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Abstract

Loyalty programs are currently increasing in popularity around the world. This paper discusses the potential of loyalty
programs to alter the normal market patterns of repeat-purchase behaviour which characterise competitive repeat-purchase
markets. In line with this thinking, a large scale loyalty program is evaluated in terms of its ability to change normal
repeat-purchase patterns by generating ‘excess loyalty’ for brands in the program. Panel data were used to develop Dirichlet
estimates of expected repeat-purchase loyalty statistics by brand. These estimates were compared with the observed market
repeat-purchase behaviour. Overall a trend towards a weak level of excess loyalty was observed, although the expected
deviation was not consistently observed for all the loyalty program brands. Only two of the six loyalty program participant
brands showed substantial excess loyalty deviations. However, these deviations in repeat-purchase loyalty were observed for
non-members of the loyalty program as well as members and appear likely to be at least partially the result of other loyalty
efforts particular to these brands. © 1997 Elsevier Science B.V.
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1. Introduction not be true) that marketing has not paid sufficient
attention to customer retention (Kotler, 1992), that
increased rates of retention lead to significantly in-
creased profitability (Reichheld and Sasser, 1990),
and that decreased differentiation and increased con-
sumer cynicism has led to an overall erosion in
loyalty levels which, therefore, require special mar-
keting attention to restore.

Do loyalty programs increase loyalty? This article
reports a major scientific empirical investigation of
the success /failure of a loyalty program in bringing
about increased levels of behavioural loyalty. We
begin with a brief discussion of the rise in popularity
of loyalty programs. We then distinguish two poten-
tial alternative effects of marketing efforts: (a) a
** Comesponding author. Tel.: +61-8-83020715; fax: +61-8- normal market share gain, and (b) an abnormal gain
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In recent years there has been a rise in the use of
loyalty programs by marketers and academic interest
in measuring loyaity, as evidenced by this special
edition of IJRM. Loyalty programs, which provide
customers with loyalty incentives such as points
redeemable for prizes or discounts, are back in the
marketing spotlight. The airlines’ frequent flyer
schemes were amongst the first in this new wave of
very large scale consumer oriented programs. Now
there are programs offered by supermarkets, finan-
cial institutions and all sorts of retailers. This change
has been stimulated by beliefs (which may or may
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