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1 INTRODUCTION 

Corporate governance has become an intensively discussed topic over the past decades, 

be it in academia, among investors, or in regulatory circles. Numerous governance 

scandals have brought the quality of corporate governance in companies under scrutiny, 

and have prompted regulatory initiatives aimed at ensuring a minimum acceptable 

standard of governance. The reforms have been focused on curbing self-serving 

opportunism by managers and firm boards that is harmful to the shareholders’ interests. 

According to agency theory, this self-serving opportunism stems from the separation of 

ownership and control in corporations, and the principal-agent problem that causes. The 

corporate governance research focused on solving this principal-agent problem is 

impressive in extent. Much of it, however, has been focused on large companies. 

Comparatively little research has looked at corporate governance early in the lifecycle of 

companies, to see if what holds true later in a company’s lifecycle also holds true early 

on. Furthermore, much of corporate governance research has been derived from agency 

theory. While minimizing principal-agent problems is a core aspect of corporate 

governance for publicly traded firms, the situation may be different for Start-up 

companies. In the early stages of a firm’s lifecycle, both the control and cash-flow rights 

are typically concentrated with the founders of the company. This limits the principal-

agent problem in such firms and lessens the importance of controlling and monitoring 

in start-up companies compared to publicly traded firms. Instead of controlling and 

monitoring, providing resources to the firm by providing connections, expertize, or 

legitimacy is likely to be the main role of the board of directors in a start-up company.  

 

The internet age has brought with it the rise of crowdfunding, where investees are 

cheaply and effectively able to attract investors through internet based platforms. 

Crowdsourced equity investing, where companies sell their shares through crowdfunding 

platforms, has allowed even start-ups to publicly attract equity investors, something that 

used to be limited to stock exchanges and public limited companies. During these 

crowdfunding rounds, companies looking for financing provide company specific 

information such as financial statements, ownership lists and management and board 

overviews to help prospective investors properly evaluate companies. Gathering 

information of this kind about start-up companies would in the past have been difficult 

or labour-intensive, as start-ups are not bound by the same requirements to inform the 

public as publicly traded companies are. As such, equity based crowdsourcing platforms 

are a boon for corporate governance research looking at the early stages of a company’s 
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lifecycle, as they provide a trove of both company specific information, as well as 

providing an overview of how successful a given company was at attracting equity 

investors. This makes it possible to look at what kind of corporate governance 

information companies looking for crowdsourced equity investments chose to include in 

their investment pitches, analyse the corporate governance characteristics of those 

companies that include this information, as well as looking at how differences in the 

corporate governance characteristics affect how successful companies were in their 

funding efforts. As such, equity crowdfunding offers a relatively novel venue with which 

to explore the corporate governance of start-up companies. 

1.1. Aim of the thesis 

The first aim of this thesis is to provide insight into what corporate governance 

characteristics, if any, start-ups chose to make public when trying to attract equity 

investment. Looking at what voluntary corporate governance information start-up 

companies chose to include in their crowdfunding pitches can give some indication as to 

how valuable companies consider corporate governance to be to investors. When 

forming their investment pitch, start-up companies ought to include information that 

would increase the investors’ willingness to invest. Second, this thesis will look at what 

the corporate governance characteristics of the firms that do include that information in 

their pitches are. Lastly, this thesis aims to provide insight into what corporate 

governance characteristics, if any, investors looking to acquire equity in limited liability 

companies consider when deciding to invest in a start-up company. If investors view 

certain corporate governance characteristics, be it improved controlling and monitoring 

or improved resource acquisition, to be indicative of higher(lower) future returns then it 

stands to reason that such characteristics would increase(decrease) the amount investors 

would be willing to invest. By means of a cross-sectional study of this kind it is not 

possible to measure the impact differing corporate governance characteristics among 

companies seeking crowdfunding have on their future real world performance. However, 

it is possible to give indications as to what the market expectations of those corporate 

governance differences are. Put formally as a research question, this thesis aims to 

answer the following: 

 

1. What corporate governance characteristics do start-ups include in their equity-

based crowdsourcing pitches? 
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2. What are the corporate governance characteristics of the firms that do include 

that information in their pitches? 

3. How do firm specific corporate governance characteristics impact the success 

of equity-based crowdsourcing ventures? 

1.2. Scope, limitations, and delimitations 

The sample of this thesis is limited to Finnish limited liability companies that have used 

the online platform Invesdor to raise equity-based crowdfunding between 2013 and 

2017. Firms that are not Finnish are excluded, as are bond-based crowdfunding efforts. 

The research is limited by the data that is available in the sample. Only companies that 

chose to include the financial information required for the chosen control variables and 

the corporate governance information required for either Panel A or Panel B are included 

in the regression analysis. Controlling for industry sector is not possible due to a lack of 

data. Book values are used, as market values are not available for the sample. Director 

independence could only be determined based on shareholdings. Whether the start-ups 

that firm team members had previously been a part of were successful or not could not 

controlled for. The cross-sectional analysis in this thesis does not allow for conclusions 

whether the corporate governance characteristics that had a significant correlation with 

investments are positively associated with future firm performance. 

1.3. Thesis Structure 

The theoretical framework provides an overview of the corporate governance 

mechanisms used in this thesis. This framework will look at agency theory and resource 

dependency theory, and how they affect the structure and leadership of the board of 

directors. Next, theoretical considerations for why the role of the board of directors 

evolves as a firm grows will be discussed. The second part of the thesis looks at the 

empirical findings of previous research studying the effect of corporate governance 

characteristics on firm performance and/or value. The third part of the thesis describes 

the empirical research done for this thesis. This part will detail the research approach 

and describe the data sample. It will also show the descriptive statistics of the sample, 

the regression results, and the robustness tests. The thesis will conclude with a discussion 

of the regression results and their implications and suggestions for future research.  
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2 THEORETICAL FRAMEWORK 

The theoretical framework provides an overview of the corporate governance 

mechanisms used in this thesis. This overview starts by looking at the value of controlling 

and monitoring, focusing on agency theory and agency costs. It then looks at how large 

shareholders, independent firm assessment, and legislature may affect agency costs, as 

well as covers an alternative to agency theory in stewardship theory. Next, the survey 

looks at resource dependency theory and how directors may help a firm by providing it 

with resources, as well as looking at how directors can be classified depending on the 

type of resource they provide for the company. Then, the survey continues with a 

discussion of how agency theory and resource dependency theory affect the structure and 

leadership of the board of directors. Finally, the survey looks at how the role of the board 

of directors evolves as a firm grows. These parts together aim to outline the logic why 

superior corporate governance characteristics in a firm’s equity crowdfunding 

investment pitch should, all else being equal, lead to increased success of the 

crowdfunding venture.  

2.1. The value of controlling and monitoring  

This section will focus on agency theory, and the fundamental reason why controlling 

and monitoring provides added value in a firm. This section will also look at how the 

value of controlling and monitoring changes as the ownership concentration of a firm 

changes, while also looking at the positives and negatives of large shareholders. Further, 

this section will look at the value of independent assessment of a firm’s financial 

statements and the firm’s creditworthiness, namely audits and credit ratings. Finally, 

this section will look at what alternatives there are to controlling and monitoring in a 

firm, looking at the effects of firm reputation, the possibility that shareholders are simply 

gullible, and looking at stewardship theory as an alternative interpretation of the 

relationship between shareholder and firm management.  

2.1.1. Agency Theory 

According to Shleifer (Shleifer & Robert, 1997), the focus of corporate governance is on 

the tools with which those who supply finance can ensure a return on their investment. 

These are tools with which to get a manager to return profits to the financier, or with 

which to prevent a manager from stealing the supplied capital. In effect, corporate 
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governance supplies tools with which to control managers. Without any controls in place, 

Shleifer argues that there is little stopping a manager from absconding with the money 

after the financiers have parted with it (Shleifer & Robert, 1997, p. 737). These tools of 

corporate governance deal with issues stemming from the separation of ownership and 

control in companies and are based in agency theory. 

 

Jensen and Meckling define the agency relationship “as a contract under which one or 

more persons (the principal(s)) engage another person (the agent) to perform some 

service on their behalf which involves delegating some decision making authority to the 

agent.” (Jensen & Meckling, 1976, p. 310). In such relationships, a utility maximizing 

principal (eg. a stockholder) wants the agent (eg. firm management) to perform the 

service (eg. manage the company) in such a way that the outcome provides the highest 

possible utility for the principal. If the agent is also utility maximizing though, the agent 

will aim to maximize his own, and not the principals’ utility of the contract, implying that 

his actions may not be in the best interest of the principal (Jensen & Meckling, 1976, p. 

310). This issue is further exacerbated by the fact that firm managers, due to the firm-

specific knowledge and managerial expertise that they have, are able to gain an 

advantage over stockholders who are further removed from the day-to-day operation of 

their firm (Dalton, et al., 1998, p. 270). To combat this, the principal can attempt to entice 

the agent to focus on maximizing the principal’s utility by providing the agent with 

incentives that reward action that maximizes the principal’s utility. For instance, by 

relating a manager’s pay to the performance of the firm through bonuses, a principal can 

provide a monetary incentive for the agent to improve firm performance. Alternatively, 

the principal may try to limit opportunistic behaviour of the agent by monitoring him, 

for instance through the use for of budget restrictions, control systems and auditing 

(Jensen & Meckling, 1976, p. 331). Both incentive plans and monitoring are costly for the 

principal since they cost the principal either money, effort, or both to implement. In most 

agency relationships in practice, the agent choses his own utility over the principal’s 

utility to some degree, and the principal incurs some costs due to monitoring and 

incentives. When you combine the utility the principal loses by the agent acting in his 

own best interest with the cost the principal incurs from implementing monitoring and 

incentive plans, you get the total cost of the agency relationship to the principal, or the 

agency cost (Jensen & Meckling, 1976, p. 310).  
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2.1.2. Agency costs and ownership concentration 

The extent of agency issues within a firm depend on the ownership and control of the 

said firm. In a firm where the owner owns 100 percent of the firm’s stock, the firm owner 

runs his company in a way that maximizes his utility (Jensen & Meckling, 1976, p. 315). 

The utility the firm owner gets from his firm can be divided into pecuniary returns, that 

is to say the purchasing power that the firm profits provide him, and non-pecuniary 

returns, which are operating decisions that serve to provide to owner gratification 

instead of increasing the firm’s performance, like charitable contributions, nicer than 

necessary equipment, or nepotism (Jensen & Meckling, 1976, p. 316). As the pecuniary 

and non-pecuniary operating decisions are mutually exclusive, the owner maximizes his 

own utility by mixing the two in such a fashion that the marginal utility of additional non-

pecuniary decisions is equal to the marginal utility of additional pecuniary decisions. 

When the owner owns 100 percent of the firm stocks and thus gets 100 percent of the 

profits, he bears the full cost of any non-pecuniary decisions that lessen firm profits. In 

such a situation, an owner deciding on his mix of pecuniary and non-pecuniary benefits 

does not cause agency problems (Jensen & Meckling, 1976, p. 317).  

 

When an owner decides to sell stock in his firm to outside owners, the situation changes, 

and agency costs are introduced. As long as the owner retains the majority share of the 

firm, he still retains control of the firm. He no longer gets the full share of the firm’s 

profits however, as he will only get the share of the profits that are equal to his share of 

the stock (assuming that all the firm’s stock has equal rights to the profit). Being in 

control of the firm, the owner can still decide to reward himself with non-pecuniary 

benefits that he gets the full benefit of, as non-pecuniary benefits are not rewarded in 

proportion to stock ownership. This means that when stock is sold in a firm, the owner 

is more inclined to make non-pecuniary operating decisions than when the firm was 

owned wholly by him. This divergence between the interests of the owner-manager and 

other stockowners due to non-pecuniary benefits lead to agency costs and the outside 

investors will invest in costly monitoring in an attempt to limit the non-pecuniary 

activities of the owner. Potential investors should take these agency costs into account 

when pricing the stock and the stock price should decrease in proportion to the agency 

costs (Jensen & Meckling, 1976, p. 316). The more of his shares the owner sells, the higher 

his incentive to make non-pecuniary operating decisions, as the share of the firm’s profits 

that the owner receives falls in proportion to his ownership of the firm. Conversely, as 

the non-pecuniary decisions increase, the incentive for minority owners to monitor the 



 

 

7 

owner increases, inducing increased agency costs for the minority owners (Jensen & 

Meckling, 1976, p. 317).  

2.1.3. Agency costs and large shareholders 

If a founder selling his stock causes agency issues, then what can investors do to combat 

this? By concentrating their shareholdings, outside investors can get enough control 

rights to be able to efficiently deal with agency issues and ensure that they benefit from 

the firm’s cash flow. Small shareholders may not be efficient monitors, as they may not 

deem it worth the investment to engage in costly monitoring and controlling. The benefit 

they receive from monitoring is proportional to their shareholdings, while the cost of 

monitoring is largely the same as for larger shareholders. As such, smaller minority 

shareholders may instead prefer to be free-riders, allowing the larger shareholders to 

engage in controlling and monitoring, while hoping that they themselves are able to reap 

some rewards from the monitoring other shareholders engage in. By either alone or in 

groups acquiring a substantial minority ownership stake, such as 10 or 20 percent, the 

minority shareholders can gain a large enough benefit from collecting information and 

monitoring the management that they overcome the free-rider problem. A substantial 

minority shareholder (blockholder) also controls enough of the votes to be able to put 

substantial pressure on the management, and in extreme cases of mismanagement even 

oust the management through proxy fights or takeovers. And if the ownership stake 

increases to over 50 percent, the investors get outright control of the firm and its 

management. As such, large shareholders deal with agency problems by both having the 

incentive to engage in monitoring and controlling while at the same time having enough 

control and power within a firm to have their interests respected (Shleifer & Robert, 1997, 

p. 754).  

 

While large shareholders are efficient monitors, they can also pose a problem to minority 

shareholders. Whereas the governance problem of a firm with dispersed ownership is the 

opportunism of firm management at the expense of shareholders, in firms with a 

controlling shareholder, the problem is the opportunism of the controlling shareholder 

at the cost of other shareholders (Bebchuk & Weisbach, 2010, p. 948). Shareholders 

represent their own interests, and the interests of large shareholders do not necessarily 

need to reflect the interests of other shareholders in that firm. A large shareholder may 

be able to redistribute wealth from a company to himself at the cost of other 

shareholders. Large shareholders’ ability to treat themselves preferentially is particularly 
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high in cases where their control rights are substantially higher than their rights to cash 

flow, such as in cases of dual-class stock, cross-holdings, or corporate pyramids (Shleifer 

& Robert, 1997, p. 758). Cases where a firm has a controlling minority shareholder (a 

shareholder that holds a minority of the cash-flow rights but the majority of the 

controlling rights) can have agency costs that are a magnitude larger than in cases where 

the controlling shareholder owns both the majority of cash-flow and controlling rights 

(Bebchuk & Weisbach, 2010, p. 948). As discussed earlier, a controlling minority 

shareholder has an increased incentive to reward himself with non-pecuniary benefits 

that he gets the full benefit of, as non-pecuniary benefits are not rewarded in proportion 

to stock ownership. Paying special dividends to themselves, funnelling profits to other 

firms they control, greenmail, and targeted share purchases are ways that controlling 

shareholders can pay themselves only instead of paying out cash flow as pro-rata 

distributions to all investors. The price difference between normal shares and shares with 

superior voting rights can be seen as an indication of how big the problem of 

expropriating minority shareholders is, with superior voting shares selling at a bigger 

premium in countries where expropriation is common (Shleifer & Robert, 1997, p. 758).  

2.1.4. The value of independent assessment 

In addition to firm internal forms of controlling and monitoring, there are corporate 

governance mechanisms that are external to the firm. Independent, firm external audits 

are an important part of the proper corporate governance of a firm. The independent 

auditing of financial statements is widely acknowledged to be necessary and provides 

investors with the assurance that the firm’s resources are being properly taken care of by 

the managers (Brown, et al., 2011, p. 115). The financial statements that companies 

prepare themselves may contain irregularities and errors due to faults in the underlying 

books and records that the firm has kept (Kinney & Martin, 1994, p. 149). This situation 

may be further exacerbated by misstatements that occur as the firm is preparing their 

financial statement. By performing end-year audits, the auditor is able to identify and 

document these errors, irregularities and misstatements, and have them corrected from 

the financial statement. Furthermore, audits also detect departures from accepted 

accounting principles and collect and record such departures so that the financial 

statements may be adjusted (Kinney & Martin, 1994, p. 150). Auditing can be seen as a 

type of monitoring activity that, as discussed earlier, reduces agency costs and by doing 

so, increases firm value. Having a firm audited by someone who is independent of the 

manager reduces the manager’s incentive to act in his own best interest at the cost of 
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other shareholders (Watts & Zimmerman, 1983, p. 613). If a manager expects that his 

acting in his own best interests at the cost of shareholders will be discovered during an 

independent audit, the manager’s incentive to act in such a way is reduced (Watts & 

Zimmerman, 1983, p. 615). One practice through which managers can produce private 

gain is by earnings management, where managers intentionally intervene in the financial 

reporting process by modifying how the firm interprets financial accounting standards 

and accounting data, or by structuring and timing transactions to produce non-neutral 

financial reports (Nelson, et al., 2002, p. 176). If for instance a manager has an incentive 

package that is related to the yearly performance of the firm, then by scheduling a loss 

inducing transaction after the end of the fiscal year, the manager is able to improve the 

compensation he receives. Auditors combat earnings management by trying to 

understand managers’ incentives and by looking for differences in the expected and 

actual performance of the firm which could indicate misstatements (Nelson, et al., 2002, 

p. 176).  

 

Another form of independent assessment is provided by credit rating agencies. Whereas 

banks, insurance companies, and the like may be able to independently gather and 

analyze the information necessary to determine the creditworthiness of a firm, smaller 

investors may not have the necessary resources to do so. This is where credit rating 

agencies help, by providing a credit rating summarizing a firm’s financial obligations, 

and the firm’s creditworthiness in general (Bannier & Hirsch, 2010, p. 3037). By doing 

so, rating agencies reduce the information asymmetry between investor and company, 

where the company asking for financing knows their financial situation significantly 

better than the prospective investor does. During IPOs where hundreds if not thousands 

of investors are interested in the creditworthiness of the same company, credit rating 

agencies reduce the information cost of assessing the company’s creditworthiness. By 

providing a credit rating the need of the investors to do their independent assessment of 

the company’s creditworthiness is eliminated. This eliminates the duplicate work 

investors would otherwise have to engage in (White, 2001, p. 3). 

2.1.5. Alternatives to controlling and monitoring 

Shleifer (Shleifer & Robert, 1997) provides two possible explanations why investors are 

willing to invest in firms even in situations where there are no corporate governance 

mechanisms in place. One is that firms and managers are concerned about maintaining 

their reputation, and as such, will return firm profits to investors so as to protect that 
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reputation. The second is that investors are gullible and are taken advantage of (Shleifer 

& Robert, 1997, p. 748). Shleifer argues that firms repay investors because they need to 

establish and maintain a reputation as a good investment in case the firm needs to raise 

funds in the future. A good reputation will help the firm convince future investors to 

invest in them. The alternative theory of investor gullibility is based on excessive investor 

optimism, where investors are willing to invest in companies in hopes of short run share 

appreciation without getting control rights in the firm in return. If investors are so 

optimistic about the short term gains they will receive that they are willing to invest 

without any regard for how a firm is going to pay them back, then a stock market can be 

sustained without effective corporate governance controls (Shleifer & Robert, 1997, p. 

749).  

 

Another reason why investors may be willing to invest in a company that lacks firm-

specific corporate governance mechanisms is the legal protection as ensured by the 

government. The protection ensured by the government provides a baseline of protection 

for investors even in the absence of firm-specific corporate governance mechanisms 

(Shleifer & Robert, 1997, p. 750). The right of shareholders to vote on important matters 

pertaining to the firm, like the appointment of board directors or mergers, can be seen 

as the most important legal right that shareholders have. The duty of care that mandates 

that directors exercise good business judgement when acting as a director and the duty 

of loyalty that mandates that directors must act in the best interest of the corporation 

ahead of their own best interest offers further protection to investors. A commonly 

accepted part of this duty is legal restrictions on self-dealing, which serves to limit the 

managers’ opportunity to benefit themselves at the cost of shareholders (Shleifer & 

Robert, 1997, p. 750).  

 

Finally, stewardship theory provides an alternative to the agent-principal relationship 

between managers and owners altogether. Instead of being driven by self-interest, 

stewardship theory proposes that managers are inherently trustworthy and are thus not 

prone to misappropriate firm resources. According to stewardship theory, “managers are 

good stewards of the corporation and diligently work to attain high levels of corporate 

profit and shareholder returns” (Dalton, et al., 1998, p. 271). Manager behaviour is 

governed by a range of non-financial motives, like work ethic, respect for authority and 

the satisfaction of a successful performance, and the managers are thus intrinsically 

driven to achieve high performance. This intrinsic drive means that managers are able to 

act in the best interest of shareholders even with high degrees of discretion and without 
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strict monitoring by shareholders. Such managers may choose to act in the best interest 

of shareholders due to a feeling of identification with the organization and a sense of duty 

even in situations where doing so would be personally unrewarding. From the argument 

that managers may act in the best interest of shareholders even at the cost of their own 

benefit then follows the argument that agency problems are not necessarily inherent 

whenever control and ownership is separated (Muth & Donaldson, 1998, p. 6).  

2.2. The Resource Dependency Role of Directors 

Whereas agency theory says that the role of the board of directors is to reduce agency 

costs, according to resource dependence theory, the board acts as an important boundary 

spanner for the firm. In addition to providing advice and counsel, directors act as a link 

between the firm and its external resources, providing the firm with resources through 

the prestige they hold and the connections they have in their profession and their 

communities. Furthermore, by increasing the firm’s legitimacy, the board helps firms 

achieve higher efficiency and improved performance (Zahra & Pearce, 1989, p. 297). 

Finally, according to resource dependency theory, the board acts as a mechanism for 

managing the firm’s external dependencies, for reducing environmental uncertainty and 

for reducing the transaction costs associated with environmental interdependency 

(Hillman, et al., 2000, p. 236). 

2.2.1. Directors and Firm Resources 

The board of directors can help a firm by directly supplying the firm with resources. A 

director can provide internal resources by acting in a consulting role, providing the 

management with information or skills that help the firm run efficiently. Alternatively, a 

director may provide the firm with access to external resources through his connections 

with important constituents, from suppliers and buyers to public policy decision makers 

and social groups, that improve firm performance. In addition to directly providing a 

firm with resources, a director may also help reduce the uncertainty related to external 

resources. External factors that a firm relies on makes the firm dependent on factors 

outside of the firm’s control, which in turn generates uncertainty for the firm. Changes 

affecting the external factors may end up affecting the firm itself. In general, uncertainty 

makes it difficult for firms to accurately control their resources and to choose their 

strategies, because with uncertainty, the information firms have is not guaranteed to be 

accurate. External resources a firm relies on may unexpectedly not be available, or an 
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eventuality that a strategy was built around may end up not taking place. As such, 

uncertainty makes simple day-to-day operations more difficult. This means that being 

able to deal with uncertainty is important for a firm to succeed. Thus, directors that act 

as a link to the external environment a firm relies on and reduces the uncertainty 

inherent in that link have wide-reaching benefits for a firm. A director may also reduce 

the transaction costs the firm must pay for using its external linkages. For instance, a 

director that has regulatory expertize may reduce the uncertainty related to regulatory 

issues by providing information and expertize, but may also make it cheaper for the firm 

to deal with the regulatory agency thanks to his connections. By providing information 

about how the bidding for government contracts work and who the appropriate 

personnel to contact are, or by influencing the regulators, the director may allow the firm 

to achieve lower transaction costs between the regulator and the firm, and by doing so, 

he is providing a competitive advantage to the firm (Hillman, et al., 2000, p. 238).  

2.2.2. Hillman’s Taxonomy of Directors 

Some general groups of the resource dependence roles of directors can be created based 

on the directors’ unique attributes, the resources they will bring the firm, and the 

linkages to the firm’s external environment that the directors provide. Hillman’s 

taxonomy of directors (Hillman, et al., 2000) divides directors into the following four 

groups: Insiders, Business Experts, Support Specialists and Community Influentials 

(Hillman, et al., 2000, p. 239). 

 

Directors who are active or retired executives or directors of other firms are classed as 

Business Experts. Business Experts bring knowledge and expertise to the firm through 

their previous experience in other firms. This outside experience allows them to help 

executives by explaining how similar issues and concerns were dealt with in other firms. 

(Hillman, et al., 2000, p. 240). Out of the groups of directors outlined by Hillman, the 

Business Expert is the best suited for providing links to the firm’s critical external 

interdependencies and provide the management with expertize of the competitive 

environment (Hillman, et al., 2000, p. 241). 

 

Directors that provide expertize and external links in specific areas that are outside of 

the firm’s core sector are classified as Support Specialists. Support Specialists help 

management in cases where specialized expertise is needed, such as with public 

relations, insurance, law or capital markets. In addition to providing expertize to the 
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management, Support Specialists also provide external links to areas that are outside of 

the firm’s own product market, for instance with public relations firms, law firms, and 

financial institutions. In contrast to Business Experts that have general management 

expertise, Support Specialists possess narrow and specialized knowledge. If for instance 

the firm is in need of capital, they may show that they understand and respect the needs 

and concerns of capital suppliers by having a member of a financial institution as a 

director. By doing so the firm may take the first step towards securing vital financing 

(Hillman, et al., 2000, p. 241). 

 

Directors that have expertize and links to the firm’s environment beyond the firm’s 

competitors and suppliers are classified by Hillman as Community Influentials 

(Hillman, et al., 2000, p. 241). Such directors include officers in social organizations, 

representatives of universities and other institutions, and retired politicians. Community 

Influentials have either knowledge about, or influence over, non-business organizations 

that are important to the firm. This helps the firm deal with community constituencies 

like social interest groups that may impact, or be impacted by, the firms strategic choices 

or operations. Thanks to their experience and influence in non-business organizations, 

Community Influentials can help the firm avoid inadvertently conflicting with the 

interests of social groups by offering their non-business perspectives on strategic choices 

and actions. In this regard, the Community Influentials help the firm by averting threats 

to the firm’s stability or existence (Hillman, et al., 2000, p. 242). 

 

Directors belonging to all of Hillmans categories can provide legitimacy to the firm they 

serve. A Business Expert provides legitimacy based on how prestigious his work for his 

previous firms has been. A Support Specialist provides legitimacy to the firm by signaling 

to the public that the firm has such support expertize represented on the board (Hillman, 

et al., 2000, p. 241). The amount of level of prestige Community Influentials have in their 

community dictates how much legitimacy they can bring to the firm (Hillman, et al., 

2000, p. 242). 

2.3. Board Composition and Leadership Structure 

Resource dependency theory says that the role of the board of directors is to act as links 

between the firm and its environment, providing the firm with resources. Agency theory 

says that the role of the board of directors is to monitor and control the management in 

an attempt to minimize agency costs (Muth & Donaldson, 1998, p. 6). The board of 
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directors may however have its own interests that are not perfectly aligned with those of 

the shareholders. In effect, the board of directors introduces another agent-principal 

relationship, where the shareholders act as the principal and the board of directors act 

as the agent that is tasked with monitoring the firm on the shareholders’ behalf. 

Considering the different roles that agency theory and resource dependency theory 

prescribes to the board of directors, and the fact that the interests of the board of 

directors and those of the shareholders do not necessarily perfectly align, the question 

then becomes: What can the shareholders do to have the board of directors work better 

on behalf of the shareholders (Bebchuk & Weisbach, 2010, p. 943)? One way 

shareholders can affect the performance of the board of directors is by changing the 

composition of the board. How much power the CEO and firm management have 

compared to the board of directors depends on how the board of directors is configured 

(Zaccaro, 2002, p. 155). By changing proportion of inside, outside and affiliated directors 

on the board of directors, the shareholders are able to reduce agency costs by limiting 

how much power CEO and firm management have (Zaccaro, 2002, p. 156).  

2.3.1. Inside Directors 

Board members who also are a part of the management of the firm are typically referred 

to as inside directors. Inside directors are considered to be harmful to firm performance 

according to agency theory (Zaccaro, 2002, p. 156). According to agency theory, inside 

directors are less effective in their monitoring and controlling role because being a part 

of management themselves, inside directors may be less willing or able to report on the 

actions of the management (Dalton, et al., 1998, p. 275). Not only are such directors 

placed in the awkward position of having to report on their co-workers and their boss, 

the CEO, they may also face conflicts of interests when the board of director is making 

decisions that directly affects the management, such as deciding over the adaptation of 

anti-takeover devices (Zaccaro, 2002, p. 156). In contrast however, inside directors may 

decrease the information asymmetry between the board and management if an inside 

director is willing to openly report to the board. For instance, the CEO may have trouble 

hiding information from the board in the presence of an inside director with intimate 

knowledge of the firm. In such a situation, the presence of an inside director would be 

beneficial from an agency theory stand-point. According to stewardship theory inside 

directors should be able to provide the board with valuable firm-specific information due 

to their desire to improve the organization and enhance shareholder wealth (Zaccaro, 

2002, p. 157). Inside directors are worse at providing resources according to resource 
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dependency theory, as the time and effort insider directors’ managerial duties take mean 

that they do not have the same access to external information and resources as outside 

directors. Additionally, as the firm management is able to provide advice without being 

appointed directors, creating insider directors from employees is redundant from a 

resource dependency perspective, and does not improve the advice and counselling the 

board provides (Dalton, et al., 1998, p. 275). In general, inside directors favour manager 

power at the cost of the power of the board of directors. As inside directors are reluctant 

to challenge the CEO, they strongly favour the CEO as opposed to the board of directors 

when corporate control is contested for (Zaccaro, 2002, p. 157). 

2.3.2. Outside Directors 

Directors that have no professional or personal ties to the firm or its management are 

commonly referred to as outside directors (Zaccaro, 2002, p. 157). Agency theory places 

great weight on outside directors, as outside directors should be superior at monitoring 

since they have fewer ties with the people, the firm management, that they are to monitor 

(Dalton, et al., 1998, p. 271). A widely held opinion in both conceptual literature as well 

as in corporate culture is that boards that effectively deal with agency issues are 

comprised of greater proportions of outside directors (Dalton, et al., 1998, p. 270). In the 

wake of corporate governance scandals like the Enron or WorldCom scandals, increasing 

the independence of the board of directors has been a common response. The Sarbanes-

Oxley Act of 2002 that was introduced partly in the wake of the before mentioned 

scandals for instance requires the audit committees of firms to be independent (Bebchuk 

& Weisbach, 2010, p. 943). While agency theory places great weight on outside directors, 

stewardship theory sees little need for them. Instead of focusing on outside directors, 

stewardship theory values firm management and the CEO as directors. According to 

stewardship theory, firm managers are capable and motivated to increase firm 

performance without outside directors monitoring their behaviour. In contrast to inside 

directors, the presence of outside directors on boards increases the power of the board 

compared to firm management. The CEO may still be strong even with a board of 

directors that is dominated by outside directors, but the presence of outside directors act 

as a system of checks and balances against the CEO and the firm management (Zaccaro, 

2002, p. 158). 
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2.3.3. Affiliated Directors 

Personal and professional relationships with the firm or the firm management may 

impair a director’s ability to perform his controlling and monitoring role. Directors with 

personal or professional relationships to firm management can be classified as affiliated 

directors (Dalton, et al., 1998, p. 276). The Securities and Exchange Commission lists the 

following criteria for identifying affiliated directors: “Affiliated directors are those (1) 

employed by the firm or an affiliate within the last five years, (2) with a family 

relationship to an officer or director by blood or marriage, (3) with an affiliation with a 

supplier, banker, or creditor of the firm within the last two years, (4) with an affiliation 

with an investment banker within the past two years or within the coming year, (5) 

associated with a law firm engaged by the corporation, or (6) with significant stock 

ownership“ (Zaccaro, 2002, p. 158). Even when not directly a part of management, the 

relationships affiliated directors have with management make them dependent. This lack 

of independence makes them ineffective at fulfilling their control and monitoring role, 

similar to inside directors (Dalton, et al., 1998, p. 276). Significant business ties may 

make an affiliated director hesitant to challenge the firm management out of fear of 

ruining the business relationship and losing out on a contract. Personal relationships can 

make the cost of challenging firm management for affiliated directors even higher than 

with business relationships by potentially ruining friendships or marriages. As such, 

agency theory considers affiliated directors to be detrimental to firm performance 

(Zaccaro, 2002, p. 159). In contrast, affiliated directors with professional relationships 

to the management, for instance in the form of suppliers, customers or legal counsel, may 

be very effective at fulfilling the resource dependence and counselling/expertize role 

thanks to their specific expertise and external contacts (Dalton, et al., 1998, p. 276). 

Being affiliated is considered a beneficial trait according to stewardship theory, as the 

ties affiliated directors have to the firm mean that they are to some extent dependent on 

the firm’s success. This should provide strong incentives to see the firm succeed. 

Furthermore, the firm-specific knowledge and outside resources they provide are 

beneficial to firm performance according to stewardship theory. In general, the presence 

of affiliated directors skews the corporate power in favour of firm management at the 

cost of the power of the board of directors (Zaccaro, 2002, p. 160).  

2.3.4. Interdependent Directors 

Outside directors that were appointed during the tenure of the current CEO can be 

classified as interdependent. As CEOs typically have considerable influence when it 
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comes to director appointments, interdependent directors may feel a sense of loyalty 

towards the CEO that helped the interdependent director get appointed. This means that 

interdependent directors are considered harmful to firm performance according to 

agency theory (Zaccaro, 2002, p. 160). Even if the interdependent director has no 

personal or professional relationship with the CEO, the simple fact that they may feel 

that they owe their appointment to the CEO may mean that they are unwilling to 

challenge the CEO. Similar to the case with inside and affiliated directors, stewardship 

theory does not see a problem with interdependent directors. Interdependent directors 

increase the firm management’s corporate power at the cost of the board of directors, but 

as stewardship theory assumes that firm management will intrinsically act in the benefit 

of shareholders, increased management power should lead to increased firm 

performance (Zaccaro, 2002, p. 161). 

2.3.5. CEO Duality 

In addition to the composition of the board of directors, the board’s leadership structure 

and specifically whether the CEO is also the chairman of the board (CEO duality) is a 

factor in the balance of corporate power between firm management and the board of 

directors. The CEO can be considered the most powerful position in a firm, and 

combining the position of CEO and chairman of the board further solidifies the CEO’s 

power (Zaccaro, 2002, p. 161). According to agency theory, having the CEO also act as 

the chairman of the board “promotes CEO entrenchment by reducing board monitoring 

effectiveness” (Dalton, et al., 1998, p. 271). As CEO duality means that the CEO is also 

the head of the oversight body, the board, the CEO has control over the agenda at board 

meetings. Furthermore, the CEO is also able to control the information that other 

directors will receive in the preparation of board meetings, and the CEO is able to 

conduct the discussion during meetings. As the CEO is acting as chairman of the board, 

other board members are likely to be less inclined to challenge the CEO as he also wields 

the power of chairman. This means that CEO duality may lead to the board of directors 

being dominated by firm management. CEO duality may also lead to conflict of interest 

issues similar to those of inside directors. In general then, CEO Duality severely increases 

the corporate power of the firm management at the cost of the board of directors. As with 

inside directors however, stewardship theory advocates CEO Duality. Having the same 

person act as both CEO and chairman of the board increases the unity of command at a 

firm. This means that there is no ambiguity within or outside the firm of who wields 

ultimate power, as could be the case when the chairman and CEO are two different 
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people. The unified leadership structure should according to stewardship theory enhance 

the effectiveness and productivity of a firm, and by doing so, increase shareholder value 

(Zaccaro, 2002, p. 162). 

2.4. The Evolving Role of the Board  

As agency theory and resource dependency theory shows, the role of the board can be 

manifold. Agency theory dictates that the main task of the board is to monitor and control 

the firm management so as to minimize agency costs. According to resource dependency, 

the role of the board is to provide the firm with resources by acting as a link between the 

firm and its external environment. What then is the optimum mix of these different 

director roles in a company? The answer changes depending on what stage of its life-

cycle a firm is in. A firm’s strategic and corporate governance changes are inter-linked, 

which means that a firm’s corporate governance system, and thus the role of its board of 

directors, evolves throughout the firm’s life-cycle. The role of the board of directors 

changes because both the resources available to a firm and the accountability of 

managers towards shareholders change across the life-cycle of a firm (Filatotchev, et al., 

2006, p. 259).  

2.4.1. Early-stage Firms 

Start-ups, small family businesses and other similar firms can be considered to be in the 

early stages of a firm’s lifecycle (early-stage firms). As a rule, the managerial 

accountability towards shareholders is high in such firms, as they are usually owned and 

controlled either by the founders or founding families (Filatotchev, et al., 2006, p. 260). 

As such, the authority in early-stage firms is centralized, and founders have full control 

over how to share the authority within the firm. The resource allocation, organizational, 

and strategic decisions a founder makes has an inherent legitimacy to them thanks to the 

fact that he is deciding over his private property. The concentrated power also allows 

founders to shape the firm as they wish, while the concentrated ownership means that 

founders have a strong incentive to see the firm succeed. This means that early-stage 

firms tend to be very idiosyncratic, strongly reflecting the beliefs and the wishes of their 

founders (Gedajlovic, et al., 2004, p. 902). Founders also tend to be highly reluctant to 

reduce their control over their firm which makes raising capital difficult. Selling equity 

would decrease the founder’s ownership share, and as such, it would also decrease his 

control over the firm. This reluctance to seek outside investment means that early-stage 
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firms rely heavily on organic growth and retained earnings for their capital, providing 

early-stage firms strong incentives to be as cost-efficient and frugal as possible. As the 

founder bears the consequences if the early-stage firm performs poorly, they seldom 

need to justify their decisions to others (Gedajlovic, et al., 2004, p. 903). All of this means 

that in the early stages of a firm’s life-cycle, the monitoring and controlling roles of the 

board of directors are less important, as the centralized authority of founders make 

agency problems unlikely.  

 

While the monitoring and controlling role of the board of directors is relatively 

unimportant in early-stage firms, there are other benefits that a board can provide such 

firms. Early-stage firms have access only to a limited amount of internal resources 

(Filatotchev, et al., 2006, p. 260). Such firms are largely reliant on founders for capital 

and business expertize. As such, they tend to be both highly prone to failure, and lacking 

in legitimacy. This lack of legitimacy makes it hard for early-stage firms to secure ties 

with external stakeholders or the capital-market, as both are likely to write the firm off 

as a future failure. This lack of financial resources will then lead to strategic difficulties 

for the firm, as options are not open to the firm due to a lack of capital (Gedajlovic, et al., 

2004, p. 903). This means that a director can significantly benefit the firm by providing 

a link to a financial institution, as in the case of Support Specialists mentioned earlier, 

or by providing legitimacy to the firm thanks to the directors reputation or expertize, as 

is the case with Business Experts. In their analysis of university spin-offs Filatotchev et 

al. (Filatotchev, et al., 2006)found that as commercial managers were rare among 

university spin-offs, supplementing academic entrepreneurs with commercial and 

industrial skills, helping a firm establish credibility by providing reputation to the firm, 

helping assess the firms internal progress, and scanning the environment for new ideas 

to connect with were the important roles of directors in such firms (Filatotchev, et al., 

2006, p. 265).  

 

In addition to being resource limited, early-stage firms operate in an environment that 

is characterized by change that is “rapid, difficult to predict and potentially disruptive” 

(Filatotchev, et al., 2006, p. 261). Such “high velocity” environments require rapid and 

adaptive decision making if a firm is to secure a competitive advantage. As firms grow, 

the growing complexity of both the firm’s internal organization and the environment 

where they operate mean that the knowledge and skills required to manage such firms 

change as well. If the management is not able to adapt accordingly, their lack of 

knowledge may create a barrier to effective strategic management (Filatotchev, et al., 
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2006, p. 264). This means that early-stage firms benefit greatly from directors that can 

help them better navigate the rapid changes both within the firm itself and in the firm’s 

external environment. The fact that early-stage firm equity is held privately also means 

that the firm does not benefit from the disciplinary influence and of the monitoring of 

external markets that publicly traded companies enjoy. Without this monitoring, the risk 

that founders inadvertently commit mistakes that jeopardizes the firm’s future is 

increased. This problem is further exacerbated by the fact that founders do not have to 

disclose or justify their actions to others, as discussed earlier. This can lead to decisions 

that end up hurting the firm performance, when a founder does what he perceives as the 

best course of action without something like a board of directors offering alternative 

viewpoints, providing counsel or advising caution (Gedajlovic, et al., 2004, p. 904). As 

such, even though early-stage firms do not suffer from agency problems to the same 

extent that firms later in their life-cycle do, they can still benefit from a board that will 

challenge the founders when the founders are indivertibly going to hurt the firm with 

their decisions. In early-stage firms, the value of independent directors is not in 

minimizing opportunistic behaviour. Instead, the combined knowledge and expertise 

that directors bring to the board is what contributes to the firm’s success. To summarize, 

the monitoring and controlling roles of the board are of low importance, while providing 

resources and strategic help is of high importance (Filatotchev, et al., 2006, p. 262).  

2.4.2. Monitoring and the Need for External Financing 

While early-stage firms do not initially have a strong need for a board with significant 

controlling and monitoring capabilities, that changes as the firm grows. The lack of 

disclosure and accountability when it comes to firm decisions and policies that founders 

in early-stage firms enjoy makes securing external equity financing difficult (Gedajlovic, 

et al., 2004, p. 904). This is at odds with the fact that firms tend to require access to both 

external resources and external expertise to grow past their initial stage, which often 

comes in the form of external investors like business angels or venture capitalists. As 

these external investors enter a firm, the need for greater accountability, transparency, 

and control grows so as to ensure the shareholder value of the external investors against 

insider expropriation. This means that as a rule, early external investors require that the 

corporate governance of firms they invest in evolve to better protect against 

expropriation (Filatotchev, et al., 2006, p. 260). This is supported by O’Connor’s 

(O'Connor, 2013) study that found that early in the life cycle of companies, investors are 

willing to forgo dividend pay-outs as long as the firm’s governance is in order. In effect, 



 

 

21 

investors are willing to trade present day dividend pay-outs with expected future pay-

outs as long as the company is well governed. If a growing company is poorly governed 

however, investors are not willing to make that trade, and want to instead extract as 

much cash-flow out of the company as possible (O'Connor, 2013, p. 21). The next major 

stage in a firm’s life-cycle after the venture capitalist stage is often the initial public 

offering (IPO). IPOs can be seen as the step where the ownership and control in a firm 

completely separate, requiring fully developed governance systems (Filatotchev, et al., 

2006, p. 260). In general, IPOs require firms to focus more on the controlling aspects of 

governance as external investors demand protection against expropriation in exchange 

for their investment. IPO firms have as a rule a relatively high number of outside 

directorships, and CEO duality is rare (Filatotchev, et al., 2006, p. 266). Public offerings 

on stock markets require thorough disclosure of firm specific characteristics in the form 

of prospectuses, and publicly traded companies have to adhere to market specific 

governance regulations (Gedajlovic, et al., 2004, p. 904). This means that if not before, 

then firms must invest in proper corporate governance at the IPO stage at the latest. 
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3 PREVIOUS RESEARCH 

This section will outline previous empirical research that has been done to test the 

validity of the theories discussed in the theoretical framework section. The first 

subsection will look at the relationship between board independence and firm 

performance directly, as well as the relationship between board independence and 

market reaction, and board independence and the cost of debt. It will also examine the 

relationship between board independence and decision-making by the board in the cases 

of CEO turnover, CEO compensation, and instances of fraud. Finally, the first subsection 

will look at the relationship between CEO duality and both firm performance and firm 

value value. The second subsection will look at the relationship between insider 

stockholdings and both firm performance and firm value. The third subsection examines 

how auditing affects the accuracy of financial statements as well as earnings-

management attempts by firm management. Furthermore, the third subsection looks at 

how a firm’s credit rating is related to the firm’s level of corporate governance as well 

how the market reacts to announcements related to a firm’s credit rating. The fourth and 

final subsection looks at several relationships that support the value of the resource 

dependent role of the board of directors. It looks at how the demand for financing as well 

as the type of financing a firm acquires relates to the firm’s interlocks on the board of 

directors. It also looks at the relationship between the industry expertize of firm 

management and the industry expertize of the board of directors. Further, it examines 

the relationship between Business Experts as directors and firm performance. Finally, it 

looks at how board size affects the performance of young firms.  

3.1. The relationship between firm performance, board composition, and 

board leadership 

There are studies that did not find a direct relationship between firm value and board 

independence. Neither Hermalin and Weisbach’s (Hermalin & Weisbach, 1991) study 

from 1991 that looked at the relationship between corporate performance and top 

management compensation in public utilities or Bhagat and Black’s (Bhagat & Black, 

1999) study from 1999 that looked at the relationship between firm performance and 

board composition in American public companies were able to find a link between board 

independence and firm value. Zahra and Pearce’s synthesis of 12 empirical studies on the 

impact of boards of directors and corporate finance from 1989 (Zahra & Pearce, 1989) 

did not find evidence of a systematic relationship between board composition and firm 
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performance either. In contrast, Ezzamel and Watson’s (Ezzamel & Watson, 1993) study 

of 184 UK companies from 1993 found a positive correlation between firm performance 

and outside directors, while Baysinger and Butler’s (Baysinger & Butler, 1985) analysis 

of the 266 major U.S. businesses found that an increased number of outside directors 

was related to higher return on equity. Similarly, Pearce and Zahra’s (Pearce & Zahra, 

1992) analysis of 119 Fortune 500 companies during the period 1983 – 1989 found that 

the amount of outside directors was positively related to firm performance (as supported 

by (Rosenstein & Wyatt, 1990)). Block’s (Block, 1999) analysis of 1026 announcement of 

the appointment of an outside director between 1990 – 1994 found that the market 

reacted favourably on the appointment of outside directors, with the greatest reaction in 

situations where the board ownership was low, where the appointment led to an outside 

majority on the board, or where the appointed director had strong monitoring incentives 

ex ante. When endogeneity is taken into account in the relationship between firm 

performance and corporate governance, Bhagat and Black’s (Bhagat & Black, 2002) 

more recent US study was unable to find a conclusive relationship between firm 

performance and board independence. In contrast, Dahya and McConnell’s (Dahya & 

McConnell, 2007) study of U.K. companies during the period 1989 – 1996 concluded that 

the firms that appointed additional outside directors exhibited significantly improved 

operating performance and increased stock price. Similarly, Anderson et al.’s (Anderson, 

et al., 2004) analysis of 252 S&P 500 firms containing 1052 firm-year observations from 

the period 1993 – 1998 found that bondholders are ready to accept reduced risk 

premiums from firms that have more effective monitoring by both their audit committees 

and their boards. This presumably gives bondholders assurance that the firm’s financial 

statements are accurate. Anderson et al. find that board independence is inversely 

related to the firm’s cost of debt. 

 

There are studies that have found a link between board independence and improved 

decision-making by the board. For instance Weisbach’s (Weisbach, 1988) study from 

1988 into the relationship between inside and outside director monitoring of CEOs and 

CEO resignation found a positive correlation between board independence and CEO 

turnover, while Core et al’s (Core, et al., 1999) study from 1999 looking at the association 

between a firm’s corporate governance and CEO compensation found that less effective 

corporate governance correlates with higher CEO compensation (as with (Chhaochharia 

& Grinstein, 2008)). Beasley’s (Beasley, 1996) study from 1996 testing whether outside 

directors in 150 US publicly traded firms lead to reduced instances of fraud found a 

significant relationship between increased outside director proportions and decreased 
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instances of fraud (as supported by (Dechow, et al., 1996) and (Beasley, et al., 2000)). As 

such, there is evidence supporting the notion that board independence decreases the 

prevalence of CEO entrancement. The evidence also supports the notion that CEO 

opportunism in the form of exorbitant compensation or attempts of fraud is decreased 

by increased board independence.  

 

On the subject of CEO Duality, Baliga et al’s (Baliga et al 1996) analysis of Fortune 500 

companies during the period 1980 to 1991 found the US market to be indifferent to 

changes in duality status with no significant changes in performance around the date of 

the change. Carapeto et al’s (Carapeto et al 2005) analysis of 250 UK companies during 

the period 1995 – 2003 on the other hand found that the event of separation of the role 

of CEO and chairman of the board lead to abnormal returns for the firm. As with board 

composition, endogeneity seems to play a role in CEO duality, with Chen et al’s (Chen et 

al 2008) analysis of 5154 firms during the period 1999 to 2003 finding that while firms 

change from or to CEO duality as a reaction to firm performance and vice versa, there is 

no significant evidence showing that firm performance increases after abandoning CEO 

duality. Bhagat and Black found in their study from 2008 (Bhagat and Black 2008) that 

the separation of the position of CEO and chairman of the board is significantly and 

positively correlated with both better present and future operating performance of firms. 

The question of how CEO duality affects firm performance does not have a wide-

reaching, conclusive answer. 

3.2. Inside ownership and firm performance 

Demsetz and Lehn’s (Demsetz & Lehn, 1985) study of 511 U.S corporations found no 

linear relationship between stock ownership of large shareholders and the profit rate of 

the firm. Morck et al.’s (Morck, et al., 1988) cross-sectional study of 371 Fortune 500 

firms in 1980 found that the Tobin’s Q of a firm increases as board ownership increases 

from 0% to 5%, decreases as the ownership rises further to 25% and increases again as 

the ownership increases beyond 25%. They found that this behaviour is accurate for both 

inside and outside directors. In a meta-analysis of the relationship between equity and 

financial performance, Dalton et al. (Dalton, et al., 2003) did not find a relationship 

between equity ownership and firm performance. As with board composition and CEO 

duality, inside ownership may be endogenous. Loderer and Martin’s (Loderer & Martin, 

1997) investigation of domestic acquisitions by bidding firms listed on the CRSP found 

no relationship between firm performance and large stockholdings, and found that the 
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causality between firm performance and executive stockholding was reversed, with 

increased firm performance leading to increased executive stockholdings and not the 

other way around. However, McConnel et al.’s (McConnell, et al., 2008) study of 1700 

US firms during the period 1994 to 1999 circumvented the possible endogeneity issue by 

conducting an event study looking at 4141 insider purchases, and found a significant 

relationship between insider ownership and firm value of similar curvilinear shape as the 

one found by Morck et al. in 1988. Furthermore, the study found no evidence that the 

insider purchases were a response to changes in firm characteristics that led to a new 

optimum level on insider stockholding, nor that the insider purchases acted as a signal 

to the market that the stock was undervalued. Bhagat and Black (Bhagat & Bolton, 2008) 

found in their study from 2008 that stock ownership of board members is related to 

improved operating performance both in the present and in the future as well as 

increasing the likeliness of manager turnover in poorly performing firms. They go so far 

as to recommend that corporate boards, senior policy makers and researchers should 

focus on stock ownership of board members in their efforts to improve corporate 

governance. While the research into the relationship between inside ownership and firm 

performance is divisive, there is support for the idea that inside ownership leads to better 

firm performance. 

3.3. Auditing and Credit Ratings 

In an analysis of nine data sets of audit-related adjustment containing over 1500 audits 

across 15 years, Kinney and Martin (Kinney & Martin, 1994) found that audit-related 

adjustments overwhelmingly decrease the pre-audit net-earnings and net-assets, with 

the average aggregate adjustment being two to eight times the minimum amount that 

would, if unadjusted, materially misstate the financial statements. As such, end-year 

audits not only reduced the positive bias of pre-audit net-earnings and net-assets, but 

also improved the precision of the measurements in the financial statements and helped 

curb earnings-management attempts by firm management. Without end-year audits, the 

financial statements would have shown materially inflated assets and earnings. 

Similarly, Nelson et al.’s (Nelson, et al., 2002) analysis containing 253 surveys of 

experienced auditors found 515 earnings-management attempts by management. 

Francis and Krishnan’s (Francis & Krishnan, 1999) analysis of 2608 nonfinancial 

observations from publicly listed U.S companies during the period 1986 – 1987 found 

that auditors curbed discretionary accruals from financial statements, making the stated 

accruals more credible.  
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Ashbaugh-Skaife et al.’s (Ashbaugh-Skaife, et al., 2006) analysis of over 2000 U.S. 

companies and 22,000 individual director profiles found that a firm’s credit rating is 

positively related to the that firm’s financial transparency as well as board expertize, and 

board independence. Similarly, Bhojraj and Sengupta’s (Bhojraj & Sengupta, 2003) 

analysis of 1005 new debt issues by U.S. companies during the period 1991 – 1996 found 

that firms with strong corporate governance mechanisms had higher bond ratings, as 

their corporate governance mechanisms reduced the firms default risk by reducing 

agency costs and information asymmetry between the firm and lenders. When it comes 

to market reactions, Hand et al.’s (Hand, et al., 1992) analysis of daily excess bond 

returns associated with rating changes by Moody's and Standard and Poor's and the 

announcements of additions to Standard and Poor's Credit Watch List found that 

additions as well as rating downgrades lead to negative abnormal stock returns, while 

upgrades and positive reviews did not lead to abnormal positive returns.  

3.4. Resource Dependency Theory 

Using data from 22 large U.S. industrial corporations from the period 1956 – 1983, 

Mizruchi and Stearns (Mizruchi & Stearns, 1988) found that firms having increased 

demand for capital due to declining solvency or profit rates, declining interest rates, or 

due to being in the contracting stages of their business cycle, were associated with the 

appointment of a representation of a financial institution to a firm’s board of directors. 

Similarly, their subsequent analysis of the same data (Stearns & Mizruchi, 1993) showed 

that the type of funds a firm borrowed was linked with the firm having a board member 

that was a representative of the type of financial institution that was the primary supplier 

of the type of funds the firm was borrowing. This provides evidence to resource 

dependency theory’s notion that board members help firms secure the resources they 

need. Kor and Misangyi’s (Kor & Misangyi, 2008) analysis of 78 young post-initial public 

offering U.S firms in the medical and surgical instruments industry during the period 

1990 – 1995 found that the level of industry experience of the firm’s top management 

was negatively associated with the firm’s directors collective level of industry expertise. 

This indicates that the lack of industry expertize by management is in these firms offset 

by directors with industry expertise, and supports the notion that the board of directors 

provide advice and counsel to the management. Kroll et al.’s (Kroll, et al., 2007) analysis 

of 524 entrepreneurial IPO firms during the period 1996 – 1997 shows that the inclusion 

of a Business Expert on the board of directors that is providing advice and counsel is 
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positively related with the firm’s performance two years after the IPO, providing support 

for Hillmans taxonomy of directors. Daily and Dalton (Daily & Dalton, 1993) found a 

significant relationship between board size and firm performance in small companies, 

possibly indicating that the resource dependency role of board members is increased in 

small corporations where resources are limited.  
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4 EMPIRICAL RESEARCH 

This part of the thesis will first detail how the research questions presented in the 

introduction were formed into two testable hypotheses. Next it will outline how the 

regression models used for testing the hypotheses were formed. Then the data sample is 

described, including a look at characteristics of the sample, the particulars of the 

crowdfunding platform used, Invesdor, a look at how the sample was pruned to be 

suitable for regression analysis, and a discussion of the representativeness of the results. 

The next part will try to answer the first two research question by providing a descriptive 

analysis of the sample, analysing what corporate governance characteristics companies 

chose to include in their pitches and what the corporate governance characteristics of the 

firms were. The section will conclude by listing the results of a two-panel regression 

analysis that looks at the correlation between corporate governance characteristics and 

funding success, split between controlling and monitoring aspects and resource 

dependency theory. Both regression models are also tested for heteroscedasticity and 

non-linearity.  

4.1. Hypothesis Development 

While the first two research question presented in the introduction of this thesis can be 

answered by examining the data collected, the third research question must be formed 

into a testable hypothesis to be able to answer it. To this end, two falsifiable hypotheses 

were formed, one based on agency theory, and the other based on resource dependency 

theory. The first hypothesis is intended to test whether characteristics that improve 

controlling and monitoring, and that reduce agency costs in a firm, increase the amount 

of funds raised during an equity crowdfunding round (or mini-IPO as Invesdor calls 

them). As the theory and previous research suggest that agency costs lower the stock-

price of a company, it stands to reason that agency costs would also lower the amount of 

funds a company is able to raise during a mini-IPO. Conversely, controlling and 

monitoring that lowers agency costs should then increase the funds raised. As such, the 

first hypothesis is: 

 

H1: Firm-specific corporate governance characteristics that lower agency costs 

increase the funds raised during an equity crowdfunding round 
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The second hypothesis is intended to test whether fulfilling the resource-dependency role 

in a company increases the amount of funds raised during a mini-IPO. As the theory and 

previous research suggests that fulfilling the resource dependency role in a company is 

related to improved firm performance and resource acquisition in a firm, it stands to 

reason that it would also increase funds raised by a firm during a mini-IPO. As such, the 

second hypothesis is: 

 

H2: Filling the resource-dependency role in a company increase the funds raised 

during an equity crowdfunding round 

4.2. Model Development 

To test the hypotheses presented in the previous section, two multiple regression models 

were formed, called Panel A and Panel B. Panel A tests whether firm-specific corporate 

governance characteristics that lower agency costs are positively associated with the 

amount of funding a company is able to raise on Invesdor, Panel B will test whether team 

size or team-members with certain backgrounds are positively associated with the 

amount of funding a company is able to raise on Invesdor. The explanatory variables 

used in either panel were chosen based on previous research highlighted in section three 

of the thesis, while the control variables were chosen based on various corporate 

governance research.  

4.2.1. Dependent and control variables 

The aim of the tests is to see if the variables in Panel A and Panel B are associated with 

the amount of funding a company is able to raise on Invesdor. The amount of funding 

raised is used to measure the success of the fundraising campaigns, because as discussed 

in the Data Sample section, measuring the success of a given crowdfunding round on 

whether the minimum target was met, or a relative measure using the set minimum or 

maximum target as a denominator, may not be very telling as the funding targets can be 

assumed to be dependent on firm characteristics and set to a level that the company and 

Invesdor assumes will be reached during the investment round. 
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Dependent variable: 

 

• ln(Invested): The dependent variable in both Panel A and Panel B is the natural 

logarithm of the total amount of money raised in euro during the mini-IPO. The 

natural logarithm is taken so as to measure the effect of relative changes in 

funds raised instead of absolute changes. The impact of absolute changes in 

total funding varies based on how much funding is raised. An additional euro 

is significantly more impactful when the total amount invested during a mini-

IPO is low (eg. 11 130,00 euro, the lowest total amount invested in the sample) 

than when the total amount invested is high (eg. 1 224 210,00 euro, the highest 

total amount invested in the sample). Relative changes are more consistently 

impactful, with an additional percentage point of funding being impactful both 

at the low and the high end of the total invested range.  

 

Four control variables were chosen to control for variance in the regression results 

caused by firm-specific characteristics that are not part of the hypotheses that are being 

tested. Without these controls, the explanatory variables may inadvertently be significant 

because they correlate with a variable that is not being controlled for in the model.  

Control variables: 

• ln(Assets): The first firm characteristic that is controlled is firm size. The 

assumption is that the larger the company is, the more funds it is able to raise 

during a mini-IPO, all else being equal. The natural logarithm of the total book 

value of assets is used to control for the size of the company (Shin, 2000) and 

(Black, et al., 2003). As with the amount raised, the logarithm is taken so as to 

measure the effect of relative changes instead of absolute ones.  

• Debt/Assets: The ratio of the book value of debt to assets is used to control for 

the leverage of the company (Black, et al., 2003). The assumption is that higher 

leverage leads to fewer funds raised, as all else being equal, the net value of 

assets is lower in companies with higher leverage.  

• ln(FirmAge): The natural logarithm of the age of the firm was used to control 

for firm age (Black, et al., 2003). The assumption is that all else being equal, 

older firms have higher legitimacy, and as such, the amount of funding raised 
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increases with firm age. Here again, the natural logarithm is used to measure 

the effect of relative changes to firm age as opposed to absolute changes.  

• ln(PlatformAge): The natural logarithm of the age of the crowdfunding 

platform, Invesdor, is used to control for the effect of the age of the platform. 

The assumption is that all else being equal the amount of funding raised 

increases as the platform ages because the platform gets more legitimacy, 

renown, and users. Here again, the natural logarithm is used to measure the 

effect of relative changes to firm age as opposed to absolute changes. 

Book values were used as market values are not readily available for Finnish limited 

liability companies. Market sector was omitted as a control variable because the sample 

included 15 different Field of Business categories over only 56 mini-IPOs, and many were 

very similar or overlapping (eg. Internet Business, Technology and IT and 

Telecommunication). Thus there was no usable market sector data to use as a control.  

4.2.2. Panel A 

In addition to the dependent variable and control variables outlined above, Panel A 

consists of 6 explanatory variables based on agency theory. The variables chosen for 

Panel A are associated with either decreased or increased agency costs within a firm. 

Explanatory variables (Panel A): 

• VotesSold: The first explanatory variable is the percentage of voting power 

within a company that is sold during a mini-IPO. The assumption is that the 

larger the percentage of voting power that gets sold to outsiders during a mini-

IPO, the more funds are raised, all else being equal. More voting-power sold to 

outsiders should increase both the incentive of outsiders to monitor firm 

insiders by lessening the free-rider problem, as well as increase the outsiders’ 

ability to monitor by giving outsiders more power within a company.  

• LargestShareholder: The second explanatory variable is the percentage of 

shares of a company held by the largest shareholder before the mini-IPO. The 

assumption is that the amount of funding raised increased as the shares held 

by the largest shareholder increase, as increased cash-flow rights lowers the 

incentive of the largest shareholder to invest in non-pecuniary benefits, 

lowering agency costs.  
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• d(CEODuality): The third explanatory variable is a dummy variable that is 1 if 

the chairman of the board and the CEO of a company is the same person (CEO 

duality), and is 0 if otherwise. The assumption is that CEO duality lowers the 

amount of funding raised, as CEO duality increases CEO entrenchment and 

decreases the controlling and monitoring ability of the board, increasing agency 

costs.  

• IndepdenceRatio: The fourth explanatory variable is the amount of 

independent directors present on the board of a company divided by the size of 

the board of directors (independence ratio). A director is considered 

independent if he does not own stock in the company whose board he is a 

member of. This is a significantly laxer definition of independence than the one 

presented in the theoretical framework, as the data was not sufficient to 

determine if a director is affiliated or interdependent. Considering that the 

sample consists of early stage firms however, it seems safe to assume that many 

of the directors that are here classified as independent are in fact affiliated 

directors. The assumption is that the amount of funding increases as the 

independence ratio increases, as this increases the controlling and monitoring 

ability of the board, lowering agency costs.  

• d(Audit): The fifth explanatory variable is a dummy variable that is 1 if the 

mini-IPO included an audit statement, while being 0 if it did not. The 

assumption is that the presence of an audit statement increases the amount of 

funding raised, as it increases the trustworthiness of financial statements. 

• d(ARating): The final explanatory variable is a dummy variable that is 1 if the 

mini-IPO included a credit rating that was A or better, while being 0 if the rating 

was lower than A or the mini-IPO included no credit rating at all. The 

assumption is that the presence of a good credit rating increases the funding 

raised by providing assurances to investors regarding the creditworthiness of 

the firm.  

4.2.3. Panel B 

In addition to the dependent variable and control variables outlined above, Panel B 

consists of 5 explanatory variables based on resource dependency theory. Four variables 

are dummy variables that measure whether team-members fit one of these four 
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categories: Finance, R&D, Start-Up and Business Expert. The categories are based on a 

mix between Hillman’s taxonomy of directors, as presented in the theoretical framework, 

as well as Filatotchev’s (Filatotchev, et al., 2006) study into the resource dependency role 

of founding members in firms that are early in their life-cycle. The categories Finance, 

R&D, and Start-Up measure whether a team-member has experience in either the field 

of R&D or finance, or has previous experience founding a start-up company. The category 

Business Expert measures whether a team member is an active or retired executive or 

director in other firms that they themselves have not founded. While the resource 

dependency theory presented in the theoretical framework focused on the role of the 

board of directors, this study focuses on the resource dependency role of the whole 

management team, regardless if they are a part of the board of directors or not. 

Considering that the sample consists of early-stage firms where the board of directors 

and firm management are highly interlinked, limiting the study to directors only felt like 

an arbitrary distinction (eg. Filatotchev 2006 looks at founding members, not directors). 

As the intent of the study is to measure the benefit of having people in the firm that can 

provide resources and counsel, it was considered unimportant whether those people 

were directors or not. The variables for Panel B are based on the descriptions provided 

under the “Our Team” section of the company’s pitch on Invesdor, as well as the Linkedin 

profiles linked on some of the pitches.  

Explanatory variables (Panel B): 

• d(Finance): The first explanatory variable is a dummy variable that is 1 if one 

or more members of the company’s management team has a background in 

finance, and 0 otherwise. The assumption is that the presence of a such a 

member increases the funding raised, as a team-member with a background in 

finance can help the firm secure financing and provide counsel in financing 

related issues. 

• d(R&D): The second explanatory variable is a dummy variable that is 1 if one 

or more members of the company’s management team has a background in 

R&D, and 0 if otherwise. The assumption is that the presence of a such a 

member increases the funding raised, as a team-member with a background in 

R&D can provide the firm with counsel when developing a product. 

• d(PriorStart-up): The third explanatory variable is a dummy variable that is 1 

if one or more members of the company’s management team previously 
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founded a start-up company, and 0 if otherwise. The assumption is that the 

presence of a such a member increases the funding raised, as a team-member 

who has previously founded a start-up is familiar with the process of founding 

a company and its potential pitfalls. 

• d(BusinessExpert): The fourth explanatory variable is a dummy variable that 

is 1 if one or more members of the company’s management team fits the 

description of a Business Expert, and 0 if otherwise. The assumption is that the 

presence of a such a member increases the funding raised, as a team-member 

who is a Business Expert can provide valuable guidance as well as provide 

legitimacy to the firm. 

• TeamSize: The final explanatory variable is the number of people listed under 

the Our Team section of a company’s investment pitch on Invesdor. The 

assumption is that a larger team increases the funding raised, as a larger team 

is able to provide more expertize and legitimacy to the firm. 
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Table 1 Model summary 

Dependent Variable:  

 

Control Variables: 

 

 

 

 

Panel A: 

 

 

 

 

 

 

Panel B: 

ln(Invested) 

 

ln(Assets)  

Debt/Assets 

ln(FirmAge)  

ln(PlatformAge): 

 

VotesSold 

LargestShareholder  

d(CEODuality)  

IndepdenceRatio 

d(Audit) 

d(ARating) 

 

d(Finance) 

d(R&D) 

d(PriorStart-up) 

d(BusinessExpert) 

TeamSize 

 

4.3. Data sample 

The data used for the empirical research of this thesis was collected by hand at the 

internet platform for crowdfunding, Invesdor (Invesdor Ltd., 2017). The sample includes 

only the data that is freely available to users of the Invesdors platform, taken either 

directly from the webpage of a firm’s investment pitch, or from a link on that webpage. 

This was intentionally done so as to only measure the effect of publicly available 

information on investment behavior. The sample consists of 56 finished equity-based 

crowdfunding rounds (or mini-IPOs as Invesdor calls them) of Finnish firms on Invesdor 

from the date the platform launched until the cut-off date of the study. The oldest mini-

IPO took place 11.06.2013, while the newest took place 10.01.2017. Invesdor is a Finnish 

limited liability company founded in 2012 that focuses on crowdfunding for Northern 

European limited liability companies. They offer both bond and equity based 

crowdfunding campaigns, with equity-based crowdfunding comprising over 95% of the 
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campaigns ran by Invesdor. Invesdor is open to investors from all countries expect those 

that are explicitly prohibited (USA, Hong-Kong etc.). There are no other requirements 

that Invesdor places on their investors except that they must be over 18 years old. As 

such, the investors may be complete laymen when it comes to their knowledge of finance, 

corporate governance, or other knowledge that would help them in their investment 

decisions. Invesdor does not provide any details of the investors outside of the number 

of individual investors per funding round and if the investor choses, the investor’s name 

or alias. As such, determining where investors are located is not possible. Based on the 

fact that Invesdor is almost exclusively used by Finnish companies and the logistical 

issues of remotely participating in the shareholder activities of a LLC, it seems safe to 

assume, however, that the majority of investors are located in Finland or the 

neighbouring countries.  

4.3.1. How Invesdor’s funding rounds work 

Invesdor describes their crowdfunding model as a mini-IPO, where the company raising 

funds sets a fixed price for the stock they wish to sell, as well as a minimum and 

maximum amount of stocks they are willing to sell. Additionally, they may set a 

minimum amount of stocks per purchase, where a single investor must at least buy the 

set amount of stocks. The companies can also choose to allow for oversubscribing, which 

allows for stocks to be continued to be sold even when the set maximum amount of stocks 

sold has been reached.  

The crowdfunding campaigns run by Invesdor use an all or nothing principle, where if 

the set minimum number of shares sold is not reached, then the funding round is 

cancelled, no shares are sold, and the investors’ money is returned. Invesdor receives 

their revenue in the form of an initial fee when a campaign is launched, an additional fee 

when a campaign is successful, as well as a cut off the total sum of money raised by the 

campaign. As such, both the companies looking for crowdfunding through Invesdor and 

Invesdor themselves have a vested interested in not only raising as much money as 

possible, but also having the highest likelihood possible for the funding round to be 

successful. To this end, companies need to apply at Invesdor to get permission to run a 

crowdfunding campaign through their site. During the application process, Invesdor 

evaluates the applying company to see whether the company is a good candidate for 

crowdfunding or not. Invesdor also offers guidance and consulting to accepted 

companies, helping them shape the parameters of their funding round, such as the stock-
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price or minimum funding target, as well as providing help with the company’s 

investment pitch. Invesdor also performs a pre-funding round, where they directly 

approach investors, so as to have an initial investment base even before a crowdfunding 

campaign is launched. This means that there may be an inherent bias in the data 

collected from Invesdor, as the screening done by Invesdor before they accept a company 

onto their platform means that companies deemed by Invesdor to be unlikely to succeed 

in their crowdfunding efforts will not feature on the Invesdor platform. In effect then, 

this could be described as a type of survivor’s bias where only companies deemed strong 

by Invesdor are allowed to enter, inflating the average results and characteristics of the 

sample compared to the average of the whole population. Furthermore, as both Invesdor 

and the company raising funds need the crowdfunding campaign to reach its target 

minimum to receive any money from investors, both the company and Invesdor are likely 

to maximize the likelihood of reaching the minimum funding goal. As such, the 

percentage of companies that reach their funding goal can be assumed to be very high, 

an assumption that the empirical data will validate in the descriptive subsection. In effect 

then, measuring the success of a given crowdfunding round on whether the minimum 

target was met, or a relative measure using the set minimum or maximum target as a 

denominator, may not be very telling as the funding targets can be assumed to be 

dependent on firm characteristics and set to a level that the company and Invesdor 

assumes will be reached during the investment round.  

4.3.2. General Firm Characteristics 

As Invesdors equity-based crowdfunding model relies on the company wanting to raise 

funding selling its stock, this naturally limits the companies in the sample to limited 

liability companies. If a company is not able to issue and sell shares, then it cannot raise 

funds using the equity model on Invesdor. Invesdor markets themselves as a Northern 

European fundraising platform, without specifically limiting the platform to only Finnish 

limited liability companies, known as Osakeyhtiö or Oy. In reality however, all but 3 

companies who have used the Invesdor platform for equity crowdfunding have been 

registered in Finland. As such, for this thesis, companies that were not Finnish Oys were 

considered outliers, and were excluded from the sample. This allows for a more 

homogenous sample group, and removes the issue of possible differences in legislature, 

corporate governance codes, or other regulation that would impact the regression 

results. As covered in the theoretical framework, the country and its investor protection 

regulations have a significant impact on investors’ willingness to invest, so excluding 
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non-Finnish companies removes the country specific effects on the results without 

significantly lowering the number of companies. As founding an Oy in Finland requires 

an equity base of only 2 500,00 euro, the sample can include all but the smallest 

companies unwilling to either invest the small amount of equity required, or unwilling 

to deal with the more stringent accounting and reporting requirements of Oys compared 

to other business forms that do not constitute a separate juridical person. Invesdor has 

an upper limit on the maximum amount raised during a funding round of 1 500 00,00 

euro, as funding rounds with higher maximum amounts would be subject to more 

stringent reporting requirements according to Finnish regulations. Three Finnish Oys 

were excluded because they only had 1 investor each. In each of these cases the single 

investor invested tens of thousands into the company, implying an investor with inside 

information. It is plausible that these investors were either a part of the pre-funding 

round by Invesdor or had direct ties with the company. As the aim of this thesis is to 

measure the effect of public corporate governance information on investment, cases 

where no public investors took part do not fit the model. As such, these three companies 

were excluded as outliers from the sample. 

4.3.3. Included information of pitches 

While Invesdor does offer help to companies in forming their investment pitch, they do 

not have requirements on the company specific information that companies must 

provide in their pitch outside of certain key values. Every company’s pitch must include 

the following information:  

• Company name 

• Minimum and maximum investment targets of the funding round in euro  

• Minimum and maximum amount of company equity offered during the 

funding round in percentage 

• Price per share and minimum investment amount for investors during the 

funding round 

• Number of existing company shares 

• Pre-money valuation and estimated revenue during the next calendar year 

of the company 
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• Start and end date of the funding round 

• Location, Field of business, and Development stage of the company 

While Invesdor does perform due diligence on the companies that feature on their 

platform, that due diligence is limited to verifying the firms background, the firm’s 

biggest owners and the owners’ backgrounds. Invesdor explicitly states that they do not 

perform due diligence on any other aspect of the firms, urging potential investors to 

perform their own due diligence. Invesdor do not state how the pre-money valuation or 

estimated revenue is calculated, and state in their disclaimer that they offer no 

guarantees on the accuracy of the information provided by companies in their pitches 

outside of ensuring the validity of key personnel behind the company. As such, the 

estimates and valuations are left to the companies’ discretion, most of which do not 

publicly state the method with which they are calculated. The method with which the 

investment targets, amount of equity offered, price per share, minimum investment 

amount, field of business or development stage of the company is determined is not 

publicly stated. In effect then, the minimum amount of tangible company specific 

information a pitch must include is low. Outside of the key values, an investment pitch 

is supposed to include a video pitch, an overview of the history of the company, their 

business and market situation, the company’s management team and how they purpose 

to use the funds raised during the funding round. These are again left up to the company’s 

discretion. Outside of the mandatory information required by Invesdor, companies are 

free to choose what to include in their pitches. Common inclusions are: 

• The company’s extract from the Finnish Trade Register 

• The company’s Articles of Association 

• A list of company shareholders 

• The company’s latest financial statement 

• A Rating Alfa credit rating score 

 The extract from the Finnish Trade Register shows among other things when the 

company was registered, where it is located, its business sector, initial shareholder’s 

equity and number of shares, and in most cases board members and the CEO. The 

Articles of Association and Shareholder’s Agreement may include clauses that limit 
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shareholder agency such as redemption clauses that give company insiders first refusal 

on company stock sales, or exit clauses that forces all shareholders to sell their shares if 

the majority of the company is sold. The Rating Alfa (Suomen Asiakastieto Oy, 2017) 

credit rating score shows the likelihood of the company to default on their payments on 

a AAA to CCC scale. As companies are free to omit information that they deem 

unflattering, like a bad credit rating, the corporate governance characteristics of those 

companies that do include such information may be inflated compared to the general 

public.  

4.3.4. Sample Size and Representativeness 

Table 2 Sample size 

Companies in initial sample:  

Excluding outliers  

Companies with prerequisite data for Panel A : 

Companies with prerequisite data for Panel B : 

62 

56 

33 

40 

 

62 mini-IPOs were conducted on Invesdor up until the cut-off point of this study. Out of 

those 62, 3 were eliminated because they were not of Finnish firms, while an additional 

3 were eliminated because they only had 1 investor. This left 56 companies that were 

included in the descriptive analysis of the thesis. Out of those 56, 40 included the 

required financial data for the control variables of Panel B. Out of those 40, 33 included 

the required corporate governance data for Panel A.  

The corporate governance characteristics of the sample should be generally 

representative of Finnish early-stage limited liability companies. However, both the 

screening done by Invesdor during the application process and the option firms have to 

omit negative information may inflate the findings of the sample compared to the general 

population. The investor behaviour should be representative of the common 

crowdfunding investor in Finland. On a more general level, it seems safe to assume that 

the company specific corporate governance characteristics of the sample would be 

representative, if slightly inflated, of the corporate governance characteristics of early-

stage companies in other countries that have similar country-specific corporate 
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governance characteristics to Finland. Similarly, it seems safe to assume that the 

investors’ behaviour should be representative of the behaviour of crowdfunding investors 

in other courtiers with similar country-specific corporate governance characteristics to 

Finland.  

4.4. Descriptive Statistics 

This section provides descriptive statistics of how the mini-IPO’s general characteristics 

were, of what firm-specific information was included in the mini-IPOs, of what the firm-

specific financial data looked like and what the firm-specific corporate governance 

characteristics were. 

4.4.1. Mini-IPO characteristics 

 

Table 3 Descriptive statistics (mini-IPO characteristics) 

  Mean Median Std. Dev. Min. Max. Count 

Target 171635 100000 174588 20000 750000 56 

ln(Target) 11,56 11,51 1,03 9,90 13,53 56 

Invested 292390 170437 321643 11130 1224210 56 

ln(Invested 11,95 12,05 1,23 9,32 14,02 56 

Invested % 1,82 1,43 1,49 0,14 10,08 56 

Pre-money valuation 3168435 1573540 4242015 80000 24411700 56 

Estimated Revenue 1801836 915000 1936215 350 8884573 48 

 

The initial sample includes 11 mini-IPO’s from 2013, 11 from 2014, 19 from 2015, 14 from 

2016 and 1 from 2017. When looking at the included information that the companies had 

free discretion over, the lowest pre-money valuation in the sample was 80 000,00 euro 

while the highest was 24 411 700,00 euro, with the median pre-money valuation being 

1 573 540,00 euro. 48 out of the 56 (85,7%) mini-IPOs included an estimate of the next 

years revenue, with the minimum being 350,00 euro, the maximum 8 884 573,00 euro 

and the median being 915 000,oo euro. The lowest minimum investment target was 

20 000,00, while the highest was 750 000,00, with a median investment target of 

100 000,00. The lowest total amount invested during a mini-IPO was 11 130,00 €, the 

highest amount was 1 224 210,00€, while the median amount was 170 437€. As can be 
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seen from the histogram (Figure 1) below, the distribution of the total amount invested 

is heavily skewed towards the lower end, with over 60% of cases raising less than 

260 000,00 € in investments total. Only 5 out of 56 mini-IPOs failed to reach their 

minimum investment target, with the median firm getting a total investment of 143% of 

its minimum investment target. The very high success rate of the mini-IPOs indicates 

that Invesdor is either very good at screening applicant firms, very good at setting the 

minimum investment target, or both.  

Figure 1 Relative frequency histogram (Invested) 

 

4.4.2. Financial Statements 

15 out of the 56 (26,8%) mini-IPOs did not include financial statements. As such, those 

15 mini-IPOs did not include any information about the current state of the firm’s assets 

or debt, nor did they include information of the firm’s revenue, cost structure or profits. 

These 15 observations could not be included in the regression models of this thesis as 

they lacked the necessary information for control variables. One additional observation 

was eliminated because the included financial statement did not have the required 

information for the control variables. As the omission of a financial statements from the 

mini-IPO seemed like a significant omission, a linear regression was performed to test 

whether the inclusion of financial statements had a significant effect on the amount of 

funding raised. Because the focus of this thesis is on corporate governance, and the 

effects of omitting financial statements is not a part of the hypotheses this thesis focuses 

on, the regression results are included here instead of in the regression results section. 

The tested model specifications are: 
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• Dependent variable: ln (Invested) 

• Control variables: ln(Years), ln(Start) 

• Explanatory variable: d(FinancialStamenet), a dummy variable that is 1 if the 

mini-IPO included a financial statement, and 0 if it did not 

Table 4 Model parameters (ln(Invested)) 

  
Variable Coefficient Std. error t Pr > |t| 

Intercept 10,797 0,329 32,834 < 0,0001 

ln(Start) 1,187 0,347 3,418 0,001 

ln(Years) 0,208 0,152 1,366 0,178 

d(FinancialStatement) -0,160 0,400 -0,400 0,691 

 

The regression results show that the inclusion of financial statements in the mini-IPO 

had a negative coefficient, and that the results are not significant.  

Table 5 Descriptive statistics (financial information) 

  Mean Median Std. Dev. Min. Max. Count 

Revenue 637234 98908 1084876 0 4095177 40 

Net Income -87348 -36363 204559 -748084 276227 40 

Assets 781136 303910 1819639 3449 10948609 40 

Debt 645659 324236 1310523 3741 7879468 40 

Debt/Assets 1,70 0,93 2,18 0,08 10,68 40 

RoA -0,89 -0,22 2,55 -15,08 0,46 40 

 

The minimum assets of the firms in the sample was 3 448,67 euro, the maximum was 10 

948 608,69 euro, and the median was 303 909,68 euro, with the median debt-to-assets 

ratio being 1,70. The distribution of assets was heavily skewed towards the low end, with 

50% of the sample having 220 000,00 euro in assets or less. The histogram below (Figure 

2) shows the frequency of assets of the firms, excluding four outliers with assets totaling 

1,50, 2,00, 4,40 and 11,00 million euro respectively.  
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Figure 2 Relative frequency histogram (Assets) 

 

Looking at firm performance characteristics, 25 out of the 40 (62,5%) included financial 

statements showed negative net income, with the 748 083,56 euro being the largest loss, 

276 227,21 euro being the largest profit, and the median net income being a loss of 36 

362,875 euro. The median Return-on-Assets was -0,22, as the median net income was 

negative. When comparing the reported revenue with the estimated revenue of the 37 

mini-IPOs that included both values, we find that the mean reported revenue is 568 

489,20 euro, while the mean estimated revenue is 2 005 439,89 euro, a 352,8% increase. 

As this seemed like a significant difference, a paired sample t-test with unequal variances 

was performed to test whether the mean of the two samples was significantly different.  

 
Table 6 Two-tailed t-test for reported and estimated revenue 

Difference -1436950,695 
  

p-value (Two-tailed) 0,0003 
  

Fisher's F-test p-value (Two-tailed) < 0,0001   

 

As the Fisher’s F-test shows that the variance between reported and estimated revenue 

is different, a paired sample t-test with unequal variances was performed. It showed that 

the mean of the reported revenue is significantly different from the mean of the estimated 

revenue. To summarize, the financial statements show that the sample consists of small 

to medium companies that tend to be unprofitable and highly leveraged, with optimistic 

estimates of future revenue.  
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4.4.3. Corporate Governance Characteristics 

 

Table 7 Descriptive statistics (corporate governance characteristics) 

  Mean Median Std. Dev. Min. Max. Count 

Largest Shareholder 0,49 0,42 0,23 0,17 1,00 46 

% of votes sold 0,16 0,14 0,11 0,00 0,50 56 

Board Size 3,47 3 1,87 1 8 51 

Indepdent Directors 2 2 1,37 1 6 16 

Indepdence Ratio 0,44 0,33 0,24 0,20 1,00 16 

Team Size 6,03 6 2,80 2 12 40 

 

 

15 out of 56 (26,8%) mini-IPOs did not include the shareholder information required to 

identify how much stock firm management or directors owned. Out of the 46 (82,1%) of 

the mini-IPOs that allowed for the largest shareholder of the firm to be identified, the 

smallest held 16,67% of the shares, the largest held 100%, while the median of shares 

held was 42,5%. The lowest percentage of voting rights that were sold during a mini-IPO 

was 0%, while the largest was 50%, and the median was 14,2%. 6 (10,7%) mini-IPOs had 

dual class shares, with the shares sold during mini-IPO providing less voting rights per 

share. 3 of the dual-class shares provided no voting rights at all. Out of the 49 (87,5%) 

mini-IPOs that included the information of who both the CEO and the chairman of the 

board was, 13 (26,5%) had the CEO and chairman of the board as the same person. 51 

(91,1%) mini-IPOs included board size, with the smallest having 1 member, the largest 8, 

and the median having 3 members. 49 (87,5%) mini-IPOs included the necessary 

information to identify independent directors, with 16 out of those 49 (32,7%) having at 

least one independent director. Out of those 16, the lowest amount of independent 

directors was 1, the highest was 6, and the median was 2 independent directors. The 

median ratio of independent directors to board size among the 16 mini-IPOs that had 

independent directors was 0.33. 19 out of 56 (33,9%) mini-IPOs included an audit 

statement, while 24 (42,9%) included a credit rating. Out of those 24, 3 were rated C, 2 

were rated B, 4 were rated A, 7 were rated A+, 6 were rated AA and 1 was rated AAA. 26 

(46,4%) mini-IPOs included an exit clauses that forces all shareholders to sell their 

shares if the majority of the company is sold, while 32 (57,1%) included a clause that 

provides company insiders first refusal on company stock sales. Information regarding 

the resource dependency role of a firm’s team was gathered from the 40 mini-IPOs that 

included sufficient financial information for control variables. Out of those 40, 14 (35%) 
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had at least one team member with a background in finance, 14 had a member with a 

background in R&D, 25 (62,5%) had a team member that had previously been involved 

in a start-up company and 18 (45%) had a member that was a Business Expert, as per 

Hillmans taxonomy. Only 5 (12,5%) of the mini-IPOs did not include a single team 

member that fit any of the measured resource dependency categories. When looking at 

the size of the management teams, the smallest team had 2 members, the largest had 12 

and the median team size was 6 members.  

Table 8 Notable omissions 

 

Financial statement : 

Shareholder information : 

Board size : 

Board independence 

CEO Duality 

Audit statement:  

Credit rating 

Number of mini-IPOs that omitted the information 

15 out of 56 (26,8%) 

15 out of 56 (26,8%) 

5 out of 56 (8,9%) 

7 out of 56 (12,5%) 

7 out of 56 (12,5%) 

37 out of 56 (66,1%) 

32 out of 56 (57,1%) 

 

Table 9 Corporate governance characteristics 

 

CEO duality  

Exit clause  

First refusal clause  

 

 

Finance  

R&D 

Start-up 

Business Expert 

None  

Number of mini-IPOs with the firm characteristic 

13 out of 49 (26,5%) 

26 out of 56 (46,4%) 

32 out of 56 (57,1%) 

 

Number of mini-IPOs with the team characteristic 

14 out of 40 (35%) 

14 out of 40 (35%) 

25 out of 40 (62,5%) 

18 out of 40 (45%) 

5 out of 40 (12,5%) 

 

4.5. Regression Test 

Before performing the multiple regression analysis of Panel A and Panel B, both models 

were checked for issues with multicollinearity. When explanatory variables in a model 
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are correlated with each other, the model suffers from multicollinearity. This correlation 

between explanatory variables makes it difficult to determine which explanatory variable 

is significant, as it makes it difficult to determine which of the correlated variables are 

having an effect on the dependent variable. A correlation matrix is one way of seeing if 

dependent variables are correlated with each other. The matrix shows the correlation 

between each variable, with 1 meaning a perfect correlation and 0 meaning no correlation 

at all. As can be seen from the correlation matrices (Appendix 1), in Panel A Largest-

Shareholder has a correlation coefficient of 0,597 with CEODuality, while in Panel B, 

d(Finance) and d(BusinessExpert) have a correlation coefficient of 0,649, indicating a 

possible issue with multicollinearity. To make sure that multicollinearity will not be an 

issue with either model, the variance inflation factor(VIF) for both Panel A and Panel B 

was calculated. The VIF tells how much the variance of a regression variable is inflated 

due to correlation with another variable. The VIF is calculated by separately regressing 

each predicting variable against all other predicting variables in the model and placing 

the coefficient of determination (R2) of those regression into the formula for VIF (Kutner, 

et al., 2008, p. 408): 

𝑉𝐼𝐹𝑖 =
1

1 − 𝑅𝑖
2  

By taking the square root of the VIF, you get the value of how inflated the standard error 

of a predicting variable is compared to a case where the variable would be uncorrelated 

with the other predicting variables. A VIF of over 5 indicates moderate problems with 

multicollinearity in a model, while a VIF of over 10 indicates severe multicollinearity 

problems (Kutner, et al., 2008, p. 409). 

Table 10 Multicollinearity statistics (Panel A) 

Variable Tolerance VIF 

ln(Assets) 0,262 3,813 

Debt/Assets 0,437 2,288 

ln(FirmAge) 0,478 2,091 

ln(PlatformAge) 0,570 1,754 

VotesSold 0,598 1,671 

LargestShareholder 0,403 2,484 

d(CEODuality) 0,504 1,985 

IndependenceRatio 0,833 1,200 

d(Audit) 0,552 1,812 

d(ARating) 0,605 1,652 
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Table 11 Multicollinearity statistics (Panel B) 

 Variable Tolerance VIF 

ln(Assets) 0,397 2,520 

Debt/Assets 0,574 1,742 

ln(FirmAge) 0,523 1,912 

ln(PlatformAge) 0,785 1,273 

TeamSize 0,650 1,537 

d(Finance) 0,499 2,003 

d(R&D) 0,762 1,312 

d(PriorStart-up) 0,845 1,183 

d(BusinessExpert) 0,507 1,971 

 

As can be seen from the VIF results above, neither Panel A nor Panel B has a VIF 

coefficient over 5. As such, neither model shows an issue with multicollinearity.  

4.5.1. Regression results 

To test whether the variables of Panel A and Panel B have a significant correlation with 

the amount of money raised during a mini-IPO, a multiple regression analysis of both 

Panel A and Panel B was performed. In addition to the multiple regression analyses of 

Panel A and Panel B that include all explanatory variables, regression analyses are also 

performed where all the explanatory variables of both panels are individually tested for 

significance. In total, Panel A contains 7 regression models while Panel B contains 6 

models.  

Table 12 Model specification (Panel A) 

 

Model 1: 

Model 2: 

Model 3: 

Model 4: 

Model 5: 

Model 6: 

Model 7: 

Include explanatory variable: 

VotesSold 

LargestShareholder 

d(CEODuality) 

IndependenceRatio 

d(Audit) 

d(ARating) 

All explanatory variables above  
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Table 13 Model specification (Panel B) 

 

Model 1: 

Model 2: 

Model 3: 

Model 4: 

Model 5: 

Model 6: 

Include explanatory variable: 

d(Finance) 

d(R&D) 

d(PriorStart-up) 

d(BusinessExpert) 

TeamSize 

All explanatory variables above 

4.5.1.1. Panel A 

Table 14 Model parameters (Panel A) 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 

Intercept 
3,294 

(0,128) 

5,485 

(0,004)*** 

5,477 

(0,005)*** 

5,368 

(0,005)*** 

5,381 

(0,005)*** 

5,499 

(0,004)*** 

3,051 

(0,221) 

Votes 

Sold 

3,296 

(0,112) 
     

3,761 

(0,127) 

Largest 

S.holder 
 

-0,547 

(0,422) 
    

-0,961 

(0,363) 

d(CEO 

Duality) 
  

-0,142 

(0,693) 
   

0,367 

(0,465) 

Indep. 

Ratio 
   

0,280 

(0,640) 
  

0,340 

(0,601) 

d(Audit)     
0,115 

(0,744) 
 

0,068 

(0,877) 

d(ARating)      
0,378 

(0,351) 

0,284 

(0,502) 

ln(Assets) 
0,627 

(0,000)*** 

0,529 

(0,001)*** 

0,509 

(0,002)*** 

0,780 

(0,002)*** 

0,510 

(0,002)*** 

0,503 

(0,002)*** 

0,666 

(0,001)*** 

Debt/ 

Assets 

0,140 

(0,203) 

0,077 

(0,463) 

0,067 

(0,527) 

0,135 

(0,460) 

0,076 

(0,473) 

0,092 

(0,386) 

0,193 

(0,132) 

Ln(FirmAge) 
-0,302 

(0,193) 

-0,225 

(0,342) 

-0,230 

(0,337) 

-0,192 

(0,316) 

-0,232 

(0,332) 

-0,184 

(0,447) 

-0,259 

(0,317) 

Ln(Platform 

Age) 

0,689 

(0,175) 

0,511 

(0,333) 

0,553 

(0,300) 

0,175 

(0,250) 

0,535 

(0,335) 

0,311 

(0,601) 

0,428 

(0,513) 

Pr > F 0,001*** 0,002*** 0,002*** 0,002*** 0,003*** 0,002*** 0,020** 

Adj. R2 0,433 0,391 0,380 0,381 0,379 0,396 0,362 

Breusch-Pagan test:  0,852 (p-value, two-tailed) 

White test: 0,798 (p-value, two-tailed) 

All variables that are significant at the 90% level or higher are in bold. Those that are significant at the 90% level are marked with a 

star (*), those at the 95% level with two stars (**), and those at the 99% level are marked with three stars (***) 
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With the F-test of the overall significance (Pr > F) of all models in Panel A having p-

values of 0,02 to 0,001, all the models of Panel A are significant at the 95% level or better. 

With adjusted R2 values of between 0,362 and 0,433, the models in Panel A are able to 

explain over one third of the variation in ln(Invested) of the sample, with the Model 1 

including VotesSold as the only explanatory variable having the highest explanatory 

power. Looking at the control variables, ln(Assets) has a positive effect on ln(Invested) 

and is significant at the 99% level in all models, as predicted. The fact that ln(Assets) is 

highly significant in all models explains why the overall significance of all models was 

high. Surprisingly, Debt/Assets has a positive effect on ln(Invested) in all models, but the 

variable does not reach even the 90% significance level. Contrary to the assumption made 

during the model development, all models show ln(FirmAge) having a negative effect on 

ln(Invested), but the variable is not significant in any of the models. As expected, 

ln(PlatformAge) has a positive effect on ln(Invested) in all models, but no model shows 

the variable as significant. When looking at the explanatory variables, VotesSold shows 

the highest significance at 0,112 in Model 1, and 0,127 in Model 7. While coming close in 

Model 1 with a significance level of 88,8%, VotesSold is not able to reach even the 90% 

significance level. At 3,296 in Model 1 and 3,761 in Model 7, VotesSold has a significantly 

larger coefficient than any other variable in Panel A. As expected, the coefficient of 

VotesSold in both Model 1 and Model 7 is positive, showing a positive effect in 

ln(Invested). Surprisingly, LargestShareholder shows a negative effect on ln(Invested) 

in both Model 2 and Model 7, but neither model show the variable as significant. As 

expected, CEODuality has a negative effect on ln(Invested) in Model 3, but Model 7 

shows a positive effect. Neither Model 3 nor Model 7 shows the variable to be significant, 

though. As expected, IndependenceRatio, d(Audit), and d(ARating) positively affect 

ln(Invested) in both model pairs, but none of the three is significant even at the 90% 

level.  
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4.5.1.2. Panel B 

Table 15 Model parameters (Panel B) 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

Intercept 
6,079 

(0,000)*** 

6,948 

(0,000)*** 

6,405 

(0,000)*** 

6,580 

(0,000)*** 

6,397 

(0,000)*** 

5,985 

(0,000)*** 

d(Finance) 
0,708 

(0,017)** 
    

0,202 

(0,560) 

d(R&D)  
0,369 

(0,229) 
   

0,078 

(0,783) 

d(PriorStart-up)   
0,349 

(0,263) 
  

0,294 

(0,272) 

d(BusinessExpert)    
0,643 

(0,025)*** 
 

0,225 

(0,501) 

TeamSize     
0,196 

(0,000)*** 

0,162 

(0,004)*** 

ln(Assets) 
0,425 

(0,001)*** 

0,372 

(0,005)*** 

0,405 

(0,002)*** 

0,395 

(0,002)*** 

0,280 

(0,000)*** 

0,302 

(0,011)** 

Debt/ 

Assets 

0,091 

(0,247) 

0,031 

(0,706) 

0,059 

(0,468) 

0,059 

(0,440) 

0,094 

(0,177) 

0,110 

(0,137) 

Ln(FirmAge) 
-0,055 

(0,757) 

-0,042 

(0,829) 

-0,042 

(0,829) 

-0,042 

(0,816) 

0,118 

(0,480) 

0,170 

(0,338) 

Ln(PlatformAge) 
0,485 

(0,180) 

0,484 

(0,210) 

0,481 

(0,214) 

0,364 

(0,324) 

0,777 

(0,022)** 

0,635 

(0,069)* 

Pr > F 0,000*** 0,002*** 0,002*** 0,000*** 0,000*** 0,000*** 

Adj. R2 0,416 0,337 0,333 0,404 0,532 0,530 

Breusch-Pagan test: 0,370 (p-value, two-tailed) 

White test: 0,503 (p-value, two-tailed) 

All variables that are significant at the 90% level or higher are in bold. Those that are significant at the 90% level are marked with 

a star (*), those at the 95% level with two stars (**), and those at the 99% level are marked with three stars (***) 

 

With the F-test of the overall significance (Pr > F) of all models in Panel B having p-

values of 0,02 to 0,000, all the models of Panel B are significant at the 99% level or better. 

With adjusted R2 values of between 0,333 and 0,532, the models in Panel B are able to 

explain from one third up to over half of the variation in ln(Invested) of the sample, with 

the Model 5 including TeamSize as the only explanatory variable having the highest 

explanatory power. The coefficients of the control variables stay mostly unchanged from 

Panel A, the only exception being ln(FirmAge), that flipped from negative to positive in 

both Model 5 and Model 6 of Panel B. The significance levels of the control variables stay 

mainly unchanged from Panel A as well, with the only exception being ln(PlatformAge) 

that is significant at the 95% level in model 5, and at the 90% level in model 6 of Panel B. 

Looking at the coefficient of the explanatory variables, all show a positive effect on 

ln(Invested) as expected. At 0,708, d(Finance) has the largest coefficient of all variables. 
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With a p-value of 0,017, d(Finance) is significant at the 95% level in Model 1, while it is 

not significant in Model 6. d(R&D) and d(PriorStart-Up) are not significant in either 

model pair. d(BusinessExpert) has the second-largest coefficient at 0,643, and the 

coefficient is significant at the 99% level in Model 4, while not being significant in Model 

6. TeamSize is significant at the 99% level both in Model 5 and Model 6. 

4.5.2. Robustness tests 

Heteroscedasticity is an issue in statistics where the residuals of the dependent variable 

are unequal across the range of the dependent variable. The presence of 

heteroscedasticity is an issue for linear regressions, because the linear regression model 

assumes that the residuals of a regression model are equal across the range of dependent 

variables. Because of this assumption the regression model is unable to accurately 

predict the dependent variable across the whole range of the dependent variable if the 

residuals are unequal. If there is heteroscedasticity, a regression model may for instance 

only be accurate at low values of the dependent variable, but be highly inconsistent when 

predicting high values. To test whether Panel A or Panel B suffers from 

heteroscedasticity, a Breusch-Pagan test was performed to see if the variance of the 

errors in either panel was dependent on the values of their independent variables 

(Kutner, et al., 2008, p. 234). 

Table 16 Heteroscedasticity test (Breusch-Pagan test) 

Model A 
Model B 

0,852 (p-value, two-tailed) 
0,370 (p-value, two-tailed) 

 

With p-values of 0,852 and 0,370 respectively, the Breusch-Pagan test of neither Panel 

A nor Panel B gives reason to reject the null-hypothesis that the residuals are 

homoscedastic. As such, neither models show issues with heteroscedasticity. 

 

To check goodness of fit, the predicted results of ln(Invested) were plotted against the 

standardized residuals of the regression model of Panel A and Panel B in the graphs 

below (Figure 3&4). 
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Figure 3 Predicted residual plot (Panel A) 

 

Figure 4 Predicted residual plot (Panel B) 

 

Neither graph (Figure 3&4) show issues of obvious non-linearity (Kutner, et al., 2008, p. 

527). To further test the goodness of fit, the actual residuals of ln(Invested) was plotted 

against the predicted residuals of ln(Invested) for Panel A and B in the graphs below 

(Figure 5&6). 
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Figure 5 Actual/predicted plot (Panel A) 

 

Figure 6 Actual/predicted plot (Panel B) 

 

 

 

The charts (Figure 5&6) show that for both Panel A and Panel B, all residuals are within 

1.96−
+  standard deviations of the mean (area within the curved lines). This indicates that 

there are no issues with the distribution of the data-sample (Kutner, et al., 2008, p. 527).  
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5 DISCUSSION  

When looking at what information the mini-IPOs on Invesdor include, we see that the 

vast majority of the firms on Invesdor decided to include the information necessary to 

identify the firm’s board structure and board leadership. Only 5 out of 56 (8,9%) mini-

IPOs did not include the prerequisite information to determine the size of the firm’s 

board of directors, while only 7 (12,5%) omitted the information required to determine 

whether directors owned stock or if the CEO and chairman was the same person. This 

means that how many independent directors(defined solely based on stock ownership) a 

firm had and whether a firm employed CEO duality could be identified in the vast 

majority of cases. 15 out of 56 (26,8%) mini-IPOs included shareholder information that 

allowed the shareholder structure to be identified. This means that the presence of 

majority owners and blockholders could be identified in the vast majority of cases as well. 

While the inclusion of this information may be coincidental, the fact that the majority of 

firms decided to include this information does provide some support to the notion that 

the majority of firms seeking equity crowdfunding on Invesdor thought that including 

this corporate governance information would benefit their crowdfunding efforts. While 

the firms seeking crowdfunding may not have explicitly been aware of agency theory 

when choosing to include this information, they may have still understood that 

information about the leadership and ownership structure of their firm would be of 

interest to investors. Surprisingly, the inclusion of board structure and board leadership 

information was more common than the inclusion of financial statements. One possible 

explanation for this could be that the firms that omitted financial statements thought 

that the statements would have been unflattering. The fact that the majority of the 

companies in the sample were unprofitable and highly leveraged supports this notion. 

Companies may have decided that including nothing at all is better than including a 

statements that shows poor performance. This same reasoning may also explain why so 

few companies chose to include audit statements (37 out of 56 (66,1%)) and credit ratings 

(32 out of 56(57,1%)). If a firm has a poor credit rating for instance then omitting the 

rating all together may serve the crowdfunding efforts better than drawing attention to 

the poor rating by including it. 

The descriptive corporate governance statistics show that firms in the sample tended to 

have a blockholder that holds a large share of the voting power, while still not holding 

the majority. As the majority of the firms in the sample had several co-founders, the 

rarity of a single majority shareholder makes sense. The firms in the sample tended to 
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sell only a small part of the voting power to outsiders, which supports the notion that 

founders are unwilling to relinquish control of their company to outsiders. This notion 

was further supported by the fact that 10,7% of the firms sold dual-class shares with lower 

voting rights, as well as by the fact that the majority of mini-IPOs included first refusal 

clauses that allows the firm founders to stop outsider from buying shares. In 3 cases the 

shares sold provided no voting rights at all. Considering how the theory says that power 

in early-stage firms is concentrated with the founder, it may seem surprising that CEO 

duality was rare. However, as the majority of the firms were co-founded, splitting the 

role of CEO and chairman of the board among the co-founders is in line with the theory. 

Independent directors were rare, which follows the logic that early-stage firms do not 

have a need for the improved controlling and monitoring that independent directors 

provide. As for resource-dependency theory, even if independent directors could benefit 

the firms by fulfilling the resource-dependency role, employing independent directors 

may not be something most firms in the sample can afford to do. Considering the low 

profitability of the majority of the firms in the sample, monetary compensation for 

independent directors may be too expensive. Instead, providing shares may be very 

attractive method of payment for the firms in the sample. As being compensated in 

shares naturally means that the person is no longer independent, this would explain the 

rarity of independent directors in the sample even if independent directors would be 

beneficial to the firm’s performance according to resource dependency theory. That firms 

value having people that fill the resource dependency role is supported by the fact that 

having team members that filled the resource-dependency role was very common. Only 

5 out of 40 (12,5%) of the mini-IPOs in the sample did not include a single member than 

fit one of the four categories outlined in this thesis. Having previously been involved in a 

start-up was the most common characteristic of team members, which could indicate 

that being a serial entrepreneur is common among the sample firms. Business Experts 

were the next most common type of team member, possibly indicating that many of the 

start-up firms saw value in having a Business Expert as a member either due to the advice 

or legitimacy that he provides to the firm. A team member with a background in R&D or 

finance was least common, but both of them were still present in 35% of the firms in the 

sample. This could indicate that both roles are still seen as important among the firms in 

the sample even if they were the least common categories. As the majority of the firms in 

the sample were developing a product, and as start-ups in general have limited resources 

and the firms in the sample were involved in a crowdfunding effort, having a team-

member with a background either in R&D or finance seems like a natural advantage.  
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As expected, the regression results show that the size of the firm is significantly and 

positively associated with the amount of funding raised (investment). All else being 

equal, a larger company should be worth more than a smaller one. The fact that the debt-

to-assets ratio was positively associated with investments was surprising, even if the 

variable was not significant in any of the models tested. One possible explanation could 

be that fast-growing companies are more leveraged, while another explanation could be 

that the increased leverage decreased the slack afforded to firm insiders, decreasing 

agency costs. Firm age, while insignificant, was predominantly negatively associated 

with investments, which could be explained by younger, faster growing companies being 

preferred by investors. As expected, the age of Invesdor as a platform was positively 

associated with investment. This supports the notion that as time passes, the platform 

grows in user base and renown and so too do average investments. The fact that platform 

age was significant in Model 5 and 6 of Panel B further solidifies this notion.  

The amount of votes sold during a mini-IPO was positively associated with investments 

as expected, even though the significance was just shy of the 90% level. This could be an 

indication of the fact investors valued the increased voting rights that this gave outsiders. 

Another explanation could be that the positive association was simply due to the greater 

cash-flow rights that came along with increased voting-rights. Surprisingly, the largest 

shareholder, while insignificant, was negatively associated with investment. This could 

be an indication that the decrease in incentive to invest in non-pecuniary benefits that is 

associated with increased cash-flow rights of the largest shareholder does not outweigh 

the increase in free-riding when it comes to control and monitoring that is associated 

with decreased minority holdings. CEO duality had a positive or negative association 

with investment depending on the model and was not significant in either. This could be 

indicative of the mixed effect of CEO duality that previous research has found, with no 

clear consensus of the effects of CEO duality on firm performance. The independence 

ratio of the board of directors was, while positively related to investment, insignificant. 

As such, the results provide no evidence to support the notion that investors value the 

presence of independent directors in this sample, either from an agency theory or a 

resource dependency theory perspective. This could be because investors may consider 

directors classified as independent in this study to be affiliated or interdependent 

directors, as director independence could only be determined based on shareholdings. 

The fact that the inclusion of an audit statement was not significant is surprising, 

especially considering how optimistic the revenue estimates in the sample are compared 

to the revenue reported in the financial statements. However, as the inclusion of a 

financial statement was not significant either, the case may be that the investors laid 
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more weight on other aspects of the pitches than the current financial performance or 

corporate governance of a firm. This notion is further supported by the fact that the 

inclusion of a good credit rating was insignificant as well. As the sample consists of start-

up companies, it is possible that investors are mainly interested in the prospective 

performance of the firms, rather than the firms’ current situation. A financial statement, 

an auditor’s statement or a credit rating may all be of little interest to investors that are 

focused on future performance, as they all describe the past performance of the firm. A 

firm that has yet to launch their first product may show very poor current performance 

but can still be highly successful once the product launches. Additionally, as it is often 

the case with crowdfunding efforts, there may be investors that are only investing 

because they want to see the product a company is making reach market. If all they care 

about is getting their hands on the product that a company is making, then present or 

future monetary returns may be of little interest to the investor.  

 

As expected, all explanatory variables in Panel B were positively associated with 

investments, which provides support for the notion that investors appreciate the 

presence of team members that fill the resource dependency role in firms. This notion is 

further supported by the fact that 3 out of 5 explanatory variables in Panel B were 

significant at the 95% confidence level. The presence of a team member with a 

background in finance had a very large positive effect on investment, which supports the 

notion that early-stage firms are strapped for resources, and especially financing, and 

that having someone who can help the firm secure financing either through their 

connections or their expertize is seen as highly beneficial. The same was true for the 

presence of a Business Expert on the team. This fits well with the notion that counsel and 

legitimacy is very important for firms that are early in their life-cycle. Furthermore, 

simply having a person with a prestigious business background vouching for the firm in 

question by staking his reputation on the firm may have served as a strong signal of 

confidence to investors. A Business Expert is unlikely to find it worth his time and effort 

to join a company unless he thinks that the company will be successful. The fact that a 

Business Expert has decided to join a start-up tells investors that he is optimistic about 

the chances of that company. This provides prospective investors with information about 

the expected future performance of the company, reducing the information asymmetry 

between the investors and the company. The presence of a team-member with a 

background in R&D or with a previous start-up company were neither significantly 

associated with investment. One explanation could be that a background in R&D is more 

strongly associated with industry sector than it is with firm performance. After all, it is 
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more likely that an IT Start-up has a member with R&D experience than a brewery. As 

for previous experience with Start-up companies, while it is true that having experience 

with the process of starting a company is undoubtedly beneficial, the fact that the person 

has tried and possible failed to launch a company before could be a negative signal to 

investors. The results for R&D may have been different if controlling for industry sector 

would have been possible, while the results for Start-up may have been different if it 

would have been possible to separate successful previous attempts from unsuccessful 

ones. The size of the management team was by far the most significant explanatory 

variable in Panel B, reaching the 99% significance level in both Model 5 and Model 6. A 

large team would naturally be beneficial from a resource dependency standpoint, as 

everything else being equal, a larger team increases the chance of having a member that 

can provide expertize or connections to the firm. Furthermore, a large management team 

may have acted as a strong signal to investors, with a firm with a large team appearing 

more legitimate.  

 

In general, the regression results show support for the resource dependency role in early-

stage firms, while finding no significant support for the value of controlling and 

monitoring in such firms. This is in line with the theory outlined in this thesis that 

proposed that early life cycle firms benefit greatly from additional resources and 

expertise, while they do not suffer greatly from agency costs. If, as the theory suggest, the 

incentives of the management of the firms in the sample are highly aligned with the 

incentives of the shareholders, then there may be little value in increased controlling and 

monitoring. Another possible explanation for the fact that increased control and 

monitoring did not have a significant effect on investments could be that the investors in 

the sample have high faith in the corporate governance of the firms in general, possibly 

thanks to government mandated legislature. If the investors that use Invesdor consider 

Finnish firms to be generally well run with little chance of investors being taken 

advantage of, then they may not consider increase controlling and monitoring important.  

5.1. Suggestions for future research 

As the sample of this thesis was relatively small due to equity crowdfunding being a 

recent phenomenon, repeating the study at a later date could provide more significant 

results by increasing the sample population. The cross-sectional analysis in this thesis 

does not allow for conclusions as to whether the corporate governance characteristics 

that had a significant correlation with investments are positively associated with firm 



 

 

60 

performance. A panel data analysis of the firms in the sample at a later date could show 

if the corporate governance characteristics of the firms in the sample are correlated with 

future firm performance. Finally, a similar study performed using a sample gathered 

from a crowdfunding platform in another country could examine what, if any, differences 

between countries there are in the corporate governance characteristics of firms, or in 

investor preferences, when it comes to equity crowdfunding. 
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APPENDIX 1  

 

 

Table 17 Correlation matrix (Panel A) 

  
ln 

(Assets) 
Debt/ 
Assets 

ln 
(F.Age) 

ln 
(P.Age) 

Votes 
Sold 

L. 
Sholder 

d 
(CEOD.) 

Ind.  
R. 

d 
(Audit) 

d 
(ARating) 

ln 
(Invested) 

ln(Assets) 1                     

Debt/Assets -0,570 1          

ln(FirmAge) 0,627 -0,158 1         

ln(PlatformAge) 0,332 -0,290 0,197 1        

VotesSold -0,355 -0,058 -0,195 -0,171 1       

LargestShareholder 0,199 -0,034 0,206 -0,121 -0,082 1      

d(CEODuality) 0,045 -0,090 0,095 -0,153 -0,200 0,597 1     

IndependenceRatio 0,183 -0,196 0,068 0,035 0,014 0,177 -0,046 1    

d(Audit) 0,153 -0,220 -0,016 0,366 -0,246 -0,476 -0,205 0,109 1   

d(ARating) 0,185 -0,345 -0,099 0,527 0,028 -0,066 -0,072 0,146 0,267 1  

ln(Invested) 0,654 -0,343 0,315 0,360 -0,091 -0,015 -0,074 0,177 0,201 0,316 1 
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Table 18 Correlation Matrix (Panel B) 

  
ln 

(Asset) 
Debt/ 
Assets 

ln 
(F.Age) 

ln 
(P.Age) 

Team 
Size 

d 
(Fin.) 

d 
(R&D) 

d 
(P.Start.) 

d 
(B.Exp.) 

ln 
(Invested) 

ln(Assets) 1          

Debt/Assets -0,514 1         

ln(FirmAge) 0,527 -0,035 1        

ln(PlatformAge) 0,332 -0,225 0,209 1       

TeamSize 0,215 -0,325 -0,204 -0,100 1      

d(Finance) -0,020 -0,221 -0,156 0,036 0,386 1     

d(R&D) 0,049 0,046 -0,136 0,058 0,221 0,298 1    

d(Prior Startup) -0,086 -0,148 -0,297 0,040 0,138 0,173 -0,081 1   

d(BusinessExpert) 0,054 -0,137 -0,100 0,182 0,319 0,649 0,390 0,078 1  

ln(Invested) 0,599 -0,269 0,284 0,359 0,490 0,282 0,212 0,104 0,345 1 

 


