February 09

THE RETURN OF REWARDS

There’s a lot of life left in this old dog      

Are we seeing a comeback?

In markets as diverse as Russia, Portugal, the UK, Italy and the Gulf, industry insiders report the same whispers: “Bank X is putting the finishing touches to a new rewards programme.”

At first sight, this seems odd: surely in these difficult times the focus would be on holding costs down, not incurring new ones. 

The consumer vote is in

But maybe these banks are doing the smart thing: they’re listening to their customers. Look at the evidence: in the US pre-Christmas,  market research company Ipsos reported that 62% of  respondents (which equates to almost 130 million Americans), planned to shop with particular retailers to take advantage of their loyalty programmes, such as frequent-shopper rewards, coupons or discounts. 23% intended to do all or most of their [image: image1.jpg]


holiday shopping where they can take advantage of these programmes.  At the same time, a Vesdia poll found that around 50% of respondents planned to use a credit or debit card with a rewards element for their holiday shopping. In the UK, nearly two thirds of those interviewed on behalf of Air Miles said they would take advantage of more loyalty schemes to help stretch their income.

In a way, of course, this is a no-brainer: Enhance has argued before that both customers and banks are involved in a flight to quality. But another way of expressing the same thought is to substitute “value” for “quality”. In that context, it makes all kinds of sense to develop programmes which customers can clearly see offers them genuine added value. In other words, a rewards programme.

Cash-back may be too costly

Not, incidentally, a cash-back programme: to make sense to customers, the cash-back has to come in at around at least 1%; but with interchange at 90bps and heading south in many markets, that level of return is simply unaffordable. Remember, there’s no breakage with cash-back, and no opportunity for smart buying to widen the margin between bulk and retail prices.  Evidence is also mounting that customers who value cash back the most are those with limited budgets: not necessarily the best prospects for card programmes these days. Accordingly, seasoned observers are quietly predicting that many cash-back programmes will be terminated or severely limited in the coming months.

But the upside of that, if it happens, is that it creates a space which well-planned rewards programmes can move into.

A real partnership with merchants

There is a caveat: and it comes in the phrase “well-planned”. The previous article in this issue pointed out the growing backlash among retailers looking to escape what they see as the tyranny of the card. Part of their resentment comes from the not unjustified suspicion that it is the merchant fees they pay which are funding bank rewards programmes. When developing the product proposition, therefore, it would make excellent sense to take merchants’ interests and aspirations much more fully into account than has been the case in the past. 

One example would be in the information on transactions and customers which banks collect: sophisticated retailers have long understood that the real value of a rewards programme lies in the data it generates. But few banks have sat with leading merchants to work out how best to define, deploy and get the maximum value out of the assets in their data warehouses. It is probably also true to say that genuinely joint marketing campaigns, as opposed to once-in-a-while token tactical offers, are rarities rather than the standard operating procedure which they should be. All the more strange, this, given that many issuers also have substantial acquiring businesses which would benefit very much from being able to add a genuinely co-operative strategy to their partnership management toolkit.


Taking it all together, it looks as though the reports suggesting that rewards programmes are dead could be distinctly premature.

“Two thirds said they would take advantage of more loyalty schemes”








