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HANDLE WITH CARE

Some thoughts on merchant-funded rewards programmes

We’re all accustomed to the changing fashions in haute couture that we see paraded on the catwalks of Milan, Paris and London.

But the world of marketing has its fashions too.

And one of the recent fads is for what are rather grandly called “merchant-funded loyalty programmes”. The pitch to the customer? Use this card, and you get X% discount when you buy from these merchants. The pitch to the merchants? Offer our customers a discount, and we’ll give you privileged access to them.

Stripped to its essentials, promoters of the concept are offering banks the opportunity to run a rewards programme with free rewards. The argument goes that, in these difficult times, merchants are so hard-pressed that they are willing to offer substantial discounts to reach a card issuer’s customers. All the issuer has to do is provide the marketing wrapper: the rewards, in the shape of discounts, will cost nothing. 

Well, it’s not hard to see the appeal to resource-starved bank marketers. In a crowded card sector, a proposition which boosts customer appeal but slashes costs has to grab your attention.

But – and there’s always a but – are merchant-funded loyalty programmes all they’re made out to be?

Let’s unpick some of the elements.
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In the first place, many merchants would argue that there’s nothing new about this. They feel strongly that they already fund conventional rewards programmes through the interchange fees they pay on card transactions: the route is indirect, they allege, but the cost is very real. In rebuttal, issuers would counter-claim that it in reality it is their card margins which actually support programme cost. Whichever side of the argument you favour, undoubtedly there’s a debate to be had. And what can’t be denied is that this difference of opinion – often noisy – will certainly affect the persuasiveness of sales people who have to convince merchants to enter the programme.

Again, those promoting the concept have to prove what’s being called “incrementality” – an awkward word, but basically, they have to show  that the programme would generate sufficient new business for the merchant to offset:

1. The permanent discount he now has to offer to customers who already shop with him

2. The extra interchange on transactions that previously would not have involved a card. 

Easy to claim, not so easy to demonstrate.

Next, for the programme to have traction with customers, it has to stand out from existing rewards offerings. The route often suggested is to make the rewards immediate – that’s to say, the accumulated discount can be credited immediately, in whole or in part, at the participating store. No need for the customer to accumulate bits of paper or wait for a voucher to be posted: the saving is there straight away. Now, that’s an attractive benefit. But to make it happen, very likely there has to be a significant upgrade to merchant POS terminals. Who will pay for the installation and testing? If the merchant, then it’s another cost they have to shoulder. If the card issuer, then the programme is a whole lot more expensive than was at first suggested.

And let’s not forget the consumer factor.  With the big promotional price-cuts that customers have lately got used to as retailers battle for their business, how will a relatively modest discount compete? Mrs Ordinary may well prefer to stretch her shopping dollar by looking out for those “30% off” stickers, rather than signing up for let’s say a 2% saving. 

But this is all theory: how have merchant-funded programmes worked in practice?

No question, when they were first launched in markets like Turkey, they were extremely popular. Merchants and customers alike voted with their feet for offerings like Garanti Bank’s Bonus programme.
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Subsequent launches in other countries have been more problematic: one indicator of such a programme’s success is its ability to retain its merchant group after the initial launch. Early reports from programmes in Europe suggest that there has been some difficulty with this, though promoters in the US remain optimistic.

In fact, the yearning for a largely free programme supposedly funded by desperate merchants has led to some issuers having distinctly unrealistic expectations: recently, one over-optimistic institution in a large EU country confidently requested proposals for a merchant-funded programme – on a card base of fewer than 50,000 accounts. It came as something of a surprise for him to learn that no major retailer was so starved for sales that it would be very much interested in what he was offering.

The lesson?

Merchant-funded programmes are emphatically not a magic bullet – but they’re not a mirage either. Successful marketing initiatives have to deliver real benefits to everyone involved.




















































“Merchants feel strongly that they already fund card rewards programmes””








