Gift Cards—The Gift that Doesn’t always keep on giving

By Paul A. Herbig

Herbig’s Law Number 47:  If you as an industry do not do an effective job of self-regulating your industry, the Feds will come and do it for you—with much worse regulations than if you had done it the first time.

Herbig’s Law of Unintended effects:  No matter how hard you try, the unintended effects of an act usually tend to overwhelm what you really had intended to do.

Gift cards are in.  According to the national retail federation, consumers spent about $17 billion (11% of all shopping)  on gift cards during the most recent holiday season. Companies as disparate as Blockbuster and Neiman-Marcus,. Wal-Mart and  Barnes & Noble McDonald's and Dunkin' Donuts, and even American Express offer them.  A survey released by Value Link, which creates gift cards for companies, estimated that during 2004, 64 percent of American adults (139 million people!) either bought or received a gift card, up from just 37 percent in 2002. Americans likely spend between $40 billion and $45 billion annually on gift cards.

We are all familiar with the gift card concept, it has been unusually well advertised in the mass media in recent years.  If you do not know what to give someone for that special occasion, give him/her a gift card or certificate they can then spend on whatever they wish.. They get what they want and you do not embarrass yourself with giving a gift that does not resonate well with the intended recipient.  Sounds like a sure winner to me.  And it is.  Or was.  Until some companies became greedy.

Gift cards often contain a number of hidden costs, including costs imposed when a cardholder goes a month without using a card for a purchase.  This non-use fee is when the company deducts against the face value of the card when the card has not been used.   Sometimes a start-up cost is charged against the face value of the card at the time or purchase and usage.  Users are often not told that the card expires within a certain period of time.  And if lost, a replacement fee is often charged.  If that is not enough, often times diligent users who call to check on the amount left on the card will be a charged for the information.  Lawsuits have been filed against companies engaged in anti-consumerist behavior and in many of them, the companies have been found guilty.  Penalties have been levied.  And the companies, unable to self-regulate, now see state (and possibly in the near future national) legislation on the agenda.

One of the measures now eligible for consideration in the Indiana Legislature is a  bill dealing with gift cards. Its author says the bill strikes a good balance between protecting consumers and still allowing companies to sell gift cards. The bill would prohibit cards from expiring in less than one year. The issuer would also have to wait at least six months to charge an administration fee. Whether or not it passes the legislature and becomes law, another bill like it will inevitably will (seven states already have laws on the books regulating gift certificates).  

My advice to companies offering gift cards  (or gift certificates) is simple.  It is a great consumer offering.  You as a retailer win in at least four ways:  1) when the card is purchased you get the money immediately, get paid interest on the money received until the card is redeemed which could be months, 2) a fair number of cards never get redeemed so you have just made money without any effort whatsoever, 3) research has shown those that receive gift cards tend to spend more than face value on the card when they come to redeem it, and 4) a gift card program can assist with customer loyalty and branding. 

Don’t be greedy.  Don’t alienate the very people you are targeting.  Offer a fair program with no hidden fees and you will do well.    

