LET’S HEAR IT FOR REWARDS PROGRAMMES

It’s an old story: yesterday’s hero is tomorrow’s zero. Take the case of rewards programmes: at one time, everybody who had claims to being at the leading edge of marketing had to launch one. If you didn’t, it was clear that you didn’t “get it”.
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Today, rewards programmes are widespread – and equally widely criticised. And, it’s true to say, sometimes quite fairly criticised: there are programmes in the market which offer poor value for the customer and poor value for the issuer. To illustrate the point, one very large bank was spending 80% of its considerable marketing budget on a rewards programme, and couldn’t point to a single business measure that had been improved by it.

That’s an object lesson in how not to run a rewards programme. But there are programmes out there that generate real return on scarce marketing dollars, and provide valued incentives for customers.

Here’s a real case in point:
	Measure
	Enrolled in rewards programme compared with those not enrolled

	Gross Active rate
	8% better

	Debit Active rate
	31% better

	Annual spend
	290% better

	Average interest bearing balance
	23% worse


On average, customers enrolled in the rewards programme were considerably more active than those who weren’t, they spent more than three times as much and, contrary to the usual fears about rewards programmes, they borrowed. A smaller proportion of their spend, admittedly, but still not far off their peers in the control group.

To be sure, it would be wrong to suggest that all the difference in portfolio performance came only from the rewards programme: but careful customer research showed that the vast majority of those enrolled in the rewards programme assigned it a high value when comparing competing card products.

Why did the programme work so well? In the first place, clearly it offered rewards which customers found attractive and relevant to their needs. In the second place, it was actively managed, using the following matrix to determine where most marketing resource should be invested:


And this is where the crucial difference comes in: all too many loyalty programmes are configured simply to reward level of spend – not its contribution to business profitability.

Here’s an example. I shop regularly in two supermarket chains, and my weekly bill in each is about the same. In one chain, I shop for basic needs: a very large percentage of my spend is on special offers, two-for-ones, and discounted lines in general. In the other, I shop for higher-end through to luxury items: most of my trolley is filled with own brand items, treats and high margin lines. Each week, the spend is roughly the same: but guess which chain would value me more as a customer?

The point is, that with nine out of ten rewards schemes, both chains would treat me in exactly the same way.

Not so with the issuer above: they work very hard to ensure that their best offers, their most attractive deals are targetted at their most profitable customers. The less profitable they are, the less attention they get.

Result? A highly successful rewards programme that shows real added value to the issuer.  

“Too many loyalty programmes are configured simply to reward level of spend – not its contribution to business profitability.”
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