IS THERE LIFE BEYOND BALANCE TRANSFERS?
We have often drawn attention to  the changing face of credit card economics. Not to prolong the agony, but the deterioration in net interest margins, the squeeze on fees and charges, and the increasing savviness of pick-up-and-go customers have made many issuers’ reliance on 0% balance transfers increasingly unrealistic. Question is, what to do with customer segments – and in many cases, whole portfolios – which have been built on the back of beggar-my-neighbour BT offers. 
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Product managers for these customer groups wince when re-price comes around: they know that expensively-acquired customers, who have been busily paying down transferred balances, will cheerfully move on to the next issuer who offers them a cut price deal. Worst of all, it’s not as if these customers are low value: many of them are well-heeled, carry other cards – and use them extensively for purchases and balance building. Too often, the 0% balance transfer card is used only to finance existing balances and for no other purpose. Result? Tenure of these customers may run as low as two years or fewer, during which they are a dead loss to the issuer. How to break out of this trap?

Enter rewards.

Let’s take a portfolio of the sort we’ve just described. The main challenge is to change the way the card is used, so as to make it attractive to the customer, not just as a low or zero cost financing tool, but as a valuable payment instrument. And if you can get the spending habit going, experience suggests that revolved balances will build also. 

Unfortunately, issuers commonly find that average spend on these cards is very low – but these results will likely be affected by:

· High propensity not to use the card for purchase transactions at all
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Very high dormancy rates after re-price

But closer examination of account performance often suggests that there is a wide variation of behaviours:

· Never purchase

· Go dormant or attrite after re-price

· Low purchase

· Higher purchase

The solution may be to use a rewards solution to provide benefits calibrated to meet the needs of each behaviour segment. These customers have proven they’re financially alert, so rewards which respond to that are likely to be attractive. The table shows some possible options:

	Segment
	Goal
	Constraints
	Solution

	· Never purchase

· Go dormant or attrite after re-price
	· Motivate spend

· Provide reason for use after re-price
	· No/low spend means that awards have to be low value/easily attained
	Earn

· Bonus points for 

· First use

· Qualifying spend (possibly with threshold)

· Recurring payments

Burn
· Prepaid gift cards

· Mobile minutes

· Downloads (ring tones, music…)

	Low purchase
	· Increase stickiness
	
	· Lottery/sweepstakes against purchase transactions

	Higher purchase
	· Cut attrition

· Build spend (and balances as a result)
	· Need to build share of wallet
	Earn

· As above, but also spend related

· Tiered spend/points levels

Burn
· Lifestyle

· Experiences

· Travel

· “Choose your own”

· Green options
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“The main challenge is to change the way the card is used, so as to make it attractive to the customer, not just as a low or zero cost financing tool, but as a valuable payment instrument.”





Re-price after Month 9
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