A' Aalto University
w o

CUSTOMER LOYALTY IN LOYALTY PROGRAMS:

A Study on the Effects of Discount and Ease-of-Use on Customer Loyalty through
Loyalty Program Applications in Fashion Retail

Lisa Ferraz Pereira Naula

International Business
Bachelor's Thesis

Supervisor: Srdan Zdravkovic

Date of approval: 8 April 2022

Aalto University

School of Business

Bachelor’s Program in International Business
Mikkeli Campus



AALTO UNIVERSITY ABSTRACT OF
SCHOOL OF BUSINESS BACHELOR’S THESIS
Mikkeli Campus

Author: Lisa Ferraz Pereira Naula

Title of thesis: CUSTOMER LOYALTY IN LOYALTY PROGRAMS: A Study
on the Effects of Discount and Ease-of-Use on Customer Loyalty through
Loyalty Program Applications in Fashion Retail

Date: 8 April 2022

Degree: Bachelor of Science in Economics and Business Administration

Supervisor: Srdan Zdravkovic

Objectives

The main objectives of this study was to examine how ease-of-use and
discount in loyalty program applications affect customer loyalty. Moreover, this
study examined the effect of the discount, and ease-of-use factors in creating
customer loyalty through loyalty programs.

Summary

Loyalty programs are an increasingly popular concept, and the number of
consumers utilizing them in their purchases is constantly growing. In the case
of fashion retailers’ loyalty programs have become a crucial tool in the aims of
increasing customer loyalty towards the brand. Moreover, discount and ease-
of-use have been found significant in creating successful loyalty programs,
which is why understanding their effects in customer loyalty through loyalty
program applications is crucial.

Conclusions

From the respondents in the survey, we found customer loyalty was affected
positively through a straightforward ease-of-use experience in loyalty
programs applications. However, the study showed that there was no
significant difference in the level of customer loyalty between short-term and

long-term rewards.
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1. INTRODUCTION

1.1. Background

In recent years, the rapid changes and improvements in digitalization have provided
businesses with many opportunities to develop strategies and approaches to increase
their customer base and create stronger customer loyalty. Digitalization has brought
both new possibilities and responsibilities for companies as including digitalization in
one's business strategy has become crucial to keep your existing customer base
satisfied and maintain the business's competitive advantage in the modernized
business environment. One of the aspects brought by digitalization to the business
environment are customer loyalty programs, which are widely utilized in the field of
customer loyalty marketing. The primary purpose of utilizing loyalty programs is the
increasing importance of building emotional bonds with customers in an attempt to
generate genuine customer loyalty (Shelper et al., 2020). Loyalty programs have
become increasingly relevant globally as they are available to consumers across
almost all industries, and the number of loyalty program users is constantly increasing
(Shelper et al., 2020; Bombaiji et al., 2020).

1.2 Research Problem

As loyalty programs have continuously become a more common tool for companies in
their aims to increase customer loyalty towards the brand, it is crucial to understand
what is required to create a successful customer loyalty program. Although the effects
of loyalty programs on customer loyalty have been extensively researched in the past,
it is crucial to understand the effects of the individual characteristics of loyalty
programs in order to both create and maintain a functioning loyalty program. This study
aims to first identify the main characteristics of loyalty programs and ultimately study
how the possible changes in the characteristics of discounts and ease-of-use in a
loyalty program may change the customers' loyalty towards the brand and the loyalty
program.
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1.3. Research Objectives and Questions

This thesis aims to find how digitalization and the tools that have arisen through
digitalization utilized in loyalty programs affect customer loyalty. This thesis will first
form a basis for the study through a literature review, which will cover the area of
customer loyalty, loyalty programs, and digitalization of loyalty programs. The literature
review will be followed by a study that aims to find how loyalty program applications
influence customer loyalty and which are the main customer preferences. Finally, we

will discuss our findings and suggest potential future research opportunities.

Q1: How does digitalization affect consumer loyalty though loyalty programs?

Q2: Which tools in loyalty program applications work best in building customer
loyalty?

2. LITERATURE REVIEW

2.1. Introduction

The purpose of this literature review is to form a general understanding of the research
area, examine the coverage of previous research, and identify possible research gaps.
Additionally, the aim of this literature review is to critically analyze and review the
research that has previously been done in the areas of customer loyalty and loyalty
programs. Furthermore, this literature review aims to examine the relationship
between these two topics and how they affect each other. Through the analysis of
previous literature, this literature review will form a foundation for the research

questions in this study.

First, this literature review will discuss individually customer loyalty and loyalty

programs in the retail industry.
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2.2, Customer Loyalty in the Retail Industry

2.2.1. Defining Customer Loyalty

In research around the area of customer loyalty, some of the most often-cited
definitions in the field of customer loyalty are the ones of Dick et al. (1994) and Oliver
(1999), of which Dick et al. (1994: 99) first defined customer loyalty as

“the strength of the relationship between an individual’s relative attitude and

repeat patronage “.

Whereas Oliver (1999: 33) later builds on the definitions by defining customer loyalty
as
"a deeply held commitment to rebuy or repatronize a preferred product/service
consistently in the future, thereby causing repetitive same-brand or same
brand-set purchasing, despite situational influences and marketing efforts
having the potential to cause switching behavior. "

The understanding of customer loyalty as a repetitive purchase tendency has not
changed significantly, and the definitions of Dick et al. (1994) and Oliver (1999) are
still being widely used in recent research, although new findings have been made
(Meyer-Waarden, 2008; Vesel et al., 2010; Hoffman-Kohlmeyer, 2016).

Today, customer loyalty plays a critical role in companies' path to success in the
intense market. It is has become increasingly relevant as it has become crucial for
companies to view customer loyalty as one of their strategic objectives (Duffy, 2003;
Villacé-Molinero et al., 2016). The intensity of the market environment is one of the
main factors why maintaining the existing customer's loyalty is increasingly important.
It is evident that businesses strategies have increasingly shifted from a strong focus
on customer satisfaction to customer loyalty, as the significance of loyalty in achieving

profitability has become more apparent to companies (Villacé-Molinero et al., 2016).
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2.2.2. Importance of Customer Loyalty in the Retail Industry

Understanding the importance of customer loyalty is crucial for a company's success.
For a company to be able to enhance the level of consumer loyalty, it is vital to
understand both the factors which increase but also those which may diminish loyalty.
Taking action to enhance consumer loyalty has become a priority for many companies,
as consumer loyalty has been found to have generally had a declined rate in the retail
industry (Hoffmann, 2013). Enhancing customer loyalty is essential for businesses to
succeed in their industries as customer loyalty has been found to have a link with the
profitability of the company. Consequently, previous studies have suggested that
acquiring new customers is significantly more costly to a business than maintaining
existing customers (Villacé-Molinero et al., 2016). These cost savings are due to the
fact that those customers who are familiarized with your brand are likely to need less
assistance and are therefore more efficient when it comes to the use of the company's
resources (Duffy, 2003; Villacé-Molinero et al., 2016). Due to these financial benefits
of strong customer loyalty to a brand, many companies aim to increase their customer

loyalty (Villacé-Molinero et al., 2016).

Though, as stated by Duffy (2003), and later by Villacé-Molinero et al. (2016), and
various scholars before, there are several benefits of customer loyalty in addition to
the previously discussed profitability. One of these benefits is cost savings, as it has
been found that those customers who are familiarized with a brand tend to require far
less assistance in their purchases, which provides the brand with the benefit of more
efficient resource allocation (Duffy, 2003; Villacé-Molinero et al., 2016). In addition to
providing cost savings through the brand familiarity of loyal customers, those
customers who have a high level of customer loyalty tend to be less likely to react to
changes in pricing (Villacé-Molinero et al., 2016). In addition to price-related benefits,
companies can also benefit from customer loyalty through the referrals which are
offered by those customers who have a high level of customer loyalty, as they are far
more likely to provide the brand with positive word-of-mouth (Duffy, 2003; Villacé-
Molinero et al., 2016). The existing loyalty toward the brand can additionally lead to
customers having a higher tendency to complain about an issue rather than quitting
the use of the brands' products or services (Villacé-Molinero et al., 2016). This is

extremely beneficial to companies as it reduces the loss of customers. Consumers
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with a high level of customer loyalty are also more likely to choose the brand's services
as opposed to a competing one (Duffy, 2003). The effect of customer loyalty can also
be seen in awareness, both in the cases of unaided awareness and in awareness of
the brand assets. Unaided awareness shows in the case of loyal customers in their
tendency to recall the brand when considering a purchase of a product, whereas the
awareness of the brand assets can benefit the brand as the customers with higher
loyalty are more likely to be aware of the auxiliary benefits which are offered by the
company (Duffy, 2003).

Figure 1 has been created to illustrate the benefits of customer loyalty, which have
been found by scholars previously.

Source Benefit Explanation
(Duffy, 2003; Villacé- | Cost Savings Customers who are familiarized
Molinero, et al., 2016) with your brand are likely to need

less assistance and are therefore
more efficient when it comes to the
use of the company’s resources.
(Villacé-Molinero, et | Reduced price | Customers with higher levels of
al., 2016) sensitivity loyalty are less likely to react to a
change in pricing.
(Duffy, 2003; Villacé- | Referrals Customers who are loyal to you
Molinero, et al., 2016) brand are likely to mention your
brand to their friends and

acquaintances. Positive word-of-

mouth.
(Duffy, 2003) Complain rather than | Loyal customers are more likely to
defect contact a company when they are

faced with an issue rather than
defecting from the brand.
(Duffy, 2003) Channel migration Loyal customers are more likely to

utilize the brands online-platforms
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in their purchases than a
competing brand.

(Duffy, 2003) Unaided awareness Loyal customers tend to have
stronger brand awareness,
meaning that they are more likely
to recall your product when
considering a purchase.

Duffy, (2003) Awareness of brand | Customers with higher loyalty are

assets more likely to have awareness of
the auxiliary benefits offered by
the company.

Figure 1: Summary of the Benefits of Customer Loyalty

2.2.3. Building Customer Loyalty in the Retail Industry

In order to create customer loyalty, companies must pay attention to their customer's
needs. Thus, businesses must utilize customer relationship management and
marketing tools to increase loyalty (Uncles et al., 2003; Meyer-Waarden, 2008;
Bombaiji, 2020). Some of the key factors to consider in the development process of
customer loyalty are, according to Hofman-Kohlmeyer (2016): (1) attitude, (2)
satisfaction, (3) trust, and (4) commitment. To explain these four factors further, first,
attitude refers to a positive attitude toward a company's products, increasing the
likeliness of creating customer loyalty (Hofman-Kohlmeyer, 2016). Secondly,
satisfaction can be linked to customer loyalty as perceived satisfaction has been found
to have a link to the performance of the product, which can lead to an increase in
loyalty (Hofman-Kohlmeyer, 2016). Thirdly, trust in a company's brand or products has
been found to increase loyalty (Hofman-Kohimeyer, 2016). This third factor is
especially today a matter in which companies must pay attention as in the result of
digitalization; companies must ensure that the customers transmitted data remains
confidential (Hofman-Kohlmeyer, 2016). Finally, the fourth factor, commitment, is
essential as the affective bond has been found necessary in order to create customer
loyalty (Hofman-Kohlmeyer, 2016). Hofman-Kohimeyer (2016) also highlights the

importance of maintaining customer loyalty in the long term instead of the short-term,
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as this affects the effectiveness of marketing tools such as loyalty programs, which we

will be discussing further in the following sections.

2.3. Loyalty Programs in the Retail Industry

2.3.1. Defining Loyalty Programs

Loyalty programs are currently extremely prevalent globally as they are being offered
to consumers across almost every industry, with new programs being continuously
launched with the aim to increase customer loyalty (Shelper et al., 2020). As the
number of users of loyalty programs is increasing in the retail industry continuously,
they have become increasingly more important in the process of building customer
loyalty (Bombaiji et al., 2020; Shelper et al., 2020). Since customer loyalty has been
proven to have a significant impact on creating profit, companies have opted for
marketing tools in order to incentivize customers to spend more on their products,
brands, and services (Bombaji et al., 2020; Baker et al., 2021; Nastasoiu et al., 2018).
One of these marketing tools available is loyalty programs, also known as LPs, which
can be utilized by companies in order to increase the value of existing customers and
the size of their customer base (Meyer-Waarden, 2008; Bombaji et al., 2020). As there
is an abundance of loyalty-building schemes inside the umbrella of loyalty programs,
it can be challenging to establish a specific definition to cover all of these differing
schemes (Dorotic et al., 2012). Though one of the definitions used when discussing
loyalty programs, as identified by Meyer-Waarden (2008: 89) are:

“‘an integrated system of marketing actions that aim to make customers more
loyal by developing personalized relationships with them”. Whereas later
Shelper et al. (2020: 22) defined a loyalty program as: “A structured program

which rewards registered members for repeat transactions”.

In addition to these definitions discussing loyalty programs as marketing instruments
such as the ones of Meyer-Waarden (2008) and Shelper et al. (2020), some
researchers also link loyalty programs to the act of rewarding repetitive customers and

incentive programs offered by retailers in the aim to encourage these repetitive
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customers (Dorotic et al., 2012). Some researchers also identify loyalty programs as
a tool of marketing by the definition of loyalty programs being a consolidated marketing
instrument (Villacé-Molinero, 2016)

There are many different paths a company may opt for to proceed with its loyalty
programs. The most common methods used in loyalty programs are customer clubs,
newsletters, prizes, differing benefits, and personalized incentives (Vesel, 2010).
Though, digitalization has brought new tools that can be utilized in loyalty programs to
increase customer loyalty and engagement (Dorotic, 2019). Shelper et al. (2020) also
state that loyalty programs do not only include points, miles, discounts, and rewards
but also include various ideas, processes, interactions, and technologies, which
together aim to create meaningful engagement in order to create stronger

relationships and boost loyalty.

2.3.2. The Commonness of Loyalty Programs in the Retail Industry

Although loyalty programs are widely used in various industries and sectors, the retail
sector is by far the largest Bombaiji et al., 2020). Moreover, loyalty programs have
become increasingly relevant over the past decades, as utilizing loyalty programs as
a strategic objective has become increasingly common within the retail industry
(Bombaiji et al., 2020). Since the 1990s, the number of European retailers using loyalty
programs has increased by 25-30% annually (Dorotic et al., 2012). In fact, industry
reports concluded in 2013 showed that over 60% of all European retailers offer a
loyalty program (Bombaiji et al., 2020). Similar to the levels of use of loyalty programs
among European retailers, consumer interest has increased significantly in other

developed countries such as the USA (Dorotic et al., 2012).
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2.3.3. Effectiveness of Loyalty Programs

Loyalty programs have been studied rather extensively in the past years by different
scholars and industry specialists. Still, the effectiveness of loyalty programs in creating
consumer loyalty has divided opinions as research has found different outcomes from
the adaptation of loyalty programs. Previous literature on customer loyalty and loyalty
programs shows that participating in loyalty programs influences customers'
consumption behavior, as members of loyalty programs tend to prioritize the brands
and products of those companies in which they have a loyalty program (Dorotic et al.,
2012).

The market saturation of loyalty programs has been linked to the effectiveness of
loyalty programs (Dorotic et al., 2012). As saturation increases, the effectiveness of
loyalty programs diminishes (Liu et al., 2009; Dorotic, 2012). Though prior research
has shown that may be avoided by increasing the category of a loyalty program
(Dorotic et al., 2012). In addition to the market saturation of loyalty programs, there
has been found evidence that companies holding a larger market share are more likely
to benefit from the introduction of a loyalty program, as they have a bigger group of
customers as the larger group of purchasing customers with higher customer loyalty
(Meyer-Waarden, 2006; Dorotic et al., 2012). In summary, the risk of failure of loyalty
programs due to market saturation tends to be highest within smaller companies, late
entrants to utilizing loyalty programs as marketing tools, and companies that introduce
a loyalty program with competitive intentions (Dorotic et al., 2012). Therefore, if used
in an efficient manner, loyalty programs can be very much so beneficial for both
companies and customers. Still, as found by Meyer-Waarden (2013), various studies
show that the effectiveness of loyalty programs relies heavily on the choice of loyalty

program design.

2.3.4. Rewards in Loyalty Programs
The field of loyalty programs includes a large variety of loyalty-building schemes,
which include a wide range of different characteristics (Dorotic et al.; 2012). As

identified by Rowley (2004), rewards are the key mechanism in incentivizing
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customers to join a loyalty program. Additionally, rewards play a central role when the
companies aim to benefit through incentives by encouraging customers to center their
purchases on the brand in question and ultimately spend more in the store
(Reinekoski, 2009; Dorotic et al., 2012).

The rewards utilized in loyalty programs can roughly be divided into two categories,
according to the study by Dowling et al. (1997), into two categories: indirect and direct
effects. Rewards with indirect effects typically include those reward types such as
promotions and gifts, whereas when discussing direct effects, the product of the brand
is the primary reward, not the incentive (Reinekoski, 2009). Especially indirect
rewards, such as promotion, play a crucial role in retail as they increase the number
of purchases of low involvement products Reinekoski, 2009). However, it must be
noted that some studies, such as the one by Reinekoski (2009), suggest that indirect
rewards would mainly increase customer loyalty towards the loyalty program and not

towards the brand.

In addition to the categories defined by Dowling et al. (1997), There are other ways to
categorize rewards that may be used in order to study loyalty programs. These
rewards can be examined by dividing loyalty programs roughly into two categories:
short-term loyalty programs and long-term loyalty programs, of which short-term
loyalty programs tend to consist of bargains similar to promotions such as "buy X
amount, receive a gift," whereas the latter category of long-term loyalty programs aims
to form a strong long term customer relationship based on loyalty (Dorotic et al. 2012;
Bies et al. 2021). It is crucial for companies to understand their customers' needs and
habits in order to understand whether short-term or long-term loyalty programs are
more suitable for their needs (Bies et al., 2021). Some of the most common
characteristics of loyalty programs have been collected in the research conducted by
Dorotic et al. (2012) based on the research of Berman (2006), Blattberg et al. (2008),
and Leenheer et al. (2007). Dorotic et al. (2012) included in their research that loyalty
programs should: (1) foster loyalty, (2) be structured, (3) be long-term, (4) be
rewarding, and (5) provide ongoing marketing efforts.
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2.3.5. Importance of User Experience in Loyalty Programs

Past studies, such as the one of Omar et al. (2013), have shown that the user
experience within loyalty programs leads to a higher level of satisfaction with the
loyalty program. This has also later been found true in the study conducted by Hofman-
Kohimeyer (2016). Kassim et al. (2010) also found that the perceived service quality
of loyalty programs has a significant impact on customer loyalty through customer

satisfaction and results in positive word-of-mouth.

One of the important factors in the user experience of loyalty programs is the ease of
use which was identified by Dowling et al. (1997) to be one of the main elements which
determine the value of the loyalty program. The importance of ease-of-use in the user
experience of loyalty programs was highlighted in the study of Demoulin et al. (2009),
where it was found that those customers who experienced difficulties in understanding
and learning how the loyalty program functions were more reluctant to adapt to the
loyalty program. The importance of the ease-of-use factor was also later found by
Stephens et al. (2021), where it was found that 80% of digital loyalty program users
view the ease-of-use factor as the most important factor in the loyalty program user
experience. The study also found other important factors which were found which

included accessibility and enjoyable digital experience (Stephens et al., 2021).

2.3.6. Utilizing Loyalty Programs in the Clothing Industry

Similar to other sectors of the retail industry, fashion retailers have continuously
increased the number of loyalty program users. One of the reasons behind this growth
is the increasingly expanding markets, which has led fashion retailers to adapt loyalty
programs as part of their marketing strategy to enhance their customer loyalty in recent
years (Janotta, 2014; Stathopoulou et al., 2016). As stated by Stathopoulou (2016),
one of the main reasons behind the fast growth of loyalty program users in the retail

industry is the benefits offered by fashion retailers to their customers.

The use of loyalty programs in the fashion industry has been most significant within

companies offering lower-end products, as the high-end fashion retailers have been
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found to be inconsistent with the goal to achieve customer loyalty through
differentiated customer experiences, which may be more difficult to achieve through
the traditional loyalty programs (Stathopoulou, 2016). Still, some high-end brands,
such as Neiman Marcus, have recently chosen to begin the use of loyalty programs
as part of their aim to enhance their customer loyalty (Stathopoulou et al., 2016;
Chitrakorn, 2021).

2.4. The Impact of Digitalization on Loyalty Programs

Through digitalization, companies are provided with new opportunities to boost the
effectiveness of their loyalty programs while decreasing expenses Shelper et al.
(2020). The rapidly developing field of information technology and the switch towards
a customer-centric focus in companies have resulted in rapid improvement in loyalty
programs (Dorotic et al., 2019; Chen et al., 2021). Shelper et al. (2020) have found
that digital loyalty platforms have increased flexibility through the new high-quality yet
cost-effective platforms, which allow companies more room to create effective loyalty
programs. Although the fact that companies have more information on their customers
than ever before provides companies with a stronger position than ever as the
penetration of loyalty program membership continues to increase, customers are now
demanding more value from these loyalty programs (Dorotic, 2019), which is a new
discovery, as before 2017, there was not a sufficient amount of research on the area
and it was still unclear if customers wanted to move into a more digitalized format of
loyalty programs (leva et al., 2017). This sets a challenge for companies in order to
remain attractive in this ever-more digital age (Dorotic, 2019). The digitalization of
loyalty programs can also provide companies with many opportunities, such as the
possibility to integrate mobile payment systems with real-time offers in retail stores
(Dorotic, 2019)

Through digitalization, the functionality of loyalty programs has moved increasingly
into digital format, which then requires companies to keep up with the current trends.
For example, the declining use of physical loyalty cards and the increase in the use of
mobile applications are great examples of how digitalization has changed loyalty
programs (Dorotic, 2019). In fact, in their article, Dorotic (2019) discusses that many
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customers are willing to stop using loyalty programs if companies choose not to adopt
mobile-friendly options into their loyalty program systems (Dorotic, 2019). Through
mobile payment integrations, it becomes easier to utilize redemption schemes inside
loyalty programs as the redemption is already linked to the purchase moment (Dorotic,
2019).

2.4.1. Loyalty Programs in a Digitalized World

As identified by Bombaiji et al. (2020) and Shelper et al. (2020), the number of loyalty
program users is constantly growing in the modern market environment. Especially
the heavy market saturation of loyalty programs has been shown to influence customer
loyalty, which is why it has become increasingly crucial for companies to create
meaningful and engaging programs (Dorotic et al., 2012; Wyman, 2015). Thus,
digitalization provides companies with the possibility to improve customer loyalty,
which is why many businesses are currently shifting their focus to developing direct

customer relationships with tools such as loyalty programs (Wyman, 2015).

As one of the most used tools of digitalization used in loyalty programs mobile
applications are today being widely used by various retailers in an attempt to integrate
the physical and digital worlds with the aim to create customer loyalty (Molinillo et al.,
2021). Mobile applications provide an ideal platform for businesses to communicate
effectively with their customers by offering information, products, and service instantly
(leva et al., 2017; Wang et al., 2018). An additional benefit is that customers are
exposed to information regarding the business's values through loyalty programs
(Wang et al., 2018). Though digitalization provides new opportunities to increase
customer loyalty, it has been shown that the number of customers using loyalty
programs in the form of mobile apps as part of their purchase tend to only use a few
applications consistently and may even uninstall the app after having received their
rewards, completed their purchase, or collected their discounts (Molinillo et al., 2021).
Another benefit of loyalty programs, discovered by Bies et al. (2021), is that mobile
push messaging can be an effective tool in the attempt to stimulate customer
redemption and spending. Bies et al. (2021) found in their study that the spending due
to push messaging increased, especially among the high-spending customers, which

had been found in previous research to be challenging to increase their spending
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(Bijmolt et al. 2011). Another benefit of digitalization is that integrating loyalty programs
into an online format should also be desirable to companies as it can reduce costs
(leva et al., 2017). Some of the costs which could be removed, mentioned by leva et
al. (2017) in their research, are the costs of replacing membership cards, postal costs,
and catalogs. In short, through digitalization, the use of loyalty programs could be
made more efficient and seamless, but it has and will require companies to make

further integrations in their programs.

2.5 The Effect of Ease-of-Use and Discount on Customer Loyalty through
Loyalty Program Applications

The main focus of this study is to explore the effects of discount type and user
experience on customer loyalty through loyalty program applications in fashion retail.
Furthermore, the differences between the effect of the short-term and long-term
rewards and the difficulty of the user experience will be explored in this study. A
conceptual framework Figure 2 has been created to guide to guide the collection
process of primary data and better illustrate the focus of this study.

Short-Term: Long-Term:
Immediate Reward Delayed Reward

Discount type
\ Loyalty Program

Applications in Fashion Customer Loyalty
User Experience: Retail
Ease-of-Use
Level of Difficulty: Level of Difficulty:
Easy Difficult

Figure 2: Conceptual Framework
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3. METHODOLOGY

The following section will explain the research design and chosen measures, following
with the rationale behind their choice. Additionally, the data collection and analysis will

be discussed.

3.1. Research Design

As discussed in the literature review, previous studies have found differing results on
whether loyalty programs increase genuine customer loyalty. However, as shown in
the conceptual framework, the main focus of this study will be on the effects of the
independent variables ease-of-use and discount in customer loyalty through loyalty
programs. Thus, the dependent variable in this study is consumer loyalty. To examine
the effectiveness of the independent variable of discount, the conditions of the short-
term: immediate reward and long-term: delayed reward were identified. These two
reward types were presented to the respondents as two different discount types which
fit these categories. As for the independent variable of user experience: ease-of-use,
the identified conditions were the level of difficulty: easy, and the level of difficulty:
difficult.

The research questions were designed to analyze the participants' loyalty toward the
brand and to the loyalty program application. A fictional loyalty program application
was created for the purpose of this study to serve as the basis for the scenarios in the
Survey. Loyalty program applications in the clothing industry were selected as the
interest area of this Survey as the respondents were expected to consist mainly of
students, and it could be presumed that this group is likely to utilize products from a

brand in this industry.

The main research questions for the study were:
1. Does the level of ease-of-use affect customer loyalty through loyalty program
applications?
2. Do customers show different levels of customer loyalty depending on the

discount type used in a loyalty program application?
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3.2. Data Collection

To perform the study, the Webropol 3.0 (2022) program was chosen to create a
survey. The Survey was distributed through different social media platforms, and the
network of Aalto University School of Business's (Finland) undergraduate students.
Due to time limitations, we must note, that the number of participants was highly
consistent of students at Aalto University. The survey responses were collected
between the dates of March 3rd and March 7th in 2022.

In order to complete this study, a two-by-two survey design, which consisted of two
independent variables of which two levels of variables were created. As stated before,
the independent variables which were chosen as the focus of this study are ease-of-
use, and discount types. Thus, four different scenarios were created to analyze the
effect of these variables in the customer loyalty of the survey participants. By dividing
the calendar year into four different segments and utilizing the respondents birth
months, respondents were directed to view only one of the created scenarios. These
randomized segments enabled the formation groups with a relatively equal number of

participants.

3.3. Participants

114 subjects participated in the Survey, which was conducted as part of this study.

The respondents consisted of participants between the ages of 17 and 70. The median
age among the participants was of 22 and the mean of 29.4. From the mean (29.4)
and standard deviation (14), we can conclude that the sample as a whole is relatively
young, though there was a significant group of older respondents as well. The age

distribution among the participants is visualized below.
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Figure 3: Age Distribution

69 (61%) of the participants identified themselves as women, whereas 45 (39%) of
participants identified themselves as men.

Gender Distribution

woman
0 10 20 30 40 50 60 70 80

Figure 4: Gender Distribution

As stated previously, the participants were rather heavily consistent of Finnish
university students, which can be seen from the nationality distribution. However,
around a third of the participants were from other countries of which the five most
significant groups were Brazilian, Vietnamese, American, French, and Swedish
respondents.
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Figure 5: Nationality Distribution

3.4. Data Analysis

In the purpose of the analysis of this study, the IBM SPSS Statistics program (2022)
was utilized to analyze the data collected through the created survey.

3.4.1. Effects on Customer Loyalty Towards the Brand

In this section the effect of the two independent variables 1. ease-of-use and 2.
discount type, were studied through questions related to how the customers viewed
the brand and ultimately how loyal to the brand they are. The chosen conditions for
the ease-of-use variable level of difficulty: easy, and level of difficulty: difficult. For the
discount type variable, the conditions were long-term promotion, and short-term
promotion. The questions related to the effect of the independent variables to the

customer loyalty presented to the participants are shown in the figure below.

| am satisfied with the purchase experience with this brand.

| would recommend this clothing brand.

| rather buy from this brand than from a competing one.

| would purchase from this brand in the future.
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| would purchase from this clothing brand over an alternative brand.

| appreciate the benefits that this clothing brand offers to me.

| would use this clothing brand's products and services again.

| find the shopping experience enjoyable in this clothing brand.

Figure 6: Brand Questions

First, a reliability analysis was performed among this question group in order to
measure the reliability of this scale. The reliability analysis was performed by
calculating Cronbach's Alpha, which was identified to be (0.888). From this result, it
can be concluded that there a correlation between the questions in this scale exists,
and that the results can be analyzed further. Results from the reliability analysis and

descriptive statistics are described below.

Brand Scale

Mean 29.33
Std. Deviation 4.92
Cronbach’s Alpha 0.89
Number of Items 8

Figure 7: Brand Scale

As the scale was proven to be reliable, an independent sample t-test will be executed
in order to analyze the given data. The independent sample t-test was performed on

the discount variable and the ease-of-use variable.

Before analyzing the results of the independent sample t-test, in which the means of
each condition are used to assess the significance of each manipulation. The
manipulation of the discount condition was found insignificant through the group
statistics as the results for the 20% DISCOUNT condition found a mean of (M = 3.64),
and the POINTS OF 5 € resulted with a (M = 3.69). Therefore, it can be concluded that
the manipulations of discounts did not create a significant difference in creating

customer loyalty toward the brand.
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In contrast, the ease-of-use condition found significance through the manipulation of
the variable. The EASY condition had a significantly higher mean (M = 3.96), whereas
the DIFFICULT condition had a lower mean (M = 3.69).

Similar to the results found from the means, the independent sample t-test also
showed that in the case of the discount condition, there was no significance in the
manipulation of the discount variable. However, in the case of the ease-of-use

condition the independent samples t-test did show significance.

Independent Samples Test

Levene's Test for Equality of
Variances t-test for Equality of Means

Sig. (2- Mean Std. Error
F sig. t df tailed) Difference Difference
BrandIntentionSCALE ~ Equal variances 1.143 287 -.380 112 705 -.04398 11588
assumed
Equal variances not -.374 99.231 709 -.04398 11747

assumed

Figure 8: Discount — Independent Samples T-Test

Independent Samples Test

Levene's Test for Equality of

Variances t-test for Equality of Means
Sig. (2- Mean Std. Error
F Sig. t df tailed) Difference Difference
BrandintentionSCALE ~ Equal variances 1.767 .186 5.303 112 .000 .54977 10367
assumed
Equal variances not 5.235 100.059 .000 .54977 .10502

assumed

Figure 9: Ease-of-Use — Independent Samples T-Test

An univariate analysis of variance was conducted for the discount and ease-of-use
variables. The figure below, Figure 10, shows the size of each cell, including the
number of participants shown in each condition in the following univariate analysis of

variance.

Between-Subjects Factors

Value Label M
DISCOUNT _cond 1.00 20percent 54
2.00 S5Euros 60
EASEOFUSE cond 1.00 Easy 54
2.00  Difficult 60

Figure 10 Between-Subjects Factors
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Similarly, to the independent of t-tests, it can be concluded from the univariate analysis
of variance that the manipulation of the discount variable is insignificant (Sig. = .898).
Additionally, as it was found previously, the manipulation of the ease-of-use was found
to be significant (Sig. = .00) in this analysis. However, in contrast to the previous
analyses, from the univariate analysis of variance, it can be noted that there is no
correlation between the two variables. This can be noted both from the significance of
the analysis performed on DISCOUNT_cond * EASEOFUSE_cond (Sig. = .992).

Tests of Between-5Subjects Effects
Dependent Variable: BrandintentionSCALE

Type Il 5um
Source of Squares df Mean Square F Sig.
Corrected Model 8.595% 3 2.865 9.213 .000
Intercept 1530.101 1 1530.101 4920.403 .000
DISCOUNT _cond .005 1 .005 017 .898
EASEOFUSE_cond 8.509 1 8.509 27.362 .000
DISCOUNT _cond * 3.064E-5 1 3.064E-5 000 992
EASEOFUSE_cond
Error 34.207 110 A1l
Total 1575.469 114
Corrected Total 42_802 113

a. R Sqguared = .201 (Adjusted R Squared = .179)

Figure 11: Univariate Analysis of Variance

3.4.2. Effects on Customer Loyalty Towards the Loyalty Program

Similar to the first section, the effect of the two variables, 1. ease of use and 2. discount
type, were studied. However, in this section, the questions studied the respondent's
customer loyalty toward the loyalty program. The questions presented to the
participants are shown in the figure below.

| find that being a member of this clothing brand's loyalty program benefits me.

| am satisfied with the benefits offered by the clothing store to me.

| found the loyalty program application simple to use.

| appreciate the benefits offered to me through the loyalty program.
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| am interested in taking full advantage of any opportunities to accumulate points

and redeem rewards in the future.

| would choose the products of this specific loyalty program again.

| would recommend this loyalty program to others.

| would pay more for this loyalty program’s products, even if less costly options were

available.

| am interested in using this loyalty program in the future.

Figure 12: Loyalty Program Questions

Similar to the previous scale, a reliability analysis was performed among this question
group to measure the reliability of this scale. The reliability analysis was performed by
calculating Cronbach's Alpha, which was identified to be (0.899). As this result shows
that a correlation between the questions in this scale exists, the results can be
analyzed further. Results from the reliability analysis and descriptive statistics are

described below.

Loyalty Program Scale

Mean 32.23
Std. Deviation 6.16
Cronbach’s Alpha 0.90
Number of Items 9

Figure 13: Loyalty Program Scale

As the analysis performed on the scale was proven to be reliable, an independent
sample t-test will be executed in order to analyze the given data. The independent
sample t-test was performed on the discount variable and the ease-of-use variable.

By analyzing the means of each condition, we will first assess the significance of each
variable. Similar to the previous scale, the manipulation of the discount condition can
be concluded to be insignificant as the 20% DISCOUNT condition found a mean of (M
= 3.59), and the POINTS OF 5 € resulted in an (M = 3.57). Thus, it can be concluded
that the manipulations of discounts did not create a significant difference in creating

customer loyalty towards the loyalty program.
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However, similarly to the analysis of the brand scale, it is visible on this scale that there
is significance in the manipulation of the ease-of-use variable. The EASY condition
had a significantly higher mean (M = 3.86), whereas the DIFFICULT condition had a

lower mean (M = 3.33).

In the case of the loyalty program scale, the independent sample t-test concluded that
in the case of the discount condition, there is no significance in the manipulation of the
discount variable though in the case of the ease-of-use condition, the independent
samples t-test did show a significance.

Similar to the results found from the means, and the brand scale, the independent
sample t-test also showed that in the case of the discount condition, there was no
significance in the manipulation of the discount variable. However, in the case of the

ease-of-use condition, the independent samples t-test did show significance.

Independent Samples Test
Levene's Test for Equality of
Variances t-test for Equality of Means

95% Confidence Interval of
the Difference

Sig. (2- Mean Std. Error
F sig. t df tailed) Difference Difference Lower Upper
LoyaltyProgramintention Equal variances 1.088 299 203 112 840 02613 .12894 -.22934 28161
SCALE assumed
Equal variances not 204 111.999 839 02613 .12819 -.22786 .28013

assumed

Figure 14: Discount — Independent Samples T-Test

Independent Samples Test
Levene's Test for Equality of
Variances t-test for Equality of Means

95% Confidence Interval of
the Difference

Sig. (2- Mean Std. Error
F Sig. t df tailed) Difference Difference Lower Upper
LoyaltyProgramintention Equal variances 836 363 4.426 112 .000 52654 11898 29081 76228
SCALE assumed
Equal variances not 4.384 103.762 .000 52654 .12010 .28837 76472

assumed

Figure 15: Ease-of-Use — Independent Samples T-Test
Following, a univariate analysis of variance was conducted for the discount and ease-

of-use variables. Figure 16 shows the size of each cell, including the number of

participants shown in each condition in the following univariate analysis of variance.
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Between-Subjects Factors

Value Label M
DISCOUNT _cond 1.00  20percent 54
2.00  5Euros 60
EASEOFUSE_cond 1.00 Easy 54
2.00 Difficult 60

Figure 16: Between-Subjects Factors

From the univariate analysis of variance, the answers from similar conclusions could
be made as the ease-of-use variable was again shown to be the only variable on which
the manipulation affected significantly (Sig. = .00). However, the discount variable was
again found insignificant (Sig. = .702). Simila to the brand scale, there was no
correlation found between the discount and ease-of-use variables.

Tests of Between-Subjects Effects

Dependent Variable: LoyaltyProgramintentionSCALE

Type Il 5um
Source of Squares df Mean Square F Sig.
Corrected Model B.738% 3 2.913 7.249 .000
Intercept 1456.761 1 1456.761 3625.365 .000
DISCOUNT _cond 059 1 059 148 702
EASEOFUSE_cond 7.632 1 7.632 18.994 000
DISCOUNT _cond * g7l 1 J71 1.919 .169
EASEOFUSE_cond
Error 44.201 110 402
Total 1514.741 114
Corrected Total 52.939 113

a. R Sguared = .165 (Adjusted R Squared = .142)

Figure 17: Univariate Analysis of Variance

Page 24 of 45



4. CONCLUSION

4.1 Main Findings

The main findings of the data analysis conducted on the primary data collected through
the Survey are highly related to insignificance, which was found in the discount

variable, and significance which was found in the ease-of-use variable.

First, this study implied that the difference in the discount type was proven to be
insignificant in creating customer loyalty through loyalty programs. However, it must
be noted that the sample group in this study was relatively small, which may have
affected the outcome of the hypothesis. Additionally, it is possible that if higher
discounts had been used, or if different discount types had been chosen for this study,

differing results could have been found.

Furthermore, the study found that the hypothesis of the ease-of-use affecting customer
loyalty through loyalty program applications was found to exist. The studies showed
that with higher effort, and complications in the usage of a loyalty program, customers
are significantly less satisfied with their purchase experience and are less willing to
use the brands' products in the future. Therefore, it can be concluded that ease-of-use
is crucial in creating a successful loyalty program and boosting customer loyalty. This
finding could be expected as the studies of Demoulin et al. (2009), and Stephens et
al. (2021) had found that customers value an easy ease-of-use experience and are
more likely to continue using the brands' program. Based on conducted study, we can
now also conclude that there is an increase in customer loyalty when customers
experience fewer difficulties in their purchase experience when utilizing loyalty

program applications.
Finally, it was found that the independent variable discount and ease-of-use do not

affect each other. Therefore, it can be concluded that changes in one of the variables
do not affect the other.
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4.2 LIMITATIONS

Some of the main limitations of this study regarded the conducted research. This study
was conducted on a small scale, as the number of respondents was limited.
Limitations in the number of respondents may affect the results, as the respondents
consisted mainly of Finnish students from similar backgrounds. Additionally, the scales
used to create the Survey provide limitations to the validity of the study. Although the
scales were proven reliable by calculating Cronbach's Alpha, this does not ensure that

the scales are valid as they have not been tested in the past by prior studies.

4.2 Implications for International Business

As stated previously in this study, loyalty programs, and specifically loyalty program
applications, have become increasingly relevant for businesses around the world.
Additionally, as the aspect of digitalization has become a larger part of businesses'
goals, including this aspect in loyalty programs is crucial. By understanding the driving
factors which create customer loyalty through loyalty programs, businesses can
improve their brand positioning and marketing. By understanding how to improve

customer loyalty, businesses are given the possibility to gain a competitive advantage.

As the users of loyalty programs in retail have increased rapidly over the past years,
it is clear that there is a demand for such programs. Therefore, in order to utilize
loyalty program applications efficiently, businesses much understand the rising

demand for digital loyalty program applications.

Through research in the area of loyalty program applications, it is possible to gather
valuable information on customer loyalty which can lead to valuable findings. Loyalty
program applications are consistent with many factors, of which some work more
effectively in creating customer loyalty. As found in this study, customers value the
ease-of-use aspect of loyalty program applications significantly. By acknowledging

this, businesses may utilize their resources more efficiently.
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4.3 Suggestions for Further Research

Although this study focused only on the two factors (discount and ease-of-use), there
is still room for further research in the more general process of creating customer
loyalty through loyalty programs and loyalty program applications. Current studies are
still debating whether loyalty programs create genuine customer loyalty, which is why

it would be reasonable to study this area further.

Furthermore, it would be beneficial to study the typical characteristics of loyalty
programs, such as the ones included in the research of Dorotic et al. (2012), which
included the tendencies to foster loyalty, be structured, be long-term, be rewarding,
and provide ongoing marketing efforts. Although there are other characteristics that
would be beneficial to do further research on, it would be beneficial to study the user
experience and discount further from a more ample perspective. It would also be
beneficial to discuss the effect of other promotion types than discount and their effects
on customer loyalty towards the brand and the loyalty program. This could, for
example, be done by studying other reward types such as nonmonetary rewards and
how the amount of discount given may affect the functionality of the loyalty program in

creating customer loyalty.
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APPENDIX 1: Main Study Survey
Survey: Loyalty Program Mobile Applications

Mandatory fields are marked with an asterisk (*) and must be filled in to complete the

form.

The purpose of this survey is to analyze digitalization in loyalty programs.

This survey is conducted by a student Lisa Naula, of Aalto School of Busines as part
of their study for their bachelor's thesis.

Participation in this research survey is voluntary, and you can withdraw your
participation at any point of filling this survey. The collected responses will remain
confidential, and personal information will not be stored. All data will be stored in a

password-protected platform.

This survey can be done in a short 3-minutes-time.

In case of any questions, the contact information is stated below:
Lisa Ferraz Pereira Naula lisa.ferrazpereiranaula@aalto.fi

| consent to participate in this survey. *
e Yes
e No

Next you will be asked a few general questions about your loyalty program usage.

| have downloaded a loyalty program application for a clothing brand on my
phone. *

e Strongly disagree

e Disagree

e Neither agree nor disagree

e Agree

e Strongly agree
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| use a loyalty program application for a clothing store as part of my regular
purchases. *

e Strongly disagree

e Disagree

e Neither agree nor disagree

e Agree

e Strongly agree

| currently have a loyalty program application for a clothing store downloaded
on my phone. *

e Strongly disagree

e Disagree

e Neither agree nor disagree

e Agree

e Strongly agree

| have used a loyalty program application in my clothing purchases previously.
e Strongly disagree
e Disagree
e Neither agree nor disagree
e Agree
e Strongly agree

| have deleted a loyalty program application for a clothing brand after using it
once. *

e Strongly disagree

e Disagree

e Neither agree nor disagree

e Agree

e Strongly agree
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If you use any loyalty program applications for your own personal clothing
purchases, please write the name(s) of the program or the retail brand(s) here

(if more than one, please separate names with commas):
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Please choose your month of birth. *
e January, February, March
e April, May, June
e July, August, September

e QOctober, November, December

You are a member of a clothing brands loyalty program. Imagine you are in
need to make a few clothing purchases. You download a loyalty program
application to support your purchases as you have heard that it offers benefits
to its customers. You open the app and can immediately find the search bar,
even though you have not used the app before. You begin browsing and begin
shopping. You find a shirt and decide to purchase it. The store has an ongoing
campaign for loyalty program members, and you are offered a 20% discount.
You proceed to pay and complete your purchase. The process of payment is
easy and does not require much from you. There are clear instructions for the

payment, and you are quickly done with your payment. *

e Click here to indicate you have read the description above.

You are a member of a clothing brands loyalty program. Imagine you are in
need to make a few clothing purchases. You download a loyalty program
application to support your purchases as you have heard that it offers benefits
to its customers. You open the app and can immediately find the search bar,
even though you have not used the app before. You begin browsing and begin
shopping. You find a shirt and decide to purchase it. You proceed to pay
where you are notified that you have collected 5 € worth of points, which you
may use on your next purchase. The process of payment is easy and does not
require much from you. There are clear instructions for the payment, and you

are quickly done with your purchase. *

e Click here to indicate you have read the description above.
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You are a member of a clothing brands loyalty program. Imagine you are in
need to make a few clothing purchases. You download a loyalty program
application to support your purchases as you have heard that it offers benefits
to its customers. You open the app and have slight issues locating different
functionalities but eventually understand it enough to continue your purchase
process. You find a shirt and decide to purchase it. The store has an ongoing
campaign for loyalty program members, and you are offered a 20% discount.
You managed to complete the purchase, but it did take some extra time from
your daily routine as you had to use more time than you expected due to the
need to master the app.

e Click here to indicate you have read the description above.

You are a member of a clothing brands loyalty program. Imagine you are in
need to make a few clothing purchases. You download a loyalty program
application to support your purchases as you have heard that it offers benefits
to its customers. You open the app and have slight issues locating different
functionalities but eventually understand it enough to continue your purchase
process. You find a shirt which pleases you anddecide to purchase the shirt.
You proceed to pay where you are notified that you have collected 5 € worth of
points, which you may use on your next purchase. You managed to complete
the purchase, but it did take some extra time from your daily routine as you

had to use more time than you expected due to the need to master the app *

e Click here to indicate you have read the description above.
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PLEASE CONSIDER THE PREVIOUS SHOPPING SCENARIO WHEN
ANSWERING THE FOLLOWING QUESTIONS

Please indicate your agreement with the following statements: *

| am
satisfied
with the
purchase
experience
with this
brand. *

| would
recommend
this clothing
brand. *

| rather buy
from this
brand than
from a
competing
one. *

| would
purchase
from this
brand in the
future. *

| would
purchase
from this
clothing
brand over
an
alternative
brand. *

| appreciate
the benefits
that this
clothing
brand offers
tome. *

1. Strongly
disagree

o

(@)

(@)

2. Disagree 3. Neither 4. Agree

agree nor
disagree

o o
o o
o o
o o
o o
o o
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5. Strongly
agree

o



| would use
this clothing
brand’s
products
and
services
again. *

| find the
shopping
experience
enjoyable in
this clothing
brand. *

| find that
being a
member of
this clothing
brand’s
loyalty
program
benefits me.

*

| am
satisfied with
the benefits
offered by
this clothing
store to me.

*

| found the
loyalty
program
application
simple to
use

| am
interested in
taking full
advantage
of any

0]

0]

1. Strongly
disagree

0]

0]

0]

2. Disagree 3. Neither

agree nor
disagree

o o

o o

o o

o o
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4. Agree 5. Strongly

agree
o) o)
o) o)
o) o)
o) o)



opportunities
to
accumulate
points and
redeem
rewards in
the future. *

| would o} o]
choose the

products of

this specific

loyalty

program

again. *

1. Strongly
disagree

2. Disagree

| would o] o]
recommend

this loyalty

program to

others. *

would pay o o]
more for this

loyalty

program’s

products,

even if less

costly

options were

available. *

| am o] o]
interested in

using this

loyalty

program in

the future. *

3. Neither
agree nor
disagree
o
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o] o]

4. Agree 5. Strongly
agree

o] o]

o] o]

o] o]



Please recall the value of the discount for downloading the loyalty program

application you read about:

In the scenario example you read, was using the application easy or difficult?

| identify myself as *
e Woman
e Man
e Other

What is your age? *

Years.

What is your nationality? *
e Finnish

e Other: (please indicate in box)
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