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Abstract: An increasing number of loyalty programs is one of the most common phenomena observed
in the practice of marketing companies on the market today. Objectives and tasks of loyalty programs de-
termine the type of use of marketing instruments affecting the attitudes and behaviours of customers, which
is aimed at the program. The diversity of factors influencing the effectiveness of loyalty programs should set
the scope and object of empirical research. As the results of studies to evaluate the effectiveness of loyalty
programs mainly on the B2C market is diverse in terms of the criteria. This article presents the essence
of loyalty programs and the factors influencing their effectiveness.
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1 Development of loyalty programs

Visible and dynamic development of loyalty programs
reflects the increasing prevalence of relationship mar-
keting philosophy in current business practice. Moreo-
ver, discussed phenomenon also reflects a host
of vibrant changes that take place in global business
arena and can be exemplified by the following trends
discussed in numerous research studies:

e observed increasing competitiveness of various
markets,

e increasing market awareness demonstrated by cus-
tomers and escalating customers’ expectations,

e decreasing homogeneity of existing customer
groups.

Dynamic increase in the numbers of customers
that willingly participate in various loyalty programs
clearly suggests that such programs in the recent years
have been steadily developing and have been widely
accepted in the global marketplace. “Between 2000
and 2006 the number of North American customers
that participated in various loyalty programs increased
by 35,5% and reached unprecedented 1,5 billion” (Fer-
guson et al. [9], p. 1).

Moreover, increasing popularity of loyalty programs
resulted in common acceptance of a thesis, which states
that “the implementation of loyalty program by a mod-
ern business enterprise is not motivated by the enter-
prise’s drive to strengthen and develop relationships

with its key customers. The implementation of dis-
cussed marketing tool is inevitable in a market, where
all direct competitors invite customers to participate
in their own loyalty programs and where inability
and unwillingness to introduce similar tools might lead
to significant defections in existing customer base.”
(Ferguson et al. [9], p. 2; Meyer-Waarden et al. [24],
pp- 72).

Current loyalty programs are largely based on Ad-
vantage Programme, the first fully functional loyalty
scheme implemented by American Airlines in 1981.
In this initiative, American Airlines customers were
invited to collect virtual air miles, which later could be
redeemed for free flights. Historical development
of loyalty schemes in different sectors of global econ-
omy is illustrated in Fig.1.

Currently loyalty programs are mostly implemented
by companies from global economy sectors. It is esti-
mated that in the world’s most developed markets,
more than half adult population is enrolled in at least
one loyalty program (Kivetz [11], p. 726).

The development of loyalty programs they apply to the
following types (Rudawska [25], pp. 100-103):

e marketing clubs,
o Jloyalty cards,
e reward loyalty programs,

e participation programs (programs continued).
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Figure 1. Historical development of loyalty schemes
(source: own work)

According to the criterion of the form of a loyalty pro-
gram is distinguished by the following types (Kwiatek
et al. [16], pp. 323-324):

1) programs based on the idea of participation (clubs):
a) pure clubs:

e based on a loyalty card (card recognition)
that provides a discount when purchasing
products or services provided by the compa-
ny organizing the club,

e based on the added value of the brand,

e operating on the basis of membership fee,

b) mixed clubs:
e focus on ideas, not on the particular brand,
e focus on brand and partners of the club;
2) programs based on the idea of collecting:
c¢) based on the traditional technique,

d) based on electronic technology.

Increasing popularity of loyalty programs can be ex-
plained by observed changes in today’s marketplace,
where the customer enjoys unprecedented freedom
to choose from a wide variety of suppliers of seemingly
homogenous goods. Such market is characterised
by a large number of competitors offering marginally
different goods and fighting for the attention of similar
customers. Described market circumstances place pre-
viously underappreciated consumer in a new, privi-
leged position and create a set of previously
unidentified challenges for any business striving to de-
velop and strengthen relationships with its most valued
buyers.

Based on presented arguments it can be concluded,
that today’s customers relatively seldom declare their
willingness to form lasting relationships with any
goods and services provider who fails to present them

with a host of attractive incentives. Such conclusion
may explain why loyalty programs, have currently been
viewed as a key marketing tool, which promotes
and drives customer relationship building. Moreover,
while implementation of loyalty programs inevitably
generates certain amount of costs, ultimately it should
lead to increased turnover and strengthened profitabil-
ity of a business enterprise. Well - devised and properly
operated loyalty program is one of the main competi-
tor’s factors that may differentiate a company from
its direct competitors.

Developments in information technology facilitates
the management of loyalty programs, implementation
of which leads to the maintenance of existing custom-
ers and acquire new, changing their purchasing prefer-
ences and to increase sales. The software makes it easy
to carry out marketing activities in the following areas:

e definition of loyalty programs - setting the rules
for their activities, methods to reach customers
and to participate in the program,

e transactions loyalty - the award credits calculation
or rebates based on purchases made or enforcement
actions by the customer bonus,

e to collect marketing information about customers'
habits - the ability to track customer response
to the action undertaken,

e marketing and management actions to carry out
their analysis - the possibility of defining marketing
campaigns and run them directly through the results,

e creation of a sustainable relationship with customers
- using the contact center and customer portal as
a form of maintaining communication with the cus-
tomer,

o marketing strategy - including a loyalty program
to the overall strategy for the company.
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Figure 2: Factors of customer loyalty
(source: own work)

Moreover, a robust loyalty programs usually weakens
customers’ drive to switch goods and services provider,
and therefore increases company’s competitive ad-
vantage over its closest market rivals. In conclusion,
to presented deliberations on the nature of current, dy-
namic development of loyalty programs, it must be
stressed that any implemented, they should lead to in-
creased volume of business as well as other, unquanti-
fiable benefits, which viewed and analysed together
will form the very basis for the assessment of loyalty
program efficiency.

2 Customer loyalty

From viewpoint of praxeology, customer loyalty can be
defined as a constant and positive attitude towards
an object (i.e. brand or business enterprise). Marketing
definition of loyalty traditionally covered two aspects
of the phenomenon: behavioural aspect and attitudinal
aspect. Behavioural loyalty explained customers’ ac-
tions, which included repeat purchases, their proneness
to be attracted by competitors’ marketing efforts
as well as their willingness to engage in word — of-
mouth marketing.

Without a doubt, the classic approach to customer loy-
alty ignored factors affecting the attitudes and behav-
iour and does not include themes of loyalty. Taking
into account categories such as income or lack of alter-
natives to choose from, we can say that the nature
of economic factors determine the customer loyalty.
If, however, will be included in the analysis of the de-
terminants of market, demographic, or cultural, it re-
veals a broad context for consideration of the factors
influencing and shaping the loyalty of company’s cus-
tomers.

Based on presented discussion, one must question
the validity of loyalty whenever displayed loyal behav-
iour (i.e. repeat purchase) stems from barriers imposed
by the goods provider, such as any limitations included
in business contract. Customers’ passive attitude
caused by objective (e.g. transaction characteristics)
as well as subjective (e.g. customer’s indifference) fac-
tors teamed up with their repeat purchases inevitably
leads to a conclusion that such scenario may not be
perceived as one exemplifying loyalty. So, it seems
clear that in order to discuss loyalty we must take into
account a certain degree of emotional engagement dis-
played by a customer.

On the one hand, such statement highlights the need
to examine the levels of emotional engagement dis-
played by customers. On the other hand, voiced need
to examine customers’ emotional engagement widens
the scope of any discussion on loyalty as well as any
marketing activity designed and implemented by
a business enterprise. Any discussion on loyalty cannot
fail to include careful examination of customer satisfac-
tion levels, which are shaped by customer’s subjective
evaluation of purchased product/service, received val-
ue, and overall interaction with a company. The struc-
ture of the generic factors that shape customer loyalty
presented in Fig. 2.

Wide variety of factors affecting customer loyalty
makes it nearly impossible to present a straightforward
and complete definition of the discussed term. Any in-
consistencies, in the meaning of loyalty should be clari-
fied by the overview of accepted definitions of the term
presented in the following table (see Table 1).
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Table 1. Overview of customer loyalty definitions
(source: own study based on Urban et al. [30], pp. 11-14; [33];

Bloemer et al. [3], pp. 499-513)

Author

Definition

The Global Loyalty Agency

all the feelings or experiences that would incline a customer
to consider the re-purchase of a particular product, service or brand
or re-visit particular company, shop or website

repeat purchase of a particular brand, without considering purchase

Newnan J.W., Werbel R.A. of any other available brand
Jacoby J., Chestnut R.W., customer’s predisposition towards the brand as a function
Day G.S. of psychological processes

Storbacka K., Lehtinen J.R.

intention to act and willingness to interact with others

Bloemer J., de Ruyter K.

customers’ non-incidental and intentional actions displayed over
a long period of time towards a particular service/product supplier
which operates among numerous and similar service/product

development

suppliers
Olivier R.L Qeeply—term engagement and pro'duct/service/brand r'e-purchase
o intention displayed toward a particular product, service or brand
Reichheld F F. willingness to invest in further product/service/brand relationship

Dick A.S., Basu K.

Function of attitude manifested in behaviour

Zawadzka A.M.

the result of rational-functional motivation teamed up
with emotional-symbolic motivation

As shown in the loyalty definitions overview, most ac-
ademic discussions on the topic take into account be-
havioural and psychological loyalty  drivers.
As a result, for a considerable period of time loyalty
was predominately perceived as a regular re-patronage
or re-purchase driven by intentional, premeditated cus-
tomer’s actions and accompanied by positive attitude.
Consequently, most presented loyalty definitions were
drawn on the assumption that two main sets of loyalty
drivers (i.e. behavioural and psychological drivers)
should be analysed separately and independently, with-
out the need to examine any correlations existing be-

tween discussed drivers. Nevertheless, it is evident that
such correlations should be taken into account
and closely examined, which may help with critical
classification of existing loyalty definitions (see
Table 2). The examination of those correlations allows
for identification of new loyalty drivers (i.e.: action -
based, follow - up) which always remain closely linked
and intertwined. It should be noted that the classifica-
tions omit reference to specific markets (B2B, B2G).
Moreover, in varying degrees, refer to the types of ob-
jects that are the subject of loyalty (product category,
personnel, place of purchase, brand and organization).

Table 2. Loyalty drivers and definitions
(source: own study based on Garbarski et al. [10], pp. 347-348; Urban et al. [30], p. 12;
Rudawska [25] p. 27; Debski [5], p. 40)

Driver Definition
high level of emotional attachment to company’s employees, products or services
combined role of psychological processes
Psychological | intention to act and willingness to engage with others

vourable circumstances

strong drive to re-purchase specific brand or specific set of brands despite unfa-

Action - based
ble options

systematic, intentional repurchase of a specific product/service/brand accompanied
by strong conviction that selected product/service/brand is superior to other availa-

Follow - up

benefits)

the result of customers’ learning process, which confirms that selected prod-
uct/service/brand fulfils their needs and meets their expectations to a far greater
extent than any other available product/service/brand (brings a unique and desired
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Most available literature on the discussed subject mat-
ter tends to focus on brand loyalty in B2C markets.
As demonstrated in extensive research studies (Falkow-
ski, et al. [8], p. 307):

o there is correlation between the levels of perceived
satisfaction and brand loyalty (only satisfied cus-
tomers declared brand loyalty),

e brand loyal customers do not always declare com-
plete contentment with their purchase,

o satisfied customers generally declare a certain level
of brand loyalty.

Those findings seem to justify why customer loyalty is
often categorized based on customers’ brand aware-
ness, where brand awareness is perceived as one of key
loyalty drivers. The concept of customer loyalty, par-
ticularly in marketing value, is important because
to the fact that it favours formation of a combination
of (Dobiegata-Korona et al. [6], pp. 225-226):

e quality (close to 0% defects),

e compliance with the expectations (close to 0% devi-
ation),

o reliability (close to 0% failure),

e sustainability (close lifetime warranty),

e casy to maintain (cheap, fast repair),

o diagnostics (the easy identification of the customer),
e accessibility (close to 100%),

e technical features (latest technology),

e functional characteristics (colour, style, product
environmentally friendly),

e a value - added properties (full safety of the prod-
uct),

o future needs (the need to participate in improving
the product),

e operational effectiveness,
e pre - sales services (communication, cooperation),

e after - sales services (maintenance of client contact
and interest),

e delivery (in the short term, the installation
of the product),

e price (less than the price competition),

e resale value (a large percentage of the purchase
price),

e reputation (perceived value),

e cooperation (accountability, flexibility, sensitivity
to the needs of customers, kindness),

e communication (listening skills, ease of contact, can
leave feedback).

Presented discussion confirms high levels of complexi-
ty and ambiguity of customer loyalty. It seems that
this very complexity makes it extremely difficult
to draw a straightforward and comprehensive definition
of the discussed term. The multitude of existing defini-
tions of customer loyalty can be explained by growing
heterogeneity of various markets as well as increasing
range of internal and external factors affecting both,
buyers and suppliers. Market characteristics (subjec-
tive, objective) and its broad determinants justify both
the multiplicity and extent of use of the concept of cus-
tomer loyalty.

3 The essence of loyalty program

A loyalty program should be viewed as a marketing
tool, which helps to achieve general aims of accepted
marketing strategy and leads to strengthened relation-
ships with customers, as a part of customer relationship
managements plan developed by an enterprise. There-
fore, a loyalty scheme can be defined as a “long-term
marketing initiative which allows all regular customers
to collect virtual points awarded after each repeat pur-
chase, which later can be redeemed for free products,
gifts, discounts and other forms of material rewards”
(Liu [21], p. 21). Described loyalty scheme is common-
ly applied across B2C markets but as demonstrated
by extensive research studies can be utilized equally
successfully across large-scale B2B markets (one
of numerous examples of loyalty initiatives observed
in B2B markets are customised web-based platforms
which help companies to serve their most valued
and profitable buyers). Therefore, it can be concluded,
that any activity undertaken by an enterprise (regard-
less of its market size and characteristics) which aims
at rewarding its customers for repeat patronage may be
perceived as a loyalty program.

The main behavioural purpose of any loyalty initiative
is to maximize the level of customer’s relative attach-
ment toward their favourite products or services. Such
purpose is realized, through implementation of well -
devised set of marketing tools, which collectively form
a company’s loyalty scheme. Apart from their behav-
ioural aspects, all loyalty programs are implemented
in order to achieve a set of financial and economic
aims, i.e.: reduce operational costs of dealing with cus-
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tomers, increase overall sales volume and profitability,
and maximize the value of customer portfolio.

Regardless of the market category (B2C, B2B), imple-
mentation and utilization of a well - devised loyalty
program ultimately leads to strengthened relationships
with existing customers, which in turn allows a compa-
ny to collect a host of previously unavailable data that
can be used to improve or redesign existing loyalty
tools and other marketing initiatives (e.g. re - segmen-
tation). Therefore, it can be concluded, that operating
a loyalty scheme not only improves customer relation-
ship building capabilities of an enterprise, but also im-
proves customer intelligence and allows for better
customer information management.

Customer intelligence obtained in the process of loyalty
scheme operation is also useful in “improving the per-
ceived value of goods and services offered by an enter-
prise” (Bolton et al. [4], p. 98; Yi et al. [34], p. 233).
Overall improvement in the appeal of goods and ser-
vices offered by a company inevitably leads to im-
proved perception of the value of such goods
and services. Discussed maximization of value is one
of the core conditions that allow for “initiation of a re-
lation with a customer and form the basis for further,
mutually beneficial relationship between a company
and its consumers” (Sirdeshmukh et al. [28], p. 18;
Woodruff [32], p. 142). The main aims and purposes
of any loyalty program are as follows:

o cffective ecouragmenet of repeat patronage (repur-
chase behaviour),

e increased customer’s relative attachement to com-
pany’s offer, company’s values and company’s im-
age,

e increased interactions and improved dialogue with
exisiting customers,

e improved customer intelligence,

e improved long - term cooperation -capabilities
of an enterprise.
Considering the outlined purposes of any loyalty
scheme, such initiatives should always aim to develop
and strenghten both: attitudinal and behavioural
customer loyalty. Loyalty program increases overall
value perception of doing business with the firm in two
complementary stages. The first stage of value
enhancements is based on awarding customers with

a specific number of virtual points in exchange for their
repeat purchase. Over time, customers develop internal
drive to collect more virtual points and develop “posi-
tive attitude towards preferred goods or services pro-
vider. In turn, positive attitude toward preferred goods
or services provider strengthens the relationship be-
tween a firm and its customers, and consequently in-
creases the levels of customers’ behavioural
and attitudinal loyalty” (Lemon et al. [19], p. 4).
The number of points collected over a period of time
acts as a psychological incentive, which drives the cus-
tomers to repeat their purchases with preferred compa-
ny. Subjectively perceived degrees of motivation
to repurchase a set of goods or services, are usually
defined, by the relative value of collected points (i.e.
the number of points needed to claim a reward). There-
fore it can be concluded, that in the case of point-based
loyalty schemes, the relative value of awarded points
has a direct effect on the levels of loyalty declared
by a customer.

The second stage of value enhancement process begins
whenever a customer decides to redeem collected vir-
tual points for material rewards. “The free reward func-
tions as a positive reinforcement of consumers’
purchase behaviour and conditions them to continue
doing business with the firm” (Sheth et al. [26],
p. 263). Psychologically, giving free rewards to cus-
tomers shows the firm’s appreciation and personal
recognition of its customers. Current loyalty programs
are therefore aimed, at deepening consumer’s relation-
ship with a firm over a long period, which should result
in decreased customer churn, decreased costs of cus-
tomer service, decreased advertising expenditure.
This set of results expected from any loyalty programs
are what differentiates a loyalty scheme from market-
ing tools associated with broadly perceived sales pro-
motion (i.e. rewarding customers for incidental
purchase of a specific product or service).

Extensive research into loyalty programs in B2C mar-
kets confirms that company’s operate two main types
of discussed initiatives: program - centric loyalty
schemes and customer - centric loyalty schemes. Based
on that research we can clearly identify the main
changes in loyalty programs that have been observed
over time.
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Table 3. Types of loyalty programs
(based on: Kumar [14], p. 326)

Types of loyalty programs

Program - centric

Customer - centric

Operational level - aggregate

Operational level - customer

Standardized program, based on usage
or spending

Customized program, based on types of usage or type
of spending

Standard and uniform reward scheme,
aimed at repeat purchase

Personalized reward scheme, aimed at influencing
specific behavioural change or attitudinal gratification

Minimal reward options

Multiple reward options

Reactive reward mechanism

Reactive and proactive reward mechanism

Tangible rewards

Tangible and experiential rewards

Program objective: increase market share
and revenues, build behavioural loyalty
through repeat purchase or usage

Program objective: link loyalty to profitability, influence
behavioural loyalty, cultivate attitudinal loyalty

Metrics used: RFM, PCV, SOW

Metrics used: CLV

Technology and analytics usage: minimal

Technology and analytics usage: extensive

The historical changes in loyalty initiatives can be fol-
lowed within the set of dimensions, outlined below:

e operational level,

e program objective,

e program type,

o rewarding scheme and reward options,
e reward mechanism,

e reward type,

e metrics used,

e technology and analytics usage.

Changes in loyalty programs by criteria: operational
level, the program rewards scheme, options and
a mechanism for rewarding, rewards, objective indica-
tors, the use of information technology are presented
in Table 3. Introduction of loyalty programs is general-
ly aimed, at achieving several key objectives, which
fall into three main categories:

e maximization of value for customers, offering value
that matches customers’ expectations,

e enhancement of relationships that bond a customers
with a firm,

o fulfilling loyalty program’s commitments and prom-
ises.

Based on the main objectives of any loyalty program
outlined above it can be concluded, that the firm’s abil-
ity to maximise the value for customers with the infor-
mation obtained via loyalty scheme introduction is one
of the key elements that define the efficiency of loyalty
initiatives from both: a customer’s as well as a firm’s
perspectives.

4 Loyalty program tools

Depending on the degree of customer loyalty is gener-
ally applicable to change forms of their reward.
An example of the relationship between forms of re-
ward and the level of customer loyalty is shown
in Fig. 3,
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Figure 3. Observed relationship between types of rewards and levels of relative loyalty
(source: own work)

As can be seen from studies on the Polish market, B2C
loyalty programs used only 51% of the surveyed com-
panies. The most common used instruments are
(www.rolandberger.com):

e bonus programs (53%) - the program offers a col-
lection of points in exchange for using or acquiring
company's products and their subsequent conversion
to the prize,

e customer card (21%) - discount card loyalty
that allows access to additional services,

e customer clubs (18%) - regular customers, which
offers additional services (for membership of the
club determines the size of their purchases and cus-
tomer seniority),

e couponing (8% of respondents) - the transfer
of vouchers enabling customers to purchase goods
at a reduced price or free of charge under certain
conditions of purchase.

The necessity to award loyal behaviour with tangible
rewards is clearly justified by research, which shows,
that levels of loyalty declared by customers tend
to fluctuate over time. “Customers’ buying behaviour
is shaped by (...) a set of behavioural drivers, which
affect the customers with various intensity. Customer’s
will to develop loyalty toward a brand is directly linked
to the intensity of behavioural drivers, which the cus-
tomer is exposed to” (Urban et al. [30], p. 70). Based
on those findings we can outline the following key loy-
alty drivers:

o relationship drivers (e.g.: customer — company rela-
tionship, customer’s emotional involvement with
a company, etc.),

e social drivers (e.g.: customers’ need to stand out
from the crowd, etc.),

e value - based drivers (e.g.: most favourable value -
price ratio, etc),

o external drivers (lack of alternative suppliers due
to significant market barriers, etc.).

Therefore, the dynamic nature of customer loyalty jus-
tifies the need to shape the tools utilized by a loyalty
scheme in accordance with the behaviour and attitudes
exhibited by a targeted customer group. From a psy-
chological viewpoint, providing the customers with
free rewards for their repeat patronage validates a com-
pany’s goodwill and emphasizes a company’s positive
attitude towards its customers. Upon receipt of a free
reward, a customer feels important and valued
by a firm and is therefore more likely to continue his
relationship with a favourite goods or services provider.
As shown by extensive research, rewarding customers
for repeat patronage serves two important purposes:

e provides customers with free-of-charge access
to sought-after goods and services, which are often
perceived as luxurious (Kivetz [11], p. 728),

e enhances customer engagement in a firm’s everyday
operations (Dowling et al. [7], p. 73), and therefore
improves the relationships between customers and
goods or services provider.

Results of research carried out in Europe and the U.S.
support use, according to the criterion of time, two
types of reward: immediate and deferred. The types
of awards are presented in Table 4.
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Table 4: Types of rewards
(source: Kwiatek [15],p. 90)

Specification Immediate reduction Awards postponed The electronic wallets
P of prices ( %) (%) (%)
Retail Trade 63 72 7
Services 56 17 3
Total 58 41 5

Those findings further justify the need to shape loyalty
- building tools in accordance with targeted customer
group expectations, which in turn will result in en-
hanced levels of customer loyalty. Moreover, both tan-
gible and intangible rewards claimed by the customers
enrolled in a loyalty scheme create a feeling of excite-
ment among consumers, which should improve firm’s
overall image and enhance the perceived value
of a company’s offer. It is also worth noting, that dis-
cussed loyalty program tools may fulfil various objec-
tives, which are outlined below:

e sales improvement objective — increased sales vol-
ume, increased sales value,

e data collection objective — estimation of repeat pur-
chase probability,

e psychological objective — enhancement of a firm’s
image, relationship building,

e market objective — competitive advantage im-
provement,

e cconomic objective — efficiency valuation, sales
profitability estimation.

Moreover, careful analysis of the relationship between
individual loyalty scheme tools and the way they affect
customer behaviour, seem to be at the very core estima-
tion of the overall loyalty program effectiveness. Such
exercise may involve path analysis studies, a statistical
method of finding cause and effect relationships, which
allow a description of the dependencies among a set
of variables.

5 Factors affecting loyalty program
effectiveness

Loyalty program effectiveness is defined by the degree
with which a scheme fulfils a set of clearly outlined
objectives. Each program may have its own unique set
of success measures depending on its intended objec-
tives, which complicates an unbiased assessment
of scheme effectiveness, especially in highly competi-

tive markets. Many of today’s customers take ad-
vantage of numerous loyalty programs, often provided
by company, which are in direct competition. There-
fore,

it can be assumed, that loyalty scheme success depends
not only on the program itself but also on other facili-
tating and inhibiting factors present in a company’s
internal and external environment. Program - related
factors, which explain a company’s internal strategies
that can contribute to the success of loyalty scheme,
include the following:

e program participation requirements (convenience
of participation, cost of participation),

e program point structure (point issuance and point
collection convenience),

e program reward structure (points value, variety
of reward options, choice and availability of re-
wards, brand - reward congruence, reward form:
cash versus free products),

e program management (capturing and analysing con-
sumer intelligence, organizational support, position
of loyalty program in a firm’s overall marketing
strategy).

Success factors that are present in a firm’s external en-
vironment, and therefore cannot be fully controlled
include the following:

e consumers’ needs and expectations (consumer’s
usage levels, consumer’s need to stand out, etc.),

e consumers’ generic traits and characteristics (de-
mographics, current and expected shopping orienta-
tion, variety seeking, price sensitivity),

e competitive environment characteristics (firm’s
market position, product sustainability and ex-
pandability, market segmentation),

e competitive loyalty programs characteristics (loyal-
ty program saturation, loyalty program differentia-
tion, loyalty program awareness).



98 Katarzyna Szczepanska, Patryk Gawron

Loyalty program

- participation requirements
- point structure

- reward structure

- program management

'

Customers

- customers’ needs and expectations
- customer traits

program
effectiveness

Competition

- general competition characteristics
- competitive loyalty programs characteris-

Figure 4. Factors affecting loyalty program effectiveness
(source: own work based on: Liu et al. [22], p. 95)

Results of research on the Polish market B2C show that
the main causes of failure in loyalty programs include
(www.rolandberger.com):

e lack of involvement in the program of all depart-
ments,

e too few rewards for program participants,

e slow implementation of promised benefits (awards,
services, privileges),

e too complicated way of communicating about
the program,

e expectation of immediate benefits from the pro-
gram.

Key factors affecting loyalty program effectiveness are
illustrated in Fig. 4.

As shown in Fig. 4, a loyalty program should be de-
vised based on all, available information on a firm’s
external environment. Each element of such program
must account for the dynamic nature of the environ-
ment and make best possible use of all the available
data on existing loyalty programs (especially programs
offered by a firm’s direct competition). Process
of preparation loyalty program must also make use
of detailed consumer data, which can be obtained
from existing, consumer database.

6 Research on loyalty program effectiveness

Loyalty program effectiveness defined by the degree
with which a scheme fulfils a set of clearly outlined
objectives depends largely on proper customization
of all program’s elements. Effectiveness of customer -
centric schemes as well as program - oriented schemes
can be considered from two independent perspectives:

e short - term effects of the scheme on consumers’
repurchase behaviour and their attitudes towards
firm’s products,

e long - term effects of the scheme on consumers’
buying behaviour and their attitudes towards firm’s
products.

Moreover, for each group of factors identified as affect-
ing customer loyalty, a firm should devise an appropri-
ate set of measures, which will enable correct
assessment of loyalty - related marketing activity effec-
tiveness. A set of properly devised analytical measures
of loyalty program effectiveness allows identification
of all scheme’s attributes, which are likely to be strong-
ly affected by any changes that take place
in a firm’s external environment.

Moreover, regular use of such measures enables collec-
tion of most suitable consumer data, which in turn can
be used for ongoing loyalty scheme improvement.
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To improve existing loyalty programs, company should
also conduct ongoing studies into customer responsive-
ness to current marketing activities, which will allow
for better customization of all marketing tools devised
for future implementation. Loyalty program effective-
ness can also be assessed based on changes in existing
customers’ lifetime value (CLV). In the financial terms,
customer lifetime value means “the difference between
discounted future profit margin from a customer
and total costs of generating the revenue, which can be
calculated using the following formula” (Kotczynski
[12], p. 369):

CLV=[Y M,-K)“" / 1 +i*]-KP ()

where:

CLV- Customer Lifetime Value,

a - number of the successive customer activity
period,

M - gross profit contribution per customer per
period a,

K - customer service cost per customer per period a,

R - retention rate,

i - average forecasted interest rate,

KP - customer acquisition cost.

Customer lifetime value can also be calculated using
net cash flow parameter (the difference between total
revenue generated by a customer and total costs of cus-
tomer acquisition, retention and relationship develop-
ment) and discount rate parameter (e.g.: total cost of all
activities aimed at a customer).

Financial efficiency of existing loyalty program can be
measured with customer equity model, which funda-
mentally equals returns on acquisition plus returns
on retention plus returns on add-on selling across
a firm’s entire customer portfolio over time (Blattberg
[2], p. 201). Despite relatively common use of loyalty
programs, there is limited evidence on the long-term
financial and marketing effects of such programs
and their effectiveness is not well established. Availa-
ble research data, mainly from B2C markets, focuses
on three key areas:

e comparison of loyalty programs across competitors
(multiple company’s),

e comparison of the behaviour of loyalty program
members with that of non-members,

o studies of the loyalty program members’ behaviour
across time.

Research into loyalty programs run by major airlines
showed significant short-term increase in the interest
in airline offer across majority of program members
(Kopalle et al. [13], p. 23). Comparison studies of loy-
alty program members and non - members behaviour
among customers of North American and European
financial institutions conducted in 2000 and 2003 (Bol-
ton et al. [4], p. 95; Verhoef [31], p. 32) suggest that
participation in a firm’s loyalty program makes con-
sumers likely to stay with the firm and encourages
them to expand their business with the company.
The same studies also find that program members
weigh negative experience less in their re - patronage
decisions than non - members, which is consistent with
the proposition that loyalty programs allow company
to enjoy their customers more exclusively and are less
likely to experience significant customer churn due
to customer’s negative experiences. On the other hand,
discussed studies do not find significant main effect
of loyalty program membership on long-term customer
retention.

It is also worth noting that a large number of studies
suggest that loyalty programs have minimal or no im-
pact on consumer’s loyalty behaviour. Those studies
are based on assumption that the increase of re- patron-
age rate does not stem from consumer loyalty
and loyalty development techniques implemented by
company but rather from consumers’ generic traits.
Furthermore, discussed studies divide all consumers
into two major groups (Lewis [20], p. 283; Verhoef
[31], p. 32):

e consumers reluctant or unwilling to switch suppli-

ers,

e consumers who actively search for most favourable
offer and are indifferent to loyalty - building tools
implemented by suppliers.

Studies of the loyalty program members’ behaviour
across time conducted in the retail sector support the
positive impact of loyalty building tools on consumer’s
increased spending their re - patronage rates (Lal et al.
[17], p. 180; Taylor et al. [29], p. 294). They do not
support the hypothesis that such techniques help to de-
velop significant bonds between consumers and brands
(i.e. loyalty).

Discussed studies suggest that loyalty program mem-
bers exhibit loyalty toward the program itself, mainly
due to potential rewards offered by the scheme and do
not declare significant loyalty toward a firm or a brand.
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Table 5. Results of loyalty programs
(source: own work based on: Kwiatek [15], pp. 95-99)

Company

Results

Lisner -

- exceeded the expected value quantitative objectives,
there has been the effect of so - called full shelves before beginning
of television campaign.

- enhancing the image,

Amica -

of profitability ratios.

- establishing relationships with key market participants,
increased sales by 15% per annum,
- increase in market share does not cause decrease in the value

Researchers also identified temporary shock in spend-
ing as consumers increased their purchase levels
to qualify for a reward; however, they also found that
after the reward, was obtained the positive change
in behaviour tended to dissipate.

Similar insignificant impact of loyalty programs,
on true loyalty among consumers, was shown, in re-
search studies conducted in 2005 among over 57 thou-
sand US loyalties - card program members (Allaway
et al. [1], p. 317). Extensive research also supports
the hypothesis, that limited impact of loyalty programs
on true loyalty among consumers results from over-
crowding the market with homogenous (or nearly ho-
mogenous) loyalty-building schemes, which most
frequently have been devised based on wrong assump-
tions regarding consumers’ needs and expectations.
On the other hand, a number of published studies con-
firm the positive effect of discussed initiatives on loyal
attitudes among consumers, which are exhibited in their
everyday spending patterns (e.g.: Lewis [20], p. 282;
Verhoef [31], p. 32). Therefore, it can be concluded,
that available empirical studies provide mixed support
for loyalty programs, and there is still much controver-
sy over whether the loyalty program is an appealing
marketing tool. Results of loyalty programs, made by
companies on the Polish market illustrated in Table 5.
One of the main variables that describe the capacity
of existing loyalty programs to produce a set of desired
effects is the loyalty program effectiveness rating.
The focal variable of such rating used in studies that
compare loyalty programs across competitors (multiple
company) is share of wallet (SOW), which describes:

e amount of the customer’s total spending that a firm
captures in the products or services that it offers,

e increase or decrease in market share that is being
recorded by a firm over a set period of time.

Studies conducted in 2003 (Magi [23], p. 98) using
consumer panel data of grocery purchases find mixed
support for the positive effect of loyalty programs
on share of wallet. Discussed studies reveal increased
share of wallet for four of seven analysed programs
and offers support for the use of accumulated rewards
in loyalty programs. Moreover, recorded increase
in share of wallet was supported only on chain level,
not at the individual store level. Similarly, the studies
conducted in 2006 among French grocery retailers
seem to confirm ambiguous effect of loyalty programs
on retailers’ profitability and their popularity among
consumers (Meyer-Waarden et al. [24], p. 86).

Reviewed results of numerous studies clearly signify
that loyal behaviour among consumers is triggered
by a host of internal and external factors. Based on dis-
cussed studies it may also be concluded that failure
to identify major loyalty drivers usually results in less
than satisfactory effects of implemented loyalty scheme
on a firm’s key customers. For this, very reason im-
plementation of a loyalty program, should be proceeded
by extensive research into customers’ needs and expec-
tations as well as careful analysis of existing loyalty
schemes and other elements of a firm’s external envi-
ronment. It is important to note, that available research
data tends to focus on short-term effectiveness of loyal-
ty programs, and their long-term effects on consumers
as well as competitors remain largely unstudied. This
clearly signifies an existing knowledge gap
in the field of loyalty building activities and justifies
the need to conduct further research into:

e detailed characteristics of customer segments en-
rolled in loyalty programs,

e key factors that affect loyalty program effective-
ness,
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e types and levels of costs associated with loyalty
program preparation, implementations and mainte-
nance,

e general effectiveness of existing loyalty programs.

Due to prevalent use of loyalty programs in recent
years and the role they play in everyday practice
of marketing management, such studies should be con-
ducted in both, B2C and B2B markets.

7 Conclusions

Loyalty programs are viewed as one of the key ele-
ments and one of the key tools of a firm’s customer
relationship management system. Preparation, imple-
mentation and maintenance of a loyalty program gener-
ate significant costs, and therefore should be
approached as long - term commitment and an integral
part of a long - term marketing strategy. Numerous
companies, especially in the markets, which are satu-
rated with similar loyalty schemes, perceive the imple-
mentation of such programs as part of their defensive
strategy, which helps to retain most valued customers
and creates considerable barriers against customers’
switching suppliers. Viewing loyalty program as
an instrument of defensive marketing strategy usually
results in a costly investment, which fails to fulfil its
potential and impact the profitability of a business.
The empirical studies reviewed in the article seem
to confirm, that most loyalty programs are devised
as reactive measures and their authors fail to consider
a host of factors that may affect the effectiveness
of the scheme in its operative stages.

Failure to analyse the entire market (i.e. consumers
and competition) in the development stages of loyalty
program preparation results in a scheme that lacks ex-
pected effectiveness and adds to general disappoint-
ment with commonly used relationship marketing tech-
niques. Therefore, it can be concluded that a newly de-
vised loyalty program should provide any business with
two key benefits:

e competitive benefit — a loyalty program should be
viewed as an element of firm’s most valuable assets,
which plays a major part in building long-term
competitive advantage,

e value benefit — a loyalty program aids a firm’s data
mining capabilities and therefore should help with
providing customers with desired value.

From the customer’s viewpoint, a loyalty program pro-
vides a host of unique, tangible and intangible benefits
(e.g.: discounts, rewards, gifts) and so can be wrongly
perceived as a self - sufficient entity, which in the case
of improperly devised schemes results in fostering loy-
alty toward the program rather than a particular brand
or firm. Furthermore, in markets saturated with similar
loyalty programs such scenario may lead to fostering
loyalty toward rewards offered by the scheme and ero-
sion of existing, true loyalty toward any particular
brand or firm. In order to prevent further disappoint-
ment with the effectiveness of loyalty programs, mar-
keters should adopt a new approach to loyalty scheme
development. It is important to recognize that loyalty
programs do not operate as separate entities in an iso-
lated environment, and so their development, should be
preceded, by careful examination of existing loyalty
schemes run, by direct competitors as well as custom-
ers’ needs and expectations.
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