VELOCITY 2017

—-ﬁ T7

e SIS e
el BN ow
;waga.a:)..;;.
3| Bh -9~
~ 2B R

i - - * w1 W X T LU it FLC S S e
. { - W) L E‘f‘b--\pé
stk o gl S RS =4 'l-,,j ] 2 [

'l.rlﬂq‘."-’. ¥
n#)l?‘

; L F

: - - X :
F e 4 i RIS | op - T O R s Wy e B B ) W RO BV« | BEGR

100 TROITIG 00 | Bt 1000 GOSN - 1+ NSRS 4 Y NTe S A €4 W R o W Gl B G
Ry 0y - .-Hwﬂmﬁ*“-h “—Jﬂ‘%-ﬁw ﬂm- e T BT s S 4 e e » R U@~ .'-adui.!
v mmm«’ miege - - 1< ol QpOUTBIIOF - EBERIBSITAMED s W 4 DA W~ - v (B WD WTBWs ¢ BBBDY FOPR
Ao - T 0nl0monagy 4 8 Spspoude v W PR ROBIS | b < s < BBBAD - AD VU < BBV T @ . BB
i Rl I Tele Tetaauienh Sy ) WMWY - < P00 -0y GedeTh T BB ORI - i‘fﬂ‘rmiiiﬂ“l
4 o RO SETFINITOAL < 1P WOCORPS - 5 -~ BRSNS . - . FOTRIRI. - Sodh-+ CPO. - -~Jh--6uq-liitrlm. W@
D e+ BRI <« PO e e G o SRASTAIIED T i 0 10+ v D mp PBeaBIPBIHD B BEDDP
A e Ol Moy TRag - Su0e. v (WOB0RSE. AROR -+ SRARIR ORI 09 < i E 4 0B BB RBBRVB DR - B -mmt TR
00 lodmoypulsiotd « .- ov " < 10y - s n-u--ugluw «wem-tmm-q CELTET TN u---ﬁ.ﬂid Gasoynd

BLOCKCHAIN
REVOLUTION
FOR LOYALTY
PROGRAMS
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LOYALTY PROGRAMS HAVE proliferated across travel, retail, financial services, and
other economic sectors. The average US household, for example, participates in
some 29 different loyalty programs, according to the biennial 2015 Colloquy Loyalty
Census. The result is a maze of point systems and redemption options, together with
cumbersome processes for exchanging points among program partners. Loyalty
programs are ripe for innovation that would make them easier to use.

Blockchain may be the answer. Best known as the technology behind Bitcoin,
blockchain enables a ledger of transactions to be shared across a network of
participants. When a new transaction occurs (for example, a loyalty pointis issued,
redeemed, or exchanged), a unique token is created and assigned to that transaction.
Tokens are grouped into blocks (for example, every ten minutes) and distributed across
the network, updating every ledger at once. New transaction blocks are validated and
linked to older blocks, creating a strong, secure, and verifiable record of all transactions,
without the need for intermediaries or centralized databases.

For consumers juggling an array of loyalty programs, blockchain could provide
instant redemption and exchange for multiple loyalty point currencies on a single
platform. With only one “wallet” for points, consumers would not have to hunt up each
program’s options, limitations, and redemption rules.

All loyalty programs are vulnerable to a blockchain revolution, but the travel
industry is perhaps the most at risk. Travel loyalty programs tend to be complex and
multi-currency; program points can even differ by trip component (flight, car rental,
hotel, dining), leading to fragmented point collections and some points never being
redeemed. It can be difficult for the average person to even accumulate enough points
to earn a meaningful reward.

THE BENEFITS OF DISRUPTION

Industry after industry is experiencing disruption from technologies that reduce
inefficiencies and frictions — often disintermediating established players in the process.
Large travel companies, such as airlines and hotel chains, know this from experience:
They pay billions of dollars in commissions each year to Priceline, Expedia, and other
online travel agencies (OTAs) that have transformed how consumers book flights,
hotels, and rental cars.

Now, both small startups and large-scale technology companies are looking to
innovate around blockchain-based loyalty platforms. Travel companies with loyalty
programs, whether standalone or part of a larger alliance, will need to consider when,
not if, to adopt blockchain.

Early adopters could benefit considerably. For example, a growing volume of
unredeemed points has created a large balance-sheet liability for many industry players.
(New accounting standards require that revenue attributable to the value of loyalty points
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must be deferred until the points are redeemed.) Adopting blockchain would enable
companies to rapidly add and maintain loyalty partnerships without adding complexity to
their programs. By providing more redemption options, this robust, frictionless partner
network would act as a much-needed release valve for these balance-sheet pressures.

Blockchain also would enable businesses to break out of the mold of narrowly
defined, one-size-fits-all programs and redemption processes filled with customer
hassles. Consumers increasingly expect personalized (not merely segmented) travel
offerings and digitally enabled one-stop services — the growth of OTAs is a testament
to that. Blockchain would allow both large and local partners to be added seamlessly,
making the crafting of on-trend offers much easier, while virtually eliminating the
back-end irritations of point redemption.

CAVEATS FORADOPTION

What shape are blockchain-based loyalty networks likely to take? Initially, each loyalty
program might look to develop its own solution, but over time smaller loyalty programs
likely would band together to compete more effectively with larger ones. Ultimately,

we anticipate the development of four to six blockchain-based loyalty networks, each
anchored by a major airline, a major hotel chain, or a group of smaller travel companies.
Options for building and maintaining the blockchain platform could include a joint
venture with technology partners or with network providers such as banks or payment
card processors.

THE CURRENT STATE OF THE LOYALTY INDUSTRY

6.7 TRILLION 3.3 BILLION 29 PROGRAMS

POINTS ISSUED EACH YEAR, TOTALUS MEMBERS, ON AVERAGE
WORTH $51 BILLION GROWING AT 13% PER YEAR PER EACH US HOUSEHOLD

LOYALTY

MEMBERS PROGRAMS

Source: Colloquy 2015 Loyalty Census
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Of course, blockchain platforms that unify multiple loyalty programs could pose
some risks. These platforms would add a transaction layer between consumers
and program operators and merchants, likely generating a small per-transaction
cost — which could grow over time, much like OTA fees. Customer data — a loyalty
program’s most valuable asset — could become available to other network participants,
even competitors. Currency devaluation is another risk in what is essentially an open
marketplace for points trading.

Getting in on the ground floor of blockchain platform development would
help travel companies reduce these risks. Participating in the initial structuring of
commercial agreements and partnerships will be essential to protecting critical loyalty
program components, i.e., currency value, customer data and relationships, and
transaction costs.

For any travel company considering an investment in blockchain, a few rules will
be crucial: First, they will want to participate in defining how currency is exchanged
between programs (exchange rates, transferability rules). Second, they should seek

HOW BLOCKCHAIN WORKS

CURRENT STATE: EXAMPLE AIRLINE PROGRAM BLOCKCHAIN NETWORK: EXAMPLE HOTEL PROGRAM
Airline network S Hotel network

Visible Do Visible

e

Airline

Y e @ @
Hotel bl Partner | Remndl Partner 2
I program

Partner’s
network Partner B
Not visible

E' Maintains ledger of currency balance E' Maintains ledger of currency balance

+ The hotel/airline program maintains the only All programs maintain a distributed ledger of all

ledger of record for its currency (points) and transactions and exchanges, and all partners are
connects to each partner independently connected on the blockchain platform

* The program has no visibility as to what happens « All programs can track how currency is earned,
once its currency is converted to a partner’s burned, and transferred across the network

» Earn/burn transactions and exchanges take days or « Earn/burn transactions and exchanges are posted
weeks to post in member accounts instantly to accounts
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to maintain exclusive control over their data, ensuring that only loyalty points enter
the transaction stream. And third, they should require guarantees that the platform is
and will remain unbiased. Otherwise, traditional travel intermediary tools, such as paid
search placements and exclusive promotions, could force companies into pay-to-play
arrangements to ensure competitors don’t gain an advantage.

In conclusion, travel companies such as airlines and hotel chains recognized too
late the power of OTAs to disrupt the industry and have been paying for that misstep
ever since. The nascent state of blockchain for loyalty programs, however, offers an
opportunity to realize the value of disruption and shape its future impacts — if travel
companies don’t wait too long.

A version of this article first appeared on HBR.org.
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