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			Groupon: the online voucher giant

			Discounts driven by the internet, trends and social networks

			Groupon.com first appeared in 2008, a difficult year for the crisis-hit American economy. The young entrepreneur Andrew Mason noticed that Americans were extremely worried by the decline in their buying power and decided to bring back discount coupons. The site attracts a large number of shoppers by offering huge promotions every day, which are only valid if a minimum number of users sign up for them. This system seems as old as time, but clearly taps into current trends: group buying relies on a network and takes place online; paper coupons become digital; and massive discounts allow customers to treat themselves even during an economic crisis and businesses to attract people back to their shops.

			The site’s success was astounding: its value reached $1 billion just 17 months after its creation, which is virtually unheard of for startups. After two years, the coupon giant was present in 88 US cities and 22 countries around the world. In late 2010, Mason turned down an offer from Google to purchase the site for $6 billion. When the company went public a year later, it ended its first day with a market value of $16.5 billion.

			However, it was not long before cracks began to show: unhappy partners questioned the model’s stability, competition increased and huge losses drove away investors. Since 2012, Groupon has fallen off its pedestal, and although the company is reinventing itself, it seems incapable of restoring confidence in its economic model. With the buzz surrounding group buying now a thing of the past, does the coupon giant have a future?

			
				
					Key information

					
							Founders: Andrew Mason (American musician, born in 1980), Eric Lefkofsky (American entrepreneur, born in 1969) and Brad Keywell (American entrepreneur, born in 1969).

							Founded: 15 January 2008 in Delaware, initially under the name ThePoint.com. It officially became Groupon, Inc. on 16 June 2009.

							Market launch: November 2008 in Chicago.

							Sector: online sales.

							Key figures:

					


			
					2009: net revenue of $30 million.

					2010: net revenue of $713 million.

					2011: net revenue of $4 billion and 33 million active users worldwide.

					2012: net revenue of $5.4 billion and 41 million active users worldwide.

					2013: net revenue of $5.8 billion and 44.9 million active users worldwide.

					2014: net revenue of $3.2 billion and 53.9 million active users worldwide.

					2015: net revenue of $1.47 billion and 48.6 million active users (compared with 260 million subscribers) worldwide as of end of September 2015. 

			

			
					Key terms:	Group buying: the idea is to get several buyers together in order to increase the sales volume and negotiate a better price with the seller. Traditionally practiced by buying professionals or company committees, this buying method has become widespread in the digital era now that buyers from across the world can join forces.

	Web 2.0: this expression was coined in 2007 to refer to the evolution of the internet towards greater interactivity with the emergence of social networks, blogs and crowdsourcing, the most notable example of which is the creation of the collaborative encyclopaedia Wikipedia in 2001.




			

				

			

		


		
			The early days

			An unusual profile for a founder

			A far cry from the young computer programmers who have founded the majority of startups in the digital era, the man behind Groupon and its record-breaking growth was a 27-year-old musician, Andrew Mason. Mason is a serious music lover: he began playing the piano at the age of six and was in a punk rock band influenced by The Beatles and Cat Stevens while at Northwestern University in Chicago. He was more interested in being part of a counter-culture than in becoming a rock star, and admits that, until the age of at least 25, he was convinced that he would be a professional musician.

			Mason’s defining quality is his creativity, and he is brimming with ideas. He was born in Mt. Lebanon, Pennsylvania, in 1980 and was 15 when he set up his first company, Bagel Express, to deliver fresh bagels to his neighbours on Saturday mornings. He taught himself computer programming and secured a job at InnerWorkings, a company founded by the wealthy Chicago entrepreneur Eric Lefkofsky which subcontracts printing work on behalf of its professional clients. He then came up with the idea for a website which would analyse the most popular news topics and summarise the thoughts of the authors of the most widely read articles. The Harris School of Public Policy at the University of Chicago was won over by the idea and awarded him a scholarship in 2006. A few months later, Lefkofsky heard about the idea and offered Mason $1 million to launch the site.

			Lefkofsky (born in 1969) is a self-made businessman. He studied law at the University of Michigan, as did his business partner and fellow Groupon cofounder Brad Keywell (born in 1969). The two men used their own money to launch Lightbank, an investment society focused on “disruptive” technologies, in 2010, as well as a number of other companies such as Brandon Apparel (sports clothing) and Starbelly.com (promotional products). Lefkofsky and Keywell are both Adjunct Professors at the University of Chicago, where they teach a course entitled “Building Internet Start-Ups: Risk, Reward, and Failure” together. 

			
				
					Disruptive innovation

					The consultant Benoît Sarazin defines disruptive technologies as innovations which are more effective than existing technologies and which, consequently, supersede them without necessarily creating new markets. An example of this is memory cards, which have partially replaced RAM memories and hard drives.

				

			

			Mason explained their collaboration to the Chicago Tribune in 2010:

			“I never thought of myself as an entrepreneur […] I have a lot of ideas on things and I like to try and create things. Everything that's happened to me, it's just meeting up with the right group of entrepreneurial people who exposed me to this community and I've learned a ton.” (Cited in Markowitz 2013)

			An idea of its time

			When ThePoint.com appeared in 2007, it was a long way from Mason’s original idea: it was an online platform to distribute petitions. Initially, it attracted attention because of the outlandish nature of some of its campaigns: for example, thousands of people signed a petition to build a dome over Chicago so that it would stay warm all year round, or to take action against AIDS on the condition that the U2 singer Bono retire from public life. Thanks to this media hype, the young company, which was founded in January 2008, attracted an investment of almost $5 million from New Enterprise Associates in California, the largest venture capital firm in the world.

			Although the site ultimately did not generate the traffic it needed to keep going, Mason noticed that one of the most popular campaigns was focused on the need to increase buying power. He then created a blog, getyourgroupon.com, which gave its followers a different promotional offer every day. As there was not much to lose in this new venture, which only needed a small team to find attractive offers every day, the investors encouraged Mason to keep going with it. Offers which reached a minimum number of takers were approved, and every time this happened the site took a commission.

			The results were surprising: out of a customer base of 5000 people, the site sold 100 $25 tickets to spend an hour in a sensory deprivation chamber (a soundproof, pitch-dark chamber filled with saltwater at body temperature). In the following six months, Groupon launched its service in Boston, New York and Washington DC, before setting out to conquer Europe by purchasing CityDeal (a similar company founded in Berlin in 2009). Word of mouth attracted huge numbers of visitors and, only 17 months after Groupon was founded, the Russian investment fund Digital Sky Technology, which already had stakes in Facebook (a social network founded in 2004) and Zynga (a social gaming company founded in 2007) injected $135 million into the company, boosting its value to $1.35 billion. At that point, the video sharing website Youtube (founded in 2005) was the only other company to have reached a value of $1 billion so quickly.

			Social shopping

			Groupon is a portmanteau which combines the words “group” and “coupon”, since the size of the group of customers unlocks the coupon. The principle of group buying is based on the idea of a network, which can be either virtual or real. It has been used for a long time by company committees to obtain advantages for their employees, and brings together a community of buyers who are united by shared interests, forcing them to use word of mouth to gain access to the product or service they want. With the advent of Web 2.0, this can quickly go viral. In Groupon’s first six months, over half its users came to the site after hearing about it from their friends.

			Like during sales, the buying experience is more important than the product itself: users are part of a lucky few who will get an exclusive offer or find a hidden gem, have to react quickly and wait to see if the offer will get enough takers, and enjoy immediate satisfaction with the confirmation of the deal, even before they get their hands on the final product or service. They can then share this offer with their friends and family and on social networks, which acts as additional marketing for the company. Finally, it is worth noting that most of the offers on the site are for experiences that can be given as a gift or shared with friends (restaurants, trips, flying lessons, spa treatments, and so on).

		


		
			Groupon’s evolution

			Massive discounts, huge sales volumes

			Users who sign up to the site receive a new promotional offer in their city, with a very short expiration date, every day. The discounts offered have to be large enough to generate a significant buzz among a sizeable group of users every day. On top of the discount, sellers have to share the money they make with the site, as Groupon’s commission stands at 50% of the price paid by the buyer. This explains why most of the offers come from services (restaurants, beauty, tourism) and the luxury sector, where profits tend to be higher.

			Companies using the site benefit from increased visibility, new customers and a sales volume that they would not have been able to reach alone, given that Groupon has several million subscribers and invests heavily in search engine optimisation. According to Mason, two years after the site was created, 35 000 companies had signed up to offer discounts. As a result, Groupon only selects an average of one company in eight, basing this selection on customer evaluations available online, the size of the discount and the originality of the offer compared to those normally offered by the seller. By the end of 2010, 98% of the promotions on the site were approved and Groupon’s monthly US revenue stood at $50 million. As of 2011, the company was active in 160 American cities and 35 countries.

			A tangible service in the startup world

			The company does not handle logistics itself; rather, it puts customers in touch with local service providers. In this sense, it is a marketing platform, like a city guide or sites that gather consumer opinions, such as TripAdvisor. However, unlike most of the internet companies of its generation, Groupon is a tangible business: in two years, it took on around 4000 employees in some 50 countries, attracted 83 million subscribers worldwide and had a gross revenue of €713 million. Not even eBay, Google or Amazon enjoyed such significant growth so quickly.

			Subscribers sign up for a local offer, and then go to a shop to receive the product or service. This represents a tangible business model which attracts a large number of customers, sometimes to very young companies or new services. In this way, the site allows recently founded companies with small or nonexistent marketing budgets to achieve extraordinary sales volumes. For example, in eight hours Groupon sold almost 20 000 tickets for a tour of Chicago’s architecture that were reduced from $25 to $12. As we can see, since the beginning the company has relied on its sales force and on a veritable army of writers to come up with enticing offers. These writers were mainly recruited from Chicago’s improv scene and are paid a similar wage to journalists.

			
				
					Did you know?

					According to Aaron With, who worked with Mason at ThePoint.com, is active in the Chicago music scene and was Groupon’s editor-in-chief until 2014, his writing team wrote the equivalent of a 190-page novel every day during the site’s first year!

				

			

			Record-breaking results

			The site’s growth was meteoric and its sales figures shot up.
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			The German Samwer brothers (Oliver, Marc and Alexander), who famously made their fortune by emulating successful American concepts such as Airbnb (a platform where individuals can rent out their own homes, founded in 2008) and Pinterest (a social network based on image-sharing, founded in 2010), played a role in the site’s growth. When they sold their European clone CityDeal to Groupon, they took over the site’s European operations. In just a few months, European sales caught up with and then surpassed American sales. As they only held a 10% share in Groupon, rapid growth before the company’s IPO was the only way for the German brothers to ensure quick and sizeable profits for themselves. However, this growth came at a price and, although sales shot up, the company burned through its money far too quickly, mainly due to the number of salespeople needed to forge local partnerships: losses stood at $6.9 million in 2009, before climbing to $450 million in 2010.

			An easily imitated model

			By the end of 2010, 200 sites based on the same model had been launched in the USA and 500 had been launched in the rest of the world, including around 100 in China and 30 in France. Some of them even copied Groupon’s domain name and corporate style. All they needed to get started was a team of salespeople on the ground to attract companies and a few good writers to make the offers on the site appear attractive.

			Alongside the many short-lived companies, some made a more lasting impact, such as LivingSocial.com, Groupon’s main competitor in the USA. This

			A turbulent IPO
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