July 09

GETTING THE REWARDS RIGHT

Different Folks? Different Strokes

Generalising about customers is not usually a great idea: whatever rule you try to establish, there will be enough outliers to make your attempts to impose order look foolish. Perhaps all we can usefully point to are tendencies, rather than statements cast in stone.

That said, we do need to make an effort to understand what our profitable customers want in order to keep doing business with us (It can’t be said too often – the unprofitable ones we’re happy to lose). 

Research and experience both suggest that there are some directions which a loyalty programme can take: certainly, directions which need to be tested against your local customer profile, but directions which occur often enough for them to be useful hypotheses at least.

Let’s start with a question which crops up time and time again: Cashback or rewards? 

Around the world, case studies show that, as a very broad statement, the more affluent the customer, the more he or she will choose airline miles or exclusive experiences as rewards. Conversely, the more carefully customers have to manage their budgets, the more they will value cashback. Immediately, exceptions come to mind: in the Gulf, for example, rich Kuwaitis still love a discount, even though for them a price cut can make no real difference to the product’s affordability.  Wise marketers understand and adapt to the importance of cultural differences. 

On the other hand, in just about every market it’s probably fair to say that younger customers value and are interested in technology-rich products more than their parents. The golden rule in rewards always is to offer the customer what he or she values.

Bearing all these caveats in mind, a segmented model for rewards might look something like this:









To repeat: these relationships are absolutely not definitive – but they do set out a general direction based on experience. Nor does the model take any account of which option, from an issuer’s point of view, offers the best value. Going back to our original “Cash back or rewards?” question, for example, there are strong arguments against cash back:

· 1%, in most markets the highest affordable overall rebate, doesn’t really sound very much to many customers

· Whatever rate you use, it is easily matched or even beaten by a competitor

· Once set, the cash back percentage cannot be altered to allow for changing circumstances – cuts in interchange, for example

· In rewards programmes, breakage (points which go unredeemed) helps drive down expense: the cash back redemption rate is 100%, unless customers have to claim their payment – a  clumsy, off-putting and costly process

· There is no opportunity to reduce redemption costs by exploiting permanent or seasonal supplier discounts on awards 

· Cash back sets a maximum time horizon of a year, rather than the desirable long term product preference which saving for aspirational awards can generate

Thinking more broadly, marketers may care to consider offering rewards, not for doing more business, but for doing less: in the US, for example, American Express has recently offered dormant or unprofitable customers $300 to close down their accounts. 

Even more remarkably, some US issuers are rewarding customers who manage their borrowing responsibly: the Citibank ThankYou programme provides rewards points to cardholders for each month that they keep below their credit limits and make their payments on time.

Go back only a year or so, and a programme like this would have seemed unthinkable to many card marketers: why encourage customers to avoid paying substantial fees? But the climate of opinion has altered drastically and issuers around the world are scrambling to show law-makers and a highly critical public that they are changing their ways.

What’s more, it does no harm to position your bank to borrowers as being good people to do business with. And isn’t that where we came in?
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