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Social Commerce: Finding Growth at the
Crossroads of Social Media & E-commerce

User growth for many established social media platforms has been slowing for years as these internet giants

Mayuranki De are simply running out of non-users in their addressable markets. In order to fulfill high growth expectations,
these networks pivoted their business strategies away from acquiring new users and instead towards
maximizing the monetization of existing ones. While the first stage of ARPU (average revenue per user)
maximization centered around hyper-targeted advertising, more recent efforts center around social
commerce: where social media and ecommerce intersect to offer shopping experiences that live directly
within social media platforms. This rapidly emerging trend is causing retailers to redouble their social media
strategies and social media platforms to retool their apps around shopping features.

n m \ Social commerce differs from traditional e-commerce because rather than shopping on dedicated e-
- commerce websites, it allows users to shop within the social media platforms that they use regularly. Such
Related ETFs an approach reduces frictions, allows users to digitally comment or consult with friends, and enables hyper-
targeted advertising and custom shopping experiences. Conversely, traditional e-commerce methods, like
online stores, tend to be more brand or product-centric, with shoppers often navigating pages of dozens of
products to find the goods they want.

SOCL - Global X Social Media
ETF Key Takeaways:

EBIZ — Global X E-commerce ETF . . . . .
e Brands are increasing their social media efforts and spend to meet customers where they spend

their time

e As social media websites gain commerce traction, increasing ARPU becomes a key metric to
gauge success.

e Consumers swayed by the ease of a one-stop checkout process as opposed to traditional e-
commerce methods.

Social Commerce Enters the Early Adopters Phase

Traditional social media platforms are in the late majority phase of adoption as a very high percentage of
internet users are already active on social platforms. While the maturity of this theme implies future growth
may slow, social media companies are actively leveraging their vast user bases and know-how in
technology to enter emerging segments with earlier adoption and vast opportunity. Social commerce is one
such growth opportunity for social media companies — and perhaps one of the largest. In the U.S., social
commerce is projected to reach $80 billion by 2025, accounting for 5.9% of retail e-commerce sales, up from
$36 billion and 4.4% in 2021.1%2 China, the world’s most advanced social commerce market, has a head
start; sales are nearly 10 times the size of the projected U.S. market at $351.65 billion as of 2021, and
growing ~31% in the last year alone.®

Social commerce is still in its early days, but it is expected to continue to grow faster than broader e-
commerce sales, reaching a global penetration rate of ~6% by 2025.
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FORECASTED SOCIAL COMMERCE SALES IN THE U.S.

Sources: eMarketer, U.S. Census Bureau, Global X ETFs, as of October 2021.
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Digital Ad Spend Rises, Goes Social

Initially, the pandemic tightened marketing budgets, causing ad spending to decline. But by the
end of 2020, spending on digital ads increased 12.2% year-over-year with companies
recognizing consumer preferences shifting towards e-commerce.* And much of that spending
went to their social media efforts.

In August 2021, The CMO Survey found that social media ad spending increased from 13.3% of
marketing budgets in February 2020 to 23.2% in June 2020.% Results are promising, particularly
for small and midsize businesses (SMBs). For example, SMB advertisers using Twitter’'s Quick
Promote, which allows advertisers to target customers by location, age, and gender, reported
that revenue per campaign was up 26% in Q2 2021 versus more traditional advertising
strategies.® Additionally, Meta Platforms’ Facebook is expanding Business Inbox on Messenger
specifically for SMBs as we approach the holiday shopping season. They noted 72% of SMBs in
the U.S. that use personalized ads say they are important to their success.”’

The Facebook, Instagram, and WhatsApp services outage on October 4 showcased SMBs’
growing dependency on these online platforms. In Brazil, the six-hour outage cost SMBs an
estimated 6.6 million Brazilian reals (roughly $1.2 million), which is about 2% of the average
daily e-commerce revenue generated in that market.®

Time On-Platform Is Money

A meaningful shift toward greater ad spending on social media was likely inevitable, in our view.
The pandemic simply accelerated the shift. The strategy makes sense: Social media is part of
the daily routine for many users. Sixty-six percent of respondents to a recent Global X survey
said that they interacted with at least one of their social media accounts every day.° So,
increasing ad dollars to digital channels during the height of COVID, when users were more
housebound than ever, was opportunistic. Average user time spent per day on social media as
of October 2021 was 2 hours 27 minutes, up +2.1% Quarter-over-Quarter (QoQ).°
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With an increasing share of users’ time spent on social networks versus traditional consumer
entertainment options, social networks recognize that there are opportunities to capitalize on
their user visits. Since 2017, traditional streams of media such as television and radio suffered
decreasing daily time spent per user, while social media progressively increased.

AVERAGE USER DAILY TIME SPENT ON PLATFORM

Sources: Nielsen Total Audience Report, BackLinko (Social Media data includes 16-64 year old, not just 18+)
Percentages represent growth from 2017-2020 per category.
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The pandemic increasing time spent on social media platforms helped those networks further monetize their
user bases. The chart below shows how major social media platforms enjoyed accelerating ARPU growth

over the past year. Meta Platforms’ quarterly ARPU increased 26.7% from $7.89 in Q3 2020 to $10.00 in Q3
2021.11

2 YEAR COMPOUND ANNUAL GROWTH RATE AVERAGE REVENUE PER USER GROWTH

Sources: Meta Platforms (FB), Snapchat (SNAP), Pinterest (PINS), Twitter (TWTR).
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One-Stop Shopping on Social Media Platforms

Historically, advertisements on social platforms were designed to encourage click-throughs that
brought users to the advertiser’s site to ultimately make a purchase. But this process introduced
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unnecessary steps that ultimately dissuaded some customers from completing purchases. It is
logical that social media sites, and their advertisers, recognized that eliminating this friction by
allowing purchases directly within the social platforms could result in higher conversion rates.
Beyond that, in-app purchasing also allows social media companies to gather more
comprehensive data on the shopping habits of its users — data that can ultimately be used to
create more precise product recommendations and advertisements, ultimately driving even more
purchases.

Social commerce also extends to word-of-mouth level in which friends can interact on social
platforms to exchange product suggestions. Vehicles that facilitate recommendations from a
friend, even if the extent of that friendship comes simply by way of a follow, can wield significant
influence over purchasing decisions. In the Global X survey, 48% of respondents said a
recommendation from someone that they knew was the most powerful motivator for them to
make a purchase. Brand trust was the second biggest factor.

Q: PLEASE RANK THE MOST POWERFUL MOTIVATORS THAT YOU HAVE FOR MAKING

A PURCHASE (4 BEING THE MOST POWERFUL AND 1 BEING THE LEAST POWERFUL)
Source: Global X ETFs, as of Sept. 2021.
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New and improved shopping capabilities increasingly pop up on social media platforms, turning these sites
into dynamic shopping destinations. For example, Snapchat’s connected shopping experience not only
offers consumers a “similar items” feature, but it also combines the digital experience with the perks of a
physical experience through augmented and virtual reality (AR/VR) technology that imitates a fitting room
experience.
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Source: Global X ETFs.

Recently Introduced Social Commerce Feature

Facebook/Instagram Shops

A customizable in-app display of a business within the app’s marketplace.
Recent update includes Instagram Drops, where sellers can draw attention
to upcoming limited-edition products.

TrueSize Technology
Utilizes AR/VR technology to offer products through Snapchat’s Snap scan.

Shop Module
Brands/Businesses display a carousel of products directly on profile.
Users can purchase through business websites on Twitter’s app.

Pins Post Format
Adds tags to featured products that are in the platform’s product catalog,
in partnership with Shopify.

Good Product Circle
Interactive module where users recommend products, access friends’
recommendation lists, and socialize on the interface.

Conclusion: Social Commerce Means Big Revenue Opportunities for Social

Networks

Social commerce is transitioning social media from advertising products to becoming the store itself. Blend
the social aspects of shopping with easy purchasing journeys right from one’s account, spending is likely to
accelerate. Many consumers are on board with the idea: 30% of online shoppers say they are open to
purchasing from a social network.'? For businesses, social commerce brings the power of data and Al into
play, which can improve conversion rates over traditional advertising formats and reduce frictions. It also
facilitates perhaps the most influential of advertisements: the recommendations of friends. As social media
companies look to maintain high growth rates, social commerce is likely to be a key piece of their strategy.

OUR ETFs

RESEARCH

ABOUT
CONTACT

NEWS
PRIVACY POLICY



https://www.globalxetfs.com/
https://www.globalxetfs.com/about/
https://www.globalxetfs.com/news/
https://www.globalxetfs.com/research/
https://www.globalxetfs.com/contact/
https://www.globalxetfs.com/privacy/
https://www.globalxetfs.com/

by Mirae Asset

! Statista, “Social commerce sales in the United States from 2020 to 2025, Jul. 2021.

2 Statista, “Social commerce as share of total online retail sales in the United States from 2020 to 2025”, Jul. 2021.
% eMarketer, “Social commerce surpasses $30 billion in the US”, Jul. 2021.

* Interactive Advertising Bureau, “Internet Advertising Revenue Report for 2020”, Apr. 2021.

® The CMO Survey, “The CMO Survey”, Aug. 2021.

¢ Twitter, “Q2 2021 Letter to Shareholders”, Jul. 2021.

" Ad Week, “Facebook Continues Efforts to Help SMBs Prep for Holiday Shopping Season”, Oct. 2021.

8 Statista, “E-commerce revenue lost due to the Facebook outage in Brazil on October 4, 2021”, Oct. 2021.
9 Global X ETFs, “Social Commerce Survey”, Sept. 2021.

10 Data Reportal, “DIGITAL 2021 OCTOBER GLOBAL STATSHOT REPORT", Oct. 2021.

1 Facebook, “FB Earnings Presentation 2021.”, Jul. 2021.

12 Big Commerce, “The Secret to the Future Growth of Your Ecommerce Channel: Social Commerce”

OUR ETFs ABOUT NEWS

RESEARCH CONTACT PRIVACY POLICY



https://www.globalxetfs.com/
https://www.globalxetfs.com/about/
https://www.globalxetfs.com/news/
https://www.globalxetfs.com/research/
https://www.globalxetfs.com/contact/
https://www.globalxetfs.com/privacy/
https://www.globalxetfs.com/

