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INTRODUCTION

Popular Web Retailers

amazon.com.

Qap.Com




INTRODUCTION

Promotion Codes

Have a qgift certificate
amazoncom. or promotional code?

Enter code here:
| pply |

=

gap.com coupon code

If you have received a gap.com coupon code that
you would like to use for this order, enter it below.

Qan.Coim enter c-:u:le:l

Gift Certificates & Promotion/Discount Codes
Enter yvour caSe Selsitive code and click "apply" to

apply it to your order,
“Apply

If you have an offer code,
please enter it here

| -:-:HLcuuu1



INTRODUCTION

Traditional Coupons

Targeted coupons:

Provide better prices for those we know
to have lower valuesfor the products
(e.g., zip codes, aternate products)

Screening coupons:

Make obtaining coupons more expensive
for higher valued consumers
(e.g., newspaper search)

Social-Psychological Factors

Not having coupons while others do may lead to price inequity,
lower satisfaction, etc.

Why isthe Web different?

Channels of coupon distribution are a mystery
All customers are prompted for coupons
Coupons are easy to “copy”

Distribution channels for coupons not company controlled



INTRODUCTION

Searching for Promotion Codes

Google

|1—BDD-ﬂnwers coupon codel

| Google Search I I'm Feeling Lucky

1-800-flowers com Coupons and Coupon Codes for 1800flowers

... 1-800-flowers.com Coupons $20 off $100 purchase coupon
code: DAZ, expires: Unknown. 1-800-flowers ...
1-800-floweers-com. coupons-coupon-codes.com! - 16k - Cached - Similar pages

Fed Hot Boutiques: Flowers-isifts
... 310 OFF on Tulips. (Report a Badlink) 1-800-FLOWERS . COM * 10% off $29.99

lse Coupon Code: |DO. Expires: 07/31/02. (Report a Badlink) 800wine.caom ...
wanwy. redhotboutiques. comdFlowers-Gifts/Yfrom=rhss - 28k - Cached - Similar pages

Flovwers online discount coupons, coupon codes and deals
... Unknown. mave 10% off yvour purchase at 1-800-Flowers.com
Coupon Code: 7bM Expires: 04152002, Save ...

weneee, 247 coupon. comfMflowers. html - 23k - Cached - Similar pages

Tclick?save com - Discounts, Onling Coupons, Deals and Savings ...
.. 1-800-FLOWERS . COM 10% off any purchasze - Coupon code 265 Exp. 11712
1-800-FLOWERS . COM 10% off - Coupon code 32H Exp. 12/31. ...

w1 clickZsave. comfinance.asp - 3dk - Cached - Similar pages




INTRODUCTION

Research Questions

“ Few things stir up a consumer revolt quicker than
the notion that someone else is getting a better deal.”

- David Streitfield, Washington Post (2000)

What effect does online coupon prompting
play on satisfaction and purchase intention?

What role does the suggestion of the existence
of coupons play in the shopping cart
abandonment problem?

Does the suppression of purchase intention
negate the benefits of price discrimination
(market segmentation)?

|s the screening role of price discrimination
achievable?



METHOD

Fictitious Purchasing Decision

- Context

purchasing atoy for afriend’ s daughter’ s birthday

- Subjects were guided through a shopping experience

searching for their item
adding their item to their cart
check-out

- Pre and post-testing

Price fairness

Satisfaction

Intention
(Non)Completion
Willingness to Pay (Vaue)

- Treatments

Presented with Code Field but without a code (N=78)
Presented with Code Field and had acode  (N=78)
No Code Field or mention of a code (N=50)
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RESULTS

Price Fairness & Satisfaction

The existence of a code (and not having one) leads to lower
sense of price fairness, satisfaction, purchase intention, and
likelthood of purchase completion than the control group.

Post-test scale values
(1-7 scale, 7=strongly agree)
Have Code Control No Code
(N=78) (N=50) (N=78)
Price Fairness 4.96 4.50 3.90
Satisfaction 4,93 4,32 3.87
| ntention 4.73 4.58 4.27
(Non)Completion 3.55 3.88 4.53

All differences significant at 5% via ANOVA.



RESULTS

Price Discrimination

What happens to the probability of purchase
In each of these treatments?

Subjects noted the likelihood of purchase completion on a
seven point scale.
(7 = strongly agree would not complete the purchase)

GOAL.: trandate scale into probability of completion
Let r denote the response on seven point scale
And g; thelikelihood of completion in treatment t

7-r

° Pr{completiont =a +
Gt ° Pr{completion} 6(1- 2a)

We then estimate (regress).

&0 0_
In ==bg+bq(v- p)
gl‘ Ot ¢ °




RESULTS

Price Discrimination

Substantial and significant differences in purchase intention
exist between the three experimental groups.

Treatment | ntercept Slope (v-p)
Have Code (plél.gga) (po;g;)
Control (poél.jg4) (pO:.O.ng@
No Code (;) 1'1522) (poz'o_ggz)

=

o
o
N
\

&
O
S Have
= = Control
204 4
B V4 / Don't
8 o2 .
S L.
o 0 = : I T
-100 -50 0 50 100

consumer surplus, vaue-price (v-p)




RESULTS

|ntensity-Adjusted Demand

Traditional Economic Notion of Demand:
(V* isthe “segregation point”)

max a f(v)p without price
p V3p discrimination
max a f(v)p + af(V)py  withprice

P, Pn V¥ >V3 P ve max(py,,v*) discrimination

Firm always earns at least as large of a profit with price
discrimination as it does without it.

“Intensity-Adjusted Demand”

pafv)ac(v- p) without price
VY, discrimination
pafMag(v-p)
v<v* with price
+pp & F(V)ap (V- pp) discrimination

v3 v*



RESULTS

|ntensity-Adjusted Demand

I ntroducing price discrimination through promotion code
prompting may decrease firm profits.

Question:
for what segregation points (v*) isthe profit with
price discrimination greater than the profit without?

Ratio of Optimal Profits with Price Discrimination
to Optimal Profits without Price Discrimination

1kt
s ~— o
S
ol
o 17
= . .
_g = Traditiond Profit

= Intensity Adjusted
Demand
05 . : . ;
10 20 30 S0 100

vdue



RESULTS

Screening Role

Whether a consumer believesit is worthwhile
to search for online coupons depends on
one' stechnica savvy and not on one's vaue.

Variable parameter t, p-value
Technical competency 0.4126 t=3.617, p=0.000
Value -0.0003 t=0.074, p=0.941

The existence of coupon distribution channels outside of
the control of the firm implies that coupons go to the
technically savvy and not the price sensitive.



CONCLUSIONS

- Coupon Prompting

Noting the existence of coupons may lead to lower
satisfaction, purchase intention, etc., and suggests a
role for equity theory.

- Purchase Suppression

Lower likelihood of purchase among the * couponless’
may offset the benefits of market segmentation.

- Self-Sdlection

Traditional “cost of time” segregation may not be
effective in online environments.

. Practice

Initially, technology dictated the method of coupon
redemption online.

Now, it istimeto let “age old” economics and
marketing drive practices in the “new” medium.



