Navigating the Complexities
of Loyalty Programs for Large
vs. Small Merchants -
UPDATED

TLDR: Zig When Conventional Wisdom
Tells You to Zag

Updated: This white paper now includes new insights on loyalty program
opt-in and retention patterns across different merchant revenue tiers,
providing a deeper understanding of the unique challenges faced by
smaller Shopify merchants.

As a merchant, it's easy to get caught up in the traditional loyalty program
playbook that emphasizes targeting broad customer bases, managing
complex data, and offering varied rewards. However, if you're a small
merchant, focusing on these conventional challenges can lead you astray.
The real game-changers lie in addressing your unique challenges: limited
customer bases, single-purchase products, and constrained resources.
Instead of trying to mimic large-scale loyalty programs, focus on solutions
tailored to your specific needs. Prioritize increasing the number of
members in your program, explore ways to expand your product
portfolio, and offer products that go beyond single-purchase items. By
zigging when others zag, you'll avoid common pitfalls and build a loyalty
program that truly resonates with your customers and drives sustainable
growth.



Update: Retention Rates and Opt-In
Patterns Across Merchant Revenue Tiers

Introduction: Understanding Merchant
Distribution Across Revenue Tiers

In an analysis of nearly 1 million Shopify merchants from the United
States, we have uncovered new insights into loyalty program
performance, particularly regarding opt-in rates, retention, and attrition
across different merchant segments. This extensive dataset allows for a
detailed view of how loyalty programs function (or fail to function) for
smaller merchants compared to those with higher revenue.

Each merchant segment, categorized by revenue tiers, presents unique
characteristics that directly impact loyalty program participation:

o Tier 1: Comprises approximately 55% of Shopify merchants. These
are the smallest businesses by monthly revenue, often operating
with limited resources. Merchants in this tier typically face
challenges with customer acquisition.

« Tier 2: Represents around 25% of Shopify merchants. Merchants
in this segment are still considered small. They usually have a



growing, though still limited, customer base and may have more
capacity to engage in customer retention strategies.

« Tier 3: Comprises about 15% of Shopify merchants. Merchants in
this tier tend to have more consistent revenue and a relatively stable
customer base, making them potentially stronger candidates for
traditional loyalty programs as a way to drive repeat purchases and
build customer relationships.

. Tier 4: Accounts for roughly 4% of Shopify merchants. With higher
monthly revenue and a larger customer base, merchants in this tier
have the resources to implement more structured loyalty programs
and customer retention strategies.

1. Overview of Loyalty Program Opt-In by
Merchant Revenue Tier

Opt-In Trends by Tier: Analysis shows a clear trend in loyalty program
adoption rates across these tiers. Merchants in the lowest tier (Tier 1) are
significantly less likely to adopt loyalty programs compared to those in
higher tiers. This trend of self-selection suggests that small merchants
perceive traditional loyalty programs as either financially unfeasible or as
providing limited ROI given their specific constraints.

Self-Selection Insight: The low opt-in rate among Tier 1 merchants
reflects a strategic decision to avoid loyalty programs that may not align
with their immediate business needs. These merchants may lack the
resources required to implement and maintain loyalty programs, as well



as the customer base to generate meaningful engagement, leading to a
lower perceived benefit from such programs.

2. Loyalty Program Retention Rates by Revenue
Tier

Higher Attrition Among Lower Tiers: Data shows that merchants in the
lower tiers who do opt into loyalty programs experience significantly
higher dropout rates than those in higher tiers. Specifically:

. Tier 1: Merchants exhibit the highest churn rate at 95%, indicating
that nearly all merchants in this group who try traditional loyalty
programs eventually leave. This extremely high attrition rate
highlights the misalignment between traditional loyalty program
structures and the specific needs of the smallest merchants.

. Tier 2 through Tier 4: Merchants show lower churn rates, at 55%.
This suggests that loyalty programs start to deliver more value to
merchants with larger customer bases. However, 55% is a
significant churn rate given the effort required to unwind a loyalty
program.

3. Key Factors Influencing Loyalty Program
Attrition in the Bottom Tier

Limited Customer Base: Merchants in Tier 1 often have a smaller and
less frequent customer base. Loyalty programs are traditionally designed
to incentivize repeat purchases, which may be less feasible for merchants
operating at this level. Consequently, loyalty programs may feel
ineffective or irrelevant, contributing to the high attrition rate of 95% in
this group.

Resource Constraints: Loyalty programs require time, effort, and
occasionally financial investment. Merchants in Tier 1 and Tier 2 often
operate with limited staff, budgets, and bandwidth, which can make it
challenging to maintain a loyalty program.



4. Implications of Opt-In and Retention Patterns
by Revenue Tier

Rethinking Loyalty Programs for Tier 1 through Tier 3: The data
emphasizes the need to redesign loyalty programs to better serve the
smaller merchants. Traditional loyalty models may not align with the
needs of merchants in the first three Tiers, indicating a potential benefit
from alternative approaches focused on simplicity, and lower costs.
Understanding Small Merchant Needs: For loyalty program providers,
acknowledging the low opt-in and high churn rates in Tier 1 highlights the
importance of flexible, scalable options that can grow alongside a
merchant?s business. This approach would help smaller merchants more
effectively leverage customer loyalty as they progress through revenue
levels.

Challenges for Loyalty Programs in
Traditional Merchants

1. Complex Customer Segmentation

Traditional merchants with a diverse customer base must segment their
customers effectively to offer personalized rewards and experiences.
However, the sheer size and diversity of their customer pool make



segmentation a complex task. Each segment may have different
preferences, shopping behaviors, and reward expectations, making it
difficult to create a one-size-fits-all loyalty strategy.

Impact: Inaccurate segmentation can lead to generic rewards that fail to
engage any particular customer group, ultimately reducing the
effectiveness of the loyalty program (Multidev), (White Label Loyalty).

2. Data Management and Integration

Managing vast amounts of data across multiple channels and platforms is
a significant challenge for large merchants. Effective loyalty programs rely
on data to personalize offers and rewards, track customer behavior, and
measure program success. However, the complexity of integrating data
from various sources, such as POS systems, e-commerce platforms, and
CRM systems, can lead to inefficiencies and inaccuracies.

Impact: Without robust data management and analytics capabilities,
loyalty programs may struggle to deliver personalized experiences,
resulting in lower customer satisfaction and engagement (White Label
Loyalty), (PNC Bank).

3. Reward Relevance and Complexity
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With a broad product catalog, ensuring that loyalty rewards are relevant
to all customer segments is challenging. The more diverse the product
offering, the harder it becomes to create rewards that appeal to everyone.
Additionally, the complexity of the reward structure can confuse
customers, leading to disengagement.

Impact: If rewards are too generic or too complex, customers may lose
interest in the program, diminishing its overall
effectiveness (Multidev), (White Label Loyalty).

4. Operational and Logistical Challenges

The logistics of managing a large loyalty program are substantial. This
includes tracking points, managing redemptions, and ensuring
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consistency across multiple locations or channels. Operational
inefficiencies, such as delays in reward fulfillment or discrepancies in
point tracking, can erode customer trust.

Impact: Operational challenges can lead to a poor customer experience,
reducing trust in the loyalty program and potentially damaging brand
loyalty (Small Business Trends).

5. Balancing Broad Appeal with Exclusivity

Traditional merchants must strike a delicate balance between creating a
loyalty program that appeals to a broad audience while maintaining a
sense of exclusivity. A program that tries to cater to everyone risks
diluting its value, while one that is too exclusive may alienate certain
customer segments.

Impact: Failing to balance broad appeal with exclusivity can result in a
loyalty program that lacks differentiation and fails to drive meaningful
customer engagement (Multidev), (PNC Bank).

6. Fraud and Abuse
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As the scale of the loyalty program grows, so does the risk of fraud and
abuse. Large merchants must implement robust security measures to
prevent issues such as point theft, fraudulent redemptions, or
manipulation of program rules.

Impact: Without proper fraud prevention, the loyalty program can suffer
significant financial losses and damage to customer trust (White Label

Loyalty).

Challenges for Loyalty Programs in Small
Merchants

1. Limited Incentive for Repeat Purchases
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Small merchants often sell products that customers only need to purchase
once or infrequently. For example, a small business specializing in baby
cribs faces challenges in encouraging repeat purchases, as customers are
unlikely to buy another crib in the near future.

Impact: The lack of incentive for repeat purchases makes it difficult to
build a loyalty program that relies on frequent transactions (White Label
Loyalty), (PNC Bank).

2. Difficulty in Creating Meaningful Rewards

With a narrow range of products, small merchants may struggle to create
rewards that are attractive to their customers. If the rewards are limited
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to a few products that customers already own or have no need for, the
loyalty program loses its appeal.

Impact: Customers may not find value in accumulating points or
participating in  the loyalty program, leading to low
engagement (Multidev), (White Label Loyalty).

3. Challenges in Encouraging Cross-Selling

Cross-selling is a key strategy in loyalty programs, encouraging customers
to explore different products within a merchant's catalog. However, for
small merchants with limited product variety, the opportunity for cross-
selling is minimal.

Impact: The inability to cross-sell effectively limits the potential of the
loyalty program to drive additional sales (Small Business Trends).

4. Stagnation of Customer Engagement
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Product variation plays a critical role in keeping customers interested and
engaged. For small merchants with limited offerings, customer
engagement can stagnate over time as there is little new to entice repeat
visits or purchases.

Impact: A lack of fresh offerings can lead to decreased participation in the
loyalty program and a decline in customer loyalty (PNC Bank).

5. Reduced Ability to Segment Customers

Customer segmentation is an essential component of a successful loyalty
program. However, small merchants often struggle with segmentation
due to a lack of diverse buying patterns. With a narrow product range and
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small customer base, the ability to create targeted, personalized rewards
is limited.

Impact: Without effective segmentation, loyalty programs become
generic and less engaging, reducing their overall
impact (Multidev), (Small Business Trends).

Conclusion

While both traditional and small merchants benefit from loyalty
programs, the challenges they face are markedly different. Traditional
merchants grapple with the complexity of managing large, diverse
programs, while small merchants struggle to create compelling incentives
and maintain customer engagement with limited resources.
Understanding these differences is crucial for designing loyalty programs
that align with the unique needs and capacities of each business type.

By addressing these challenges head-on, merchants can create loyalty
programs that not only foster customer loyalty but also drive sustainable
business growth. Whether it's through advanced data analytics,
personalized rewards, or creative engagement strategies, the key to a
successful loyalty program lies in its ability to adapt to the specific
challenges and opportunities presented by the merchant's size and
product offering.
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