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Charity Niche Marketing and Network Effect
Abstract

Naturally, utility maximizing donors first consider charities sharing their same
ideology towards those in need of helps. Therefore, in setting up fund-raising charities,
the choice of “location”, in the spectrum of all potential donees, will have effects on
the fund-raising results. In addition, donors also often take into account operation

scales and credibility when it comes to choosing among different charities.

This study proposes a model that the location choice of two homogenous
charities is captured through a linear city framework, and a “network effect” in the
utility of donors is introduced to account for the influence of scale and credibility of
charities. Several findings emerge. First, in equilibrium, charities differentiate in the
choice of location to avoid intense competition in fund-raising efforts. Second, the
existence of network effect drives competing charities to exert more fund-raising
efforts. Third, asymmetric network externality has the effect to redistribute donations
away from the small network charity when the large network charity moves towards

to “center” of the market. Finally, some welfare implications are explored.

Keywords: donation; network effect; Hotelling moel
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9%,
0o
t2[2 + 2a][t(a — B)Ba — B + 2) + (1 + 4x)y]
18[t(a — B) + y]2
tlt(a — B)(a + B + 2) + 3y][2t(1 + 3o — 2B) + 4v]
) 18[t(a - B) + P2
N t2[t(o — B) (o + B+ 2) + 3y][t(a — B)(Ba — B + 2) + (1 + 4a)y]
t(a—P) +vI3

9%,
P2
t?[2B — 4][-t(a — B)(a — 3B + 4) — 5y + 4By]
18[t(a = B) +v]?
t[—t(a — B)(a + B —4) + 3y][2t(2 + 2a — 3B) + 4v]
18[t(a —B) +v]?
t?[—t(a — B)(a + B — 4) + 3y][-t(a — B)(a — 3B + 4) — 5y + 4BY]

It(a—p) +vI?
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9°m,
do?
t2[2 + 2a][t(a — B)(Ba— B+ 2) + (1 + 4a — 8)y]
18[t(a — B) +v]?
tlft(a — B)(a+ B+ 2) + 3+ 8)y][2t(1 + 3a — 2B) + 4y]
18[t(a—B) +v]?

t[t(a—B)(a+B+2)+ B+ )y]ltla —B)Ba—B+2) + (1 + 4a — 8)y]

+
tla—B) +v]?

<0

0%,
B2
t?[2B — 4][—t(a = B)(a =3B +4) + (4B — 5 — 8)Y]
18[t(a — B) +vI?
t{—t(ax — B) (a + B — 4) + (3 — &)y][2t(2 + 2a — 3B) + 4y]
18[t(a — B) +v]?
t[-tla—B)a+B=4)+ B - 8yl[-tla—B)(a=3B+4) + (48— 5 — §)Y]
It(a—B) +vI?

<0
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