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SURVIVAL OF THE FITTEST

Rewards programmes evolve, too

2009 marks 150 years since the publication of Darwin’s “Evolution of the Species”. Perhaps it’s not too much of a stretch to suggest that, just as the principle of selection has helped natural species to evolve over time, it has also enriched our understanding of customer loyalty.

Astonishingly, customer rewards programmes began in the same century as Darwin wrote his great work: S&H trading stamps can trace their history as far back as 1896. More recently, American Airlines launched AAdvantage, the first frequent flyer programme in 1981, while Air Miles, godfather of the modern consumer loyalty scheme, came to market in 1988.

The pace of change accelerates

Those early programmes focussed on identifying and rewarding frequent customers.

For its time, that was revolution enough. But in the background, changes were afoot. The battle to gain a customer’s business grew ever more competitive, while in parallel, computers’ ability to store and analyse data quickly and cheaply expanded at light speed.

As a result, the most advanced marketers began to ask themselves whether attracting and retaining frequent customers was enough. Maybe frequency of purchase, or share of wallet, were too crude a measure of a customer’s value. Maybe a better measure was a customer’s profitability.

Here’s a simple illustration: I’m a frequent shopper at the local branch of a well-known supermarket chain. That frequency should make me attractive: but the fact is that I shop there mostly for their keenly-priced staples and products on promotion. For high-margin luxury items, I make the occasional trip to a competing retailer. No prizes for guessing which business I’m more valuable to – and which business therefore should be fighting for my custom. 

Over recent years, many companies have recognised this type of selective consumer behaviour by being more discriminating in the way they target their rewards programmes. Call it the switch from Loyalty 1 – Maximise Sales to Loyalty 2 – Maximise Profit.




This change is still going on as businesses learn to analyse profitability, product by product and customer by customer. In the financial services industry, many banks have struggled to take the change on board: particularly, it has been tough going in retail banking which frequently is split up into silos which find it hard to share customer data. Accordingly, it can be difficult to know how many financial products a customer buys from you, let alone how much overall profitability the relationship generates.

Enter the dragon

But now we find that some practitioners have identified yet another kind of loyalty: Loyalty 3 is defined as the customer who is most likely to recommend you to his friends and family. 

The measure used to establish this is the Net Promoter Score (NPS): in essence, this takes the percentage of customers who will recommend you to friends and family and subtracts from it the percentage of customers who are unlikely to. Some companies set great importance on NPS: one global business assesses its whole very large marketing expenditure by how well it is doing on NPS.

But there is a question here: who is recommending who to do what? That willingness to recommend may be based on experiences which are negative for the business involved. To take an extreme example, suppose a customer with a poor payment history finds a bank which readily grants him credit. It’s quite possible that this customer, pleased with his experience, will then recommend the bank to friends with equally poor histories. In this case, a high NPS is leading directly to what the risk experts call “adverse selection” – that is, inadvertently attracting poorer quality customers.

In other words, by all means check how well you’re dong on NPS – but ensure that the customers you’re targeting have behaviours you want to encourage.



From theory to practice

As always, the acid test sooner or later comes back down to “Is this strategy profitable?”

Which brings us to a final type of loyalty – let’s call it Loyalty 4. This is where we recreate loyalty in a profitable customer who has defected to the competition.

The current financial squeeze is leading many cautious cardholders to restrict not only the amounts they spend and borrow, but also the number of card accounts they hold. Accordingly, a study may show that, of your existing cardholder base, many have become dormant, or are simply paying down existing balances without incurring any new expenditure. Within this group of dormant accounts, many will have been profitable – and it’s easy to forget that high-spending transactors can be as profitable as occasional borrowers.

It makes sense to pick out these accounts and try to re-activate them with an added-value offer as an incentive to doing business with you again. 

Once again, we find this powerful principle of selection at work – which, neatly enough, brings us right back to where we started. Maybe Charles Darwin has something to teach us marketers too.
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