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Abstract

We examine performance of daily deals run throuxgh ihajor sites in 23 US markets. In a
survey-based study of 324 businesses that condaaady deal promotion between August
2009 and March 2011, 55.5% of businesses reporétahign money, 26.6% lost money and
17.9% broke even on their promotions. Although eltzs80% of deal users were new
customers, significantly fewer users spent beybedieal’s value or returned to purchase at full
price. 48.1% of businesses indicated they wouldanother daily deal promotion, 19.8% said
they would not, and 32.1% said they were unceriéi@.also examined drivers of deal
profitability, the loyalty of merchants to a dadgal site, and how spending on daily deals has
affected spending of businesses on other markptimgrams. Overall, our findings lead us to
conclude that there are relatively few points dfiedentiation between the daily deal sites,
making it harder for any one site to stand out ftbmothers. Our findings also uncovered a
number of red flags regarding the industry as aleiHa) the relatively low percentages of deal
users spending beyond the deal value (35.9%) daachieg for a full-price purchase (19.9%) are
symptomatic of a structural weakness in the daglgl thusiness model, (2) less than half of the
businesses indicated enthusiasm about running @ndgily deal in the future, (3) fully 72.8%
indicated openness to considering a different dielgl site, and (4) only 35.9% of restaurants/
bars and 41.5% of salons and spas that had ruilyaddal asserted they would run another such
promotion in the future. All of these findings pbto the same conclusio@ver the next few
years, it is likely that daily deal sites will hatesettle for lower shares of revenues from
businesses compared to their current levels, amdllitbe harder and more expensive for them to
find viable candidates to fill their pipelines dily deals

* Utpal M. Dholakia is an associate professor ohagement at the Jones Graduate School of
Business, Rice University. This academic study fmaded entirely through financial support
received by the author from the Jones Graduatedbdfi®usiness (JGSB), Rice University. |
am deeply appreciative of Rice University’s suppdnny research.
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Summary of Main Findings and Conclusions

55.5% of surveyed businesses made money, 26.6%wwty, and 17.9% broke even on
their daily deal promotions. The percentages arearkably similar across the five daily deal
sites.

On average, close to 80% of deal users were netoroess of the business, and they spent
$64.3 during that visit. However, just 35.9% of ldesers spent beyond the deal’s face value,
and only 19.9% returned to purchase at full pr&dde7% of deal buyers never redeemed their
deal vouchers. By their very nature, daily deahpotions appear to be limited in their
abilities to attract free-spending consumers, ancbhvert deal-users into repeat buyers with
the propensity to be relational with, and loyalttee business afterwards.

The daily deal’s profitability is affected positiyeby (1) the percentage of new customers,
(2) the percentage that became repeat buyerd)é3jan-redemption rate, and (4) age of
business (older, more established businesses batkgincidence of profitable deals).
Interestingly, neither spending levels of custonmenssize of business impacted deal
profitability.

Considering deal characteristics, the deal’s fadees and placing a maximum limit on deals
sold are positive predictors whereas redemptioatdur is a negative predictor of deal
profitability. To increase the likelihood of a pitable promotion, businesses should consider
offering a daily deal of relatively high face val(#50 or more), with a shallow discount (at
most 25% off face value), a short redemption pefibcee months or less), and place a
maximum limit on number of deal vouchers that comsts can buy.

48.1% of businesses indicated they would run amathidy deal promotion, 19.8% said they
would not, and 32.1% said they were unsure whetwesrwould do so. These numbers
continue to raise serious questions regarding éutustainability and growth of the daily
deal promotion industry. An industry which is atdeconvert less than half of the customers
who try its service into certain second-time buyet#ely to run into trouble finding enough
merchants to sustain itself at some point in thetoo-distant future.

72.8% of surveyed businesses evince no loyaltiiealaily deal site where they have run a
promotion and would consider a different site fogit next promotion. It appears that none
of the daily deal sites have been very successfdifferentiating themselves from others, or
in engendering significant loyalty among their respve merchant bases. This finding raises
the concern that current levels of revenue-shdraugging from 30%, but more often as high
as 50%) demanded by daily deal sites may be unsabta and subject to erosion in the near
future, as shrewd merchants play the salespersoneo$ite against the other in demanding
more favorable terms before agreeing to run the deal. It also means that the sites will
have to keep spending significant amounts in margetnd sales expenses even to re-sign
merchants that they have done business with bedarkto keep their pipeline of viable deals
full, in addition to the expenditures for acquiriognsumers.

Among industries, health and services, and speemtts are the most successful with over
70% of them making money on the promotion. Howetreo, of the largest ones, restaurants/
bars and salons and spas don’t perform as welly @6% of the restaurants surveyed
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earned a profit from the daily deal promotion, @t 35.9% of them intend to run another
daily deal in the future. 53.7% of salons and spade money on the promotion, but only
41.5% of them intend to run another daily deahia future. Since restaurants/ bars and
salons and spas represent the bread-and-butterafoy daily deal sites, these findings raise
guestions regarding the continued availability stificient pool of viable revenue-
generating merchants from these two industriesl&y deal sites.

*  When compared to deals structured as “dollar praomst where customers get a certain
amount of money to spend on anything they wish (820 worth of food for $10), “item
promotions” specifying a particular product, seeyior bundle perform better. 47% of dollar
promotions were profitable, whereas 59% of itermptions made money. Likewise, 58%
of merchants running dollar promotions intendecutoanother daily deal, whereas fully
79% of those running item promotions expressed sejpdat intentions.

» Surveyed businesses spent an average of 10.9%io&tinual revenues (approximately
$198,000) on marketing programs in 2010. Daily sleahstituted the single-largest category
of marketing spending, with businesses spendiravamge of 23.5% of their annual
marketing budget (or $46,530) on daily deals. Emaimotions (16.1% or $31,878) and
online search advertising through programs sudcasjle AdSense (14.7% or $29,106)
were the next largest categories of marketing spgnth contrast, they spent relatively little
for Yellow pages advertising (1.6%), TV advertisiiig8%) and Valpak coupons (2.1%).

» All traditional marketing programs have been impdcidversely by daily deal spending.
Spending on Yellow pages advertising was down 27%&6ftpared to 2009, print advertising
was down 21.6% and self-managed direct mail washdbi6%. Local radio and TV
advertising also dropped substantially whereasydipg on email promotions and online
search programs was up substantially (7.8% in east) over the past year.

Taken together, the findings of this study leadausonclude that there are relatively few points
of differentiation between the daily deal sites@®d in the study, making it harder for any one
site to stand out from the others. Our finding® alscovered a number of red flags regarding the
industry as a whole: (1) the relatively low pereg@s of deal users spending beyond the deal
value (35.9%) and returning for a full-price pursed19.9%) are symptomatic of a structural
weakness in the daily deal business model, (2)thess half of the businesses indicated
enthusiasm about running another daily deal irffuhee, (3) fully 72.8% indicated openness to
considering a different daily deal site for anotheymotion, and (4) only 35.9% of restaurants/
bars and 41.5% of salons and spas that had ruiyaddal asserted they would run another such
promotion in the future. All of these findings pbto the same conclusio@ver the next few
years, it is likely that daily deal sites will hatesettle for lower shares of revenues from
businesses compared to their current levels, amdllitboe harder and more expensive for them to
find viable candidates to fill their pipelines ddity deals



“Great for exposure... but the people we got amént to come back if there
is a deal.” — Salon & Spa owner

“It is a marketing expense to get people into tberdthen it is up to my staff
to turn them into lifelong customers” — Restaur@vtner

Introduction

After an explosion in popularity and the hype-irddenthusiasm of 2010, recent weeks have
seen a considerable cooling in assessments ofttyedeial promotion industfy Nevertheless,
revenue forecasts for the industry continue todeeestrong growth. For instance, although
varying in their estimates, analysts concur thdustry revenues will reach several billion
dollars by the end of 2011, increasing at annuabrim excess of 100%Not surprisingly, this
industry is a hotbed of investment and startupdauactivity. Just within the last few weeks,
Facebook, Amazon, Google and AT&T have all launabrednnounced daily deal sites, and
Groupon has filed for an IPOAt the same time, startups continue to be lauthcimea weekly
basis, with numerous private equity companies,wentapitalists, and institutional investors
playing active roles.

Along with revenues, sales forces of new and estadd daily deal sites continue to grow,
and aggressively compete with one another to spgmerchants to run popular deals on their
respective sites. Consequently, large numbers aflsand medium-sized businesses all over the

US (and in other countries) are having to makesi@es on a daily basis regarding whether to

! See for example, Cohen Peter (2011), “Memo to SEGupon has no competitive advantage, stop it$,IPO
Forbes blogsJune 6, Available online at: http://blogs.forlwesn/petercohan/2011/06/06/memo-to-sec-groupon-
has-no-competitive-advantage-stop-its-ipo/, andp¥g, Erika (2011), “No givesies, backsies and othwes for
deal-a-day marketForbes blogsJune 4, Available online at: http://blogs.forleesn/erikamorphy/2011/06/04/no-
givesies-backsies-and-other-tips-for-going-after-tleal-a-day-market/.

2 Estimates of daily deal industry revenue and gnonates vary. Local Offer Network Inc, which seltvertising
and technology services to daily deal sites, eséchthat industry revenue will top $2.67 billion2611, a 138%
increase from $1.12 billion in 2010 (http://wwweéntetretailer.com/2011/03/24/daily-deal-revenud-initrease-
138-year), whereas BlIA/Kelsey estimated that 2@/Emues will be $1.24 billion, rising from $873 kwih in 2010
(http://www.minonline.com/news/Daily-Deal-RevenweReach-$3-9-Billion-Publishers-Rush-In_16785.html)
Regardless of the specific numbers, virtually apjerts agree that the industry is poised to growstantially this
year.

3 See Martinez, Juan (2011), “Technology giants jump packed daily deals markeBirect Marketing News
June 1, Available online at: http://www.dmnews.ctaalinology-giants-jump-into-packed-daily-deals-
market/article/203562/, and Ovide, Shira (2011)d@pon IPO: It's here,WSJ Blogs Deal Journalune 2,
available online at: http://blogs.wsj.com/deals/R/06/02/groupon-ipo-its-here/



run a daily deal promotion in their local marketdaf yes, which site or sites to go with, and
what the terms of the daily deal offer should be.

Despite the industry’s growth and widespread istetknowledge regarding how businesses
fare with daily deal promotions, and the factomt tontribute to profitable daily deals is still
relatively incomplete; nor is there sufficient immation regarding the degree to which daily deal
promotions are affecting other marketing activitésmall and medium-sized busine$ses

Anecdotal narratives and extrapolation from redeaegarding other types of price
promotions offers some insights regarding dailyisl€aonsidering the positives first, there is
emerging evidence that daily deal promotions cawige useful exposure to start-ups by
showcasing their products and services in frora bfoad spectrum of consumers. Furthermore,
daily deal site operators argue that merchantsoawert a significant number of the flood of
new customers that the deal draws into relationgéls, increasing their long-term sales and
profitability. In this respect, daily deals are & replacing advertising and direct marketing
efforts which many local businesses have traditiprmne through Yellow pages, direct mailers
such as Valpak coupons, and community newspaperidsiag. However, specific quantitative
evidence supporting or refuting these conjectwlsesiirently lacking.

On the negative side, daily deals are seen as sxgeand harmful for many small and
medium-sized businesses. When the deep discoudetedto consumers, and payouts withheld
by site operators (which typically range from 2®@% of revenues) are taken into
consideration, the merchant is often left with ffisient revenues to cover the costs. Drawing
upon the academic price promotions literatuother negative aspects of daily deals have also

been pointed out such as their propensity to dtmace-sensitive deal-prone shoppers with little

* For a recent summary of these issues, see Dholaipal M. (2011), “What makes Groupon promotionsfipable
for businesses?” Available online at: http://papens1.com/sol3/papers.cfm?abstract_id=1790414.

® See for example, Blattberg, Robert C., and Scotteslin (1990)Sales Promotions: Concepts, Methods and
StrategiesEnglewood Cliffs, NJ: Prentice Hall, Mela, Car] Bunil Gupta and Donald R. Lehmann (1997), “The
Long-Term Impact of Promotion and Advertising orn€omer Brand ChoiceJournal of Marketing Research
34(May), 248-261, and Pauwels, Koen, Dominique Mnstens, and S. Siddharth (2002), “The long-tefettsfof
price promotions on category incidence, brand ahaad purchase quantityldurnal of Marketing Research
39(4), 421-439.



interest in repeat purchases at full price, thetfedion of employees from reduced or lost
gratuity earnings and increased workldadsd the dilution of the firm’s brand equity from

indiscriminate price-cutting

Study objectives

Our goals in the study are to obtain insights mav businesses fare with daily deal
promotions, and to compare their experiences watigiconducted on five major daily deal
sites: Groupon, LivingSocial, OpenTable, Travelzamd BuyWithMé&. Through this analysis,
our primary objective is to provide specific usejuidance to small- and medium-sized
businesses considering a daily deal promotion. #aldilly, we also wish to draw some big
picture conclusions regarding the daily deal inddstperformance thus far along with its

prospects for the future. Specifically, we addtéssfollowing research questions in this study:

* What proportions of businesses make money vs.nuseey on daily deal promotions?
Does incidence of profitability vary by daily desie?

» How do customer behavior metrics, specifically: rféyv customers brought in by the
deal, (2) spending by deal users beyond the deallse, (3) repeat purchases at full
price, and (4) non-redemption rates, vary by dadgl site, and which of these metrics
impact deal profitability?

* How do deal characteristics such as the offer’s fadue, percent discount off regular
price, redemption duration, and placing an uppeit lon deals sold, impact deal
profitability?

* Having run a daily deal promotion, what proportairbusinesses intends to run another
daily deal in the future? How loyal are these besses to a particular daily deal site?
» How do deal profitability and repeat use intentigasy by industry?

* Areitem daily dealgi.e., offers for specific items or packages) &ethandollar daily
deals(i.e., deals letting customers spend a certainuatnan whatever they wish), or vice
versa?

® Dholakia, Utpal M. (2011), “Why unhappy employees wreck promotional offersiarvard Business Review
January-February, Reprint F1101C.

" Yoo, Boonghee, Naveen Donthu, and Sungho Lee 2080 Examination of Selected Marketing Mix Elenten
and Brand Equity,Journal of the Academy of Marketing Scieri2®(2), 195-211.

8 Although referred to as “daily deals” here forea$ exposition, we note that many of the promatiaffers last
longer, spanning several days.



» How much of their marketing budgets do businespeadon daily deal promotions, and
how has this spending impacted their spending baraharketing programs?

Study method

We conducted a survey of businesses that had ctedmedaily deal promotion between
August 2009 and March 2011 on one of the followsitgs: Groupon, LivingSocial, OpenTable,
Travelzoo, and BuyWithMe. The online survey wasdwarted in April and May 2011. First, we
identified approximately 1,200 businesses natigrfatim a total of 23 US cities. For each
business, we identified its owner or marketing nggnahrough the company’s website and
contacted him or her by email with an invitatiorperticipate in the study. Businesses were
identified using a combination of searches on wages of the daily deal sites, and also through
Google, Bing, and Yahoo search engines to discotver past deals that were not listed on the
daily deal sites. Respondents were offered a $@ayid for completing our survey.

The survey consisted of a number of questions daggthe respondent’s experience with
the specific daily deal promotion focusing on kepsumer behavior metrics (discussed below).
We also asked participants about their firm’s mankebudget, how they allocated it across
different marketing programs, and how this allawathad changed on account of daily deal
spending. Finally, we asked questions regardinig business such as its year of founding,
annual revenue, and the industry it belonged to.

We sent one additional email reminder to all naspomdents approximately ten days after
the first invitation. When the study closed in gdavlay 2011, we had received 324 completed
responses, resulting in a response rate of 2T#e distribution of daily deal sites in the
respondent sample was as follows: Groupon = 158q@#% of the sample), LivingSocial = 115
(35.5%), OpenTable = 12 (3.7%), Travelzoo = 28%8.and BuyWithMe = 19 (5.9%).

For each business, we matched data from the stwvajormation regarding the daily deal’s

characteristics and performance (date and durafitime deal, its face value and offer value, and

° This response rate does not factor in the fattsiime of the 1,200 businesses contacted wereanaele, either
because of invalid email addresses, or becausentd recipients simply did not check their emaitime.
Although the exact number of inaccessible non-redpots is not available, we estimate it was somesvbetween
5% and 10% (i.e., 60 to 120 recipients).



the number of daily deals sold). These variable®wellected directly from the respective daily
deal sites, so they are observed variables insteself-reports provided by survey respondents.

All analysis reported in this paper is based os faimple of 324 businesses.

Incidence of profitable vs. unprofitable daily depromotions

Perhaps the most important question that smalhaedium-sized businesses considering a
daily deal promotion have i8Vill we make or lose money on the promotitma study
conducted with businesses running Groupon promsfioiseptember 2010, 66% of respondents
indicated having profitable promotions, whereas 32ported losing moné$ Have things
changed since that time, and are the proportionspifofitable and unprofitable promotions

different for other daily deal sites?

FIGURE 1. Incidence of profitable and unprofitable promotionsy daily deal site

52.6%

= Made money

BuyWithMe 15.8%

31.6%
OBroke even

50.0%
Travelzoo

26.9%
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OpenTable 25.0%

LivingSocial

Lost money

59.8%

25.2%

54.9%
Groupon 18.8%

26.4%

55.5%
Full Sample 17.9%

26.6%
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We asked respondents to assess the profitabilitysif daily dedf', categorizing their

9 Dholakia, Utpal M. (2010), “How effective are Gmmn promotions for businesses?” Working paper, Rice
University. Available online at: http://papers.ssom/sol3/papers.cfm?abstract_id=1696327

1 The specific question asked in the present sumasy “How would you characterize the profitabilétfyyour
[daily deal site] promotion?” The responses awaddo participants were “We lost a lot of moneytba
promotion”, “We lost a little money on the promatip“We broke even; we neither made nor lost mon&ye
earned a little money on the promotion”, and “Wmed a handsome profit from the promotion”. Notat th the
September 2010 study, there was no middle “We bevlkea” option available to respondents. They haddizate
whether the Groupon promotion was profitable orindhat study. The middle option in the currenidstappears

8



responses into three types: whether the respotasioney, broke even, or made money on
the promotion. Figure 1 summarizes the resultsierentire respondent sample and for each
daily deal site.

As Figure 1 reveals, considering results for thesample, just over half, or 55.5% of the
respondents made money on their daily deal promgtubereas just over a quarter or 26.6% lost
money. The remainder, 17.9% broke even, neitheingator losing money. These percentages
are remarkably similar across the five daily déaisscovered in the study. A comparison
revealedho statistically significant differences betweenetisitesin incidence of profitable and
unprofitable daily deal promotions. It is also wortoting that these results are consistent with

the findings from our September 2010 study, proxgdidded confidence in their validity.

How consumer behavior drives daily deal promotiorofitability

Local businesses conduct daily deal promotionstomplish a number of short- and long-
term objectives. In the short run, their primaryages to gain exposure within a new consumer
base, specifically by getting new customers tatigir offerings?. Additionally, both revenue
and profits are enhanced when deal users, whdtbgrare new or existing customers of the
business, spend beyond the deal’s face value ooctasion that they use the deal. This is
because the additional spending (beyond the déat\ay customers usually garners a
significantly higher margin for the business.

Over the longer term, the success of the daily geathotion hinges on its ability to convert
a significant proportion of deal users into redmaters who return to repurchase from the

business at full pric& Such regular sales not only earn higher marginshey also stabilize the

to have drawn some respondents from both profitabteunprofitable categories when compared to épteBnber
2010 results.

12 See Dholakia, Utpal M. and Gur Tsabar (2011), taxtsip’s experience with running a Groupon pronmatio
Working paper, Rice University. Available online http://papers.ssrn.com/sol3/papers.cfm?abstide1 828003,
and Lewis, Michael (2006), “Customer acquisitioompotions and customer asset valukirnal of Marketing
Research43(May), 195-203.

13 For a detailed discussion of this issue, see Diml&/tpal M. (2006), “How Customer Self-Determiioat
Influences Relational Marketing Outcomes: Evidefioen Longitudinal Field Studies Journal of Marketing
Research43(1), 109-120.



firm’s revenue and profit streams, and are cruoidts long-term viability. For each of these
three consumer behaviors, we asked questions isutivey regarding both, percentage of
customers (e.g., what percentage of customers tisendaily deal were new customers?) and the
average amount spent by them (e.g., what was #rage amount spent by new customers on
the occasion when they used the daily deal?).

The fourth determinant of the daily deal promotgpitofitability is the percentage of daily
deals that remain unredeemed at the end of theqtimmperiod. This is because the revenue
from unredeemed deals flows directly to the merthdiottom-liné*. Note that this is a unique
aspect of daily deals (relative to other typesrafgppromotions) because consumers pay the cost
of the daily deal up front, and have discretionddeeming the deal until its expiration date.
Finally, an important aspect of the promotion is ttumber of deals sold by the site because it
affects absolute levels of all the customer mesigsh as the number of new customers, the
number of unredeemed deals, etc. In our datasetvdhiable is not available for BuyWithMe

promotions, but it is available for the remainiogf sites.

TABLE 1. Average levels of customer behavior metrics by gldiéal site

Customer Behavior Full Groupon  LivingSocial OpenTable Travelzoo BuyWithMe
Metrics Sample

% of customers that were  79.2% 77.6% 83.0% 51.4% 85.3% 81.1%
new

Avg. amount spent by nev  $64.3 $46.0 $84.5 $127.3 $62.8 $50.9
customers

% of deal users who spen  35.9% 36.7% 34.3% 67.2% 21.3% 40.7%
beyond deal value

Avg. amount spent beyoni  $60.2 $47.0 $93.5 $37.3 $24.2 $29.8
deal value

% of deal users that 19.9% 20.4% 18.7% 30.0% 18.0% 22.0%
became repeat buyers

Avg. amount spent b $70.8 $69.6 $73.0 $103.3 $61.3 $66.5

repeat customers on next
visit

% of unredeemed deals 21.7% 23.4% 20.9% 13.4% 18.1% 18.5%
when promotion ended

Number of deals sold 913 1,205 562 665 723 NA

1 In a recent in-depth analysis of a single Groupamotion conducted by Dholakia and Tsabar (20i&)found
that unredeemed deals significantly bolstered thenption’s profitability, adding approximately 30&hthe profits
otherwise earned by the business from running tbhmetion.
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Table 1 summarizes the average levels of theserestmetrics for the full sample of

respondents, and for each of the daily deal pramestilt reveals a number of interesting results:

Across all daily deal promotions, close to 80%lafse redeeming the deal were new
customers. OpenTable deals attracted significdeter new customers when compared to
the other deals: only 51.9% of OpenTable deal usere new customers.

New customers spent an average of $64.3 on thesioccahen they used the deal. Groupon
deal users ($46.0) spent significantly less thatnigiSocial ($84.5) and OpenTable ($127.3)
deal users.

Just over a third of daily deal users (35.9%) speybnd the deal’s face value, and these
customers spent an additional $60.2 on averadediusiness. The LivingSocial deal users
($93.5) spent significantly more when comparedtodther groups.

Approximately a fifth (or 19.9%) of daily deal useeturned a second time to the merchant
to purchase at full price. A significantly greapeoportion of OpenTable deal users (30.0%)
became repeat buyers relative to the other groups.

21.7% of deal buyers never redeemed their deasinBssses running OpenTable deals
reported the lowest non-redemption rate (13.4%) r#tes for the other sites were similar to
one another.

Groupon sold significantly more deals € 1,205) when compared to either LivingSochdl (
=562) or OpenTableé\(= 665). Interestingly, Groupon and Travelzoo wesesignificantly
different from each other, and the other threesstdd similar numbers of deals on average.

Taken together, these customer behavior metricageaiseful insights into the performance

of daily deal promotions. It appears that dailylggamotions are very successful in attracting

new customers. It should be noted that a busiressantrol this metric by restricting the daily

deal only to its new (and inactive) customers.alet,f21.7% of the businesses in our sample had

this stipulation. Because the conversion ratespending beyond the deal value and repeat

purchase are significantly lower, we can conclide businesses are much less successful in

getting daily deal users to spend beyond the ddaky or return a second time to the business to

purchase at full price. Several verbatim commemms frespondents provide further support to

this conclusion:

“The downside [of a daily deal promotion] is thestamers we get in some cases are SUPER
cheap, and look to nitpick even beyond the deaBuyWithMe, Online retail.

“People also don't tip on the vouchers so it's Bardemployee morale... Since almost half
the people came in the last week, it was verydliffimaking sure everyone had a good

11



experience and we weren’'t overwhelmed.” — TravelRestaurant/ Bar.

* “Guests take advantage of the deal by buying lost ttoket items and stop buying once they
meet the dollar value.” — OpenTable, Restaurant/ Ba

* ‘It was not a great experience. | have createdeaiapenvironment and these offers do not
bring in the kind of people who can appreciate-tlivingSocial, Salon & Spa.

* “It's not bad for exposure, but as a dental practinost were looking for one and done.
Some people travelled past hundreds of dentalesffioc come see me. The reality is they
won’'t come back.” — Groupon, Medical Services.

Assessments such as these provided by businesspwlmng with the results of Table 1
and the findings from the September 2010 studleall to the same conclusidsy their very
nature, daily deal promotions appear to be limitedtheir abilities to: (1) attract free-spending
consumers, and (2) to convert deal-users into regaayers with the propensity to be relational

with, and loyal to, the business afterward#/e can call this gructural weakness of the daily

deal model in the sense that it is inherent to eketeng program that is based primarily on deep

discounting, and thus it is common to all dailyldetes and all daily deal marketing programs.

Which consumer behaviors drive daily deal profitéity?

Which of these consumer behavior metrics influetheedaily deal’s profitability? To answer
this question, we conducted a multiple regressiatyais with the seven customer behavior
metrics from Table 1 as predictors of the dailylgeamotion’s profitability°. For control
purposes, we also included dummy variables for éadly deal site (with Groupon serving as
the reference category), and the age of the busarasits annual revenue as predictors. The

results from this analysis are provided in Table 2.

15 We also conducted a regression by including tharithm of number of deals sold as an additionatljstor. The
number of deals sold was not a significant predictaleal profitability. We do not report this regsion in Table 2
because it did not include BuyWithMe deals for viiiee did not have number of deals.

12



TABLE 2: Regression of daily deal profitabilfyon consumer behavior metrics

Variable Standar dized t-value p-value
Regression
Coefficient

% of customers that were new .25 2.60** .01
Avg. amount spent by new -.08 -.66 51
customers
% of deal users who spent beyond .07 .80 43
deal value
Avg. amount spent beyond deal .18 1.62 A1
value
% of deal users that became repea .18 2.12* .04
buyers
Avg. amount spent by repe -.0¢ -.8¢ .3€
customers on next visit
% of unredeemed deals when .20 2.47** .02
promotion ended
LivingSocial -.01 -12 91
OpenTable .10 1.18 24
Travelzoo -.08 -.90 .37
BuyWithMe .01 .07 .94
Age of business 17 1.97* .05
Annual revenue of business .01 A2 .91

®Dependent variable is profitability of the dailyadi@romotion reported by respondents; **indicates
statistically significant coefficient at the p=.&vel of significance; *indicates statistically sifjcant
coefficient at the p = .10 level of significance

As the results in Table 2 indicate, there were ®gnificant predictors of daily deal
profitability. Both the percentage of new deal ss&mnd the percentage of deal users that became
repeat buyers are positive predictors of profitghilndicating that businesses running a daily
deal promotion may be better off restricting thienfo new customers or to those who have
been inactive for a long time, just like the 21.@%businesses in our sample that employed this
stipulation. Likewise, getting more daily deal sty come back a second time is also important
for the promotion’s profitability, and even thoutis is difficult, merchants are advised to at
least have a game plan in place to encourageebahd visit.

Not surprisingly, the non-redemption rate also dbaotes significantly to having a profitable

daily deal promotion. However, two important poiat®ut non-redemption must be noted here.
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First, non-redemption by daily deal users is uguadit under the merchant’s control; there is
little the business can do to influence this paftic consumer behavior metric. Second, and more
importantly, non-redemption by deal buyers runsnteuto the main goal that most businesses
have when running such promotions which is to gaiposure to as many new customers as
possible. When deal buyers don’t redeem the depbseire is not achieved. Thus, even though
they contribute to the daily deal’s profitabilityigh non-redemption rates are not helpful in
attaining the broader marketing objectives of besses.

Interestingly, how long the business had been eratn is also a positive predictor
indicating that older, more established businebadsgreater incidence of profitable deals. This
is a practically significant result, running countie the conventional wisdom and emerging
evidence that has been provided elsewhere thatdiedll promotions are the most effective for
start-up businesses.

What is also interesting about the results disglagerable 2 is which factoido not
influence daily deal profitability. None of the spending idales have significant effects on
profitability, suggesting that the proportions @fmand repeat users are more important than
how much these customers spend on average. Noteditier the proportion of those who spend
beyond the deal’s value nor the average amountghenyd appears to matter in affecting the
deal’s profitability. All of the daily deal site dumy variables are also insignificant predictors
indicating that the predictors of each daily dei@ are comparable with Groupon. Finally,
business size (as measured by its annual reveragehet a significant predictor, indicating that
daily deal promotions may be profitable (or unpgadfle) for businesses of any size.

To provide potentially useful benchmarks for busses considering daily deal promotions,
we also compared differences in the seven conshatevior metrics for businesses that
reported having profitable (made money) and untableé (lost money) promotions. Figure 2

graphically depicts the averages for the two groups
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FIGURE 2. Customer behavior metrics for firms with profitablnd unprofitable promotions
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All four percentage metrics — % new customers, #ndmg beyond deal value, % repeat
buyers, and % unredeemed deals — have statistgighyficant differences between those who
made money and those who lost money from the daiy, but none of the three spending
variables did. These results further support tmkegaonclusion that to have a profitable daily
deal promotion, businesses may be better off fogush the percentages of daily deal users in
the different consumer behavior categories ratimam pn their spending levels in these
categories. Although not shown in Figure 2, busesavhich made money sold numerically
fewer dealsN = 885) when compared to those who lost momey 948), but note this
difference is not statistically significant. Thuge can conclude that total number of deals sold is

not diagnostic of whether the merchant makes @sl@soney on the daily deal promotion.

Which deal characteristics drive daily deal proffigity?
When conducting a daily deal, the merchant usualiaborates with the daily deal site’s

salesperson to determine the terms of the dedEs. @eal characteristics that have to be chosen
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include its face value (e.g., $50 worth of itenp@rcent discount off face value (e.g., 50% off, so
that the customer pays only $25), the amount o timnyers will be given to redeem the deal
voucher prior to its expiration, commonly knowntleredemption durationand whether to

place an upper limit on the number of deals said, iyes, what that should $feAll of these

deal characteristics adecision variabledor the business decision maker. But which of them
impact the deal’s profitability and how?

To find out, we conducted a multiple regressionysiawith these deal characteristics as
predictors of the deal’s profitability. For contqmlirposes, we included age of the business, its
annual revenue, and time in days elapsed singertmeotion ran. This last variable was
included to determine if there was any systemdtange in profitability of daily deals over
time'’. The results of this analysis are provided in bl

As can be seen, three of the four deal charadtsrigte significant predictors of its
profitability. First, the deal’s face value is asfiove predictor, indicating that offering dealsthwvi
higher face value increases the possibility of hga profitable promotion. Second, we also find
that placing an upper limit on the number of dai&al vouchers sold contributes positively to
incidence of deal profitability. In our dataset verage maximum limit placed by merchants
on deal vouchers sold (in cases where they digvag)1,000 daily deals, and the median was
709. But only 11% of the deals had such stipulategdimums. Third, redemption duration is a

negative predictor of deal profitability, pointitg the need to have shorter redemption durations.

'8 There are a large number of academic papers igatisg effects of these deal characteristics.@x@ample, see
Alba, Joseph W., Carl F. Mela, Terence A. Shimpl, doel E. Urbany (1999), “The Effect of Discounéguency
and Depth of Consumer Price Judgmentis(irnal of Consumer Resear@6(2), 99-114; Bawa, Kapil, and Robert
W. Shoemaker (1987), “The Effect of a Direct-Madupon on Brand Choice Behavioddurnal of Marketing
Research24(November), 370-376; Inman, J. Jeffrey and haigAlister (1994), “Do Coupon Expiration Dates
Affect Consumer Behaviordournal of Marketing ResearcB1(3), 423-428; Kalwani, Manohar U., and Chi Kin
Yim (1992), “Consumer Price and Promotion Expeotai An Experimental StudyJournal of Marketing
Research29(1), 90-100; Krishna, Aradhna and Z. John gh@d®99), “Short- or Long-Duration Coupons: The
Effect of the Expiration Date on the Profitabiliff Coupon Promotions Management Sciencé5(8), 1041-1056;
and Raghubir, Priya, J. Jeffrey Inman, and Hansi@42004), “The Three Faces of Price Promotio@sjffornia
Management Review6(Summer), 23-42.

" We also included dummy variables for each of thigydieal sites (with Groupon serving as the refeee
category). None of the coefficients emerged asifsignt, indicating that the results reported irblea3 hold across
all five daily deal sites included in the study.
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Interestingly, the percent discount off regulacerdid not impact deal profitability significantly,
raising questions regarding the practice of offgdeep discounts to consumers in such

promotions. None of the control variables were ificgmt predictors of the deal’s profitability.

TABLE 3: Regression of daily deal profitabilfyon deal characteristics

Variable Standar dized t-value p-value
Regression
Coefficient
Daily deal face value .16 1.97* .05
% discount off regular price .01 .14 .89
Redemption duration -17 -2.05** .04
Whether upper limit placed on .18 2.24% .02
number of daily deals sold
Age of business .08 1.00 31
Annual revenue of business -.08 -91 .36
Time since the daily deal appeared -.04 -42 .68

in days

®Dependent variable is profitability of the dailyadi@romotion reported by respondents; **indicates
statistically significant coefficient at the p=.&&vel of significance; *indicates statistically sifcant
coefficient at the p = .10 level of significance

These findings provide clear and specific guidaoncamall and medium-sized businesses
regarding how they should set the terms when rygnaidaily deal to increase their likelihood of
having a profitable promotion:

Offer adaily deal of relatively high face value ($50 or more), with a shallow
discount (at most 25% off face value), a short redemption period (three
monthsor less), and place a maximum limit of 1,000 on number of daily deal

voucher s that consumers can buy®®,

18 The optimal limit on number of vouchers to sellubdepend on the merchant’s size and capacityidDbly, a
single massage therapist would need to set a nowadr limit than a ten-store salon & spa chain.
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Repeating a daily deal promotion in the future

A crucial question for daily deal site operatorghis extent to which businesses, having run
one daily deal promotion, want to run another su@motion in the future. More than the
profitability measure, repeat use intentions ofechants regarding daily deals provide insights
into the sustainability of the daily deal busineszdel and the future of the industry as a whole.
Prior academic research on customer satisfactidriay@lty suggests that businesses having
profitable daily deals should be significantly mdikely to run another such promotion in the
future than those who lose money on the prombtiofio measure repeat use intentions, we
asked survey respondents “Will you run anotheryddglal promotion in the future?” and
respondents could choose one of “Yes”, “N0” or “Ures’ as responses. Figure 3 provides the

responses for the full sample as well as for eadly deal site.

FIGURE 3. Intentions to run another daily deal promotion byady deal site

70% 1
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ONo
60% | 58.3% Unsure
51.4% 52.3%
50% | 48.1%
42.3%
40% -
36.8% 36.8%
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32.1% 31.8% 30.8%
30% -
0 27.8% 6.9% 6.30
25.0%
9.8% ki
20% - -
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Full Sample Groupon LivingSocial OpenTable Travelzoo BithMe

9 For a detailed discussion of this research, seestm, Michael D. and Anders Gustafsson (2000)rdwipg
customer satisfaction, loyalty, and profit: An igtated measurement and management system. SarisEcanc
Jossey-Bass.
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As can be seen from Figure 3, for the full samjpigt, under half of the respondents (or
48.1%) indicated they would run another daily ggamotion again, about a fifth (or 19.8%)
said they would not, and approximately a third32r1%) said they were unsure whether they
would do so. Again, these results are consistettht those obtained in the September 2010 study.
Comparing responses for the various sites, OperTrad significantly fewer “Yes” responses
and more “Unsure” responses compared to the ottest dlone of the other differences between
the daily deal sites were statistically significant

These numbers continue to raise serious questionsthe standpoint of future sustainability
and growth of the daily deal promotion industry.yAndustry which is able to convert less than
half of the customers who try its services intdaersecond-time buyers (i.e., those saying yes,
they will run another daily deal) is likely to rumto trouble finding enough customers (in this

case, merchants) to sustain itself at some poititamear future.

Does deal profitability impact the merchant’s inteans to run another daily deal promotion?

We also examined whether daily deal promotion pabfiity impacts the merchant’s
intentions to run a daily deal again, and foune®y/strong effect. Figure 4 summarizes
merchant decisions to run another promotion (oy based on whether they made money, broke
even, or lost money on their current daily deahpotion. The results show that whereas over
95% of businesses which made money intend to rathandaily deal promotion, less than a
quarter (or 23.6%) of businesses which lost momethe promotion will run another one in the
future. Not surprisingly, it appears that daily deafitability is a crucial criterion of the
merchant’s future interest in daily deal promotions

Thus, whether or not its profitability, measuretéathe promotion is complete, is the right
measure of the daily deal’s value for achievingrttegchant’s marketing objectives, most of the
surveyed merchants seem to be using it as a key imjo their decision making regarding

whether to run daily deals again in the future.
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FIGURE 4. Intentions to run another daily deal by profitabtly of first promotion
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How loyal are merchants to a particular daily desite?

By now, most prominent merchants in markets througthe United States have been
approached by sales forces of numerous daily desl $\s the manager of one restaurant told
us, “I am bombarded weekly... it is to the poinaahoying the amount of companies | am
solicited...” Under such circumstances, how loyal merchants to the daily deal site that they
have run a daily deal with?

To answer this question, we asked respondentd testevhether they had considered or
would consider a different daily deal site (thae tme they had run the promotion with) for
another daily deal promotion. Figure 5 summaribesrésults. As can be seen, for the full
sample, fully 72.8% of respondents indicated th&y dr would consider a different daily deal
site for their next promotion. The percentages ednfgom 66.7% for Groupon to 78.9% for

LivingSocial, but there were no statistical diffeces between any of the sites on this measure.
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FIGURE 5. % considering other daily deal site for their negtomotion
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Verbatim comments provided by some respondentsgedurther insight into the thought

processes of merchants:

» “All are about the same. They collect 50% of theneyraised and all they do is send out
an email. We had to pay all the food and produsé&sidor the promotion.” — Restaurant
owner, Atlanta.

* “I've learned a lot and now can see that | can gheick who to work with to give me
the cut and the percentage off that works for meBar owner, Los Angeles.

« “...about the same. Not any real measurable diffee [between Groupon and
LivingSocial].” — Theater company marketing diracto

Close to three quarters of surveyed merchants evindoyalty at all to the daily deal site

where they have run a promotion. It appears thaemd the daily deal sites have been very

successful in differentiating themselves from asher engendering significant loyalty among

their respective merchant bases. We believe thasrfg has important practical implications for

the daily deal industry’s future. Specificallyraises the possibility that current levels of

revenue-sharing (ranging from 30%, but more oftehigh as 50%) demanded by daily deal

sites may be unsustainable and subject to erositireinear future, as shrewd merchants play

the salesperson of one site against the othemmadding more favorable terms for themselves

before agreeing to run the next deal. Relatedb/]alw merchant loyalty levels also suggest that
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daily deal sites will have to keep spending sigaifit amounts of money in marketing and sales
costs even to re-sign merchants that they have blesiaess with before, and to keep their

pipeline of viable deals full, in addition to thependitures for acquiring consumers.

How do deal profitability and repeat use intentiomary by industry?

The merchants included in this study belongedtta of ten different industrié% Because
of differences in industry-specific cost structuaesl variability in consumer behavior trends,
there are likely to be systematic variations in Hmwginesses in different industries fare with
daily deal promotions. Figure 6 summarizes thegr@age of businesses making money from
the daily deal promotion and the percentage intentb run another daily deal in the future for

each industry.

FIGURE 6. % with profitable daily deals & % intending to ruanother daily deal by industry
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*The number in parentheses next to the industryen@rthe sample size for that particular industilable in our
datase.

%0 The industries covered in this study include Restat/ bar, Salon & Spa, Retail store, Auto sesj&@leaning
services, Medical services, Health & fithess sawjd&ducation services, Tourism-related serviaes Special
events.
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As can be seen, there are considerable differdncé&®th metrics across industries. Where
making money on the daily deal is concerned, fipmwiding health and fitness services are the
most successful with 76.2% of them making moneljovieed by the special events industry
(which includes concerts, shows, museum entranca $pecial exhibit, etc.; 66.7%) and
medical services (66.7%). The worst performersgithe deal profitability metric are cleaning
services (only 16.7% of them make money from tleenmtion) and automotive services
(28.6%).

Considering the ‘running another daily deal in filneire’ metric, not surprisingly,
respondents in the health and fithess servicestndhave the highest repeat intentions with
76.2% of respondents indicating that they will emother daily deal again. On the other hand,
those in the restaurant/ bar and salon and spatinelsihave the lowest repeat use intentions
among all the industries.

Overall, restaurants/ bars are at the back of #lo&,pvith less than half (43.6%) earning a
profit from the daily deal promotion, and just owethird (35.9%) intending to run another daily
deal promotion again in the future. Salons and bpas relatively greater incidence of
profitability with 53.7% of them making money orethromotion, but only 41.5% of them
intend to run another daily deal in the futuraes kvorth noting that the results for both indugrie
found here are significantly lower than those aidiin the September 2010 stéidyThe
present results are based on much larger sampdesoaer multiple daily deal sites. Since
restaurants/ bars and salons and spas represdaretteand-butter for daily deal site operators,
these results raise another red flag by suggestaigleal profitability appears to have dropped
over the eight months that elapsed between thestwabes. These findings raise further
guestions regarding the continued availability stifficient pool of viable revenue-generating

merchants from these two industries for daily chitais.

% n the September 2010 study, 58% of restauraptsried having profitable Groupon promotions, wher@2% of
salons and spas reported having profitable Grogpomotions.
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Item daily deal promotions vs. dollar daily dealgnotions

A key decision that merchants must make when strungf their daily deal promotion is
whether to offer consumers a dollar promotion oiteam promotion. Examples of these two
types of offers for the salon and spa industryaaréllows:

Item promotion: Get a one-hour facial and mani-pedi for $79 (Ra&gprice = $150).

Dollar promotion: Get $150 worth of beauty treatments for $79.

Note that although both daily deals have exac#ysdhime face value and offer the same
discount, the key difference between the two is éhgarticular bundle of services is specified in
the offer for the item daily deal, whereas the @otlaily deal gives discretion to the consumer
regarding which products or services to buy. Thength of an item daily deal lies in the fact
that it allows the merchant to offer deals on gel@products or services that may be high-
margin, outdated, hard-to-sell, etc., allowing sfpemarketing objectives to be set and met.
However, on the flip side, when redeeming an itaitydleal, consumers may simply purchase
the product or service being offered, and leavéhout buying anything else, thereby
eliminating the possibility of spending beyond theal value, or forming a relational bond with
the merchant and returning in the future. Reldtiva dollar daily deal, an item promotion is also
more difficult for the merchant to design becausthe additional thought and work involved in
choosing which items to include in the offer. Otabae, it is not clear which type of
promotional offer — item or dollar — is superior the merchant. Note that in our dataset, 64.8%
of participants had run item daily deals and 35W8te dollar daily deals.

To find out which offer fares better for businesses compared the percentages of
profitable daily deals and repeat intentions fosibasses employing item and dollar promotions.
In the analysis, we controlled for the deal’s faakie, percentage discount offered, age of the
business, and its annual revenue. Figure 7 sumesaitie results, revealing thigm daily deals

outperformed dollar daily deals significantly foothh measures.
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FIGURE 7. % with profitable daily deals & % repeat intentiory type of daily deal
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Whereas only 47% of dollar promotions were proféab9% of item promotions made
money for the business. Likewise, 58% of merchamsing dollar promotions intended to run
another daily deal in the future, whereas fully 78Rthose running item promotions expressed
such repeat intention¥he implications of these results for merchants gteat they should try
and structure their daily deal offer as an item prwtion, carefully and thoughtfully choosing
a particular product, service or bundle of offerisgo be included in the daily deal based on

their specific marketing and operational objectives

We also compared differences in the consumer beheetrics for businesses that ran item
and dollar daily deals. Figure 8 graphically summes the averages for the two groups.
Interestingly, item daily deals bring in signifitBhmore new customers (85.5% vs. 70.0%) but
as expected, fewer deal users spend beyond ths dakie in the case of item daily deals when
compared to dollar daily deals (28.6% vs. 53.6%a¥\is interesting is that the item deal users
who do spend beyond the deal value spend morethiaa times as much as dollar deal users
($78.5 vs. $24.2), and they continue to spend raoriheir repeat visit to the business ($83.7 vs.
$51.0). These differences provide some insightswity item daily deals are more profitable

than dollar daily deals for businesses.
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FIGURE 8. Customer behavior metrics for businesses runningnit and dollar promotions
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The impact of daily deal promotions on marketingespling of businesses

Having examined various aspects of daily deal perémce, we now turn to understanding
how they have affected business spending on magkptiograms. To this end, we first asked
survey respondents what percentage of their ariimé$ revenues they spent on marketing
programs in 2010. Figure 9 summarizes the resoitthe full sample and for each daily deal
site. Across the full sample, results indicate theginesses spent 10.9% of their annual revenues
on marketing programs, which translates to an @esamnual marketing budget of
approximately $198,000 for the businesses in omp#t®. Those running a Groupon daily deal
reported spending the most, 12% of their annuadmags, whereas those running an OpenTable

deal spent the least, 6.9%; however these diffeence not statistically significant.

%2 Note that this value represents #hweragefor all the businesses in our sample. It is imgairto note that
approximately a quarter of the small businesseaiirsample have annual revenues of less than $80&6d many
of them spend little or no money on marketing pangs. For such businesses, daily deals constitatprtmary or
even the only form of marketing program spending.
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FIGURE 9. Marketing spending as percentage of annual revenibgsdaily deal site
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How did they spend this money? Our survey respasdaso told us how they allocated
their marketing dollars across different markefamggrams. Figure 10 summarizes the average
percentages spent for various marketing prograrasaf be seedaily deals constitute the
single-largest category of marketing spending, withsinesses spending 23.5% of their annual
marketing budget on daily deals, which translatesaverage annual spending on daily deal
programs of $46,530 for our respondent sampanail promotions (16.1% or $31,878) and
online search advertising through programs suchagle AdSense are the next largest
categories of marketing spending (respondents gkt of their marketing budget or $29,106
in 2010 on these programs). In contrast, the base®in our sample spent relatively little for
Yellow pages advertising (1.6%), TV advertising3¢) and Valpak coupofi5(2.1%). Overall,

businesses spent money on a total of twelve diftarearketing programs.

2 valpak is a direct marketing program in which lozasinesses can send coupons, flyers, postcactisran
promotional offers to consumers in targeted zipesoWalpak describes itself as a “cooperative timel medium
that contains a mix of ads from national, regioaal] local advertisers.” (Accessed online on Jyrgd11 at
http://www.valpak.com/advertise/products-servicesferative-direct-mail/description.jsp).
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FIGURE 10. Marketing spending by marketing program
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An equally important question is how their markgtgpending for other programs has
changed because of increased spending on dailypd@abtions? Which marketing programs
are affected adversely? These questions are relbeaause virtually none of the businesses in
our sample spent money on daily deal programs @920o find out, we asked respondents to
tell us specifically how their spending on dailyatieimpacted their spending for each of the
other marketing programs over the past year. Uiag responses, we computed percentage
changes in spending for each marketing program #0669 to 2010. Figure 11 summarizes the
results.

As can be seen in Figure 11 (below), all traditlanarketing programs have all been
impacted adversely to significant degrees by ddélgl spending. The largest spending drops are
in yellow pages, print advertising (e.g., in magasi and newspapers) and self-managed direct
mail marketing. Spending on Yellow pages advertisias down 27.5%, print advertising was
down 21.6% and self-managed direct mail was dow6%7Local radio and TV advertising also
dropped substantially. Just as interesting, spgnaimemail promotions and online search
programs was up substantially (7.8% in each caseguse of daily deal promotions, suggesting
that these businesses may be using these marketiggams to drive consumers to their direct

deals, and maintaining contact with them afterwards
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FIGURE 11. Change in marketing spending due to spending onlgaieal programs
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These results indicate that by their spending amwsover the past year, the surveyed
merchants have bought into the idea that dailysdaa effective replacements for traditional
advertising to gain exposure to consumers with@ir tlocal markets. Viewing these marketing
programs as substitutes, they have shifted themdipg away from advertising towards daily
deal promotions. Is this the right way to see ddégls and advertising?

It is true that daily deals offer the business siggnt exposure to new consumers. In this
sense, they perform the same important functionatieertising does. However, one crucially
important factor that daily deals and advertisitagldy differ from one another on is how they
persuade the consumer to buy from the busineBg and large, advertisements communicate
specific benefits regarding the merchant’s prodaats$ services. For instance, a restaurant may
emphasize its particular expertise in preparintytesafood dishes in advertisements, and a
cleaning service may advertise that it uses eeniiy products through advertising. Such
messages not only differentiate the business ftermompetitors and attract consumers who
value these particular attributes, but they als®e gonsumers persuasive benefit-driven reasons

to buy from the business (instead of from otherses). In contrast, most consumers buy a
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daily deal primarily because they are getting adbkbf a deal,”; benefits offered by the
merchant’s offerings take a back-seat. In facinany cases, consumers may not even
particularly care which restaurant or cleaning merthey are buying the deal voucher for, just
the fact that it’s significantly cheaper than maneces.

To summarize, a daily deal does accomplish exppbutdt draws in consumers to the
business for the wrong reason: not because thadasssells something the consumer truly
wants or is interested in, but because the busisessdling it at a very low price. Coupled with
the escalating number of deals available to consaimighin a given product category at any one
time, the chances of any future loyalty or relatidmehavior become even smaller, as our results
indicated.

Thus, it is our view that advertising and daily ldesre not substitutes; although both provide
exposure to a local customer base, each programsdo@ a starkly different way, attracting

largely different types of consumers to the busirfes different reasons.

Limitations of this study

As with any such study, the present study has aeuwf limitations. First, although we cast
a wide net covering 23 different US markets, tdfedent industries and 1,200 businesses that
had run daily deal sites with Groupon, LivingSocialavelzoo, OpenTable, and BuyWithMe,
the fact remains that the study sample is stibavenience samplBecause of our inability to
access the entire population of daily deal pronmstivom any of the sites, we could not use a
sampling methodology to obtain a representativeptauof businesses running daily deals. As
such, we make no claims that these results cantbegpelated to the population of US
businesses running daily deal promotions as a whi#eertheless, the consistency of the results
across the daily deal sites, and with the Septe@®Ed sample of businesses running Groupon
promotions lends confidence in their validity. Sedpbecause this is a survey-based study, our
results are susceptible tman-response biasvhich is the possibility that non-respondents to

our survey were systematically different from thtsa participated in it. Note however that the
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response rate we obtained was 27%, which is invitie published resulf& Third, the survey-
based methodology also means that all performamteas are assessed based on self-reports
provided by business decision makers. Such infaomas based on subjective assessments of
respondents and may be inaccurate in reflectingghctistomer behaviors. Nevertheless, since
these individuals will make future decisions regagdiaily deal promotions, it can be argued
that their assessments, even though subjectiveytsaematters. Finally, we note that our
samples for BuyWithMe, Travelzoo and OpenTablegaiige small; so the results for these sites

should be seen as exploratory.

Conclusion

Taken together, the findings of this study leadausonclude that there are relatively few
points of differentiation between the daily de#ésicovered in the study, making it harder for
any one site to stand out from the others. Ouriffiggl also uncovered a number of red flags
regarding the industry as a whole: (1) the rel&il@v percentages of deal users spending
beyond the deal value (35.9%) and returning farllaprice purchase (19.9%) are symptomatic
of a structural weakness in the daily deal businesgel, (2) less than half of the businesses
indicated enthusiasm about running another daigy itkethe future, (3) fully 72.8% indicated
openness to considering a different daily dealfsit@nother promotion, and (4) only 35.9% of
restaurants/ bars and 41.5% of salons and spasafiatin a daily deal asserted they would run
another such promotion in the future. All of théiselings point to the same conclusid@wer
the next few years, it is likely that daily deaésiwill have to settle for lower shares of revenue
from businesses compared to their current leveld,iawill be harder and more expensive for

them to keep finding viable candidates to fill th@pelines of daily deals

4 Deutskens, Elisabeth, Ko de Ruyter, Martin Wetzatsl Paul Oosterveld (2004), “Response rate apmbrse
quality of internet-based surveys: An experimeatatly,” Marketing Letters15(1), 21-36. For examples of
published research with lower response rates, &@ll®an, Don and Andrew V. Abela (2007), “Markeg
performance measurement ability and firm perfornegniournal of Marketing 71(April), 79-93; or Palmatier,
Robert W. (2008), “Interfirm relational drivers ofistomer value,Journal of Marketing72(4), 76-89.
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