
S
ome call it the ‘valley of 
death’, others ‘the black 
hole’. Early stage tech 
firms desperately need to 
raise funds to reach a point 
of scalability, but between 

their ‘seed’ rounds and all-important series 
A, there is a shocking lack of investment 
available. 

“The biggest gap is between the 

£250,000 and £1 million mark,” says 
John Spindler, chief executive of Capital 
Enterprise, a firm that supports London-
based entrepreneurs. “A business needs to 
raise a round so it can prove some points 
and raise another round. But if you can’t 
find the investment then you’ll never 
prove those points. And if you don’t reach 
series A then you’re unlikely to survive.”

The trend blights the European ed tech 

sector particularly: too many start-ups 
struggle to attract serious venture capital 
and so fizzle out. However, there may be 
a solution: a small but growing number of 
firms are turning to ‘crowdfunding’ in the 
hope it’ll bridge the gap. 

Crowdfunding has been around in 
one shape or form for over a decade, 
but has really taken off in the last few 
years as businesses have struggled to 
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Could ‘crowdfunding’ solve ed tech’s investment woes? 
Daniel Thomas investigates



▶

source traditional forms of investment. 
According to Nesta, a social impact 
investor, some £939 million was raised 
in the UK’s alternative finance sector 
in 2013 – up from £309 million in 
2011. The majority of that was through 

donation based crowdfundng and peer-
to-peer lending. But the sum raised via 
‘equity crowdfunding’, whereby investors 
purchase shares in a firm, grew much 
faster from £23.9 million in 2012 to £28 
million in 2013.

Crowdfunding is going mainstream too, 
it seems. In September, Chapel Down, 
an English wine maker, became the first 
ever listed business to launch a campaign 
in a bid to raise £1 million through the 
platform Seedrs. And in June, Mexican 
restaurant chain Chilango unveiled plans 
to raise £1 million through a crowd-
sourced bond.

That ed tech is now looking at 
crowdfunding is not surprising, then – it 
may well be suited to it too, says Spindler. 
“Crowdfunding works best for products 
and services people understand, and it 
seems like education is something people 
instantly get and want to be involved 
with.” 

This leads to “pretty good valuations”, 
along with access to investors genuinely 
willing to take a chance on an idea. “It’d 
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Crowdfunding successes in UK ed tech
Hubbub: A white label crowdfunding platform for universities, 
enabling fundraising for student, society and faculty projects. Set a 
£250,000 target for 12.54% equity offered on Crowdcube, at time of 
writing has raised £405,670. 
Lend Me Your Literacy: An online publishing platform for children. 
Set a target of £100,000 target for 5.56% equity offered on 
Crowdcube, raised £170,950.
Primo: A physical game that teaches children programming logic 
without the need for literacy. Set a target of £35,000 on Kickstarter, 
raised £56,666.

The Crowdcube team
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be very different if you go to angels to 
raise funds of that scale. They see all the 
problems in the education market: low 
adoption rates, the distributed decision 
making process which makes it incredibly 
hard to scale, very long sales cycles.”

Success stories include Kano in the USA, 
a build-it-yourself computer that raised 
$1.5 million (about £900,000) from 13,387 

▶

backers. In the UK we’ve seen Learn my 
literacy and Hubbub, which both ended up 
smashing their targets on Crowdcube.

Which models to use
There are a number of crowdfunding 
models and it’s important to choose the 
right one. ‘Reward based’ crowdfunding 
through sites like Kickstarter is by far the 
most popular type globally, but tends to 
only work for ‘hardware’ products, because 
investors are typically given the ‘final 
product’ in return for their contribution. 
(Investors in Kano, for instance, were 
given the computer). 

Most ed tech firms are service 
based propositions, so ‘equity based’ 
crowdfunding is usually the best way to 
go, with the biggest two platforms being 
Seedrs and Crowdcube. Such platforms 
can also be used in conjunction with the 
Seed Enterprise Investment Scheme (SEIS) 
and Enterprise Investment Scheme (EIS) – 
state initiatives that incentivise early stage 

investors with substantial tax breaks.
KO-SU is a platform for creating and 

publishing learning activities for mobile 
devices. It has already raised £400,000 from 
angels, but hopes to use crowdfunding to 
raise its pre-series A round. “I could have 
tried to find a dozen or so angels but that 
would be like herding cats,” says founder 
Gerlinde Gniewosz. “Crowdfunding is also 
a way of coordinating investors, because 
you’ve got an online presence through 
which it is easy to sign up. You also cast 
a much wider net, so you get the smaller 
investors and larger investors all going 
through the same pipe.”

That investor diversity has some key 
advantages. First you get members of 
the general public who are captured by 
a product or service and want to support 
it. These investors also invest emotionally 
and can end up being an ambassador for 
it – a potential boon for ed tech firms 
struggling to drive adoption. 

Then there are amateur investors 

FIGURE 1
THE SIZE AND GROWTH OF THE UK ALTERNATIVE 
FINANCE MARKET
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Capital Enterprise
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FIGURE 2
THE DIVERSITY OF THE UK ALTERNATIVE FINANCE MARKET

TRANSACTION VOLUMES AND AVERAGE GROWTH RATES BY MODELS 2011-13
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– “Dragon’s den types” according to 
Spindler – along with experienced angels 
themselves, who use crowdfunding 
to finish off a round. “You’re raising 
£200,000 and you can find angels to raise 
£70,000-80,000 – so where are you going 
to find the rest?” he explains.

Still, there are considerable risks 
associated with crowdfunding. Chief 
among them is that “you only get ‘one 
shot’ at a successful raise,” says James 
Grant of TutorTap, a tutoring market place 
website. He will eventually be seeking to 
raise funds but doubts he’ll use a platform 
like Crowdcube. 

“If you miss your targets, have too high 
a valuation or get something slightly 
wrong then you won’t raise your fund. 

And it’s very, very difficult to go back and 
do it a second time because people in the 
crowdfunding community go on all the 
websites and they will remember you.”

Investor diversity also has a downside: 
as crowdfunding involves both members 
of the public looking for a good idea, 
and investors seeking a return, rightly or 
wrongly a raise becomes a “proxy for the 
quality of your business”, says Gniewosz. 

“There’s a sense that 100, 200 people 
can’t be wrong,” agrees Grant. “So the 
danger is there’s a real reputation risk.” 

Spindler doesn’t buy that a botched 
crowdfunding round necessarily means the 
end of a business. What he does question, 
though, is whether crowdfunding in itself 
can ever really fix the UK ed tech market. 

“The real problem is scale: it takes you 
enormous amount of time and effort to 
get one English school to accept your 
product, especially now they all do their 
own decision making.” 

The conservatism of policy makers 
doesn’t help either, although he does 
believe that “all levels of education are 
ready to be disrupted”. “You see little 
streams – you think it will never cut 
through this valley, but over time it does 
and eventually the glacier collapses.”

In the short term, then, crowdfunding is 
likely to become a more popular source of 
investment in the ed tech space.  It may 
not answer all of the market’s problems, 
but it could just tide start-ups over until 
they reach that all-important series A. n

Source: nesta.org.uk


