LOYALTY
IT’S NOT JUST IN THE CARDS
More ways to add long-term customers
BY ERIK SHERMAN
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L

oyalty isn’t easily attained. It takes time for new
acquaintances to prove their worth and earn our
trust. That’s just as true for companies as it is for
people. Despite this reality, many marketers misunderstand what’s behind a successful loyalty program.
Such programs have come a long way since punching a row of icons on a piece of cardboard would get
you a free cup of coffee or a discount on your next
purchase. They now span plastic cards with magnetic
strips and smartphone apps. And the reason isn’t to
give marketers busywork. Major companies have
found that loyalty programs can increase customer retention and acquisition, test marketing concepts, increase sales, and provide data that improves their
understanding of consumers.

But siphoning all those benefits out of a loyalty program takes patience — something marketers, under
constant pressure for better results, don’t always have
the time for. In addition, they make mistakes like creating a program that’s too complicated or, just the opposite, run an overly simplistic program. Companies also
often forget to pay attention to the data they collect or
expect results far faster than it takes. Loyalty programs
can work, but marketers need to understand the realities, and plan and execute accordingly.

Loyalty, Not Just Discounts
To build a great loyalty program, a company must
first understand its strategic intent. “Generally speaking, a product serves the purposes it’s designed for and
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KEY INSIGHTS

• Building trust and
loyalty takes time.
• Focus on rewards
and recognition,
not just discounts.
• Don’t use the
program as
just another
promotional tool.
• The program must
evolve as you learn
more about your
customers.
• Apps will get you
more information
than a card.

Choice Hotels
sees a great loyalty
program as one that
complements a
product. The company
understands and
utilizes the desire of
customers to feel a
connection and to be
recognized.
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a loyalty program serves as an adjunct to
that,” says Greg Brown, vice president of
loyalty, promotion, and relationship marketing for Choice Hotels. “The product [itself] may not provide increasing benefits
each time you purchase it, but the programs
can, and that leads to higher customer satisfaction and greater engagement overall with
the product.”
A loyalty program is an interactive narrative woven by both the company and the
consumer. It should become a through line
of a relationship, with acknowledgments of
milestones, rewards for continued patronage, and recognition of the best customers
with high status. It’s an automated and programmatic way for a bigger company to reproduce some of the feel that consumers get
when dealing with a local mom-and-pop
operation where they are both known and
appreciated.

It is also psychological in nature. “People
want to feel value,” Brown says. “They want
to feel an affiliation. They want recognition.
These programs are designed to leverage or
capitalize on those underlying human instinctual desires. People will describe themselves
at cocktail parties by the level they have with
airlines: ‘I’m executive platinum or a million
miler.’ That’s sort of a badge of achievement.
And I think there’s a fairness to it. If you’re a
customer who’s stayed at one of our hotels 80
nights, that’s a lot of dedication, and that
kind of loyalty deserves to be recognized. It’s
in the company’s best interests to do that.”
Successful programs not only are strategic
but also depend heavily on the specifics of a
company’s industry and business model. The
loyalty program of a grocery chain such as
Safeway or Kroger will likely resemble that
of Dunkin’ Donuts or Caribou Coffee in
principle only, not in actual execution.
For example, Safeway has between
40,000 and 50,000 items in a store,
with more than 20 million households
shopping with the company in a given
quarter. It also has gas stations and relationships with third-party stations
near stores that don’t have the room
for pumps. The loyalty program ties
everything together. To President of
Marketing Mike Minasi, the loyalty
card program is different from a simple discount program. “From a business perspective, the card and card
data and our ability to use that data to
drive relevance and personalization are
equally important,” he says.
Coffee retailers, on the other hand,
have location footprints that are tiny in
comparison to something like a supermarket and must make the combinations of coffees, baked goods, and
sandwiches they offer work off each
other to encourage customers to increase how much they add to their receipts. These stores can see gross
margins in the neighborhood of 85 percent, but the labor costs as a percentage
of a single transaction’s value could be
much higher.
“We had a paper-based loyalty program for a number of years,” says John
Costello, president of global marketing
and innovation at Dunkin’ Brands, parent
www.ana.net

Smart CMOs
understand
that putting
a loyalty
program in
place will
take time.

Built on a solid
foundation that was
several years in the
making, the Dunkin’
Donuts mobile app is
able to personalize
offers for its customers
based on their
purchase histories.
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of Dunkin’ Donuts. “With the launch of the
Dunkin’ Donuts mobile app, we decided to
restructure our paper-based loyalty program
into a digital mobile-centric loyalty program.
As you build a purchase history with us,
we’re able to personalize the offers you get
based on your purchase history. [The] mobile
app gives you a continuous update of where
you stand toward your next reward. Our program will also provide you with offers on
new products.” The benefit for Dunkin’ lies
in the indirect way the app steers customers
away from competitors while extending lifetime value and encouraging them to try new
products.
The mistake some companies make is to
treat a loyalty program only as a tactical
equivalent of other promotional tools. Kurt
Jetta, CEO of analytics firm TABS Group in
Shelton, Conn., says that many consumer
packaged goods and mass market retailers
have flocked to loyalty cards as a partial replacement for such things as traditional fliers,
in-store reductions, and Sunday coupons. This
is a mistake in his view. “You’re excluding an
important segment of consumers out there,”
he says. When loyalty cards become primarily
discount programs, they can lose much of
their value.

Patience Is a Must
Another classic mistake companies make is to
assume that a loyalty program will quickly
begin to pay off in the early stages. Because
you’re trying to develop a relationship with
customers, success takes time — not that relatively quick returns on investment are impossible. Dunkin’ Brands has attracted at least
1.3 million members to its mobile-centric loyalty program since January 2014 and is “on
track to achieve our aggressive goal to reach
2.5 million members by the end of this year,”
Costello says.
But the success had a strong springboard.
The foundational work for the program
started several years ago with the introduction
of a new Radiant point-of-sale system in all
the company’s domestic stores, followed by
new scanners that could interact with mobile
devices. Dunkin’s already popular paper-based
program paved the way for the digital loyalty
system that sits atop the mobile app. The latter
launched in August 2012 and has seen nearly
eight million downloads. About a year later,
the company tried the loyalty program in four
pilot markets, giving it time to work out any
kinks. Had Dunkin’ started everything from
scratch, chances are the growth in membership this year would have been much slower.
“Shortsighted retailers don’t last long,”
says Evan Anthony, who was CMO at Kroger
and is now partner and CMO of Masterpiece
USA, a marketing services firm based in Cincinnati. “It’s why a lot of
the big retailers have been
around for a long time, because they look for sustained growth,” he adds.
Smart CMOs understand that putting a loyalty
program in place will take
time if for no other reason
than it requires significant
integration with other executives before taking off.
“The CEO on down has to
embrace it and support it,”
Anthony says. “It can’t be
a marketing guy trying to
push it up in the system.”
Similarly, it takes time
to get practical and longterm buy-in from everyone
else in the company. Lowerwww.ana.net

Loyalty Goes Digital
However, that capability puts two pressures on the
Long gone are the days when major companies handed
company collecting the information.
customers paper punch cards to record
One is to deliver the goods to the
their loyalty. Plastic cards with magnetic
strips have been in play for years, and
customers. People have become
now comes the next step for loyalty
more wary of giving away
programs: full digital and apps.
personal information. “There is an
“Clearly, everything has migrated to
inherent sense of concern from
digital and mobile,” says Mike Minasi,
most consumers that they may be
president of marketing at Safeway.
providing too much information,”
“People want immediate access to
says Don Huesman, vice presidenttheir history [and offers].”
director of the grocery channel for
Convenience is a big driver. “You
Geometry Global, a marketing firm
don’t have to dig out the piece of
based in New York City. The
paper; you don’t have to carry it
message has to be one of “we’re
around,” says John Costello,
leveraging it to provide you, the
president of global marketing and
consumer, with more value,” he
innovation at Dunkin’ Brands,
explains. Consumers want someparent of Dunkin’ Donuts.
thing worthwhile in exchange.
As important, a digital loyalty
The other pressure is to make
program gives a company more
digital systems work. Creating an app
options for serving consumers.
that is appealing and easy to use,
The Dunkin’ app can tell
both for consumers and staff at retail
establishments, requires work over
consumers when they are
eligible for their next reward.
time and running pilot programs to
Safeway has an online and
iron out the kinks, particularly with
digital program that delivers
integration with other systems, before
personal pricing and an optimized
rolling out a program to everyone.
selection of coupons, based on a customer’s
Dunkin’ created a cross-functional
Safeway declares its
app will “make
team to design and implement its digital system,
previous purchases.
shopping fun again.”
both the general app and the connected loyalty
“We take all the digital coupons that are
Customers on the go
program. People from marketing, IT, and finance,
available,” Minasi says, “and either through a
can create shopping
lists, view weekly ads,
as well as from outside service providers and
digital content provider … or through the
and load digital
marketing agencies, worked together.
traditional printed coupon [providers], we’ll sort
coupons and
Companies also need to be realistic with
and present to a shopper the manufacturer
personalized deals.
deadlines. Some have found that it is easy to be
coupons for that time relevant to his or her
overly optimistic about what can be achieved in a
shopping history.”
given time frame and have had to scale back their ambitions
There is also a major benefit to the company: data.
to produce something that works.
Mobile and digital technologies generate far more
— E.S.
information than do punch or magnetic-strip cards.

level people, particularly those who work
in the stores, have significant practical
power. “The stuff you shove down on
them, they can kill it in a heartbeat,” Anthony explains. “You have to get them embraced and excited. Tell them, ‘Here’s why
we have to do it: the customer’s changing,
and we have to be better.’”
Of course, the up-front planning and
explaining can take a while. As can just
www.ana.net

the mechanics of making a loyalty program work to its full potential. “We
have backlogs of technical development
that we’re trying to get through,” says
Marcin Michalek, customer engagement
manager for Caribou Coffee. “We’re not
Starbucks. We don’t have millions of
dollars in technology to try five or six
different new technologies and then pick
the right one.”

Slow and steady with a “layered approach” was necessary for the specialty
coffee retailer when putting the parts of
its latest loyalty program in place. “It’s
important especially when you have
technical obstacles,” Michalek says.
“Our legacy systems are POS and aren’t
particularly flexible. Adding rewards or
making changes becomes quite difficult
and costly.” The company had to create
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For Kroger, the
move toward
data-informed
marketing involved
several steps. The
company continues
to invest time and
money to ensure its
employees are
data savvy.

different layers of software and systems and
then get them all to talk to each other.
The layers extended to enabling more personalized rewards for customers. “We have
guests that come in once a month,” Michalek
says. “We have guests that
come in two or three times
daily.” Attitudinal segmentation, history, and rewards adjustment all become additional
layers to manage. “Each layer
serves a different segment of
our guest,” Michalek adds.

Building the
Data Muscle

“You have five
generations
shopping
retail, and
all five shop
differently,”
Masterpiece
USA’s Evan
Anthony says.

All that work is just to get a
program up and running. Then
things get complicated as the
data starts to rush in. “It takes
a long time even to go through
the data we get every day,” Michalek says.
“There’s so much richness there. If you don’t
have the tools available, that data is lost and
can’t be extracted. We’re still learning segmentation, what’s next, what’s that new feature.”
“We’ve had to build a lot of capacity
around data analytics and data processing,”
Safeway’s Minasi says. “In the beginning, we
thought it would always be around simple analytics that will drive basic marketing programs.” Not so. The more pricing management,
customer categorizing, and segmentation that
go on within a company, the more native ability is necessary to handle and manage all the
data being collected.
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Kroger started the push to combine data
and loyalty “after we saw what Tesco did in
the U.K. in the ’90s,” Anthony says. Using
data-informed marketing was a big change.
The initial step was admitting that not all customers are identical. “I had a senior manager
in our company look at me and say, ‘No, I
want everybody,’” Anthony explains. “That’s
great to talk about, but you have customers
costing you so much money every day and
you’re neglecting your best customers.”
The company first had to move to a best
customer strategy and convince everyone
of its importance. Then it had to actually
manage and analyze the data. “When I
was a store manager, I had to deal with
boomers and seniors,” Anthony says. “Now
you have five generations shopping retail,
and all five shop differently and think differently.” The varied segments of shopper affect
how the company operates, including product mix and store design, because these elements must be a reaction to the collective
customer demands as expressed through action.
“You’d better have some
really intelligent, insightful
people who know how to
run stores,” Anthony says.
“At Kroger, it took us 10
years, but we raised them
ourselves.” It also took 11
years for the company to just
begin utilizing predictive analytics that could help it better understand and predict
what customers were going
to do, not just what they had
already done. Mastering predictive analytics could also take years.
“Now universities have degrees on insights,” Anthony says. “[Retailers need] really
smart people who understand the retail side
but know how to apply the data and help you
use it. In the future, you’ll have more CMOs
who are really strong from a data side, not
just like me, a sales marketing guy. Probably
the new CMO at Kroger 20 years from now
will be as experienced in data as anyone else.
That’s what they’ll have to be. Retailers don’t
have a choice.”
With all the planning and backfill of expertise, though, it’s important to remember
that the efforts never stop. Perfecting loyalty
www.ana.net

in New York City. Companies need a longterm plan for a loyalty program, and they
should understand that the plan will often be
honored in the breach.

A World of Change

Keeping in mind the
different personalities
of its customers,
Caribou Coffee
publicizes some but
not all its perks. The
company plans to
eventually add more
“predictable” rewards.

programs is an activity that continues only
because the subjects are in a constant state
of change.
“Not having the long-term vision of how
the marketplace and consumer habits are ever
changing and keeping up with those changes”
is one of the big mistakes some companies
make, says Don Huesman, vice presidentdirector of the grocery channel for marketing
firm Geometry Global, which is headquartered

With all the warnings, there are also some
best practices and suggestions that the experts
pass on. One is to keep in mind that all the
changes that can make the task of managing
loyalty programs seem never ending are also a
boon. Constant change can enable a relationship with customers to blossom and grow.
“A good program is like a good book,”
Choice Hotels’ Brown says. “You keep reading the book and you stay engaged because
the story is interesting. A good loyalty program should tell a good story and have lots
of moving parts, features, and benefits to
keep someone engaged. When you purchase
a product, that’s a transaction. The loyalty
program is content that’s living and breathing and gives the consumer something to
talk about.”
Moreover, the program should never become so fixed that it starts to be predictable for
the consumer. Caribou takes this approach a
step further with what it calls a surprise and delight program. “There are a couple of [rewards]
we do publish,” Michalek says. For example,

Protect Your Customers’ Privacy
Consumers have become more concerned about privacy.
The amount of information that a good loyalty program
gathers is considerable. You don’t want to have a sudden
Facebook moment, when your company’s name lands on
the front page of The Wall Street Journal, that implies it
didn’t fully protect customer privacy.
“There is always a lot of challenge because of the
complexity of our environment with millions of shoppers,
thousands of items, and a high frequency of shops,” says
Mike Minasi, president of marketing at Safeway. “If you were
to [bring up this issue] 10 years ago, we had a high degree
of concern about privacy. Like all companies, we worried
about data issues then, but we don’t worry now about
someone violating the culture of customer privacy.”
That’s because the company has built a strong ethos
about protecting customer data. Although Safeway uses the
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information, Minasi says that it doesn’t make the data
available to anyone else. The loyalty card program does
require people to have a card (or provide an alternative ID,
such as a telephone number) to get store discounts, but they
can still get deals without providing their personal information.
“I think it’s just that the personalization and what technology and mobile and digital have made possible demands a
much higher level of personalization than we have experienced,” he says. “That will require that we are better and
better at understanding data every year and ensure we are
increasingly relevant and have a higher value proposition than
our competition. Digital just raises the stakes.”
And it will require any company to have a well-developed
privacy policy. If consumers feel that they’ve been burned,
they will shut you down and possibly head off to a competitor.
— E.S.
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A Different Kind of Card Program
A variation on loyalty card programs is
card-linked marketing. A company
works with a debit or credit card
issuer to provide additional loyalty
benefits, as airlines and hotels have
done for years. The program can help
provide rewards when
consumers are
unlikely to buy from
the company on a
frequent basis, like
large-ticket items.
According to a
recent study by the
CMO Club and
Bank of America,

customers can answer some marketing
segmentation questions and get a free
drink, and one on their birthday as well.
But there are other rewards that aren’t
mentioned. After a certain number of visits, Caribou gives a customer other perks.
“We’re a quirky, fun brand and like to
engage with our guests in unique ways,”
Michalek says. “We found through research that the majority of our guests like
this idea [of surprises].” Eventually the
program may include a combination of
rewards that consumers
can anticipate so that people who don’t like surprises won’t feel left out.
Another tip: Go digital
with an app if you haven’t
already. Not only can you
capture far more data than
with a punch card, but
having a cardless option is
a smart move. People hate
carrying more things in
their wallets because of the
bulk. Adding an app to a
smartphone is weightless
and can offer far more
perceived benefits.

nine out of 10 CMOs who had tried
card-linked marketing had experienced a revenue lift, while 98
percent who had used such programs called them an effective
solution for reaching their target
audiences. But there is a big
experience and information gap. Of
CMOs surveyed, 78 percent said
they knew what such
programs were, but 62
percent had yet to
implement them.
Those who had
never used a
card-linked
program
before were
far less
positive

However, be sure to break the program
development and expansion into modules. Caribou Coffee initially “took on
way too much,” Michalek says. “We had
additional functionality in the program,
social integration. We looked at a mobile
app. We looked at all this great technology and tools, but the implementation
time line and level of complexity were just
tremendous. The program we
have in place now is a
scaled-back version of what
we initially ideated and
developed.”
Vendors are happy
to nod their heads, say,
“Of course,” and rack
up the invoices, but by
designing the program
as well as the technology in phases, you’ve
got a better chance of
demonstrating success
before asking for an
increased budget.
One other suggestion from Michalek
and Caribou: Do the
hard stuff first. “For

“A good
program is
like a good
book,” Choice
Hotels’ Greg
Brown says.
“You keep
reading and
you stay
engaged.”
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about the potential: 53 percent said
they didn’t know how it worked, and
34 percent were unsure of their
effectiveness.
Many of those CMOs may have to
get their feet wet if for no reason other
than customer convenience. “I do
believe that the concept of a plastic
third-party card is something that is
fading,” says Tom Burgess, CEO of
the card-linked shopper loyalty
company Linkable Networks in
Boston. By accessing loyalty programs through payment card
connections, particularly when done
through the card networks and not
the individual issuers, consumers
have no need to keep a loyalty card or
app at the ready.
— E.S.

us, with our legacy system, our POS integration initially was the most complicated piece,” Michalek says. “When we
took that chunk on right off the bat, it
was like a great weight lifted off of us.
And it didn’t stall out the rest of the development or have any negative implications further down the road.”
Also don’t assume that data tells you
everything. Masterpiece USA’s Anthony
has made a point of making himself available and talking to customers. He mentions one in particular who was tagged by
the system as a value consumer highly
focused on price. But that didn’t mean
the woman had no money. She made
$175,000 a year but saved the money for
trips and cars as well as for good wine and
top-grade food for her cat. “Be careful
about what you think until you see the
data on the customers,” Anthony says.
“Everybody looks for a good deal.”
Finally, make things easy for everyone. Workers in retail stores have to be
able to understand and use the program,
just as consumers will refuse to strain to
understand how it all works. The minute
people have to puzzle through how to get
their rewards, they are out the door. ■
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