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The retailing context for loyalty and
customer relationship management

The “Big 5" UK Loyalty Schemes
Tesco vs. Nectar

wWho will “win”?

Lessons for the European loyalty arena




Pressures on would-be loyal consumers and the
companies seeking their loyalty

* Increasingly competitive and transparent markets
— A wider range of formats, offers and channels
— Increasing price transparency
e Smarter consumers
— Better informed/more wary
— Keener focus on value for money
— Meeting consumers’ aspirations

 The accountants and marketing effectiveness



Format and channel diversification
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“Grocery retailing in the UK is a classic oligopoly, with the top three
or four firms accounting for around 60% of the market. Those
companies are fighting for an overall UK grocery spend of £65bn a
year. In such a fierce climate, there's a constant search for smart

weapons to gain an edge.”



Price transparency: low inflation
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Price transparency: Internet
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‘Top of mind’ for food retail CEOs in 2004

Issue % respondents Ranking
choosing topic 2004 2003
1) Food safety/security 57.4 1 2
2) Customer loyalty and retention 54.6 2 1
3) Formats, services, assortement 53.6 3 3
4) Technical standards/supply-chain efficiency 48.3 4 4
{e.g. ECR, GCI, RFID)
5) Retailer-supplier relations 479 5 notincluded
(e.g. trade costs, product development, joint planning)
) The retailer as a brand 36.8 6 8
7) Internationalisation of food retailing 33.5 i &
8) Employese/management recruitment and retention 301 B 7
9) Global recession and consumer demand 28.7 9 5
10) Regulations 22 10 not included
(e.g. store openings, pricing, product labelling)
11) Consumer health and nutrition 23.4 11 not included
12) Accountability 17.7 12 11

(corporate social responsibility & governance)

13) Environment/sustainable developmeant 12.0 13 9

Source: CIES, 2004



Pressures: smarter consumers

e Keener focus on value
for money

— Looking harder at the
‘soft benefits’

o Better informed/more
wary
— Diminution of trust
— Consumer privacy
concerns
 Meeting consumers’
aspirations



Value for money?

 Nectar isthe latest points scheme to
encourage credit card spending. But
with rewards worth aslittle as £12.50
for £5,000 worth of spending, why are
we getting so excited? (Consumers’
Association, 2003)



How much isthat free flight?

Points plus taxes and] Awmount spent to Estimated time to
charges collect points collect points

Paris (return fare £76[1])

dir Miiles [2] 480 + £27.50 £h,264 & months

Mectar [£] 6,000 + £28 £5,850 9 months

Buw & Flw [3] 390 + £25 £1,341 12.5 months
ew York (return fare £210[1])

fir iiles [2] 6,800 + £45,70 £79,6250 10 wears

Mectar [2] 35,500 + £54,30 £35,750 4.5 years

Buw & Flw [3] 2,500 + £a0 £2.011 f.f vears

[1] Cheapest return fare we found, including taxes, for weekend in March 2003
[2] Based on spending £45 a week in the supermarket, £20 a week on petrol, and £3%0 a month on

a credit card
[3] Based on spending £20 a week on petrol and £24 a month going to the Odeon cinema, and

buying OK! magazine [£1.95] weekly

Source: Consumers’ Association, 2003



Consumer privacy concerns
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Research-led lobbying

Card focus shifting

Future discounts to be tied to purchase history

For the past year CASPTAI has been warning consumers that the "two-tiered” programs that are now
i place are going to evolve mto "mmulti-tiered" programs where only the most profitable consumers wall
recetve the best discounts. Two new card programs appear to have started down thiz path, which 1s
likely to cost most of us at the checloout line.

<< chck here for more mformation == termn MNon-card stores  Card stores | Difference  Percentage
Ritz Crackers $2.29 $3.44 £1.15 50%
Wishbone Salad Dressing $£189 $3.24 $1.35 71%
Ocean Spray Cran-Grape $222 $3.37 $1.15 52%
Chex Cereal $2.89 $4.44 $155 £4%
Pillsbury Brownie Mix £1.29 $215 $0.86 67%
Dawn Detergent $1.94 $2.99 $1.05 54%
Chips Ahoy Cookies 242 $344 $1.02 42%
DiGiomo Pasta $262 $349 fo87 33%
Chicken Helper £1.59 $2.54 $0.95 60%
Wheat Thins Crackers $2.29 $2 94 065 28%

Totals: $21.44 $32.04 $10.60 49%



Meeting consumers’ aspirations: services?

Experience FUTURE

Merchandise Services

®

PAST Transactions

Source: Sheth & Sisodia, 1998



Pressures —the accountants

* Increasing expenditure chasing the same
customers leads to concern over retalil
marketing effectiveness

* “the faith in money as the language of
business undermines confidence in an
activity which cannot be measured wholly in

those terms”

* Risk evaluation in a financial management
context: loyalty card ROI



he ‘Big 5 UK Loyalty Schemes

Date
Launched Partners
Air Miles 1988 6mn 100 partners
Tesco
Clubcard 1995 13.5mn  Redemption only
Boots
Advantage 1997 14mn None
WHSmith
Clubcard 1997 >1mn None

Sainsbury, BP, Barclaycard,
Nectar 2002 17mn Debenhams, Vodafone, Ford, Argos



Tesco Clubcard

First UK supermarket

scheme
13mn.act|ve cardholders TESCO
£1bn in vouchers and P = ==

coupons sent out By bttt holps

by Clubcard holders

Six different variations of
Clubcard magazine sent out

Recent statements with as
many as 1,000,000 variants




Tesco Clubcard

o Strengths

First-mover advantage

Single brand orientation,
with point-earning
partnership brands

Acquired data analysis
expertise (dunnhumby)

Ten years’ data and
experience

Cross-selling
opportunities within
Tesco categories (e.qg.
personal finance)

e \Weaknesses

Single brand dominant

More expensive and
higher risk

No cross-selling
opportunities outside
main brand

Poorer reach than
coalition

No knowledge of ‘non
customers’

“We have been able to predict future sales at six months to 98% accuracy”



Nectar

First successful UK coalition
scheme

17mn cardholders in 12.5mn
households (55%)

90% actively collecting

50,000 new accounts per
week

“Nectar has an enormous
amount of brands on board:
they can’t all be idiots” Sainsbury’s

BARCLAYCARD ) DEBENHAMS ﬂbp
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Nectar

Strengths

Single piece of plastic
Many strong brands
« 5,580 participating outlets
* 5,000 points/yr average
LMUK: Independent
company
Cross-shopping analysis
possible

« Average member collects
with 2.24/8 sponsors

* 1.27mn collecting with
four or more sponsors

e Weaknesses

Who owns the Nectar
brand?

What happens at the end of
a contract?

* E.g. Air Miles
Member product strategies
Redemption rates
Consumer behaviour

Translation into long term
market share?

» E.g. BP experience



Lessons for the European loyalty arena

 Starting with trading stamps imported from
the USA and coupon based continuity

schemes in the mid 1980’s:
e Shell Smart

Argos Premier Points

GM card

ICA Kundkort

Cofinoga Carte

Statoil Premium Club

American Express Rewards

Loyalty Partner ‘payback’

Source: CM4P, 2003; Peter Wray



Loyalty Lifestages
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Lessons for the European loyalty arena

* Rationalisation

« Consolidating coalitions
* Led by supermarkets

e Data protection

o Customer fatigue

ROl focus
— Financial
— Customer insight

» Potential of new technology
— RFID, mobile, wi-fi
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Sources: CM4P, 2003; Peter Wray, OXIRM, 2004
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