
The original idea to launch a
fully-fledged multi-retailer
loyalty programme in Russia
emerged when I was managing
the Honoured Guest loyalty
programme. The Honoured
Guest loyalty programme was
an early and very successful
points-base programme in
Russia, run by and for the
Rostik Group (also known as
Rosinter) the leading chain of
casual dining restaurants and
quick-service outlets in
Russia.

We wanted to evaluate the
options for leveraging the
company experience in
customer loyalty and more

importantly maximise our
potential to utilise profitably a
somewhat ‘dormant’ customer
asset. In particular, we were
looking at how best to leverage
the potential of the existing
database. At that time, we felt,
despite our recognised
leadership in the Russian
marketplace, we had to do
something bolder than
simplyimproving or fixing the
existing programme. Recovering
from the 1998 default, the
Russian retail environment in
the early 2000s had been in a
state of ‘explosive’ growth, with
major steps forward happening
at the speed of light. In such an
environment, even the most

Interview

Making Loyalty Work: Interview with Eric Barray, CEO, Loyalty Partners
Vostok, Malina Programme, Russia
Interviewed by Dr. Richard Cuthbertson, Research Fellow in Retail Marketing & Distribution, Oxford
Institute of Retail Management, Saïd Business School, University of Oxford

Launched in April 2006, Malina is the leading consumer loyalty programme in the Moscow retail
market, with close to one million participating households.

Malina is a multi-retailer customer management programme, with 380 participating points-of-
sale through its existing retail partners network.

Malina allows programme members to earn Malina Points when doing their daily shopping at
Malina retail partners, talking on their mobile phone, or eating out at restaurants. Malina points
are automatically credited to each member’s personal points account.  In exchange for the
points they have collected, Malina members can obtain free products and services from a large
portfolio of more than 800 attractive rewards. Redemption is easy and convenient: Orders can be
placed through the Malina call centre or via Internet at www.malina.ru.

In November 2006, Malina and Raiffeisenbank Austria launched a Malina Visa credit card. This
additional Malina card combines the benefits of a best-in-class credit card and the opportunity
to earn Malina points on all transactions paid with the card. Malina points can therefore now
be earned on all purchases made in the 24 million locations accepting Visa in 170 countries.

Eric Barray, CEO,
Loyalty Partners Vostok



successful single brand customer retention
programme finds it hard to win a permanent place
in the mind and wallet of middle class consumers:
consumers who are over-solicited by the ever-
changing retail environment. And so we were
looking at options to strengthen significantly our
existing advantage and to protect it for the long
term. Importantly, in seeking to fully leverage our
customer asset we wanted to build true
competitive advantage and leave our competitors
far behind.

However, it is my view that from both a
conceptual and an operational point of view,
loyalty programmes can be complex, are easily
deceiving, involve large and long term
investments that are difficult to unfold, and, in
many (maybe most) cases are producing bottom
line expectations that are not easy to fulfil: It is
essential to know first and precisely the journey
and its destination before running anywhere at all!
So firstly we wanted to ensure that we had a
proper understanding of the business objectives.
And secondly, this is why we decided, from the
start, to partner with an organisation with a track
record of delivering best practice methodology
based around an approach of internalising the
required skill sets to enable the business to rapidly
take ownership of the programme.

After a careful analysis of the available options,
the decision was taken to engage CM4P UK.
CM4P UK is a small but highly specialised
consulting firm providing strategic and operational
advice on the design and set-up of large customer
management programmes. Importantly, CM4P UK
demonstrated a capability to provide a unique mix
of depth in analysis and breadth in operational
experience internationally. This was to be the start
of a long and successful cooperation. CM4P has
played a key role in the success of Malina, from
the strategic design to the operational launch of
the programme, including the fast post-launch
implementation of our direct marketing capability
and campaigns programme. They have since
become one of the shareholders of Loyalty
Partners Vostok, the company executing the
Malina programme, which reflects the central role
of their delivery.

As a first step, we defined a mission for the project
that precisely outlined the objectives that were to
act as a catalyst for all our further activities in the
project.  Our mission being “to create a sustainable
marketing competitive advantage through the
development of best-practice customer
management capabilities”. In support of this
mission, we established a number of key
programme objectives such as the creation of a
leverageable data warehouse, the implementation
of a robust analytical tool set, the establishment of
a powerful direct marketing capability, including a
large marketing capability with low cost channels
of communication direct to existing and potential
customers, that is aligned with a compelling
rewards proposition.

Secondly, we had to define the loyalty model that
would best fulfil the stated mission and meet our
objectives, taking into consideration the givens of
the local market environment. To do so we made
an in-depth analysis of the Russian retail and
loyalty market place, and in parallel looked at
what had been happening in other markets abroad
- mostly in the States, in Canada and Europe. We
examined all significant international loyalty
models, used our local experience to
systematically model them against the Russian
market conditions, and estimated their value in
terms of fulfilling our mission.

Taking this approach, the winning combination
appeared to be a large multi-retailer loyalty
programme, built around the largest retail sectors
where our target market spends their money, that
can provide rapid and significant value back for
consumers, redeemable for valuable and
emotionally satisfying rewards within a reasonable
timeframe.

Once the model had been defined, internally sold
and bought, we then developed a full market entry
strategy document – still our bible today! And
then we began identifying and meeting appropriate
retail partners. This was in the second half of 2004.

Assembling a team of appropriate launch retailers
was not an easy task and took much effort to
explain, convince and certainly to get their



commitment to invest quite significant funds in
something totally new for the Russian market. We
managed to bring together a large supermarket
chain (Ramstore), a large telecoms company
(Beeline), a very large pharmacy chain (36.6), fuel
stations (BP), and the largest network of casual
dining restaurants (that includes TGI Fridays, Il
Patio and Planet Sushi).

The critical mass of issuers being assembled, and
the core funding going with it, we could finally
establish a company and team, tender for strategic
suppliers in each of the key functions such as call
centre, cards supply, mailing house, logistics,
rewards, software and hardware, legal, and of
course branding, research and marketing.

Our shareholders had the objective to launch
within the first quarter of 2006. We launched on
April 4th 2006, with 350 stores in Moscow
distributing Malina cards and welcome packs
simultaneously at midday. This required 8,000
front-line staff members to be trained and ready to
service customers for an intensive ten-week
launch enrolment campaign supported by TV,
radio, billboards and press communications.

After nine months of operations, we have close to
a million families participating in the programme,
secured two new retail partners in the banking
and perfumery/cosmetics sectors, launched a
Malina Visa credit card, have issued more than
two billion Malina Points, which can be redeemed
for any of the 800 rewards constantly on offer to
our membership. We also enjoy a very high brand
approval and recognition among our target market.
This was recently recognised by the business
community, as Malina (which means ‘raspberry’ in
Russian, and also effortlessly enjoying life) was
awarded the Grand Prix of the Brand of the Year
2006 competition for Russia (EFFIE award).

Malina Partner Benefits
For our retail partners, there are four key benefits
providing the cornerstones of our delivery to them.

First, we provide access to a maximum number of
customers in their business target group. Malina

had issued 1,900,000 cards after only 34 weeks of
operation, and we are confident of reaching our
objective of 3.5 million participating consumers in
Moscow, i.e. around 70% of our target group. This
is without regional markets, which we will enter as
soon as 2007. In particular, the access is given to
programme members who do not shop regularly at
a given participating retailer, which provides by
default a unique capability to directly access your
competitors’ customers.

Second, we can provide our retail partners with
very rich information about their target market
consumers, including demographic, socio-
economic and transactional data across several
market sectors. This is driving our capability to
segment the target market into many different
groups that have similar or converging
consumption patterns; and in turn helps each
retail participant to develop communications and
offers that really make sense for each subset of
recipients.

As a concrete example, right from our first mailing
to the entire database five months after launch, in
September 2006 we had already designed 105
different targeted promotions on behalf of our
retail partners making about 45,000 different
message combinations out of 470,000 addresses!
Three months later, for our December mailing, we
reached more than 150 different targeted
promotions, which created 150,000 different
message combinations out of a 530,000 piece
mailing. And our analytical team keeps learning
and deriving insightful patterns from our database:
we will be heading closer in time to a true one-to-
one communication.

Thirdly, we provide our partners with channels of
communication that are highly cost effective
relative to competitors. The basic reasons behind
this are the achievable scale economies made by
collectively sharing the cost of running the loyalty
programme amongst a group of collaboarative
business partners (a large portion of these costs
being fixed costs) and our power to negotiate best
prices from suppliers through leveraging our
absolute size.



Fourth, coalition initiatives, when well-executed,
are hard to copy by potential competitors, which
contributes well to build and sustain a real
competitive advantage. And the investment
required is significant – we have, to date, invested
more than USD 10 million. In addition, to launch a
coalition programme with enough gravity requires
at least one appropriate and sizable retailer in
each of the key retail sectors-  market sectors
identified as highly relevant in terms of potential
consumers share of wallet or shopper frequency.
And all of them need to be ready and able to
engage on the same day! A significant challenge.

In an emerging market like ours, sometimes there
is only one desirable candidate in a sector...
Acquiring these firms as participants in the
scheme has created very real barriers to entry for a
second coalition initiative. The first-mover
advantage is very important for large coalition
loyalty programmes. We have taken full advantage
of it!

Future of Loyalty Programmes in Russia
No position is granted forever. Everything is
evolutionary - including loyalty programmes. What
is certain is that a loyalty programme needs to be
nurtured, and is in itself a ‘product’. So you need
evolution and constant appeal in a changing
marketplace.

Certainly, a key threat for any loyalty programme
in any given sector or market is their
omnipresence and similarities. Different names,
but the same offer or benefits for the consumers.
This leads to a stalemate among competing
retailers and results in damaging each of the
competitors’ bottom-line equally. I am not sure all
retailers perceive this well in Russia, especially
with regards to discount programmes. The lack of
differentiation in certain sectors is so obvious that
certain retailers accept their competitors’ discount
cards! This is creating the cost of a programme
(the discount) but not realising the benefits (the
data).

Trends in loyalty programme development are
significant less in terms of the model and more in

terms of understanding how the data must be used
to make the core business profitable. We are
moving toward models that use customer data
much more effectively; and that can create a real
win-win situation for the retailers and their
customers. The programmes that place data at the
core of their strategy will live longer than others.

Russia in the International Loyalty Arena
Some markets in Europe have the lead in terms of
sophistication of the loyalty programmes that
retailers are creating to acquire and retain
customers. This is particularly so in the UK.

As in many areas, loyalty marketing in Russia
features the old and the new at the same time,
because the gap to fill is large and the
evolutionary process is exceptionally fast. Malina
is here to witness that the Russian loyalty scene is
at the forefront and has no reason to be shy. But
still many things can be done and there is room for
improvement in many sectors where best practice
is not yet common practice.

Loyalty Programmes Driving the Business
If you agree that the effectiveness of a loyalty
programme is its ability to contribute marginally to
the company bottom line, loyalty programmes are
generally not effective. This is the case
internationally and also in Russia - and most
experts, except those who have something to sell
to you, will admit it. Many loyalty programmes do
not even measure their success in terms of
incremental profit for the business. In many cases
they do not have performance indicators available
to make a judgment on this.

In this regard, the definition of clear goals and the
systems implemented to assess performance in
relation to goals are essential for success. If you
realise this after you have already launched it is
usually too late because the investment cost of
launching a programme happens at the beginning,
and it is always difficult to change an established
programme structurally. Right from the early
stages of the Malina design, we have integrated
the need to have benchmarking and measurement
tools to drive the business objectively and



transparently. Every single Malina activity is
measured and judged through the lens of our
business objectives.

Differing Loyalties
Fundamentally, in respect to the attitude toward
Malina we have not found any major difference in
terms of customer behaviour in Moscow compared
to what happens in Europe for example. But when
designing the Malina programme here, we have
taken into consideration, with great care, the
mentality and preferences of our target market. We
have completed extensive research to assess the
potential of the programme, and the needs and
desires of consumers. Additionally we have
systematically validated all strategic choices
through ad-hoc research in the areas of branding,
communications and rewards.

Loyalty programmes are principally a mechanism
by which a business is intending to improve its
business performance. They are relevant as long as
there is a clear understanding about what can be
expected from them and what makes them work. If
you look at loyalty programmes as a means to
improve your knowledge about consumer
behaviour, and if you intend to use this knowledge
to increase the cost-effectiveness of your

marketing, then your business sector is of no
importance. The use of knowledge can be different
from sector to sector, and often is, but customer
knowledge and access to target market, if used
strategically, can be a very effective competitive
advantage in almost any retail or service sector.

Making Loyalty Pay
Many existing loyalty programmes are not
profitable for retailers; or at least, in many cases
loyalty programmes do not provide the tools to
measure objectively their effectiveness on the
business. In terms of the relationship between the
cost and the efficiency, the key is to approach the
point where you optimise your investment.

If you do nothing, it is likely that you do not
exploit the potential of your customer relationship
and consequently underperform.  If you do too
much and spend too much in rewarding your
clients through your loyalty programme, then you
damage your bottom line and also underperform.
Somewhere inbetween, there is the magic point
where you maximise your return on investment.
Only loyalty programmes that ‘measure’ have the
capability to assess where they are against this
point. Malina has just such a capability and is
using it for the benefit of its retail partners.


