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ABSTRACT

Stock crowdfunding has become an increasingly popular phenomenon in Indonesia, offering
new opportunities for small and medium-sized enterprises (SMEs) to access capital by
involving individual investors. However, the success of stock crowdfunding is uncertain and is
related to several factors, including the use of signaling hypotheses by companies and the level
of financial literacy among investors. This research aims to explore the potential and success
of stock crowdfunding in Indonesia by examining signaling hypotheses and the financial
literacy challenges faced. The research method used is qualitative, analyzing data from relevant
journals, articles, and books. The results show that signaling hypotheses play a significant role
in influencing investor interest and the success of stock crowdfunding campaigns. Companies
that use positive signals, such as strong financial performance or the participation of prominent
investors, tend to be more successful in attracting potential investors. However, financial
literacy challenges, such as a lack of understanding of investment concepts and financial risks,
are significant barriers to increasing participation and success in stock crowdfunding in
Indonesia.
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INTRODUCTION

Equity crowdfunding has become an increasingly popular phenomenon in the global
investment world, including in Indonesia. This phenomenon creates opportunities for retail
investors to participate in the financing of new or emerging companies. The involvement of
individual investors in equity crowdfunding has a significant impact on the dynamics of the
capital market, as it increases the accessibility of the capital market for the wider community.
In this context, research on the potential and success of equity crowdfunding in Indonesia is
relevant to be studied further (Alik Katur Rofiah & Pujiono, 2022).

According to (Mahadianto & Pratama, 2020) Crowdfunding is a funding model that
involves the participation of a large number of individuals or organizations that contribute
funds collectively to support a particular project, initiative, or business. In crowdfunding, funds
are usually raised through an online platform that facilitates interaction between fundraisers
(usually individuals or companies) and potential fund donors. The basic concept of
crowdfunding is to enable greater accessibility to funding sources, allowing individuals or
entities that may not have access to traditional funding sources to raise funds from a small
number of contributors with a relatively small amount of funds per person. Crowdfunding has
become a very significant phenomenon in recent years, mainly due to the advancement of
internet technology and social media. Crowdfunding platforms have enabled individuals and
companies to raise funds for a variety of purposes, ranging from arts and creative projects,
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product development, to venture capital funding (Adha et al., 2021). Through this model,
fundraisers have the opportunity to reach a wider audience than they might have been able to
through traditional funding sources, while funders get the chance to participate in projects or
ventures they are interested in directly. As such, crowdfunding has opened the door for
innovation and creativity, and provides an exciting alternative to traditional funding models.

Shares are a form of ownership in a company that is traded on the capital market (Widyatmoko
& Setiawan, 2023). Each share represents a small share of a company's ownership that entitles
the owner to participate in company decisions, such as the selection of management and
company policies, as well as earn a share of the company's profits in the form of dividends.
Shares are often traded on a stock exchange or secondary market, where the price of shares is
determined by the forces of supply and demand. Through investment in stocks, investors can
benefit either through stock price appreciation or dividend payments, but there is also a risk of
loss if the stock price falls. Investing in stocks is one of the main ways for individuals or
institutions to allocate their capital in order to benefit from company growth. Stocks also play
an important role in providing capital for companies to finance their business operations and
expansion (Mauliza & Canggih, 2023). Investors often conduct fundamental and technical
analysis to evaluate potential stocks to buy, as well as consider economic and industry factors
that affect company performance. By understanding stock characteristics and capital market
dynamics, investors can make smart investment decisions and optimize their investment
portfolio.

According to (Adil & Brawijaya, 2023) Stock crowdfunding is a fundraising practice that
involves the participation of a large number of individual investors or organizations in
supporting a company by collectively purchasing shares through an online platform provided
by a finance company or capital market intermediary. In equity crowdfunding, companies raise
capital from retail investors by offering small amounts of their company's shares to a large
number of individuals, thereby enabling broader capital market accessibility and giving
investors the opportunity to invest in the shares of growing companies or startups with
relatively small funds (Lubis et al., 2022). Indonesia's capital market has experienced rapid
development in recent decades, especially with the development of fintech platforms that offer
equity crowdfunding services. Equity crowdfunding provides opportunities for small and
medium-sized enterprises (SMEs) to gain access to capital from individual investors without
having to rely on traditional financial institutions. Along with the success of emerging equity
crowdfunding platforms, there has been an increase in the number of retail investors interested
in investing in the shares of startup or growing companies.

One theory that is relevant in the context of stock crowdfunding is the signaling hypothesis.
This hypothesis states that certain actions taken by companies can be considered as signals to
investors about the quality of the company and attractive investment prospects. In the context
of equity crowdfunding, such signals may include the publication of strong financial
performance, participation of prominent investors, or innovative product development plans.
Further research is needed to understand the extent to which the signaling hypothesis applies
in the context of equity crowdfunding in Indonesia (Mulia & Setyawan, 2022).

According to (Erfanudin & Rahayu, 2023) The signaling hypothesis is a concept in
economics and finance that describes how companies use certain actions to convey information
to investors or the market regarding the quality or prospects of the company. This concept is
based on the idea that companies tend to have better information about their internal and future
conditions than outside investors have access to. In the context of the signaling hypothesis,
companies use actions such as consistent dividends, ambitious expansion plans, or transparent



financial policy announcements to convey signals to the market that they have good and
potentially profitable prospects.

The signaling hypothesis emphasizes the importance of the interpretation of corporate
actions by investors as indicators of the quality or value of the company. In other words, these
actions are considered as signals that the company is confident about its future prospects. For
example, when a company announces plans to develop a new product or acquire another
company, it can be interpreted as a signal that the company has positive growth projections.
Conversely, when a company delays dividend payments or reduces capital expenditures, it can
be considered a signal that the company faces challenges or uncertainties in the future (Kusumo
& Afandi, 2020). However, the signaling hypothesis can also have its negative aspects. Some
companies may try to "send false signals" to the market by taking certain actions to mislead
investors about the true condition of the company. Therefore, the interpretation of these signals
by investors requires careful analysis and attention to the broader context of company and
market conditions. By understanding the concept of the signaling hypothesis, investors can
make more informed investment decisions and understand the implications of corporate actions
on the value of their shares.

While equity crowdfunding offers the potential to expand capital market accessibility, there are
still major challenges that need to be overcome, especially in terms of financial literacy.
Investing in stocks requires a solid understanding of risks and potential returns, yet not all retail
investors have sufficient knowledge of capital markets. Lack of financial literacy can lead to
poor investment decision-making and increase the risk of investment failure. Therefore, it is
important to explore what can be done to improve financial literacy among potential equity
crowdfunding investors in Indonesia. With the rapid growth of the equity crowdfunding
industry in Indonesia, and the importance of understanding the factors that influence the
success and potential of this phenomenon, in-depth research on the signaling hypothesis and
financial literacy challenges is crucial. Through a better understanding of market dynamics and
investor behavior, effective policy measures and strategies can be designed to ensure the
sustainable development of the equity crowdfunding ecosystem in Indonesia.

RESEARCH METHODS

The research method used in this study is qualitative, with an approach that focuses on in-depth
analysis of the phenomenon of equity crowdfunding in Indonesia (Sugiyono, 2017). This
research will use a qualitative approach to explore various aspects of the potential and success
of equity crowdfunding, including factors related to the signaling hypothesis and financial
literacy challenges. A qualitative approach allows researchers to understand the context,
perceptions, and experiences of individuals in the phenomenon under study, as well as explore
the social and economic dynamics that influence the practice of equity crowdfunding. Through
in-depth interviews with financial industry experts, entrepreneurs, and investors, as well as
analysis of secondary data such as relevant journals, articles, and books, this research will
generate a comprehensive understanding of the potential and obstacles of equity crowdfunding
in Indonesia. The data sources used in this research are journals, articles, and books related to
the topics of equity crowdfunding, signaling hypothesis, and financial literacy. This qualitative
data will be systematically analyzed using a thematic approach to identify patterns, trends, and
findings relevant to the research objectives. Through a combination of qualitative data from
various sources and appropriate analysis methods, this research is expected to make a



significant contribution to understanding the potential and challenges of equity crowdfunding
and its implications for the development of capital markets in Indonesia.

RESEARCH RESULTS AND DISCUSSION

Past research studies on the potential and success of equity crowdfunding in Indonesia have
been the subject of increasing interest among capital market researchers and practitioners.
These studies often take a multidisciplinary and holistic approach to understanding capital
market dynamics and the factors that influence the success of equity crowdfunding. A study
conducted by (Cerpentier, 2019) investigated the impact of the signaling hypothesis in the
context of equity crowdfunding in Indonesia. The study highlights how company actions, such
as the publication of strong financial performance or the participation of prominent investors,
can serve as signals to investors about the quality of the company and attractive investment
prospects. The findings of this study suggest that positive signals provided by companies can
increase investors' interest in participating in equity crowdfunding, but also highlight the
importance of transparency and accountability in company management to maintain investor
confidence.

Another study conducted by (Xu & Cai, 2021) financial literacy faced by potential
investors in stock crowdfunding in Indonesia. This study identified that the low level of
financial literacy among the general public is a significant obstacle in increasing participation
in stock crowdfunding. Lack of understanding of investment concepts, financial risks and
capital market mechanisms can lead to inappropriate investment decisions and increase the risk
of investment failure. The findings of this study emphasize the need for financial education and
awareness efforts to improve financial literacy in Indonesia, enabling investors to make more
informed and intelligent investment decisions in the context of equity crowdfunding.

The results of this study provide deep insights into the dynamics of capital markets in
Indonesia, as well as the factors that influence the growth and success of equity crowdfunding.
The signaling hypothesis, which is the main theory studied in this research, suggests that certain
actions taken by companies can be perceived as signals to investors about the quality of the
company and attractive investment prospects. In the context of equity crowdfunding, these
actions could be the publication of strong financial performance, participation of prominent
investors, or innovative product development plans. The results show that positive signals
provided by companies can increase investor interest in participating in stock crowdfunding.
However, the study also highlights the importance of transparency and accountability in the
management of the company to maintain investor confidence.

Financial literacy challenges are also a key focus in the discussion of the research results. The
low level of financial literacy among the general public in Indonesia has been identified as a
significant barrier in increasing participation in equity crowdfunding. Lack of understanding
of investment concepts, financial risks, and capital market mechanisms can lead to
inappropriate investment decisions and increase the risk of investment failure. Therefore, the
discussion of the results highlights the need for financial education and awareness efforts to
improve financial literacy in Indonesia, thereby enabling investors to make more informed and
intelligent investment decisions in the context of equity crowdfunding.

Overall, the discussion of the results of this study highlights the complexities and challenges
in developing the equity crowdfunding ecosystem in Indonesia. By understanding the factors
that influence the potential and success of equity crowdfunding, as well as the implications of



the signaling hypothesis and financial literacy challenges, more effective strategies and policies
can be designed to promote inclusive and sustainable capital market growth in Indonesia.

1. Potential of Stock Crowdfunding in Indonesia

Indonesia's capital market has experienced rapid development in recent decades, becoming one
of the significant indicators of economic growth. However, the accessibility of the capital
market for the general public is still a challenge that needs to be addressed. In this context, the
phenomenon of equity crowdfunding is emerging as an attractive alternative, enabling small
and medium-sized enterprises (SMEs) to gain access to capital by involving retail investors
(Tian et al., 2021). The potential of equity crowdfunding in Indonesia reflects a paradigm shift
in corporate financing, enabling more inclusive participation and presenting new opportunities
for individual investors. Indonesia's capital market has taken center stage in the regional and
global economic arena. With stable economic growth and strong policy support, Indonesia's
capital market has experienced significant development in recent years. However, the
accessibility of the capital market for the general public is still an issue that needs to be
addressed. Traditionally, investment in capital markets is often limited to institutional investors
and individuals who have sufficient knowledge and access to capital markets. However, with
the development of technology and the inclusiveness of capital markets, there are opportunities
to expand the accessibility of capital markets through alternative approaches such as equity
crowdfunding.

Equity crowdfunding has become an increasingly popular form of alternative financing among
startup companies and SMEs in Indonesia. The concept of equity crowdfunding allows
companies to raise funds from a large number of individual investors by selling their company
shares. Equity crowdfunding platforms, both online and offline, provide a means for companies
to raise funds by involving the participation of a wider range of retail investors. This
phenomenon creates new opportunities for individual investors to participate in corporate
financing, while giving companies access to capital without having to rely on traditional
financial institutions. Potential of Equity Crowdfunding in Indonesia (Kleinert & Mochkabadi,
2022):

1. Capital Market Inclusiveness

Equity crowdfunding has great potential to increase the inclusiveness of capital
markets in Indonesia. By allowing individual investors, including the general public
who previously did not have access to capital markets, to participate in corporate
financing, equity crowdfunding opens the door to wider participation in the economy.
It can help reduce the gap in access to capital and provide a fairer opportunity for
companies, especially SMEs, to obtain the funding sources necessary for their growth.

2. Stimulation of Innovation and Creativity
Equity crowdfunding can also act as a catalyst for the stimulation of innovation and
creativity in Indonesia. By enabling startup companies and SMEs to gain access to
capital from individual investors, equity crowdfunding encourages the development of
innovative and potentially industry-changing projects. This creates a more diverse and
dynamic environment in the capital market, where new ideas and bold projects have the
opportunity to flourish.



3. Investment Diversification
For individual investors, equity crowdfunding provides an opportunity to
diversify their investment portfolio. By enabling investment in shares of emerging
companies or startups with relatively small funds, equity crowdfunding allows
investors to broaden their exposure to different industries and economic sectors. This
can help reduce overall investment risk and create opportunities for healthy portfolio
growth.

One of the key factors influencing the success of equity crowdfunding in Indonesia is
the existing regulations. Clear and supportive regulations are essential to create a conducive
environment for the growth of equity crowdfunding. Adequate regulations can provide
protection to investors and companies and encourage innovation in the capital market. A high
level of transparency and accountability is essential in building investor confidence in equity
crowdfunding. Companies should clearly and openly communicate information about their
financial performance, business plans, and risks associated with the investment to potential
investors. This will help reduce uncertainty and increase investor confidence in companies and
equity crowdfunding projects (Brand et al., 2018)..

The main challenge in the development of equity crowdfunding in Indonesia is the low
level of financial literacy among the public. Lack of understanding of investment concepts,
financial risks, and capital market mechanisms can lead to inappropriate investment decision-
making and increase the risk of investment failure. Therefore, improving financial literacy
among potential investors is crucial to ensure the success of equity crowdfunding in Indonesia.

The development of equity crowdfunding has significant implications for the
development of capital markets in Indonesia. By expanding capital market accessibility and
increasing individual investor participation, equity crowdfunding can help develop the capital
market to be more inclusive and sustainable. This will create a healthier and more dynamic
ecosystem in the capital market, which in turn will support sustainable and inclusive economic
growth in Indonesia. Therefore, it is important for the government, regulators, companies and
financial institutions to work together to create a conducive environment for the development
of equity crowdfunding in Indonesia. Thus, the potential of equity crowdfunding in Indonesia
can be fully realized, providing significant benefits to the entire capital market ecosystem and
the Indonesian economy as a whole.

Equity crowdfunding has great potential to change the capital market landscape in
Indonesia. By opening up capital market accessibility to the wider community, sparking
innovation and creativity, and providing opportunities for investment diversification, equity
crowdfunding can be one of the important instruments in accelerating inclusive economic
growth in Indonesia. However, to reach its full potential, there needs to be a collective effort
from the government, regulators, companies, and financial institutions to create a conducive
and supportive environment for the development of equity crowdfunding in Indonesia. Thus,
Indonesia can capitalize on the potential of equity crowdfunding as one of the main drivers of
sustainable and inclusive economic growth in the future.

2. Signaling Hypothesis in the Context of Equity Crowdfunding

The signaling hypothesis is an important concept in economics and finance that
highlights how companies use certain actions to convey information to the market or investors
about the quality or prospects of the company. In the context of stock crowdfunding, the
signaling hypothesis is an interesting aspect to study, as it can affect investor interest and the
success of crowdfunding campaigns (Shen et al., 2020). The signaling hypothesis, first



introduced by Michael Spence in the context of asymmetric information theory, states that
certain actions taken by companies can be considered as signals or indicators of the quality or
prospects of the company. This concept is based on the assumption that companies tend to have
better information about their internal and future conditions than outside investors have access
to. Therefore, companies use certain actions, such as consistent dividends, prominent investor
participation, or the publication of strong financial statements, as signals to the market of
quality and attractive investment prospects. The interpretation of these signals by investors can
affect their perception of the company and, ultimately, their investment decisions.

The signaling hypothesis plays an important role in influencing investor interest and
the success of crowdfunding campaigns. Companies raising funds through equity
crowdfunding may use various actions to convey signals to investors about the quality and
prospects of their company. For example, companies may announce innovative product
development plans, participation of prominent investors, or publication of strong financial
performance to attract the interest of potential investors. These positive signals can increase
investors' trust in the company and strengthen their confidence in investing through equity
crowdfunding. Conversely, actions that are less convincing or less transparent may trigger
investor concerns and decrease their interest in participating in crowdfunding campaigns.

The application of the signaling hypothesis in the practice of stock crowdfunding has
several significant implications. First, companies raising funds through equity crowdfunding
need to pay attention to the actions they take and the way they convey information to potential
investors. Using convincing and transparent signals can help companies increase investor
interest and improve the success of their crowdfunding campaigns. Secondly, investors in
equity crowdfunding need to have a strong understanding of the concept of signaling
hypothesis and the ability to interpret the signals delivered by the company. As such, improving
financial literacy among potential equity crowdfunding investors is important to ensure more
informed and intelligent investment decision-making. While the signaling hypothesis offers a
useful framework for understanding the dynamics of equity crowdfunding, there are several
challenges and opportunities that need to be addressed in the future. One of the main challenges
is the risk of "false signals" or manipulation of information that may deceive investors.
Therefore, there needs to be strong measures to ensure transparency and accountability in
equity crowdfunding practices (Di Pietro et al., 2023). On the other hand, opportunities to use
advanced technology and data analysis can help improve the effectiveness of the signaling
hypothesis in the practice of equity crowdfunding, by allowing companies and investors to
access more detailed and accurate information about the quality and prospects of investments.

In the context of equity crowdfunding, the signaling hypothesis is an important factor
in influencing investor interest and the success of crowdfunding campaigns. Companies raising
funds need to use convincing and transparent measures to convey signals to investors about the
quality and prospects of their company. On the other hand, investors need to have a solid
understanding of the signaling hypothesis and the ability to interpret the signals conveyed by
companies. By taking into account future challenges and opportunities, the practice of equity
crowdfunding can be significantly improved, providing greater benefits to companies and
investors and promoting inclusive and sustainable growth of capital markets.

3. Financial Literacy Challenges in Equity Crowdfunding

The challenge of financial literacy is one of the crucial aspects that needs to be
understood in the context of the development of equity crowdfunding in Indonesia. Financial
literacy is the ability of individuals to understand and manage aspects of their personal finances



well. This includes an understanding of basic concepts such as investment, financial risk, debt
management, as well as knowledge of financial products such as stocks, bonds and mutual
funds. Good financial literacy not only provides individual benefits, but is also important for
overall economic growth. With high financial literacy, individuals can make smarter financial
decisions, reduce financial risks, and make a positive contribution to economic stability and
growth.

One of the key challenges in improving financial literacy among potential equity
crowdfunding investors is the complexity of the product. Equity crowdfunding involves
complex concepts and mechanisms, including company structures, investment prospects and
associated risks. For individuals who lack experience in capital markets, understanding all
these aspects can be difficult and confusing. Another challenge faced in improving financial
literacy in the context of equity crowdfunding is the limited information available to potential
investors. Companies raising funds through equity crowdfunding may not always provide
sufficient or easy-to-understand information about their company, the projects they are
undertaking, or the associated risks. This can make it difficult for investors to make informed
investment decisions (Reichenbach & Walther, 2021).

Equity crowdfunding often involves a high degree of uncertainty and risk. For investors
who are less experienced or less educated about investing, understanding these risks and how
to manage them can be a significant challenge. Lack of understanding of financial risk concepts
and diversification strategies can lead to poor investment decision-making. A key challenge in
improving financial literacy in equity crowdfunding is the low level of financial literacy among
the general public in Indonesia. Studies show that most individuals in Indonesia have a limited
understanding of basic financial concepts and lack skills in managing their personal finances.
This can make it difficult for investors to understand the complex aspects of equity
crowdfunding and make smart investment decisions. Strategies to Improve Financial Literacy
(Kleinert et al., 2020):

1. Education and Training
One of the key strategies to improve financial literacy among potential equity
crowdfunding investors is through effective education and training. Financial education
programs organized by the government, financial institutions and civil society
organizations can help improve understanding of basic financial concepts and enhance
financial management skills.

2. Easy to Understand Information
Companies raising funds through equity crowdfunding need to provide easy-to-
understand and accessible information to potential investors. This may include
providing a clear and detailed investment prospectus, delivering information through
social media or easily accessible online platforms, and providing support and guidance
to investors who need it.

3. Risk Awareness
It is important for potential investors in equity crowdfunding to understand the
risks associated with their investment. Governments, financial institutions, and civil
society organizations can play an important role in raising awareness of risks and
providing information on effective diversification and risk management strategies.

The financial literacy challenge in equity crowdfunding has significant implications for
capital market development in Indonesia. By improving financial literacy among potential



investors, it can be expected that participation in equity crowdfunding will increase,
strengthening Indonesia's capital market ecosystem as a whole. Therefore, it is important for
the government, regulators, companies and financial institutions to work together to create an
enabling environment conducive to improving financial literacy in Indonesia.

The financial literacy challenge in equity crowdfunding is a complex and important issue that
needs to be addressed in order to strengthen investor participation and develop capital markets
in Indonesia. By improving financial literacy among potential investors, it can be expected that
participation in equity crowdfunding will increase, providing significant benefits to economic
growth and capital market stability in Indonesia. Therefore, there is a need for coordinated
efforts from the government, regulators, companies, and financial institutions to address
financial literacy challenges and strengthen financial literacy in Indonesia.

CLOSING

In concluding the discussion on the potential and success of equity crowdfunding in Indonesia,
as well as the challenges faced in the context of the signaling hypothesis and financial literacy,
it is important to summarize the key findings and formulate implications for the development
of capital markets in Indonesia. The potential of equity crowdfunding in Indonesia is real.
Through equity crowdfunding, small and medium-sized enterprises (SMEs) have the
opportunity to gain access to capital by engaging retail investors, while individual investors
gain more inclusive access to capital markets. The concept of signaling hypothesis plays an
important role in influencing investor interest and the success of crowdfunding campaigns,
with companies using positive signals to attract potential investors. However, financial literacy
challenges, including low levels of understanding of investment concepts and financial risks,
pose a significant barrier to increasing participation and success of equity crowdfunding.

Understanding these challenges requires concerted efforts from the government,
regulators, companies, and financial institutions to overcome the obstacles and strengthen the
potential of equity crowdfunding in Indonesia. Effective education and training programs,
provision of easy-to-understand information, and increased risk awareness are some of the
steps that can be taken to improve financial literacy and expand capital market accessibility.
Thus, the potential and success of equity crowdfunding in Indonesia can be fully realized,
providing significant benefits for inclusive and sustainable economic growth in Indonesia.

In conclusion, equity crowdfunding offers great opportunities for companies and
individual investors in Indonesia. By harnessing the potential of equity crowdfunding and
addressing financial literacy challenges, Indonesia can strengthen its capital market ecosystem,
create a more inclusive and dynamic environment, and support sustainable and inclusive
economic growth in the future. Therefore, it is important for all stakeholders to work together
to create a conducive environment for the development of equity crowdfunding in Indonesia.
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