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An increasing body of entrepreneurship research highlights the prevalence of effectuation as an effective
strategy in uncertain environments, yet little is known about how investors react to entrepreneurs’ effectu-
ation strategies. In this study, we examine how stretch goals, an effectuation strategy where entrepreneurs
adaptively adopt new goals on top of the initial and predetermined goal, affect investors’ decisions. On the
one hand, stretch goals may mitigate perceived uncertainty by demonstrating an entrepreneur’s continuous
commitment and sharp sense-making of the changing opportunities and whereas, on the other hand, it may
raise questions about the entrepreneur’s ability to reach the target, thus increasing uncertainty. An analysis
of data from one of the largest crowdfunding platforms in Southeast Asia shows that stretch goal adop-
tion has an instantaneous negative effect on fundraising performance. However, as the fundraising unfolds,
entrepreneurs can mitigate, and even reverse the negative effect. Moreover, further exploration demonstrates
mechanisms that can worsen or alleviate the initial negative effect. Our study highlights the countervailing
effects of stretch goals and has important implications for entrepreneurs that use stretch goals as a strategy

to optimize the chances of success in resource acquisition.
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1. Introduction

Securing capital from investors is challenging for entrepreneurs given the difficulties investors face
when ascertaining the abilities of entrepreneurs to explore opportunities and achieve their pre-
determined goals. It becomes even more daunting when entrepreneurs are increasingly stretching
their goals (i.e., adding new goals beyond the predetermined one) as an effectuation strategy to
capture fast-changing opportunities (Saravasthy 2001, Jiang and Riiling 2019). Stretch goals can
be defined as goals with an objective to stretch the current targets and are often difficult to achieve
with an unknown attainment probability given current resources (Sitkin et al. 2011). They can

motivate and inspire entrepreneurs (Kerr and Landauer 2004, Locke and Latham 2006), and help
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them keep flexibility and explore contingencies under uncertain environments, thus improving their
performance (Brettel et al. 2012, Deligianni et al. 2017). Success stories of stretch goals usage
by entrepreneurs include Elon Musk, the CEO of Tesla and SpaceX, with his stretch goals that
made him surpass conventional limits in creativity and performance (Pina e Cunha et al. 2017).
Notwithstanding these success stories, critics of stretch goals have also pointed out that they may
lead to excessive risk taking, increased perception of failure and demotivation (Gary et al. 2017,
Ahmadi et al. 2022). While it has been acknowledged that stretch goals —which have been studied
in various fields—can have differing effects ranging from positive to negative, little is known about
their implication in shaping investors’ funding decisions.

To fill this gap, we examine how entrepreneurs’ stretch goals affect investors’ decisions, and
thus fundraising performance. Based on the prior literature on the paradoxical effects of stretch
goals (Gary et al. 2017, Ahmadi et al. 2022), we develop competing hypotheses regarding the rela-
tionship between stretch goals and fundraising performance. On the positive side, we hypothesize
that stretch goals will improve fundraising performance because the possibility of newly shaped
opportunities or options can help augment investors’ commitment (Vrecko and Langer 2013). Fur-
thermore, with stretch goals, the venture offers more flexibility, thus allowing it to attract a wider
range of investors. Therefore, the increased commitment and venture’s flexibility due to stretch
goals will reduce investors’ perceived uncertainty and improve fundraising performance.

On the negative side, we hypothesize that stretch goals may harm fundraising performance
by amplifying risk and uncertainty. Venture resource acquisition stage is characterized by high
uncertainty and a high rate of failure (Kuppuswamy and Bayus 2017, Xu and Ni 2022). Stretch
goals typically add more difficulty, thereby increasing investors’ perception of failure likelihood.
Additionally, stretch goals can reduce or reset the perceived progress of the venture towards its
funding target. Therefore, this increased uncertainty may reduce investors’ willingness to provide
their funds (Colombo et al. 2015), which leads to our competing hypothesis on the negative impact
of stretch goals on fundraising performance.

To test these hypotheses, we obtain a unique dataset from a leading reward-based crowdfund-
ing platform in Southeast Asia. The platform allows entrepreneurs to adopt stretch goals at any
moment during their venture. The dataset contains, but is not limited to, time of stretch goal adop-
tion, details of all transactions including backing and browsing records, comments and replies and
other characteristics of each venture. To strengthen our causal identification strategy, we employ a
within-platform identification strategy (Proserpio et al. 2017) that exploits a unique design of the
crowdfunding platform. Furthermore, we follow prior research and use regression in discontinuity

as our econometric model estimation (Goes et al. 2016, Lee et al. 2018).
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Our results show that adopting stretch goals will have an instantaneous negative impact on
fundraising performance. Investors will perceive increased uncertainty and, as a result, react neg-
atively. Our further exploration shows that this negative effect will be attenuated as the venture
progresses because the associated uncertainty diminishes as the venture reaches the stretch goals.
In particular, when a venture reaches its stretch goals, surprisingly we see a positive effect due
to the reduced uncertainty. We also explore the mechanisms that may alleviate (e.g., comments,
replies, late stretch goal adoption) and aggravate (e.g., low initial target goal, technology category)
the negative impact of stretch goal adoption.

Our study makes several contributions to the literature. First, we contribute to the literature
on entrepreneurship and specifically, effectuation theory. Unlike prior studies that have primarily
focused on how entrepreneurs’ various effectuation strategies affect their own performance, we
theorize and provide evidence on how entrepreneurs’ effectuation strategies, such as stretch goals,
may drive the evaluation of important resource providers (e.g., external investors). In this way, our
work extends the current literature on effectuation theory by offering insights into the potential
effect of effectuation on important stakeholders in entrepreneurs’ environment (Van Mumford and
Zettinig 2022). Furthermore, by showing how the effect of effectuation changes over the course
of a venture, we also answer the call for incorporating temporality when evaluating effectuation
strategies (Jiang and Tornikoski 2019).

Second, we contribute to the literature on goal setting, specifically the literature on stretch goals.
Prior studies have shown the contradicting effects of stretch goals (Gary et al. 2017, Ahmadi et al.
2022), and we build on these works and show how those contradicting effects co-exist and supersede
each other over time. Thus, we offer a more nuanced understanding of the paradoxical effects of
stretch goals.

Third, we extend the literature on the design of crowdfunding platforms by showing the impact
of goal setting design strategy using stretch goals. Prior research has neglected this important
design practice and its influence on fundraising performance. Our findings provide indications as to

when and how to embrace stretch goals in order to maximize the success probability of fundraising.

2. Literature Review

Entrepreneurs often face a high level of uncertainty during the early stages of their ventures. To
overcome uncertainty, the literature has identified causation and effectuation as two approaches
entrepreneurs take in the context of new venture creation (Jiang and Riiling 2019). Causation
involves taking rational actions based on predicting the future and trying to control it through
careful planning and analysis. In this approach, the entrepreneur makes decisions based on a set

of predetermined goals and assumes that the future can be predicted with some level of accuracy
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(Saravasthy 2001, Jiang and Tornikoski 2019). On the other hand, effectuation involves taking
actions based on the resources and opportunities available to the entrepreneur, rather than trying
to predict the future. This approach involves adapting to changing circumstances and embracing
uncertainty rather than trying to control it (Saravasthy 2001, Jiang and Tornikoski 2019). In
effectuation, entrepreneurs focus on creating value and exploiting opportunities as they emerge.
This is done by seeking potential stakeholders with whom entrepreneurs can establish new means,
identifying and setting new goals over the course of the venture (Jiang and Riiling 2019) and
modifying them when needed (Sarasvathy and Dew 2005).

Drawing on a process perspective, Saravasthy (2001)’s original conceptualization of effectuation
focused on how effectuation works. Recent literature calls for further studies (Gupta et al. 2016,
Jiang and Riiling 2019, McKelvie et al. 2020) to advance our understanding of effectuation by
moving beyond simply understanding how effectuation happens to understanding what impact it
can have. This entails evaluating effectuation using a variance perspective where the effectuation
strategy adopted serve as a variable to explain a particular measure of performance (McKelvie et al.
2020). Although some efforts have been made to examine how effectuation affects performance
(Brettel et al. 2012, Deligianni et al. 2017), few studies have tried to examine how stakeholders
react to entrepreneurs’ effectuation strategies. Investors play an important part when entrepreneurs
choose to embrace effectuation (Jiang and Tornikoski 2019), thus understanding how they behave
in the face of an effectuation strategy can bring valuable insights to the effectuation literature.

In order to understand how investors react to entrepreneurs’ effectuation, we focus on a partic-
ular effectuation strategy, stretch goals. Stretch goals are funding targets that are set above the
initial funding target. There are contradictory views on how stretch goals may affect investors’
contribution to fundraising projects. Studies in favor of stretch goals argue that they could be
strategic tools to entice and excite investors (Li and Jarvenpaa 2015). For example, entrepreneurs’
utilization of stretch goals may highlight their flexibility in exploring opportunities (Vrecko and
Langer 2013), making them more attractive to investors. Another stream of literature cautions
the use of stretch goals because achieving stretch goals entails more difficulties and challenges for
entrepreneurs (Li and Jarvenpaa 2015), and therefore investors may question entrepreneurs’ abil-
ity to reach and deliver the promised outcomes, increasing perceived uncertainty and adversely
affecting fundraising performance. Despite these disputes, theoretically, little is known about how

investors react to entrepreneurs’ stretch goals.

3. Hypothesis Development
Recognizing the paradoxical nature of stretch goals (Sitkin et al. 2011, Ahmadi et al. 2022), we

present competing hypotheses to explore the relationship between stretch goals and fundraising
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performance. We build on the prior literature that posit that stretch goals can influence individuals
via affective mechanisms that in turn shape their perception of uncertainty and subsequent behavior
(Sitkin et al. 2011), and propose that, on the one hand, stretch goals can highlight entrepreneurs’
flexibility in exploring opportunities which can increase venture’s attractiveness, thus reducing
investors’ perceived uncertainty and positively influencing fundraising performance. On the other
hand, we propose that stretch goals may invite investors to question the ability of entrepreneurs
to achieve the promised outcomes and heighten their fear, thus increasing perceived uncertainty

and negatively impacting fundraising performance.

Positive Effect of Stretch Goals

The primary advantage of stretch goals is the flexibility they confer on the venture. Relative to other
ventures, ventures with stretch goals offer more varieties of outcomes contingent on fundraising per-
formance which can increase the attractiveness of the venture to a broader range of investors with
various requirements (Brettel et al. 2012). When contemplating to invest in a venture, investors
cannot fully assess the opportunity profit potential due to uncertainty as the complete evaluation of
the opportunity can only be made post hoc (Drover et al. 2014). Instead, investors rely on attributes
of the venture such as attractiveness to inform their decision (Drover et al. 2014). The attractive-
ness of a venture can help reduce investors’ uncertainty perceptions (Domurath and Patzelt 2016)
because attractiveness can affect individuals’ perception and judgement without altering the actual
fact (Jiang et al. 2021). Further, in environments characterized by high uncertainty such as early
venture stage, flexibility has been found to positively impact venture performance by increasing
pre-commitments and facilitating the establishment of alliances with incumbent investors (Deli-
gianni et al. 2017). Pre-commitments and alliances with incumbent investors have the advantage
of mitigating new, potential investors’ perception of the level of venture uncertainty (Ahlers et al.
2015).

In addition, by making stretch goals known, entrepreneurs can also increase their accountability,
making it harder for them to abandon it without embarrassment or appearing inconsistent (Klein
et al. 2020). Accountability plays an important role in the funding relationship between investors
and entrepreneurs (Grimes 2010) because it can reflect an entrepreneur’s continuous commitment
and determination (Eddleston et al. 2016) . Typically, when a venture announces stretch goals,
it reveals its plans for the future beyond the initially stated goal. Accountability helps to garner
a favorable external image which can have the effect of making a venture more attractive to
investors (Litz 1997). Thus, the entrepreneur’s disclosure of the venture long-term plans can largely
reduce investors’ perceived uncertainty and increase their commitment to the provision of generous

funds (Le Breton-Miller and Miller 2020). In sum, stretch goals can enhance the flexibility of
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ventures and the entrepreneur’s accountability, which raises the attractiveness of the venture and
the entrepreneur’s determination, and thus positively influence fundraising performance. Based on

these reasons, we propose,

Hypothesis 1a Stretch goals positively affect the performance of fundraising.

Negative Effect of Stretch Goals

The uncertainty of early stage ventures leads to a high rate of failure at around 60% (Kuppuswamy
and Bayus 2017, Xu and Ni 2022). Sitkin et al. (2011) suggests that stretch goals can facilitate
performance but also simultaneously disrupt it because they may elicit negative affective responses
that often follow difficult goals. If stretch goals are perceived to be too difficult, their potential
positive effect mentioned earlier could be impeded by fear and demotivation (Sitkin et al. 2011).
Stretch goals may induce greater uncertainty by adding a layer of difficulty to the venture adopting
it. More difficulty can increase investors’ perception of failure likelihood. Ahmadi et al. (2022)
found that stretch goals can increase the fear of failure because they are perceived as less attainable
and can create a negative judgement. When a goal is perceived as less attainable, investors reduce
their willingness to commit their funds (Kuppuswamy and Bayus 2017). Stretch goals tend to be
more difficult and are more likely to be perceived as less attainable, thus increasing uncertainty
and negatively affecting the venture fundraising performance.

In addition, given that stretch goals reset the final fundraising target of the venture, it is likely
to affect investors perception of the venture progress. It may reduce or reset the perceived progress
of the venture and thereby also increase the venture perceived uncertainty. Perceived progress has
been shown to be an important influencing factor of fundraising performance (Kuppuswamy and
Bayus 2017). As evidenced in the crowdfunding context, ventures seeking resources from investors
usually receive more funds when they are closer to their goals than when they are far from them.
Pledging funds to a venture that is closer to its target goal is more appealing than pledging to one

that is still far from it (Colombo et al. 2015). Based on these reasons, we propose,

Hypothesis 1b Stretch goals negatively affect the performance of fundraising.

4. Methodology
4.1. Empirical Context

To evaluate how stretch goals as an effectuation strategy affect external investors, we choose online
crowdfunding as the empirical context because the literature has stated that effectuation is preva-
lent under conditions of uncertainty (Jiang and Riling 2019) and crowdfunding is characterized
by huge uncertainty regarding the successful collection of funding from potential investors. More-

over, approximately 75% of ventures on crowdfunding platforms failed to deliver or delivered after
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considerable delay (Colombo et al. 2015, Xu and Ni 2022). In particular, we choose reward-based
crowdfunding because most reward-based crowdfunding platforms such as Kickstarter, adopt an
all-or-nothing mechanism where entrepreneurs receive the funding collected only if they reach their
target amount. In other words, for example, even when an entrepreneur collected 99.9% of their
original target, the platform will return the money to the investors because the entrepreneur fell
short of reaching 100%. Thus, we believe that reward-based crowdfunding with an all-or-nothing
mechanism provides a perfect context to study how investors react to an entrepreneur’s effectuation

strategies such as stretch goals.

4.2. Data Source and Sample

Our empirical setting is one of the leading reward-based crowdfunding platforms in Southeast Asia.
The platform adopts an all-or-nothing funding mechanism. Since 2012, the platform has attracted
more than 350,000 users. In November 2017, the platform introduced the stretch goal function,
which allows project creators to adopt stretch goals during their project funding campaign. We
obtained proprietary data about the two largest categories on the platform, technology category
and community category!'. Our data are measured on a daily level with records of the exact time
when project creators adopt stretch goals, thus enabling us to effectively examine the influence of
stretch goals on fundraising performance.

The dataset contains 34,704 project-day observations (884 projects) from November 2017 to
March 2022 with 145 projects that adopted stretch goals. For each daily observation and each
project, on top of identifying the exact adoption time of stretch goals, we observe the number of
backers who supported the project, the number of browsing the project received, the number of
comments and replies left by backers and the project creator respectively, and the number of days
left before the project ends. We remove projects that did not receive any funding and those that
adopted stretch goals on the first day as they do not offer any variation in our variables of interest.
In the end, our final sample has 31,147 project-day observations (796 projects) with 138 adopting

stretch goals.

4.3. Identification Strategy

One major challenge to our proposed casual effect of stretch goal adoption on fundraising perfor-
mance may be that the observed pattern is not necessarily being caused by stretch goal adoption.
For example, unobserved factors such as the quality of a project may affect both whether the
entrepreneur adopts stretch goals and whether backers commit their funds to the project. To
overcome this concern and ascertain the casual effect of stretch goal adoption on fundraising per-

formance, we adopt a within-platform identification strategy (Proserpio et al. 2017). This approach

11n the late part of the study, we analyze the heterogeneity of these two categories
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exploits a unique design of the crowdfunding platform (Figure 1). Because of the design of our
chosen platform, when potential backers browse a project on projects’ list page, they are able to
view all basic information of a project (e.g., project title, amount target, days left) but unable to
see whether the project adopted stretch goals or not (Figure 1(a)). They can only see stretch goals
when they click to enter the project information page (Figure 1(b)). This allows an identification
strategy such that any difference in the pattern of the two performance indicators, browsing and
backing, is unlikely to be driven by other unobserved factors. In other words, the effect observed on
project’s contribution pattern (backing) should not be seen on the traffic pattern (browsing) of the
focal project adopting stretch goals if indeed the effect is caused by stretch goal adoption. By show-
ing that the effect of stretch goal adoption is only seen on one measure of fundraising performance,
backing (i.e., as the intended effect), rather than another, browsing (i.e., as the counterfactual
effect), we can safely infer the impact that stretch goal adoption has on fundraising performance,
i.e., backing, and thus eliminate other alternative explanations for the potential effect observed

(Dhanorkar 2020).

4.4. Measurement

Dependent Variable. Following past studies (Kuppuswamy and Bayus 2017, Taeuscher et al.
2021, Xiao et al. 2021, Anglin et al. 2022), we measured a project’s fundraising performance by
calculating the number of backers it received. This variable, i.e., backers, captures the number
of backers who pledge their support on a given day for a given project. For our identification
strategy, we also used another measure of performance as the counterfactual effect, browsing, which

is computed by aggregating the number of daily browsing a given project received (Burtch et al.

"4 $137,880
M backers

93 backers
36
i i it e

$137,880 18% 38 days to go m

%0 $734400 $900000 Share
(a) Before entering the
project page (b) After entering the project page

Figure 1 lllustration of the within-platform identification strategy.
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2015, Burtch et al. 2018). We winsorized these two dependent variables at the 99th percentile
to mitigate the influence of outliers (Liu et al. 2014, Gao 2018). In robustness checks, we log-
transformed the two dependent variables or replaced backers by another alternative performance

measure, i.e., the daily amount collected by a given project, and obtained consistent results.

Independent Variable. Our independent variable represents the adoption of stretch goal by
a given project. We operationalized this variable as a dummy, which equals one if the given day is
on the day of adoption and after adoption (stretch_goal). Otherwise, the variable takes the value

of zero.

Control Variables. We included a set of controls that may affect the validity of our identifi-
cation strategy. First, to account for the trend before and after stretch goal adoption, we followed
prior research (Goes et al. 2016, Lee et al. 2018) and included duration, which represents the num-
ber of days after stretch goal adoption, with a positive value after stretch goal adoption, a negative
value before stretch goal adoption, and zero on the day of adoption (Goes et al. 2016, Lee et al.
2018). Second, to account for sources of unobserved heterogeneity and in accordance with previous
studies (Kuppuswamy and Bayus 2017, Lee et al. 2018, Xiao et al. 2021), we included several
control variables known to influence project performance. Prior research has shown that the total
number of backers received on day ¢-1 influences the number of backers received on day ¢ (Xiao
et al. 2021, Yang et al. 2020), and given that our chosen platform displays this number in a notable
fashion on each project page, we included the cumulative number of backers a given project has
received before a given day, with log transformation (cum_backers). Because prior backers’ com-
ments and the entrepreneur’s replies have been shown to also impact crowdfunding performance
(Dai and Zhang 2019, Xiao et al. 2021), we controlled for comments and replies posted until day ¢,
with log transformation (cum_com_message). To account for the possibility of competition effects
among related projects, we included the number of other active projects in the same category as
the focal project on day t (competing_project) (Xiao et al. 2021). The platform also displays the
number of days left for a given project to finish, and in line with prior research (Burtch et al.
2016, Xiao et al. 2021), we added the number of the days left before a project finishes, with log
transformation (days_to_go), as well as its quadratic term to account for its potential non-linear
relationship with performance. We further controlled for other time effects by adding daily dummies

(Monday—Saturday), monthly dummies (January—November), and yearly dummies (2017-2021).

4.5. Model Specification
Our aim is to identify the effect that stretch goal adoption has on project fundraising performance.
To achieve this purpose, we use regression in discontinuity (RD) (Lee and Lemieux 2010). RD has

been extensively used in the literature to demonstrate the causal impact of an intervention on units
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by comparing observations before and after the intervention. In our study, the units receiving the
intervention are projects and the intervention is the stretch goal adoption. Our approach is similar
to prior studies that adopted RD to estimate the causal effect induced by an intervention (Goes
et al. 2016, Lee et al. 2018, Pu et al. 2020). Consistent with the common practice in prior research
(Goes et al. 2016, Lee et al. 2018), we specify the following polynomial model with fixed effects:
po
backers i = Po + Pistretch_goal ,, + Z Ba,po X duration);
o (1)
+ Z B3 po X stretch_goal ,, x duration); 4 Bycontroly, + T + €y

po=1

In Equation (1), our key parameter of interest is 5; which captures the coefficient estimate of
stretch_goal. By captures the normal trend of the project fundraising performance. To allow the
regression to vary on both side of stretch goal adoption, we add an interaction term, stretch_goal,, x
duration); (Goes et al. 2016, Lee et al. 2018), and captures the coefficient estimate of this interaction
term. Additionally, Lee et al. (2018) suggest testing models with different orders to check how
sensitive the results are to various model specifications. Following this, we test orders ranging from
1 to 3 with respect to the variables estimated by £, and (3. 5, captures the estimates of the control
variables, T captures the potential time effects, and ¢, is the normally distributed error term.

For identification, we proposed using the number of browsing as a counterfactual. Thus, we use
the same model specification as in Equation (1) with two exceptions. First, we replace the dependent
variable from backers to browsing which is measured by the number of daily browsing. Second,
when browsing, potential backers can see the amount already collected rather than the number
of backers accumulated, and they cannot also observe messages and replies related to a particular
project. Thus, we replace in control variables accumulated number of backers (cum_backers) with
accumulated amount (cum_amount) and we exclude accumulated number of comments and replies
(cum_com_message).

Given the nature of our dependent variables (backers and browsing) as non-negative count
variables, we use a count data model, the fixed-effects negative binomial model, as our primary
specification. Confronted with non-negative count variables, prior studies have relied on count
models, including negative binomial and Poisson regression models (Kuppuswamy and Bayus 2017,
Ahmadi et al. 2022, Bellavitis et al. 2022). For our main analysis, we use negative binomial because
it has the advantage of relaxing the assumptions associated to mean equal to variance and the
Poisson model’s restriction on over-dispersion (Ahmadi et al. 2022). In robustness checks, we test
the robustness of our findings to alternative specifications, such as Poisson model, as well as log

linear regression model.
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5. Results

Table 1 lists the summary descriptions of our main variables.

Table 1. Descriptive statistics and correlations

Variables Mean  Std. Dev. Min Max 1 2 3 4 5 6 7 8
backers 7.28 21.09 0 156

browsing 23.13  43.60 0 280 0.85

stretch_goal 0.87 0.330 0 1 -0.15 -0.09

duration 19.70  19.676 -45 60 -0.13 -0.12 0.60

cum_backers 4.19 1.87 0 862 033 049 017 0.17

cum_amount 9.72 4.62 0 16.29 0.12 0.26 014 0.15 0.78

cum_com_message 0.56 1.11 0 423 030 054 0.05 0.12 066 0.48
competing_project 12.23  5.03 1 28 -0.07 -0.04 -0.08 -0.08 -0.14 -0.13 -0.01
days_to_go 3.16 0.86 0 478 017 021 -0.26 -0.58 -0.04 -0.11 0.05 -0.04

Notes. N = 6,246 project-day obs.
For correlations, absolute values greater than 0.04 are significant at p < .05 (two tailed tests).

Table 2 presents the results of our main analyses. Models 1 to 3 of Table 2 report the coefficient
estimates specified in Equation (1) predicting backers, controlling for the linear, quadratic and
cubic order of duration variables, respectively. The results of Models 1 to 3 show that the coefficient
of stretch_goal is negative and significant across different model specifications (8 = -1.13, p < .001
in Model 1, 8 = -1.05, p < .001 in Model 2, and 5 = -0.81, p < .001 in Model 3). We proceed
with our falsification test using browsing as a counterfactual dependent variable. Models 4 to 6 of
Table 2 report the results of models predicting browsing, showing no significant effect of stretch
goal adoption on user browsing (8 = -0.05, p=.114 in Model 3, 8 = 0.02, p = .642 in Model 5, and
B = 0.05, p=.223 in Model 6). Taken together, the results of our main analysis indicate a drop
in fundraising performance due to stretch goal adoption, rejecting Hypothesis 1a and supporting
Hypothesis 1b; that is, stretch goals increase the uncertainty surrounding a project and thus lead

to an immediate negative effect on fundraising performance.
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Table 2. Results of main analysis predicting backers versus browsing

Model 1 Model 2 Model 3 Model 4 Model 5  Model 6
Dependent variable = Backers Dependent variable = Browsing
stretch_goal S1.13%F _1.05%FF  _0.81F**  -0.05 0.02 0.05
(0.05) (0.06) (0.07) (0.03) (0.03) (0.04)
duration 0.04**%F  0.14%F*  0.17*%F  0.01%** 0.04%** 0.08***
(0.00) (0.01) (0.02) (0.00) (0.01) (0.01)
duration? 0.00%F*  0.00*** 0.00%*** 0.00%**
(0.00) (0.00) (0.00) (0.00)
duration?® 0.00 0.00*
(0.00) (0.000)
stretch_goalxduration ~ -0.04***  -0.20*** -0.31*%** -0.01%**  -0.09%**  -0.16%**
(0.00) (0.01) (0.02) (0.00) (0.01) (0.01)
stretch_goal x duration? -0.00***  -0.00 -0.00""  -0.00
(0.00) (-0.00) (0.00) (0.00)
stretch_goal x duration® -0.00%** -0.00%***
(0.00) (0.00)
cum_backers -0.08%** -0.04**  -0.03**
(0.01)  (0.01)  (0.01)
cum_com_message 0.14%F%  0.14%%F  (.13%**
(0.02)  (0.02)  (0.02)
competing_project 0.02%**  0.02%%*  0.02***  -0.01* -0.01°%* -0.01
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
daystogo S1L3TFRE LR TR Q7T 0BT L0.63%F
(0.06) (0.07) (0.07) (0.04) (0.04) (0.04)
daystogo? 0.31°FF%  0.26%FF  0.27%**  (.18%** 0.14%%* 0.16%**
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
cum_amount -0.044***%  -0.028%**  -0.020%**
(0.00) (0.00) (0.00)
Constant 2.21%F% 2 13%F¥Kk 9 Q9FF* 3.39%%* 3.32%%* 3.32%%*
(0.23) (0.23) (0.23) (0.16) (0.16) (0.15)
Time fixed effects Yes Yes Yes Yes Yes Yes
No. of project-day obs 6,246 6,246 6,246 6,246 6,246 6,246
No. of projects 138 138 138 138 138 138
AIC 23,765.6 23,404.2 23,283.5 37,934.8 374524 37,3234
BIC 23,974.5 23,626.6 23,519.4 38,136.9 37,6679 37,5524

Notes. Standard errors in parentheses.
% p .001, ** p .01, * p .05, + p .10 (two-tailed tests).
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Table 3. Results of Poisson models predicting backers

Model 1 Model 2 Model 3
stretch_goal -0.49%*  -0.51**  -0.33*
0.24)  (0.19)  (0.21)
duration 0.01 0.14***  0.11
(0.02)  (0.05)  (0.11)
duration?® 0.00** 0.00
(0.00) (0.01)
duration? -0.00
(0.00)
stretch_goalxduration  -0.01 -0.22%F%% - _0.24%*
(0.01) (0.05) (0.11)
stretch_goal x duration? -0.00 0.00
(0.00) (0.01)
stretch_goal x duration? 0.00
(0.00)
cum_backers -0.05 -0.03 -0.03
(0.03)  (0.03)  (0.03)
cum_com_message -0.26*%*  -0.15 -0.13
(0.09) (0.09) (0.10)
competing_project 0.02 0.01 0.01
(0.03)  (0.02)  (0.03)
daystogo S1.07FFF _0.93%FF  _0.95%**
(0.21)  (0.20)  (0.19)
daystogo? 0.25%%  0.24%F  0.25%*
(0.09) (0.08) (0.08)
Constant 5.09%* 4.09%* 3.84%*
(1.60)  (1.56)  (1.62)
Time fixed effects Yes Yes Yes
No. of project-day obs 6,246 6,246 6,246
No. of projects 138 138 138
AIC 48,327.8 43,141.2 42,709.7
BIC 48,523.2 43,3501 42,932.1

Notes. Robust standard errors in parentheses.

**p.001, **p.01, *p.05, +p.10(two-tailed tests).

5.1. Robustness Checks

To ensure that our results are robust, we performed a series of robustness checks. First, we con-

sidered the use of alternative models’ specifications. Although, we have used a negative binomial

estimator due to the nature of our dependent variable, backers, fixed-effects Poisson estimator has

also been employed with such kind of count variables. The results of our estimations using a fixed-
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effects Poisson estimator are provided in Table 3. The results are consistent with those reported
in our main analysis.

Second, we log-transformed our original dependent variable backers and estimated an ordinary
least square (OLS) with fixed-effects model. Results are reported in Models 1 to 3 in Table 4,
showing that our results are robust to different forms of dependent variable and correspondingly
different estimation models (i.e., negative binomial or OLS).

Third, we replaced backers by an alternative measure (i.e., amount), with log transformation,
and estimated an OLS model with fixed-effects. The variable amount represents the daily amount
collected by a particular project (Burtch et al. 2018, Xiao et al. 2021). The results predicting

amount are reported in Models 4 to 6 of Table 4, showing a similar pattern as our main analysis.

Table 4. Results of fixed-effects models predicting alternative dependent variables

Model 1  Model 2 Model 3 Model 4 Model 5 Model 6
Dependent variable=Log(backers) Dependent variable=Log(amount)
stretch_goal -0.60%**  -0.76%*F*  -0.69%** -2.06%** 2. 9%k ] gk
(0.15)  (0.14)  (0.14) (0.41)  (0.43)  (0.40)
duration 0.01 0.12%%FF  0.17** 0.06 0.32%F*%  (.51%**
0.01)  (0.02)  (0.06) 0.03)  (0.07)  (0.13)
duration? 0.00%**  0.01 0.01%¥*¥*  0.02*
(0.00)  (0.00) (0.00)  (0.01)
duration® 0.00 0.00
(0.00) (0.00)
stretch_goalxduration — -0.03*** -0.16%** -0.25%** -0.07HFFF  _0.43%FF (. 82%**
(0.01)  (0.02)  (0.05) 0.02)  (0.07)  (0.13)
stretch_goal x duration? -0.00%**  -0.00 -0.00%*  -0.01
(0.00)  (0.00) (0.00)  (0.00)
stretch_goal x duration® -0.00 -0.00*
(0.00) (0.00)
cum_backers -0.21°%0%% 0. 15% K (0. 14%**
(0.04)  (0.04)  (0.04)
cum_com_message -0.28* -0.28%*F  -0.28%** 0.01 0.00 0.01
0.11)  (0.10)  (0.09) (0.03)  (0.03)  (0.03)
competing_project -0.00 -0.00 0.00 0.01 0.00 0.01
(0.01)  (0.01)  (0.01) (0.03)  (0.03)  (0.03)
daystogo SQ.5THFFR _Q.51FFK _0.62%F* S2. 97Xk 9 TRk 3 1Rk
0.12)  (0.12)  (0.12) (0.39)  (0.39)  (0.36)
daystogo? 0.06 0.08 0.11* 0.53%FFF  0.60%** (. 72%**
(0.05)  (0.05)  (0.05) (0.15)  (0.14)  (0.13)
cum_amount -0.14*%**  -0.06* -0.01

(0.03)  (0.03)  (0.03)
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Constant 5.09** 4.09** 3.84* 20.90***  19.11%FF  18.20%**
(1.60)  (1.56)  (1.62) (5.25)  (5.23)  (5.13)

Time fixed effects Yes Yes Yes Yes Yes Yes

No. of project-day obs 6,246 6,246 6,246 6,246 6,246 6,246

No. of projects 138 138 138 138 138 138

R? 0.25 0.29 0.31 0.14 0.17 0.19

AIC 12,756.7 12,375.1 12,250.6 30,973.9 30,756.6  30,651.1

BIC 12,952.1 12,584.1 12,473.1 31,169.4 30,972.3 30,880.2

Notes. Robust standard errors in parentheses.
**p.001, **p.01, *p.05, +p.10(two-tailed tests).

5.2. Mechanism Testing

We argue that the underlying mechanism of Hypothesis 1b is that backers will perceive greater
uncertainty when a project adopts stretch goals, thus reducing their financial support to the project.
If the observed negative impact of stretch goals is driven by increased perceived uncertainty, it
should be observed that this uncertainty is mitigated gradually when the project unfolds and gets
closer to the goal. Intuitively, as a project unfolds and progresses towards its goal, uncertainty will
reduce, which in turn can help reduce the initial negative effect that we have observed so far. To
this end, we further analyze the pattern of fundraising performance as a project unfolds. Because
the initial goal and stretch goals have non-trivial difference on this platform using an all-or-nothing
mechanism, in addition to stretch goals we also analyze fundraising performance pattern around
goal attainment of the initial goal. To investigate the changes in fundraising performance as a
project unfolds and approaches its various funding goals, we follow prior research (Goes et al. 2016)

and use the following polynomial model with fixed effects:

po
backers,; = Z Brpo % (1 — goal ) x distancel;
o=1
" e (2)
+ Z Bapo % (goal,,) x distanceby + Bsgoal ,, + Bs control,, + ey

po=1

where similar to our main analysis, our dependent variable is backers,, . The variable distance,,
measures the distance to the focal goal for project p at time ¢, which is measured as the percentage
difference between the amount of money raised and the goal of the campaign. It is calculated by
dividing the difference between the achieved amount and the goal by the amount of the goal. For
example, if the goal of a crowdfunding project is $10,000 and the campaign successfully raises
$8,000, the distance would be -20%, indicating that the campaign fell short of its goal by 20%. The
interaction terms containing (5, or 3, allow us to obtain different trends before and after reaching

a goal. For example, if a project has not yet reached the focal goal, (1 — goalpt) x distancey; will
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Figure 2 Fundraising performance before, upon, and after reaching a goal

be equal to 1 while (goalpt) x distance,! will be equal to 0, and vice versa. Thus, 3, represents
the trend before reaching the goal (before_goal) while By represents the trend after reaching the
goal (after_goal). The variable goal,, indicates whether project p has reached its goal (initial goal
or stretch goal) at time ¢ with estimating the instantaneous effect of reaching the goal. We also
add control variables similar to those in our main analysis. To illustrate graphically the funding
pattern around different goals, we compute the conditional mean function of number of backers
given various distances measures from the focal goal (Goes et al. 2016). Standard errors at 95%
confidence intervals are derived using the delta method. Although projects can adopt several stretch
goals, due to data availability (few projects reach their third goal, or their second stretch goal), we
focus on two goals, the initial funding goal and the first stretch goal.

Table 5 reports the results from the analysis of the fundraising performance around goal attain-
ment (for both the initial goal and stretch goal). Models 1 to 3 show the results for the initial
goal. Specifically, the results of Model 1 indicate an increasing trend before goal attainment (/3 of
before_goal = 0.41, p < .001, Model 1), followed by an immediate drop when the project reaches
the goal (8 of goal = -0.54, p < .001, Model 1) and a decreasing trend after goal attainment (/3 of
after_goal =-0.11, p < 0.001, Model 1). Models 2 and 3 reports the results with quadratic and cubic
orders of predictors and the results are consistent with Model 1. To illustrate the above results,
we plot the conditional mean function of outcome at various levels of distance to the initial goal
with 95% confidence intervals in the left panel of Figure 2. As the left panel of Figure 2 shows, it
can be seen that fundraising performance exhibits an increase before goal attainment. However, it
drops once the goal is achieved and then continues on a decreasing trend.

Models 4 to 6 of Table 5 report the results for the stretch goal. Here, we consider projects that
reached their initial goal but did not reach their third goal or did not have a third goal. Projects
that never reached their initial goal are excluded because no observation on their fundraising

performance is available in this range. The results show a different pattern from that of the initial
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goal. Interestingly, the results of Model 4 show that upon stretch goal attainment (which means
when uncertainty drops), there is an immediate increase in fundraising performance (5 of goal
= 0.43, p < .001, Model 4), confirming that as uncertainty diminishes, investors react more and
more positively to stretch goals. Besides the positive effect of goal, we observed a negative and
significant trend before stretch goal attainment (/3 of before_goal =-1.19, p < .001, Model 4), as well
as a negative and significant trend after stretch goal attainment (/5 of after_goal = -0.09, p < .001,
Model 4). Although we observe a negative trend after stretch goal attainment, which is consistent
with reduced excitement after goal attainment (Goes et al. 2016, Kuppuswamy and Bayus 2017),
we notice that the coefficient of after_goal is smaller than that of before_goal, suggesting that
the positive reaction observed after stretch goal attainment helps mitigate the already downward
fundraising trend. Results remained similar in Models 5 and 6 with the quadratic and cubic model
specification. These results confirmed uncertainty as an important driver of investors’ reaction to
entrepreneurs’ effectuation strategy. To illustrate the above results, we plot the conditional mean
function of outcome at various levels of distance to the stretch goal with 95% confidence intervals
in the right panel of Figure 2. As the right panel of Figure 2 shows, while we observe a downward
trend before stretch goal attainment, the trend becomes less steep as a project gets closer to stretch
goal attainment. The fundraising performance even increases upon goal attainment and after that,
we observe a less sharp decreasing trend in comparison to the period prior attainment. We attribute
the increase around stretch goal attainment to a simultaneous decrease in perceived uncertainty
and an increase in excitement. Proximity to goal attainment has been shown to elevate investors’
excitement around a venture and to induce more commitment (Kivetz et al. 2006, Goes et al. 2016,
Kuppuswamy and Bayus 2017). Thus, it confirms that as uncertainty diminishes (getting closer to
and reaching the stretch goal), stretch goals demonstrate the potential for a positive influence on

investors.

Table 5.Results from the analysis of the fundraising performance around goal attainment
Modell Model 2 Model 3 Model 4 Model 5 Model 6

Focal goal=First goal Foca lgoal=Stretch goal
goal -0.54%#% - _(.53%**  _(.55%FK  (0.43%F*  (.13* 0.32%%*
(0.03) (0.04) (0.04) (0.06) (0.09) (0.12)
before_goal 0.41%%%  0.38%F*  (0.58***F  _1.19%** (.61 -2.54%%*
(0.05) (0.06) (0.10) (0.12) (0.34) (0.86)
before_goal? -0.05 -0.01 1.85%**  _5.63***
(0.05) (0.06) (0.33) (1.86)
before_goal® -0.18%* -4.88%**

(0.07) (1.18)
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after_goal -0.11%*%*  -0.16* -0.40%* -0.09%**  -0.14**  0.15
(0.03)  (0.10)  (0.21)  (0.02)  (0.05)  (0.10)
after_goal® 0.03 0.40 0.01 -0.09***
(0.06)  (0.30) (0.01)  (0.03)
after_goal? -0.14 0.01%%*
(0.00) (0.00)
cum_backers -0.04%%%  -0.04%F%  -0.03**  0.02 0.08***  (.12%**
0.01)  (0.01)  (0.01)  (0.02)  (0.02)  (0.03)
cum_com_message 0.18%F%  0.19%**F  0.18%**  0.11%FF  0.09***  0.04
(0.02)  (0.02)  (0.02)  (0.02)  (0.03)  (0.03)
competing_project -0.00%*  -0.00%*  -0.00%*  0.02%**  0.03*%F*  (.02%**
(0.00)  (0.00)  (0.00)  (0.01)  (0.06)  (0.01)
daystogo SLOTRRE Q7R JL0ERRR ] 14%0E ] 3Rk ] ]k
(0.03)  (0.03)  (0.03)  (0.06)  (0.06)  (0.06)
daystogo? 0.22%%% (. 22%%F (22K (. 23%FF  (.23%FKF (. 23%F*
(0.01)  (0.01)  (0.01)  (0.01)  (0.01)  (0.01)
Constant L61***  1.62%FFF  1.59%**  (.99%**  1.08%FF  (.73**
(0.10)  (0.11)  (0.11)  (0.28)  (0.28)  (0.29)
Time fixed effects Yes Yes Yes Yes Yes Yes
No. of project-day obs 31,147 31,147 31,147 4,394 4,394 4,394
No. of projects 796 796 796 90 90 90
AIC 81,130.2 &81,133.0 81,129.2 21,178.6 21,151.9 21,128.9
BIC 81,388.9 81,408.4 81,421.3 21,376.6 21,362.7 21,3524

Notes. Standard errors in parentheses.
**p.001, **p.01, *p.05, +p.10(two-tailed tests).

6. Supplementary Analyses

To corroborate that the negative impact of stretch goal adoption is driven by a mechanism related
to how investors perceive the uncertainty of a project, we expect that contextual factors that
diminish (increase) this uncertainty will alleviate (aggravate) the negative effect observed in our
main analysis. On top of providing a better understanding of the impact of stretch goal adoption
on fundraising performance, these additional tests aim to strengthen our causal identification and

make it more convincing (He et al. 2021).

Late Adoption

As shown previously, uncertainty surrounding a project will tend to reduce as a project unfolds
and gets closer to its funding target. Projects in their early stage, i.e. far from their initial goal,
are perceived to have higher uncertainty than projects in their later stage, i.e. closer to their
initial goal (Kuppuswamy and Bayus 2017). Because projects in later stage have already shown

a good performance (later stage relative to the amount collected rather than the number of days
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remaining), stretch goal adoption may appear to be less disruptive. Sitkin et al. (2011) have stated
that stretch goals are perceived to be less disruptive when the past performance is good. Therefore,
we believe that adopting stretch goals in the later stage of a project can reduce the initial negative
effect of stretch goal adoption, whereas doing so in the early stage can worsen the same initial
negative effect. We constructed our variable late_adoption based on the progress achieved relative
to the initial goal. The variable takes the value of 1 if the project had reached 80% of its initial
funding goal when adopting stretch goals, and 0 otherwise. We later conducted a robustness check
by computing late_adoption as a continuous variable instead of a dummy, and results remained

consistent.

Communicative Messages

To mitigate the uncertainty often faced by entrepreneurs in their fundraising, prior studies
have suggested that communicative messages such as comments from investors and replies from
entrepreneurs can be seen a signal of project quality by potential investors and reduce their per-
ceived uncertainty (Colombo et al. 2015, Bapna 2019, Xiao et al. 2021). Moreover, the value of goal
commitment is influenced by the value others place on attaining those goals (Klein et al. 2020).
More communicative messages can be perceived as more commitment from other investors and
thus would further reduce the concern of commitment of the focal investor over uncertainty. Thus,
we test if a higher value of a project’s existing communicative messages at the time of stretch
goal adoption can mitigate the initial negative effect. We constructed this variable, com_message,
by counting the number of comments and replies when a project adopted stretch goals and the

variable was log-transformed (Xiao et al. 2021).

Low Budget

Because the all-or-nothing mechanism exacerbates the uncertainty observed in online crowdfunding,
there have been suggestions that entrepreneurs set lower goals intentionally to avoid the risk of not
receiving any fund and use stretch goal adoption to reach their real intended target (Kuppuswamy
and Bayus 2017). However, no empirical evidence has shown the impact of this strategy. We examine
how such strategy interacts with stretch goal adoption in influencing fundraising performance. We
believe that adopting stretch goals while having a low budget can increase uncertainty because
in such case, stretch goals are likely to be perceived as more difficult. We constructed a variable
dummy variable low_bugdet by assigning the value of 1 to projects whose initial target amount falls
in the lowest 20% percentile in their categories, and 0 otherwise. We later varied the threshold to

10% and 30%, and results remained consistent.
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Technology Category

At last, as stated before, although fundraising is marred with uncertainty, technology projects
often face a higher uncertainty than other projects such as community projects (Chemla et al.
2020). Technology projects tend to deliver individual products or services whereas community
projects tend to deliver outcomes that benefit a certain group of people or community (Mollick
2014). Technology projects often face unforeseen technological uncertainties and discontinuities
(Dong 2021) which increase the perceived uncertainty of these projects in comparison to their
counterpart in the community category. Thus, we contrasted the effects of stretch goal adoption
between categories. A dummy variable, technology, takes the value of 1 for technology projects and

0 for community projects.

Analyses and Results
We use the following model to test our moderators’ effect on the relationship between stretch goal
adoption and fundraising performance:

po

backers,, = By + B1 + Bustretch_goal ,, x Moderator + Z B3,po X duration;+

o=1
o ’ (3)
Z Bapo X stretch_goal,,, x durationy] + Bscontrol,, + T, + ey

po=1
where the coefficient (5, represents the effect of the various moderators that we examine.

Table 6 presents the results of our supplementary analyses. Models 1 to 3 report the results
of the interaction between stretch goal adoption and late adoption, shows that the coefficient is
positive and significant (for example, 3 of stretch_goal,,, x late_adoption = 0.87, p <.001, Model 1).
In unreported results, we created a variable, early stretch goal adoption, and it has a negative and
significant effect on backers. These results indicates that late adoption can help reduce the initial
negative effect of stretch goal adoption as projects at this stage typically face less uncertainty than
in their earlier stage.

Models 4 to 6 in Table 6 report the results of the interaction between stretch goal adoption
and communicative messages. The coefficient of this interaction term is positive and significant
(B of stretch_goal,,, x com_message = 0.31, p <.001, Model 4). This is not surprising considering
that prior literature has suggested that greater communication can positively boost goal impact
(Locke and Latham 2006). Therefore, greater interaction on the project page seen via comments
and replies can attenuate stretch goal adoption’s initial negative impact.

Models 7 to 9 in Table 6 present the results of the interaction between stretch goal adoption and
low budget, showing that the coefficient is negative and significant (for example, 3 of stretch_goal,,; x

low_budget = -0.67, p < .001, Model 7). In other words, projects with low budget incur a severe
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initial negative effect than their counterparts. This finding suggests that intentionally setting a
lower initial goal (in comparison with other projects in the same category) in the hope of stretching
the goal to collect more funds may backfire by worsening the initial negative effect of stretch goal
adoption.

At last, Models 10 to 11 in Table 6 report the results of whether technology projects and
community projects are differently affected by stretch goal adoption. We found that technology
projects will incur a greater initial negative effect compared to community projects (for example,
B of stretch_goal,, x technology= -0.66, p < .001, Model 10). In addition, the above results for all
moderators are consistent across the quadratic and cubic model specifications. These findings also
lend support to the mechanism of our Hypothesis 1b that uncertainty is an important driver of

investors reactions to stretch goal adoption.
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Constant (0.23)  (0.23)  (0.23)  (0.24)  (0.24)  (0.24)  (0.23)  (0.23)  (0.23)  (0.23)  (0.24)  (0.24)
Time fixed effects Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
No. of project-day obs 6,246 6,246 6,246 6,246 6,246 6,246 6,246 6,246 6,246 6,246 6,246 6,246
No. of projects 138 138 138 138 138 138 138 138 138 138 138 138
AIC 23551.1 23,2325 23,132.6 23,707.7 23,351.4 23,230.1 23,739.7 23,381.7 23,262.5 23,633.0 23257.2 23,135.3
BIC 23,766.7 23461.6 23,375.2 23,9234 23.580.6 23.472.8 23,9553 23,610.8 23,505.1 23.848.6 234864 23,378.0

Notes. Standard errors in parentheses.
K p < .001, ** p < .01, * p < .05, + p < .10 (two-tailed tests).
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As robustness checks, we employed alternative measures for two moderators mentioned above,
late_adoption and low_budget. For late_adoption variable, we changed the variable and considered
it as a continuous variable. For low_budget, we varied the threshold and considered projects in
the lowest 10% (reported) and 30% (unreported) percentile. Repeating our analysis with these
specifications, the results obtained are consistent with our prior results and are presented in Table

7.

Table 7.Results of analysis using alternative measurements for moderators

Model 1  Model 2 Model 3 Model 4 Model 5 Model 6
Moderator variable=Late adoption Moderator variable=Low budget
(as a continuous variable) (lowest10%percentile)
stretch_goal -1 108 (.84 -1.03%#FF  _0.96%** (. 73HH*
(0.05) (0.06) (0.07) (0.05) (0.06) (0.07)

stretch_goal xlate_adoption ~ 0.03***  (0.02%**  (.02***
(0.00)  (0.00)  (0.00)

stretch_goal xlow_budget -0.69%F*F  -0.66***  -0.64%F*
(0.09)  (0.09)  (0.09)

duration 0.04%*%* (. 14%**  Q.17%F** 0.04%%*  0.14%**%  (0.17%*F*
(0.00)  (0.01)  (0.02) (0.00)  (0.01)  (0.02)

duration?® 0.00%**  0.00%*** 0.00***  0.00%**
(0.00)  (0.00) (0.00)  (0.00)

duration® 0.00 0.00

(0.00) (0.00)

stretch_goal x duration -0.04%%% - _0.20%FF  _0.30%** -0.04%*% - -0.20%FF  -0.30%***
(0.00) (0.01) (0.02) (0.00) (0.01) (0.02)

stretch_goal x duration? -0.00%**  -0.00 -0.00%**  -0.00

(0.00)  (0.00) (0.00)  (0.00)

stretch_goal x duration?® -0.00%** -0.00***
(0.00) (0.00)

cum_backers -0.07%**  _0.04*%*  -0.03* -0.08%**  _0.04%F*  _0.03***
(0.01)  (0.01)  (0.01) (0.01)  (0.01)  (0.01)

cum_com_message 0.12%%F% .12%%F (. 12%** 0.12%%%  (.12%** (. 1100
0.02)  (0.02)  (0.02) 0.02)  (0.02)  (0.02)

competing_project 0.02%*%  0.02%F*  (0.02%** 0.02%**  0.02%*F  (.02%**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

daystogo S1.39%FF ] 12%kk ] 18K S1.36%F**F _1.09%FF 1. 15%FF
(0.06)  (0.07)  (0.07) (0.06)  (0.07)  (0.07)

daystogo? 0.32%*%*  (0.26%**  (.27%F** 0.30%**  0.25%**  (.26%**
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01)

Constant 2.26%F* 2 15Kk 9 Nk 2.33%x*k 9 9o¥Fkx 9 1RFH*

0.23)  (0.23)  (0.23) (0.23)  (0.23)  (0.23)
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Time fixed effects Yes Yes Yes Yes Yes Yes
No. of project-day obs 6,246 6,246 6,246 6,246 6,246 6,246
No. of projects 138 138 138 138 138 138
AIC 23,748.9 23,393.6 23,277.8 23,703.3 23,347.3 23,229.7
BIC 23,964.6 23,622.8 23,520.4 23,919.0 23,576.5 23,472.3

Notes. Standard errors in parentheses.
**p.001, **p.01, *p.05, +p.10 (two-tailed tests).

7. Discussion and Conclusion

Effectuation has been acknowledged as a prevalent entrepreneurial strategy under uncertainty
(Jiang and Riiling 2019, Camuffo et al. 2020). However, little has been done so far in understand-
ing how this strategy affects entrepreneurial ventures when securing funds. To the best of our
knowledge, our study is among the first attempts to evaluate how investors react to entrepreneurs’
effectuation strategies, specifically stretch goal adoption. We adopted a within-platform identifi-
cation strategy as well as a RD design to establish the causal effect of entrepreneurs’ stretch goal
adoption on investors’ funding decisions. We find that, initially, stretch goal adoption negatively
impacts a project’s fundraising performance because of the increase in uncertainty it engenders.
Interestingly, we find that as a project campaign unfolds, not only the negative effect diminishes,
but the effect turns to be positive when the project reaches the stretch goal. We attribute this
finding to uncertainty to the extent that when it is high, it negatively influences investors’ decision
and when it is low, its effect reduces or vanishes. Furthermore, when uncertainty becomes low
and because the fear of failing has reduced, stretch goals elicit excitement and commitment from
investors, explaining the positive effect observed around stretch goal attainment. Supplementary
analysis further reveals that this negative effect is strengthened by uncertainty-enlarging factors,
such as when a project sets a low initial funding goal or is characterized by high uncertainty (tech-
nology projects); and weakened by uncertainty-diminishing factors, such as adopting stretch goal
during more advanced stages or having more social interaction on the project page characterized

by the number of comments by investors and replies from the entrepreneur.

Theoretical Contributions

These findings make several important contributions to the literature. First, we contribute to the
literature on effectuation. As far as we are aware, our study is the first to attempt to theorize and
examine empirically the effect of an important effectuation strategy (i.e., stretch goal adoption)
on investors’ behavior. As mentioned, many of the earlier studies in this literature have focused
on examining why entrepreneurs adopt effectuation strategies and how entrepreneurs’ effectuation

strategies unfold (Saravasthy 2001, Brettel et al. 2012, Smolka et al. 2018). However, there has been



More Goals, More Money? Stretch Goals on a Crowdfunding Platform

26

a lack in our understanding of how investors react to such strategies. By showing how investors
react in the face of an entrepreneur’s stretch goal adoption, we enrich this literature by shedding
light on a long-neglected aspect of the entrepreneur journey, investors’ reaction. Furthermore, the
study unveils one important mechanism through which stretch goal adoption influences fundraising
performance: uncertainty surrounding the venture.

In addition, we respond to calls to incorporate temporality when studying effectuation (Jiang
and Riiling 2019). Past studies often have evaluated effectuation at a single point in time and
thus ignored the temporality of the venture (McKelvie et al. 2020). It is particularly problematic
for effectuation studies because actions taken by entrepreneurs using an effectuation strategy and
their consequences are expected to change and vary over time (McKelvie et al. 2020). Furthermore,
there have been calls in the literature to incorporate time when analyzing effectuation strategies
(Jiang and Riiling 2019, McKelvie et al. 2020). Thus, by showing how the effect of effectuation on
external investors changes over the course of a venture, our study adds further insights into the
role played by time in the scenery of the literature on effectuation.

Second, we also contribute to the literature on the paradoxical nature of stretch goals. Unlike
prior studies suggesting either increased or decreased uncertainty caused by stretch goals, we find
an even more interesting pattern; that is, on the one hand, stretch goals can increase uncertainty
but on the other hand, they may excite investors (as shown in Figure 2). Our findings shows that
uncertainty dominates when a project achieves its first goal and stretch goal adoption thus leads to
a negative effect on fundraising. In contrast, when a stretch goal is achieved, not only uncertainty
diminishes but also excitement dominates in this stage, leading to a positive effect of stretch goal
adoption. Our study thus is among the first to demonstrate the double-edged sword nature of
stretch goals (Sitkin et al. 2011, Ahmadi et al. 2022) and we believe that our study helps shed
more light on the mixed findings about stretch goals’ impact on performance. Future research can
further improve the understanding by examining when and how it is best to adopt stretch goals so
as to bear less negative consequences.

Third, the study extends the literature on crowdfunding that examines entrepreneurs’ optimal
project design strategies to get a successful fundraising (Jiang et al. 2019, Yang et al. 2020, Xiao
et al. 2021, Cornelis et al. 2022), as the prior literature has not examined the effect of entrepreneurs’
goal setting design on potential investors’ contribution. We join Yang et al. (2020) in showing
that an entrepreneur’s project design strategy does not have an uniform effect on fundraising
performance but rather it has a varying effect during the course of the fundraising campaign. In
our case, we show that the effect goes from negative in the early period of adoption to positive once
a project has reached a certain stretch goal in its fundraising. In addition, our findings highlight
that project design strategies should not neglect investors’ perception, in particular perception of

uncertainty, as it may inhibit the effectiveness of project design strategies.



More Goals, More Money? Stretch Goals on a Crowdfunding Platform
Working Paper 27

Managerial Implications

Practically, our study provides important implications for entrepreneurs who have adopted or plan
to adopt an effectuation strategy. Based on our findings, entrepreneurs should focus on reducing the
perceived uncertainty surrounding their ventures by enhancing cues that alleviate this uncertainty
and thus reassure potential investors. For example, they may choose to adopt stretch goals, or at
least to make it public, once their ventures have already garnered some supports, or if they are run-
ning their ventures on an online platform, increase their social interaction on the venture page. With
these approaches, entrepreneurs can mitigate the initial negative impact of stretch goal adoption
and harness its benefits as their ventures unfold. We also show how entrepreneurs should be mindful
of their stage of goal attainment when implementing effectuation strategies as investors may shift
from being concerned about uncertainty to being excited about the entrepreneurs’ achievements

upon certain goal attainment (Frese et al. 2020).

Limitations and Future Research

That being said, our findings need to be understood in light of some limitations. Due to data
limitation, our approach cannot measure and quantify the overall effect of stretch goal adoption
by comparing entrepreneurs who chose effectuation as a mode of entrepreneurship and those who
do not. Future research can use a field experiment to obtain comparable projects and assess the
overall impact of stretch goal adoption on fundraising performance. Furthermore, in our analysis
on the pattern of fundraising performance around different funding goals, we were only able to
make estimations with the initial and the first stretch goal. This is because in our setting, empirical
estimations can only be made on projects that were able to reach the goal of interest, and the
number of projects reaching their third goal (second stretch goal) and above was extremely small.
Nevertheless, our methods can be easily reproduced when much more data is available. In addition,
using more granular data, for example investors’ heterogeneity data, future studies can investigate
how stretch goal adoption affects investors differently. Do different investors react differently to
stretch goal adoption by entrepreneurs? Which investors react positively, or which investors react
negatively? Combined together with our findings, it would offer a more holistic understanding
of how the reactions of different investors are shaped by entrepreneurs’ adoption of effectuation

strategies.

Conclusion

Although the literature has acknowledged the paradoxical consequences of stretch goals (Sitkin
et al. 2011, Ahmadi et al. 2022), the question of how their adoption by entrepreneurs as an effectu-
ation strategy affects investors decision has remained unaddressed. We investigated this question

using data from a crowdfunding platform and our findings revealed that stretch goal adoption
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initially undermines fundraising performance. We showed that investors’ reaction is driven by per-
ceived uncertainty, which increases when stretch goals are adopted. Paradoxically, we further found
that as uncertainty reduces upon certain goal attainment, stretch goal adoption has a positive effect
on fundraising performance. We further identified contingency factors that positively or negatively
moderate the initial negative effect of stretch goal adoption. Our findings provide rich implications
for researchers and entrepreneurs by shedding light on how entrepreneurs’ effectuation strategies

can have countervailing consequences on important external resource providers.
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