. . TRITELH
EIGHT Y20

IIIIIIIIIIIIIIIIIIIIIIIIIIIIII

2018

Loyalty Programme
Member Engagement Survey




><

H N
EIGHTY20

(021) 460 0440

info@eighty20.co.za

Parking level E1, Upper Eastside,
31 Pickwick Road, Woodstock, 7925

TRITELCH

DIGITAL - TECHNOLOGY - CUSTOMISATION

(010) 005 1555

info@tritechmedia.co.za

4th Floor, Oxford Corner,
32A Jellicoe Avenue, Rosebank, 2196



TABLE OF CONTENTS

—
.

o & DN

10.
11.

12.
13.
14.

INTRODUCTION

RESEARCH OBJECTIVES AND SURVEY METHODOLOGY
THE AGE OF CUSTOMER CENTRICITY

RESPONDENT DEMOGRAPHI

MEMBERSHIP PENETRATION
Membership penetration by industry sector
Membership penetration by demographic

PROGRAMME ACTIVE USAGE
Grocery and Health & Beauty Retailer sectors
Retail Banking sector
Medical aid / Insurance sector
Fashion retail sector

WHICH PROGRAMMES ARE WINNING IN TH AFRICA

LOYALTY PROGRAMME ENGAGEMENT
Do members value the rewards / benefits offered?
Does the programme encourage behaviour change?
Does the programme differentiate the store or service provider from its competitors?
Composite engagement score

CHANGES IN PROGRAMME ENGAGEMENT LEVELS
UNDERSTANDING THE REASONS FOR DISENGAGEMENT

OTHER STRATEGIES FOR INCREASING ENGAGEMENT

Increasing engagement through the deployment of a tiered proposition
Increasing engagement through the deployment of personalisation
Increasing engagement through the encouragement of benefit utilisation and
points redemption

Increasing engagement through the deployment of a smartphone app

DATA PRIVACY
KEY INSIGHTS
ABOUT EIGHTY20 & TRITECH MEDIA



INTRODUCTION

This study is a follow on to our previous studies
conducted in 2014 and 2015" and builds on the
learnings generated from those studies and our
insights developed over the last 20 years in the
industry as loyalty marketing practitioners. By
exploring members’ experience and perception

of loyalty programmes in South Africa, this study
aims to unpack what is necessary from a customer
perspective in order to optimise programme
engagement-and thereby help programme owners
and operators fine tune and adjust their existing
propositions and uplift programme performance.

RESEARCH OBJECTIVES AND

SURVEY METHODOLOGY

To date, the concept of loyalty programme
engagement across the entire South African loyalty
landscape has not been reported on in much depth.
There are, no doubt, many internal studies that have
been completed for specific loyalty programmes
(existing or proposed) by programme owners and
research houses. These, by definition, are unpublished
and often either brand or industry sector specific. And
rightfully so. The insights and learnings extracted from
our study are focused on a range of industry sectors
of the local loyalty landscape. By asking probing
questions that highlight the customer’s experience of
theirworld of loyalty, we are striving fo add to the body
of knowledge that has developed since the launch of
South Africa’s first loyalty programme, Protea Prokard,
in 1986. Sharing these insights will uplift the perception
of the industry, and also the success of those that are
in the game.

Limited data exists from the supply-side to objectively
measure and compare engagement levels across
all sectors. Historically, the only measure that has
been used to compare programmes is the size of
the membership base. But as this report will confirm,
the size of the membership base is inconsequential
if members are not actively participating in the
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programme. Similarly, comparing programmes and
highlighting those that are largest is a trivial exercise
at best and flawed ab initio for the simple reason that
certain industry sectors (like grocery retail, mobile
telecoms or even fashion retail) will, by definition, have
more customers because of the nature of their core
product or service offering and/or the frequency of
customer engagement. A lack of active participation
should provide programme owners with good cause
to suspect that the programme is doing little for the
brand, customer experience, and the bottom line.

The results of this study serve to provide insight into
registered members’ perceptions of theirengagement
levels, the value of rewards / benefits offered, and how
the programme has influenced their behaviour. The
report also explores topics such as loyalty programme
smartphone app usage and data privacy concerns.

A total of 1,413 respondents completed the online
survey conducted in November 2017. The respondent
base was influenced by the data collection
methodology; only those with online access could
complete the survey. A random draw for a single
R10,000 Takealot voucher was offered as an incentive
to complete the survey.

' Available for download at: www.eighty20.co.za/loyalty-programme-
member-engagement-survey-2015/ and
www.eighty20.co.za/valuenettwork-south-african-loyalty-and-
rewards-survey-2014/
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Out of a possible 100+ programmes in

South Africa, 26 key loyalty programmes
were tested in this study.
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Results from our 2014 and 2015 studies and the 2016
BrandMapp survey? were used to identify the key
programmes customers are registered for.

2 For more detail on the BrandMapp survey, visit: www.whyfive.co.za/
brandmapp/
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THE AGE OF CUSTOMER CENTRICITY

Today’s South African customers are smarter,
more empowered and have more options
to vote with their hard-earned income than
ever before.

Yes, we are indeed spailt, fickle and hard to please,
and we expect only the very best from the brands
that serve us. Armed with new technologies and
understanding the power that these unlock, we are
fast developing a permission-based mindset which
allows (READ: expects) the brands that we engage
with to perfect and enrich our experience, personalise
their proposition, save time and provide flexible
choices that are easily accessible to us. Faced with an
array of rewards, benefits and value adds from almost
every provider in every industry sector, the power is
vested with us: the customers. We demand a loyalty
programme that not only enhances our experience
with the brand in and of itself but also understands the
full world in which we exist. Do not see us in silos, do not
restrict our proposition to your offering only. Recognise
that we are customers with multiple relationships with
multiple brands across multiple industry sectors — and
develop your solution around that reality. The lines
are blurring: driven by partnerships and alliances that
recognise that a customer expects a whole lot more
than what a single brand can offer in order to be
viable in this highly competitive landscape.

Spoilt by world-class propositions (initially in retail
banking and health insurance) developed and
enhanced over the last 20 years, we expect the same
‘new normal’ from every single brand that chooses fo
launch and operate a loyalty proposition. Innovation
is key to success. Anything less than the ‘new normal’
benchmark is a missed opportunity to create a
meaningful relationship, evidenced by declining
levels of engagement and satisfaction with not just the
programme, but also the core product and service
offered by the brand. Loyalty programmes exist fo
drive increased engagement and longevity. Finding
the optimal solution, and evolving it over time fo align
with customer expectations, helps brands differentiate
themselves and improve the programmes that they
have invested significant resources in.
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Gone are the days of developing a do-this-and-get-
that one-dimensionalredeemable points offering. That
is pre-millennium thinking. Mechanical, ratfional and
left-brain orientated designs have been pushed over
the last 15 years fo up their game and develop a more
holistic and multi-faceted approach that draws from
the behavioural sciences. Winning programmes have
taken the fraditionally functional and rational earn-
and-burn synfax and enhanced this by presenting the
customer with an array of integrated, personalised
and pinpointed benefits underscored by advances in
mobile and digital technology and wrapped in alayer
of complimentary emotional experiences. To appeal
more to the intuitive and thoughtful side of human
dynamics, leading programmes are demonstrating
more insight in the form of tangible recognition of who
their customer is (at an individual, more granular level)
and how best to satisfy the full range of her needs.
A much deeper understanding and alignment fo
ensure that the full experience that follows collecting
and fracking loyalty currencies at least matches and
preferably exceeds the expectations.

Left brain Right brain

Medical practitioners highlight the importance
of whole brain synchronisation, where a balance
is found between both hemispheres of the brain
creating harmony. Could the same be expected
of loyalty programme practitioners?

THE AGE OF CUSTOMER CENTRICITY 4



RESPONDENT DEMOGRAPHICS

MONTHLY HOUSEHOLD

GENDER AGE
37% 63% 4% 36% 30% 20%
Male Female

8%

2%

INCOME

Refuse

R0 000 +

R70 000 - R89 999
R50 000 - R69 999
R30 000 - R49 999
<R30 000

M 6%
I 21%
N 13%
N 17%
N 207
I 237

18-24 2534 3544 4554 55-64 65+

WORK STATUS HIGHEST LEVEL OF EDUCATION

Working I 93%
Unemployed 1 3%
Housewife 1 2%
Retired | 1%
Student | 1%

\

Other post matric 1 5%
PhD | 1%
Masters degree M 16%
University degree I 46%
Technikon diploma / degree 18%
Matric W 13%
Less than Matric | 1%

The respondent base is skewed towards females
(63% female, 37% male). There is also a skew fowards
higher incomes; 51% of respondents have a gross
monthly household income of R50,000 or more. This
is not surprising since most of the sample base is well
educated (80% have a tertiary qualification) and
working full or part time (93%).

In terms of life stage, half of the sample base is
between the ages of 35 — 54 years old, while 40%
are younger than 35. Just less than half of the
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respondents are living in nuclear households (45%),
while 22% are couples with no children. Just under
80% of respondents were living in either Cape Town
or Johannesburg.

Itisimportant to note that the respondent base of this
survey is not representative of the total loyalty base
in South Africa. However, it does provide unique
and very valuable insights info the experiences
and perceptions of this highly economically active
demographic group.

RESPONDENT DEMOGRAPHICS 5



MEMBERSHIP PENETRATION

MEMBERSHIP PENETRATION BY INDUSTRY SECTOR
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The percentage per industry sector indicates the proportion of respondents that are currently registered for

at least one loyalty programme in that industry sector

Understandably, of the 26 programmes included in
the survey, the top programmes by membership size
are those offered by the major grocery and health
& beauty retailers: Pick n Pay Smart Shopper with
79%., followed by Clicks ClubCard and Woolworths
WRewards with 70% and 65% respectively. The
high penetration statistics (4 of the 6 programmes
are above 50%) in this sector is a function of the
shopping frequency (in some cases every day) and
the level of competition and cross-brand shopping.
Industry newcomers My SPAR Rewards and the
Makro mCard show lower levels of penetration at
between 20% and 30%.

Outside of the retfail sector, industry veterans
Discovery Vitality and FNB eBucks in the medical aid
/ insurance and retail banking sectors respectively,
each had 45% of respondents belonging fo
their programme. This differs significantly from
other players, the majority of whom have been
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in the market for at least 5 years (and some 10+
years) in their sector: sub 10% penetration for
Momentum Multiply and Sanlam Reality; and sub
20% penetration for Standard Bank UCount, Absa
Rewards and Nedbank Greenbacks. Penetration
statistics within the respondent base are often
aligned with market share. In some instances,
however, penetration is a function of a range of
variables including time in market, attractiveness of
the proposition and the resultant brand equity. Of
the three programmes surveyed in the medical aid
/ insurance sector, Discovery is the largest medical
aid provider with 2.7 million members (as of October
2017). In comparison, Momentum Health had just
over 250,000 members?®.

*https://businesstech.co.za/news/finance /205466 /the-biggest-
medical-aid-schemes-in-south-africa-and-how-much-theyre-
charging-in-2018/

MEMBERSHIP PENETRATION 6
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MEMBERSHIP PENETRATION BY DEMOGRAPHIC

Average number of loyalty / reward programmes currently registered for

Gender Age

Total Female Male

L

1824 25-34 35-44 45-54 55-64

Monthly household income

104

R50 000 -
R69 999

R70 000 Refuse
or more

5+ <R30000 R30000-
R49 999

On average, respondents are members of 9 loyalty
programmes overall with nearly 80% of respondents
belonging fo six or more programmes. What is
noteworthy is that there is still a reasonably sized
group of so-called loyalty junkies: almost 30%
of our respondents are members of 10 or more
programmes. This is the same result as obtfained
in our 2015 Survey indicating that programme
membership has remained relatively stable over
the past two to three years. Given that there are
over 100 programmes in the market, and more
that are rumoured to enter the markeft, this finding
brings to light two important questions. Firstly, can
consumers cope with more than nine programmes?
The numerous free text responses from respondents
caling for a loyalty programme aggregator
certainly suggests that these consumers are at
capacity (at least their wallets are). Secondly, how
do new programmes stand out from what appears
to be a somewhat saturated market?

EIGHT Y20

| would like to see ONE card that can
be linked to multiple rewards / loyalty
programmes.

I'd be more interested in

loyalty
programmes which could be loaded
on to ONE app! The loyalty programmes
which do this, will get my undying...
LOYALTY!

In terms of demographic differences in programme
membership, our survey revealed that, on average,
females tend to belong to two more programmes
than men. There is also a clear upward frend in
the number of programmes registered for and the
respondents’ income and age (except for the 65+

age group).

MEMBERSHIP PENETRATION 7



PROGRAMME ACTIVE USAGE

As discussed earlier, while the size of a programme’s
membership base is often highlighted, it is by no
means the most important metric. The members’
level of engagement and activity on the
programme is far more indicative of the success of
a programme.

The survey explored active parficipation using a

self-assessment question, “Of the loyalty / rewards
programmes that you are currently registered
for, which would you regard as ones you actively
use?” In addition, we also asked parficipants to
rate the perceived value of rewards and benefits
that they received: a key determinant in the levels
of engagement with the proposition. This will be
detailed later in the report.

Percentage of registered members who are active users

Lifestyle,

Fashion Restaurant

. . Medical aid / Grocery/Health &
Retail Banking Insurance Beauty Retailers
86% 85%
81%
80% 78% 779, e ° 78% 78%
73%
63%
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Makro mCard

"Of the loyalty / rewards programmes that you are currently registered for, which would you regard as ones you actively useg
Active use includes purposefully accumulating points, regularly redeeming points, making use of benefits such as visiting an
airport lounge, getting a discount on a purchase, reading communications such as emails, or using the programme app.”
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It can be expected that some sectors will have
higher activity rates than others. For instance,
grocery retailers and banks typically interact with
their customers more frequently than fashionretailers
and fravel / hospitality providers. Therefore, it isn't
surprising that the programmes with the highest
activity levels include Pick n Pay Smart Shopper and
FNB eBucks, while the programmes with the lowest
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activity levels include TFG Rewards, Edcon Thank U,
SAA Voyager and BA Executive Club.

Rather than comparing across sectors, it is better to
compare within the same sector and see how the
different programmes stack up against one another
on this measure.

PROGRAMME ACTIVE USAGE 8



ACTIVE USAGE IN THE GROCERY AND HEALTH & BEAUTY RETAILER SECTORS

90%

80%

70%

60%

50%

40%

30%

20%

Percentage of respondents who are registered

0%

20% 30% 40% 50%

.

Makro mCard

60% 70% 80% 90%

Percentage of users who are active

Pick n Pay Smart Shopper

Clicks ClubCard
Woolworths WRewards

Dis-Chem Benefits

My SPAR Rewards

In the grocery and health & beauty retail sectors,
there is little difference in active usership amongst
the top programmes including Smart Shopper,
WRewards, Clicks ClubCard and Dis-Chem Benefits.
Around 80% of respondents registered for these
programmes said they were actively using them.
However, there are two clear outliers in this sector
that appear to lag: Makro mCard with less than 50%
active usage and My SPAR Rewards at 62% active
usage. Makro mCard is very new to the market,
the programme was only launched in June 2017. In
addition, it is an exclusively digital play which may
discourage active usage depending on the apps
performance and usability — it is too early to tell.

EIGHT Y20

Woolworths WRewards' performance on the active
usage measure is significant given that it is the
only non-points-based programme amongst the
other top retail programmes. This shows that there
are other ways to encourage and drive member
engagement. The high activity score might also be
due to the high overlap between the long-standing
MySchool programme and WRewards.

On average,

- 72%

| of registered grocery |
/ health & beauty retailer loyalty
| programme members are |
active users

C - — - - - -1
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ACTIVE USAGE IN THE RETAIL BANKING SECTOR

90%

80%

70%

60%

50%

40%

30%

20%

Percentage of respondents who are registered

0%

20% 30% 40% 50%

.

Nedbank

60% 70% 80% 90%

Percentage of users who are active

FNB eBucks

t\ Standard Bank UCount \
Absa Rewards

Investec Rewards

In the retail banking sector, FNB eBucks is the clear
standout with 86% of respondents registered for the
programme saying they are active on it. Of course,
FNB eBucks has the benefit of being the oldest retail
banking programme in the market (launched in late
2000) and clearly the years of investment in building
the programme’s brand equity has paid off.

On average,

- 77%

of registered retail banking
| loyalty programme members
are active users

L - - - - - -
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Conversely, the Nedbank Greenbacks programme
appearstobefallinglbehindonmemberengagement
with 63% of respondents saying they are active on the
programme. Active usage is strongly linked to reward
redemption. Given this, Nedbank Greenbacks'
poor performance is surprising considering that their
reward currency (Greenbacks) can be converted fo
cash, used to pay bank charges and fees, or used
fo purchase various goods. With the relatively liquid
nature of the reward currency, one would expect
higher redemption / activity levels.

PROGRAMME ACTIVE USAGE 10



ACTIVE USAGE IN THE MEDICAL AID / INSURANCE SECTOR
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ACTIVE USAGE IN THE FASHION RETAILER SECTOR
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In the fashion retail sector, both TFG Rewards and
Edcon Thank U have low engagement levels;
less than 50% of respondents registered for the
programme said they were active on it. Clearly
both programmes need a refresh. This calls into
question the viability of a standalone fashion retail
programme — underpinned by the low purchase
frequency of shoppers coupled with the high levels
of competition in this sector and the need, at a core
proposition level, to stand out from the new entrants.

When considering viability obviously a key factor is
the return the programme owner receives from its
loyalty programme. TFG Rewards and Edcon Thank
U are structurally very different yet they have very

EIGHT Y20

similar activity levels. TFG follows a promotional
approach (members earn a voucher/s every time
they purchase at TFG stores which are redeemable
on their next purchase) whereas the Edcon Thank U
programme rewards customers for every rand spent
(R1 earned for every R100 spent). Arguably the cost
forrewarding customers for every rand spent (Edcon
model) is the more expensive approach, therefore
one must ask, are Edcon getting sufficient bang for
their buck?2 Given these findings, perhaps not.

If a loyalty programme really puts
something back into your pocket it is

surely a strong incentive to support a
certain store.

PROGRAMME ACTIVE USAGE 12



WHICH PROGRAMMES ARE WINNING IN SA?

Proportion of active users that would recommend the programme to someone else
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One of the key objectives of this study was to
understand which programmes are winning over the
hearts, minds and wallets of South African customers.
One of the ways to test this is to understand which
programme’s members would recommend to
someone else, like a friend or family member.

FNB eBucks obtained the highest recommendation
score overall with 83% of respondents saying they
would recommend the programme to someone
else. After FNB eBucks, the programmes with
the highest recommendation scores include
Momentum Multiply and Discovery Vitality with 78%
and 77% respectively.

\ momentum Discovery
@ ek mul h’/{/f Vol b

EIGHT Y20

For some programmes the recommendation score
is considerably different when viewed by age
segment (< 35 years old and 35+). Standard Bank's
UCount programme is a good example in thisregard.
On average, 48% of the younger segment (<35)
are likely to recommend the programme to others,
compared to 69% for the older segment (35+). The
converse was true for Momentum Multiply and FNB
eBucks and a few other programmes including
Avios Travel, Vida e Caffe and all the programmes
in the lifestyle and entertainment sector.

For several programmes, the balance of detractors
to promoters is poor. This is most notable in the
fashion and travel sectors but also across other
sectors with My SPAR Rewards, Makro mCard,
Investec Rewards and Vida e Caffe all having less
than half of respondents willing fo recommend the
programme to others.

WHICH PROGRAMMES ARE WINNING IN SA? 13



LOYALTY PROGRAMME ENGAGEMENT

We explored engagement from the members’ perspective by looking at three key factors:
e the perceived value of rewards and benefits

e behaviour change elicited by the programme, and

e the programme’s ability to sufficiently differentiate itself

This is a good starfing point and provides a single measure from which to compare programmes within and
across sectors using an average customer engagement score.

EIGHT Y20

The perceived value of rewards
and benefits

Behaviour change elicited by
the programme

The programme’s ability to sufficiently
differentiate itself

Average customer engagement score

LOYALTY PROGRAMME ENGAGEMENT

14



DO MEMBERS VALUE THE REWARDS / BENEFITS OFFERED?

Medical aid
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“For each programme that you actively use, how would you rate the programme in terms of the value to you of rewards / benefits
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Arguably one of the most important drivers of member
engagement is the perceived value of rewards and
benefits offered. Simply put, if members do not perceive
the reward to be worth the effort, they are not going
to engage (no matter how hard you try). However, a
key point often overlooked is that this reward does not
have o be purely monetary. The reward could be a
fruly personalised and relevant customer experience
with your brand - that in itself is a wonderful reward.

Relative to some of their North American counterparts,
few South African loyalty programmes appear to have
really nailed the fruly personalised customer experience.
So, when local programmes are compared based on
their rewards and benefits, it is often the programmes
that offer the richest rewards (in redeemable points or
rands and cents) or those that offer the most frequent
rewards (e.g. FMCG programmes) that come out on
top.

To explore this, respondents were asked to rate the
programmes they actively use according to the value
[ I |
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of rewards / benefits offered using a 5-point scale from
excellent fo very poor. Average scores were calculated
to facilitate the comparison.

As noted, there is a clear link between spend frequency
and points accrual and the perceived value of rewards
and benefits. Programmes that customers regularly
interact with during their normail daily lives, like banking
and FMCG programmes, score higher than airline
programmes which customers use maybe a handful
of times a year (with the exception of regular business
travellers).

In tferms of individual programme performance, FNB
eBucks is the clear stand-out in banking and, fo a
slightly lesser extent, Discovery Vitality in the medical
aid / insurance sector. FNB eBucks' performance
relative to the other banking programmes is noteworthy
considering that the programme is not significantly
richer than its competitors. The programme’s fime in the
market and focus on marketing and brand awareness
is likely to have contributed to this score.
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DOES THE PROGRAMME ENCOURAGE BEHAVIOUR CHANGE?
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It is widely known that how people think they
behave (or say they behave) often differs to their
actual behaviour. Therefore, assessing behaviour
change via self-assessment must always be treated
with caution.

Nonetheless, in an attempt to explore members’
perception of their own behaviour change, we
asked respondents to rate the programmes they
were actively using according to how much
influence the programme has on how and where
they shop. The question used a three-point scale
— very influential, somewhat influential and not af
all influential. Scores were averaged to compare
programmes within and across sectors as detailed.

The answer fo this question demonstrates the
power of good partnerships and alliances. The
top performing retail programmes all have strong

EIGHT Y20

partnerships with other programmes which are
clearly helping to drive behaviour change. For
example, Dis-Chem Benefits is a reward partner
on the Discovery Vitality, Momentum Multiply and
FNB eBucks programmes. Similarly, Pick n Pay Smart
Shopper has partnerships with  Absa Rewards,
Discovery Vitality and Momentum Multiply.

Fuel retail partnerships are also likely to be a strong
factor for behaviour change, particularly for
banking programmes and a few retailers. Discovery
Insure and Standard Bank UCount pioneered
the aggressive marketing of exclusive fuel retail
partnerships in 2011 and 2013 respectively. Since
then a number of banks, retailers and airlines have
emulated this approach including Clicks ClubCard
and Shell, SAA Voyager and Total, Absa Rewards
and Sasol, Dis-Chem Benefits and Total, Avios and
BP, and Edcon Thank U and Engen.
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DOES THE PROGRAMME DIFFERENTIATE THE STORE OR SERVICE PROVIDER FROM

ITS COMPETITORS?
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“This programme differentiates the store or service provider from its competitors” (Strongly agree, Agree, Neither agree nor disagree,

My SPAR Rewards
Edcon Thank U

TFG Rewards and More
Avios Travel Rewards
BA Executive Club

SAA Voyager

Spur Family Card

Vida e Caffe

Sorbet Society

Ster Kinekor Movie Club
Exclusive Books Fanatics

Loyalty programmes are designed to attract, grow and
maintain customers. They should not be considered as
the primary driver of customer acquisition. Instead, the
underlying customer proposition or product should be
the primary source of differentiation for a company.
Loyalty programmes can enhance the customer
proposition and build on a company's competitive
advantage - they can't always be relied upon to
create it.

The ability for a programme to act as a source of
differentiation (or add fo it) is of course a function of
the rewards offering, but the marketing, branding and
positioning of the programme are also key. To explore
this, respondents were askedif they agreed or disagreed
with the following question for each of the programmes
they are actively using, “This programme differentiates
the store or service provider from its competitors”.

EIGHT Y20

With the exception of FNB eBucks and Discovery Vitdlity,
very few loyalty programmes are acting as a source
of differentiation for the programme owners. Is that
because of imited significant innovation in other loyalty
propositions? Is it a function of both the pioneering
nature of both eBucks and Vitality coupled with their
fime in market (close fo 20 years)¢ The disruptive force
that eBucks and Vitality enjoyed from their outset and
for many years that followed meant that their loyalty
propositions were used strongly as an acquisition tool —
positioning both parent brands as brand leaders. With
the passage of time, and the emergence of challenger
and follower loyalty brands in the retail banking and
medical aid / insurance sectors, loyalty propositions
have become more competitive and the market has
become saturated. The focus has therefore shifted from
an acquisition play fo more of a retenfion and growth

play.
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COMPOSITE ENGAGEMENT SCORE
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Combining programmes’ performance on the
three measures outlined above provides us with an
overall customer engagement score to compare
programmes against, both within and across sectors.

Based on these findings, there are several trends in
the South African loyalty programme space that are
worth noting. Firstly, across sectors there are clear
differences in customer engagement levels with the
medical aid / insurance programmes leading the
way and the fashion and travel sector falling behind.
The top banking programme and the top retail
programmes are not far off the medical aid / insurance
programmes’ customer engagement scores, but the
key difference is that banks and retailers typically
interact with their customers frequently. Medical
insurers don’t (and when they doit's typically not at the
members’ choosing). Given the inherent infrequent
‘fouch’ medical insurers have with their customers, it is
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remarkable that their loyalty programmes have
some of the highest customer engagement scores in
South Africa. This is highly unique in the global loyalty
programme market.

Another key trend emerges in the grocery and health
& beauty sector. Among the six programmes in this
sector, the top four all appear to be doing equally
well. In this situation, how does one retail programme
stand out from the reste And, will any programme
changes yield sufficient return to make the investment
worthwhile? One mistake programme owners should
avoid is thinking that they should throw more monetary
rewards at the (potential) problem.

In a highly competitive sector like FMCG, programme
owners should be thinking more about how fo
incorporate their loyalty programme into the whole
customer experience and less about “out-rewarding”
their competitors.
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CHANGES IN PROGRAMME ENGAGEMENT LEVELS
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It is also useful to understand how engagement
levels have changed over time. The survey tested
this through a self-assessment question, “For each
programme that you actively use, how does your
current use / engagement with the programme
compare to a year ago?”

The results to this question defined two key take-outs.
Firstly, the growth in new customers to the business
(this becomes harder as market share grows) and
secondly, the engagement from new and existing
programme members.

As nofed earlier, Momentum Health has grown
sfrongly in recent years which can explain
Momentum Multiply’s stand-out performance on
this measure. In our sample base, for every one
person that decreased their engagement level with
Multiply in the past year, eight people increased their
engagement. Thisis a far higher ratio of engagement
relative to other programmes. Nedbank Greenbacks
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CHANGES IN PROGRAMME ENGAGEMENT LEVELS

and Sorbet Society are also highlighted as achieving
improvements over the last year, whilst established
programmes with somewhat static propositions in the
fashion, airline and restaurant sectors could do with
a sprucing up.

Discovery Vitality’s performance on this measure
also shows the power of enhanced customer value
propositions and clever marketing efforts. The app-
based Vitality Active Rewards offering is cenfred on
gamificafion fo help members understand, track
and achieve weekly activity targets. They have
managed o keep the programme fresh and hence
their engagement levels up.

For several programmes, our survey reveadled a net
disengagement with the programme in the past year.
This was primarily isolated to the travel, fashion retail
and restaurant / take-aways sectors, but it is cause
for concern. But what drives members to disengage
with a programme?
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UNDERSTANDING THE REASONS FOR
DISENGAGEMENT

\

“What are the main reasons you are no longer active on this programme?”

Accumulating points / rewards were not worth the effort | RN 487
| stopped shopping / using the services of the loyalty programme owner | NN 477
Their rewards / benefit suite became unappeding | NNINGIGIGNG 21%
The rewards redemption process was complicated | NI  19%
Rewards expired before | could use them | I 18%
lostmycard [N 17%
I no longer like the brand of the loyalty programme owner I 14%
The rules / conditions changed making it harder to earn or redeem benefits I 13%

Note: Only asked to those who are currently registered for the programme, and not actively using it at the moment but have
actively used the programme in the past. Top 8 reasons included in the chart.

\_

The survey revealed that the main drivers of
disengagement are members losing affinity with
the programme owner and their rewards; 48% In general, programmes where rewards
of respondents found that accumulating points expire are a turn-off.

/ rewards was not worth the effort, and 47% of
respondents stopped shopping / using the services
of the programme owner. Other key drivers of

disengagement include limited reward appeal and There are probably too many
complicated reward redemption processes. programmes with too many rules to

really maximise the benefits as an
This speaks directly to the point that loyalty individual. | have chosen to focus on
programmes can never be the silver bullet for a poor a couple and make them work for me
or failing customer proposition. and forget the rest.

OTHER STRATEGIES FOR INCREASING ENGAGEMENT

In addition to the insights just mentioned, there are owners have deployed to boost the proposition and
arange of addifional interventions that programme drive improved engagement with their programmes.
[ |
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INCREASING ENGAGEMENT THROUGH THE DEPLOYMENT OF A TIERED PROPOSITION

Discovery Vitality
Momentum Multiply

\_

“The increased benefits / rewards associated with a higher tier level are
worth the effort / cost it takes to move up a tier” (Strongly agree or Agree)

I 627
I 587

FNB eBucks NG 457
Standard Bank UCount [ NNENEGEGEGEGEE 337
BA Executive Ciub |GGG 29%
SAAVoyager | 25%
AbsaRewards [ NG 20%
Clicks ClubCard [ NN 19%
Woolworths WRewards |GG 18%

~

There is extensive debate in the industry at both
practitioner and programme owner level on the
role that tiering plays in enhancing the value of
proposition. Proponents argue that it facilitates aricher
and more targeted and/or personalised offer — and
allows optimal resource allocation and alignment of
reward to the value that the customer brings fo the
programme owner, i.e. it rewards those that “matter
more” with a more meaningful reward. At the same
fime, it provides programme owners with the ability fo
reward members who behave in a desired manner
richly. In other words, it dispenses with the notion that
all customers are equal and therefore all warrant,
by way of an example, an identical earn rate or
redemption value or benefit set. Detractors argue that
it significantly complicates the proposition and that it
defies customers’ expressed needs to keep everything
simple. Furthermore, detractors argue that the more
complex the proposition, the more engagement
levels will suffer. We believe that the optimal solution to
maintain (and improve) engagement levels lies not in
avoiding a tiered proposition, but rather in getting the
communication elements right around what it means
to achieve a higher status. Winning programmes in
our market have excelled at this.

EIGHT Y20

The benefits and rewards associated with a higher
fier should encourage members to increase their
engagement with the core proposition of both the
product or service offering, and in addition, the
programme. This only works if members believe
the effort to move up a ftier is commensurate with
the gains. In the medical aid / insurance and refail
banking sectors, programmes focus strongly on their
tiering strategy and it is central to their programme
structure. It's therefore good to see this appears to
be working for them with around 60% of medical aid
/ insurance loyalty programme members saying the
increased benefits / rewards associated with a higher
tier level are worth the effort.

Tiering can also only work if members know about if,
and more importantly know what they need fo do
in order fo move up a fier. With regards to knowing
how to progress up the tier consfruct, Woolworths
WRewards (at 15%) and Clicks ClubCard (at 13%)
would be well advised to revisit their tiering and / or
their communication of fiering strategies. Momentum
Multiply (at 46%) and Discovery Vitality (at 54%), on
the other hand, appear to be doing a better job with
a large majority of respondents indicating that they
“know exactly” what they need to do to move up a
fier.

OTHER STRATEGIES FOR INCREASING ENGAGEMENT | 21



INCREASING ENGAGEMENT THROUGH THE DEPLOYMENT OF PERSONALISATION

Another strategy fo increase engagement, and
arguably the key strategy all programmes should be
focussing on, is personalisation. A sure way to win
over customers is to make them feel understood; at
the very least programme owners can make their
members feel like they understand what they want,
like and need. Programme owners have the data,

they just need to use it effectively and leverage that
knowledge to build better relationships with their
customers. To quote The Harvard Business Review*,
we have moved from the "mass-market era” of
the '60s and ‘70s and we are now in the “era of
relevance”.

Pick n Pay Smart Shopper
Woolworths WRewards
Clicks ClubCard

FNB eBucks

Discovery Vitality

Sorbet Society

less than 20%

\_

“Which programmes do you receive personalised rewards / benefits for?”

I  58%
I 43%
I 33%
I 32%
I 25%

N 237%

Note: Asked fo all those who are currently registered for the programme. Top 6 included in the chart, all other proportions were

We tested the degree to which members believe
the programmes they are registered for have
incorporated personalisatfion. Interestingly,
many respondents indicated that they received
personalised rewards and benefits from programmes

The loyalty programmes that appeal to
me most, are ones that are tailored to my
interests (receiving info on deals based on
my purchase history). It limits the amount

of clutter | have to read through before
getting to what | want. | also trust a rewards
programme more when it's clear how | can
move up from tier to tier (I'm likely to put in
more effort for points if | know how).

EIGHT Y20

that do not currently offer (truly) personalised
rewards. This result could largely be due to good
programme communication or  programme
experience that makes members feel like their
rewards are “personalised”.

“https://hbr.org/2018/03/marketers-need-to-stop-focusing-on-
loyalty-and-start-thinking-about-relevance

Loyalty schemes focus on extrinsic rewards.
What | really want is to be heard, valued

and recognised. Great customer service is
way more important. Loyalty is earned not
bought.

OTHER STRATEGIES FOR INCREASING ENGAGEMENT | 22
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INCREASING ENGAGEMENT THROUGH THE ENCOURAGEMENT OF BENEFIT

UTILISATION AND POINTS REDEMPTION

Note: Top 5 reasons included in the chart

\_

“Why do you never redeem the personalised rewards / benefits that you receive?”

I usually forget about them | RN 507
The rewards / benefits are insignificant || GGG 34%
The offers usually expire before | canredeem them | NN 32%
The redemption process is too complicated | NN 27%
The offers are notrelevant || GG 23%

~

Whether tfruly personalised or not, the true measure
of relevance is redemption. We asked respondents
how often they redeemed the personalised rewards /
benefits they received and most said either “always”
or “often”. Where respondents said they “never”
redeem the rewards, we probed further to uncover
why.

Retailers especially need to do a
better job of personalising their loyalty
programmes as well as making it digital.
The days of printing vouchers are over.

Forthe most part, the mainreason fornon-redemption
is a simple one to fix — members forgetting about
the reward or benefit. Retailers, for example, could
easily remind members to redeem through low-tech
solutions such as in-store reminders either on the shelf
or at the point of sale, or via leveraging their mobile
app with push notifications.

| prefer a loyalty programme that
works in the background, that doesn’t
make me jump through hoops within
a specified timeframe. No-one has
fime to work it out or remember what
needs to happen when; give me the
discount or don't.

EIGHT Y20 o nemeier consmusnon
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INCREASING ENGAGEMENT THROUGH THE DEPLOYMENT OF A SMARTPHONE APP

(Strongly agree or Agree)

Discovery Vitality

Pick n Pay Smart Shopper
Discovery Card

FNB eBucks

Woolworths WRewards
Vida e Caffe

Absa Rewards

Standard Bank UCount

Ster Kinekor Movie Club

\.

“Using the smartphone app has improved my experience with the loyalty programme”

I 807
N 65%
I 647
I 647
I 637
I 62%
I 61%
I 59%
I 34%

N\

Given the shift towards digitisation, a move highly
demanded by customers, it was important tfo
understand members’ perception and experience
of programme smartphone app usage. The
overwhelming response from members was that
using a programme’s smartphone app improved
their experience with the programme. Despite this,
it appears that the key challenge for programme
owners is to get members to download the app.
Around half of those registered for Discovery Vitality
and FNB eBucks said they have the smartphone app.
For both programmes this is higher for the younger
segment (< 35 years old) than it is for the 35+ age

group.

We are always on our phones... linking

loyalty programmes to an app is a
great idea to stay in touch. Otherwise
it's out of sight out of mind.

For the other programmes, only around one third of
respondents registered for the programme or less,
have the smartphone app. Clearly, programme
owners need not only be concerned about wallet
space but also smartphone storage space. Apps
have to offer customers a seamless digital experience
(read: they need to work) and provide tangible value
in order for customers to download and use it.

| really don't know if the apps add any
extra value. They just clog up your phone
memory.

EIGHT Y20
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DATA PRIVACY

“I trust that this loyalty programme uses my data responsibly” (Strongly agree or Agree)
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Data security and privacy is also a key consideration
for the future. Based on our survey findings, members
appear to be almost too frusting of programmes.
Many respondents indicated that they have not
read any of the data privacy policies of programmes
they belong to. Despite this, when asked if they frust
the loyalty programme with their data, the majority
of respondents said yes.

Members can’'t be blamed for not reading data
privacy policies, they are typically not user friendly,
but many people appear to be blindly tfrusting
programmes. This does nof let programme owners
off the hook. Members may be frusting them with
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their data, but if that frust is abused then programme
owners can expect huge backlash. Scrutiny of the
Facebook / Cambridge Analytica scandal (and
Zuckerberg’s hearings at the US Congress and EU
Parliament), together with the recentimplementation
of GDPR in the EU and POPI in South Africa, have sent
a very clear signal to data owners.

With an increasing focus on data privacy concerns,
businesses will need to work hard to balance
compliance, customer expectatfions of personal
experience, and going beyond what may be
deemed appropriate.
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KEY INSIGHTS

It is fair to assume that all the programmes we have
researched were designed with the infenfion fo drive
customer loyalty to their brands, yet some are clearly

achieving this and others not. What sets these winning important principles worth noting:

® o6 o o o o

Above all and more than ever, loyalty programme

Member engagement is key, without it you don't really have a loyalty
programme. Instead, you have an expensive programme that rewards
customers for behaving in the same way they always have.

Measuring and tracking member engagement should be a central
component of any loyalty programme performance management.

Everything comes down to how members perceive the value offered by
your programme relative to the effort they have to put in. If this balance is
off, members won't engage. Members will judge your proposition relative to
others (both inside and outside of your market sector). If it doesn't match up,
they'll disengage.

Simpler is not always better. Some market sectors require more complex
designs to ensure that programme costs align to the value being added,
and yet their programmes appear successful. While at the same fime,
other simpler programmes are not capturing the attention or driving the
engagement of their members.

Members expect fo be recognised for who they are and the value that
their loyalty brings to the brand. They need to be rewarded accordingly.
The focus has moved way beyond just rewarding monetary behaviour,
other key levers like longevity and the breadth and depth of their
relationship are equally important.

Technology is an enabler of deeper engagement and is being used
effectively by some programmes to deliver a more relevant and well-
rounded customer experience.

Powerful partnerships with complimentary product and service providers is
key to success. This is especially relevant to brands who have a shallow core
product or service offering. The future belongs to those who share customers
and co-develop mutually beneficial enhanced offerings.

Data privacy concerns do not appear to be anissue (yet) for South African
loyalty programme members. But we expect this to change in the near
future and programme owners need to be prepared for this.

owners need to remain customer centric in their
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propositions apart in an increasingly loyalty saturated
market? Unfortunately, there isn't a simple answer
or a straightforward recipe. Instead, here are some
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thinking and innovative in their approach.
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corporate clients. Eighty20 uses the power of strategy, research and analytics to help our clients understand
their customers better and implement customer centric solutions that drive value to both customers and
shareholders.
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