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Effects of consumers’ budget constraint on the Referral Reward Program

*

ZHOU Dan' YAO Zhong" DOU Yi+fan®
1. School of Economics and Management Beihang University Beijing 100191 China;
2. School of Management Fudan University Shanghai 200433 China

Abstract: Budget constraints always play a critical role in the customer’ s purchasing decisions. The literature
has disproportionately focused on how firms induce customer valuation while remaining silent on the influence
of consumers’ budget constraint and on how firm’ s marketing strategy should adjust in the presence of budget
constraints. The paper studies these questions in the context of Referral Reward Program ( RRP) . A stylized
model consisting of three players is built: A firm an existing customer and a potential customer. The budget
constraint is the potential customer’ s private information. The paper finds that the policy of high price and high
referral reward is not always effective and there exists one RRP optimal policy for the firm when the potential
customer has less budget pressure and medium valuation. Furthermore RRP might be optimal whether the po-
tential customer is with low-or high-valuation but works of RRP is in completely different manners. Our analy—
sis is also extended to consider firm financing and customers’ aversion toward paid referral.

Key words: referral reward program; budget constraint; social network marketing



