Gift Cards—again

By Paul A. Herbig 

Gift cards are in.   During the 2005 holiday season, Americans are expected to purchase a record $18.5 Billion of gift cards (and for the entire year the amount is expected to exceed $55 billion).  A National Retail Foundation poll finds more than two-thirds of consumers expect to purchase a gift card for the holiday season (the average U.S.  shopper will spend $88 on gift cards for the holiday).  This number is expected to increase to $72.7 Billion by 2008, over double what was spent in 2002.   To say gift card spending is booming would undoubtedly be an understatement. 

Why?  Why is it growing at such a rate?  From the consumer’s perspective,  shoppers are choosing gift cards because they didn’t know what to buy for their friends or family (68% according to one survey)..  The question comes down to “What do you get for the person who has everything?”  And the answer:  Nothing, let them choose their own present it via a gift card (More than 80% of respondents said they purchase gift cards for convenience). Given the national diffusion of families, it is not surprising that 38% said they buy gift cards because it is easier than mailing gifts. 

The recipients tend to be satisfied with receiving the gift card:  Of those surveyed, nearly half, 42% of respondents said they prefer receiving a gift card compared to a gift. When it comes to redeeming gift cards, 56% of respondents said they treat themselves to something they normally wouldn't buy and 38% of consumers polled said they buy something for which they were saving..

Why do retailers love gift cards?  According to one study, nearly 10 percent of all gift cards go unredeemed annually.  That’s a nice return in any businessperson’s pocket.  In addition, the simple fact is a gift card requires two trips to the store:  one to purchase it and one to redeem it.  Once they are in the store, many buy additional items beyond the gift card.  The resulting purchases from the gift card often exceed the value of the card (Nearly half of all respondents--45%--said they spend more than the face value of the gift card when shopping), thus creating additional revenues for the merchant.  And, to add icing on the cake, more than half of the gift-card redemptions come in the month after Christmas, effectively extending the selling season. 

More cards in 2005 were decked out with all kinds of bells and whistles to catch the passing eye. 

Creative packaging also plays a role in gift card giving. Retailers try to entice consumers to buy gift cards with innovative packaging to extend the gift card experience.  One large retailer recently began selling fit cards imprinted with personal photos and messages. Target Stores offers a range of tricked-out gift cards, from a card with the Target Dog barking out "Jingle Bells" to another with blinking lights, or scratch-and-sniff candy canes. Some merchants are offering cards that suggest items to purchase.  Circuit City offers a card in a tiny ox with a computer chip that records a 15 second personal message.  A hint for merchants:  gone is the simple gift card; be creative with yours, use it as another promotional tool.

But all is not well for some gift card recipients.  A number of merchants stamp expiration dates on cards or deduct from their value if they are not redeemed by a certain date.  Doing so can easily create poor goodwill and high disloyalty, the very items retailers aspire to gain.  Given the high rate of non-redemption,  my advice to merchants is be a good sport and redeem it when given, whether it be tomorrow or ten years from now. 

Gift cards are a growth industry.  Capitalize on the trend.  But don’t get greedy.  There’s enough holiday cheer for everyone. 

