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Retail loyalty programs are commonplace today.
From Mom & Pop stores to large super markets,
almost every other retailer has some form of
loyalty program. Some offer instant gratification
with upfront discount, some offer threshold
vouchers, some are currency based etc. However,
the success of retail loyalty programs, regardless
of their structure, remainsindistinct to business.

Despite significant investments, most retailers are
still unsure about the real value creation by their
loyalty programs. They tend to think loyalty
programs are just a line item between their Gross
and Net profit and an attribution of economic
impact of any form (to the loyalty program), is
highly disputable.

There are potentially two scenarios that emerge in
the context of retail loyalty. In the first, the
program is integral to the brand and often
program loyalty is inseparable from brand loyalty.
But in the second scenario, where the loyalty
program services many brands (for e.g.: a retail
conglomerate which has many retail brands), it is
especially challenging for the program to be
considered as an effective mechanism for value
creation.
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Strategic Issues

1. Fitness for purpose

Most retail loyalty programs claim to exist to
increase customer retention. However,
most firms don't have a clear basis to
identify if their customer loyalty is
transactional, functional or attitudinal.
Brands often claim that they do not require
any loyalty program for inducing the first
two forms of loyalty and quite rightly so. The
acid test of a program is to be able to
become a force multiplier on the top of the
retail brand and induce the third form of loyalty.

Today, programs just can’'t compete based
ondirectvalue payout or functional features
and functionalities alone, as these are highly
replicable. It has to create experiential
differentiators which would work as a
perceptual exit barrier for customers. It
should make customers immune to either
some tactical play of competition or
acceptable priceincrease by the firm.

To this effect, the first step is actually to
agree on a whole set of economic and non
economic activities which can be attributed
to the loyalty program without much
dispute. The second step is to create a
robust measurement framework around
these agreed activities.
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For example, in a generic retail customer
journey, loyalty program needs to define
how it influences both repurchase and
advocacy loop which is distinct from the
standalone impact of the brand or its
categories. A large middle based retail
conglomerate that we worked with, had
defined cross concept (brand) loyalty as an
evidence of loyalty program effectiveness as
opposed to a uni-concept(brand)loyalty.

Similarly, all programs need to articulate
their reason for existence in the context of
the retailer’'s strategic objectives and their
competitive context.

Through extensive data analysis, both the
brand and the program managers need to
firstagree on the baseline performance, and
if the status quo continues, then decide on
how a loyalty program brings incremental
economic impact. Once decided, it should
be the sole basis for performance nd the
program should owe its existence to that
cause.
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2. Goal congruence

Once the program objectives are
determined, it is quintessential to establish
goal congruence between various internal
actors through a robust performance
management model. This is the key to foster
collaborations within the organization.
Cross functional KPIs need to be agreed
upon between the program and the various
functions.

It is good to start by identifying how loyalty
can potentially impact the whole retail value
chain, after base-lining the performance.
While the impact of loyalty is usually felt on
the down-stream part of the value chain,
programs often struggle to establish its
impact on the up-stream part. The program
needs to share relevant KPI s with
Merchandising - Gross Margin return on
inventory investment , Marketing - ATL
spend, Campaign revenue lift Supply Chain -
Inventory turn, Finance - Income from
current assets (depending on the structure)
and Customer service (cost to serve) etc.,
based on its agreed impact on the value
chain.

While the formulae of these metrics might
seem to be quite straight forward, it requires
concerted cross functional effort to
decompose each of these metrics into their
base constituents and agreeing on how
loyalty program would impact some or all of
them. The art of goal congruence lies in that
detailing. A superficial measurement
framework without these nuances is just a
recipe for failure.
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Control maturity framework

Loyalty empowerment continuum (discretion awarded to program)
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Success Imperatives

While strategic challenges tend to cast a long shadow over program’s
effectiveness, most programs’ incapability to harness the power of analytics to
prove their worth is also to be blamed. Most of the retailers we interacted with
had concurred saying, they would not hesitate to allocate more management
resourcestothe program; ifit can prove thatdoingso has avalue.

This is exactly where most of the programs fail. They fail at many levels - from
target setting to measurement. Retail programs are plagued with lack of
clarity and consensus.

While most retailers continue to struggle with excess operational challeng
ranging from stock availability, excessive mark-downs, growing rever}
logistics spend or vendor negotiation, loyalty comes far down in the pecki
order.

Loyalty program should view all of these as their opportunities. If the progra
really wants to grow in prominence, it needs to share the responsibility
alleviating each of these issues with the various actors and leverage data
prove their contribution. Broader changes would fallin place, subsequently
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