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CHAPTER 2 
LOYALTY PROGRAMS: CURRENT KNOWLEDGE AND RESEARCH 

DIRECTIONS
*
 

 

 

2.1  Introduction 

Contrary to the postulations on market saturation, consumer participation in loyalty programs 

(LPs) continues to increase. Consumer membership in U.S. LPs, for example, increased 25 

percent to 1.8 billion memberships from 2007 to 2009 (Ferguson & Hlavinka 2009). 

Nowadays, LPs span numerous industries (Consumer Reports 2008) and are particularly 

pronounced among customer-oriented retailers with relatively similar assortments and in 

sectors characterized by high purchase frequencies and different profitability potentials of 

customer segments (Leenheer & Bijmolt 2008).  

Academic research on LPs has been substantial over the past decade, and the area is 

still growing with numerous issues that seem to not be abating. For example, the 

effectiveness of LPs remains a debated issue among practitioners and academicians. 

Although some studies have shown 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). Overall, there are not yet a sufficient number of studies with 

comparable methodology to allow for meta-analytic generalizations. Still, there is a sufficient 

body of literature to allow for initial generalizations.  

This study aims to present an overview of the research conducted on LPs, to outline 

different findings and their sources, to draw conclusions about the impact of LPs, and to point 

out the most relevant future research avenues. Contrary to available overviews that target a 

managerial audience (see O‘Brien & Jones 1995; Uncles, Dowling & Hammond 2003; 

Wansink 2003; Berman 2006), we primarily focus on key insights from academic research 

and suggest directions for further research. 

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

LPs as ―structured marketing efforts which reward, and therefore encourage, loyal behavior.‖ 

We use the hypernym loyalty programs to encompass various forms of program design, from 

simple frequency reward programs to more sophisticated customer-tier LPs, and from short-

                                                                 

 This chapter is based on Matilda Dorot ic, Peter C. Verhoef, and Tammo H. A. Bijmolt, ―Loyalty Programs: 

Current Knowledge and Research Directions,‖, working paper, University of Gron ingen.  



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

COALITION LOYALTY PROGRAMS 

10 
 

term LPs that last for few weeks to continuous LPs, because all these programs have the main 

purpose of fostering and rewarding customer loyalty.  

True customer loyalty is twofold: it includes the behavioral decision to repurchase a 

brand and/or product and the attitudinal attachment to the brand or firm (Dick & Basu 1994; 

Uncles, Dowling & Hammond 2003). Although behavioral responses relate to purchase 

patterns (frequency, retention, and volume), attitudinal responses are expressed in level of 

commitment, favorable attitudes, positive affects, and so on. To induce sustainable effects on 

members‘ loyalty, LP participation should enhance both behavioral and attitudinal responses 

of an LP member. Blattberg, Kim and Neslin (2008: 550) provide a framework describing 

how LPs influence customer behavior to reinforce customer loyalty. We adopt this 

framework to guide our discussion. But in view of the twofold character of loyalty, we 

augment this framework with an attitudinal dimension (see Figure 2.1). 

 

 
Figure 2.1. Customer responses to loyalty programs (based on Blattberg, Kim & Neslin 

2008: 550) 

 

In a typical LP, program members are awarded loyalty points (or some other form of LP 

currency) for (re)purchases at an LP provider. Members can redeem accumulated currencies 

for discounts, gifts, and/or membership in higher LP tiers. Three main mechanisms are in 

play in this process (Blattberg, Kim & Neslin 2008: 550–552). First, the points-pressure 

mechanism relates to the accumulation of loyalty points in the LP for the purpose of 

obtaining rewards and/or membership in higher LP tiers. The nearer members feel to 

obtaining a reward, the more likely they are to make the purchases needed to obtain the 
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reward (Taylor & Neslin 2005; Nunes & Dreze 2006b; Kivetz et al. 2006). Second, the 

rewarded-behavior mechanism affects members‘ behavioral and attitudinal responses after 

they obtain the reward and reinforces the dyadic relationship with the firm (Palmatier et al. 

2009; Taylor & Neslin 2005). Hence, points pressure encourages members to increase 

expenditures to obtain a reward, and subsequent redemption of the reward further reinforces 

customer loyalty by encouraging sustained commitment. The third mechanism is the 

personalized marketing mechanism which comprises personalized marketing efforts directed 

at members to enhance their behavioral and attitudinal responses. Information about 

individual preferences and purchase patterns gathered through LPs enables firms to tailor 

their communication and offers to meet needs of individual customers (Ziliani & Bellini 

2004; Kumar & Reinartz 2006). Such personalization increases the value of an offer, thus 

leading to greater purchase likelihood and attitudinal attachment (Palmatier et al. 2006; Lacey 

et al. 2007).  

The influence of LPs on member‘s behavior and attitudes are contingent on the LP 

design (Keh & Lee 2006; Wirtz, Mattila & Lwin 2007). The program design affects the 

enrollment, behavioral and attitudinal responses to, and effectiveness of the three 

mechanisms. The LP design comprises the LP structure, rewards, number of LP partners, 

enrollment requirements, and so on.  

In subsequent sections, we use the framework shown in Figure 2.1 to synthesize the 

literature from which we derive our suggestions for future research opportunities. We 

summarize available initial generalizations at the end of each section (see Table 2.1). A more 

detailed overview of selected studies is presented chronologically in tables in the appendix to 

this text (Tables 2.2 to 2.4). In the following sections, we discuss enrollment in LPs, LP 

effects on behavior, LP effects on attitudes, LP mechanisms (e.g., points pressure, rewarded 

behavior, personalized marketing), and the role of LP design.  

 

 

2.2 Enrollment in LPs 

2.2.1  Drivers of LP Enrollment 

The effectiveness of LPs critically depends on customer adoption. Customers‘ decision to 

enroll in an LP reflects their evaluation of the potential benefits of membership relative to the 

cost of enrollment and relationship maintenance (De Wulf et al. 2003; Kivetz & Simonson 

2003; Leenheer et al. 2007). Low perceived value, as from high participation costs relative to 

program benefits, is the most prominent reason seemingly satisfied customers avoid enrolling 
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in LPs or quit their LP memberships (Noble & Phillips 2004). Decreasing the perceived costs 

of participation and facilitating usage of the LP increase the speed of LP enrollment and its 

market penetration (Demoulin & Zidda 2009). However, this may encourage enrollment of 

customers who participate in multiple LPs, which results in a division of purchases across 

competitors (Uncles, Dowling & Hammond 2003) and lower usage of the LP after enrollment 

(Mauri 2003; Allaway et al. 2006). Therefore, when introducing an LP, a company must 

know how customers evaluate its benefits against costs, and it must decide on the level of 

selectivity at enrollment. 

 

2.2.2 Perceived Cost of LP Participation 

On the whole, LP members aim to minimize the monetary and nonmonetary costs of LP 

participation (De Wulf et al. 2003; Leenheer et al. 2007). The likelihood of enrolling in a new 

retail LP largely depends on the distance a member lives from the store, which reflects costs 

of transportation and convenience (Allaway, Berkowitz & D‘Souza 2003 ; Meyer-Waarden 

2007; Hunneman, Bijmolt & Elhorst 2008). In addition, privacy concerns are a strong 

impediment to LP enrollment (De Wulf et al. 2003; Noble & Phillips 2004; Leenheer et al. 

2007; van Doorn et al. 2007; Demoulin & Zidda 2009). Other important participation costs 

include enrollment requirements, requirements for accumulating points, and overall perceived 

effort to obtain a reward (Kivetz & Simonson 2003; Noble & Phillips 2004; Stauss et al. 

2005; Wendlandt & Schrader 2007). 

 

2.2.3 Benefits of LP Participation 

Members of LPs are likely to perceive multiple benefits of joining LPs (Leenheer et al. 2007; 

Mimouni-Chaabane & Volle 2010): utilitarian benefits (e.g., economic savings, 

convenience), hedonic benefits (e.g., exploration of new products, entertainment through 

collection and redemption of rewards), and symbolic benefits (e.g., recognition by firm, 

social status, belongingness). Of these, members attach the greatest importance to economic 

benefits of LPs (Wright & Sparks 1999; Mimouni-Chaabane & Volle 2010). This explains 

why customers with an economic shopper orientation are more eager to enroll in LPs (Magi 

2003; Leenheer et al. 2007; Demoulin & Zidda 2009). Yet such customers (sometimes known 

as cherry-pickers) are also more likely to hold multiple LP memberships and thus less loyal 

to an individual LP provider (Bellizzi & Bristol 2004; Leenheer et al. 2007; Meyer-Waarden 

2007). Even though benefits of an LP are crucial to a customer‘s decision to enroll, their 
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importance and impact on the behavior of members diminish soon after enrollment (Leenheer 

et al. 2007; Meyer-Waarden & Benavent 2009). 

 

2.2.4 Characteristics of LP Adopters 

The typical early adopters of LPs are heavy users in a category who already possess relatively 

high levels of loyalty to the provider, who live close to the store, and who hold multiple card 

memberships (Allaway, Berkowitz & D‘Souza 2003; Leenheer et al. 2007; Demoulin & 

Zidda 2009; Meyer-Waarden & Benavent 2009). Heavy buyers, particularly those with high 

levels of attitudinal commitment, are the most motivated to enroll in an LP because they can 

reap the most benefits from the program without changing purchase behavior (Lal & Bell 

2003; Dholakia 2006; Hartmann & Viard 2008; Demoulin & Zidda 2009). Although the 

percentage of such members is low, from 6 to 12 percent, they exhibit a strong influence on 

the enrollment of new members through social interactions like word-of-mouth 

recommendations (Allaway, Berkowitz & D‘Souza 2003; Allaway et al. 2006). Similarly, 

customers who live closer to the store have greater convenience benefits from shopping in the 

store, which makes them more likely to adopt the LP (Allaway et al. 2006). Overall, 

customers‘ motivation to join the LP increases if they believe it is easier for them than for 

other customers to obtain LP rewards (Kivetz & Simonson 2003). Hence, those who live 

further from the store adopt later (Allaway, Berkowitz & D‘Souza 2003; Demoulin & Zidda 

2009), have lower spending levels and purchase frequencies, and have longer interpurchase 

times and greater switching probabilities (Allaway et al. 2006; Meyer-Waarden 2007; 2008). 

Any enhanced buying behavior of late adopters of an LP erodes soon after the enrollment and 

returns to pre-enrollment levels within six to eight months (Meyer-Waarden & Benavent 

2009).  

Customers‘ sociodemographic characteristics (e.g., age, gender) have little or no 

influence on LP enrollment (Magi 2003; Evanschitzky & Wunderlich 2006; Demoulin & 

Zidda 2009). Recently, Melnyk, Van Osselaer, and Bijmolt (2009) found that objects of 

customer loyalty may differ across gender, but it is unclear how this would translate to LPs. 

Income, however, shows interesting effects. Higher- income households are more likely to be 

early adopters of LPs (Allaway, Berkowitz & D‘Souza 2003), but they also tend (1) to 

engage in multiple LPs (van Doorn et al. 2007), (2) to exhibit greater concern about use of 

their personal data (Graeff & Harmon 2002), and (3) to be more selective in choosing which 

LPs to adopt (Leenheer et al. 2007). This seems to imply that higher- income households are 

more open to new LP memberships but are also pickier about which LPs to adopt.  
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2.2.5 Self-Selection into LPs 

Overall, LP members exhibit higher levels of behavioral and attitudinal loyalty than do 

nonmembers (Smith et al. 2003; Mauri 2003; Meyer-Waarden 2007; 2008; Meyer-Waarden 

& Benavent 2009). However, self-selection of loyal customers into the LP may partly drive 

observed differences between members and nonmembers (Leenheer et al. 2007; Meyer-

Waarden & Benavent 2009). The self-selection effect results in a large, positive bias in the 

effects of LP membership on behavior after LP enrollment, if the behavior before enrollment 

is unknown or if the self-selection effect is not accounted for (Leenheer et al. 2007). 

Therefore, it is important to establish which behavioral and attitudinal effects can be 

attributed to LP participation in particular, relative to customer behavior before enrollment.  

Finally, beyond the efforts of introducing and maintaining LPs, little research has 

addressed the effect of terminating an LP. In practice, some companies have considered 

discontinuing their LPs but fear potential negative consequences (Wansink  2003). Melnyk 

and Bijmolt (2008) surveyed consumer intentions with respect to customer retention and 

expenditures in response to a firm‘s termination of its LP. Their results suggest that only 10 

percent of LP members would maintain the positive behavioral effects of joining the LP if the 

program were to be terminated.  

 

2.2.6 Initial Generalizations 

In summary, initial generalizations show that convenience is an important aspect of LP 

enrollment, as distance from a store and usage level play the most important roles in LP 

enrollment (in retail LPs). Also, LP enrollment is susceptible to customers‘ self-selection, 

because customers with higher levels of purchases and commitment are those most inclined 

to join the LP. Members perceive multiple benefits of LP participation, but economic benefits 

of participation are the most important. Despite the fact that the attractiveness of LP design is 

vital in customers‘ selection of an LP, its importance to members diminishes soon after 

enrollment. Sociodemographic characteristics do not play an important role in LP enrollment. 

 

2.2.7  Future Research Directions  

1. Relatively few studies have addressed LP enrollment; those that do mostly address 

grocery retailing. More research is needed in diverse industries to assess customer and 

firm behavior before and after LP enrollment. In grocery retailing, purchase behavior is 

characterized by high buying frequency, inertia, and proximity, which drive customer 



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

COALITION LOYALTY PROGRAMS 

15 
 

enrollment in grocery retailer LPs. The conditions in other markets may drive different 

patterns of LP enrollment and diffusion. 

2. Customer experience management is gaining momentum in retail research (Puccinelli et 

al. 2009; Verhoef et al. 2009). The potential of LP enrollment to enhance customer 

experience warrants further attention. Do LP enrollment and/or participation make a 

shopping environment appear more engaging to members? How effective is LP 

participation in increasing customer involvement in the buying process?  

3. With a proliferation of LPs in all markets, some customers‘ reaction against LPs 

increases, and some members stop using other LPs they are enrolled in (Mauri 2003; 

Noble & Phillips 2004; Wendlandt & Schrader 2007). Empirical evidence on these effects 

is scarce. Therefore, research is warranted into why customers refuse to participate in 

LPs, decrease their participation rate over time, or stop using an LP. Many LPs remain 

inactivate after enrollment (Mauri 2003; Allaway et al. 2006). What are the drivers of 

these phenomena and potentials to increase members‘ engagement during and after LP 

enrollment? For example, privacy concerns are becoming an increasingly important issue 

for consumers (Graeff & Harmon 2002). Is privacy only a hurdle for enrollment in an LP, 

or does it affect subsequent usage or quitting?  

4. Firms‘ decisions on enrollment criteria and selectivity in LP enrollment have an important 

impact on firm performance. Little research has investigated the effects of diverse 

enrollment strategies. Is it better to impose entry requirements to increase selectivity of 

members, or is it more viable to decrease the cost of membership to attract a broader 

customer base? Having more requirements may arouse a psychological reactance in some 

customers, especially if legal bonds are imposed through legal contracts. Alternatively, 

increasing membership requirements may increase the attractiveness of an LP and 

enhance feelings of status in LP members.  

5. Customers have become increasingly polygamous in their LP memberships (Consumer 

Reports 2008). However, after members initially proliferate in LPs, they tend to 

consolidate usage to few selected LPs (e.g., U.S. customers use, on average, only six of 

fourteen programs they enroll in; Ferguson & Hlavinka 2009). Which programs win in 

this process? Is it merely proximity to the store and convenience that attract and keep 

customers active in an LP? Or do specific LP benefits result in a competitive advantage 

for the LP over other programs?  

6. The pervasiveness of LPs in the market has led consumers to hold multiple memberships 

in competing LPs. More consumer panel studies are required on the impact of LP 
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competition and to explore relationships among competing LPs (see Liu & Yang 2009). 

For example, following the research into order-of-entry effects, researchers might study 

the link between the timing of a firm‘s LP introduction (first mover or follower) on LP 

success. Moreover, more insights are needed into competitive interactions among LP 

providers. Do LP competitors react to one another‘s actions? 

7. Many new LPs are launched, but few programs have been terminated, and firms‘ struggle 

to predict the consequences of LP termination on future business performance (Wansink 

2003; Melnyk & Bijmolt 2008). More insights are needed into the consequences of LP 

termination for firms‘ business performance and their impact on subsequent customer 

behavior. 

 

 

2.3   LP Effects on Customer Behavior 

2.3.1  Opposing Views on the Effectiveness of LPs  

Once a customer has adopted an LP, the question is whether and how the LP induces 

customer responses (Figure 2.1). We first focus on behavioral responses. There is an 

extensive, ongoing debate in the literature on the effectiveness of LPs in enhancing 

behavioral responses. Several studies found that LPs do not substantially change customer 

behavior in stationary markets (Sharp & Sharp 1997; Wright & Sparks 1999; Bellizzi & 

Bristol 2004; Meyer-Waarden & Benavent 2006; Gomez et al. 2006; Lacey 2009). Other 

studies, however, showed positive effects of LPs on members‘ behavior as well as a firm‘s 

sales and profitability (Dreze & Hoch 1998; Lal & Bell 2003; Taylor & Neslin 2005; 

Leenheer et al. 2007; Liu 2007; Liu & Yang 2009). There are two things that may reconcile 

these opposing findings: (1) actual differences in responsiveness across various customer 

segments, markets, and LP designs and (2) methodological differences across studies. 

Keeping in mind those contextual and methodological differences, we next discuss the effects 

of LPs on important behavioral metrics (customer retention, purchase volume and frequency, 

and share-of-wallet).  

 

2.3.2  Effects on Retention Rates 

An LP program may increase customer retention, and thereby relationship duration, by 

creating switching barriers, which can be economic or psychological (Klemperer 1987; 

Carlsson & Lofgren 2006; Wendlandt & Schrader 2007; Murray & Haubl 2007). Economic 

barriers are based on utilitarian and monetary benefits (Mimouni-Chaabane & Volle 2010), 
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which accrue with customers‘ purchases. By switching to another provider, customers forgo 

the opportunity to collect for a reward. For example, the size of economic switching costs for 

frequent- flier LP members ranges from 8 to 12 percent of the ticket price (Nako 1992; 

Proussaloglou & Koppelman 1999; Carlsson & Lofgren 2006). In contrast, the psychological 

incentives to stay in the relationship develop through perceived recognition, reciprocity in the 

relationship, and belongingness to an exclusive LP social group (Bolton et al. 2000; Palmatier 

et al. 2009; Mimouni-Chaabane & Volle 2010). LP members become cognitively locked in a 

relationship, because the cognitive effort to search and become accustomed to an alternative 

product increases as members gain experience with the focal product (see Murray & Haubl 

2007). The subtle psychological barriers are hard to quantify, but their effects may be highly 

significant, particularly in the long run. Empirical findings indicate positive effects of LP 

participation on members‘ retention, both in industries with high exit barriers, like contractual 

financial services (Verhoef 2003), and in the noncontractual setting, like grocery retailing 

(Meyer-Waarden 2007). In addition, Bolton, Kannan, and Bramlett (2000) found an indirect 

effect of LP participation on customer retention through members‘ discounting of negative 

experiences in repurchase decisions.  

An LP provider must be cautious about imposing switching barriers on members, 

because high perceived barriers deteriorate the customer-firm relationship through increased 

customer psychological reactance and reduced intrinsic motivation to participate in an LP 

(Kivetz 2005; Dholakia 2006; Hennig-Thurau & Paul 2007; Wendlandt & Schrader 2007). 

Furthermore, recent empirical evidence suggests that the impact of LP-induced switching 

barriers may be overestimated. Hartmann and Viard (2008) found that frequent purchasers 

experience negligible switching costs because they purchase frequently enough to avoid any 

bidding deadlines and are likely to earn the reward quickly. At the same time, very infrequent 

customers rarely ever reach reward thresholds and therefore do not experience switching cost 

pressures either. Hence, for both customer groups, switching costs play little to no role. This 

suggests that switching costs in LPs are most relevant to medium-level users. Moreover, 

Wirtz and colleagues (2007) found that the highest perceived switching costs are reported by 

members who find LP rewards highly attractive but have low attitudinal levels of loyalty 

(e.g., cherry-pickers) report the greatest perceived switching costs. In contrast, switching 

costs do not matter for highly loyal customers. In essence, although LP participation has the 

potential to induce switching costs, customer retention and thereby relationship duration 

depend on members‘ intrinsic motivation to stay in the LP and the LP‘s perceived value 
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(Kivetz & Simonson 2003; Dholakia 2006; Hennig-Thurau & Paul 2007; Wirtz, Mattila & 

Lwin 2007). 

 

2.3.3  Effects on Customer Expenditures  

Many studies have addressed the effect of LPs on expenditures of customers, measuring 

expenditure behavior by variables such as purchase volume, purchase frequency, and share-

of-wallet. Share-of-wallet (SOW; also known as share-of-category-requirements or share-of-

purchases) reflects a customer‘s share of purchases of a product category or a service at a 

vendor relative to the customer‘s total purchases of that category or service from all vendors 

(Verhoef 2003; Magi 2003; Leenheer et al. 2007).  

Overall, empirical evidence shows that LP members have significantly higher 

spending levels, purchase frequency, and SOW than nonmembers (Magi 2003; Verhoef 2003; 

Smith et al. 2003; Gomez et al. 2006; Liu 2007; Leenheer et al. 2007; Meyer-Waarden 2008; 

Cortinas et al. 2008). To account for self-selection effects, several studies assessed behavioral 

changes in purchase volume and frequency after enrollment relative to previous behavior. 

Such studies found that short-term LPs of the kind ―spend X over a time- limited period and 

earn a reward (e.g., ham or turkey)‖ substantially increase spending and sales (Lal & Bell 

2003; Lewis 2004; Taylor & Neslin 2005). This increase mainly comes from increased 

purchase volumes and the attraction of new customers, which may result in an increase in 

profit of up to 190 percent (Dreze & Hoch 1998). Even more, a launch of a category-related 

LP can bring positive effects on overall store traffic and induce positive spillover effect on 

other store categories (Dreze & Hoch 1998).  

Besides the impact on purchase volume, LPs can have a significant impact on 

purchase frequencies. On average, participation in airline LPs increases members‘ purchase 

frequencies by more than 4 percent (Liu & Yang 2009). Significant positive effects on 

purchase frequency and volume were also found for online and offline retailers (Lewis 2004; 

Seiders et al. 2005). Overall, the greatest increase in purchase frequency and volume occurs 

within a few months of the introduction of an LP (Liu 2007; Meyer-Waarden & Benavent 

2009).  

The effects of LPs on purchase volume and frequency differ across customer 

segments. LPs exhibit the strongest impact on purchase volume and frequency of light and 

moderate rather than heavy buyers, both in short-term LPs (Lal & Bell 2003; Taylor & Neslin 

2005) and in continuous or long-term LPs (Liu 2007; Kim et al. 2009). We warn, however, 

that in interpreting these results, one has to consider the ceiling effect of how much customers 
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are willing to purchase of one product and/or service. Because of the ceiling effect, heavy 

buyers have less room to grow in purchase volume and frequency (Bolton et al. 2000; Lal & 

Bell 2003). The differences in an LP‘s impact on diverse customer segments have important 

consequences for a firm‘s profitability. Because loyal, heavy-buying customers are more 

likely to redeem rewards (Lal & Bell 2003; Liu 2007) and respond to price promotions in 

some categories (Cortinas et al. 2008), the profitability of an LP strongly depends on the sales 

impact on members with initially light and moderate purchase frequencies and volumes (Kim 

et al. 2001; Lal & Bell 2003; Liu 2007). However, it would be wrong to conclude that heavy 

buyers are a less valuable segment for relationship development. In the analyzed LPs, heavy 

buyers maintain their high usage levels over time (Liu 2007; Kim et al. 2009). These findings 

emphasize the importance of nurturing relationships with diverse segments of LP members  

over their lifetime with a firm. Still, Wansink (2003) found that brand managers tend to 

overestimate the importance of heavy user segments and underestimate the potential of other 

segments. Adequate strategies of personalized marketing should be developed for each 

segment (see section 6).  

Finally, effects of LP participation on SOW were assessed with metrics of actual 

behavioral responses and self-reported measures. Available findings from individual- level 

studies indicate that LP participation has a significant, positive effect on the focal business‘s 

SOW (i.e., a retail chain‘s LP on SOW to the chain) (Magi 2003; Verhoef 2003; Meyer-

Waarden 2007; Leenheer et al. 2007). The average increase in SOW due to LP membership is 

approximately 4 percent (Verhoef 2003; Leenheer et al. 2007). Attitudinal loyalty and 

perceived attractiveness of an LP amplify the effect (Wirtz et al. 2007). However, the 

strongest increase in SOW is likely to occur at and just after LP enrollment, and initial 

evidence suggests that SOW is likely to return to previous baselines after enrollment (Meyer-

Waarden 2007; Meyer-Waarden & Benavent 2009). Only about 20 percent of LP members 

indicate perceived significant increases in their purchase behavior at focal retailers (Gomez et 

al. 2006).  

Aggregate studies (Dirichlet model studies) have found mixed results, with significant 

deviations (from a theoretical benchmark) in ―excessive‖ loyalty for some grocery and fuel 

retailer LPs but not for others (Sharp & Sharp 1997; Meyer-Waarden & Benavent 2006). The 

mixed findings of those studies stirred the debate on the effectiveness of LPs in general (see 

Dowling & Uncles 1997; Sharp & Sharp 1997; Shugan 2005). We believe that sufficient 

empirical evidence exists to suggest a positive impact of LPs on SOW. Nevertheless, this 

impact may differ with contextual factors like market saturation, competitive intensity and 
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national culture. The impact of an LP decreases when market saturation increases, unless the 

LP expands the focal category (Wright & Sparks 1999; Kopalle & Neslin 2003; Liu & Yang 

2009). In examining the difference of the impact of LPs across diverse cultures and maturity 

of markets, Noordhoff, Pauwels, and Odekerken-Schroder (2004) found that LP participation 

has a significantly greater impact on behavioral and attitudinal loyalty in a less saturated and 

less mature market. Finally, the impact of an LP on SOW decreases with the number of LPs 

in which customers participate (Magi 2003; Bellizzi & Bristol 2004; Leenheer et al. 2007). 

For example, the predicted change in SOW due to becoming a member decreases by about 50 

percent when a member participates in four or more LPs (Bellizzi & Bristol 2004; Leenheer 

et al. 2007).  

 

2.3.4  Initial Generalizations 

Research indicates an overall positive impact of LPs on customer retention and expenditures, 

though contextual factors like market saturation, competitive intensity, and national culture 

exhibit moderating effects on those relationships. Although LPs have the potential to create 

switching costs, their importance is greatest to moderate- level buyers. Members‘ intrinsic 

motivation to stay in the LP and perceived value of the LP largely drive customer behavior in 

LPs. Moreover, LPs seem particularly effective for enhancing behavioral loyalty of light and 

moderate buyers. Though scarce, existing findings suggest that an increase in loyalty metrics 

of LP members translates to positive effects on firm performance metrics, such as sales and 

profitability. 

 

2.3.5 Future Research Directions  

Although a substantial body of research exists on the effects of LPs on customer behavior, the 

following research areas warrant further attention.  

1. Despite the number of studies that assessed effects of LPs on customer behavior, more 

research is still needed. In particular, given the substantial variation in observed findings, 

future research should address the moderating role of various contextual factors on LP 

effectiveness. For example, most available studies analyze LPs of offline retailers. More 

insight is needed into LPs‘ effectiveness in other consumer markets, business-to-business 

markets, and online settings, because market conditions and the nature of a relationship 

between a firm and a customer likely moderate LP effects. Future studies should pay 

attention to the metrics and constructs used, as the existing diversity of metrics hinders 

the possibility of meta-analytical generalizations. 
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2. Major differences in LP effectiveness and profitability have been found across customer 

segments (e.g., light, moderate, and heavy buyers). It is important to establish what 

causes these differences and to provide directions for targeting these segments. An 

insufficient number of studies have addressed the issue of how to sustain customer loyalty 

in LPs. Which LP strategies help maintain high levels of usage of heavy buyers and 

prevent deterioration? Which growth strategies are the most effective for light and 

medium LP users? How can firms make those strategies for diverse segments 

complementary?   

3. In many markets, short-term LPs have become popular. Contrary to permanent LPs, these 

programs have a predetermined end date and typically last about three months. Studies 

that assess the effectiveness of short-term relative to permanent LPs are lacking. Are 

short-term LPs effective only during the action period, or do they have a persistent effect? 

In the long run, is it better for a firm to introduce several short-term LPs or to maintain a 

permanent LP? 

4. Given the increased importance of accountability and financial consequences of 

marketing investments, an important direction for future research is to relate LP effects on 

customer behavior to firm valuation metrics, such as Tobin‘s Q  (e.g., Lehmann 2004, 

Srinivasan & Hanssens 2009). Moreover, additional research is warranted on the 

contribution of LP members versus nonmembers to firm profitability. It is becoming 

increasingly obvious that both groups of customers are essential to effective management 

of the firm (van Heerde & Bijmolt 2005).  

 

 

2.4  LP Effects on Customer Attitudes 

2.4.1  Attitudinal versus Behavioral Components of Customer Loyalty  

To induce lasting effects on customer loyalty, any relationship-marketing-building 

instrument, besides behavioral loyalty, needs to enhance customers‘ affective commitment or 

attitudinal loyalty (Dick & Basu 1994; Verhoef 2003; Kim et al. 2009). Without attitudinal 

loyalty, an LP may encourage spurious retention of customers given the lack of other 

alternatives, inertia, or convenience. For customers with low attitudinal loyalty, an attractive 

LP reward increases switching costs of the forgone opportunity, which temporarily increases 

SOW (Wansink 2003; Wirtz, Mattila & Lwin 2007). However, once the spuriously loyal 

customer obtains the reward, the principal reason for the purchase disappears, and the 

customer may switch in search of a better deal (Rothschild & Gaidis 1981; Dick & Basu 
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1994). Spuriously loyal customers therefore prefer small, immediate  rewards over the 

relationship (Kivetz 2003). In this respect, some have questioned LPs‘ potential to increase 

attitudinal loyalty and thereby induce ―true‖ loyalty as a combination of behavioral and 

attitudinal loyalty (Dowling & Uncles 1997; O‘Malley 1998; Shugan 2005; Nunes & Dreze 

2006a; Lacey 2009).  

Contrary to these arguments, some studies in consumer psychology indicate that LP 

participation may enhance emotional benefits, which in turn induce attitudinal loyalty. 

Through the sense of gratitude, belongingness, elevated status, prestige, recognition, or gain 

of an exclusive treatment, LP membership may strengthen a member‘s attachment (Gruen 

1994; Palmatier et al. 2009; Dreze & Nunes 2009; Mimouni-Chaabane & Volle 2010;). 

Empirical studies have demonstrated that LP members, compared to nonmembers, tend to 

have higher levels of positive attitudes such as satisfaction, trust, and commitment, as well as 

more stable brand and store perceptions (Magi 2003; Smith et al. 2003; Gomez et al. 2006). 

Satisfaction and attitudinal loyalty of LP members is enhanced by the perceived 

attractiveness of an LP and its rewards (Keh & Lee 2006; Wirtz, Mattila & Lwin 2007; 

Demoulin & Zidda 2008) and by the quality of interactions with employees (Vesel & Zabkar 

2009). In addition, Bolton, Kannan, and Bramlett (2000) found that LP members tend to 

discount negative evaluations of a firm relative to its competitors, because LP members 

weight negative experiences less than nonmembers. However, these effects may pertain only 

to minor failures. As a result of a more frequent interaction with the provider and greater 

attachment, LP members are more inclined to give feedback and may become more critical in 

their evaluations and more sensitive to service failures (Smith et al. 2003; Lacey 2009; Von 

Wangenheim & Bayon 2007).  

Some studies found that participation in an LP increases attitudinal loyalty and store 

satisfaction (Yi & Jeon 2003; Bridson et al. 2008). Nevertheless, the causal direction of the 

constructs cannot be unequivocally confirmed because of possible endogeneity and self-

selection bias: attitudinally loyal customers are intrinsically more motivated to enroll in an 

LP (Dholakia 2006; Demoulin & Zidda 2009). Although the general literature on customer 

management has established a positive relationship between customer satisfaction and 

repurchase behavior (Szymanski & Henard 2001; Bolton et al. 2004; Verhoef, van Doorn, & 

Dorotic 2007), it is not clear whether LP participation enhances this relationship. Seiders and 

colleagues (2005) found that LP participation does not enhance the effect of customer 

satisfaction on repurchase behavior. Conversely, Evanschitzky and Wunderlich (2006) found 

that LP participation enhances the link between conative loyalty (attitudinal repurchase 
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intention) and actual buying behavior. We further note that the effect is likely to differ across 

customer segments. The reinforcing effect of attitudinal on behavioral loyalty is more likely 

to occur for LP members with initially high levels of commitment, because they have 

intrinsic motivation to develop a relationship with the firm (Keh & Lee 2006; Dholakia 2006; 

Hennig-Thurau & Paul 2007; Demoulin & Zidda 2008; Lacey 2009).  

 

2.4.2 Initial Generalizations 

Researchers have mainly considered the effects of LPs on either attitudes or behavior; studies 

of their simultaneous effects on both are scarce. Yet sustainability of the positive effects of 

LPs depends on both aspects of members‘ loyalty. Although initial positive effects of LPs on 

customer attitudes have been demonstrated, the complex process and interaction with 

customer behavior is not well understood yet. The intrinsic motivation to be in a relationship 

with a firm seems to be the major driver of members‘ loyalty; however, existing studies on 

the effects of LP participation on attitudinal responses rarely account for self-selection bias.    

 

2.4.3  Future Research Directions  

We point out the following specific opportunities for future research: 

1. An interaction between attitudinal and behavioral aspects of customer loyalty is not well 

understood. Which dimension is more critical for the longevity and profitability of LP 

membership: customer attitudinal or behavioral responses? Do attitudes mediate the effect 

of LPs on behavior, or do LPs directly affect behavior, which subsequently improves 

attitudes? Ideally, such studies should employ longitudinal data of LP membership, 

customer attitudes, and behavior, and should account for the endogenous nature of LP 

membership.  

2. Studies with repeated measurements over time are warranted, to explore the causal 

directions between LP participation and the interrelated constructs of customer behavior 

and attitudes. Do LP members increase their attitudinal loyalty over time because of 

participation in an LP? How does this translate to behavioral outcomes? A lack of 

empirical evidence exists on whether LP members with low levels of attitudinal loyalty 

increase their attitudinal loyalty over time as much as they increase behavioral loyalty 

(Liu 2007).  

3. Competition among LPs increases members‘ sensitivity toward rewards and deals 

offered, which increases the bargain-hunting mentality. So far research has not yet 

investigated inherent attitudes and loyalty toward an LP. How strong is the effect of 
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loyalty to incentives and/or rewards among LP members? In a low-involvement setting, 

loyalty to the LP may fully mediate the effect of an LP on customer attitudes (Yi & Jeon 

2003). How detrimental is this effect to LP providers? Do customers become loyal to the 

LP or to the retailer running the LP?  

 

 

2.5  The Points-Pressure and Rewarded-Behavior Mechanisms 

2.5.1  The Points-Pressure Mechanism 

Effects of the LP on customer behavior and attitudes may work through several processes 

(Figure 2.1). If LP rewards are based on thresholds of accumulated purchases, then the 

points-pressure mechanism encourages customers to increase purchase frequencies and/or 

volume to obtain the reward (Nunes & Dreze 2006b; Kivetz et al. 2006). Points-pressure 

effects can be enhanced by manipulating customers‘ perceived proximity to obtaining the 

reward, for example by endowing customers with initial points (Kivetz et al. 2006) or by 

dividing the reward into subgoals (Dreze & Nunes 2007). However, setting subgoal 

thresholds too low can demotivate customers and decrease the attractiveness of the rewards 

(Dreze & Nunes 2007). In contrast, setting high thresholds has negative effects on infrequent 

users, who may experience the reverse-points-pressure effect, in which they feel discouraged 

from further purchasing because of their inability to meet thresholds (Lewis 2004; Blattberg, 

Kim & Neslin 2008).  

 

2.5.2  The Rewarded-Behavior Mechanism 

The rewarded-behavior mechanism occurs after a customer has obtained the reward and 

encourages rewarded customers to maintain or further increase purchase levels. The 

rewarded-behavior mechanism subsequently dampens the fall in purchase patterns that would 

occur after the reward is obtained (Blattberg, Kim & Neslin 2008). In a short-term LP, Lal 

and Bell (2003) found a positive difference in spending levels between LP members who had 

redeemed rewards and those who had not. The rewarded behavior enhances behavioral 

responses through the behavioral learning that repurchase leads to a reward (Rothschild & 

Gaidis 1981; Taylor & Neslin 2005). In addition, rewarding may increase affect, which in 

turn reinforces the attitudinal attachment of a member to a firm, which may subsequently 

increase retention and purchase rates (Engel, Blackwell, & Miniard 1995; Taylor & Neslin 

2005; Palmatier et al. 2009). The strength of the effect depends on the member‘s previous 

levels of loyalty, intrinsic motivation to be in a relationship, and type of reward (Roehm et al. 
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2002; Lal & Bell 2003; Taylor & Neslin 2005; Dholakia 2006; Keh & Lee 2006; Liu 2007; 

Wirtz, Mattila & Lwin 2007). 

 

2.5.3  Empirical Findings  

The existence of the both mechanisms is found among frequent business travelers in the 

airline industry (Kopalle et al. 2006). The effect of the increased purchase probability carries 

over to the period after the customer redeems a reward, though the rewarded-behavior effect 

in this study is fairly short term. For an offline retailer, Taylor and Neslin (2005) found that 

points pressure increased the weekly sales per household by an average of 6 percent, whereas 

rewarded behavior increased sales by 1.8 percent. The difference in effect sizes between 

points pressure and rewarded behavior can be attributed to the fact that obtaining a reward 

reinforces more subtle, attitudinal effects that cannot be measured through the changes in 

purchase levels in the short run but may exhibit an important effect on the relationship 

between the customer and the firm. Importantly, the rewarded-behavior effect seems to be 

stronger for light users (Lal & Bell 2003; Taylor & Neslin 2005). 

For rewarded-behavior effects to occur, an LP member needs to obtain or redeem a 

reward. Similarly, for points pressure to occur, the LP member has to value the reward. Many 

studies have found that a large percentage of LP rewards are not redeemed. Lal and Bell 

(2003) found that between 26 percent and 51 percent of LP members did not redeem a reward 

they were entitled to. Dreze and Hoch (1998) found a redemption rate of 29 percent; Taylor 

and Neslin (2005), 20 percent; and Kopalle et al. (2006), 75 percent. Few empirical findings 

explain this phenomenon, its drivers, and its consequences (see also Smith & Sparks 2009). 

 

2.5.4  Initial Generalizations 

Overall, existing research on the points-pressure and rewarded-behavior mechanisms has 

indicated their positive effects. In particular, stronger empirical support exists for points-

pressure effects, which experimental studies on consumer decision making and empirical 

studies of actual LPs have confirmed. The evidence is less clear regarding the effect sizes and 

persistence of the rewarded-behavior effect. Available studies substantially differ regarding 

the persistence of the effect, from up to eight weeks (Taylor & Neslin 2005) to a very short-

term impact (Kopalle et al. 2006).  
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2.5.5  Future Research Directions  

1. Although multiple studies have investigated the points-pressure and rewarded-behavior 

effects, longitudinal studies should evaluate the lift potential and long-term effects of the 

mechanisms. In particular, more evidence is needed on the persistence of the effects in 

short-term versus permanent LPs. Such future studies could account for the forward-

looking behavior of LP members.  

2. As noted, there is empirical evidence supporting the existence of the points-pressure and 

rewarded-behavior mechanisms. However, we still do not fully understand why these 

effects occur. More insights are needed into processes that drive the loyalty-reinforcing 

effect (Blattberg, Kim & Neslin 2008: 551). What are the drivers of LP effects in 

programs without explicit LP thresholds? What drives the behavior of members in LPs in 

which accumulated points do not expire and members decide themselves when to redeem 

and how much to redeem. Does rewarded behavior occur because of behavioral learning 

that reinforces habitual buying and inertia, or does it occur because of enhanced cognitive 

and affective changes in customer attitudinal loyalty that reinforce positive affect?  

3. Related to the previous point, the interaction between switching costs and LP mechanisms 

is not well understood, particularly with respect to how rewarded behavior affects 

switching costs. Also, how do perceived switching costs affect the rewarded-behavior 

effect? Do effects differ for economic and psychological switching barriers?  

4. Although positive effects of the points-pressure mechanism are empirically substantiated, 

not much is known about responses of customers who could not reach reward thresholds. 

What is the impact of the reverse-points-pressure effect on LP members‘ behavior and its 

consequence on profitability? Does failure to reach a reward threshold demotivate LP 

members in their subsequent behavior? 

5. Despite the importance of redemptions, not much is known about why LP members 

redeem or not. More research is needed to explain why those who qualify for a reward do 

not redeem it. And how can LP operators increase redeeming rates?  

 

 

2.6  Personalized Marketing and Sales Promotions  

2.6.1 Benefits of Personalized Marketing  

Loyalty programs yield a wealth of data about individual customer behavior (e.g., purchases, 

responses to marketing mix), which provides an important source of information for fine-

tuning various marketing efforts (Kumar & Shah 2004; Kumar & Reinartz 2006; Berman 
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2006; Leenheer & Bijmolt 2008). First, LP data can successfully segment a market and 

increase the value of an offer to target segments, as the practice of the U.K. retailer Tesco 

demonstrates (Rowley 2005; Kumar & Reinartz 2006; Turner & Wilson 2006). Second, 

personalized communication through direct mailing and relationship magazines increases 

members‘ behavioral loyalty (Verhoef 2003; van Heerde & Bijmolt 2005; Rust & Verhoef 

2005; Meyer-Waarden 2007). Personalized treatment of an LP member also increases 

relational bonds of the member with a firm, which further reinforces the member‘s behavioral 

loyalty (Lacey et al. 2007; Palmatier et al. 2006). Third, personalized marketing offers may 

increase members‘ purchases in new consumption areas, which results in cross- and up-

selling (Knott et al. 2002; Berman 2006). LP members, particularly those with higher levels 

of loyalty, are prone to broaden the relationship with a firm through cross-buying of a firm‘s 

products (Meyer-Waarden 2007; Lemon & von Wangenheim 2009).   

 

2.6.2  Costs of Personalized Marketing   

The benefits of personalized marketing have to be leveraged against its costs. Personalized 

marketing may evoke negative reactions if members perceive it as used to discriminate 

among customers. Particularly, the negative reaction is pronounced if targeted price 

promotions offer nonmembers or light users lower prices than LP members (Feinberg et al. 

2002; Lacey & Sneath 2006). Moreover, the effectiveness and profitability of customized 

promotions varies across market contexts (e.g., online versus offline) and in the sensitivity of 

program members to personalized marketing efforts (Zhang & Wedel 2009). Customized 

price promotions are more viable in online than offline settings, and low redemption rates 

(i.e., low promotion sensitivity) are a major impediment to the success of customized 

promotions in offline stores (Zhang & Wedel 2009). 

 

2.6.3  Personalized Marketing and Sales Promotions  

Little is known about the relative effectiveness and profitability of LPs relative to other 

marketing instruments, especially relative to the traditional forms of sales promotions (e.g., 

price discounts, in-store promotions). Zhang, Krishna, and Dhar (2000) found that the impact 

of sales promotions that offer immediate rewards is greater than the impact of delayed 

incentives that LPs offer. Still, it is not clear whether firms should prefer traditional forms of 

sales promotions over LPs. Analytical findings are mixed, and empirical studies are scarce. 

The available studies indicate that multiple LPs can effectively coexist between two 

competing firms that both offer LPs, as well as in the situation when one firm competes 
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through LP and another by lowering prices (Kim et al. 2001; Kopalle & Neslin 2003; Singh 

et al. 2008).  

Rather than choosing between LPs and alternative marketing instrument, it is 

important to look at synergies between them (Mauri 2003; Lewis 2005). LPs with the highest 

market share benefit the most from having LPs (Meyer-Waarden & Benavent 2006; Leenheer 

et al. 2007; Liu & Yang 2009). This suggests that such firms have previously established 

marketing efforts that an LP complemented. In general, LPs are not likely to increase 

customer loyalty independent of other marketing efforts. Liu and Yang (2009) indicated that 

LPs create incremental sales in an interaction with other marketing-mix elements. There is 

scarce and mixed evidence on the interaction effects of LPs and other elements of marketing 

mix. On the one hand, the synergy effect between sales promotions and LPs can be used to 

develop strategies for various customer segments. Although LP strategies are used for 

involved customers, short-term sales promotions appeal to nonmembers or customers who 

place less value on the LP (Taylor & Neslin 2005; van Heerde & Bijmolt 2005). On the other 

hand, sales promotions directed at LP members may further enhance the effects of the LP. 

Initial evidence speaks in favor of positive interactions between LPs and short-term sales 

promotions (Sharp & Sharp 1997; Dreze & Hoch 1998; Mauri 2003; Lewis 2004; Kim et al. 

2009). Lewis (2004) found that receiving an LP-induced e-mail coupon increases members‘ 

purchase incidence rate, spending volume, and average revenues. Similarly, short-term 

promotions are found to increase purchases of LP members (e.g. Kim et al. 2009). Therefore, 

the points-pressure effect in an LP may positively interact with the sales promotion effect 

(Kivetz et al. 2006). Indeed, analytical evidence obtained by Villanueva and colleagues 

(2007: 120) shows that the most viable long-term strategy for maximizing customer lifetime 

value in a competitive context is to focus on maximizing short-term profits: ―the correct long-

term approach to customer relationships in competitive environments may involve period-by-

period profit maximization.‖ We believe that interaction between short-term sales-promotions 

and long-term LPs has the greatest potential to achieve this maximization.   

Nonetheless, short-term promotions may have a detrimental effect on long-term LP 

effectiveness if they encourage deal-prone behavior. LP members, particularly heavy users, 

are most prone to use a promotion and to redeem a reward (Lal & Bell 2003; Bellizzi & 

Bristol 2004), though it is likely they would buy the product anyhow. This can have a 

significant detrimental impact on firm profitability and may increase members‘ loyalty to 

program incentives rather than to the firm (Rothschild & Gaidis 1981; Dowling & Uncles 

1997).  
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2.6.4  Initial Generalizations 

Because of the lack of empirical evidence, it is hard to make generalizations on the topics 

discussed in this section. Yet several authors suggest that the main potential of an LP is not 

its ability to affect customer behavior directly but its provision of individual- level data that 

enable firms to improve marketing effectiveness and efficiency (Ziliani & Bellini 2004; 

Kumar & Reinartz 2006; Cortinas et al. 2008). Specifically, this potential can be used in 

personalized communication and interaction between LPs and other elements of the 

marketing mix. In particular, initial evidence suggests that sales promotions in LPs may 

significantly enhance members‘ behavior.  

 

2.6.5  Future Research Directions  

Empirical findings in this domain are particularly scarce, and we outline here only some of 

the possible research contributions: 

1. Initial evidence suggest that members who are close to obtaining a reward are more 

receptive to promotional offers that help them reach the threshold (Kivetz et al. 2006). 

The interaction effects among the three LP mechanisms—points pressure, rewarded 

behavior, and personalized marketing—warrant further investigation. How do 

personalized marketing offers contribute to points pressure? Personalized marketing may 

contribute to and enhance rewarded-behavior effects. How does personalized treatment 

affect rewarded behavior?  

2. Using the data from an LP offers high cross-selling and up-selling opportunities for LP 

providers. There is a need to quantify such potentials, their impact on long-term customer 

behavior and attitudes, and ultimately their impact on the firm‘s performance.   

3. The integrated communications literature suggests that marketing instruments reinforce 

one another. More insight is required into interactions between LPs and other elements of 

the marketing mix. What is the impact of an LP on firm success relative to and/or in 

combination with the impact of retailers‘ pricing policies, quality perceptions, location, 

and so on?  

4. The relationship between LPs and traditional forms of sales promotions is not well 

understood. Is it more effective and profitable for a firm to pursue the traditional sales 

promotion strategy or to introduce an LP? Do sales promotions have a synergic or 

detrimental long-term effect on LPs? How do in-store promotions affect LP 

effectiveness? 

 



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

COALITION LOYALTY PROGRAMS 

30 
 

2.7  Effects of LP Design  

2.7.1  LP Design 

The design of an LP plays an important role in the enrollment and the effectiveness of the LP, 

as it affects customer perceptions of the value of the program and drives customer behavior. 

Even seemingly irrelevant information in the program design (e.g., different allocations of the 

same amount of points) affects purchase choices and thereby LP performance (van Osselaer 

et al. 2004; Dreze & Nunes 2007). The LP design comprises various aspects, which we group 

into program structure, rewards, and number of program partners. There are numerous other 

practical aspects of LP design that need to be considered when designing an LP. Because the 

focus of this overview is to synthesize the available literature findings, we direct interested 

readers to other sources for more details on other tactical aspects of LP design (e.g. Berman 

2006; Blattberg, Kim & Neslin 2008).  

 

2.7.2  LP Structure 

Two prevalent LP structures exist: frequency-reward LPs and customer-tier LPs (Blattberg, 

Kim & Neslin 2008). Frequency-reward LPs have the structure ―buy X times/amount, get a 

reward‖ and reward discounts or gifts to all LP members who reach required thresholds. The 

customer-tier LP structure places customers into different segments according to their value 

to a firm, based on either actual or potential profitability (Kumar & Shah 2004; Blattberg, 

Kim & Neslin 2008). The firm provides differentiated services or products to each tier, 

usually through preferential treatment of higher tiers and segment-tailored offers (Lacey et al. 

2007; Dreze & Nunes 2009). By providing tailored offers and greater value to distinct 

segments, a firm is better able to serve diverse customer needs and to build members‘ ―true‖ 

loyalty (Zeithaml et al. 2001; Kopalle et al. 2006; Lacey et al. 2007). Still, scarce empirical 

evidence exists to directly compare the effectiveness of different program structures. Only 

Kopalle and colleagues (2006) compared the two structures and found that the vast majority 

(approximately 94 percent) of an airline‘s business customers prefer the customer-tier 

component of an LP to the frequency-reward component. 

Three prerequisites seem necessary for the effectiveness of customer-tier programs. 

The first challenge is to identify a set of important differences based on which customer tiers 

may be created. This set must include not only the right behavioral and attitudinal indicators 

but also indicators of the customer‘s future potential (Zeithaml et al. 2001; Kumar & Shah 

2004). The second challenge is to discriminate between LP members without alienating or 

demotivating them, as customers are very sensitive to what they obtain relative to other 
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customers (Feinberg et al. 2002; Kivetz & Simonson 2003; Stauss et al. 2005). In contrast, 

the status perceptions in a tier may be diluted if that tier‘s membership is expanded (due to 

loss of exclusivity) or when more tiers are included in the LP structure (Dreze & Nunes 

2009). The third challenge for a customer-tier LP is to induce customers to increase loyalty 

over time (Kumar & Shah 2004; Nunes & Dreze 2006; Blattberg, Kim & Neslin 2008). 

Customer-tier LPs may create the points-pressure effect for members who are close to 

qualifying for the higher tier or close to being downgraded to a lower tier (Dreze & Nunes 

2009). Subsequently, the rewarded-behavior effect of reaching a higher tier may reinforce 

loyalty. However, offering personalized treatment and attempting to delight the best 

customers can be very costly, and the resulting gain is uncertain. If heavy buyers, because of 

the ceiling effect, are not likely to further increase their expenditures regardless of the firm‘s 

costly efforts, and the firm undertreats its light users in lower tiers, the LP potentials will be 

underused. Kim and colleagues (2009) found that awarding customers with LP membership 

(through a firm‘s selection of the best customers, to whom it grants LP membership) may 

induce positive effects on members with low levels of behavioral loyalty only if their 

attitudinal attachment is high.  

 

2.7.3  LP Rewards 

Loyalty programs offer rewards on the basis of members‘ purchase history, usually through 

an accumulation of some reward currency based on purchase frequency and volume (Berman 

2006; Kopalle et al. 2006). Overall, LPs should tailor rewards to members‘ expectations, as 

the perceived satisfaction with LP rewards enhances members‘ loyalty (Wirtz, Mattila & 

Lwin 2007; Demoulin & Zidda 2008). The effectiveness of different types of rewards and/or 

their timing is assessed most often in existing research. 

 

2.7.3.1 Reward Types 

Rewards in LPs differ with respect to whether they are related to the focal firm‘s offering and 

whether they offer intrinsically economic or nonmonetary incentives.  

Rewards may be direct (when related to the focal firm; e.g., ―Buy ten coffees, get one 

free‖) or indirect (when unrelated to the focal firm‘s offering; e.g., ―Rent a car ten times, get 

a coupon for massage‖). Existing research findings indicate that direct rewards should be 

preferred over indirect rewards if they can enhance brand associations of the LP provider. In 

such case, a direct reward reinforces the attitudinal attachment and an intrinsic motivation to 

be in the relationship (Roehm et al. 2002). These effects increase customer loyalty, 
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particularly in high- involvement settings or if members had to invest effort to obtain the 

reward (Yi & Jeon 2003; Kivetz 2003, 2005). The attractiveness of indirect rewards may 

increase with luxury rewards (e.g., a massage) and as the effort to obtain those rewards 

increases (Kivetz & Simonson 2002).  

Rewards can be intrinsically economic or nonmonetary (Yi & Jeon 2003; Keh & Lee 

2006; Bridson et al. 2008). Economic or hard rewards usually offer saving benefits through 

discounts, coupons, rebates, or cash rewards. Nonmonetary or soft rewards provide primarily 

psychological and emotional benefits through preferential treatment, additional services and 

upgrades for members, special events, entertainment, or elevated status. Interesting examples 

of nonmonetary LP rewards include meeting one‘s favorite actor or obtaining private jet-

flying lessons (Capizzi & Ferguson 2005; InCircle 2009).  

Among economic rewards, empirical evidence emphasizes the effectiveness of direct 

over indirect economic rewards (Yi & Jeon 2003; Kivetz 2005; Keh & Lee 2006). In 

particular, cash rewards are inefficient for a firm because they incur higher unit costs than 

direct rewards (Kim et al. 2001; Palmatier et al. 2006). Cash rewards are viable only when 

the heavy-user segment is small and more price sensitive than the light-user segment (Kim et 

al. 2001). Otherwise, economic rewards may have a detrimental effect on customer loyalty. If 

perceived as controlling, economic incentives decrease customers‘ intrinsic motivation to be 

in the relationship, which translates to lower future loyalty intentions, higher reaction against 

an LP, and higher switching rates (Dholakia 2006; Henning-Thurau & Paul 2007; Wendlandt 

& Schrader 2007). Moreover, economic incentives (particularly indirect ones) may draw 

customers‘ attention away from the brand and to the reward, thus inducing spurious loyalty 

and cherry-picking for incentives (Roehm et al. 2002; Yi & Jeon 2003; Bellizzi & Bridson 

2004; Henning-Thurau & Paul 2007). 

Studies on soft or nonmonetary rewards have mainly focused on psychological and 

emotional benefits of rewarding. A reward obtained through an LP can evoke a sense of 

getting a good deal (Thaler 1985), a feeling of the firm‘s appreciation that evokes reciprocal 

feelings (gratitude) in customers (Gwinner et al. 1998; Kumar & Shah 2004; Palmatier et al. 

2009), a sense of belongingness (Dowling & Uncles 1997), and an elevated sense of status 

(Dreze & Nunes 2009). Preferential treatment is the most often studied soft reward. It has a 

positive influence on customers‘ commitment, satisfaction, word of mouth, perceived status, 

repurchase intentions, and willingness to cooperate (Smith et al. 2003; Lacey et al. 2007; 

Bridson et al. 2008; Dreze & Nunes 2009). Specifically, preferential treatment in LPs 

strengthens relationship commitment, which enhances SOW and increases purchases in 
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consumer markets (Lacey et al. 2007). Similarly, LP investments that aim to build relational 

bonds with business customers through personalized treatment have the greatest potential to 

increase profits (Palmatier et al. 2006). In customer tier LPs, preferential treatment rewards 

interact with rewards of elevated status. A stratification of LP members into hierarchical tiers 

elevates customers‘ perceptions of status and relative superiority, which increase s overall 

positive feelings about the relationship (Dreze & Nunes 2009). However, once accustomed to 

benefits of a certain status, LP members may become more critical in their evaluations 

(Stauss et al. 2005). Higher-status customer tiers, for example, can be particularly sensitive to 

service failures and loss of status membership (von Wangenheim & Bayon 2007; Wagner et 

al. 2009). The negative effects of downgrading are much stronger than the positive effects of 

rewarding by upgrading to higher tiers.  

It is difficult to directly compare the effectiveness of various types of LP rewards 

given differences in reward types, diverse methodologies, and metrics used. However, 

economic and soft rewards should be considered complementary rather than mutually 

exclusive (Kumar & Shah 2004; Kopalle et al. 2006). For example, Bridson, Evans, and 

Hickman (2008) found that hard rewards are important predictors of store satisfaction, 

whereas soft rewards are important drivers of store loyalty.  

 

2.7.3.2  Reward Timing 

The timing of LP rewards relates to the preference for an immediate or delayed reward. When 

customers are not intrinsically motivated to build a relationship with a firm, they prefer 

immediate over delayed rewards, even if immediate rewards are of a lesser value (Yi & Jeon 

2003; Kivetz 2003; Keh & Lee 2006). Delayed rewards may be viable in markets prone to 

variety-seeking behavior (Zhang et al. 2000), for high-preference brands (Dhar, Morrison, & 

Raju 1996), and among satisfied LP members (Keh & Lee 2006). 

Blattberg, Kim and Neslin (2008: 567) point out two important but underresearched 

aspects of LP reward timing: continuity and linearity. Continuity refers to whether the 

member obtains a reward after each purchase or only after reaching a threshold. Continuous 

rewarding may, for example, offer one loyalty point for each euro spent in an LP. Although 

continuous rewarding can reinforce rewarded behavior, it does not create points pressure. The 

linearity pertains to the ratio between purchases and rewarding at various purchase levels. 

Linear rewarding therefore awards one point for each euro spent, regardless of the amount of 

previously accumulated purchases; a nonlinear schedule would increase the ratio for higher 

levels of accumulated purchases. An issue related to reward timing is the expiration of 
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obtained loyalty points. Although reward expiration creates stronger points pressure (Kopalle 

& Neslin 2003), it may also cause frustration or demotivate light users (Stauss et al. 2005). 

 

2.7.4  Single-Vendor LP or LP Partnerships 

Although single-vendor (or sole-proprietary) LPs used to dominate markets, partnerships in 

LPs have become a prominent trend, one that is likely to increase in the future (Capizzi & 

Ferguson 2005; Berman 2006; Ferguson & Hlavinka 2009). Partnering in LPs takes two 

forms (Blattberg, Kim & Neslin 2008; Lemon & von Wagenheim 2009). One form includes a 

dominant firm that offers an LP whose members can earn or redeem collected points at some 

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

services, rental companies, travel agencies, and retailers). Another form of LP partnering 

includes an LP of a coalition of companies, with the management of the LP independent of 

coalition partners and run by a specialized operator. Such coalitions are known as multi-

vendor LPs (also coalition LPs or multi-partner LPs) and usually comprise partnerships in 

frequently purchased sectors (e.g., grocery, petrol, apparel, credit card). Nectar in the United 

Kingdom and Air Miles in Canada are prominent examples. 

To members, LP partnerships provide advantages of convenience, faster point 

collection, and more redemption options in comparison to the single-vendor LPs (O‘Brien & 

Jones 1995; Wright & Sparks 1999; Capizzi & Ferguson 2005; Berman 2006). To partnering 

firms, besides cost sharing, LP partnerships offer strategic advantages of networking through 

spillover effects of partners‘ images and cross-selling opportunities (Varadarajan 1986; 

Simonin & Ruth 1998; Rese et al. 2008; Lemon & von Wangenheim 2009). Having a sole 

card for purchases at multiple vendors may encourage members to patronize vendors that 

belong to a network and use promotions at network partners to collect loyalty rewards more 

quickly. Wright and Sparks (1999) found that more than 52 percent of LP memberships in an 

analyzed U.K. sample were memberships in multi-vendor LPs and that such LP cards are 

used more frequently than single-vendor cards. Although highly relevant in practice, little 

research has investigated such networking effects across vendors in LP partnerships. Lemon 

and von Wangenheim (2009) show that customer usage and satisfaction with a core service 

increases cross-buying from complementary partners in an LP partnership (e.g., car rental, 

hotel), which in turn reinforces future use of the core service. Nevertheless, the effects are 

limited to highly complementary partners, and the reinforcing mechanism does not occur 

between partners with weaker fit, like an airline and a credit card service.  
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A debate on the effectiveness of multi-vendor LPs is still strong. Although some 

authors believe that described benefits of such networking make multi-vendor LPs ―the 

natural end game for loyalty evolution‖ (Ferguson & Hlavinka 2006: 297), others are 

skeptical because of the incongruence of LP benefits with focal products (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). Two empirical 

studies that assessed aggregate purchase patterns in multi-vendor LPs obtained mixed 

findings. Sharp and Sharp (1997) found no support for the network effect in an Australian 

multi-vendor LP. They assessed network effect across competing partners (all partners were 

department stores) rather than across complementary businesses. Using the same 

methodological approach, Meyer-Waarden and Benavent (2006) found significant, positive 

network effects among French retail stores that belong to the same multi-vendor LP; 

members were more likely to purchase across partners than from nonpartner stores.  

 

2.7.5  Initial Generalizations 

Program design has gained much attention in the literature, which offers the following 

generalizations. Initial evidence indicates the greater potential of customer-tier LPs to build 

lasting customer loyalty. The giving of direct rewards from the LP provider‘s offer (e.g., a 

cafeteria offering free coffee) is more effective than giving a reward unrelated to the LP offer. 

Cash rewards are particularly inefficient for firms. Soft LP rewards, which emphasize the 

relationship between a firm and an LP member, have positive effects on members‘ attitudinal 

and behavioral responses. For relationship-building efforts, firms should use delayed LP 

rewards. Finally, despite anecdotal evidence in favor of LP partnerships, the empirical 

evidence is too scarce to confirm their primacy over single-vendor LPs. 

 

2.7.6  Future Research Directions  

1. In general, more research is needed on the effectiveness of different LP structures and 

their impact on short- and long-term customer loyalty and firm profitability. Research is 

warranted on the impact of frequency-reward versus customer-tier LP structures relative 

to the state when LP is not offered and relative to the everyday- low-price strategy (Singh 

et al. 2008; Blattberg, Kim & Neslin 2008). Which market conditions (e.g., sector, 

competition intensity) favor certain LP structures over others? 

2. Effectiveness and profitability of a customer-tier LP largely depends on its ability to 

define meaningful customer tiers with respect to their past, current, and future potential. 
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Which indicators can profitably discriminate among customers in customer-tier LPs 

without alienating customers? Which forward-looking metrics related to customer 

lifetime value are the best metric for customer selection in customer-tier LPs? How are 

customer lifetime metrics related to selection into customer-tier LPs? 

3. One explanation for the weak effects of LPs on changes in purchase behavior of some 

segments is the low perceived benefits of LP rewards and high thresholds to reach those 

rewards (Noble & Phillips 2004; Meyer-Waarden & Benavent 2009). Can greater reward 

differentiation between customers induce changes and customer engagement?  

4. Existing research seems to favor hard (economic) rewards. However, hard and soft 

rewards may strengthen each other. Interactions between hard and soft rewards require 

further investigation. Which hard and soft rewards can be successfully combined across 

diverse LP membership segments? Should LP tiers differ in hard and soft and in 

immediate and delayed benefits offered (e.g., hard, immediate benefits for lower tiers and 

soft benefits to the higher ones)? Would this induce spurious loyalty among lower-tier LP 

members and alienate higher-tier members? 

5. Although linear continuous LPs are the most common, each combination of continuity 

and linearity of rewards has its advantages and weaknesses, and more research is needed 

to assess the effectiveness of various options. How does the effectiveness of continuous 

versus threshold LPs differ across diverse market contexts and customer segments? 

Which LP reward is most efficient: linear, convex, continuous, threshold, or some 

combination of those? 

6. Reward structures are not stable over time; firms typically change them to adapt to 

strategic directions (e.g., reduce number of loyalty points offered). Can firms change their 

reward structures without repercussions for program attractiveness and effectiveness? 

Which changes are detrimental to the program, and which changes may benefit it? How 

should firms communicate these changes? 

7. Despite the frequency of LP partnerships, there is a lack of research into their effects. Are 

LP partnerships more effective and profitable strategies than single-vendor LPs? Which 

type of LP partnership is more effective, and how do different designs affect profitability 

across partners? How strong are spillover effects in such networks? How do effects differ 

across diverse partners (e.g., effects across competing partners versus across 

complementary or distant partners)? 
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2.8  Conclusion 

 

As LPs proliferate in the market, despite unequivocal evidence of their effectiveness in 

managerial literature, thorough research into their effectiveness seems ever more warranted. 

Not only are LPs costly to initiate and maintain; their success depends on the firm‘s strategic 

planning of their design, market, and business goals. Unfortuna tely, because many LPs are 

primarily defensive responses to competitors‘ programs, their potentials may be underused. 

Moreover, as LPs proliferate, their ability to induce customers‘ long-term commitment 

diminishes. Therefore, demand for scientific knowledge about the drivers of LP success 

continues to increase. This review summarizes the insights from literature pertaining to LPs 

and differentiates them according to the strength of the evidence provided. From this 

overview, we note important generalizations that hold across studies (for a summary, see 

Table 2.1). Tables at the end of this chapter contain a more detailed overview of findings 

from selected studies discussed herein. We hope this chapter will facilitate better 

understanding of the impact of LPs and stimulate future research in this exciting area.  

 
Table 2.1 Inital generalizations on the impacts of LPs  

Area Initial Generalizations 

LP enrollment 

 The likelihood of enrolling into a new LP depends on distance from the store, previous purchase levels , 

and attitudinal commitment of LP members  (self-selection of customers into LPs) 

 Privacy concerns become increasingly important impediment to LP participation  

 Economic benefits of LPs the most important drivers of LP part icipation  

 Sociodemographic characteristics are not important moderators of LP enrollment  

LP effects on 

customer 

behavior 

 In general, LP part icipation has positive effects on customer behavior (retention and expenditures). 

 LP participation particularly increases expenditures (spending, frequency) of low and moderate buyers. 

 Increases in retention and expenditures have positive effects on profitability.  

 Switching costs occur in LPs, but they are the most relevant to medium-level users.  

 Findings on the impact on SOW are mixed.  

 Methodological and contextual d ifferences in analyses explain the mixed findings in LP studies. 

LP effects on 

customer 

attitudes  

 LP members have more positive attitudes and commitment than nonmembers. 

 Perceived attractiveness of an LP and its rewards enhances satisfaction and overall attitudinal loyalty of LP 

members.   

LP mechanisms 

 LP members increase expenditures the closer they are to obtaining a reward (the points-pressure 

mechanis m). 

 Initial evidence suggests positive effects of obtaining a reward on subsequent attitudinal and behavioral 

responses of LP members (the rewarded-behavior effect). 

LP design 

 Rewards related to a firm‘s offer (d irect rewards) are more effective than unrelated rewards. 

 Cash rewards are inefficient incentives. 

 Preferential treatment in LPs increases member‘ attitudinal and behavioral responses. 

 Delayed rewards should be used for loyalty building among satisfied and committed customers  
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Table 2.2 Adoption of LPs 

Study 

 

Context 

(Country) 

Dependent Variable(s) Research 

Design
a
 

Selected Findings 

Wright & Sparks 

(1999) 

Retailing  

(U.K.) 

LP ownership, types of 

LP, reasons for 

applying/refusing LP  

Survey 

(interview) 

Economic reasons are most important drivers of LP enrolment: rewards, in-store 

promotions, credit reasons. Not shopping often enough at the store and having too 

many cards are the most prominent reasons for refusing LPs.  

Graeff & Harmon 

(2002) 

Various  

(U.S.A.) 

Awareness of data 

collection practices, 

privacy concerns 

Survey  Customers believe retailers use LPs to increase loyalty and competitiveness, low 

awareness of personal informat ion use. Customers concerned about usage of personal 

informat ion, especially  in Internet purchases. Effect pronounced among women, h igh 

income, and younger customers. 

Allaway, 

Berkowitz, & 

D‘Souza (2003) 

Retailing 

(U.S.A.) 

Likelihood of adoption Scanner data  Likelihood of adoption of new LP influenced primarily by distance from store; 

secondarily by store characteristics, billboards, radio event promotions. Influence of 

previous adopters is key driver of new enrollments. Innovators have higher income and 

often executive or professional employment.  

De Wulf et al. 

(2003) 

General  

(Belgium) 

Likelihood of join ing 

described LPs 

Conjoint 

analysis 

Choice to participate in LP determined by participation costs and expected program 

benefits (70%). Consumers who value exclusive membership and those with high 

purchase volumes most likely to participate in LP.  

Kivetz & 

Simonson (2003) 

Retailing (gas 

station, 

department 

store) (U.S.A.) 

Likelihood of join ing 

LP, willingness-to-pay 

fees, difficulty to 

comply with LP 

requirements  

Experimental 

studies 

Evaluation of LPs based on effort to obtain a reward relative to same effort  for other 

customers. When consumers perceive effort  advantage, increasing program 

requirements enhances likelihood of joining LP and perceived value. Effect  

pronounced among women. 

Magi (2003) Grocery retailing 

(Sweden) 

Share-of-purchases 

(SOP); share-of-visits 

(SOV) in the primary 

store 

Store choice 

diary, follow-

up survey  

Nonsignificant main effects of sociodemographic variables (age, sex, purchase 

volume, income, household size, employment, number of small ch ildren) on SOP or 

SOV. Positive moderating effects of purchase volume × satisfaction; heavy buyers 

more sensitive to changes in satisfaction. 

Noble & Phillips 

(2004) 

General retailing 

(U.S.A.) 

Reasons to refuse to 

enroll in LPs or quit 

memberships 

Focus groups, 

interviews  

Most prominent reason: high initiation requirements. Other important dimensions: 

requirements for accumulat ion, mental energy, overall perceived effort, perceived loss 

of privacy, social status. 

Stauss, Schmidt, 

& Schoeler (2005) 

Transportation 

service (n.a.) 

Customer frustration in 

LPs 

Focus groups The strongest impact on frustration: qualification barriers, impossibility to claim 

reward, low value of reward, high costs of redemption. Frustration sensation triggers 

protest and avoidance. Two directions of influence: LP itself or program provider.  

Dholakia (2006) Financial 

service, car sales, 

fast-food  

(U.S.A.) 

Purchase propensity, 

perceived control, 

positive anticipated 

emotions 

Experimental 

field studies 

Automatic enrollment in a relat ional LP has positive effects on relational behaviors of 

self-determined customers (intrinsically motivated). For other results, see Table 2.4. 

Evanschitzky & 

Wunderlich 

Retailing (DIY 

franchise 

4 stages of customer 

loyalty: cognitive- 

Survey Gender does not moderate links among stages. Age, education, and income do not 

significantly influence decision to act as loyal customers (purchase choice, WOM).  
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(2006) system) 

(Germany) 

affective-conative-

action loyalty 

Leenheer et al. 

(2007) 

Grocery retailing 

(The 

Netherlands) 

LP membership 

decision, SOW  

Home scanner 

panel data 

Different drivers of decision to become LP member and maintain membership. 

Positive effects on enrolment: perceived economic and noneconomic benefits. 

Negative impact of privacy concern and multiple cards possession. Insignificant 

effects of sociodemographics, except income (negative effect).  

Van Doorn, 

Verhoef, & 

Bijmolt (2007)  

General (The 

Netherlands) 

Number of loyalty 

cards consumer owns 

Survey (self-

reported 

behavior) 

Negative impact of privacy concerns and positive impact of income on number of 

cards consumer holds. Women, consumers age 35–64, those who live together rather 

than single, and own property posses more loyalty cards.  

Wendlandt & 

Schrader (2007) 

Bookstore 

(Germany) 

Willingness to 

participate, negative 

WOM, repurchase 

intention 

Survey(intervi

ews) 

LP can arouse psychological reactance of customers, especially if legal bonds are 

imposed. Reactance against LPs leads to reduced willingness to participate in LP, 

negative WOM and decreased repurchase intention. 

Hunneman, 

Bijmolt, & Elhorst 

(2008) 

Retail (clothes) 

(The 

Netherlands) 

LP penetration rate, no 

of visits, expenditure 

per visit 

Sales data, LP 

database 

Distance to the store negatively affects LP penetration rate and visit frequency, but 

positively affects expenditures per visit.  

Meyer-Waarden & 

Benavent (2009) 

Grocery retailing 

(France) 

Purchase behavior 

before and after LP 

enrolment 

Home scanner 

panel data 

For late adopters: heavier buyers adopt faster. Relative to nonmembers, LP members 

show increase in purchase levels before and at enrolment, effects die out within 6–9 

months. Increases due to switching from competitors. 

Demoulin & Zidda 

(2009) 

Grocery retailing 

(Belgium) 

Adoption likelihood, 

adoption timing 

Survey Perceived advantages/complexity of increases/decreases probability of adoption but 

does not affect its timing. Behavioral (SOW) and attitudinal loyalty increase adoption 

likelihood and timing. Economically driven members adopt faster. 

Mimouni-

Chaabane & Volle 

(2010) 

Retailing 

(France) 

Perceived benefits of 

LPs, perceived 

relationship quality 

Survey Multiple perceived benefits: strongest effects of monetary benefits, followed by 

benefits of exploration, entertainment, social visib ility and recognition. Positive 

relation between perceived relationship investment and relationship quality.  

Notes: LP = loyalty program, SOW = share-of-wallet, WOM = word of mouth. 
a
If not otherwise stated, survey refers to a survey of consumers. 

 
 

Table 2.3 Effects of LPs on customer behavior (attitudinal and behavioral loyalty) and sales 

Study 

 

Context (Country) Dependent 

Variable(s) 

Research 

Design
a
 

Selected Findings  

Sharp & Sharp 

(1997) 

Grocery retailing 

(Australia) 

Repeat purchases, 

SOW, market 

penetration 

Survey (self-

reported panel)  

Overall weak impact of LPs on repeat-purchase loyalty on aggregate levels. Only for 

some LP brands observed levels higher than theoretical benchmark (―excess loyalty‖). 

No network effects. 

Dreze & Hoch 

(1998) 

Grocery retailing 

(baby products) 

(U.S.A.) 

Sales, profit Sales data, 

quasi 

experimental 

design  

Category-related LP act ions significantly increase total sales and profit in destination 

category (25% increase in sales 190% profit growth), number of transactions, number 

of new customers, and total amount of money spent on category on each shopping 

trip.  

Bolton, Kannan, Financial services Customers‘ Cred it card LP membership does not per se affect repurchase but moderates effects of service 
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& Bramlett (2000) (U.S.A.) repurchase decision, 

purchase frequency 

usage data, 

survey 

evaluations on repurchase. Consumers weight losses more than gains in evaluations. 

LP members overlook or discount negative evaluations of the company vis -à-vis 

competition. 

Zhang, Krishna, 

& Dhar (2000) 

Grocery retailing 

(U.S.A.) 

Sales, profit Experiment, 

market data + 

survey  

LPs profitable in markets with high levels of variety-seeking behavior. In markets 

characterized by inertia repurchase, LP rewards merely subsidize sales that would 

have occurred anyway.  

Kopalle & Neslin 

(2003) 

Airline industry 

(U.S.A.) 

Customers‘ purchase 

decisions, consumer 

utility, profit , revenue 

Game 

theoretical 

simulations 

LP economically viable strategies if consumers (1) highly value future benefits, (2) 

LP can expand market, and (3) for higher-preference brands. LP effect ive if generated 

sales increases come from category growth, rather than from competitors.  

Lal & Bell (2003) Grocery retailing 

(U.S.A.) 

Spending, purchase 

frequency, basket 

size 

Sales data Positive impact of LP on shopping behavior and profitability (relative to levels before 

LP introduction). Profitability primarily due to incremental sales to casual shoppers. 

Heavy users redeem the most, which decreases their profitability to retailer.  

Magi (2003) Grocery retailing 

(Sweden) 

Share-of-purchases 

(SOP) and share-of-

visits (SOV)  

Store choice 

diary, fo llow-

up survey  

Chain‘s LP has significant effect on SOV and SOP in that chain  but not a store. 

Modest effect of customer satisfaction on SOP and SOV. Negative effects on SOP of 

having competing card.  

Mauri (2003) Grocery retailing 

(Italy)  

LP usage LP application 

forms, sales 

60% of cards issued not activated or used in the first year. Promotional inducements 

positively affect LP usage, and their absolute value is more important than their 

percentage of total shopping basket.  

Smith, Sparks, 

Hart, & Tzokas 

(2003) 

Retailing (various) 

(n.a.) 

Attitudes towards 

retailer/LP, 

behavioral loyalty, 

usage levels 

Survey, 

consumer diary 

panel 

Nonmembers less loyal, less involved, and less emotionally attached to retailers than 

LP members. Substantially higher spending levels and visit durations for members. 

Members more critical and less satisfied with store but less volatile in perceptions. 

Verhoef (2003) Financial services 

(The Netherlands) 

Customer retention, 

SOW  

Survey, Sales LP membership positively affects both customer retention and customer share 

development. Increase in SOW (0.04) 

Wansink (2003) Consumer 

packaged goods 

(U.S.A.) 

Perceptions of LP 

effectiveness, 

incremental sales, 

profitability  

Survey  

(interviews 

customers, 

managers) 

Brand managers overestimate potentials of heavy users; underestimate profitability 

potentials of low and moderate users. Managers believe heavy users are the most 

profitable to target and should be targeted with costly, high-reward LPs.  

Yi & Jeon (2003) Beauty shops and 

fried-chicken stores 

(not specified) 

LP value perceptions, 

brand/ program 

loyalty (attitudinal 

loyalty to store/LP) 

Survey, 

experimental 

study 

Moderating effect of level of involvement on customer loyalty (attitudinal 

preference). In high involvement, value perception of LP has positive effect on 

loyalty. In low involvement, effect fully mediated by program loyalty.  

Bellizzi & Bristol 

(2004) 

Grocery retailing 

(U.S.A.) 

Behavioral 

loyalty(self reported 

SOW), frequency of 

card usage 

Survey Card usage and card ownership are negatively related to supermarket loyalty. 

Frequent card users are less likely to be supermarket loyal, more likely to patron ize 

different stores and loyalty cards.  

Lewis (2004) Grocery and 

drugstore retailing 

(online) (U.S.A.) 

Purchase choice 

probability, revenues, 

order incidence and 

Online sales 

data, simulation 

experiments 

LP significantly increases repeat purchase rates, revenues, order size (basket), and 

number of orders. 
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order size  

Noordhoff, 

Pauwels, & 

Odekerken-

Schroder (2004) 

Grocery retailing 

(The Netherlands, 

Singapore) 

Self reported SOW, 

Attitudinal store 

loyalty, Store 

satisfaction 

Surveys  LP effects depend on the maturity of the market. Positive LP effects on attitudinal and 

behavioral loyalty in growing market (Singapore). Positive effects only on attitudinal 

loyalty in mature market (NL).  

Taylor & Neslin 

(2005) 

Grocery retailing 

(U.S.A.) 

Sales, rewarded 

behavior, point 

pressure behavior  

Self-reported 

survey data, 

basket item 

data 

LP positively affects sales. Positive impact of current period points -pressure behavior 

and long-term post-program rewarded behavior. Point pressure effects greater than 

rewarded-behavior effects. LP increased sales higher for customers with initially  

lower baseline purchases.  

Seiders, Voss, 

Grewal, & 

Godfrey (2005) 

Retailing (apparel, 

home) (U.S.A.) 

Customer retention: 

repurchase visits and 

repurchase spending 

Sales data, e-

mail and postal 

surveys 

LP participation positively affects both repurchase visits and repurchase spending. LP 

membership effects greater for repurchase visits. Nonsignificant effect on repurchase 

intentions. 

Van Heerde & 

Bijmolt (2005) 

Retailing (apparel) 

(The Netherlands) 

Store revenues, profit  Scanner data  Nonmembers of LP more responsive to price discounts than members of LP. 

Nonmembers important for firm profitability. Door-to-door flyers more effective than 

direct mailings for attracting additional members.  

Carlsson & 

Lofgren (2006) 

Airline (Sweden) Determinants of 

switching costs 

Sales data Frequent-flier LP significantly increases switching costs (12% of average ticket 

price). Large part of switching costs attributed to perceived quality differences.  

Evanschitzky & 

Wunderlich 

(2006) 

Retailing (DIY 

franchise system) 

(Germany) 

4 stages of customer 

loyalty: Cognitive- 

Affective-Conative-

Action Loyalty 

Survey LP membership positively moderates influence between customer‘s buying intentions 

and actual buying behavior. LP members more likely to transform purchase intention 

to actual purchase than nonmembers.  

Gomez, Arranz, & 

Cillan (2006) 

Grocery retailing 

(Spain) 

Commitment, 

satisfaction, trust, 

Perceived behavioral 

loyalty 

Survey  LP members are more behaviorally loyal to retailer, less loyal to competitors, have 

more positive attitudes, higher satisfaction, trust and commitment than nonmembers. 

Customers do not modify their behavior due to LP enrolment. LP reinforces loyalty of 

already loyal customers. 

Meyer-Waarden 

& Benavent 

(2006) 

Grocery retailing, 

Multi-vendor LP 

(France) 

Purchase frequency 

and share, category 

requirement, 

purchase duplication 

Sales data, 

natural 

experiment 

Mixed findings. Significant deviations of penetration, purchase frequency and SOW 

above theoretical benchmark for 3 of 6 LPs. Positive network effects in a mult i-

vendor LP.  

Kopalle et al. 

(2006) 

Airline (U.S.A.) Customer utility 

(current and expected 

future utility) 

Frequent flier 

program data 

Frequency-reward and customer-t ier components of LP increase customer usage. 

Positive effects on rewarded behavior, points-pressure effects, positive state 

dependence. 

Palmat ier, 

Gopalakrishna, & 

Houston (2006) 

Business-to-

business (U.S.A.)  

Change in total profit 

from a customer over 

time  

Survey of 

customers, 

salespeople and 

sales managers 

Effects in B2B setting. Negative effect of financial reward LPs on profit (31% loss). 

Strong positive impact of social LP (personalized treatment and relational bonds) on 

profit (78% gain). Positive impact of structural LP (customer solutions for building 

structural bonds) on profit only for high interaction frequency customers (23% gain).  

Lacey, Suh, & 

Morgan (2007) 

Retailing 

(department store)  

(U.S.A.) 

Relationship 

commitment, WOM, 

customer feedback 

Survey of 

customers‘ 

perceptions  

LP‘s preferential treatment strengthens relationship commitment, which affects 

positive WOM and customer feedback.  
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purchase intentions  

Liu (2007) Retailing (fuel and 

store merchandise) 

(not specified) 

Purchase frequency 

Transaction size  

Reward claim rate  

Sales data Light and moderate buyers at initial stage of relationship over time significantly 

increase their purchase frequency. Heavy buyers do not increase purchase frequency 

and spending over time. 

Mayer-Waarden 

(2007) 

Grocery retailing 

(France) 

Customer retention 

(no-churn), SOW 

Home scanner 

panel data 

Positive effects on SOW and retention (negative churn). Negative effect on customer 

retention of simultaneous possession of mult iple cards and geographical distance. 

High SOW increases retention. 

Leenheer et al. 

(2007) 

Grocery retailing 

(The Netherlands) 

SOW, LP 

membership decision 

Home scanner 

panel data 

Smaller (but significant) effect of LP membership on SOW when members‘ self-

selection taken into account (average increase 4%). Positive effects of distribution 

density and price attractiveness, negative effects of the number of competitive LP 

memberships, no effects of socio-demographics.  

Von Wangenheim 

& Bayon (2007) 

Airline (Global) Spending levels, 

revenues 

Frequent flier 

program data 

Negative critical incidences significantly reduce LP members‘ future spending and 

usage, especially for high-status membership tiers. Positive incidences have weak 

positive effects only for low status tiers. 

Wirtz, Mattila, & 

Lwin (2007) 

Financial services 

(credit cards) 

(Singapore) 

SOW  Personal 

interviews  

Positive effect of relative attractiveness of LP on SOW at all levels of attitudinal 

loyalty. Positive effect of perceived switching costs on SOW at low levels of 

attitudinal loyalty, only when LP is perceived attractive. At high levels of attitudinal 

loyalty, switching costs do not matter. 

Cortinas, Elorz, & 

Mugica (2008) 

Grocery retailing 

(Spain) 

Price sensitivity, 

promotion sensitivity, 

brand impact, 

package size 

preferences 

Sales data Differences between LP members and nonmembers dependent on category 

considered. For some product categories, LP members less sensitive to regular price, 

more sensitive to price promotions. In general, LP members more heavily influenced 

by brand perceptions; prefer small package sizes.  

Leenheer & 

Bijmolt (2008) 

Retailing (The 

Netherlands) 

Perceived customer 

knowledge 

Perceived customer 

loyalty 

Survey of 

market ing 

managers 

Technological skills of a firm have positive influence on perceived customer 

knowledge. Centralization has positive effects on customer knowledge and negative 

on perceived customer loyalty. 

Lemon & Von 

Wangenheim 

(2008) 

Airline (Europe) Cross-buying across 

LP partnerships, 

usage, satisfaction 

Frequent fliers 

program 

Reinforcing effect : use of core services and satisfaction increases customer cross -

buying from LP partners ; cross-buying increases subsequent core service usage. 

Effects moderated by partners‘ fit with core service. Nonlinear effects of customer 

relationship duration on cross-buying (the ceiling effect).  

Melnyk & Bijmolt 

(2008) 

Various (The 

Netherlands) 

Retention likelihood 

and spending levels 

at 

introductory/terminat

ion stage of LP (self-

reported) 

Survey  Only for 10% of members the increase in loyalty generated by LP introduction would 

be sustained if LP were terminated. For 47% of customers , LP termination would 

have no effects on loyalty. For 43% of customers , loyalty would decrease 

significantly.  

Meyer-Waarden 

(2008) 

Grocery retailing 

(France) 

Basket value, inter-

purchase times, 

Consumer 

panel 

LP members have higher basket values, purchase frequencies and share-of-wallet; 

lower interpurchase times and switching levels, compared to nonmembers.   
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purchase frequency, 

SOW, switching, 

visited stores number 

Dreze & Nunes 

(2008) 

Hypothetical 

examples (U.S.A.) 

Status perceptions Experimental 

studies 

Status impressions of LP members affected by the number of tiers in LP and the 

relative size of each tier. Three-tier LP more effective than two-tier LP. Status 

perceptions correlated with future purchase intentions. 

Notes: LP = loyalty program, SOW = share-of-wallet, WOM = word of mouth. 
a
If not otherwise stated, survey refers to a survey of consumers. 

 

 

Table 2.4 Design of LPs 
Study Context 

(Country) 

Dependent 

Variable(s) 

Research 

Design
a
 

Selected Findings 

Zhang, Krishna, & 

Dhar (2000) 

Grocery retailing 

(U.S.A.) 

Sales, profit Experiment, 

market data  

LP‘s delayed rewards more profitable in markets with high levels of variety -seeking 

behavior. In markets characterized with inert ia repurchase, immediate rewards more 

efficient. 

Kim, Shi, & 

Srinivasan (2001) 

Hypothetical 

example 

Firm market share, 

consumer price 

sensitivity, optimal 

price, profit  

Analytical 

game theoretic 

model 

In markets with small, price-sensitive, heavy-user segment profitable to offer cost 

inefficient rewards (cash rewards). Cost-efficient rewards (free firm products) 

profitable when heavy-user segment is large and not price sensitive. Firms gain from 

adoptions of LPs as long as light users are not price sensitive.  

Kivetz & 

Simonson (2002) 

Hypothetical 

examples + 

Internet LP 

(U.S.A.) 

Preference for 

various types of 

rewards, likelihood to 

join LP  

Experimental 

studies, survey  

Higher required efforts shift consumer preferences from necessity to luxury rewards. 

Effect stronger among consumers who feel guilt about luxury consumption. 

Increasing monetary cost of participating in LP decreases preference for luxury 

rewards. 

Roehm et al. 

(2002) 

Retailing 

(beverages) 

(U.S.A.) 

Brand loyalty (brand 

choice likelihood) 

Experimental 

study 

LP effects mediated by program‘s impact on accessibility of brand associations. 

Incentive compatible with brand association boosts post-program loyalty. Tangible 

and concrete incentives undermine post-program loyalty. 

De Wulf et al. 

(2003) 

General 

(commercial 

consumer 

database) 

(Belgium) 

Likelihood of join ing 

LP 

Survey, 

conjoint 

analysis 

Consumers want min imal trouble to enroll, prefer immediate benefits combined with 

product and additional information to other program benefits and unlimited LP 

duration. Multi-vendor program‘s effectiveness over single-vendor LP not supported.  

Kivetz (2003) Various 

hypothetical 

examples (U.S.A.) 

Reward preference Experimental 

studies 

Required effort affects trade-off between the probability and magnitude of reward. 

Effort enhances preference for sure-small reward over large-uncertain gains. Inverted-

U effect for increased levels of effort. 

Wansink (2003) Consumer 

packaged goods 

(U.S.A.) 

Perceptions of LP 

effectiveness, 

incremental sales and 

profitability  

Interviews with 

managers, 

survey 

(customers, 

managers) 

LP with high, costly rewards least cost-effective for generating incremental purchase 

intentions across heavy, moderate, and light user segments. Low-reward programs the 

most cost effective, medium LP most cost-effective for heavy users. Important 

profitability potential of low and moderate LP rewards that target light users.  
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Yi & Jeon (2003) Beauty shops and 

fried-chicken 

stores (not stated) 

Value perception of 

LP, brand/ program 

loyalty (attitudinal 

loyalty to store/LP) 

Experimental 

study 

Level of involvement moderates effects of reward type and reward timing on value 

perception of LP. With high involvement, direct rewards more effective. In low 

involvement, immediate rewards more valuable than delayed rewards  

Van Osselaer, 

Alba, & 

Manchanda (2004) 

Airlines 

(hypothetical) 

(U.S.A.)  

Purchase choice 

(between two 

competitors) 

Experimental 

studies 

Irrelevant information (e.g., way the same amount of LP points is allocated) 

influences consumer choices, even when an easily justified basis for choice other than 

irrelevant attribute is provided.  

Kivetz (2005) Hypothetical 

examples + café 

LP  

(U.S.A.) 

Likelihood of 

choosing a reward, 

preference for a 

reward  

Experimental 

studies 

When obtaining rewards requires effort, customers choose rewards congruent with 

their source or sponsor. Customers more likely to redeem congruent reward when 

they invest effort in attain ing them. 

Dholakia (2006) Financial service, 

car sales, fast food 

(U.S.A.) 

Profit, purchase 

frequency, volume, 

churn, SOW, positive 

emotions 

Experimental 

field studies 

Self-determined customers (i.e., believe they joined firm on their own initiative rather 

than firm‘s direct efforts) engage in more relat ional behaviors over extended period 

than do firm-determined customers. Automatic enrolment in LP has positive effects 

on relational behaviors of self-determined customers. 

Keh & Lee (2006)  Financial services 

(bank), restaurant 

service  

(n.a.) 

Repeat-purchase 

intention, price 

sensitivity, 

commitment, positive 

WOM 

Experimental 

study 

Level of satisfaction moderates effectiveness of LPs. Sat isfied customers prefer 

delayed rewards (of higher values) to immediate rewards. Dissatisfied customers 

prefer immediate, direct rewards. Reward type preference occurs only if timing of 

rewards is manipu lated. 

Kivetz, Urminsky, 

& Zheng (2006) 

Cafe LP and 

Internet site‘s LP 

(U.S.A.) 

Probability of 

purchase on a given 

day, likelihood of 

joining the program  

Experimental 

studies 

The closer individuals get to obtaining rewards, the more effort they expend: 

accelerate purchases, purchase more, and persist longer. The stronger the tendency to 

accelerate, the greater is retention and faster reengagement in LP. Even illusionary 

progress toward the reward goal accelerates consumer effort.  

Dreze & Nunes 

(2007) 

Hypothetical, 

airline 

(International) 

Interpurchase time, 

effort, perceived 

ability to reach the 

goal 

Experimental + 

frequent flier 

data 

Successful goal attainment increases customers‘ subsequent motivation and effort due 

to increased self-efficacy. Effect iveness of LP depends on number of rewards offered  

and their attainability (LP d ivisibility). Increasing divisib ility strengthens loyalty 

among low-level users. Too much divisibility is demotivating. 

Henning-Thurau & 

Paul (2007) 

Restaurant service 

(hypothetical) 

(n.a.) 

Extrinsic and 

intrinsic mot ivation, 

loyalty intentions 

Experimental 

study 

If perceived as controlling, economic rewards can decrease customer loyalty through 

decreased intrinsic relational motivation and increase in calculative commitment. 

Implications: lower future loyalty intentions and higher switching.  

Leenheer et al. 

(2007) 

Grocery retailing 

(The Netherlands) 

LP membership 

decision, SOW  

Home scanner 

panel data  

Higher reward rates (discount and saving rates) and perceived program benefits 

positively affect decision to enroll in LP. No effect on behavioral loyalty once 

customers are enrolled. Positive attitudes toward LPs are key driver.   

Bridson, Evans, & 

Hickman (2008) 

Health and beauty 

retailer  

(Australia) 

Store satisfaction, 

store loyalty (self-

reported) 

Survey  Positive effects on store satisfaction and store loyalty. Hard attributes of LP predict  

store satisfaction; soft attributes drive store loyalty. 

Demoulin & Zidda 

(2008) 

Grocery retailing  

(Belgium) 

SOW, patronage 

frequency (self-

Survey  LP members satisfied with reward scheme more behaviorally, attitudinally loyal and  

less price sensitive than unsatisfied members. Unsatisfied LP members more loyal 



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

45 
 

reported), attitudinal 

store preference 

than nonmembers. Effects particularly significant for behavioral loyalty. 

Melnyk & Bijmolt  

(2008) 

Various  

(The Netherlands) 

Likelihood to 

remain ing customer 

spending levels (self-

reported) 

Survey  Non-symmetric effects of LP design at introductory versus termination stage. Non-

significant effect o f discount feature of LP on customer retention. Negative effect of 

saving feature on loyalty if LP is terminated. Non-utilitarian elements of LP enhance 

loyalty. Loyalty sustained after termination of LP on ly for 10% of members.  

Rese, Wilke, & 

Schimmelpfenning 

(2008) 

Various industries, 

grocery retailing 

(Germany) 

Switching barriers, 

Repeat purchase 

intentions, Cross 

buying intentions 

Survey  Multi-vendor LPs (MVLPs) exhib it lower levels of switching barriers and customer 

repurchase than single-vendor LPs (SVLPs). MVLP membership increases cross-

buying intentions from other vendors in MVLP. SVLP has significant, positive effects 

on customer loyalty‘s metrics.  

Kim et al. (2009) General retailing 

(department store) 

(Korea) 

Purchase frequency, 

purchase volume 

Sales, 

transaction data 

Participation in customer-tier LPs (for heavy users) increases purchase amount but not 

frequency. Sales promotions have positive effect on frequency and volume. The 

strongest effects are on light buyers. Effects enhanced for members with high 

attitudinal loyalty. 

Notes: LP = loyalty program, SOW = share-of-wallet, WOM = word of mouth. 
a
If not otherwise stated, survey refers to a survey of consumers. 
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