
 

 

 University of Groningen

The influence of marketing instruments and rewarding on cardholders' behavior in coalition
loyalty programs
Dorotic, Matilda

IMPORTANT NOTE: You are advised to consult the publisher's version (publisher's PDF) if you wish to cite from
it. Please check the document version below.

Document Version
Publisher's PDF, also known as Version of record

Publication date:
2010

Link to publication in University of Groningen/UMCG research database

Citation for published version (APA):
Dorotic, M. (2010). The influence of marketing instruments and rewarding on cardholders' behavior in
coalition loyalty programs. [Thesis fully internal (DIV), University of Groningen]. University of Groningen,
SOM research school.

Copyright
Other than for strictly personal use, it is not permitted to download or to forward/distribute the text or part of it without the consent of the
author(s) and/or copyright holder(s), unless the work is under an open content license (like Creative Commons).

The publication may also be distributed here under the terms of Article 25fa of the Dutch Copyright Act, indicated by the “Taverne” license.
More information can be found on the University of Groningen website: https://www.rug.nl/library/open-access/self-archiving-pure/taverne-
amendment.

Take-down policy
If you believe that this document breaches copyright please contact us providing details, and we will remove access to the work immediately
and investigate your claim.

Downloaded from the University of Groningen/UMCG research database (Pure): http://www.rug.nl/research/portal. For technical reasons the
number of authors shown on this cover page is limited to 10 maximum.

Download date: 26-05-2023

https://research.rug.nl/en/publications/f1687ebf-eed1-4498-ac18-749eb29ba504


THE INFLUENCE OF MARKETING INSTRUMENTS AND REWARDING ON CARDHOLDERS’ BEHAVIOR IN 

COALITION LOYALTY PROGRAMS 

1 
 

CHAPTER 1 
INTRODUCTION  

 

 

1.1 Introduction 

The past three decades have seen an increased focus on loyalty marketing in marketing 

strategy. Practitioners and academics alike have aimed to enhance marketing productivity 

through effective identification and management of relationships with customers (Kumar & 

Reinartz 2006). The achievement of these aims was facilitated by advances in the 

development of relationship marketing tools, primarily loyalty programs (hereafter, LPs), as 

specific marketing programs designed to reward and therefore encourage customer loyalty 

(usually through the enhancement of customer retention levels; Sharp & Sharp 1998; Berman 

2006). From the 1980s when the first contemporary frequent- flier LP was introduced by 

American Airlines, total LP membership in the United States had increased to 1.8 billion 

people by 2008, spanning numerous marketing sectors (Ferguson & Hlavinka 2009). In 

Europe and North America alike, from 70 percent to 96 percent of households today 

participate in at least one LP (The Chief Marketing Officer (CMO) Council Report 2010). 

The Food Marketing Institute (FMI) reports that more than 76 percent of all U.S. grocery 

retailers offer an LP. Furthermore, LP members or cardholders generate between 55 percent 

and 70 percent of company sales, and some food retailers have indicated that up to 95 percent 

of their sales come from LP members (FMI Reports 2009). These trends are still increasing, 

despite the severe global economic recession (Ferguson & Hlavinka 2009; CMO Council 

2010). Notwithstanding such dissemination of LPs in practice, the effectiveness of LPs 

remained a much-debated issue in the academic and managerial literature, focusing on the 

central question of the effectiveness of LPs. Empirical studies primarily focused on the 

effects of LPs offered by a single firm (i.e., sole-proprietary LPs). In contrast, networking 

among firms has become a growing trend, thereby resulting in the creation of powerful 

coalition LPs, in which several firms jointly participate in an LP (Clark 2006; Ferguson & 

Hlavinka 2009). This type of LP structure is often claimed to be particularly effective, and it 

is believed that coalition LPs represent ―the future of loyalty marketing programs‖ (Capizzi 

& Ferguson 2005: 79) and ―the natural end-game for loyalty evolution‖ (Ferguson & 

Hlavinka 2006: 297). Little empirical research exists on the effects of coalition LPs, and 

particularly on cardholders‘ behavior in such LPs in response to marketing efforts. This thesis 
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aims to address these gaps in the LP literature by specifically focusing on the behavior of 

cardholders and the effectiveness of marketing instruments within such a coalition LP.  

 

1.2 Coalition LPs 

The proliferation of LPs and LP memberships have resulted in more sophisticated LP designs 

aimed to enhance LPs‘ effectiveness and efficiency. One of the resulting trends is an increase 

in LP partnerships or coalitions of multiple companies that jointly offer an LP scheme (Clark 

2006; Blattberg, Kim & Neslin 2008; Ferguson & Hlavinka 2009). This type of LP scheme 

has been largely underresearched. Through their ability to offer cardholders substantially 

faster points collection across many vendors and a host of differing redemption options for 

those points, coalition programs (or multi-vendor LPs) have quickly grown into the largest 

programs in their respective markets. In Canada, two-thirds of households participate in the 

Air Miles coalition program (McBride & Sansbury 2009). The Nectar coalition LP in the 

United Kingdom reaches more than 50 percent of households, and since its introduction in 

2002, collectors have redeemed more than £1 billion worth of rewards (Groupe Aeroplan 

2010). With 7 million active card users and an average of 750,000 new members signing on 

per month, Payback has become Germany‘s leading LP. Its recent introduction in Poland 

attracted 2 million participants in just two weeks (McBride & Sansbury 2009). According to 

Wikipedia (2010) in the Netherlands, since the introduction of first coalition LP in the 1990s, 

the Air Miles program, the popularity and the number of coalition LPs has escalated, 

resulting today in competition among several coalition LPs. In 2008, 3.1 million households 

participated in the largest coalition LP, Air Miles.   

Coalition LPs differ from sole-proprietary LPs. Their specific structure offers two 

important, value- increasing benefits for cardholders and participating vendors (Ferguson & 

Hlavinka 2006; Blattberg, Kim & Neslin 2008): (1) increased benefits from cross-purchasing 

and (2) faster obtaining of rewards. Usually, LP coalitions feature vendors in various fast-

moving consumer goods markets as well as durables and specialized service providers (most 

often including grocery, gas, department store, and credit card providers, among other 

vendors). Because customers collect points on purchases at each LP partner, they may be 

inclined to cross-purchase across coalition vendors to obtain points (and subsequently)  

rewards more quickly. Furthermore, this faster collection of points (or any other form of 

reward currency, for that matter) increases cardholders‘ prospects of collecting sufficient 

amounts to reach reward thresholds, which subsequently makes rewarding (a nd rewarding 

effects on behavior) more likely. Most LP studies have primarily dealt with the potential 
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effects of introducing a LP on firm performance and the resultant effects of LP membership 

on cardholders‘ behavior. However, less research has addressed the effects within an LP 

itself, particularly with respect to effects of reward redemption on cardholders‘ prior and 

subsequent purchase behavior. To the best of our knowledge, this is one of the first studies to 

systematically, empirically analyze effects within a coalition LP, particularly focusing on the 

effects of marketing instruments and rewards within this type of LP. 

In the following section of this chapter, we first provide a definition of LPs and 

discuss the terminology adopted in this thesis. The subsequent section 1.4 provides a more 

thorough discussion of the content and research questions of the studies in this thesis.  

 

1.3  Definition and Terminology 

For the purpose of this thesis, we adopt Sharp and Sharp‘s (1997: 474) definition of LPs as 

―structured marketing efforts which reward, and therefore encourage, loyal behavior, 

behavior which is potentially of benefit to the firm.‖ Numerous different terms are 

encountered in the literature: reward programs, frequency reward programs, loyalty cards or 

schemes, points cards, advantage card, frequent-flier programs, and more. We use the 

hypernym loyalty program to encompass all these terms and various forms of program 

designs, which should contain the following critical elements (Leenheer 2004; Berman 2006; 

Blattberg, Kim & Neslin 2008): 

 

 Structured: Customers must (formally) become LP members to obtain benefits of the 

LP. An LP provider must be able to identify the LP member and use the information 

obtained through the LP to manage the relationship with the member. 

 Marketing Efforts: An LP should allow the program provider to tailor marketing 

efforts to LP members (e.g., through targeted mailings, LP events, personalized 

offers). 

 Rewarding: An LP should reward members on the basis of their current or future 

value to the firm. This is usually done through cardholders‘ accumulation of some 

reward currency (e.g., LP points) based on the cardholders‘ purchase behavior (e.g., 1 

LP point for each euro spent at the LP provider). Typically, LP members are offered 

discounts, various goods or services, personalized offers, or preferential treatment. 
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 Fostering Loyalty: The main purpose of an LP should be to foster and reward 

members‘ loyalty and therefore encourage customer retention and customer share 

development. Hence, LPs typically have long-term span. 

 

LP partnerships have two essential forms: coalitions of equally valued LP partners 

(usually operated by a specialized, third-party LP provider) or a dominant firm‘s LP with 

complementary partners (e.g., an airline‘s frequent- flier program with partners in credit card 

services, rental companies, travel agencies, or retailers). Although we discuss both forms of 

LP partnerships (particularly in chapter 2, in a discussion of the LP literature), throughout this 

thesis, we primarily focus on the former type, coalition LPs (also multi-vendor LPs or multi-

partner LPs). The terms coalition LPs and multi-vendor LPs are synonyms throughout this 

text. Another often-used pair of synonyms is LP member and cardholder, as there is no 

consensus in the existing literature on which of these two terms is preferred.  

 

1.4  Research Aims and Contributions  

This thesis‘s main research problem statement is delineated as follows: 

 

This thesis aims to provide a further understanding of behavioral responses of cardholders 

within a coalition LP. 

 

To do so, it is first necessary to understand the effects of LPs in general. Although much has 

been written about LPs, the field has polarized instead of reaching consensus on the effects of 

an LP on members‘ behavior, which has stirred considerable debate among practitioners and 

academicians alike. Although some studies show a positive impact of LPs on customer 

behavior and firm performance (Lal & Bell 2003; Taylor & Neslin 2005; Liu 2007), other 

researchers have questioned the effectiveness of LPs (Dowling & Uncles 1997; Sharp & 

Sharp 1997; Shugan 2005; Hartman & Viard 2008). Some overviews that targeted 

practitioners are available (O‘Brien & Jones 1995; Uncles, Dowling & Hammond 2003; 

Wansink 2003; Berman 2006), but it seemed necessary to collect and review the available 

academic (empirical) research and separate what is known from what is conjectured. 

Therefore, the first study of this thesis (chapter 2) aims to provide a comprehensive, research-

based synthesis of current knowledge about LPs, to identify existing gaps in knowledge and 

to outline future trends and research directions. The main research questions of chapter 2 are 

the following: 
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 What are the effects of LP participation on customer behavior and attitudes in LPs? 

 What are the trends and research gaps pertaining to LPs? 

 

In an attempt to answer the first research questions, the study in chapter 2 specifically 

focuses on the topics of enrollment in LPs, LP effects on behavior, LP effects on attitudes, 

effects of LP mechanisms (e.g., points pressure, rewarded behavior, personalized marketing), 

and the role of LP design. It reviews the available evidence and synthesizes it according to 

the strength of the evidence. 

Among other findings on the trends and gaps in LP literature, the findings of this first 

study revealed a trend toward LP partnerships and a belief that coalition LPs represent the 

future of loyalty marketing (Capizzi & Ferguson 2005; Berman 2006; McBride & Sansbury 

2009). In contrast, some anecdotal evidence expressed skepticism because of the 

incongruence of coalition LP benefits with focal products (i.e., they mainly offer indirect 

rewards) and a division of loyalty across vendors (members buy brand A at vendor B to 

redeem a reward at firm C) (Dowling & Uncles 1997; Roehm et al. 2002; Kivetz 2005). 

Because the empirical studies on coalition LPs were scarce, the logical conclusion was to 

empirically analyze the effects in such an LP. In section 1.2, we noted that coalition LPs may 

particularly benefit from cross-purchase opportunities and possibilities of faster reward 

redemption. Studies in chapters 3 and 4 specifically address these two issues. In addition, the 

literature survey identified a gap in knowledge on the effectiveness of marketing instruments 

(e.g., sales promotions, targeted mailings) within an LP. Therefore, the subsequent chapters 

(chapters 3 and 4) present empirical studies of the marketing effects in a large Dutch multi-

vendor LP (MVLP), from which we obtained the data for empirical analyses.1  

Addressing the identified gaps in knowledge in chapter 2, the study in chapter 3 

formulated these main research questions:  

 

 What is the effect of promotions (promotional mailings) within a coalition LP on 

spending levels across multiple LP vendors?  

 How do the effects of marketing instruments (promotional mailings) depend on the 

promotion’s size or the type of communication channel used?  

                                                                 
1
 We adopt the term multi-vendor LP in th is study to emphasize the multip le-vendor structure of the LP, since 

the focus is on the sales performance of individual vendors within the coalition LP.  
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 Do marketing instruments in a coalition LP induce cross-purchasing through joint 

mailings and cross-vendor promotional effects? 

 

The marketing instruments analyzed in this study are promotional mailings to LP 

members, which are a frequently used marketing tool to increase sales (i.e., LP points 

collection) at LP vendor(s). More specifically, the study examines the effects of individual 

and joint promotions on the weekly sales performance of main vendors in the MVLP. An 

examination of the effectiveness of joint versus individual mailings of coalition partners, as 

well as the effects of individual mailings of one LP partner on the sales performance of other 

coalition partners provides insights into cross-purchasing (and cross-vendor) effects in the 

MVLP. The study analyzes weekly aggregated levels of points collection (sales 

approximation) for the five largest coalition partners in the MVLP. 

In chapter 4, we focus on the effects of rewarding within an LP on the basis of the 

preceding and subsequent behavior of LP members. The main research questions of the study 

in chapter 4 are the following: 

 

 What are the effects of reward redemption on cardholders’ purchase behavior in a 

continuous, coalition LP?   

 How do marketing instruments affect cardholders’ purchase behavior before and after 

reward redemption? 

 How do cardholders’ characteristics and reward type influence the rewarding effects? 

 

We noted earlier that coalition LPs allow for faster collection of an LP reward 

currency (e.g., points) and relatively easier and broader reward redemption. Therefore, this 

setting is beneficial for analyzing the potential effects of rewarding in the LP. Although some 

studies have examined the effects of rewarding and driving mechanisms in short-term LPs 

(with a short time span and predefined, automatic rewarding; i.e., ―Buy X amount, get Y 

reward‖) (Lal & Bell 2003; Taylor & Neslin 2005; Kivetz, Urminsky, & Zheng 2006), little is 

known about rewarding effects in more typical continuous (i.e., long-term) LPs in which LP 

members themselves decide when to redeem, how much to redeem, and what. Therefore, this 

study first develops a comprehensive theoretical explanation of psychological drivers of 

rewarding effects in continuous LPs and subsequently empirically tests the hypothesized 

effects. Specifically, this study analyzes effects of reward redemption on weekly purchase 

incidence and spending behavior of MVLP cardholders in the weeks preceding the reward 
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and in the few weeks after the reward. Moreover, it explores the influence of marketing 

instruments (LP mailings and cross-purchasing behavior) on these effects, controlling for 

individual differences across LP members. The study uses both behavioral and attitudinal 

data from 763 LP members over a period of 183 weeks. 

Finally, chapter 5 presents overall conclusions of this thesis, outlines the main 

theoretical and managerial implications of the findings, and proposes future avenues for 

research in the LP area.   

As such, this thesis consists of three self-contained studies, based on the research aims 

and questions presented in this introductory chapter. Table 1.1 presents the main 

classification and description of the conducted studies.  

 

Table 1.1. Classification and description of analyzed studies 

 Chapter 2 Chapter 3 Chapter 4 

Research aim Literature survey of 
LP effects 

Marketing instruments‘ 
effectiveness in MVLP 

Effects of rewarding in 
MVLP 

Data Secondary data Sales approximation, 
cross-sectional time series 

Transactional (panel) and 
attitudinal (survey) data 

Sample size 115 studies 5 vendors, 141 weeks 763 members, 183 weeks 

Methodology Literature survey Econometric model 

(Seemingly Unrelated 

Regressions) 

Panel random-effects 
sample selection model 

 

 



THE INFLUENCE OF MARKETING INSTRUMENTS AND REWARDING ON CARDHOLDERS’ BEHAVIOR IN 

COALITION LOYALTY PROGRAMS 

8 
 

  


