Revolution in the Donor Market

How the Internet is stirring up the social sector.

n the last decades, the Internet has sparked an enormous transformation. With Google and Wikipedia, we can
now extract precise and efficient information from an ocean of knowledge. Platforms such as eBay have revo-
lutionized retail. And the film and music industries, under pressure from MySpace and YouTube, have had to
alter their traditional business models significantly. Social Media and platforms, blogs and websites operating

under the term “Web 2.0” represent a rapidly expanding mass-phenomenon. Facebook has 300 million active
users; in only the weeks between March and July of 2009, the number grew by 5o percent. Such an increase bespeaks the
obvious: an end to this development is a long, long way off.

Another similar revolution is taking place in the social sector. The Internet will have sweeping implications for the donor
market and the relationship between social initiatives and their supporters.

At the moment, the possibility of online fundraising as the primary source of funding in the social sector still seems laug-
hable. In Germany, only between 1. and 3 percent of donations are made online. But that is going to change. Rapidly. In the
USA, around 5 percent of donations are already received over the Internet, and the prediction is that this method of giving will
increase to 50 percent by the year 2013.

Besides, the donor generation of tomorrow already spends a considerable portion of their daily lives on the Internet. These
people will expect nothing less than to be able to engage socially online. But the classical donor market—those over s5o—is
spending more time on the web as well. The so-called silver surfers are among the strongest-growing user group on the
Internet. This phenomenon is not limited to western countries. A growing portion of the global population now have access
to the web—through Internet cafes, community centres, or the increasingly invaluable mobile phones—and are now able to

navigate online for necessary knowledge.

FIVE GROUNDBREAKING CONSEQUENCES FOR THE DONOR MARKET:

1. THE LITTLE GUY GETS BIGGER

An Internet presence barely costs anything. That’s why
the smaller organisations can present themselves along-
side the larger, better-known organisations. In 2004, Chris
Anderson, publisher of the magazine “Wired,” developed
the thesis of “The Long Tail”: niche products are more suc-
cessful over the Internet, constituting altogether higher
profits than conventional, mass-produced goods. At better-
place.org, we are experiencing how this principle manifests
itself in the social sector. Small initiatives and organisations
the world over find a place on our platform next to the large
aid organisations such as SOS Kinderdorf, Kinderhilfswerk,
or Red Cross. They are able to do this because the regist-
ration and published project sites over betterplace.org—as
well as the simple opportunities for communications and
payments—are free of charge.

In the sense of the Long Tail, people with varied and spe-
cificinterests can find exactly the initiatives that they want
to support. For example, someone who just read about
forced prostitution in India can engage immediately with
little red tape. Before the Internet, efforts at research were
costly. Today, a simple search at betterplace.org calls up a
long list of aid projects, organisations,and concrete support
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opportunities in a matter of seconds. This new alternative
greatly enriches the engagement opportunities for people
who wish to donate their money, goods or expertise. But
this “Long Tail of Aid” doesn't make everyone happy. Espe-
cially not the larger aid organisations, whose new compe-
titors will, in the future, challenge them for each donation.
In the Internet, the UNICEF school project in Malawi is only
one page away from local grassroots projects in the same
country. Those donors who may be tired of scandals and
intransparency among the international aid organisations
might choose to support smaller organisations, who ap-
pear to have lower administrative costs and higher impact.

2. NEARLY FREE FUNDRAISING

Today’s non-profit world faces the challenge of ever-
increasing capital acquisition costs. Around 9o percent of
donations are received from loyal donors. A third of these
donations are used for capital acquisition costs. From this
so-called fundraising budget, another 60 to 70 percent is
used to find and acquire new donors. That’s money down
the drain. Many of the direct mail appeals for new dona-
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tions don’t meet the 5,5 percent response requi- %

red to cover costs. If the rate of returns is even
lower, then the only people earning anything
in the bargain are those providers doing

the fundraising, while the projects—
which are truly in need of sup-
port—receive nil.

The donation acqui- g
sition costs increase .
with the number
of professional
fundraisers,

who  ope-
rate in a /5’
landscape

in which

a static =

amount of donations afe-crowded by the ever-increasing
number of non-profits on the market. Only one thing
deems useful in such a predicament: professional fundrai-
sing. And that’s how the field of donor acquisition develo-
ped into a dog-eat-dog industry with its own educational
institutions, workshops, handbooks, newsletters, experts
and event managers.

Of course, fundraising needs to be learned, and it costs
money to raise money. But the question is whether these
costs are transparently disclosed and measured, and whe-
ther they could be reduced. Thanks to online fundraising,
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the latter can be answered with a solid “yes.” Organisations
can use the enormous dissemination potential of the In-
ternet for nearly no cost. It takes less than half and hour
to set up a project online at betterplace.org. Through links
and email circulations and over communities like
Twitter or Facebook, a project is introduced to

a worldwide audience. Organisations can

communicate with their stakeholders, acqui- A

re new donors and simultaneously maintain

relationships with their regular donors. And, ;
betterplace.org doesn’t charge a single cent —
for our services. Because our bank partners,

Wirecard, BNP Paribas Deutschland and

PayPal have forfeited their normal tran-

saction fees, 100 percent of donations are

passed on directly to the organisations. D il
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3. ACTIVE NOT PASSIVE: DONORS ENGAGE

In the olden days, media producers expected their hoards
of readers, listeners and onlookers to receive their product
passively. The Internet has done away with all that. Today,
news, knowledge and entertainment are collaborative,
becoming more and more often a dialogue between pro-
ducers and consumers. These consumers are contributing
actively to content as well, which is why the American jour-
nalistic researcher Jay Rosen refers to them as, “The people
formerly known as the audience.”

This same phenomenon is occurring in the social sector.
The Internet offers simple new ways for donors to put their
ideas and knowledge on the table—donors are becoming
supporters. More and more organisations are therefore
opening themselves up to dialogue and input from sup-
porters and turning toward collaborative strategy develop-
ment.

Here’s one in-house example: | recently stumbled across
a Malaria prevention project that I liked on betterplace.
org and | donated to it. But | was interested in finding out
about the origin of the mosquito nets that the aid organi-
sation hoped to distribute in a West African country, since
I knew of an organisation in Tanzania that produced good
insecticide-impregnated nets. In order to strengthen sus-
tainable local businesses and jobs, | figured that the nets
shouldn’t be made in Europe, but should rather be bought
from businesses on location. In the offline-world, satiating
my curiosity would have been tedious work. | would have
first had to write a letter, find the correct address within
the aid organisation, stamp an envelope, and march it
down to the mailbox to await the response. Which is too
much effort for most of us. But on betterplace.org, | was
able to reach the project manager in a single click, ask my
question and offer my suggestion. A few days later | recei-
ved the answer: the nets weren’t produced in Africa. But at
least | had the feeling of having been heard and that my
suggestion would be considered. However, had the orga-
nisation treated the issue earnestly and kept me updated,
they would have won an enthusiastic donor who would
have donated to more of their projects and recommended
their organisation further among her social networks. My
suggestion would have also served as a better solution, on
a communal and political-developmental level.

4.WEB OF TRUST: TRANSPARENT AND EFFECTIVE

Online fundraising offers donors the chance to better as-
sess the effectiveness of their supported projects. To this end,
organisations must face up to the challenge of making their
work more transparent. To date, it hasn’t been easy for do-

nors to judge where their money would be best put to use: at
World Vision? at the Johannitern? or at the Chocki Traditional
Arts School (an art school for children in Bhutan)?

&
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At betterplace.org, the Web of Trust gives project stake-
holders a voice. Project managers provide authentic up-
dates about their work and those who benefit from the
project write blog posts detailing whether the efforts of an
organisation have truly had a positive impact on their lives.
Visitors, well-known donors, and volunteers who have been
onsite to a project can also share reports to the community
about their experiences.

Paired with the conventional quality assurance measure-
ments, such as the non-profit certification or a donor seal
of approval, this bottom-up feedback approach enables a
more realistic measurement of which organisations are ha-
ving the highest impact.

But aren’t there also black sheep milling amongst the
betterplace.org family? After all, anyone can sign up, create
a phony project and rake in dough. Yes, but the Web of Trust
functions extremely well—dubious projects disappear
deep into the Internet’s folds and go unsupported, while
the good ones float to the surface and receive support.

5. NEW DONORS, MORE DONATIONS, BETTER WORLD

Due to simpler donation options, targeted collabora-
tions between organisations and supporters, new target
groups and a heightened trust due to transparency, the
volume of donations is on the rise. Online fundraising is
particularly attractive, since people who are already on-
line have a low threshold for active engagement. We are
spending more and more time online and are always only
a few clicks away from the possibility to donate. In additi-
on,online donations can be combined with many different
transactions. And it’s fairly easy in the Internet to precisely
match niche groups to their interests. The Long Tail of the
Organisation, described above, meets the Long Tail of the
Donor.

One good example of this is the fundraising team from
Pennergame.de, which raised for homeless projects in Ger-
many around 20,000 Euros from hundreds of new donors
in a short period of time.

The Internet also offers a superb opportunity to find and
get in touch with new target groups. The average donor
on betterplace.org is 37 years old, clearly much younger
than the classical German donor market. To these people,
managing and activating social networks online is a part
of everyday life. Everyone can be a fundraiser online—by
linking to a project on one’s Facebook profile, appealing to
friends and acquaintances through emails or Twitter, or by
posting widgets on one’s website.

Online philanthropy might still be nursing its milk teeth,
but it's gonna turn the donor market on its head. And bet-
terplace.org is excited to be at the forefront in helping to
shape this development.
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