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Fundraising appeals often announce that some foads already been raised in order to reach a
certain threshold. This article reports resultsrira field experiment examining the role of seed
money (i.e., no, 50%, and 67%) in combination whheshold size (i.e., low versus high) in
fundraising appeals across different targets (amspects, low fidelity donors, and high fidelity
donors). Based on a 2x3x3 between-subjects desigimwvestigate charitable behavior of 25,617
households. Findings reveal a novel qualificatidnusing seed contributions as well as the
necessity of a communication differentiation by sidering past behavior. We show that seed
money works well if the threshold is high but withlow threshold it could have a baleful
influence. More specifically, in campaigns targetdprospects and low fidelity donors, the
announcement of seed money increases donationsliegg of the threshold level. However, in
campaigns targeted at high fidelity donors, seedeyids an effective strategy only when the

threshold is rather high.
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1 Introduction

Over the last years, professional fundraisers hénNieed a spectrum of possible
strategies in order to optimize their direct mapaigns (e.g. Barzanti et al.
2009). These strategies are mainly focused on tiienization of the target

selection (e.g., Malthouse and Derenthal 2008; hdaise 2010) as well as the
solicitation letter (e.g., Berger and Smith 19¢garding this latter strategy, an
important aspect is related to the announced amourihe donation request
(Verhaert and Van den Poel 2011a). Recently, acedé@srature gives more and
more attention to a broad range of techniques fibaises on the announced
amount such as the use of rebates (e.g., EckelGapndsman 2003; Buckinx
2004), refunds (e.g., List and Lucking-Reiley 2Q0&ciprocity (e.g., Croson,
Fatas, and Neugebauer 2005), matching (e.g., KarldrList 2007; Rondeau and
List 2008), conditional cooperation (e.g., Frey aNltkier 2004), identity

congruency (e.g., Shang, Reed, and Croson 2008)al smformation (e.g.,

Reingen 1982; Croson and Shang 2008) and seed nfemgyList and Lucking-

Reiley 2002). Charities often use this last stnateg showing that some funds
have already been raised in order to reach a pethlaeshold to realize the
benefaction. Hence, in practice, this strategyriseslong the rule of thumb but it
has only been recently picked up by few studiesrd@fore, the focus of this
article restricts itself to the use of seed monmejundraising appeals in order to

provide more extensive insight into this strategy.

Seed money, for example in the form of a challegiftefrom leadership

givers, is an unconditional commitment by a domorset of donors, to provide a



given sum of money to the cause (Rondeau and 168X In this kind of
fundraising appeal, the seed money is announcenmbination with a certain
threshold that has to be gathered. Consequenitytebhnique mainly consists of
two components: the level or percentage of seedesn@nd the size of the
threshold. Whereas previous studies investigated rtdte of seed money by
considering one threshold (e.g., List and Luckiregl&® 2002; Rondeau and List
2008), we conducted a first study that incorpordiéferent sizes of the threshold
in combination with different levels of seed moné&y.addition, various authors
suggest that the effectiveness of direct mail cagmsamay differ regarding the
loyalty of the customer (e.g., Rust and Verhoef®0®revious studies on seed
money examined this strategy in either a colddigbrospects (List and Lucking-
Reiley 2002) or a warm list of previous donors (Besu and List 2008).
Moreover, we did not find a study that split upvibe¢n most and low fidelity
donors. Because the impact of seed money acrofesedit donor segments has
never been studied before, we included differemtugs (i.e., prospects, low
fidelity donors, and high fidelity donors) in ouudy based on their past donation

behavior.

Additionally, a lot of studies on charitable gigimre based on laboratory
experiments investigating intentions to contributdowever, recently, some
academics (e.g., List 2008) stressed the growirmprtance of field experiments
because of the possible discrepancy between tleakaby setting and the field
situation. This paper therefore presents resulta t#rge-scale field experiment
investigating charitable behavior of 25,617 housg$hdn our setting, we have the
added benefit of implementing this controlled expent in a real fundraising
campaign of two charities. Based on each of thgirmal campaigns, we created

several versions, each representing an experimeataipulation.



The contribution of this study is threefold. Stagtfrom two recent studies
on seed contributions, we compare the previoudgtifled optimal levels of seed
money. We include 67% as in the study of List amgling-Reiley (2002) and
50% as in the field experiment of Rondeau and (2608). We also incorporate a
control treatment with no seed money. Hence, omgribaition of this paper is to
investigate whether both former levels of seed mare equally successful. In
this respect we can report that both levels areeeddequally effective.
Consequently, we build on previous studies andtsttdlance, our study might be
perceived as a replication study. However, in qanion, previous studies clearly
ignored the role of the magnitude of the threshel&! in combination with seed
money. Therefore, the second and main contribudfahis study is that we make
new forays into the interaction between the annement of seed money and
threshold level. In other words, is there a diffee in contributions when
working with a relatively low versus relatively highreshold in combination with
and without the announcement of seed money? We esintvis question by
including a factor with a relatively low (i.e., ©®®0) or high threshold level (i.e.,
€11,900). Our empirical results show that both dhoéd levels result in similar
revenues except for appeals targeted at the bestrsloFinally, we are the first
authors that captured different donor segmentsont study. Consequently, the
third contribution of this study is to explore whet the announcement of seed
money is equally successful when soliciting frontddast of prospects versus a
warm list of low fidelity donors versus a warm list high fidelity donors. In
others words, is there a need for differentiatiothe communication strategy in
accordance with the type of the donor segment winaking with seed money?
The answer to this question is a definite ‘yesGduese we observe a detrimental

effect of using seed money in campaigns with atively low threshold towards
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the best donors. Our results largely accord witbséhreported by List and
Lucking-Reiley (2002) and Rondeau and List (20083ept for one important
novel finding: the identification of an interacti@ffect between the use of seed
money and the level of the threshold in campaigngtds the best donors. In
sum, we believe that we are the first authorsthatved that seed money does not
always increase giving and that the size of thesthold as well as the donor

commitment to the organization are important ag.wel

The remainder of this paper is organized as fadlowhe subsequent
section describes the theoretical background ofstudy in combination with the
formulation of the hypothesis and research questiorhis is followed by
presenting the design of our field experiment. Néh corresponding results are
summarized and finally, we conclude with implicasofor further research and

practice.

2 CONCEPTUAL BACKGROUND AND
FORMULATION OF HYPOTHESIS AND RESEARCH

QUESTIONS

2.1 Seed Money and Threshold Level

Andreoni’s theory of charitable fundraising (1998gdicts that publicly
announced seed money will increase charitable dorsafrom a Nash
equilibrium with zero charitable giving to a pogéiequilibrium level G* that is
greater than or equal to the level of the threshdiore specifically, in the
absence of seed money there exists a Nash equitibwith zero-contribution.

This zero charitable giving can be eliminated bfiahcommitments of seed



money, which lower the residual amount needed taised during the
fundraising campaign. This theory points to a disglly jump from zero charitable
funds to an amount greater than or equal to treskiold level. Consequently, in
this theory, seed money is used to eliminate the-zentribution equilibrium.
However, recently, the theory of signaling (Vestad 2003; Andreoni 2006)
discusses a different effect of seed money by miogahe announcement of seed
money as a credibility mechanism rather than anieétion device. This
alternative theory for an increase in contributisteges that seed contributions
signal the quality and value of the charity anduces$ uncertainty by potential
donors. Notwithstanding the fact that both theooieginates from different
mechanisms (elimination device versus credibilgyide) both theories predict
that the announcement of seed money leads to eses® in contributions.
Therefore, we formulate the following hypothesi®rder to test their common

prediction.

H1: Appeals with the announcement of a seed contribujields higher

revenues in comparison with the absence of a sa#dlaution in

fundraising direct mail campaigns.
Later on, using Andreoni’s theory (1998) as a stgmpoint, List and Lucking-
Reiley (2002) were the first authors who evaludtesitheoretical model by
providing field experimental evidence. These awghested the use of three
different levels of seed money (i.e., 10%, 33%, @Gnib) in the context of
threshold public goods (i.e., a university capi@npaign) targeted at a cold list
of prospects where $3,000 had to be raised fongater. Based on Andreoni’s
theory (1998), the authors expected that the resesbould jump from

equilibrium of zero to equilibrium of at least ttieeshold level. However, they



found a continuous increase along the level of seadey. This continuous raise
in gift size was unexpected according to Andreothi&ory. However, Andreoni’s
theory includes the simplifying assumption of coetplinformation assuming that
people have complete information about each otheilisy functions and thus
can predict other’s gift sizes with certainty. Téfere, List and Lucking-Reiley
(2002) suggested a potential improvement of Andiedimeory (1998) by
introducing incomplete information in order to exipl this continuous increase.
List and Lucking-Reiley (2002) refers to the fdwttin reality, donors may have
uncertain ideas of what other donors are giving@wors may play an
incomplete-information game. The results of thaidg indicated that increasing
seed money yields more response as well as higkeage contributions.
Moreover, they found that the 67% of seed monepaxtdrmed the other levels.
List and Lucking-Reiley (2002) also referred to #tedy of Vesterlund (2003) as
an alternative theory for why seed contributionsudth raise the funds. This
theory of signaling (Vesterlund, 1999) indicatestttionors might be uncertain
about the quality of the charity and that seedrdmmions may signal the quality
of the charity.

A second field experiment was that of Rondeau asti(R008) who
compared the effect of presence and absence ohseeely in a real charitable
giving campaign. They manipulated a solicitatioeleto a relatively warm list of
donors (i.e., Sierra Club supporters) for a campaigan effort to expand their K-
12 environmental education program. Their challemg@tment contained 50%
seed money, the total amount required was set,@0@%:nd the leadership gift
was thus $2,500. In the high and low control treatts, the announced thresholds
were respectively $5,000 and $2,500. The autharggorevidence of the superior

performance of seed contributions for the reasanttie challenge treatment



outperformed both control conditions. Based ontivemost favorable levels in

previous field experiments, we formulate our frestearch question as follows:
RQ1: Which of both optimal levels in previous studieads to the highest
total funds raised: 50% or 67%7?

However, these previous studies only investigatedseed contribution(s) in

combination with one threshold size. We want torassl this shortcoming by

examining different seed proportions with differémeshold levels in order to

determine which element is crucial: the seed prigarthe threshold size or both?

Therefore, we address the following research qouiesti

RQ2: What is the role of seed money in combination il threshold

size in optimizing charity appeals?

2.2 Past Behavior

Regarding the list of addresses, charities oftetirgjuish between a cold and
warm list. The first type is used in case of anuggitjon campaign and is meant to
attract new donors by sending the solicitationgogle who have not contributed
to the charity before. These addresses are reni@e @btained by exchange with
other charities. The focus of acquisition campaigrie maximize the response
rate rather than to obtain a high average contabutn contrast, a warm list is
mostly used for retention campaigns in which tharith tries to preserve the
current donors and to upgrade their donation behnaViarious authors suggest
that different types of interventions can haveftedent impact across customers,
depending on their customer characteristics (BgWulf, Odekerken-Schroder,
and lacobucci 2001; Jonker et al., 2004). Whereagqus studies on seed money

examined the role of seed money when solicitinghfesther a cold list of



prospects (List and Lucking-Reiley 2002) or a wéishof past donors (Rondeau
and List 2008), we want to investigate differenaesoss both groups in one study
because it might be that the responsiveness terdiff treatments differs across
groups (Karlan and List 2007)

Moreover, Rust and Verhoef (2005) identified matielg effects of past
behavior on two types of direct marketing intervems. They explored past
behavior by examining recency, frequency, monetatye, and length of
relationship of customers and showed that the &¥fatess of the direct mail
intervention differed across the high fidelity dod/ fidelity clients. For that
reason, we do not only distinguish between prospget, cold list) and past
donors (i.e., warm list) but we also want to sppitthe group of past donors. More
specifically, we want to separate the high fidetipnors from the low fidelity
ones. Therefore, we define our third research guess follows:

RQ3: Does the use of seed money in combination withtireshold size

have a different impact across donor segment&{mg of their past

behavior) in fundraising campaigns?
3 Design of the Experiment

This controlled field experiment was conducted ecBmber 2008 during a direct
mail campaign of two European charities with altotailing depth of 25,617
households. We needed to aggregate both datas#itaio enough observations
in each cell of the experimental design, especfaliyanalyzing gift size. The
purpose of the first direct mail campaign was tegdunds for building a book

and toy library for a children’s home. The secoathpaign was meant to raise

% Karlan and List (2007) investigated the local ficdil environment and found that a matching gift
increases the revenue per solicitation by 55 péiogned” stated whereas the effect was much
lower in blue states.
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funds to accomplish a humanitarian mission in AfriBoth the building of the
library and the humanitarian mission could onlyalseomplished when a required
threshold had been achieved. Although the scopethf campaigns was different,
the sentence related to seed money and threshaidwas identical, except for
the manipulations according to the experimentaigtesee Appendix for the
complete campaign texts).

To ensure that both donor bases were comparablewestigated their
gender, age, socio-economic-status-score and inghpower-score The
gender of the donor was derived from the salutaticthe donor. By comparing
the proportion of males, females and couples betweth charities, we found no
significant difference)?(2, N = 25617) = 1.32p > .10) in the proportion of
salutation category (cfr., Appendix). In additidine age distributions are
comparable in both charities (cfr., Appendix). Bwerage age of donors of the
first campaign was 64.35 years and 63.03 yearddnors of the second
campaign. Although this difference was significéi{t9000) = -6.12p < .001),
the difference is rather small. In other wordss ot the case that we have very
young donors in the first campaign and very oldaisnn the second campaign.
Moreover, the socio-economic-status-scof£8000) = 1.00p > .10) as well as
the purchasing power-scor€1©©000) = 0.49p > .10) is comparable in both
groups.

The main purpose of this study was to investigagerdle of threshold size
and seed money across different donor segmentsh&treason, we set up a
randomized 2 x 3 x 3 between-subjects design. iFsieféctor in our design

manipulates the level of the threshold (i.e., l@wsus high) and the second factor

* For this analysis, we asked an external data geoid augment both donor bases with these
demographic characteristics.
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manipulates the percentage of seed money (i.e.50%,or 67%). Based on
previous research, we expected differences betadeeors depending on their
past behavior. Therefore, the third factor in tksign is related to the donor
segment based on previous behavior. The first gcoagists of prospects or
people who never donated before (i.e., the coldased on purchase of names
and addresses), whereas the second group contarestadonors with a lower
fidelity score, and the last group is related tstxg donors with a higher fidelity
score. As in Rust and Verhoef (2005), past behalioyalty was based on the
traditional recency, frequency, monetary value, l@ndth of relationship-
variables. More specifically, in order to definesle two groups of current donors,
we use the following behavioral attributes:

1. Number of days between the last gift and the ditp df the campaign

2. Frequency of donations during the past

3. Cumulative amount of donations during the past

4. Number of days since the first donation
We incorporate these four characteristics intosumamarizing factor score. For
this, higher scores reflect a greater behaviodality, which is indicated by
shorter time since last donation, higher numbetasfations, larger cumulative
amount of gifts, and longer relationship duratiBased on a median sglitve
assigned the donors in the warm list to one ofdaHewing two groups: low
fidelity and high fidelity segment. Table 1 shows number of solicitations sent

per group.

® First, we will investigate the three groups ofgpects, low fidelity and high fidelity donors. The
median split was used to rudimentary obtain twaigsoof fidelity concerning the active donors.
This approach allow us to investigate all threensengs (including the prospects) in one analysis
and also contributes to the practical interpretigbiBecause the median split leaves potentially
interesting information, in 4.4 we investigate fiaklity of active donors more in depth by
considering each individual characteristic (i.endth of relationship, recency, frequency and
monetary value) in both segments. In other wordghis section we clarify what drives high
versus low fidelity.
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Table 1 Experimental design and the number of isations

Cold list Warm list: low Warm list: high
fidelity donors fidelity donors
Low High Low High Low High

threshold threshold threshold threshold threshold threshold

No seed 1824 1838 1221 1286 1217 1153
50% seed 1830 1848 1187 1259 1246 1183
67% seed 1831 1816 1212 1251 1225 1190

We designed our solicitation as a threshold thattb be reached without
money-back guarant®eThe solicitation letter specified that the progwgroject
would have to be cancelled if some minimum threglwblcontributions could not
be met. Based on the original campaign, we cresiedersions, each
representing another combination of the level efismoney and the threshold

size. Table 2 gives an overview of these six vesio

Table 2 Overview of the six versions

Version  Description  Threshold Size Seed Residualeypoequired

to reach to threshold

1 Low-no seed €3900 €0 €3900
2 Low-50 €3900 €1900 €2000
3 Low-67 €3900 €2600 €1300
4 High-no seed €11900 €0 €11900
5 High-50 €11900 €5900 €6000
6 High-67 €11900 €8000 €3900

® This is in contrast with previous research on seedey (e.g., Rondeau and List 2008).
The charities of our experiment refused to worlhvaitmoney-back guarantee.
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We manipulated the size of this threshold by usimglatively low or high
threshold. The low threshold of €3,900 was apprataty based on amounts used
in previous research (Rondeau and List 2008). Véd €41,900 as a high
threshold. In addition, we implemented three lewélseed money: absence of
seed money, 50% and 67% of the money requirecatthrihe goal. These seed
proportions were again based on previous reseaishand Lucking-Reiley 2002;
Rondeau and List 2008). The residual money reqdegis obtained from
subtracting the seed from the threshold. As preskint Table 2, we decided to
use round numbers like €3,900, €2,000 €1,300 inatwehreshold and for
€11,900, €6,000 and €3,900 in the high threshodsn&kably, we asked for the
same residual funds, that is €3900, in the firstlast version. The only
difference was the use of seed money in the lastore
The six treatment groups were:

1. The ‘low control’ group, in which the full amouof €3,900 has to be

raised.

2. The ‘low 50% seed’, where €3,900 has to be daiset where a leading

donor has already committed €1,900 in a challernfgeGpnsequently, the

amount of money required of the solicited individuaas €2,000.

3. The ‘low 67% seed’, where the announced cote@food was €3,900

and the challenge gift was set to €2,600. Theretbeeremainder was

€1,300.

4. The ‘high control’ group, in which the full amaiuof €11,900 has to be

raised.

5. The ‘high 50% seed’, with the announced co€1df,900, but where a

leading donor has already committed €5,900 in deige qift.
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Consequently, the amount of money required of tiieited individuals
was €6,000.

6. The ‘high 67% seed’, where the announced costeofjood was
€11,900 and the challenge gift was set to €8,08@rdfore, the remainder

was €3,900.

4 Results

To check for outliers, we first conducted a multiage outlier analysis. We
calculated the Mahalanobis Distance on the foucatdrs of behavioral fidelity,
namely recency, frequency, monetary value and leofgtelationship. On the
basis of this analysis we identified 206 outlieswhich the observed
Mahalanobis distance exceeded the 99.99 % qualatifthermore, we excluded
another 653 cases that where more than 2,5 staddaiations removed from the
mean of one of the four indicators of behaviordéfity. This remains us with a

total of 24758 valid cases.
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Table 3 Experimental design and descriptive stesist

N Average Re\_/gnu_per
Seed Thres (res Response | aift - Lo solicitation | LOR - n_umbe_r of | R- number of |F- number M - Log Factor
Segment | hold N | pon P o 9 9 - Log days sinds first | days since last | of previous | transforma
evel ; rate (%) | transforma ; ; . . Score
size ders . transforma donation donation donations tion (€)

) tion (€) | ion (e)
prospects 0low 1824 16|0,88(0,09) | 3,26 (0,49) 0,03 (0,31)
prospects 0Ohigh 1838 18|0,98(0,1) | 3,22(0,49)] 0,03 (0,32
prospects 50low 1830, 19(1,04(0,1) | 3,37 (0,69) 0,04 (0,35)
prospects 50high 1848 26|1,41(0,12) | 3,3(0,43) | 0,05 (0,39
prospects 6Ylow 1831 22|1,2(0,11) | 3,13(0,6) 0,04 (0,35
prospects 6¥high 1816 30|1,65(0,13) | 3,33 (0,58) 0,05 (0,43)
low fidelity donors g low 1196/ 62|5,18(0,22) | 3,34 (0,64) 0,17 (0,759) 823,4(519,52)|439,03 (252,84)| 2,21(1,44) 4,18(0,79) -0,7 (0,28)
low fidelity donors g high 1255 79(6,29(0,24) | 3,35(0,66) 0,21(0,83) 808,43 (525,73)427,98 (258,02) | 2,22 (1,43) 4,19(0,8 -0,69 (D8
low fidelity donors 5Q low 1165 81]6,95(0,25) | 3,35(0,75) 0,23(0,88) 821,21 (537,48)436,82 (246,22)| 2,23 (1,45) 4,19(0,79) -0,7 (D,28
low fidelity donors 50 high 1235 84|6,8(0,25) | 3,29 (0,64)] 0,22 (0,84) 804,04 (508,78)431,66 (255,22)| 2,18(1,46) 4,16 (0,8 -0,7 (0,2B)
low fidelity donors 67 low 1191] 79|6,63(0,25) | 3,34 (0,74) 0,22(0,89) 831,49 (525,56)437,59 (252,83)| 2,22 (1,4)| 4,2(0,79 -0,7 (0,2B)
low fidelity donors 67 high 1217 87|7,15(0,26) | 3,22 (0,73) 0,23(0,85) 810,23 (503,07)435,3 (253,19) 2,22 (1,42) 4,19 (0,78) -0,7 (0,2)7)
high fidelity donors 0low 1092| 177]16,21(0,37)3,45(0,7) | 0,56 (1,3) | 2574,66 (1103,3p) 199,93 (94 | 10,48 (6,55)5,67 (0,78) | 0,5 (0,56)
high fidelity donors 0 high 1044 138|13,22(0,34)3,4(0,65) | 0,45(1,18)] 2609,74 (1094) 194,82 (18p,1 10,76 (6,76) 5,69 (0,8) | 0,54 (0,59)
high fidelity donors 50low 1129 158|13,99 (0,35) 3,33 (0,71) | 0,47 (1,19) 2532,57 (1078,49) 190,®®(18) | 10,72 (6,82)5,66 (0,85) | 0,52 (0,59)
high fidelity donors 50 high 1064 176|16,54 (0,37)3,35(0,75) | 0,55 (1,28)] 2559,91 (1083,53) 194,8B(11) | 10,65 (6,86)5,65 (0,84) | 0,51 (0,57)
high fidelity donors 67low 1097| 151)13,76 (0,34) 3,39 (0,75) | 0,47 (1,2) | 2595,61 (1092,5 199,23 (894 | 10,53 (6,39)5,66 (0,84) | 0,52 (0,57)
high fidelity donors 67 high 1086 170|15,65 (0,36) 3,39 (0,64) | 0,53 (1,26) 2562,21(1079,99) 193,8D@8) 10,74 (6,69)5,67 (0,83) | 0,52 (0,58)

Note: Standard deviations in parentheses
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Initially, to have a first impression, we investigd a 3-way Analysis of
Variance (ANOVA) on revenue per appeal. The fiesttdr, segment, contained
three levels of segment type (prospects vs. ldgditif donors vs. high fidelity
donors). The second factor reflected the presenabsence of seed money. The
third factor had two levels: low or high thresholdhis analysis showed a
significant 3-way interaction (F(2, 24764) = 7.90s .001). Consequently, for
simplicity reasons, we discuss the most effectivalzination of threshold level
and seed money by separate analyses for eachispegiment. Moreover, the
results are presented by discussing the effedead money and level of the
threshold on each of the dependent measures. Td¢wieéness, or total revenue,
of a fundraising campaign mainly relies on bothrggponse rate and the average
gift size. Sometimes, depending on the type otHmapaign, one of these
elements is to be considered more relevant thantties, as is the case in an
acquisition campaign where the maximization ofrésponse rate is of primordial
importance. Taking this latter fact into accoung, start with reporting the factors
affecting the response rate, followed by an assestof the size of the gift. We
finish with a general discussion on the effect®werall revenue. In each of those
parts, we compare the different segments: prospeeoi®rs with a low and
donors with a high fidelity scores in terms of pashavior. As in Reingen (1982),
regarding the analysis of the precise gifts, a(¥g 1) transformation was first

performed on the data.
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4.1 Participation Rate

Table 4 Immary results of response rate for all treatments

Cold list Warm list: low Warm list: high
fidelity donors fidelity donors
Low High Low High Low High

threshold threshold threshold threshold threshold threshold
No seed 0,88% 0,98% 5.18% 6.29% 16,21% 13.22%
50% seed 1,04% 1.41% 6.95% 6.80% 13.99% 16.54%
67% seed 1,20% 1.65% 6.63% 7.15% 13.76% 15.65%

Table 4 summarizes the response rates per grougeson. For the dependent
measure of response rate, we used the GLIMMidcedure in SAS in which we
specified that the dependent variable is binamgtHiooking at the results of
people in the cold list, we investigated the usse&fd money (absent vs. present)
and threshold size (low vs. high) as independertsunes. This analysis revealed
a main effect of using seed money (F(1, 10983)08,3 = .083) but no threshold
effect (F(1, 10983) = 1.12, p =.290) nor an intéom effect between seed money
and threshold size (F(1, 10983) = 0.26, p = .6W@)e specifically, the
announcement of seed money has a positive influemdke participation rate.
The response increases from 0.93% to 1.32% juatiding seed money to the
campaign(8551) = -1.91p = .0565. If we take a closer look at the individual
levels of seed money we find that as we increaseséied money from zero to 67%
of the threshold, the number of received donataiss increases with 54%
(t(6990) = -1.97p = .049). These results are in agreement with theerted by
List and Lucking-Reiley (2002) and Rondeau and (26008) who also found an
increase in response rate by using seed money.dvi@rewe can conclude that
the proposed optimal level in both studies, respelgt 50% and 67%, is equally

effective (1(7272) = -0.76, p = .449). In analogyhnthe study of Rondeau and

8 We obtain these percentages by aggregating théetwets of seed money into one category.
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List (2008), we also did the novel experimental panson between the low
threshold control treatment and the high thresb@kb seed condition where the
remaining requested amount remains constdihie number of donors just about
doubles when asking the same amount, merely bgrtheuncement of seed
money {(3325) = -2.09p = .037), this clearly demonstrates the vital int@oce

of seed money in acquisition campaigns.

When we now consider the behaviorally low fidetitynors of the warm
list, we found the same pattern as in the coldnigh a main effect of seed money
(F(1, 7255) = 3.62p = .057) on participation rate to threshold effect (F(1, 7255)
=1.26, p =.261) nor an interaction effect (F@5%) = 0.72, p = .395). More
specifically, announcing seed contributions incesate response from 5.75% to
6.88% ((5310) = -1.90p = .058). In addition, levels 50% and 67% are dgual
effective ((4806) = -0.03p = .980). The difference between both treatmentis wi
the same amount requested remained signifitcg@8740) = -2.01p = .045),
indicating the importance of seed money for custsnrethis segment. These
results are in accordance with the results of the kist and in line with previous
work by List and Lucking-Reiley (2002) and Rondeaudl List (2008).

The third segment we analyzed on ground of padtmp rate contains the
best donors of the organization. We neither founthan effect of seed money
(F(1, 6508) = 0.10, p =.748) nor a main effecthaf size of the threshold (F(1,
6508) = 0.19, p = .663). Interestingly, this aneyhowed a significant
interaction effect between the use of seed mondysee of the thresholdF(1,
6508) = 7.65p=.006). This finding differed from both our resuiegarding the
other segments and previous research, revieweeraarthis article. However,

we want to remark that previous studies reachgubrese rates much lower (i.e.,

® Although the same effect occurred, the amountiredin Rondeau and List (2008) was $2,500.
In our study, the amount was set to €3,900 (alifbg00).
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below 5%) than we obtained in our high fidelity semt (i.e., around 15%) which
suggests that this type of segment has never lheeied before. Figure 1 shows
the interaction between size of the threshold aerdise of seed money. As can be
seen in the graph, using seed money is not alvieeybdst strategy because of the
moderating effect of the threshold size. When kineshold is a relatively low
amount, it is ineffective to announce seed contidms in the fundraising appeal.
On the other hand, seed money remains a good tpahmihen the threshold is
rather high. This means that the residual moneyired should be high enough in
appeals towards the best donors. Regarding thésprpercentage of seed money,
we did not find a difference between 50% and 6{%374) = 0.49p = .626)

indicating that both levels are equally effective.

Figure 1 High fidelity donors: interaction betweneshold size and use of seed money
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4.2 Size of the Gift

Table 5 Summary results of size of the gifts fotralatments (log transformed)

Cold list Warm list: low Warm list: high
fidelity donors fidelity donors
Low High Low High Low High

threshold threshold threshold threshold threshold threshold
No seed €3.26 €3.22 €3.34 €3.35 €3.45 €3.40
50% seed €3.37 €3.30 €3.35 €3.29 €3.33 €3.35
67% seed €3.13 €3.33 €3.34 €3.22 €3.39 €3.26

Results with regard to the average qift are presemt Table 5. The analysis of
the size of the individual contributions revealkdttneither seed money nor the
magnitude of the threshold influenced the amounhefindividual contributions.
This result holds for all segments of the field esiment. This finding is in
contrast with the results of List and Lucking-Rgi(2002) who indicated that the
average gift size rises when seed money incréasémwvever, our results are in
accordance with those reported by Rondeau and20€8). They did not find a
significant difference in individual gift size beden the challenge treatment and
the control group with the same threshold. Butantrast with these authors, we
did not find a difference in gift size between ¢biagje treatment and the control

group where the same residual amount was requested.

4.3 Total Raised Funds

Table 6 Summary results of the revenue per sdiioitglog transformed)

Cold list Warm list: low Warm list: high
fidelity donors fidelity donors
Low High Low High Low High

threshold threshold threshold threshold threshold threshold
No seed €0.029 €0.032 €0.173 €0.211 €0.559 €0.450
50% seed €0.035 €0.046 €0.233 €0.223 €0.466 €0.554
67% seed €0.038 €0.055 €0.221 €0.230 €0.467 €0.531

19 Although we want to remark that there was no tneait without seed money in the study of List
and Lucking-Reiley (2002).
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As shown in Table 6, the announcement seed cotitigiresults in higher
overall contributions by the cold list segment.was the case in the study of
Rondeau and List (2008), this influence of seedaeyam total revenue is driven
by an increase in response rates when announceagnseney for the same
threshold. The same conclusion holds for sendicanapaign to the low fidelity
donors. Regarding the best donors of the chahgrgetis again a significant
interaction effect when analyzing the total reve(i(@, 6508) = 8.01p =.005).
Consequently, the revenue is also driven by theorese rate rather than by the
size of the gift. Moreover, this interaction effeleitermines the overall revenue
due to the lack of a main effect of seed moneythadize of the threshold. This
means that in order to optimize a campaign targatéie high fidelity donors,
the use of seed money depends on the size ofrieghtbid. We find it remarkable
that, in case of a low threshold, when seed mosieged, there are fewer funds
raised than there was when we omit seed money.réidt clearly indicates that
announcing seed money is not always the best tgglr@nd can as such lead to
missed funds when soliciting from the best dondhés also points out that the
required amount has to be large enough to sigedrtie need towards the best

donors.

a. Fidelity Characteristics of the Warm List

In the previous sections, we investigated the impaseed money and threshold
level on campaign success rate across three diffeeggments. We considered a
cold list of prospects and for active donors inweem list, we distinguished

between high fidelity and a low fidelity donors bdn a summarizing index. In

general, we found that seed money is not alwaysod gtrategy. More specific,
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for high fidelity donors, it is better not to anmme seed money when the
threshold is rather low. Since we have more detailfeormation (i.e., length of
relationship, recency, frequency and monetary yauailable concerning the
individuals in the warm list, we will now investigathe relevance of each specific
personal variable. To investigate fidelity moredagpth, we estimated separate
ordinary least squares regression models with e @er solicitation as a
function of the announcement of seed money, thitddbwel, the specific
individual characteristic involving fidelity, antieir interactions. We focus on
revenue per solicitation because of the practelahance of this dependent
measure in campaigns towards active donors. Tha vsguirement for
developing a regression equation that includestinay interactions is that all
first order and second order terms must be includ¢de equation (Aiken and
West 1996). In addition, we mean centered the ptedvariable concerning
fidelity to maximize interpretability (Dawson andcRter 2006). The regression
results are reported in Table 7. Each column resflgee results of the regression
analysis for each specific variable concerningliigeWe included the
standardized coefficients (beta) because the memsumt level differs across the
variables in the regression. Based on our previodings, we expect an
interaction effect between seed money, threshelel End the variable reflecting
fidelity. Except for the analysis concerning recgrevery regression resulted in a
significant three-way interaction between the treeplanatory variables. This is
consistent with our previous findings and indicates an effective level of
threshold and seed money depends on the lengétationship, the frequency as

well as the monetary value of the donor.
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Table 7 Regression results (OLS, dependent varidbléars donated; log transformed)

length of

relationship recency frequency monetary value
seed money -0.007(0.027)) -0.008(0.027) -0.012(0.027 -0.008(0.027)
threshold -0.02(0.031) -0.019(0.031 -0.023(0.032) -0.019(0.031)
Fidelity 0.087(0)** -0.164(0)** 0.198(0.003)** | 0.140.02)**
seed money*threshold 0.034(0.038)r* 0.033(0.038)* .0400.039)** 0.034(0.038)**
fidelity*seed money -0.019(0) 0.016(0) -0.028(0.p04 | -0.046(0.025)**
fidelity*threshold -0.053(0)** 0.023(0) -0.034(0.8p -0.049(0.028)**
fidelity*threshold*seed money, 0.041(0)** -0.033(0) 0.044(0.006)** | 0.05(0.034)**

Note: Standard errors in parentheses
*Significant at, or below, 10 percent
**Significant at, or below 5 percent

We will now discuss each specific fidelity varialot@re in depth. Table 7

suggests a significant three-way interaction tesnséed money, threshold level

and the length of relationship of the don®=(0.041, p < .05). This implies that

length of relationship moderates the interactifeafof seed money and

threshold level. However, to further investigates finding, additional analyses

were required. First, we plotted the three-wayrat8on in Figure 2 (for this

procedure, see Aiken and West 1996). The plot shbatsn campaigns with a

high (low) threshold towards donors with a higheart average length of

relationship (wr = 1646.54), the revenue per solicitation incregdesreases)

when seed money is announced. However, the plotsaiggests that there are no

harmful effects of announcing seed money in canmsaigwards donors whose

first payment was lower than 1646 days ago. Sedorghed more light on the

significant three-way interaction, we performedaps difference test (Dawson

and Richter 2006). This test revealed that theestifgine 1 (see Figure 2) and

line 3 are significantly different from each otlfer 2.51 p < .05). All other

slopes did not differ from each other. This findindicates that in campaigns

with a low threshold towards donors with a highargth of relationship, it is

better not to announce seed money.
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Figure 2 three-way interaction between seed mahegshold and length of relationship (lor)
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As can be seen in Table 7, the interaction termmdoency with seed
money and threshold level is not significght(-0.033, p > .10). This indicates
that it is not necessary to take into account gaoemcy of the donor in optimizing
the content (in terms of seed money and thresieskel) of the appeal.

Concerning frequency, Table 7 shows that the tir@ginteraction is
significant as wellff= 0.044, p < .05). To sharpen our understandingisfresult,
we plotted the interaction term. Figure 3 shows sie@d money has a positive
effect on revenue per solicitation in campaign$witigh threshold or in
campaigns towards people with a lower frequencyg a0, whereas this effect
becomes negative in campaigns with a low threstom@rds people with an
higher frequency than average. Moreover, the stifperence test only performed
significant for the comparison of the slope of llhand the slope of line 3 (t =

2.12 p < .05). These results also provide supporddir previous findings.
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Figure 3 three-way interaction between seed mahegshold and frequency (freq)

—o— (1) High threshold, High
freq

—e—(2) High threshold, Low
freq

——(3) Low threshold, High
freq

—&— (4) Low threshold, Low

—h freq

Revenue per solicitation

The monetary value (log transformed) of the doew aeems an
important characteristic to take into account wbhptimizing the content of the
appeal. As shown in Table 7, this three-way int@vaderm is significantf{=
0.05, p < .05). Figure 4 illustrates this effeatl @mows that in campaigns with a
low threshold towards people with a higher monetalye than average (u =
4.89), it is better not to announce seed moneglllother campaigns, seed money
can be announced. Again, the slope between limellirge 3 differs significantly
(t=4.07 p <.001) indicating the interaction effeetween seed money and

threshold for donors with a higher monetary valneé #hus high fidelity donors.
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Figure 4 three-way interaction between seed mahegshold and monetary value (mon)

—o— (1) High threshold, High
mon

—e—(2) High threshold, Low
mon

——(3) Low threshold, High
mon

—&— (4) Low threshold, Low

——— mon

Revenue per solicitation

4.5 Conclusion

The model of multiple-goal pursuit proposed by layurieters and Zeelenberg
(2007) provides a valuable explanation for thigetf Helping others by donating
money on a regular basis to the charity reflegeal of individuals with high
fidelity towards the charity. However, these donoight simultaneously pursue
multiple goals in their everyday life and therefesdectively allocate effort
between multiple goals over time. Mentioning a shi@d in the solicitation letter
is the focal goal and the presence or absenceedf@mtributions indicates
whether or not the goal is progressing, respedtiregulting in positive or
negative emotions. The residual money needed ti b goal reflects whether
goal attainment is near. This residual money istwith a low threshold in
combination with seed money indicating that thel gogaery close. This high
success expectancy leads to a decreased effontdewee focal goal and
increased effort towards competing goals. In cattia case of a high threshold

with seed money, the goal is still remote but tloelerate success expectancy
27



results in an increased effort in the focal goatlwerting resources from other
goal pursuits. However, when seed contribution®aréted, negative emotions
lead to decreased effort towards the focal goalvthis goal is still remote (i.e.,
high threshold and highest residual money) becalfigsv success expectancy.
According to Louro et al. (2007), these negativetoms prompt increased effort
towards the focal goal when the goal is near (o&v,threshold) because of
moderate success expectancy. In summary, the thidild’ expectancy of success
is important because effort to the focal goal ghlest for intermediate levels of
success expectancy and lowest for either low dr ldgels. This explanation is
also consistent with Atkinson’s (1957) motivatitieory and only holds for high
fidelity donors who proved that the charity is imjamt to them reflecting a
personal goal. People who never contributed befopeople who have a low
fidelity should be more affected by cues like cbddy mechanisms in order to
reduce their uncertainty. For these segmentshinay of signaling (Vesterlund
2003; Andreoni 2006) explains the positive influemé announcing seed money

regardless of the threshold level.

In general, by showing an increase in revenue wiserg seed money, our
results provide evidence for our first hypothekiswever, we found one
exception: seed money does not increase revenaggpeals with a rather low
threshold targeted at the high fidelity donors.iByestigating our first research
question, we found that 50% as well as 67% seettibations are equally
effective. The answer to our second and third rebeguestion is that, for new
and low fidelity donors, the use of seed moneyapssitive influence on the
contributions despite the size of the thresholelleVhere is however an

important qualification. Seed money is a good stiat except for appeals with a
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rather low threshold targeted at the high fidedibnors. Finally, we demonstrate

thus a need for differentiation when communicaegd money in the solicitation.

5 Discussion

The results of this experimental study contribotéhie extant literature on the
effectiveness of seed money in fundraising app&alsed on a field experiment
in two fundraising campaigns sending 25,617 salimh letters we examined the
role of seed money and threshold size on charigibieg in three different donor
segments: prospects, donors with low fidelity sspeed donors with high fidelity
scores. On the one hand, our approach is unigoaking a differentiation across
donor segments by analyzing past behavior. Ontter diand, it is the first study
that explores the role of the threshold size in loiation with seed money. It is,
however, important to note that this study is mbé¢émded to capture the entire

range of perspectives on important issues wheningkith seed money.

Taking the research of List and Lucking-Reiley (208nd Rondeau and
List (2008) as a starting point, our study of seemhey in charitable direct mail
campaigns yields several findings. First of allt moeexpectedly, the
announcement of seed money leads to a higher respate, and consequently
higher revenues, for both acquisition campaignssatiditations towards low
fidelity donors. In this kind of campaigns, theestef the threshold does not play a
crucial role. In contrast, when analyzing the lokstors of the charity, we
identified neither a main effect of seed moneyananain effect of the threshold
level. But, a predominating interaction effect betw the use of seed money and
the level of the threshold occurs. More specifigatinly when announcing a

relatively high threshold, we do find the samegrais as in the cold list segment
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and in the segment of low fidelity donors. Howevegarding this high fidelity
segment, one of the most remarkable results isatbatnpaign focused on a
relatively low threshold is better off working witht seed money. In addition, we
investigated the individual characteristics of figemore in depth and we found
that length of relationship, frequency and monetaiye are the drivers behind
this difference in fidelity.

Although this study is not the first to examine thke of seed money in
charity appeals, its design adds external valigitgt important modifications to
earlier findings in academic research. We agrek prévious research that seed
money is definitely a good strategy when solicitirgm both a cold list of
prospects and donors that have a low behavioralitfjd However, one crucial
difference with prior studies and our study is the#d money is only an efficient
strategy with the best donors when the threshadhigis enough. This finding is a
novel qualification of Andreoni’s (1998) theory oharitable fundraising who
suggests that seed money is generally a goodgraberefore, in direct mail
campaigns targeted at the best donors, we advisg bareful when announcing
seed contributions. We believe our findings cowdcekplained by Louro et al.’s
(2007) model of multiple-goal pursuit indicatingetimportance of the individuals’
expectancy of success. Another explanation mighmefsgring to what extend do
people want to feel needed and to what extentisféeling needed different for
diverse donor segments. For example, for the haglify donors, it could be that
if you already collected a lot of money it seerke la lot of people are
contributing and that this makes them feel lessleddecause you already have a
lot of money. However, for the low fidelity segmetnt¢ould just be the opposite.
For example, this donor segment may just want tmkwhether they really can

make a difference (i.e., “Am | the one?”). Or,hetlow fidelity donors who didn’t
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donate for a while see that a lot of people donhtddre, it can be easier to
become active again because the announcementcifrsmeey indicates then that
it is the right time to move to donating again. figfere, an interesting
opportunity for further research is to investigatere in depth whether different
segments are dealing with different perspectivgda@xing the interaction.

Considering the previously discussed results, weldvbighly recommend
a cautious differentiation strategy, taking inte@mt the level of the threshold at
hand. Seed money is definitely a good strategy vtheithreshold is high enough
but in combination with a relatively low threshaldould have a baleful
influence. Hence, our results recommend considehiegize of the threshold
when investigating the role of seed contributidspecially when focusing on
high fidelity donors of the charity. In additiorgsearch on the effectiveness of
fundraising campaigns must take into account tis¢ Ipehavior of the target. For
this, a link with the database of the charity isvitdl importance.

The findings also have practical implications. Vendnstrate different
effects according to the donor segment indicatinged for differentiation in the
communication strategy. By showing an interactifieaat between the use of seed
money and size of the threshold, the results suggaswhen professional
fundraisers want to optimize their campaigns, atbermust be focused on the
size of the threshold. In general, announcing seedey is always a valuable
strategy except when raising funds for a relatively threshold. In this latter
situation, it is more efficient not to announcedsa®ney in appeals towards the
best donors because of its detrimental effectirOsther words, for high fidelity
donors the residual money required should sigmecassity that is large enough
in order to encourage them to contribute. Howewerme research on the size of

the threshold is needed here. It would be intarggb investigate if our results
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hold for different levels of thresholds. Expandthg experimental design in
other fundraising situations could also be a fulidirea for further research.
Incorporating a reactivation campaign in the experital design could prove
useful too. Finally, it would be worthwhile to fler explore the question of
which level of seed money best works with whichelesf threshold. What
happens when the percentage of seed money is higie67 percent? We advice
further researchers to investigate more variantedrmanipulations to examine
possible non-linear effects. Another issue is t@stigate how donors exactly
perceive the size of the threshold. In other woisithe €11,900 being perceived
to be high and the €3,900 as low? Moreover, anditinéation of this study is
that we aggregated data of two fundraising camsatigrobtain enough
observations in each condition. Although both papahs are comparable, the
goal and topic of both campaigns differed. Consetiyefurther research needs
to investigate this more in depth by testing défgrgoals of fundraising
campaigns on large sample sizes to provide ingighow the specific goal of the
campaign affect the results.

Moreover, our predictive models did not includeg®ygraphic variables.
Further research could focus on including variablesh as empathy (Verhaert
and Van den Poel 2011b), which are known to hedgdipting donation behavior.

In addition, an interesting opportunity for furthhesearch is to investigate
whether our results can be generalized to othklsfignd to investigate other
applications related to the announcement of seateynd\ nice illustration may
be KIVA'™. KIVA empowers individuals to lend to an entreprenacross the
globe. By combining microfinance with the intern€tyA is creating a global

community of people connected through lending amtheir website they

2 \www.kiva.org
32



announce how much money have already been raise@éb specific project.
Another example might be related to volunteer mgjgiehavior. If someone asks,
by inviting his friends, on Facebook to help oneslsend with his renovation, you
can see how many friends are attending. It couldhdemore loyal friends are
likely to confirm when they see that there areantt of volunteers yet. While for
less loyal friends it may be that they first needé¢e that a lot of people are
joining. The applications of this study may evenbggyond non-profit. For
example, our findings may have implications forlt@a because real estate
agents often mention how much of the propertiesale (e.g., ‘We already sold
50% of the apartments’). They never announce tabbthe apartments are sold.
It can be interesting to explore the optimal projporin this context and
investigate, for example, what happens at 90%. Mapdople are not encouraged
anymore because they can only visit the propertiinee days or they just may be
very interesting because they really want the ptgpAs we show that for
prospects it is better to announce seed moneygsuits might have implications
for starting companies. For example, If you staralcompany creating websites,
to convince new clients, it might be more convigoiwhen you can show a lot of
references rather than when you have no clientdM@teover, based on the
results, we could expect that if you want to tnyeav restaurant and there is no
people inside, you probably may look for anothetaarant while for high fidelity
clients, when the restaurant is almost full, theyymot be interested anymore.

In conclusion, this research is the first to dem@ns the effect of both seed
money and size of the threshold on charitable dmtions across donor segments.
It reveals an important qualification of the anncement of seed money. For
practitioners, it clearly shows the necessity dffeerentiation in direct mail

appeals by considering past behavior of their danor
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