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Recent UK news about rewards has been gloomy: Capital One will withdraw its cashback programme on June 1, and Sainsbury’s has halved the earn rate for Nectar points. As these are two of the country’s most prominent rewards offers, there’s no doubt that other operators will be considering their position.

But before we get ready to write off rewards as a strategy whose time is past, let’s just consider the rationale for what in fact are two quite distinct decisions.

Start with Cap One: we’ve been arguing for some time now that the EU’s decision to slash interchange was plain wrong. Our view was that retailers, the noisiest advocates of change, would quietly pocket the savings, and that issuers would withdraw or water down the value of their rewards offers. You didn’t need to be a wizard to forecast this: all the evidence from other markets where interchange had been cut said so, as did plain common sense. But the Competition Commission, under the unlamented Joaquín Almunia, ploughed on in the teeth of the facts, and complacently handed card users a double whammy: no reduction in retail prices, and crippled rewards programmes.

The Sainsbury’s case is different: from April 11, customers have earned only one point for every pound they spend in stores or online. City analysts argue that this is driven by what they see as the inexorable transfer of customers’ shopping habits to arch-discounters Aldi and Lidl, who focus on price promotion rather than rewards. The theory is that Sainsbury’s will use savings from the reduced earn rate to fund price cuts.

We’re not so sure: the discounters’ narrow product range (some 2,000 lines compared with conventional supermarkets’ 30-40,000) makes it difficult to do a full weekly shop with them. The likelihood is that, in difficult economic times, even the better-off are tempted into the price-cutters by what certainly are outstanding promotional offers – Lidl pushed out around half a million bottles of cut-price champagne last Christmas – and stay to pick up their high quality fruit and veg. But that’s a long way from a full weekly shop.

More likely, Sainsbury’s are looking to transfer the rewards focus from same-old, same-old points earning to high value one-off promotions. That, certainly, is what they’re saying, and we’re inclined to believe them. And here’s a case in support: Morrison’s, which introduced its Match and More rewards scheme in October last year, is carefully overlaying the basic points concept with one-off promotions, currently an attractive spend-driven offer on quality chef’s knives, and individual offers based on basket analysis.

So what should we learn from these very different cases? Is customer loyalty no longer worth fighting for? Well, US bank CEOs would disagree: 30% recently said that their single most pressing concern was precisely to retain their most valuable customers[footnoteRef:1].   [1:  Banking vs. Google, Apple and Amazon, Forbes, 17 September 2014
] 


And we think they’re right. Identifying and keeping your best clients has to be front and centre. No doubt, the way that’s done will vary with the scale of the business and what it’s selling. Rewards, after all, can take many forms: from the barista who recognises you and your preferences, through to an upgrade to the front of the aeroplane on a long-haul flight. 

But big business will always struggle with the personal touch, and the more look-alike its market, the more it will have to find attractive ways to differentiate itself, especially with its most valuable customers. Rewards also need to reflect the funding levels available. In this sense, card issuers’ challenge isn’t one of principle – do we need rewards? – it’s how to finance them.

We certainly aren’t ready to write off rewards programmes. But consumer markets are changing at a breakneck rate, and business strategies have to evolve with them. 



So here’s our take on The New Rules for Rewards.
[bookmark: _GoBack]
Rethink the scope
Bank card issuers may want to consider a rewards programme covering all their retail products. (We made the case for this back in October in The Next Big Thing).
In the airline world, carriers are already moving decisively to rewards based on spend rather than miles flown – historically the norm, but clearly a flawed proxy for profitability. The natural next step here would be for redemption also to be based on fares – the so-called “dynamic model”. 

Reconsider the offer
Is it time to redirect all or part of the funding away from the trickle earn concept to frequent, short-term big hits – with all the extra benefits around keeping it fresh? Monoline card issuers may see this as a more affordable and engaging model than the £10 = 1 point concept.

Think about working with partners
Alliances help share the cost, reach new customers, and add value to the existing programme. Merchants and payment card companies have a natural sweet spot here in using data to identify and communicate with their mutual customers.

Keep it alive
Emphasise localness, in-store activity, neighbourhood PR. Virgin Money are working hard at positioning their outlets as being drop-in centres with wifi and iPads as much as bank branches.




Keep it personal
Consider “Just For You” experiences. In Canada, Aeroplan has launched custom-built packages marketed under categories such as Escapes (once-in-a-lifetime trips), In the City (tickets to sold-out concerts and sports events), and Money Can’t Buy (items such as signed sports or music memorabilia).

Invest in comms technology
It cuts operational costs and time-to-market, boosts flexibility, and allows greater personalisation. US luxury chain Neiman Marcus uses beacons to identify when its most loyal customers are in the store, and supports this with an app they can use to register their preferences and chat to personal shoppers.

Exploit social media
Forward thinkers like Starbucks are building communities among their customers, based around shared interests. Nike has created a social world around its Nike+ channel, using customers’ activity data and the ability to share progress with friends to sell more product. In Greece, Piraeus Bank is using ideas from the gamification playbook to reward customers for consumer reviews and member-get-member activity. 

And finally, above all else,

Look after your best customers
Use data to identify them, data to reach them, data to make them a meaningful offer, data to tell them they’re important. 

Our view? Rewards aren’t dead: but they do need to be different. Remember, Silicon Valley is out to eat your lunch. The technology it peddles should be your friend, not your nightmare.
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