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Chow	Hound:	Food	for	Thought1	
	
Background	and	Business	Model	
	
About	two	years	ago,	Harry	and	Joan	Benjamin	founded	Chow	Hound,	an	online	restaurant	
delivery	service	in	Los	Angeles.		Chow	Hound	followed	the	now	well-worn	business	model	of	
competitors	like	GrubHub,	Seemless,	Foodler	and	DoorDash.		Specifically,	local	Los	Angeles	
restaurants	partnered	with	Chow	Hound	and	provided	the	website	with	their	menu	and	pricing.		
Customers	could	then	visit	Chow	Hound’s	website,	search	the	available	menus,	and	place	an	
order	from	one	of	the	partner	restaurants.		Chow	Hound	would	send	a	driver	to	pick	up	the	food	
from	the	restaurant	to	deliver	to	the	customer.		Chow	Hound	handled	all	the	financial	
transactions,	accepting	payment	from	the	customer	via	credit-card	on	their	website	and	
transferring	a	payment	to	the	appropriate	restaurant.		For	their	services,	Chow	Hound	retained	
a	small	percentage	commission	of	every	order.			
	
On	the	surface,	the	business	model	seems	like	a	“win-win.”		Customers	benefit	from	being	able	
to	order	delivery	from	restaurants	they	would	have	otherwise	had	to	visit	in	person.		
Restaurants	benefit	from	the	increased	visibility	on	Chow	Hounds	website,	while	saving	on	the	
costs	of	maintaining	their	own,	in-house	delivery	services.		Finally,	Chow	Hound	leverages	
economies	of	scale	to	run	their	driver-delivery	fleet	as	efficiently	as	possible,	while	collecting	
revenue	directly	from	restaurants.			
	
The	simplicity	of	the	model	was	one	of	the	ideas	that	inspired	Harry	and	Joan	to	found	the	
company,	and	there	was	ample	evidence	from	competitors	like	GrubHub	that,	run	well,	it	could	
be	profitable.		Joan	had	worked	extensively	in	the	restaurant	industry,	and,	when	they	founded	
the	company,	leveraged	her	personal	and	professional	contacts	to	build	Chow	Hound’s	small,	
but	loyal,	set	of	partner	restaurants.			
	
Challenges	in	the	Competitive	Landscape	
	
Unfortunately,	even	after	its	first	two	years,	Chow	Hound	was	struggling.	The	online	delivery	
market	was	nearly	saturated,	and	it	was	hard	for	Chow	Hound	to	distinguish	from	its	
competitors.		At	the	end	of	the	day,	Chow	Hound	just	wasn’t	generating	enough	transactions	to	
meet	the	costs	of	paying	its	drivers	and	software	developers.		Harry	and	Joan	went	around	in	
circles	trying	to	identify	the	problem:	
	
Harry	argued,	“We	just	need	more	partner	restaurants.		Customers	are	going	to	use	the	website	
with	the	most	partner	restaurants.		We	should	just	go	door-to-door	and	build	as	many	
partnerships	as	we	can.”	
	
Joan,	who	had	actually	done	most	of	the	work	building	their	existing	partnership	base,	
countered,	“Building	partnerships	is	difficult	and	takes	time.		We	need	to	focus	on	building	
partnerships	with	the	right	restaurants,	the	ones	that	are	going	to	be	popular	with	our	
customers.		I	just	don’t	know	which	ones	that	might	be.”	
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“Anyway,”	Joan	continued,	“I	think	the	bigger	problem	is	our	pricing	structure.		We	let	the	
restaurants	set	whatever	prices	they	think.		I	was	looking	at	a	couple	of	them,	and	it	looks	like	
they	inflate	their	online	delivery	prices	over	their	normal,	in-store	prices	to	cover	the	
commission	we	charge.		Customers	aren’t	dumb.		They’d	rather	just	drive	to	the	restaurant	and	
do	take-away	rather	than	pay	the	higher	prices.”	
	
Harry	was	unconvinced.	“I	don’t	think	are	customers	are	that	price-sensitive.		I	bet	most	of	our	
customers	are	college	students	ordering	delivery	because	they	don’t	have	cars,	or	need	to	stay	
in	the	library	studying.”			
	
“But	college	students	don’t	have	any	money!		So	shouldn’t	we	run	a	marketing	campaign	to	
target	other	customers	that	might	pay	more	and	order	more	food?”	retorted	Joan.			
	
That	Harry	and	Joan	were	twins	became	painfully	obvious	as	these	conversations	heated	up.		
They’d	often	continue	for	hours.		The	one	thing	that	they	both	seemed	to	agree	on,	however,	
was	that	they	didn’t	understand	their	customers.		What	kinds	of	people	used	Chow	Hound?		
What	kinds	of	food	did	they	tend	order,	and	how	much	did	they	pay?		They	needed	to	figure	out	
what	it	was	their	customers	actually	wanted.			
	
Clustering	and	Market	Segmentation	
	
After	this	small	epiphany,	Harry	suggested	forming	and	running	a	focus	group.	They’d	get	a	
bunch	of	their	customers	together	in	a	room,	feed	them	dinner,	talk	to	them,	and	get	to	know	
who	they	were	and	what	they	wanted.		Unfortunately,	as	Joan	pointed	out,	focus	groups	were	
expensive,	especially	since	their	customer	base	was	dispersed	throughout	LA.			
	
Instead,	Joan	first	suggested	running	some	cluster	analysis	on	the	transaction	history	they	had	
on	their	website.		Namely,	every	customer	that	used	the	website	had	to	first	set	up	an	account.		
Whey	they	created	the	account,	they	specified	their	birthday	and	some	other	personal	
information.		Chow	Hound	stored	this	information	as	well	as	the	orders	that	they	made	in	the	
past	few	months.		She	scraped	the	past	two	months	of	order	history	for	420	random	customers	
to	pull	together	a	small	dataset	with	the	following	variables:	

• Age	–	Age	of	customer	
• Join	Date	–	The	date	which	the	customer	joined	Chow	Hound	
• Spending	–	Average	total	spending	per	week	on	the	site	per	week	($)	
• NumOrders	–	The	average	number	of	orders	placed	per	week		
• Indian	–	Average	spending	per	week	on	the	site	at	Indian	Restaurants	($)	
• Chinese	–	Average	spending	per	week	on	the	site	at	Chinese	Restaurants	($)	
• Thai	–	Average	spending	per	week	on	the	site	at	Thai	Restaurants	($)	
• Italian	–	Average	spending	per	week	on	the	site	at	Italian	Restaurants	($)	
• Other	–	Average	spending	per	week	on	the	site	at	other	types	of	restaurants	($)	

	
(Note	that	Joan	created	this	data	on	29	July	2015.		You	should	perform	your	analysis	assuming	
that	today	is	29	July	2015.)	
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Her	hope	was	that	this	data	could	be	used	to	describe	the	different	types	of	customers	at	Chow	
Hound,	and,	ideally,	provide	some	useful	insight	on	her	and	Harry’s	questions	about	pricing,	
marketing	and	expansion.			
	
	
Pre-Case	Questions:		
	

1. The	case	mentions	that	the	online	delivery	market	is	highly	competitive	and	possibly	
saturated.		Create	a	SWOT	(Strengths,	Weaknesses,	Opportunities,	Threats)	analysis	
describing	ChowHound’s	placement	in	the	industry.		(If	you	don’t	remember	what	SWOT	
is,	review	your	notes	from	your	strategy	classes.)		
	
	

2. For	each	variable	Joan	isolated	in	her	dataset,	briefly	discuss	if	you	think	the	variable	will	
be	useful	or	not	useful	in	developing	a	market	segmentation	and	why.		(Hint:	Remember	
our	discussion	from	lecture	about	what	are	good	features	for	clustering.)	

	
	

3. Of	course,	in	the	long-term,	ChowHound	might	change	its	account	registration	to	solicit	
a	little	more	personal	information	from	users	than	just	their	birthdate.	On	the	other	
hand,	extra	information	means	extra	operational	overhead	to	store	that	information,	
and	is	more	privacy	invasive	for	your	users.		Provide	three	examples	of	personal	
information	you	think	is	reasonable	to	request,	and	why	you’d	want	to	collect	this	
information	when	users	create	an	account.	

	


