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GUIDE TO CROWDFUNDING



Dear Reader,

Do you want to create your first professional video, record your first CD, or write the great American novel? Perhaps you have a great idea for a new business that you would like to launch? All of these projects require start-up funding, and this book can help you obtain it via crowdfunding.

Crowdfunding is the newest way to fund projects and start businesses. Instead of hitting up family and friends, using credit cards, or getting second mortgages, you can pitch your idea to perfect strangers who will then help you fund your idea. These are people who have interests similar to yours and, believe it or not, want to see your project come to life, often just so they can have a copy of what you are going to create.

Whatever your dream idea or business, there is no reason that it can’t become a reality as soon as you want it to. All it takes is hard work and determination to make it succeed. You can do it!
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These handy, accessible books give you all you need to tackle a difficult project, gain a new hobby, comprehend a fascinating topic, prepare for an exam, or even brush up on something you learned back in school but have since forgotten.

You can choose to read an Everything® book from cover to cover or just pick out the information you want from our four useful boxes: e-questions, e-facts, e-alerts, and e-ssentials. We give you everything you need to know on the subject, but throw in a lot of fun stuff along the way, too.

We now have more than 400 Everything® books in print, spanning such wide-ranging categories as weddings, pregnancy, cooking, music instruction, foreign language, crafts, pets, New Age, and so much more. When you’re done reading them all, you can finally say you know Everything®!
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The Top 10 Things You’ll Learn from This Book


	What crowdfunding is, and the benefits and shortcomings of this new type of funding.

	How to tap into the power of crowds and crowd psychology.

	The various facets of a crowdfunding campaign—from the passionate pitch to the catchy video.

	The different crowdsourcing platforms to choose from and which one best matches your idea or project.

	How to run a successful campaign—from picking a reasonable goal to setting a time frame.

	How to select the right rewards to get donors to donate.

	How to use Facebook, Twitter, YouTube, and other social media sites to promote your crowdfunding campaign.

	How to protect your idea or product.

	How to successfully deal with donors after your campaign finishes.

	What equity crowdfunding is, and how to get ready for it.




Introduction

FUNDING IS THE FUEL that allows ideas to be developed and new businesses to be launched. Without funding, brilliant ideas fermenting away in the minds of entrepreneurs, artists, and other creatives may be destined to remain trapped inside forever. Sometimes this is because a proposed new business simply needs capital for equipment, such as the commercial ovens and mixers necessary to open a new bakery. Sometimes, such as for writers and artists, cashflow is necessary simply to pay for living expenses while one takes the time “to work and create.”

Unfortunately, the intertwining of creative ventures and the need for financial fuel has kept untold numbers of ideas and dreams from ever reaching fruition. Not long ago this was acknowledged by entrepreneurs as simply the nature of the beast. With the exception of those who raise money from “family and friends,” the likelihood of getting funding from professional investors, such as banks, angel investors, and venture capitalists, was slim. Professional investors such as these are just too risk-averse. They are highly unlikely to engage in any enterprise unless they are virtually guaranteed to make a return on their investment. A “sure thing,” so to speak. Today, thankfully, there is a wonderful alternative. Today, entrepreneurs can seek funding for ventures and projects via crowdfunding.

Normally one doesn’t think of a crowd of strangers as being a terribly good source of funding, but the connectedness of the Internet has catalyzed this. You will find that there are many people in the crowd who are willing to help you out. Some want to help entrepreneurs, artists, and other creative types simply to obtain a copy of the “thing” that is being created. This could be a movie, a book, a video game, or something else enticing and unique. Others simply want to assist fellow artists or entrepreneurs and “become a part of the process.”

If you have been thinking of raising funds via crowdfunding, you have come to the right place. This book is designed to give you the background of raising money directly from the crowd and provides you with a survey of the state of crowdfunding today. Special emphasis is paid to the ins and outs of social media because the success of crowdfunding campaigns is directly tied to the integration of social media into the process. Throughout the book you will also find tips and techniques that are important to know for successful crowdfunding campaigns.

The last two chapters of this book cover the rapidly evolving topic of equity-based crowdfunding. Because of the passage of H.R. 3606 on March 22, 2012, for the first time since the 1930s it is now legal for small businesses to sell ownership in their companies to non-accredited investors. Titled the Jumpstart Our Business Startups Act (JOBS Act), H.R. 3606 promises to change the equity investing landscape in the United States in profound ways.

Finally, some supportive words of advice to those considering crowdfunding: Learn all you can before you jump into the fray (by the way, this book is certainly a nice start!). The process of creating a crowdfunding campaign is relatively easy but, as you will learn in this guide, many crowdfunding campaigns fail and it is generally because of lack of preparation. So do your homework, look at lots of successful campaigns, and if you are up for the adventure—go for it. After all, crowdfunding is more than just a way to raise funds, it is also a way to change your life or the lives of others. Use it well and good luck!


CHAPTER 1

Crowdfunding Basics

Do you want to start your own business or take your existing business to the next level? Do you have a great idea for a documentary film that you would like to create? Perhaps you have an idea for a new invention that you would like to produce? Well, we live in a new era in which the power to develop projects and fund businesses is in your hands. That power is called crowdfunding. In this chapter you will learn the basics of crowdfunding along with some of the pros and cons involved. At the end of this chapter, you’ll see a checklist of some of the key factors of success that you should think about before you leap into the crowdfunding pool.

Crowdfunding

Crowdfunding is the process of soliciting funds from the general public to create projects or fund businesses. It represents a radical change in the way entrepreneurial projects are capitalized today. Thanks to crowdfunding, no longer do entrepreneurs and businesspeople have to rely on the famous “family and friends” loans. No longer do they have to approach banks that require hard assets to secure loans. No longer do they need to pitch concepts to risk-averse venture capital and angel groups. Today anyone can pitch directly to individual investors and often get funding in just a few weeks.
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The term crowdfunding is actually broadly used to cover several different ways that people can provide funding for projects and businesses. Later in this book, the distinctions between the different types of crowdfunding are discussed. Until then, the term is used in this book to mean funding that does not involve the sale of ownership, or equity, in the business or project being crowdfunded.



Crowdfunding also provides entrepreneurs with another advantage. In addition to the actual money you can receive, you will also get validation of your idea or concept. The people backing your crowdfunding campaign will provide you with lots of valuable input and, in many ways, you should consider this feedback just as important as the actual funding you receive. What you are doing with your campaign is putting your concept up for the world to see and asking interested people to pledge if they like it. In essence the crowd is voting with their dollars, and this provides you with both funding and valuable concept validation.

Most crowdfunders offer rewards to those who pledge. In many cases, these rewards are directly tied to the project and are often samples of the project itself. This concept is especially powerful for those seeking funding for projects that are artistic and can be replicated. Fiction and nonfiction books, documentary DVDs, comic books, and photographic albums are all excellent projects for crowdfunding because backers usually want to get a copy of the project’s output. Perhaps one of the finest examples of this concept is the funding of video game development, where the reward is a copy of the game. In fact, crowdfunding is already changing the way the video game industry is funding new titles and new companies in very major ways.
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Crowdfunding campaigns can forge relationships between you and some of your backers. Relationships with some of your most committed backers may develop because they feel like they are part of your project’s creation. In many cases, they may be some of your strongest advocates during your crowdfunding campaign and may help you immensely afterward, as you start your new business.



One of the more significant benefits of reward-based crowdfunding is that you don’t have to give up ownership (equity) in the enterprise being created. Entrepreneurs who start businesses with venture capital and angel investors have a quite different experience. Venture capitalists (VCs) and angels typically take an ownership stake in businesses they fund. They do this in anticipation of return on their investment and the resultant growth in value of their shares. However, as partial owners, these investors typically play an active role in the operations of the business. Sometimes this is advantageous because they may bring operational skills, but it is not unusual for the goals of investors and business owners to clash. Remember, VCs and angels are in it for ROI (return on investment). They may not share the passion for the product and mission nearly as strongly as the founder does, and this may cause friction.

Crowdfunding is becoming a mainstream option for business funding. More and more people are funding projects and building businesses via crowdfunding. In particular, creative ventures, such as filmmaking, music, live performances—which can be nearly impossible to fund in any other way—are being brought to reality by the backing of crowds. Crowdfunding puts control into the hands of those who are doing the creating, and this can benefit everyone involved.

Crowdfunding Pros

Crowdfunding is not a silver bullet to use whenever funding is needed. It should be viewed in context with traditional investment instruments and other sources of money. However, with that caveat in mind, here are some of the pros of funding your enterprise or project via crowdfunding.

Minimal Financial Risk

Most crowdfunding sites charge you nothing to place your campaign on their site. They make their money by charging a percentage of what backers pledge, not upfront charges. This means that if you do all the creative elements yourself—writing the text, taking photos, and crafting the video—then starting a crowdfunding campaign costs you nothing but your time. This is obviously a tremendous advantage because you can essentially risk nothing. If your crowdfunding campaign fails to reach its financial goal, none of your pledgers are charged and the project simply ends.

Testing Demand

One of the best parts of crowdfunding is that you get a built-in focus group that will give you feedback on your project. This is useful because you will quickly find out if the crowd likes what you are doing. Believe it or not, you may find that people like “most” of what you propose in your crowdfunding project, but would like a few minor changes to make it a complete winner. Often this is a suggestion for additional options and other details that you can add during the campaign. And, unlike the focus groups of the old days where you would pay six to eight people several hundred dollars per day to participate, crowdfunding allows you to tap the knowledge and advice of hundreds of people, maybe even thousands, absolutely free.
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Several of your backers may want to actively help you with your crowdfunding campaign. They may offer to build websites, post on social media sites, contribute to blogs, and even create promotional assets for you. In general this is helpful, but make sure that a unified voice is applied to everything that is broadcast. It might be helpful to make a quick “mission statement” of what your campaign is all about and forward it to your helpful backers.



You Keep Control

With crowdfunding, it’s your show. You keep complete control of all decisions. In the film world, they refer to this as the auteur theory, which means that an entire film represents one voice: the voice of the director. In the crowdfunding world, as the creator of the project, you are the auteur. You control all facets: the creative vision, the costs, the product delivery, the marketing, all the customer interactions—everything. Yes, it’s an awful lot of hats to wear, but the big advantage is that you don’t have to compromise on anything. You’re the boss and the entire venture represents your vision.

100 Percent Ownership

When you are performing standard crowdfunding, you are technically soliciting donations and in return giving your backers “rewards.” This is not to be confused with selling equity or ownership in a business. When you obtain financing from venture capital groups or angels, you usually have to offer them part of your business, which means issuing shares of ownership. In contrast, a crowdfunding campaign means you retain 100 percent ownership in the business. There’s only one boss, and you are it. Not only do you get to be in charge, you get to profit entirely from the success of the business.

Brand Evangelists

When you crowdfund, you may rapidly accumulate brand evangelists. You will find many of your backers will want to become part of your virtual team. Because crowdfunding is a collaborative model rather than a retail model, you will attract many backers who not only want to see your product or service succeed; they want to see you personally succeed. This is one of the most gratifying parts of crowdfunding: working with those in the crowd who really want to help you out.

Crowdfunding Cons

Crowdfunding is not a fundraising method that replaces all the funding techniques of the past. It is best to think of it as simply a new way of obtaining funding and should be evaluated in light of the other alternatives that you may have. Let’s look at some of the disadvantages of crowdfunding, especially as contrasted to earlier fundraising and investment methods.

It’s Continuous Work

When you run a crowdfunding campaign, you are constantly working at it. You will have untold numbers of people viewing your campaign and constantly asking questions. Unlike traditional bank loans and other funding methods, during a crowdfunding campaign you are on call 24/7. Considering all the advantages of crowdfunding this may seem like a small price to pay, but you need to be prepared for all the work involved. If you’re working at a day job, the information flow and interactions with the crowd can prove challenging.
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If your crowdfunding campaign is unsuccessful, most of the major sites will allow you to run it a second time. This may be a good idea if you can identify obvious reasons that your campaign didn’t do so well the first time. However, if you can’t easily identify issues and make the appropriate changes, it is unlikely that simply running it a second time will bring big success. In fact, the results may be somewhat worse because some visitors may recognize it as a campaign that failed before and may avoid it.



Lack of Guidance

Although it has been around for a few years, crowdfunding is still a relatively new concept. As you plan your crowdfunding campaign, you are certain to have lots of questions and you will find there are few places to get solid information (other than this excellent guide, of course). Most of the major crowdfunding sites do have educational materials on them, but none are terribly intensive. Most, in fact, are written to be nonintimidating and thus are rather fundamental. Be prepared for this dearth of information to be difficult at times. Until crowdfunding has matured a bit more, there will probably continue to be a lack of thorough guidance online.

High Visibility

When you create a crowdfunding campaign, you, as a person, are on display just as prominently as your project is. There is little privacy. In fact, people want to know about you, so you will need to have an extensive bio and picture on your campaign or you will handicap your project. This is where the difference between a retail model and a crowdfunding model really kicks in. For example, someone looking to buy a new book at a bookstore expects to see little more than a catchy title, a peek at a few pages, and a short bio on the author. The author can still retain a modicum of privacy. Someone looking to crowdfund a book, however, needs to be aware that potential funders expect to see a “full pitch video” of the author explaining why the book is so important, along with an impassioned request to participate in the campaign. An extensive bio, including the author’s location and contact information, also is the norm. To be a successful crowdfunder, you must be prepared for full personal exposure. If you don’t do so, you will not build the trust necessary to convince potential backers to pledge your campaign.

You Need to Be a Social Media Guru

You will find that just a small percentage of the people who back your campaign happened to be surfing around on the crowdfunding platform site and have stopped in. Most backers are alerted to your campaign from other sites on the web, and these are often social media sites. Bottom line: in order to run an effective campaign, you need to be working with social media almost constantly. This means interacting on Facebook, Twitter, and blogs; posting to newsletters; issuing press releases; and generally using every social network and method you can manage. This, of course, means you need to understand these social networks and the best practices to disseminate information. If communicating on these networks isn’t your strength, either hold off and become more knowledgeable about them (which isn’t difficult), or get someone who is a social network junkie to help you out. However, it’s best to do it yourself because you will likely need to post and update constantly throughout your campaign, and communications should come directly from you, the project creator.
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Although it’s a new area, there are firms starting to spring up that will help you “reach out” to the social media during your campaign. You may want to take a good look at some of these firms and what they offer. In contrast to traditional advertising, a well-crafted outreach program run during your crowdfunding campaign could yield enormous payback, possibly paying for itself many times over.



Funding Is Not Professional

When you get funding from traditional sources, such as banks or other financial institutions, you establish a lender/client business relationship. This generally operates in well-established ways that are orchestrated by contractual obligations outlining the duties and behavior of both parties. It’s a fairly well-known paradigm. However, when you crowdfund, you may have hundreds or thousands of backers who have diverse expectations and demands about the process. While there certainly are rules to guide the expectations of those who participate in a crowdfunding campaign, most of the backers will be weakly versed in them. It is difficult to avoid this: You, as the project creator, will be dealing with many backers and explaining how the crowdfunding process works.

Sometimes It Doesn’t Work

It’s easy to focus on all the successes that you find on the crowdfunding sites on the Internet and assume that the end result of your campaign will be similar. The reality is that over 50 percent of the crowdfunding campaigns that are launched fail to meet their goal. Usually when an unsuccessful campaign is examined, it isn’t hard to see why, but in many cases it isn’t entirely obvious. This is when the lack of historical data and guidance on crowdfunding can prove frustrating. Sometimes a campaign seems positioned to do well, but it just simply doesn’t. This, obviously, can be frustrating.

Key Factors of Success

There is a common business school concept that is often used when analyzing business cases. Students will analyze all the facets of a business enterprise and then boil them down into a list of key factors of success. In a nutshell, these are the characteristics of an enterprise that are direct contributors to the future success of the company.

Are You Comfortable with Digital Media?

If working with digital and social media is relatively new to you, spend some time getting comfortable with them before you start crowdfunding. You will be working with a lot of text creation, image manipulation, and video editing when crafting your crowdfunding campaign. You will also be working nonstop with applications like Facebook, Twitter, blogs, YouTube, and other social media. You don’t want to handicap a well-intended campaign by being unacquainted with digital and social media. Spend some time getting familiar with digital media or team up with a partner who can help you out during the campaign.

How Good Is Your Concept?

It is important that your project idea appeal to a lot of people. This doesn’t mean that you need to crowdfund something that has blatant mass appeal. In fact, that is probably a bad idea because that sort of project tends to do poorly. You want your project to be unique and interesting enough so you will collect plenty of backers to fund its creation. Just make sure that your project isn’t of interest only to a small group of people. On the other hand, if you aren’t absolutely sure your project will appeal to enough people to actually get it funded—well, this is when crowdfunding earns its stripes. Run it and you will find out!

Have You Calculated How Much Money You Really Need?

Evidence is coming out now that suggests that a majority of crowdfunded projects are not collecting enough money to allow their creator to “pull it off.” In other words, not enough money is being requested to cover hidden expenses: things like unplanned costs, the need for additional help, and other cost overruns. In fact, many crowdfunded companies use all their backers’ money during the design phase before they even produce the product. You can avoid this by doing a rigorous cost analysis and applying a worst-case scenario to your financial estimates. Make sure you ask for enough money to actually create and deliver the product to all your backers. Make this your project’s financial goal. If you don’t, you may lose money when your campaign finishes and you are still obligated to create your rewards and ship them to your backers.

Are Your Rewards Appropriate?

Completing your project is the exciting part for you, but your backers are generally motivated by the rewards you offer, not the design process. Make sure you have good incentives for your backers. You should have a variety of pledge levels that are interesting and unique. Many crowdfunding campaigns are handicapped by a confusing reward structure or one that doesn’t provide a sufficient incentive to pledge money.

Is Your Campaign Exciting Enough?

The concept of the elevator pitch is appropriate here. Is your campaign simple and powerful enough that it can be easily understood? Is it exciting enough that people will tell their friends and post it on their own social media pages? Since a majority of pledges come from outside the immediate crowd on the crowdfunding site it is hosted on, it is critical that your campaign be inherently exciting and easy to understand.

Are You Ready for a Huge Commitment of Time and Effort?

Virtually all crowdfunders will tell you that they were unprepared for how much work and commitment their crowdfunding campaigns required. Running crowdfunding campaigns can be a grueling process. If you are going to do one, make sure you can devote enough time to it to make it successful.


CHAPTER 2

Crowdsourcing

Do you remember when crowdsourcing lit up the business press a few years ago? Today you don’t see crowdsourcing in the news as much but the concept is doing well, and in fact thriving. This chapter will review how crowdsourcing works and some of the companies that utilize it in their business operations. It will also look into some of the pros and cons involved with crowdsourcing to help you better understand the psychology and behavior of crowds. This knowledge will be useful to you as you design and execute your fundraising or crowdfunding campaign.

Crowd + Outsourcing

Crowdsourcing is simply a portmanteau of the words “crowd” and “outsourcing.” Jeff Howe, who first wrote about crowdsourcing for Wired magazine back in 2006, is generally credited with coining the phrase. In his seminal 2006 article, he explains crowdsourcing as “the act of taking a job traditionally performed by a designated employee and outsourcing it to an undefined, generally large group of people in the form of an open call.” The “generally large group,” is, of course, the crowd.

Today, there are hundreds of companies that have leveraged the concept of crowdsourcing into thriving enterprises. Some of them are dramatically changing the business segment in which they operate. For example, iStockphoto has changed forever the way stock photography is created and delivered to clients and customers. It has been truly disruptive in its market space.
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The term disruptive refers to an innovation that is so radical and so effective that it essentially displaces an entire existing market network. It also describes innovations that the marketplace does not fully expect, often by delivering goods and services at far lower prices than what currently existed.



Crowdsourcing companies have discovered that when properly used, crowds can outperform in-house talent in many ways and usually at a far lower price. This, of course, makes crowdsourced information tremendously appealing to potential clients. To better examine the ways that this can work, let’s examine some of the more successful crowdsourcing companies. This will give you a good perspective on how some businesses are harvesting considerable value from crowds via crowdsourcing.

Crowdsourcing Long Ago

Asking people to assist in collaborative projects certainly isn’t an Internet phenomenon. Consider that in the early 1700s, the British government performed its own “crowdsourcing campaign” when it realized that it badly needed a solution to a transoceanic navigational problem. The problem involved determining a ship’s longitude when out in the open sea. Here’s why that was important: To know where they are, mariners need both longitudinal and latitudinal coordinates. Determining a ship’s latitude was relatively easy because mariners could utilize the sun’s declination (height from the horizon), but longitude was much more difficult.

Because of this problem, ships were getting lost and voyages were often ending in tragedy. Accordingly, the British Parliament established the Longitude Act in 1714, which offered a large cash award to anyone who developed a method to precisely determine longitude at sea. Although no single person actually won the prize, hundreds of contributors were compensated for their proposals and the science of marine chronometers was developed from the ideas that were submitted. This indeed was early crowdsourcing at work.
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Was the Bible crowdsourced?

Yes. The word bible comes from a Latin word that means “little books.” This name was chosen for the religious text because the Bible is actually a collection of sixty-six books written by forty different authors over a period of 1,600 years. The combination of these books is what is known as the Holy Bible, certainly an early crowdsourced book.



Want a little more historical perspective? Back in 1857, the Philological Society of London decided that existing English dictionaries were terribly deficient and that the Society should organize an effort to create a better one. Because the English language had evolved over many centuries and was so diverse, it enlisted the assistance of a very large number of contributors who all submitted “citations” (factual evidence) concerning English words and their use. The creation they were contributing to was none other than the Oxford English Dictionary. Although sections of the dictionary were released over time, the construction of the dictionary took “a little while.” The actual ten-volume Oxford English Dictionary was not released until 1928, some seventy-one years after it was started.

Crowdsourcing Today

Today, crowdsourcing is a huge enterprise generally involving the Internet, and it is changing the way both small and large companies do business. For example, it’s no longer necessary to have in-house talent perform many business-related tasks. Nor is it necessary to always seek the talents of dedicated outside business professionals. There is a good chance that what you need, whether obtained in-house or outsourced to dedicated professionals, is available inexpensively from the crowd.

Here’s an example: Assume you just started a business and you need a real professional-looking logo. Your options are to go to a professional graphic artist, and pay some $500–$1,000, or you can go to 99designs.com and crowdsource it for about $100. Not only is the savings you enjoy substantial; the actual process is quick and easy. Here’s how it works: Once you submit your logo request on 99designs.com’s website, you will receive designs from dozens, if not hundreds of artists. You then have forty-eight hours to pick and choose the one you like. From the business owner’s point of view, there is not a lot of downside here; you get great, inexpensive logos delivered quickly. Chances are you can reap significant savings and efficiencies simply by searching for crowdsourced talents on the web.

Other Ways of Using the Crowd

The term crowdsourcing has become a bit of a semantic umbrella for many other crowd-related activities. Truthfully, there is a bit of overlap between many crowdsourcing methods and the terminology applied to them. Just for background, here are a few of the other variations you may stumble upon.

Crowdvoting

Crowdvoting occurs when the opinions and judgments on particular topics are collected from the crowd. Here’s an example: In 2011, Toyota started a voting campaign to get a new name for one of its cars. In six weeks the company received more than 1.8 million votes and the name “Prii” emerged from the campaign. Today Toyota uses the singular form “Prius” as the model name. In Las Vegas, another example has emerged in the field of radio broadcasting. Jelli Radio is creating traditional radio stations for which playlists and other content are suggested entirely from their listeners.

Crowdpurchasing

When large groups of people aggregate to purchase things, they can often receive deep pricing cuts due to manufacturer’s volume discounting. There are several websites on the net that facilitate this. It is worth noting that while this concept may provide buying advantages to consumers, it may be considered less than optimum for suppliers who feel that lowball “offers” on their products are often below what is necessary to maintain warranty and service functions. In many cases, knowledgeable suppliers will reject large crowdpurchasing orders for that reason.

Microwork

For a good example of what web-based microwork is all about, visit Amazon’s Mechanical Turk site (www.mturk.com/mturk/welcome). Billed as a site where “businesses and developers [have] access to an on-demand, scalable workforce,” Mechanical Turk is a site where users sign up to perform minor tasks for small amounts of money. Each task, called a “HIT” (Human Intelligence Task), is a small exercise but is a task that requires a human being to perform. The site is especially popular in countries where wages are naturally low and people find the small fees paid on Mechanical Turk worth pursuing.
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When famed adventurer Steve Fossett’s airplane went missing over California’s Sierra Nevada Mountain range on September 3, 2007, microwork was involved in the search. Google, working with DigitalGlobe, provided 300,000 images of the area where Fossett’s plane was believed to have gone down. Working on Mechanical Turk, more than 50,000 people scrutinized these aerial images for several weeks looking for the wreckage. While this method did not find Fossett, it does illustrate how microwork can be employed to accomplish amazingly diverse tasks.



Crowdcasting

Crowdcasting is a unique way to attract an audience and engage them in a collaborative manner. It starts when an organization announces a prize for an innovation, invention, or accomplishment. Often this announcement is made to a specific audience, not to the entire “crowd” on the web. When applications or responses occur, the organization filters down the audience into an optimum group and then engages them in a particular exercise. Examples of crowdcasting would include certain programs created by General Electric, Whirlpool, and American Express that engage business students to compete by making suggestions for new products and services. In many cases, the winners of these “contests” would receive not only cash prizes but also job offers!

Crowdsourcing Websites

Perhaps the best way to grasp the potential of crowdsourcing is to explore some of the websites that are doing it. The following sites are chosen for illustrative purposes and their level of services differ, but a few may actually assist crowdfunders with designing their campaigns.

Gengo

The concept behind Gengo (www.gengo.com) is simple. If you need a document translated, Gengo employs some 4,500 professional translators who will provide translation services twenty-four hours per day/seven days per week. With prices starting at 5 cents per word, the remotely based Gengo contractors will translate articles, websites, documents, just about anything you can imagine. If you have an e-commerce site, you can even engage Gengo to translate customers’ queries in real time.

Docracy

Docracy (www.docracy.com) is a website where legal documents are posted by the crowd; in this case, a legally trained crowd. As a visitor to Docracy, you will find hundreds of legal documents for free download. The value to those posting the documents is that the legal professionals who post them attach contact information so that if you want additional assistance, you can contact the author directly (for an additional fee, of course). Docracy even allows users to establish personal accounts to store their legal documents for retrieval at any time. In the case of wills and health-care proxies, this is a valuable service.


[image: ]

A frequent criticism of crowdsourcing is that the process exploits the crowd. The argument is that the site clients typically receive high-quality assets for little money and the members of the crowd are poorly compensated for producing the assets. Mechanical Turk, in particular, has received a great deal of criticism. The work on Mechanical Turk is in many cases low paying and mind-numbing, but thousands of willing “Turkers” accept the jobs.



Pricing Prophets

One of the more challenging things businesspeople face is how to price their products. If competitive products exist, at least you have a benchmark when you are trying to determine what a product should sell for. But if your product has differentiation factors (added features, colors, etc.), exactly how much more can you expect people to pay for it? If you have an entirely new product, something that has never seen the light of day, then you may have a real challenge on your hands. Well, the folks at Pricing Prophets (www.pricingprophets.com) employ a crowd of people who will assist you with this. It’s simple: you upload complete details on your project, pay them $600, and in turn you receive a complete report as to what the crowd thinks your product pricing should be, complete with copious comments attached. While this is an expensive service, it can be considered a bargain in the long run to have your product or service priced appropriately.

Trendwatching

Trendwatching (www.trendwatching.com) is an unusual crowdsourcing website that employs more than 8,000 “spotters” around the world constantly watching for new goods, services, and experiences. With a network this large, Trendwatching can inform companies and individuals of things that one would be hard-pressed to stay on top of any other way. The world is a pretty big place, but with a firm like Trendwatching, you have remote agents around the world constantly feeding you information. Trendwatching is a service that is fantastically popular in the fashion industry.

When Crowds Don’t Think Well

Under ideal conditions, large groups of people can yield reliable opinions and advice. However, crowds do not always think well. Keep this in mind when you are dealing with your crowdfunding campaign backers, because the information you gather from them via questionnaires and surveys may not always be ideal. The following sections provide context and explain a few ways that information can be affected by common crowd factors.
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