.   
33

 Dan Marom, p. 142.  
34

 Matthew Vitale, ‘Crowdfunding: recent international developments and its compatibility with 
Australia’s existing framework’, Journal of banking and finance law and practice, vol. 24, no. 4, 2013, 
p. 2.  
35

 Jason Best, Sherwood Neiss, p. 14 
36

 Carl Eposti, ‘A statistical view of crowdfunding’, in S Dresner (ed) Crowdfunding: A guide to raising 
capital on the Internet, Bloomberg Financial Series, 2014, p. 52. 
37

 OECD/European Commission, Policy Brief on Social Entrepreneurship: Entrepreneurial Activities in 
Europe, Publications of the European Union, Luxembourg, 2013, p. 10. 
38

 Kristof De Buysere. Oliver Gajda. Ronald Kleverlaan, Dan Marom, A Framework for European 
Crowdfunding, European Crowdfunding Network (ECN), 2012, p. 7.  
39

 European Commission, ‘Crowdfunding: Untapping its Potential, Reducing the Risks’, European 
Commission Workshop, Brussels, 3 June 2013, accessed 19 April 2014 at 
<http://ec.europa.eu/internal_market/conferences/2013/0603-
crowdfundingworkshop/docs/minutes_en.pdf.> 
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This roadmap highlighted EU actions to raise awareness of platforms, promote industry best 
practice and regularly evaluate the need for EU legislative action41. Ernst and Young in its 
annual report noted this political will to reduce regulatory burdens and consideration of a 
‘soft law’ measure by the European Commission to better align policy with platforms42.  
 
Although the Australian government has been slow to respond, regulatory reform is finally 
being considered. Though the Australian Securities and Investment Commission has so far 
only released limited guidance on crowdfunding43, the Corporations and Markets Advisory 
Committee sought a review of equity-based crowdfunding in late 201344. It called for 
submissions to observe and take lessons from approaches in other jurisdictions and 
determine whether Australian needs to legislate crowdfunding from equity sources in a 
similar self-contained manner.  Australian Communications Minister Malcolm Turnbull has 
also indicated his support for reform45. As of writing, the review has received 41 submissions 
from legal bodies, government and the industry. Submissions such as that by The Law 
Council of Australia have indicated the view that reform should occur within the existing 
legislation of the Corporations Act as opposed to a US-style exemption46.  It advocated the 
need to alter provisions to allow ‘unsophisticated investors’, or unaccredited members of 
the general public to invest in risky businesses47, to partake in equity crowdfunding schemes 
and relax the terms of the personal offer small scale offering exemption which currently 
limits the number of issues to 20 in any 12 month period48. The submission, like many 
others, proposes a rethink of the costly fees payable to ASIC which would impose significant 
financial burdens on equity crowdfunding schemes49. 
 
Though the Australian Small Stock Offering Board has been operating successfully for a 
number of years, its limits on the number of investors (less than 20 in a 12 month period as 
per current regulations), means it does not currently constitute crowdfunding as has been 
generally accepted (and has many more investors)50.  In its submission to the review, the 
ASSOB has asked for an increase to in the number of unaccredited investors permitted in an 

                                                                                                                                            
40

 European Commission, ‘Commission roadmap to meet the long-term financing needs of the 
European economy’, EU Press release, 27 March 2014, Brussels. 
41

 Ibid.   
42

 Ernst and Young, Adapting and evolving, p. 19.  
 
43

 See the Australian Securities and Investments Commission, Guidance on Crowd Funding, media 
release, 14 August 2012.  
44

Corporations and Markets Advisory Committee (CAMAC), Crowd sourced equity funding, 10 
September 2013, accessed at 
http://www.camac.gov.au/camac/camac.nsf/byHeadline/Whats+NewCSEF+Media+Release+%26+DP?
openDocument 
45

 Malcolm Turnbull, ‘The Future of Crowdfunding in Australia’, 23 February 2014, accessed 23 April 
2013, <http://www.malcolmturnbull.com.au/media/the-future-of-crowdfunding-in-australia>. 
46

 Law Council of Australia, Crowd Sourced Equity Funding Discussion Paper, September 2013, pp. 1-2. 
47

 Steven Bradford, ‘Crowdfunding and the Federal Securities Law’, Columbia Business Law Review, 
2012, p. 104.  
48

 Law Council of Australia, pp. 1-2. 
49

 Ibid, p. 3. 
50

 Matt Vitins, ‘Crowdfunding and Securities Laws: What the Americans Are Doing and the Case for an 
Australian Crowdfunding Exemption’, Journal of Law, Information and Science, vol. 22, no. 2, 2012-
2013, p. 111. 
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equity-based scheme, proposing that this should be at least 10051. The ASSOB submission as 
well as that by the NSW Small Business Commissioner, has also proposed increasing the 
maximum amount allowed to be raised through equity crowdfunding to AU$5 million per 
annum52. In many submissions to the review the issue of disclosure was raised. Many parties 
such as the Commissioner agreed that though there was a need to educate unaccredited 
investors in order to minimize risk, it was important not to make disclosure requirements 
too onerous and hinder the development of platforms53. Whilst some proposed that existing 
disclosure rules under the Corporations Act were sufficient, others such as the Law Council 
suggested that a form of template disclosure documented could be mandated in order to 
better protect investors54.  
 
In comparison to other jurisdictions, the response of the Australian government has been 
slow and there is significant reluctance to impose a blanket exemption for equity 
crowdfunding as proposed elsewhere55. Yet the growing use of these platforms does mean 
there is a need for reform, even if this is limited. According to Deloitte Access Economics, 
10% of Australian small to medium enterprises have difficulty accessing finance56. Clarifying 
how the Corporations Act deals with crowdfunding schemes could help improve the legal 
framework under which they operate. Depending on the crowdfunding model or on the 
form of incentives or rewards for investors offered, schemes can be classified under a 
number of categories, as ‘financial products’, ‘managed investment schemes’ or offers of 
‘securities’57. This ambiguity has limited development. In particular, there is a need to clarify 
how nonfinancial or ‘patronage’ crowdfunding such as reward-based platforms are classified 
under the Corporations Act58. Relaxing rules on the number of accredited investors and the 
amount allowed to be raised through equity schemes would also help. Finally, greater 
political will to engage with the industry, as has been demonstrated in Europe59 would not 
only raise the profile of schemes but would prevent harmful over-regulation, ensure better 
self-regulation by existing platforms, due diligence and monitoring by investors.  
 
 

  

                                                 
51

 Australian Small Stock Offering Board, Crowd sourced equity funding submission Answers to 10 
questions, accessed 23 April 2014, 
<http://www.camac.gov.au/camac/camac.nsf/byHeadline/PDFSubmissions_6/$file/ASSOB_CSEF.pdf> 
52

 Yasmin King, Re: regulatory regime for crowd sourced equity funding, Office of the NSW Small 
Business Commissioner, accessed 20 April 2014, < 
http://www.camac.gov.au/camac/camac.nsf/byHeadline/PDFSubmissions_6/$file/Small_Business_NS
W_Com_CSEF.pdf>, p. 2.  
53

 Ibid, p. 11.  
54

 The Law Council of Australia, Crowd Sourced Equity Funding Discussion Paper, September 2013, p. 
2. 
55

 Matthew Vitale, ‘Crowdfunding: recent international developments and its compatibility with 
Australia’s existing framework’, Journal of banking and finance law and practice, 2013.  
56

 Deloitte Access Economics/NSW Business Chamber, Small Business Access to Finance, 2013, p.7. 
57

 Matt Vitins, p. 105 
58

 Ibid, p. 123.  
59

Matthew Vitale, ‘Regulatory submission on crowd sourced equity funding discussion paper’, CAMAC 
Review, 29 November 2013, accessed 17 April 2014 at 
<http://www.camac.gov.au/camac/camac.nsf/byHeadline/PDFSubmissions_6/$file/MatthewVitale_C
SEF.pdf> 
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Conclusion 
 
A report by Forbes estimated financing from crowdfunding platforms could potentially 
surpass US$1 trillion by 202060. Though crowdfunding undoubtedly has the possibility to 
bridge the equity gap, even ‘democratise’, to an extent, access to capital for entrepreneurial 
and social projects, it still remains unclear whether the model, which gained traction during 
the Global Financial Crisis, will solidify itself as a sustainable method for early-stage financing 
SMEs in the long-term. Many have noted the need to develop a healthy crowdfunding 
‘ecosystem’61. Self-reporting and individual due diligence and monitoring will certainly help 
limit fraud and abuse. As indicated by the OECD among others, more ‘structured and 
homogenous information requirements’ or an increase in disclosure requirements would 
significantly help to reduce risks for potential investors62. In the developing world, increasing 
access to the Internet and participation in social media networks will significantly assist 
young crowdfunding platforms63. Similarly, collaborative events, whether these are hubs, 
networking events, the creation of incubators, accelerators or competitions for 
entrepreneurial ventures adds a physical and personable side to crowdfunding ventures, 
adding trust and confidence increases their likely success in both the developed and 
developing world64.  

There has so far been very little research done on the crowdfunding model65 and that which 
has been done has focused on regulatory changes in the developed world. Yet, as the 
industry develops, international bodies such as the OECD have a leading role to play in 
providing greater analysis and policy guidelines. In its report, The Missing Entrepreneur: 
Policies for inclusive entrepreneurship in Europe, the OECD recognised the role of policy in 
providing information and advice to help develop crowdfunding amongst disadvantaged and 
under-represented groups in Europe66. Comparative research of the policy paths chosen in 
Europe, the United States and other countries such as Australia could help developing 
nations learn from regulatory responses in the developed world and enable them to develop 
more suitable and sturdy frameworks themselves. The World Bank has indicated that the 
developing world has the potential to ‘leapfrog’ the developed world in its use of the 
crowdfunding model. Small to medium enterprises in developing countries encounter many 
of the same funding problems of those in the developed world. The OECD ‘provides a forum 
in which governments can work together to share experience and seek solutions to common 
problems’67. The wide range of experiences of its member countries in the crowdfunding 
space and in developing more appropriate regulatory frameworks mean that it is suitably 
placed to provide analysis and guidelines for the developing world. Bridging this research 
gap would allow the developing world to exploit the huge advantages provided by 

                                                 
60

 David Drake, ‘2013: What’s in store for crowdfunding and angel investors’, Forbes, December 12 
2012,  accessed 20 April 2014 at <http://www.forbes.com/sites/groupthink/2012/12/31/2013-whats-
in-store-for-crowdfunding-and-angel-investors/>. 
61

 World Bank Group, pp. 27-30. 
62

  OECD/The European Commission, The Missing Entrepreneur: Policies for inclusive entrepreneurship 
in Europe, OECD Publishing, 2013, p. 148  
63

 World Bank Group, p. 40. 
64

 Ibid, pp. 29-30 
65

 Dan Marom, pp. 141-2.  
66

 OECD/The European Commission, The Missing Entrepreneur, p. 148.  
67

 OECD, About the OECD, 2013, accessed 15 April 2014, <http://www.oecd.org/about>. 
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alternative-funding tools such as crowdfunding and bring greater equity in access to early-
stage financing.  
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