(
CORNELL CENTER FOR HOSPITALITY RESEARCH

Crowdfunding for
Hospitality Ventures

by Elena Belavina

EXECUTIVE SUMMARY

rowdfunding can raise funds in the absence of traditional financing sources.

This research brief provides guidance on the effective use of crowdfunding by

hospitality entrepreneurs. Our research (Belavina et al. 2020) shows that

crowdfunding advantages go well beyond cash infusion. Significant benefits
of using crowdfunding stem from the ability to acquire early information on a venture’s
viability. This early information helps avoid investment in ventures with low market potential.
Thus, hospitality entrepreneurs should use crowdfunding for venture selection, not just
funding. Further, counterintuitively, our research shows that entrepreneurs are better off if
they use platforms that impose fund release restrictions. These restrictions help build backer
confidence, thus, bringing in more funds and better information from the crowdfunding
campaign. Finally, we identify fund release restrictions best suited for hospitality ventures.
This finding highlights the opportunities for building hospitality-centric crowdfunding
platforms.
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OVID-19 has hit the hospitality industry hard with independent

restaurants going out of business, record-low occupancy at hotels, and a

long period of uncertainty ahead. As the industry recovers, investors

reeling from these losses may no longer have the resources or commitment
to invest in new ventures. Institutional investors may also pull back, as in the aftermath of
the 2007-08 financial crisis (Dunkley 2016). At the same time, the interest in community-
oriented venues is ever greater.
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In this context, crowdfunding, or funding by a
community of potential guests and amateur investors,
can be an attractive way to fund new ventures and
reboot existing ones. Hospitality entrepreneurs have
raised significant funds both on all-purpose crowd-
funding platforms (Kickstarter, etc.) and on hospitali-
ty-centric platforms such as PieShell (food and bever-
age), HotelierCo (hotels) and EquityRoots (franchised
hotels), as shown in Exhibit 1.

Based on our recent research (Belavina et al. 2020),
this brief provides guidance on the effective use of
crowdfunding by hospitality entrepreneurs. Our
research shows that crowdfunding advantages go well
beyond cash infusion: Significant benefits accrue from
acquiring early informational signals on a venture’s
viability. This information, if used correctly, limits the
venture’s downside risks. Further, counterintuitively,
our research shows that entrepreneurs are better off
using platforms that impose fund release restrictions.
Despite the restrictions, campaigns on such platforms
raise more funds and lead to better information. Fi-
nally, we identify fund release restrictions best suited
for hospitality ventures. This finding highlights the
opportunities for building hospitality-centric crowd-
funding platforms.

Use Crowdfunding for More Than Funding

Crowdfunding can raise financial resources in
the absence of traditional funding sources. However,
in consumer electronics and other categories, crowd-
funding is increasingly used by large companies that
have extensive access to capital. Our research shows
that crowdfunding’s primary benefits are as much in
limiting downside risks of new ventures as in acquir-
ing capital (Belavina et al. 2020).

A hotel revamp, a new microbrewery, a restaurant
concept, or any other such hospitality ventures have
substantial market risk. Will enough consumers be
interested in this offering? With traditional funding,
entrepreneurs invest first and then, only on launch,
get a firmer primary data-driven sense of the interest
in the venture. Crowdfunding reverses this sequence,
drastically limiting the venture’s downside risk.

Typical crowdfunding campaigns require par-
ticipants to pledge a certain amount of money in
exchange for a reward (usually a discounted advance
purchase of the product, a meal in a new establish-
ment, a case of a newly developed spirit, etc.). In effect,
the pledges are a direct line of communication to
potential customers to obtain a binding commitment
to purchase the product or use the service—an early
signal of demand. More pledges imply more demand.
Irrespective of the cash position, entrepreneurs would
only move forward with ventures that obtain suf-
ficiently strong early demand signals. They would
abandon ventures with weaker signals before substan-
tial investments are made. In other words, somewhat
paradoxically, the value of crowdfunding, over tradi-
tional forms of funding, is not as much in its ability to
fund but rather in its ability to prevent funding.

It is vital that hospitality entrepreneurs under-
stand this informational advantage of crowdfunding
and use crowdfunding for venture selection, not just
for funding. Another implication is that crowdfund-
ing is best suited for very uncertain ventures. Tradi-
tional funding might be better for less risky ventures.
Further, for the pledge signals to be informative, it is
important to run campaigns on platforms whose users
represent the eventual target market. If this is not the
case, entrepreneurs must appropriately adjust the
signals and be cautious in interpreting them.

EXHIBIT 1

Use of Funds

Hospitality Venture (Click name to see their crowdfunding campaign)

Developing a new F&B or service product
Expanding an existing F&B operation

Creating a hospitality-centric marketplace
Historic property revival, renovation, or expansion
Opening of a new location/concept

Funding of a new venture

Stone Brewing Co., Kyl21, Le Bread Xpress, Soylent, Flip Tray
Roasters Next Door, The Vegetarian Butcher, Stone Brewing Co.
The Restaurant Zone, Stayful, Roomstorm, Guesty

Gage and Tollner, The Inn at Duck Creek, Central Historic Hotel
Hopsters Brewery, Juliet, Surf Dog, Reem’s Dream

Iron Range, Eureka, The Gibbard Block, Reel Food Truck

Exhibit 1: Examples of hospitality ventures that used crowdfunding
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https://www.indiegogo.com/projects/stone-groundbreaking-collaborations--2#/
https://en.wikipedia.org/wiki/List_of_highest-funded_crowdfunding_projects
https://wefunder.com/lebreadxpress
https://en.wikipedia.org/wiki/Soylent_(meal_replacement)
https://www.kickstarter.com/projects/fliptrayco/flip-tray-hospitality-industry-tool?ref=discovery&term=hospitality
https://www.kickstarter.com/projects/rndroast/rnd-roasting-workshop-creative-coffee-hospitality
https://en.wikipedia.org/wiki/List_of_highest-funded_crowdfunding_projects
https://www.indiegogo.com/projects/stone-groundbreaking-collaborations--2#/
https://www.kickstarter.com/projects/838906039/the-restaurant-zone-classifieds-for-the-food-indus?ref=discovery_category&term=hospitality
https://wefunder.com/stayful
https://wefunder.com/roomstorm/
https://wefunder.com/guesty
https://wefunder.com/gage.and.tollner
https://www.kickstarter.com/projects/duckcreek/the-inn-at-duck-creek-the-gathering-place-in-smyrn?ref=discovery_category&term=hospitality
https://www.kickstarter.com/projects/centralhistorichotel/central-historic-hotel-laurinburg-nc
https://wefunder.com/hopsters
https://www.kickstarter.com/projects/2084864198/juliet-0
https://wefunder.com/surfdog
https://www.kickstarter.com/projects/904867543/reems-dream-arab-street-corner-bakery-come-feel-th
https://www.kickstarter.com/projects/922124689/iron-range-community-patio?ref=discovery_category&term=hospitality
https://www.kickstarter.com/projects/1418179203/eureka-compass-vegan-food
https://www.kickstarter.com/projects/bbhg/the-gibbard-block-burgers-bagels-beers-and-more
https://www.kickstarter.com/projects/143867250/reel-delicious

Choose a Crowdfunding Platform that
Imposes Fund Release Restrictions

Choosing the right platform to host the campaign
is a crucial choice for hospitality entrepreneurs. There
are the expected trade-offs between platform popu-
larity and the representativeness of the user base
discussed above. Our research shows that there is
an additional, significant factor in this choice that is
more nuanced and counterintuitive. We show that the
restrictions that platforms place on an entrepreneur’s
access to funds raised make a key difference to the
financial and informational benefits of using crowd-
funding.

Entrepreneurs typically believe that, all else being
equal, platforms or campaign designs that release all
funds at one time offer the most financial flexibility
to the entrepreneur and therefore are the best choice.
In contrast, our research shows that platforms that
(partially) defer payments are the better choice for the
entrepreneur (Belavina et al. 2020). The reasons lie
in understanding the backers’ risks and incentives to
pledge support for a venture.

An individual that backs a venture faces several
risks. First, as with any venture investment, ventures
can fail despite the entrepreneur’s best efforts because
of market or supply-side risks. Further, crowdfund-
ing backers are less-sophisticated investors. While this
leads to important demand information and expands
the funding pool, it also attracts unscrupulous entre-
preneurs who might exploit such investors. Entrepre-
neurs can misrepresent the venture’s potential or lie
about their resources and skills to deliver the prod-
uct—Dboth pieces of information that are not readily
available to backers. An entrepreneur also might use
some or all funds raised for purposes unrelated to the
offering.

In all these cases, it is not easy to distinguish
between genuine venture risk and the entrepreneur’s
unscrupulous behavior. As a result, there is little
legal recourse or other traditional investor remedies.
Consequently, many backers do not pledge in favor
of products, even ones they may genuinely want and
like. This limits the funds raised and distorts the in-
formation value of the pledges: Entrepreneurs cannot
discern if the venture has low interest or if the backers
do not trust the entrepreneur.

The key to resolving this dilemma lies in design-
ing funding rules so that, despite the inability to
verify all entrepreneur actions, quality entrepreneurs
are incentivized to do the right thing, giving backers
the trust needed to pledge. Often, successful crowd-

funding campaigns raise much more money than the
campaign goal (for example, Stone Brewing Company
raised $2.5M for a new beverage venture, well exceed-
ing its $1M goal). Our research shows that platforms
can use restrictions on the release of this “excess
funding” as a lever to create the right incentives. We
compared ten different forms of such restriction
implementations and identified two that work best
(Belavina et al. 2020):

(1) Rather than releasing all funds, the platform
can hold the funds in excess of the goal in escrow.
Releasing them only after the venture has been built
out and its performance and viability are validated. By
the entrepreneur’s plans, funds above the campaign
goal are not needed to build and test the venture. Thus,
this does not harm the venture. Yet, this mechanism
limits entrepreneurs’ unscrupulous actions by provid-
ing them incentives and benefits from using the funds
in the right way. It also encourages entrepreneurs not
to exaggerate either the product performance or their
skills because such misrepresentation makes them less
likely to deliver on them and more likely to lose the
money in escrow; and

(2) another particularly effective variant of the
above idea is to convert pledges received above the
campaign goal into cancelable pre-bookings for the
service offered by the venture. This approach achieves
the same incentives as holding money in escrow but
without imposing requirements for the platform to
hold and release the funds. Instead, it relies on the
later pledgees’ cancellation or use of the booking to
create appropriate incentives.

Most importantly, although these mechanisms
appear as restrictions on the entrepreneurs, they are,
in fact, in the entrepreneur’s interest. By creating the
incentives to limit the unscrupulous behavior around
misrepresentation and actions, they build backer con-
fidence, bringing in more funds and information from
the crowdfunding campaign. Thus, these mechanisms
make all parties—the entrepreneurs, backers, and the
platform —better off.

These mechanisms are most powerful when (a)
venture viability risks are high, (b) there is substantial
potential for entrepreneurs’ unscrupulous actions and
misrepresentation, and (c) it is costly to monitor or
verify the entrepreneurs—all factors that are extremely
salient for hospitality ventures.

Reimagine Platform Designs

Finally, our findings on the best platform designs
suggest an opportunity for (new) hospitality-focused
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crowdfunding platforms. Platforms that aggressively impose fund-release restrictions are an excellent fit for
hospitality ventures. They can bring much-needed funding to reboot the industry and help entrepreneurs select
the best ventures. Our research paper (Belavina et al. 2020) provides more details on low cost, effective designs
for these platforms. l
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