THE LANGUAGE OF REWARDS: what does it all mean?

Like any other specialised area, rewards programmes have generated a jargon all their own, which is often confusing for marketers coming new to it.

For the benefit of so many of us who from time to time have listened to an expert and thought “I hear the words, but I don’t know what they mean”, the following is an attempt to throw some light on the language of loyalty.
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Rewards? Loyalty?

Let’s start with a definition. The terms rewards programme and loyalty programme are often used interchangeably. In fact, they are quite different. A loyalty programme can, and should, involve pricing, value, customer service, and every way in which a business interacts with its customers. Accordingly, a rewards programme is only a subset, and not necessarily an essential one, of a loyalty programme.

Rewards programme goals

Traditionally, these were set for retailers as lift, shift and frequency – desirable changes in customer behaviour. For a credit card, they would be rather different:

· Lower acquisition costs

· Increased usage, ideally driven by increased share of wallet

· Reduced attrition rates

Increasingly, programmes are now focussing on acquiring and retaining the most valuable customers. To do this, operators are making more and more extensive use of the transaction data generated as a result of the loyalty programme.

Rewards currency

The points issued by the programme operator to the cardholder, who uses them to exchange for awards. Points can be “heavy” (400 Airmiles needed for London/Paris return), “light” (50,000 frequent flyer miles needed for an entry-level US domestic flight), or somewhere in between

Currency validity

Points can be “evergreen” (never expire: Travel Club in Spain) or expire after as little as 18 months (some US frequent flyer programmes). Often continued validity is conditional on meeting a preset criterion, such as purchase or redemption activity.

Earn rate

The rate at which the customer earns points.

Burn rate

The price in points for an award.

Breakage rate

The percentage of points issued but not redeemed. Where the programme operator sells points to a third party, this can be an important source of income.

Liability for unredeemed points

The programme operator must always allow for the risk that unredeemed points will be redeemed at some time. This liability, which can involve billions of dollars, must be shown on the balance sheet, and is often the subject of protracted negotiation with auditors and the tax authorities. It is one of the main reasons for limiting the life of points.

Redemption rate

The rate at which customers redeem, or exchange, their points for awards. Usually a closely-guarded data point, the redemption rate must strike a balance between being too low (the programme is failing to engage customers), or too high (the programme is too expensive). 

Provisioning (sometimes funding) rate

Effectively the outcome of the interplay between earn, burn and redemption rates, this is the cost to the operator of running the programme. For a card issuer, it is usually expressed as a percentage of spend on the card, such as 0.5% (or 50 basis points – bps). The squeeze on card income has put the provisioning rate under constant pressure. It should include not only the cost of awards, but also marketing, customer service, fulfilment and operation. Again, a closely-guarded data point.
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“A rewards programme is only a subset, and not necessarily an essential one, of a loyalty programme.”
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