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General Studies-2; Topic:  Important aspects of governance, transparency and 
accountability 
 

Crowdfunding in India 
 

1) Introduction 

 Crowdfunding is the practice of funding a project or venture by raising monetary contributions from 
a large number of people. 

 In short, people lend money to support a cause or an idea. 

 Crowdfunding is not new to India. Since centuries we have been donating ‘chanda’ for some or the 
other socio-cultural cause. 

 SEBI is finalizing the norms for crowdfunding in India. 
 

2) Crowdfunding models 

 The equity-based model allows for a stake in the venture via private placement.  

 Peer-to-peer (P2P) lending, under RBI’s purview, connects lenders and borrowers who mutually 
agree upon either a fixed interest rate or a variable one. 
 

3) Benefits 

 Allow those start-ups and small enterprises without access to venture capital or credit from the 
formal banking system to acquire funding, spurring innovation and entrepreneurship.  

 This helps India's MSMEs (micro, small and medium enterprises) sector 

 Higher levels of business partnership, greater publicity, a stronger customer base, and an easier 
time finding employees 

 It bypasses caste or gender prejudice—to community networks that underlie India’s business 
networks. 

 Crowdfunding is a way to give back to society.  

 Easy to persuade small time investors as most of them are peer groups  

 It generates traction, social proof, and validation. 
 

4) Concerns / Challenges 

 Most people who take this route encounter failure in the first few projects. 

 Protecting retail investors and keeping regulatory costs low enough to make capital access viable. 

 The immaturity of digital crowdfunding globally and the start-up sector in India 

 Small investors lacking expertise could funnel capital to unviable enterprises which is not the case 
with Venture capital (VC).  

 Problem of credit- worthiness and enforceability 

 Fraud and money laundering are risks as well.  

 Without a regulatory framework, the likelihood of a scam or an abuse of funds is high. 
 

5) Crowdfunding examples 

 To preserve the centuries old theatre art form of Koodiyattam, a recently launched crowdfunding 
campaign seeks to fund the training of a new generation of artists. 

 Teenagers across India are crowdfunding to help social causes 

 Paralympic badminton star Mark Dharmai's crowdfunded to compete at the Thailand Para-
badminton International 2017 resulted in a silver medal for him. 
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6) Way Forward 

 There should be 100 percent transparency between those raising money and the contributor. 

 Use different social platforms like Twitter, Facebook, Instagram to increase the reach and do a soft 
launch. 

 Ensure that funds move directly from lender bank account to borrower bank account in order to 
rule out money laundering. 

 Need for documentation of formalities and disclosures related to utilization of funds and other 
relevant details. 

 India needs requisite laws so that crowdfunding system can play the role of catalyst in bringing the 
startup ideas into reality. 

 
 


