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both Guest and Hotel

by
Luke Gillies
Tomoko Kitamura
Maki Yokota-Landou
Abstract

Loyalty programs are widely used in the tourism and hospitality industry, indeed
instances where airlines, hire-car agencies and hotels are not part of a program are rare.
Loyalty Programs not only encourage and reward customer loyalty but allow a company
to learn specific details about an individual’s patterns and behaviour. However while
these programs are widely utilised little has been written about them in tourism and

hospitality marketing literature.

This study has three purposes, to analysis the Scandinavian hotel loyalty program
marketplace, to analysis member/non-member behaviour and attitudes and to draw
conclusions as to what will make loyalty programs more valuable to both the member and
hotel. Empirical data was collected from international hotel chains within Scandinavia,
from members of the RicaCard loyalty program and from a survey of the general

population of Gothenburg, Sweden.

The main results indicated that little differentiation existed in terms of design and to a
lesser extent range of rewards within the marketplace and that guests where often
members of several programs. The conclusions suggested that by giving members more
opportunity to invest in a program, especially early on they may become more committed
to one program and therefore become loyal to a hotel chain.
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1. OVERVIEW

1. OVERVIEW

1.1 Introduction
Over the past years the notion of a firm adopting Relationship Marketing has become

more and more popular. Stemming from the idea that the existing 4P’s or transaction
based approach to marketing was inadequate for the majority of industries (Gronroos
1996), terms such as Marketing Orientation (Gronroos 1996), Part-Time Marketer
(Gummesson 1987) and Point of Marketing (Gummesson 1991) became fashionable.
Managers became more aware of Internal Marketing and earning the customers trust and
commitment (Morgan and Hunt 1994) all in the belief that a customer who purchased
from a firm 10 times was more profitable than a 10 individuals making one purchase
(Reichheld & Sasser 1990).

Firms introduce Relationship Marketing, or at least adopt a more relationship driven
approach to their marketing activities for a number of profit driven reasons; amongst
them learning about their customers characteristics and preferences, being able to create
customer value through offering a mass customised product or simply to be able to better
satisfy the needs and wants of existing customers ensuring they continue to purchase the

product of the firm into the future (Payne, et al 1995).

Indeed examples of customer relationship management can be seen at most firms,
especially those involved in service industries; telecommunications or internet providers,
offer 12 month contracts, pubs recognise their regular customers with cheap drinks and
department stores have store credit cards with low interest rates or special offers.
Packages, clubs, memberships and contracts all in different ways encourage consumers to

not only use a goods or service but also purchase it again and again.

One noticeable attempt build and manage customer relationships has been through the
advent of customer loyalty programs (Sharp and Sharp, 1997). Loyalty Programs allow
customers to earn points they can redeem for discounts or other rewards and benefits by
repeatedly purchasing a firms product. Point based loyalty programs can be seen in the in

many different industries from Airlines, Credit cards, Retailers, even radio stations now
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have clubs that listeners can join and earn points with when they enter a secret word into

an internet account that they hear during the day on that radio station.

The popularity of loyalty programs is not surprising given that not only do loyalty
programs generate revenue but they also allow firms to learn about their customer
(Kumar and Shah 2004) as every transaction or comment they make can be directly
recorded, catalogued and attributed to an individual, additional allow firms to create
value for the customer by offering rewards and benefits that appeal to them (O’Malley,
1998) and by being able to offer a mass customised product (Grénroos 1994) based on
the preferences and characteristics learned from previous experiences. These factors can

all contribute to a stable loyal customer base.

Yet despite the apparent win-win situation Loyalty programs offer to both consumer and
firm much suspicion is still directed towards these programs. Customers are unwilling to
trust and commit to an organisation whose existence is based upon their willingness to
part with their hard earned income (O’Malley and Prothero 2002). This is only
heightened when the customer believes they are appearing to be getting something for
nothing.

Whether loyalty programs do give the customer a genuine excuse to participate in a
positive relationship with a business, or just provide another avenue for venting cynicism
at profit driven corporations they are a widely used tool that companies are using to
manage and maintain existing customers, especially so in the hotel industry that this
study will look at specifically. Our study will explore this subject and address many of
the issues involved in providing a successful sustainable and profitable program.

1.2 Problem Discussion
Loyalty programs promote customer loyalty through providing members who use a

company’s product regularly with rewards and additional value, making it popular among
consumers (Liebermann, 1999). Passinghan (1998) suggested that the popularity of such

programs has led to an increasingly competitive landscape with various companies within
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the same industry offering loyalty programs. Consequently consumers often enrol in
loyalty programs of multiple companies within the same industry, such as grocery

retailers, airlines, hotels and credit card providers.

Many researchers have indicated that research in this area has been far from
comprehensive. Sharp and Sharp (1997) noted that there is a lack of research on the
appropriate measures of effective loyalty programs while Bolton et al, (2000) suggested
that there is virtually no prior research about the effect of loyalty programs on
consumer’s purchases of services or on organization’s financial outcomes. This would
suggest that simply by implementing a loyalty programs firms expect to see results and
that little is understood about the elements of a program that make it work and the impact
loyalty programs have on customer attitudes and behaviour and most importantly its

effect on Loyalty.

Dowling & Uncles (1997) suggested that for any customer loyalty program to be as
effective as possible given the prevailing competitive conditions, it must leverage the
brand’s value proposition in the eyes of customers. But once again little is know about
what that value proposition should be. They also discussed that it is the importance of
designing a reward scheme that maximizes the consumer’s motivation to make the next

purchase.

From the studies above it can be said that in order to maximize the effectiveness of the
loyalty program, how consumers value a program is significant. However, Reinartz &
Kumar (2002) identified that most loyalty programs that exist today are very similar and

in absence of any clear differentiation or special value proposition.

Some researchers indicated that many of the loyalty programs that exist today are
organization benefit oriented and they actually failed to build long-term relationship with
consumers. O’Malley and Prothero (2002) suggest that consumers are still cynical
towards relationship marketing, seeing words such as trust, commitment and mutual

benefit as rhetoric designed to increase company profits, thus as long as the consumers
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view’s the relationship as being orchestrated by the firm, primarily for the firm’s own
benefit, they view the relationship with an ‘us versus them’ mentality as apposed to a

‘marriage’.

Fournier et, al. (1998) also suggest that relationship marketing is not being used
effectively by organizations, they suggest that because organizations only look at a
relationship from their own point of view they can never really create a relationship that
is two way, consumers feel that the relationship is limiting their freedom of choice,
destroying trust and the consumers attitude towards the relationship. They suggest that
relationship marketers need to ‘live with native’ to truly understand what consumers want
from relationships, and be more open and honest about why the organization wants the

relationship in the first place.

In summary, it is widely accepted that loyalty programs can be an effective way of
building loyalty if done correctly. Design, Rewards, Value are widely accepted as being
vital components of a successful program but what makes a successful Design, Reward or
Value is unknown or at least requires a greater understanding. This includes
understanding what members (including those who are not currently members but could
potentially become members in the future) demand and value from programs and

understanding their behaviour and attitudes towards such program.

1.3 The focus and purpose of this study
The purpose of this study is to provide guidelines as to how hotel loyalty programs can be

of greater value to both the member, in terms of what the program is offers them, and the
hotel, in terms of creating loyalty through the use of the program. Our study will do this
by identifying areas where programs are ineffective from either the member’s or hotel’s
point of view and suggest strategies that may be implemented in order to rectify the

situation.
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Purpose - to investigate how to add value to hotel loyalty programs to the customer and
the hotel.

To be able to provide such recommendations requires the study to be undertaken from
two different angles. Firstly what the member values from a loyalty program must be
identified which can be achieved through a study of member (including potential

members) attitudes and behaviour towards programs.

Research Question One — To understand how to increase the value of a hotel loyalty
program through investigating the attitudes and behaviour of members towards loyalty
programs

What a hotel values from a loyalty program is probably much less mysterious - increased
profits through loyal customers, however understanding the way in which programs are
used by hotels is important. Thus the second section of this paper will take into account
the current marketplace that exists within Scandinavia, this can be taken both from an
external viewpoint in studying the competitors and products that exist within the
marketplace or from a generic internal viewpoint, analysing the basic network between
players and the tasks that need to be performed in order for the successful implementation
of a program. From these two studies we will then be able to make recommendations on

how to add value to the program, in terms of what needs to be added and how to do it.

Research Question Two — To investigate the disposition of the existing Scandinavian
Hotel Loyalty Program market both in terms of the external marketplace and internal
program design

This study from here forth is divided into four sections. The literature review will
summarise the existing knowledge not only on loyalty programs, but the overarching
relationship marketing theory from which loyalty programs can be argued to be a part of,
it will also cover the basic concepts of creating customer satisfaction and the creation of

loyalty through satisfaction.

Our fieldwork will be explained in the following chapter. This section will be divided

into two subsections demonstrating the method for collecting and analysing data relating
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to members values, attitudes and behaviour and secondly data relating to the hotel loyalty
program market place. Each section will be divided under the same headings, firstly we
will identify the sources and locations from where data was collected and the reasons for
collecting this type of data. Secondly the tools used for the data will be identified and
explained followed by a summary of the type of data collected, finally the analysis

methods used to give meaning to the data will be explained.

The processed results obtained from all of the data will be presented in chapter four. This
will follow the same two section format used during the fieldwork whereby results are
divided between the research questions stated above. The results will provide both
prompted and unprompted responses from both existing and potential members while the
results from the market place analysis will investigate program design, program value
and program offerings, these results will provide the groundwork for the analysis in the

following chapter.

The analysis will attempt to explain and apply the results to the study based on the
theories outlined in the literature review. This will once again be demonstrated in terms
of what the member values in the program and what currently exists within the

Scandinavian hotel loyalty program market place.

In the final chapter a number of conclusions and will be made as to how hotel loyalty
programs can be improved to provide extra value for both customer and hotel. This will
be achieved through the combination of the results and analysis of research questions one

and two.
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2. LITERATURE REVIEW

2.1 Introduction
Extensive Research has been undertaken in the area of managing existing customers,

given that it is universally accepted that it is more efficient to keep existing customers
than acquire new ones this is not surprising (Reichheld and Sasser 1990). In this
literature review we therefore examine what has been written on the subject of customer
relationships, both why they are important to businesses, what elements make for
successful customer relationships and also the issues surrounding how businesses fail to

effectively use customer relationship theories in the business world.

From this broad overview we will begin to focus more on customer loyalty and the
related concepts that affect customer loyalty including, behavioural loyalty, attitudinal
loyalty, customer satisfaction and switching costs, the basic definitions and principles

behind customers satisfaction and how customer satisfaction creates loyalty.

Finally a review of loyalty program theory will be undertaken, including definitions,
types of loyalty programs, how they can be created, maintained and effectively managed

as a marketing tool.

2.2 Relationship Marketing

2.2.1 Introduction
Relationship Marketing grew out of wide spread recognition both in theoretical and

practical circles that the traditional and widely accepted transaction approach to
marketing (where all marketing decisions are based around the 4Ps - Place, Product,
Promotion and Price) was inadequate for an increasing amount of products in an

increasing amount of markets.

The 4Ps approach was suitable when the product was a simple standard product, or
consumer good and had a large mass market of anonymous customers. However

overtime more and more organisations began realizing that increasingly, customers no
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longer wished to remain anonymous, mass markets were fragmenting and competition
was becoming more intense and global (Gronroos 1996). Simply manipulating customers

into making a transaction was no longer adequate.

It was with this in mind that various terms such as life time value, service quality and
mass customisation entered popular marketing vernacular. Under this new way of
thinking, which some even deemed to be the new marketing paradigm, keeping a
customer became as important making the sale. Especially for industries involved in
services, learning about the customer and tailoring the service to their needs was
evermore important. Organisations attempted to grow relationships with customers as

apposed to sales and the term Relationship Marketing was born.

2.2.2 Background of Relationship Marketing

Definitions and Basic Concepts

Relationship Marketing is not new, despite its relatively new addition to marketing theory
practical examples of relationships between buyer and seller have existed for as long a
business has been conducted. Indeed some have dubbed the emergence of Relationship

Marketing as a return to marketing’s Basic Form (Gronroos 1996).

Relationship Marketing Theory stems from two independent schools of thought. The
first being the Nordic approach that developed in the early 1980’s (Gummesson et,
al.1997) where relationships are understood from a service point of view. Understanding
how to create customer value or increase customer satisfaction levels is the key to

understanding Relationship Marketing and Relationship Management.

The Nordic School recognizes the importance and extra value for both buyer and seller of
relationship based interaction as apposed to the transaction based interaction (Payne et al
1995) in terms of ‘Life Time Value’ of the customer to the firm and ‘Customer Value’ of

a personalized product to the customer.
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It notes the vital role the customer plays in the service encounter and encourages the
thinking that Customer Service and Marketing are much closer together perceived than

under traditional transaction based marketing.

The Industrial Marketing and Purchasing (IMP) School was born from the realization that
Industrial Marketing was different from consumer marketing due to the interdependency
of organisations on each other, therefore understanding the workings of a network was

vital to understanding relationships (Halinen 1996).

The network approach to Relationship Marketing highlights mutual interests and the
uniqueness of each individual relationship. By working together a relationship can be
profitable for both parties and can obtain outcomes that would have been impossible to
achieve without the relationship creating a state of mutualism (Horne & Worthington
1996).

While predominately studying business to business relationships and partnerships aspects
of the Network Approach, such as mutual benefits and noting that many different
interactions between many different individuals and organisations make a single
relationship successful, this thinking can be applied to service based relationship
marketing especially with regard to intense, lengthy or regular relationships. These two
schools are by no means contradictory, more so looking at relationships from a different

angle.

According to Halinen (1996) these two schools of thought suggest that Relationship
Marketing has two cornerstones;

*

¢+ That relationships are temporal, in that it occurs over a period of time and that
over its lifecycle the nature of the relationship will change and,

¢+ That relationships are dyadic, in that a relationship involves two or more parties

with different motivations and reasons for participation in the relationship.

The basic principal behind implementation of relationship marketing strategies is that

Relationship Management can increase profitability through customer retention.
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According to Reichheld and Sasser, (1990) losing customers to a service based company
is what the “scrap heap’ is to a good-based company — a defective product. Creating Zero
defections requires all employees understand the lifetime value of a customer, thus
persuading the customer not to simply make a purchase, but to make another one

sometime in the future.

Due to the many different ways Relationship Marketing is used in the business world a
set definition has been hard to derive. We have compiled the following list of basic
concepts that most Relationship Marketing strategies and studies revolve around:

+«+ Doyle and Thomas (1992) suggest that it is long term in orientation thus in order
to become a preferred supplier one must build trust over a period of time and
develop skills in the area of understanding customer needs and relationship
development.

¢ It incorporates the shift in emphasis from manipulation to genuine customer
involvement (McKenna, 1991)

+¢ ldentifying and working towards common goals (Buttle, 1996) has a direct
influence on both commitment and trust (Morgan and Hunt, 1994).

< Emphasizing the need to attract, maintain, and enhance customer relationships
(Berry 1983; Gronroos 1983) possibly through Internal marketing, designed to
shape employees' attitudes and behaviour toward their jobs, the customers, and
the internal environment, which can help service firms ensure that the customer
service interaction is satisfactory. This may include identifying areas outside
traditional marketing mix activities.

To build successful relationships, business must concentrate on earning trust (Heide and
John, 1992; Gundlach and Murphy, 1993; Weitz and Jap, 1995) commitment (Crosby,
1990; Anderson and Narus, 1990; Morgan and Hunt, 1999), and highlighting mutual
benefit (Dwyer, 1987; Morgan and Hunt, 1999) to both parties involved in the

relationship.

Trust

Trust can said to be present when the parties involved accept that they can rely on each
other to perform actions that will result in mutually beneficial outcomes, such is its
importance that Morgan and Hunt (1994) proclaim that the efficiency, adjustment, and

even survival of any social group depends upon the presence or absence of such trust. A

10
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trustworthy party should display elements of reliability, integrity, consistency,

competency, honesty, fairness, responsibility, helpfulness, and benevolently

Anderson and Narus (1990) suggest that when a trustworthy relationship is formed,
parties will be reluctant to break this relationship. Even after actions have taken place
which where detrimental to one party, trust can be maintained if one firm believes its
partner has taken the expected actions, but that forces beyond its control have negated the
expected outcomes. Trust in the business world is characterized by lower intensity and
less personal than in a social sense given that where trust is broken in interpersonal
relations, participants expose themselves and their own resources to potential loss
whereas in inter-organisational relations, it is the firm that potentially will incur the loss
(Anderson and Narus, 1990).

Thus deciding weather to engage in or refrain from trusting responses or actions will be
decided upon the firm's prediction of the extent to which the partner firm will follow
through on its current promises (Anderson and Narus, 1990). When a firm trusts another
firm’s ability to follow through on what they say a stable and predictable relationship can
be created, which in leads to integrative behaviour, which eventually prolongs the
duration of the relationship (Ganesan, 1994)

According to Gounaris (2005) the more the client trusts the service provider, the more
affectively committed to the provider the customer becomes. This trust appears to be
directly linked to quality of the service offered and how the party interacts and bonds
with the other party. According to Morgan and Hunt (1994) because ‘relationships
characterized by trust are so highly valued that parties will desire to commit themselves
to such relationships’ but because commitment brings with it vulnerability parties must

trust each other prior to them committing. Affective commitment is dependant on trust.

11
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Commitment

Commitment comes from the will of a party to continue with and invest into a given
relationship, (Gounaris, 2005) Commitment may not be as strong on both sides on an
activity (Leek et, al. 2002), for example suppliers may more concerned about gaining the

commitment of their customers in the relationship than vice versa.

There are two different types of commitment based on the motivation for the relationship:
affective and calculative commitment (Mathieu and Zajac, 1990). Both types have
relatively stable attitudes and beliefs about the relationship but stem from different

motivations for maintaining a relationship.

An affectively committed company desires to continue a relationship because it wants to,
it likes the partner and enjoys the partnership (Buchanan, 1974) it experiences a sense of
loyalty and belongingness. Calculative commitment arises when a partner is forced to
continue the relationship due to anticipation of high termination or switching costs
associated with leaving from the relationship (Allen and Meyer, 1991) this may include

the high transaction costs a party will incur when changing firms.

Gounaris (2005) found that affectively committed customers are much more likely to
trust the supplier, than calculative commitment customers, which means they are much
more likely to continue in the relationship than those that are simply their for calculative
reasons, not only will they be more willing to remain in the relationship but also invest or

activity contribute to the partnership.

Mutual Benefit

Shared values directly influence both commitment and trust (Morgan and Hunt 1994),
which form the corner stones of successful customer relationships. Thus for a
relationship to have long term possibilities both parties must feel that they gain from the

relationship which can be achieved through shared values or mutual benefits.

12
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Relationship’s where asymmetrical dependence occurs in an exchange situation makes
one party susceptible to the power and influence of the other party. The more powerful
party is in a position to create more favourable terms of trade asymmetrical dependence
relationships are less stable and likely to break up over time. Maintaining status quo is
not a profitable action for the dependant partner over the long run, thus forming only a
Calculative Commitment, which is less likely to last than a relationship that is built on
mutual benefits, which is likely to build trust and create affective commitment (Gounaris
2005).

The Commitment-Trust Theory

Morgan and Hunt (1994 pp 24) tested the relationship between sellers (manufacturers)
and buyers (outlets and stores) in the typically competitive, turbulent and global tire
industry. The study found that typical measures of quality such as customer satisfaction
or product performance had little effect on the relationship commitment. They believe
that;

¢+ Trust occurs when the parties share common values, communicate and a
believe that the other party will not take advantage of the other.

s Commitment arises not only from trust but from shared values and belief
that the partner would be difficult to replace

¢+ The majority of relationships characterized by poor cooperation could also
be characterized by poor levels of commitment and trust.

From these findings good relationships are built on a solid platform of Commitment and
Trust, which can be created from finding partners with shared values and seeking mutual

benefits.

Relationship Marketing offers an alternative to traditional 4Ps or Transaction Marketing.
Transaction marketing is aimed at manipulating a customer into making a purchase where
Relationship Marketing is focused on learning about the customer and realizing that the
next purchase is as important as the one they are making now. Table 2.2.1, developed
from the text in Grénroos (1996) demonstrates the main differences between Transaction

based Marketing and Relationship based Marketing.

13
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Table 2.2.1 Transaction v Relationship Marketing
Transaction Focus
Orientation to Single Sales

Discontinuous Customer Contact

Focus on Product Features

Short Time Scale

Little Emphasis on customer service

Limited commitment to meeting customer
expectations

Quality is the concern of production staff

Relationship Focus

Orientation on Customer Retention
Continuous Customer Contact
Focus on Customer Value

Long term scale

High customer service emphasis
High commitment to meeting
expectations

Quality is the concern of all staff

customer

Source - Adapted from text - Gronroos 1996

2.2.3 Relationship Marketing Management

Where do relationships exist?

In order to enhance and profit from a relationship, Relationship Marketers must first
identify where relationships exist. Many different relationships exist and exert influence
on the end relationship between buyer and seller, for example the firm’s relationship with
its delivery organisation can affect the price the customer will pay for delivery (Payne at
el 1995). Payne, et al (1995) believe that a firm must build relationships in six different
constituencies that contribute to customer value. They believe these 6 constituencies
include Internal Relationships (those between the firm and its staff), Referral
Relationships, (those between the firm and people who recommend the firm to
customers), Influence Relationships (those between the firm and organisations whom
have influence over a market place e.g. competition, governments etc), Employee
Relationships (those between the firm and potential employees - the type of people the
firms attracts as employees), Supplier Relationships (those between the firm and
organisations who provide materials necessary to being able to provide the core product)
and Customer Relationships (those between the firm the those who buy the firm’s
product)

Managing Relationships

Peppers et al (1999) talk about the implementing one-to-one marketing. They suggest

that one-to-one marketing learning about your customer at every possible opportunity.

14
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Companies must first identify who their customers are, what they want and how they
come in contact with the company. Differentiate them based on value and needs,
improving how you interact with these customers and finally customize these interactions

based on what you have learnt.

Based on this highly differentiated customer information one can design the relationship
so a customer will evaluate the relationship in a positive way. Relationships are
evaluated on the process and outcome of the various interactions involved in the
relationship (Holmlund and Strandkiv 1997). By identifying the various interaction
points, an organisation can design the way it interacts with its customers. Of course
various interactions will have a greater bearing on the customers’ evaluation of the

overall relationship but these points can be identified through the differentiation process.

Existence of Part Time Marketers, Point of Marketing

The term part-time marketer was coined by Gummesson (1987) to describe people
outside the marketing department who have an effect on the customer’s perception of the
organisation. They may exist within any department of an organisation and will almost
certainly outnumber those who are full time marketers. The way they do their job effects
the customer’s perception of the company just as an advertisement, slogan or logo can if
not more. Gummesson (1991) later coined the term ‘Point of Marketing’ to describe any

opportunity to influence favourably the customer’s present and future purchases.

These two terms highlight the fact that relationship marketing occurs not through the
marketing department as do catalogues or advertising campaigns but through part-time
marketers working behind a register, answering phones and making deliveries. Therefore
various Points of Marketing do not always fall under the jurisdiction or budget of the
marketing department. This poses many problems for Relationship Marketers most
importantly how to control marketing when points of marketing occur in departments
they have no control over (in terms of access and control of resources), by people with no

15
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marketing skills or experience. From this problem the need for organisations to become

more Marketing Orientated was born.

Marketing Orientation

Amongst others Grénroos notes the need for organisations to develop a more marketing
orientated approach to their design. By acknowledging the existence of Part-Time
Marketers, and Points-of-Marketing in almost all departments a firm has little choose but
to recognize that the Internal Marketing of the company is the role of the entire
organisation, not simply the Marketing Department. Of course specialist marketers can
help install a marketing consciousness throughout the organisation; however in order for
a company to truly be marketing oriented each department must recognize their
responsibility as marketers of the firm and the nature of the marketing message must be a
directive from head office not the marketing department which may only not have

authority over other departments in an organisation

Marketing and Relationship Marketing

Relationship marketing forces changes to the way traditional marketing activities are
undertaken and in many cases can enhance what can be achieved (Grénroos 1996). For
example how can marketing planning take place when the resources used for
Relationship Marketing are not under the control of the marketing department? Instead
marketing planning must be an element of every plan in every department with a

marketing oriented corporate plan as a guideline.

Relationship marketing demands individual customer recognition and therefore more
specific customer segments are required, no longer is it acceptable to attract a small
section of a large crowd, Under Relationship Marketing firms must attract as many
individual’s business as possible by creating a product that is tailored to a much more
specific market segment perhaps based on information in a customer file rather than

broad demographics such as age and income (Grénroos 1996).

16
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But in order to be able to build these databases and customer files, customer research
becomes of greater importance. Fortunately relationship marketing presents many more
opportunities to learn about your customer and provides much more specific information
than traditional transaction based marketing (Gronroos 1996) a successful relationship
marketing design can obtain individual information about a customer’s behaviour and

customer satisfaction levels at every interaction between firm and customer.

Making relationships work

There are a number of theories as to what makes the relationship work and keep working,
as explained earlier Morgan and Hunt’s study believed that Co-operation is born from
Trust and Commitment, the same authors also propose that trust and commitment are
usually found where; The partners have been chosen carefully, the structure of the
relationship is planned so that both parties and benefit, and there is an amicable method
for dispute resolution, the partners allow time for the relationship to grow,
communication is strong, and the companies act in a trustworthy manner both inside and

outside the relationship (Morgan and Hunt 1994).

But relationships are not always sought after by the one party, indeed it may not be
beneficial for one party, the value of the relationship may have changed, it may even be
threatening to one party, or the transaction costs and risk associated with changing the

relationship may outweigh the negative effects of a poor relationship (Blois 1996).

Horne and Worthington (1996) draw on an example from the biological world. They
believe like parasites different types of relationships produce difference results for each
partner, the process called Symbiosis allows parasites to work together to achieve a result
that would have been impossible without the relationship, mutualism, to a situation where

both parties loss out from the relationship, Synnercrosis, (See Table 3.3.2)

Table 2.3.2 Nature of Relationships

Win-Win Win-Neutral Win-Lose Lose-Neutral Lose-Lose
Mutualism Commensalism Parasitism Amensalism Synnercrosis

Source - Horne and Worthington 1996 pp 550
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By understanding the type of relationship that you are in, or what kind of relationship has
developed, one can try understanding the motivations for various actions by other parties

and being able to use this understanding to produce a productive or effective relationship.

2.3 Customer Loyalty

2.3.1 Customer Loyalty Overview
Customer loyalty can be defined as a situation when a customer has a positive attitude

towards a company, expresses a willingness to repurchase from that company and
actually does make the next purchase from that company rather than from a competitor
(Chojnacki, 2000).

Reynolds (2002) explained the importance of customer loyalty should be seen not only as
only a tool to gain market share but as a tool to maximise the value of individual
customers. This means shifting the emphasis from selling one million widgets, to that of
ensuring that the companies’ widgets are used daily by its customers for the next 20 years.

That customer loyalty in a nutshell is earned one customer at a time.

Butscher (2002) stated that most customer loyalty strategies offer primarily financial
benefits. In essence, they provide price discounts and discounts are the last thing that
creates loyalty among customers. Customers who buy the organizations’ product or
service merely because of its price will not continue to do so if they can find a better
price elsewhere. The only way to create long-term customer loyalty is to establish a true
relationship with customers, which is based not on financial incentives, but on emotion,

trust and partnership. (Butscher, 2002)

Why Customer Loyalty?

Loyal customers, who have emotional connections, are less likely to switch to rival
companies based on price alone, additionally loyal customers tend to spend more money

than non-loyal customers (Bowen and Shoemaker, 2003).
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Barsky and Lin’s research (2004) also came to a similar conclusion; satisfied guests are
less price-sensitive. They also found that it is possible to bring business travellers back as
private travellers by improving customer loyalty as opposed to simply lowering prices. It
is important to understand the value of retaining loyal customers since they are not
restricted by contracts, which means that they are always able to switch to other hotels
(Shapiro and Vivian, 2000).

Dunn (1997) from Carlson Marketing suggested that companies who adopt loyalty
strategies may have a number of goals or expectations from implementing these strategies,
these may include, acquiring high value customers from competitors and maximising the
value of those they already have, identifying existing customer that could be of greater
value to the company in the future, keeping a “core group” of moderate value customers

and generating “opportunity cost” for using a competitor

Positive and Negative Effects of Customer Loyalty

Diller (2000) defined both positive and negative ways in which customer loyalty may
effect to hotels from an economic point of view. Loyal customers tend to bring more
certainty to hotels since they will stay at the hotels frequently. Moreover loyalty
customers will bring more feedback, both positive and negative, to the hotels, which is
indispensable to the hotel’s development. The feedback can provide new ideas,,
highlights areas that need improvement and influence their marketing strategy towards
non-loyalty customers. Needless to say, the trust between loyal customers and hotels is a
precious asset. However, having too close relationship with loyal customers and paying

attention only to their opinions may bring inflexibility and inactivity to the hotels.

Loyal customers have strong effect towards the hotels growth since the more they
satisfied, the more they give recommendations. It is a well-known fact that
recommendation and positive words of mouth is the best marketing strategy for hotels.
However if hotel makes loyal customers feel bad, those customers may spread negative

word of mouth.
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It is more profitable for hotels to have loyal customers instead of several opportunistic
customers. The cost of convincing loyal customers to stay in a hotel compared to that of
obtaining new customers is much lower. Furthermore hotels loyal customers cost less to
take care of from a guest management point of view given they are already aware of hotel
procedures and can form accurate expectations based of their experience from the
previous stays. Diller (2000) mentioned that loyalty customers are less price-sensitive,
but at the same time he is unsure of their expectation for lower prices as a compensation
for their loyalty. It is also important to be aware of the costs of having customer loyalty

programs.

Customer Loyalty in Hotel Industry

Customer loyalty is particularly important to the hotel industry, because most hotel-
industry segments are mature and competition is strong. Often there is little

differentiation among products in the same segment. (Bowen and Shoemaker, 2003).

Managing Customer loyalty through a customer relationship approach has become a
significant marketing strategy given most of services which hotels offer, are intangible.
It is difficult to differentiate themselves from other competitors. Because of this, hotels
have been making an effort to succeed in the industry by improving service quality and
the service itself in order to maximize the customers’ satisfaction and ensure guests

become “loyal guests”.

O’Malley and Prothero (2002) have defined that the purpose of relationship marketing is
to create, extend and keep the relationships with customers and other stakeholders.
Because of this fact, customer loyalty as relationship marketing is significant. Barsky and
Nash (2002) mentioned that the emotions a guest feels during a hotel stay are vital
components of satisfaction and loyalty. However it is important to recognise the
difference between customer satisfaction and customer loyalty. Customer satisfaction

assesses how much the transactions exceeded customers’ expectations whereas customer
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loyalty assesses how possible it is that the customers will return to the hotel (Bowen and
Shoemaker, 2003).

Diller (2000) mentioned that the fact loyalty is difficult to measure as a serious matter for
hotels. As it can make it difficult to reward loyalty since the value of loyalty is
established by both qualitative and quantitative phases. However this problem can be
seen as challenge as if hotel could overcome the matter, then the hotel can differentiate

itself from the other hotels.

2.3.2 Customer Loyalty related concepts
Sallberg (2004) indicated that there are different concepts positively related to why

customers continue to purchase a certain brand or from a certain firm. She introduced
four concepts, which are behavioural loyalty, attitudinal loyalty, customer satisfaction

and switching costs.

Behavioural loyalty and attitudinal loyalty

According to Schultz & Bailey (2000), behavioural loyalty focuses on the value of the
brand to the customer. Keenhove (2003) indicated that behavioural loyalty is a

customer’s repeat patronage behaviour, developed a relationship overtime.

For any companies, customer loyalty becomes more meaningful only when it translates
into purchase behaviour. Purchase behaviour generates direct and tangible returns to the
company as compared to the effects of pure attitudinal loyalty where commitment and
trust that do not translate directly into actual purchase behaviour. Therefore, it is
important for a company to build behavioural loyalty. Pure attitudinal loyalty of a
customer without behavioural loyalty may provide only limited or no tangible returns to

the company. Most loyalty programs in existence today reward behavioural loyalty.

As mentioned earlier, attitudinal loyalty is consisted from trust, emotional attachment,

and commitment to a brand and a relationship. Customer attitudes have been known to
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influence customer behaviour (Ajzen & Fishbein, 1980) however customers exhibiting a
positive attitude may not translate that into purchase behaviour due to a relatively more
favourable attitude toward another brand (Dick & Basu, 1994). The positive attitude
strength of a customer needs to be complemented by high attitude differentiation
(compared to other brands) in order for the company to expect sustained purchase

behaviour from the customers in the long run.

Baloglu (2002) suggested that customer loyalty should be studied on a two-dimensional
scale as behavioural (repeat patronage) and attitudinal (commitment) loyalty. And here is
the chart of loyalty typology based on behaviour and attitude, which is used in Baloglu’s
study in 2002.

Figure 2.3.1 — Customer loyalty segmentation by Behavioral loyalty and Attitudinal loyalty

Attitude
Low High
Surious Loyalty True Loyalty
High
Behaviour
Low Low Loyalty Latent Loyalty

Source: Baloglu (2002 pp 48)

The chart shows four loyalty archetypes based on the cross-classification of attitudinal
and behavioural loyalty levels, which are true loyalty, latent loyalty, spurious loyalty, and

low loyalty.
Customers with true loyalty are characterized by a strong attitudinal attachment and high

repeat patronage. They are the one always patronage a particular brand or a company, and

are least vulnerable to competitive offerings.
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Those with latent loyalty low patronage levels, although they hold a strong attitudinal
commitment to the firm. Their low patronage may occur because they do not have
enough resources to increase their patronage or because of the price, accessibility, or

distribution strategy may not encourage them to become repeat customers.

Customers with spurious loyalty make frequent purchases, even though they are not
emotionally attached to the brand or the firm. The high patronage levels of spuriously
loyal customers can be explained by factors such as habitual buying, financial incentives,
convenience, and lack of alternatives, as well as factors relating to the individual

customer’s situation.
Finally, the low loyalty group shows low levels of both attitudinal attachment and repeats

patronage. It can be said that spurious and low loyalty groups are highly volatile and

susceptible to incursions from competitors.

Customer Satisfaction

There are a number of studies completed to develop a consensual definition of customer
satisfaction. Most definitions have stated that the notion of customer satisfaction as a
response to an evaluation process. There are many themes of customer satisfaction as a
summary concept; fulfilment response (Oliver, 1997), affective response (Halstead et al.,
1994), overall evaluation (Fornell, 1992), Psychological state (Howard and Sheth, 1969),
global evaluation judgment (Westbrook, 1980, summary attribute phenomenon (Oliver,

1992), and evaluation response (Day, 1984).

Many firms are putting a lot of effort into improving customer satisfaction since it is
believed that customer satisfaction generates superior economic returns. Fornell (1992)
stated that high customer satisfaction increases loyalty for current customers, reduces
price elasticity, protects current customers from competitive efforts, lowers the cost of
future transactions, reduces failure costs, reduces the need to attract new customers, and

enhances the reputation of a firm. According to the research on the relationship between
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quality and customer satisfaction and economic benefits, conducted by Anderson, Fornell
and Lehmann (1994), even though economic returns from improving customer
satisfaction are not immediately realized, with a long run perspective, increasing
customer satisfaction is extremely important because it affects future cash flows and

market share increases.

Fornell, et al (1996) stated that Customer satisfaction is generally seen as having a simple
effect on loyalty. From the study of relationships between customer satisfaction and
loyalty, done by Jones & Sasser (1995), highly satisfied customers become highly loyal
customers. They found the link between satisfaction and loyalty in markets where
customers have choices is a simple, linear relationship as satisfaction goes up so does
loyalty. This finding can be applied to the hospitality industry given that customers have
a number of choices. Therefore customer satisfaction is especially important in order to

improve loyalty.

Switching Costs

Switching cost is defined by Porter (1980) as “one time” cost, as opposed to the ongoing
cost associated with using a product or provider once a repeat purchase relationship is
established.

Burnham et al (2003) indicated switching cost as the onetime costs that customers
associate with the process of switching from one provider to another. Furthermore,
switching costs is not only “economic” cost, but also “non economic cost” such as search
costs, transaction costs, learning costs, loyal customer discount, customer habit,
emotional cost, and cognitive effort, coupled with financial, social, and psychological
risk on the part of the buyer (Fornell, 1992)

According to Dick and Basu (1994), switching costs can lead businesses to falsely

assume that all repeat purchase customers are loyal to the firm when many are less that

satisfied but perceive the cost of switching to an alternative supplier to be too high. Jones
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et al (2000) suggested that the creation of switching costs could be used to complement

customer retention strategies.

2.4 Customer Loyalty Programs
“Loyalty programs are structured marketing efforts which reward, and therefore

encourage loyal behaviour, behaviour which is hopefully of benefit to the firm” (Sharp
and Sharp 1997 pp 474).

A customer loyalty program is a scheme where customers are rewarded for repeat
patronages (O’Malley, 1998) Johnson (1998) stated a loyalty program as any marketing
program is designed to increase the lifetime value of current customers through a long-
term interactive relationship. Sharp and Sharp (1997) mentioned that loyalty programs,
which provide customers with loyalty incentives, 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 hotels,
supermarkets, financial institutions and all sorts of retailers. Today many of companies
have internal and external partners in order to bring a wide range of rewards, which

appeal to customers tastes and desire.

The Difference between sales promotion and loyalty promotion is the length of term.
Usually customers that companies obtained through a promotion will leave when the
promotion ends since there is nothing to stop them from going back to their former

patterns. However loyalty promotion will keep the customers over a longer term.

Smith (2000) distinguished between six types of loyalty programs; service program,
information and advice program, discount program, community program, access program,
and point program. Service program is the one provide special services as their point of
differentiation, such as VIP services. Information and advice program is the one use
information or advice to enhance a product experience. Discount program provides
members discount. Community programs evolve around getting customers interact with

one another. Access program provides customers with an avenue to exclusive events.
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Point program is the one that customers receive points when they purchase products or

services, and they achieve a reward when they have collected a certain number of points.

Butscher (2002) pointed out it is important to understand the financial issue regarding to
the program. One of the main reasons for a program to be terminated is that hotel failed
to control the cost. For that reason the program should meet customers’ expectation and

at the same time, should be cost efficient for the hotels.

Jones and O’Brien (1995) said that the combination of the five elements determines the
value of a loyalty programs for customers, those elements are summarised below are;

++ The cash value of redemption reward

¢+ The range of choice of rewards

+¢+ The aspiration value of the rewards

¢+ The subjective likelihood of achieving rewards
¢+ The scheme’s ease of use
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3. FIELD WORK

This study was developed in two sections, the first being to investigate member values,
attitudes and behaviour towards loyalty programs and secondly to investigate the existing
loyalty program market place. The results obtained from the two questions could then be
compared to identify gaps between what each party wants from the loyalty program and
what each party actually gets. Thus the conclusions at the end of this paper are the made
from results of two separate studies that will be explained in sections 3.1 and 3.2

respectively.

3.1 Member attitudes and behaviour towards loyalty programs
In order to investigate what members value from hotel loyalty programs we needed to

obtain data regarding individual’s opinions, attitudes and behaviour towards them, given
that attitudes and behaviour from those who are members and those who are not may

differ the respondents needed to come from both groups.

3.1.1 Research Locations
In order to obtain data from current members of hotel loyalty programs we attempted to

seek the co-operation of a major hotel chain in Scandinavia. Hotel Consultant, Mr.
Morten Olsson, provided us with numerous contacts within the Scandinavian
Marketplace and including that of Hotell Liseberg Manager, Mr Mats Ostblom. Mr
Ostblom provided access to Hotell Liseberg’s guests and helped us to get in touch with

Rica Hotel’s marketing department in their head office in Norway.

Rica Hotels is the largest hotel chain based in Norway, It was founded by Prince Carl
Bernadotte & Jan E. Rivelsrud in 1975 with Restaurangkedja A/S. Rica Hotels is the only
hotel chain, which covers the whole country. In 1998 it started to expand into Sweden
and now there are more than 90 hotels in 61 cities within the area. Hotell Liseberg Heden
is a hotel located in Gothenburg, Sweden. It became a partner hotel of Rica Hotel in
January 2004. Rica Hotels offers two loyalty programs which their customers can choose

between; RicaCard and SAS EuroBonus to their customers.
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Data from those who are not members of hotel loyalty programs was collected from the
streets of Gothenburg. Gothenburg (G6teborg) is the second largest city in Sweden with a
population of over 500 000. Its status as the largest port city in Scandinavia, and it
unique location, situation almost half way between all three Scandinavian Capitals, its
passion for festivals and major events and Europe’s forth largest theme park make it a
popular destination for both business and leisure tourists with a healthy tourism and
hospitality industry. We conducted research on the streets of Gothenburg in central,
public locations throughout the summer of 2005. Those locations where Jarntorget, a
public square around three kilometres from the City Centre, Kungsportsplatsen and
public place directly outside the Gothenburg Tourist Office in the middle of town and
Gothenburg Centralstation, Gothenburg’s major intercity transport terminal. Given the
centrality of all three locations they attract a diverse range of people from the Gothenburg

Area.

In summation, secondary data was collected from existing members of the RicaCard
Loyalty program while data from non-members was collected from the streets of
Goteborg and in the foyer of Hotell Liseberg, Heden.

3.1.2 Data Collection

Rica Hotel Loyalty Program Survey
The Secondary data used in this research was collected from the Rica Hotel chain. The

surveys were distributed by Rica hotels headquarters in the November 2004. RicaCard
sent emails over the course of a month to all 887 of their Swedish members who had been
a member of the program for at least six months and stayed at least three nights in a Rica

Hotel requesting that they complete an attached survey.

Rica gave the members two weeks to answer and reply to the questionnaire, it resulted in
553 respondents. Of these 553 people, 150 added a comment relevant to the Hotel
Loyalty Program usually expressed as a complaint or a suggested improvement to the

program.
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General Public Interviews
The first part of the interview process, consisting of short one-on-one interviews were

held in the lobby of Hotell Liseberg. These interviews took place over 3 two-hour
sessions during the month of June 2005. Respondents where selected at random from
Hotel Guests passing through the lobby, however those appearing to not be busy or not in
a rush and not distracted were given preference over those who were, respondents were
asked if they were members of a hotel loyalty program, those who were, were not
interviewed. Their main points where recorded. After three sessions 27 interviews had
been completed.

The Second part of the interview process (Street Surveys) were implemented in
Gothenburg in 2005, specifically August 30" at Kungsportplatsen, August 31% at
Jarntorget, and September 2" at Gothenburg Central station. The surveys were collected
between 11.00 and 13.00. Respondents where chosen at random from members of the
population sitting in public space in the areas mentioned above. As per the interviews in
Hotell Liseberg preference in selection was given to those appearing not to be busy or
distracted and those who were members of loyalty programs were not interviewed. After

three sessions 87 valid interviews had been completed

3.1.3 Field Material
We chose to learn about what members’ value by investigating their attitudes and

behaviour towards loyalty programs. We gathered this information from members and
non-members through prompted and unprompted responses, in two separate interviews
and obtained secondary data from the Rica Hotel Chain which also consisted of a
prompted and unprompted section. Thus the material used in this research could be
divided into member’s prompted responses, member’s unprompted responses, non-

member’s prompted responses and non-members unprompted responses.
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Prompted Responses
To gain an understanding of member attitudes to specific elements of loyalty programs,

data from current members was obtained via a questionnaire obtained from Rica Hotels.
It was designed during November 2004 by Rica’s headquarters in Oslo and consisted of
twelve multiple response questions relating to the member’s perceived quality and
satisfaction with the program (see Appendix 3.1.1).

Due to the secondary nature of the survey only 6 of the 10 questions concerned member’s
attitudes and behaviour towards loyalty programs, and therefore were relevant to this
research. Those questions were;

1. Where did you learn about the RicaCard program?

2. Are you a member of another hotel loyalty program?

3. If so which ones?

8. How satisfied are you with the benefits offered by RicaCard

9. How important is the program when you choose hotels

10. How satisfied are you overall with the RicaCard loyalty program

In order to investigate the values of those who are not members of hotel loyalty programs
we conducted interviews with members of the general public. The Street interview was
designed to find out how important specific elements of the loyalty program are to
customers. It took the form of a questionnaire, which consisted of two parts;

++ Section one contained 5 background questions gender, age group, main reason for
travel, frequency of travel, and if they are a member of any loyalty programs for
any enterprise.
¢+ Section 2 consisted of 14 questions based on the constant-sum scales; they asked
respondents to allocate a fixed number rating point (maximum 10, minimum 1),
relating to how strongly they agreed with a statement relating to 14 elements of a
loyalty program. Each Question represented a different element that affects the
nature and characteristics of various loyalty programs. Those elements were;
o the rewards offer a significance of momentary discount
o the width of the range of benefits offered
o the externality of rewards (rewards offered other than the products of the
original chain e.g. Hotel offering Movie/Airline Tickets
the basic appeal of the rewards
being recognised when returning to a business
the annoyance of others receiving Special Treatment
the rewards offer false hope
the appeal of smaller rewards more often
the appeal of larger rewards less often

O O0OO0OO0OO0O0o
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o

the effect of the point blackout period (where unredeemed points are lost
over a period of time)

the importance of the program being easy to use

the effect existing levels of usage has on loyalty programs

the effect of the familiarity of the brand associated with the program

the Likelihood of Joining a loyalty program

O 00O

(See appendix 3.2.2)

Unprompted Responses
Unprompted responses where also gathered from members and non-members in order

to understand respondent’s primary values attitudes and beliefs towards loyalty
programs For non-members this was done via asking respondents to simply tell us
what encourages them to participate in loyalty programs. And what discourages them

from participating in loyalty programs.

This was carried out over two separate interviews, the first being conducted in a one on
one style in the lobby of Hotell Liseberg Heden, the second being conducted at the

conclusion of the street survey mentioned above.

In order to collect unprompted data regarding member’s values, attitudes and behaviour
towards hotel loyalty programs we once again drew on the secondary results of the
survey obtained from and undertaken by Rica Hotels. In this case respondents were
simply asked to ‘please provide any other information you feel relevant to the RicaCard
loyalty program’ at the conclusion of the 10 question member survey. While the question
was not exactly the same as that directed to non members, the open ended unprompted
nature of the questions and the context in which the question was given ensured the
responses provided results which could be compared with that of the opinions from non-

members and still provide relevant conclusions.

To summarise unprompted and prompted data from existing members of hotel loyalty
programs was collected from a survey designed and distributed by Rica Hotels, it
consisted of a 10 questions multiple response section and an unprompted comment

section. Unprompted and prompted data was collected via a survey consisting of 5
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background and 12 multiple response questions, and a comment section, addition

unprompted data was collected from one on one.

3.1.4 Analysis Methods

Rica Survey — Multiple Response section
A basic frequency analysis of the data was completed with the data. This is the essential

fist step, in order to picture the characteristic of the collected data. Following the result of
frequency analysis, a number of hypotheses where created, and these hypothesis are
tested through Correlation analysis and Regression analysis involving measuring the
strength of the relationship between two variables. The Pearson correlation coefficient
measures the degree to which there is a linear association between two interval scaled
variables. Regression analysis is a statistical technique that is used to relate two or more
variables. When the collations are significant, null hypothesis can be rejected. The
hypotheses were designed to test the significance of certain elements in creating member

satisfaction.

General Public Street Survey - Multiple response section
A statistical analysis of the multiple response section of the Street Survey was conducted.

Since it was designed as 1-10 scaled, lower number means low degree and higher number
indicates higher degree of agreement with each of 14 sentences. Initially means of all 14
variables were taken and compared secondly the mean figures for each variable were
compared between the various demographic elements mention earlier. This demonstrates
not only important elements of what motivates members to become active participants of
the program, but for the various characteristics of demographics to appear. This is useful

to investigate what each segmentation demands in loyalty program.

Unprompted attitudes and behaviour
Unprompted responses were taken from both members (through the RicaCard Survey)

and non members (one on one interviews and street survey comments), the similar nature

of the comments allow them to be analysed in a similar matter.
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In order to make sense of the 152 comments attained through the Rica Survey the
comments needed to be sorted, this was achieved through a content analysis. A Content
Analysis is an observation technique used to analyze written material into meaningful
units. Content analysis has been defined as a systematic, replicable technique for
compressing many words of text into fewer content categories based on explicit rules of
coding (Krippendorff, 1980). Holsti (1969 pp 14) offers a broad definition of content
analysis as, "any technique for making inferences by objectively and systematically
identifying specified characteristics of messages™ Thematic analysis approach is one of
the most common approaches to content analysis. The coding scheme is based on

categories designed to capture the dominant themes present in data (Franzosi, 2004).

Thus the data was separated into various groups that where linked by a common theme,
given the large number of responses however this was needed to be done a second time

and subgroups created.

The 152 comments were categorized into four large groups regarding the to a broad area
of the program they related to, these four groups were; Ease of use, Benefits for members,
Likelihood of achievement, and other. Once completed those categorized comments were
broken down further into narrower groups relating to the specific issue within the broad

area they related to.

The fact that both the data obtained from the comments from the street survey and the
one on one interviews in Hotel Liseberg came from asking the respondents to answer the
same two questions allowed us to combine the data and analysis these comments together
to get a better understanding of non member attitudes and behaviour towards loyalty
programs. As per the Rica Survey Comment section we used a Content Analysis,
although given that fewer responses were involved this was only completed to one level.
Analysis was then drawn based on a comparison on the results obtained from all both

collections of data
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3.1.5 Validation and Limitations
The street survey conducted in Gothenburg was chosen at random however difficulty was

found in obtaining older respondents. Given that the project was conducted in Sweden
by English speakers many of the older respondents approached could not communicate
sufficiently in English to provide accurate answers, this resulted in a survey that was

skewed towards younger respondents.

The secondary data obtained from Rica Hotels is obviously hotel specific. Given the
sensitive nature of the data collected it was not possible to compare this data with that of
other hotels in the industry. In this study however it is largely used to confirm findings

from other sources rather than provide conclusions in themselves.

3.2 The Current Marketplace
To be able to investigate the current market place we would need data that allowed us to

view the major competitors and their products as well as the network of actors and
actions that allow the program to be successfully operated. Thus the marketplace was

looked at from both an external and internal perspective.

3.2.1 Research Locations
Data was collected directly from the six international hotel chains, which operate within

Scandinavia (Norway and Sweden). Data was readily available and therefore collected
directly from the chains themselves, usually from websites but occasionally through
making contact with the hotel through telephone or email. The hotel chains concentrated
on in this research are Rica, Scandic, Radisson SAS, Best Western, Choice, First and
Elite, these hotels are all international, are based in Scandinavian countries or have hotels

within the area.

3.2.2 Collection
The data needed to construct an overview of the loyalty program marketplace was

collected between August - November 2005. It was done through Internet; given the fact

that the program is one of the main marketing strategies for hotels; the information
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regarding the program could be easily found on the hotel’s websites mainly within the
sections of loyalty program, FAQ and room booking system. The factors, which were
focused, were about the programs, discounts, internal/external services and special

treatments.

3.2.3 Field Material
To investigate what currently exists in the marketplace an understanding of how point

based loyalty programs are used by Hotels in the current environment required. In order
to do this we attempted to summarise data relating to three areas of the industry; product
offering, monetary value, and program design. This data was obtained from six
international hotel chains operating in Scandinavia (Rica, Elite, Scandic, Best Western,
Choice & Radisson SAS).

Product Offering
Information was gathered on five areas;

¢+ Discount — Monetary services that the program offers to all of their members.

¢ Internal Rewards — Rewards that the members can redeem to the hotels
service/products.

¢+ External Partners and Rewards — Partners and the rewards that the members can
use/redeem.

+»+ Special Treatments — Non-monetary services that the program offers to all of their
members

+« The return on investment a member will receive after 10 nights staying at each
hotel and using each program

Product Value
A Simulation was conducted in order to know what the monetary value of the rewards

offered from each programs. Firstly we have set the conditions as date, room, person and
location, which a person stays at a hotel. The total price was discovered by the chains’
booking system on their websites. Based on the total price, we have calculated the points

the person will earn from the stays and what can be redeemed from that amount of points.
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Program Design

To understand how the program is designed and works all those parties (organisations or
individuals) had to be identified, and what they have to actually do for the program to be
completed.  Secondly, these actions where placed into chronological order and

interactions between parties were then identified.

3.2.4 Analysis
Once the data was collected it was analysed through a variety of methods, from an

external viewpoint we attempted to describe both what the programs offer and how
valuable each program is in terms of the return a member would see should they use the
program. Additionally we attempted to demonstrate how a loyalty program works by
designing a template demonstrating how and where actors interact with each other and

what tasks need to be performed in order for the program to be successfully delivered.

Program Positioning
The data obtained from the marketplace was used to form a product positioning map of

the marketplace based on what the program offers and the monetary value (to the
member) of each program. Thus identifying features and characteristics of each program

and positioning and comparing them with other products offered in the market place.

Program Design
We designed a task diagram to understand how loyalty programs are designed and how

they work. Our diagram studied the actions and processes that a user is required to do to
achieve a task. It gives an understanding of the network of actors and how information
flows within it. The task analysis enables an appropriate allocation of tasks within the
new system. The functions to be included within the system and the user interface can
then be accurately designed and specified. The information flows are important for the
maintenance of an existing system. A failure to allocate sufficient resources to an action

increases the potential for costly problems arising in later development phases. Data
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collected from the internet was used to build the task diagram through the identification

of all actors, events and actions involved in the process of delivering a loyalty program.

3.2.5 Validation and Limitations
In order to gather information on the current loyalty program market place, we used

mainly information gathered from the hotel the chains’ website, given the Internet is one
of the main marketing resource used by hotels to promote their products, including their
loyalty program, information was readily and easily available, where it wasn’t required
data could be easily collected by contacting the hotels directly (through telephone or
email). Given the marketing nature of both loyalty program and website it is possible that
the data may have been promoted in a exaggerative manor, but given the legal
responsibilities firms must adhere to when advertising and the fact that data collected was
merely on a have/have not basis this should not have had an effect on the accuracy of the

results and conclusions of our study.

While we do acknowledge the cost of running the loyalty program to the hotel will
dramatically affect the success of the loyalty program, in this study we do not include it
any aspects of cost. To have included cost would have required a much wider range of
sensitive data which hotels would be reluctant to provide given the industry wide aspect

of this part of the study.

3.3 Summary
This study now comprises to two separate studies firstly the opinions attitudes and

behaviour or members and potential member towards loyalty programs. This was done
through collecting prompted responses and then using unprompted responses to confirm
these findings. Existing member data was collected through secondary data conducted by
Rica Hotels, potential member data was collected from the streets of Gothenburg through

a questionnaire.

Data from the hotel loyalty Program Marketplace was collected directly from the internet

pages of six international hotel chains in Scandinavia. The data was then divided into
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three areas, Information relevant to program design, program offerings and program
value. The program offering and value were used to indicate each programs position in
the marketplace compared to the other five programs. While information regarding
program design was used to identify actors, events and interactions that occur during the

loyalty program process.
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4. EMPIRICAL RESULTS

4.1 Unprompted Member values towards Hotel Loyalty Programs
As stated previously the RicaCard Comment section received 152 valid responses the

vast majority of them complaints or recommendations for improvement. The comments
largely fell into the broad categories of Ease of use, Benefits for members, Likelihood of
achievement, and other. These categories where then broken down further into groups
that demonstrated the areas where members believed the program could improve

specifically.

4.1.1 Rica Card Member Survey Comments

The basic results from this survey showed that of the issues brought up by members the
program’s rewards and benefits seemed to attract the most attention with 78 comments.
Next largest group of regards the ease of use of program of which there are 41 comments
in total, There are seven comments regarding the likelihood of achieving rewards, and six

comments which don’t fit into any of these groups (See Graph 4.1.1).

Graph 4.1.1 — Categorisation of Comments from Rica’s Spring Survey
| | | | |
Benefits 26 20 | 8 .
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Likelihood 7
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See Appendix 4.1.1
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Benefits

The issues that RicaCard members raised with regard to programs benefits included 28
comments requesting a wider range of opportunities for obtaining and spending points.
26 comments expressed a desire for extra offers which are only available to members.

Finally, 20 comments stated that free night stays should be more readily available.

Ease of Use

There were 15 inquiries regarding the retrieving information which included comments
regarding the system of providing information as being not well organized causing

members inconvenience and confusion.

Secondly, 13 comments related to the actually using the program for example it may be
difficult to collect points, redeem points, make inquire; many comments suggested
providing convenient locations for members to interact with the program. Many Swedish
members expressed displeasure at having to contact Norway for all account inquires,
such as account information, redeeming points and responding any question about the

program.

Likelihood of Achievement

Some members are not appreciated to the fact that it takes time to obtain rewards, and
have to wait until the points get a big amount. The survey highlighted the importance of
two areas of the RicaCard program that appear to be failing in the eyes of the programs
members, specifically the rewards and benefits and the programs ease of use.  For the
RicaCard program customers want rewards and benefits to be readily available and easily

earned and the want to be recognised as a regular customer through special treatment.
The second area, ease of use, members demanded an improved method of delivering

information, and simpler procedures for earning and redeeming points which members

indicated currently was difficult and confusing.
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4.1.2 Hotell Liseberg and Street Survey Comments
Graphs 4.1.2 and 4.1.3 demonstrate the summarised responses from the comments

collected from both the interviews conducted within Hotell Liseberg and from the
comment section of the street survey. They demonstrate the elements of loyalty

programs which encourage or discourage from people becoming active members.

The elements that encourage members to become active members can be categorized into
four groups: Rewards and Benefits, Ease of use, Likelihood, and others. There are 30

comments about positive factors in total.

Graph 4.1.2 — Factors that make people want to become an active member

Rewards & Benefits
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Other
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See Appendix 4.1.2

Monetary rewards and benefits such as discounts can be seen as a significant factor in
motivating people to want to become active members. Special offers and invitations
offered exclusively to members such as special events and special access to facilities are

also effective.

Respondents suggest a program that is easy to use and provides information easily and on
demand are both a critical factors in encouraging them to use a program. Additionally
respondents are more motivated by benefits that are tangible and if it is possible to
redeem their points rather frequently. Recognition is also important; while a number of
respondents voiced concerns over the reliability of the programs in handling private

information.
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Graph 4.1.3 - Factors that make people not want to become an active member
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See Appendix 4.1.3
The 31 comments regarding elements of a program that discourage members from

becoming active members can be categorized into seven groups: Rewards and benefits,
Ease of use, Likelihood, Fees, Unexpected promotions, rarely use of the services and
others.

For respondents rewards and benefits are important. If they are not appealing enough or if
they are not what people want people will lose enthusiasm for the program. Once again
ease of use plays a large role in members’ attitude and behaviour towards loyalty
programs, there were 12 respondents out of 30 who mentioned that if the program seems

difficult to use they don’t want to become members even if the rewards appeal.

The Likelihood of earning enough points to be able to redeem them is also of
considerable concern to potential members. People will tend to forget about the program
or lose their enthusiasm towards it, if it takes very long time to obtain rewards and
benefits. A Membership fee is another factor that will contribute to potential members
deciding against joining a program. People may need convincing that the cost of the fee

represents value for money. A Fee can be a huge barrier.

Members indicated that if they feel that a loyalty program generates excessive

promotional material to their members they will be discouraged from joining them. They
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can get the impression that the program just uses members to promote and sell their
products, not for the purposes of loyalty building. The level of promotion has to be
considered carefully.

4.1.3 Unprompted attitudes and values towards Loyalty Programs
Table 4.1.4 - Main results from RicaCard’s members

Benefit Ease of use

Not enough extra offers only available for Hard of get detailed information about program.
members.

Range of choosing benefit is not wide enough Hard to use the account.

Difficult to obtain the reward of free night stay,
because of the small availability and too much
regulation.

From the analysis of the recommendations and complaints from RicaCard’s members, it
was found that comments regarding the programs ease of use and Benefits were most
frequent. In this case members wanted special treatment available for members, wider
range of choosing benefits and availability of reward, which is free night stay in this case.
Additionally members stated that programs should be easier to use through improved
distribution of information and simplifying the procedures for earning and redeeming

rewards.

Regarding to the ease of use of program, it is very essential to have information in several
languages, at least English information, and also should provide information clearly. In
order to implement that, it is necessary to organize the web pages and to provide
more/better information to employees, since both internet and encounter of employees are

main interface between program and member.

Table 4.1.5 - Main encourage/discourage elements to become an active member in Loyalty program.

Encourage elements Discouraging element
Benefit Ease of use

- Attractive discounts only for members. Fees & Promotions

- Special offers only for members. Unappealing benefit
Ease of use

The data collected from Hotell Liseberg and the Street Survey Comments provided

remarkably similar results, both the ease (difficulty) of use of the program and perceived
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quality of the benefits offered were significant as both as factors that may contribute to a
member actively participating in a program and also by discouraging a person from
actively participating in a program. Additionally both surveys indicated that members
wanted benefits that recognised and treated them as special customers.  The similarity
between the two surveys is significant especially given that these comments were

unprompted.

4.2 Attitudes and Behaviour towards specific Loyalty Program
Elements

4.2.1 RicaCard Member survey Multiple Response Section

Frequency Analysis

Around 96% of respondents admitted a loyalty program played at least a small role in
hotel selection (Graph 6.3.1) while almost 75% suggest that it was either very important
or fairly important. Only 3.2% suggested that loyalty programs played no role in their

hotel selection process.

Graph 4.2.1 - How important are loyalty programs when choosing between Hotels?

1. Very Important 20.8%
350 2. Fairly Important 53.8%
300 | _ 3. Of Little Importance 21.8%
4. No Importance 3.2%
250 + 5. Don’t know 0.4%
200 -
150 ..
. Of those surveyed 85% indicated that they
100 -
" first learnt of Rica Card (Graph 4.2.1)
0 | | s while staying in the hotel. The remaining
1 2 3 4 5 alternatives barely total 15%. The poor

result of advertising can perhaps be
contributed to the fact that advertising may include in house promotion or internet
promotion that may have been effective in reaching the potential member but fallen into

another category under this survey.

Graph 4.2.2 - How did you learn about Rica Hotel’s Loyalty Program?

44



Empirical Results

1. AtaRicaHotel
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Interestingly around two-thirds of the respondents are members of at least one other
program (Graph 4.2.3a and Graph 4.2.3b). Of those who are a member of other programs.
Of those programs SAS Eurobonus was the most popular but all other listed options

enjoyed significant numbers.

Graph 4.2.3 — a) Are you a member of another program? b) If so which ones?

400 250
350 .
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No - 33% Yes — 66% 1 — Radisson SAS -19.1%
2 — First Hotels -41.0%
3 — Choice Hotels —-39.9%
4 — Best Western -29.1%
5 — SAS Eurobonus - 46.6%
6 — Other -57.1%

Importantly 371 ‘yes’ respondents turned into 864 respondents when asked which
programs they were a member of (in this questions respondents could indicate more than

one program if they were a member of more than one program) this means that the
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average member who is a member of more than one program is not just a member of two

2.32 programs in addition to that of Rica Card.

The actual result is probably higher than that given that a respondent choosing ‘other’
may be a member of more that one program not listed, this can contribute to the
exceedingly high ‘other’ response as well as the fact that major hotel chains such

Sandic/Hilton and Sheraton were not included.

Hypotheses Testing

The data provided by Rica allows us to explore the relationship between various
components of the Rica Card Loyalty program. Firstly, given the notion that an
individual is more likely to regularly use a product that provides a high level of

satisfaction, we will attempt to reject null hypothesis 1;

Null Hypothesis 1 - General Satisfaction in the program has no effect on the importance
of the loyalty program in choosing hotel.

A statistical analysis of the data provided by the Rica Card

Correlation 0.264 . . .
Correlation Squ | 0.070 Spring Survey demonstrates that there is a positive
Coefficient 0.210 | correlation of 0.264 between general satisfaction in the

program and importance of the loyalty program in choosing hotel.

This equates to a 7% likelihood that an increase/decrease in a customers satisfaction with
the program will result in an increase/decrease in the importance of the loyalty program
in the decision making process. Thus every one unit increase in the ‘General Satisfaction
with the programs’ will result in a .210 increase in the ‘importance of loyalty programs in
Hotel Choice.’

Given that the correlation between these two variables is significant we can reject null

hypothesis 1 and state that General Satisfaction in the program does have an effect on the

importance of the loyalty program in choosing hotel.
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Given Hypothesis one, investigating the elements that create satisfaction is of importance,
not only identifying them but also assigning a weight to each element in terms of it
influence on satisfaction. The data from Rica allows us to identify two elements that may

influence general satisfaction, thus null hypotheses 2a and 2b are put forward,;

Null Hypothesis 2 - Level of satisfaction with program benefits has no effect on level of
general program satisfaction

Null Hypothesis 2 There appears to be a very significant positive correlation
Correlation 0.688 : . . .

Correlation Squ | 0.475 between satisfaction with program benefits and general
Coefficient 0.557 | program satisfaction of 0.688. Thus 47.5% of the variance

inprogram satisfaction can be explained through the member’s satisfaction with the

rewards and benefits offered by the program.

Accordingly for every one unit increase in Satisfaction with benefits will flow through to
a 55.7% of a unit, increase in program satisfaction. Thus we can reject null hypothesis 2a
and state that satisfaction with a program’s rewards and benefits does have a positive

effect on general satisfaction with the program

Having reject both null hypotheses we make the assumption that amongst other items the
value a member places on a reward and benefits offered by a program influences the
customers general satisfaction with the program. Increasing general satisfaction in the

program has a positive effect on the role the program plays in the hotel selection process.

4.2.2 Street Survey Multiple Response Section

Description of the Population
Seventy-seven people responded to the survey conducted on the streets of Géteborg. Of

these people 55% were male and 44% were female. The majority of respondents were
aged between 18 and 25 (37%) followed by those ages 26-35 (36%), those aged 36-50

made up 21 percent of the population while 6% of respondents where aged over 51.
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Graph 4.2.4 — Gender Graph 4.2.5 — Age Group
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Graph 4.2.6 — Purpose for travel Graph 4.2.7 — Nights/year in paid
accommodation
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The respondent questioned mainly travelled for leisure purposes (75.3%) as apposed to
business (11.7%). Most suggested they spent 15-31 nights per year in paid
accommodation, followed by 0-7 nights per year (19.5%), 8-14 nights per year (15.6%)
and finally those who stay more than 31 nights in paid accommodation made up 14,3% of

the population.
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Graph 4.2.8 Comparison of mean responses to each variable
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(See Appendix 4.2.1)

Comparisons of overall means of factors which motivate potential members to become

active members indicate the idea of which factors are more important than others. Rather

Graph 4.2.9 — Likelihood of Joinina a LP
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high means are: Ease of use, Blackout
system, Discount and Appealing rewards.
Special treatment of other is not important,
however recognition of ones self rated
pretty high. In addition, from these
comparisons it can be said that people
prefer smaller rewards compared to larger

rewards (see graph 2.2.8.

Comparison by Likelihood of Joining a

loyalty program - Question 14 asked

49



Empirical Results

respondents to indicate how likely they were to ‘never join a point based loyalty
program’ in (Graph 4.2.9) the respondents have been grouped into two categories, those
respondents who graded the question 0-5 were placed in the category ‘likely to join a
program’ while those who graded the question 6-10 were placed in the category “unlikely

to join the program’

The results indicated that 78.2% of the respondent would be likely to join a program, and
while 21.8% where unlikely to join a program only 2.3% of all respondents indicated that

would never join a point based loyalty program.

The group of people who are unlikely to join rates ease of use higher as an important
factor to make them become active members, and they have strong impression of
programs as programs give false hope, they get annoyed when other customers get

special treatment, and blackout system is more critical for them.
The group of people who are likely to join, rates discount and appealing rewards as

important factors which make them become want to become members. (See appendix
4.2.2)

Comparison of means by Demographics

Comparison by Sex - Comparisons of means by gender show that male has strong
preference to ease of use and special treatment of others compared to females. In addition,
in terms of the size of rewards, female favour smaller rewards more often, and males
prefer lager rewards, and female prefer becoming members of products and services they

use more often. (See appendix 4.2.3)

Males don’t want to stand out from the crowd, they just want to use the program and take
the reward at the end with as little impact on their life as possible, and they resent other
being treated differently. Females prefer regular benefits and are more likely to join a

program where they are already regular customers, females enjoy recognition.
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Comparison by Age - Comparison of means by age group illustrates that older people are
less likely to join, discount, ease of use, recognition, special treatment become more

important with age (See appendix 4.2.4).

As individuals get older they become less likely to be willing to join a program, at the
same time significance of almost all factors increases, clear trends are identifiable in
areas regarding benefit quality. As such they appear to place great importance on so
many elements of the program that they become almost impossible to satisfy and which
may lead to a cynical attitude towards the program resulting in the steady decrease in
‘likelihood of joining a program’ mentioned above. As opposed to the younger
demographic who demand little and are more likely to join perhaps indicating that ‘they

are getting something for nothing’ act in an opportunistic manner.

Comparison by Nights per Year in paid accommodation - Comparison of means by the
number of nights in paid accommodation indicates that heavy travellers are more likely to
join programs in general, and light travellers perceive blackout systems negatively. Wide
range of benefits increases with amount of travel, and light travellers prefer smaller
rewards more often, frequent travellers prefer larger rewards less often. (See appendix
4.2.5).

The more nights an individual travels per year the more the program appears to mean to
them. They want a bigger range; they forget about the blackout period and begin to want
bigger rewards. Thus a heavy traveller could be summarised as having ambitious goals
from the loyalty program, probably explained by the fact that they feel the more nights
they stay the more likely they are to benefit from the program. These elements are
almost opposite in the light traveller, they attempt seek to maximize what they can get

from as little as possible (smaller rewards, no blackout period)

Comparison by main purpose for travel - Comparison of means by purpose for travel

shows that leisure travellers prefer discounts and business travellers demands more
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recognition. Business travellers have an aversion to the blackout system, and they

demand external rewards more than the leisure traveller (See appendix 4.2.6).

The Leisure traveller sees the loyalty program as a way to get more from their holiday;
they want discounts and appealing rewards. Both factors they associate with the value of
a holiday and which they associate with the hotel. The business traveller demands

recognition and benefits outside the hotel, perhaps associated with status.

Based on these explanations we derived the following summary of each demographic
(See Table 4.2.10) by identifying either a motive for the demographic to join and
participate in the program or the type of behaviour a demographic will display when

interacting with the program.

Table 4.2.10 — Characteristics of Demographics within a Loyalty Program.

Demographic Characteristic Demographic Characteristic
Male Convenience Female Recognition
Older Demanding Younger Opportunistic
Heavy Traveller Ambitious Light Traveller Beggar
Business Traveller Status Leisure Traveller Fun
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4.3 The Marketplace
As loyalty programs are a key strategy used by hotels to create repeat business all of

international hotel chains in the Scandinavian marketplace have their own loyalty
programs. As basic reward, the chains offer free nights at one of their hotels based on
either the members’ number of stays or points. Additionally the chains often have
external partners such as other hotels, airlines, free broachers, hire cars etc in order to
have a wide range of rewards. At the same time, some hotels offer internal rewards,
which allow the members to redeem their points for telephone bills, bar/restaurants and
cleaning during their stay. In order to have overview of these programs, we have gathered
information from international hotel chains, which have their hotels within Scandinavian

countries. Information is based on the hotels website (August-November 2005).

4.3.1 Product Offerings
All of programs introduced in this thesis do not have any membership fee and the

information is regarding the benefits that the basic member can receive.

As demonstrated, all of the hotels offer free nights as rewards for the members and there
are two ways of earning points; by number of stays or by amount of money spent.
However most of the hotels have set the system to let the members gain a free night after
their 10th stay.

The information was gathered on four area we identified as being fundamentally
important in defining the characteristics of a loyalty program, those being; discount,
internal rewards, external partners and rewards and special treatments.

+¢+ Discount — Monetary services that the program offers to all of their members.

+» Internal Rewards — Rewards that the members can redeem to the hotels
service/products.

+»+ External Partners and Rewards — Partners and the rewards that the members can
use/redeem.

¢+ Special Treatments — Non-monetary services that the program offers to all of their
members
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Rica Hotel

Rica Hotels is the largest hotel chain based in Norway; it was founded by Prince Carl
Bernadotte & Jan E. Rivelsrud in partnership with Restaurangkedja A/S in 1975. Rica
Hotels is the only hotel chain, which covers the whole of Norway. In 1998 it started to

expand into Sweden and now there are more than 90 hotels in 61 cities within the area.

RicaCard offers 500points to the members for each stay and after 10nights (5000points),
a free night during weekend will be offered to the members. The points are valid for
three years and are redeemed on a first earned first spent basis. The external partners of
Rica Hotels include ELIXIA (training centre), NSB (Norwegian train), Avis Car Rental,
Shell (in Norway), Strémma Turism & Sjéfart AB (Tourist Company) and a hotel, Skene

House in Aberdeen.

Rica Hotels offers unique rewards as golf weekend, wine tasting and experiences in
nature. Rica Hotel’s loyalty program differs from others by the way the hotel
communicates with the members. Since the hotel asks for the members’ interests, they
"design" special offers for each category. Members interested in golf get golf offers, and

members, who are not interested in golf, do not.

Scandic

Scandic is a hotel chain in the Scandinavian region with over 135 hotels in 10 countries.
The hotel originally founded in Laxa, Sweden, in 1963 under the name of Esso Motor
Hotel started expanding outside Sweden into Norway and Denmark in 1972. In 2001
Hilton International (HI), an operating division of the UK based Hilton Group PLC
acquired Scandic hotel for £620.2 millions and since then, the hotel has been successfully

integrated into the Hilton family.

HHonors is a loyalty program that can be used at over 2700 hotels within the Hilton
Family; Hilton, Conrad Hotels, Doubletree, Embassy Suites Hotels, Hampton Inn,
Hampton Inn & Suites, Hilton Garden Inn, Hilton Grand Vacations Club, Homewood

Suites by Hilton and Scandic, which are located all over the world.
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Though the methods of earning the points differ with each brand, it is 1,000 HHonors
Base points per night for eligible rate stays at Scandic hotels. However members who do
not earn points in any 12-month consecutive month period may be removed from the
Program and, if so, are subject to forfeiture of all accumulated points. The member may
reactivate the account by staying at HHonors hotel, earning/purchasing points or request
rewards. Failure to take the actions within the prescribed 90-day period will result in the

closure of the Member's account and the forfeiture of all accumulated points.

Discounts that HHonors offer are free stays for spouse, low prices at the Scandic hotel
shop (where available) and 20% off at the hotels restaurants during weekends. In order to
have free nights, the main internal reward, the members should have at least 7,500 points
for Hilton Family and 10,000 points for Scandic hotels. Furthermore the members can
redeem their points as below within the hotels. However these rewards are only available
at participating hotels, which any of Scandic hotels are not included. The other internal
rewards are “15% dining discount” for 5,000points, “Buy one meal, get the second meal
of equal or lesser value free” for 7,500points, “Free in-room movies —book of five
certificates” for 7,500points, “Buy three nights, get the fourth night free” for
10,000points and “Buy two nights, get the third night free” for12,500points.

As external partners, HHonors has partnerships within airline, train, cruise, car rental,
credit card, newspaper and real estate companies. With these partners members can
either earn points or spend their points and redeem. However besides airline partners, it
is difficult to redeem for non-America residents since mainly the rewards are only

redeemed in America.

A reward, which can be redeemed with the smallest points, is Avis 1-car-class upgrade or
American Airlines US$50Gift Certificate (US $currency only) with 2500 points. On the
other hand a reward with the largest points is 8-day Eastern Caribbean (Carnival Legend)
from New York City, with 7000,000 points.
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HHonors offers the following services as special treatments for just being the member;
“free weekday newspaper”, “complimentary access to the hotel sauna”, “expedited
check-in”, “service from HHonors guest manager”, “late check-out upon request” and

“express check-out”.

Another unique system that HHonors have is Double Dipping. Though it is common that
the other hotels’ loyalty programs allow the members to have miles instead of their points,
the points can be added as only either for hotel points or airline miles. However
HHonors is the only hotel, which allows the members to earn both hotel points and airline
miles for the same stay (“the Double Dip”). Moreover HHonors allows the members to
purchase the points from 1,000 to 40,000 points per calendar year. A point costs $0.01 if
the member purchases more than 10,000points at a time and $0.0125 under 10,000points.

Best Western

Best Western International, Inc., is the world's largest hotel brand with more than 4,000
hotels in 80 countries. Best Western was founded in 1946 by M.K. Guertin, a California-
based hotelier with 23 years of experience in the lodging industry. Best Western is not a
publicly traded company. It is a non-profit membership association. Best Western is a
membership association of independently owned and operated hotels. Each hotelier is
entitled to valuable benefits as a Best Western member and each has a voice in the
operation of the company. The loyalty program, Gold Crown Club points, may be earned
at all properties in North, Central and South America, Europe, Australia and New
Zealand. The method of earning points is simple, 1point =1US dollar. The members who
do not use their cards for two years, their membership will be terminated and any

outstanding points will be cancelled.
The program offers special seasonal discounts and services to the members. Rewards

within the hotels are either free nights or Best Western Travel Card. The card is a reload

able stored value card that can be used towards Best Western stays. The minimum
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amount of the card is 15 US dollars, which can be redeemed by 500points. The members

can redeem to a free night from 800 points.

The members can earn 250 miles with one of Best Western's global airline partners with
each qualifying stay at Best Western hotels worldwide and no flight is required.
Moreover Gold Crown Club International has variety of awards, including free room
nights at Best Western hotels worldwide, Best Western Travel Cards, airline miles, and
dining, shopping and entertainment at your favourite places from Starbucks to Target to
Universal Studios. The categories of rewards are auto, dining, free nights, miscellaneous,
travel, charitable donations, entertainment, merchandise, shopping and Kids Futures
Education Savings Account. However these rewards are not available for Scandinavian

residents. For the residents, free rental car at Avis is available.

The smallest reward that the members can redeem is donating $2 to Red Cross Donation
by 50 points and the largest reward is Sharp Aquos B6 series 13-inch TV by 11,900
points. However the TV can only shipped to US residence members and the largest
rewards, which the other members can redeem, is a free night at the hotel by 3600 points.
Furthermore the program offers a unique system that the members can transfer points

from one account to another, as long as the accounts share the same address.

Radisson SAS

Radisson SAS Hotels & Resorts, part of Rezidor SAS Hospitality, currently operates 133
hotels in Europe, the Middle East and Africa. The loyalty program, Gold points plus, is
run by a hospitality company Rezidor SAS Hospitality. It currently operates 248 hotels
in 47 countries with nearly 50,000 rooms either in operation or under development.
Rezidor SAS manages selected Carlson brands in Europe, the Middle East and Africa:
Radisson, Park Inn, Regent and Country Inn. Rezidor SAS Hospitality is a wholly owned
subsidiary of the Stockholm-based SAS Group. SAS is owned partly by the three

Scandinavian governments and partly by private sector interests in these countries.
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Gold points plus is a loyalty program that is offered by Rezidor SAS Hospitality and
participated by the hotel brand; Radisson SAS, Park Inn, and Country Inns & Suites
hotels in Europe, the Middle East and Africa (EMEA; Europe, the Middle East and
Africa). The members will earn Gold Points that can be exchanged for Award Stays and
room upgrades, airline miles and other amenities. The methods of earning points differ to
each brand. In the case of Radisson SAS hotels, EMEA, the members will earn 20 Gold
Points for each qualifying euro spent. Furthermore the members can also earn Gold
Points at the partner hotels in the Americas, Asia, Australia and in South Pacific at
Radisson SAS Hotels & Resorts, Park Inn and Park Plaza Hotels and Country Inns &
Suites by Carlson. However the members, who did not use their cards for two years, will
be terminated their memberships and any outstanding points will be cancelled. As a
member of the program, it is possible to have “Special offers including added values,
hotel discounts and offers from travel partners”,”5% discount on all-day dining

restaurants” and “Member exclusive offers”.

The members can redeem their Gold Points for free rooms (Award Stays) at any of over
400 Radisson SAS, Park Inn, and Country Inns & Suites hotels worldwide. Furthermore
the members can redeem to these rewards with less points than a free night. “Instant room
upgrade” for 10,000 Gold Points, “Two-for-one dining” for 8,000 Gold Points, “Pay TV
movie” for 6,000 Gold Points and “Express laundry for one item of clothing” for 3,000
Gold Points.

Goldpoints plus has 12 Frequent Flyer Programme partners and save the children as an
external partner. The rewards that members can redeem with minimum points are laundry
at the hotels with 3000 points and 12500 points for a free night at one of their high-

standard room.
As a member, the program allows early check-in and late checkout and best available

room in category booked. Furthermore “Book now Earn later” is a system that the

members book their free nights now, even before the members have earned enough points.
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The members who failed to have enough points by the free night will be charged for the

room with the best available rate.

Choice Hotels

Choice Hotels Scandinavia ASA was established as a company in Norway 1990, with
exclusive franchise rights for Norway according to an agreement with Choice Hotels
International. In 1994, a 20-year Master Franchise agreement between Choice Hotels AS
and Choice Hotels International was signed. The agreement gives the company exclusive
rights to market the brands Comfort, Quality and Clarion in Scandinavia, as well as
access to the chain's international distribution and reservation systems. The company
was listed on the Oslo Stock Exchange in April 1997, and has its own operations and
marketing organisations in Sweden and Denmark. Now Choice Hotel Scandinavia ASA

has more than 140 hotels in the Scandinavian countries.

Choice Hotels has five different brands depending on the target market. Comfort Hotel
as “Bed and Breakfast brand”, Quality Hotel as a "City business/Conference brand" in or
close to city centres or near airports, Quality Resort that offers an especially wide range
of activities close to major attractions, Clarion Collection as a new brand for smaller
business hotels with a limited range of services but which focuses on individual service
where guests should feel at home and Clarion Hotel as first class business hotels with an
international atmosphere, high room standards, excellent restaurants and conference
facilities.

The members within the program will earn points by staying in a Choice Hotel, which
can be converted later into stays in the hotels or trips. Basically the member will earn one
point per Crown paid when staying at Choice Club prices, Nordic Hotel Passport prices
or other agreed prices. In the case of staying for a course/ conference, they will earn 750
bonus points per night and 500 bonus points per night when staying at special prices/
crew prices. However no bonus points are given for special events/weddings/dinners etc.
If the members stay a night in connection with a special event, they receive 750 bonus

points per night. Furthermore the members receive 750 bonus points per night in Choice
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Hotels outside the Nordic countries, Estonia and Latvia. The bonus points are valid for
three years (36 months) from the date they were earned. After this date they

automatically lapse and cannot be used. The oldest points are used first.

One of the discounts that the program offers is “Restaurant voucher valued at SEK 35
(only in Sweden)”. It is a restaurant voucher that can be used to pay for food or
beverages in the hotel restaurant (does not apply to spirits or cigarettes) at Quality and
Clarion Hotels in Sweden, which the members receive every day they stay. The other
discounts are “Choice Club price”, “10% discount on weekdays at all Choice Hotels in
the Nordic countries, Estonia and Latvia”, and a “Nordic Hotel Passport valued at NOK
1007, which is included in the members Choice Club Card (does not apply to test cards).

The passport guarantees the hotels” best prices during weekends and in the summer.

The programs external partners are Malmd Aviation (500 bonus for each flight), Hertz
(500 points for every renting, free membership in Hertz #1 Club Gold and reduced age
limit to 23 years, which is normally 25) and FOREX in the Nordic countries ( the
members get better exchange rate than FOREX's regular rate).

The smallest reward within the program is a free night during weekend for 10,000 points
and the largest is a free night for a family room for 30,000points. Special treatments that
the program offers are “Waiting list priority” (the member will be given priority on hotel
waiting lists) and “Booked rooms guaranteed until 9 pm” (the hotels hold the room that

the members have booked until 9 pm, and they don't have to confirm).

First Hotels

First Hotels was begun in 1993 through acquisition of then SARA Hotels in Sweden.
Since then First Hotels have grown through both purchasing additional hotels and
building new hotels from the ground up. Currently First Hotel has 54 hotels in Sweden,
Norway and Denmark. First member is a customer loyalty program that gives the

members bonus points for every cent they spend in First Hotel. If the member has not
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used First Member for overnight stays or other goods and services throughout the course
of a three-year period, or if the mailing address given ceases to be valid and no updated
address has been submitted to the hotel, First Hotels may terminate the membership. It
is possible to earn points from the bill of all food and drink from the hotel’s restaurant,
mini-bar purchases, cable TV, and telephone use. The points are converted to vouchers
that will be sent to the members three times per year. The vouchers can be used during
the stays, or shopping with any of the business partners. Each voucher is worth to 2500

points.

The program has special offers from First Hotels and external partners and local special
offers depending on location. First Member vouchers, which the members receive every
2,500 points may also be used as a payment method at all bars and restaurants connected
to the First Member program. If the members wish to make use of their First Member

vouchers in restaurants or bars, each voucher has a value of 125 NOK/DKK/SEK.

As external partners, the program has partnerships between Fritidsresor in Sweden (the
members can use the bonus points), O’Learys restaurants (can use bonus vouchers),
Rotana Hotels (can use bonus points), hertz (bonus vouchers can be used to rent a car at

the weekend and Comwell Hotels (get points for the hotel stays).

The smallest reward that the program offers is voucher, which can be used as a payment
method. The voucher can be used at all bars and restaurants connected to the First
Member program. Voucher has a value of 125 NOK/DKK/SEK. On the other hand the
largest is a free night on weekday at First Hotel Reisen (Stockholm) and Vargergs Kurort
Hotell & Spa (Vargergs), with 15,000points which is worth to approximately 2000SEK.
Their special treatments are Guest profile with personal preferences, such as smoke-free

room and guaranteed reservation even upon late arrival.

Elite Hotels

Elite Hotels consists of 17 quality hotels - from Malmé in the south to Luled in the north

Sweden. Each hotel has a unique history and the majority is housed in carefully restored
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buildings where the hotels ambition has been to unite classical style with modern trends
in order to achieve harmony. The hotels” loyalty program members can earn bonus
points for an overnight stay at any Elite Hotel, regardless of the room rate. The points
can also be collected for food and beverages purchased in the hotel restaurants, use of the
in-room minibar and telephone calls in connection with accommodation. If no bonus
points are registered during a 12-month period, Elite Hotels reserves the right to
discontinue the provision of regular printed information to the member. If no bonus
points are registered during a continuous three-year period, Elite Hotels reserves the right
to terminate membership and cancel any unutilised bonus points without prior notice.
The discount service that the program offers is restaurant check worth SEK 25/night. As
internal rewards, the members can redeem the points to either restaurant checks or free

night at hotels.

Malmo Aviation is one of the external partners that the program has and it offers 500
points per one-way trip in connection with accommodation at Elite Hotels. By staying at
Hansen Hotel Group in Copenhagen or Rainbow Hotels in Norway, the members earn

500 points per night. In addition the program offers newspaper subscriptions as well.

As special treatments, the program offers free newspaper every night. As a unique
system, the members can also collect valuable points for food and beverages purchased in
the hotels’ restaurants, use of the in-room minibar and telephone calls in connection with

accommodation.

Summary of Results

Discount — The entire hotel chains have discounts, mainly special offer on the room rate.
While the other chains only offer discounts, which can be utilized at the hotels, Rica and

Choice offers the discounts cooperated with external partners.

Internal Rewards — The basic internal reward within the seven chains is a free stay at the

hotel. However Rica offers unique rewards as wine tasting and golf package, Scandic
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and Radisson offers restaurant discounts, room upgrade, free laundry etc, which can be
redeemed during the members stay at the hotels. Furthermore Radisson offers unique
system, “Book Now, Earn Later”. With this system the members do not need to wait

until they earn enough points for a free night.

External Partners and Rewards — Besides Rica and First, all of the chains have partner
relationship between airlines, which the members can earn either airline miles or hotel
points. Scandic even allows the members to earn both the miles from more than 55

airlines and the hotel points, which they call “Double Dipping”.

The other popular external partners are rent car companies and hotel chains. Three of the
chains have rewards, which the members can redeem their points at rent car companies.
Rica, First and Elite, which do not have their own hotels as wide as the others have

external partner hotels.

However the hotel chains based in USA have many rewards that their members can only
redeem in USA, which may not be attractive for Scandinavian residents, as Jones and

O’Brien (1995) state programs will be of more value to members if they are easy to use.

Special Treatment — In this perspective, Scandic and Choice are offering best services.
This service is important to make the members feel “they are special”” as Sharp and Sharp
(1997) said that loyalty programs are structured marketing efforts which reward, and
therefore encourage, loyal behaviour” behaviour, which is, hopefully, of benefit to the

firm.

4.3.2 Program Value
In order to have practical idea of what customers gain from each loyalty programs, we

have set a situation and gathered the information such as total price of the stays, points

earned by the stays and the benefits which can be redeemed by the points.
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First we have set the conditions as date, room, person and location, which a person stays
at a hotel. The total price was discovered by using the chains’ booking system on their
websites. Based on the total price, we have calculated the points the person will earn

from the stays and finally, we have examined that to what can the person redeem.

Conditions

Date: November 1-11 (10 nights)

Room and person; 1 room for 1 adult

Location; nearest hotel from Gothenburg Central Station (Sweden) or the bus stop for
the airport

Situation; The person will arrive at the hotel by own means and will as such will not
be eligible for any points associated with travel, the person will not eat/drink at the
hotels bar/restaurant, use mini-bar or phone in the room

Rica Hotel
Total Price:  10,035SEK

Points be earned: 5,000Points
From this amount of points, the member could receive one double room for weekend
(Fri-Sat or Sat-Sun) for 5,000points.

Scandic
Total Price: 11,900SEK (1, 190SEK per room per 