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Loyalty programs, as structured marketing efforts that aim 
to enhance customers’ loyalty by rewarding their repeat 
purchase behaviors (Gandomi & Zolfaghari, 2013), have 
become a prevalent practice in the hospitality industry. 
From different perspectives, the extant literature on loyalty 
program management has extensively examined the factors 
that could affect a loyalty program’s efficacy such as 
increased purchase frequency, decreased customer price 
sensitivity, and customer advocacy or increased wallet 
share (McCall & Voorhees, 2010). In this study, we exam-
ine the factors that contribute to a loyalty program’s popu-
larity from a customer’s perspective. We believe that a 
loyalty program’s popularity is crucial for its success 
because, in the long term, positive customer perceptions 
will reflect a program’s commercial success (McCall & 
Voorhees, 2010).

In terms of research questions and methods, most exist-
ing studies on loyalty program management mainly examine 
how individual factors influence consumer behavior based 
on the survey data collected from each consumer. The con-
sumer is the unit of analysis in these studies. In addition, 
their results are derived from the data collected from devel-
oped market economies. In this study, we attempt to contrib-
ute to the extant literature by conducting a program-level 
empirical analysis that investigates how different factors can 
jointly influence a loyalty program’s popularity. Because of 
their important market shares (Kumar & Shah, 2004), we 
choose frequent flyer and frequent guest programs used in 

the airline and hotel industries, respectively. Frequent flyer 
programs typically offer award flights, upgrades, and lounge 
access to incentivize customers to fly with a particular air-
line or airline alliance. In the hotel industry, frequent guest 
programs offer award rooms, upgrades, free breakfast, and 
Internet access as incentives to attract loyal guests. In this 
study, we are focusing on emerging market economies as our 
research context because of their practical and theoretical 
relevance and lack of research in the literature.

From a practical perspective, loyalty program member-
ship in developed economies has reached a stage of matu-
rity (Capizzi & Ferguson, 2005). By contrast, loyalty 
program membership is still rapidly increasing in emerging 
market economies. In addition, compared with those in 
developed economies, customers in emerging market econ-
omies seem to be more attracted by incentives, such as loy-
alty cards and frequent guest programs (http://dazeinfo.
com/2013/11/25/loyalty-programs-favored-92-consumers-
developing-countries-asia-study/). The rapidly growing 
market share and the additional benefit of incentivizing cus-
tomers make loyalty programs in emerging markets a new 
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Abstract
Using secondary data from multiple sources, this study empirically examines the factors that contribute to the popularity 
of loyalty programs in the airline and hotel industries in the context of emerging market economies. We find that the 
number of partners, the number of redemption options, and the threshold for obtaining elite status all positively contribute 
to a loyalty program’s popularity. However, the award redemption requirement has the opposite effects on a program’s 
popularity. Our results show that the redemption requirement of top-tier preferential treatment negatively affects the 
program’s popularity. Surprisingly, the redemption requirement of entry-tier preferential treatment positively affects the 
program’s popularity. As one of the few program-level empirical studies, this study contributes new insights to the extant 
literature on loyalty program management and provides managerial guidelines for practitioners in the hospitality sector.
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With respect to loyalty programs in emerging market 
economies, one recent comparative study of more than 
2,000 Chinese and Dutch consumers in the banking and 
supermarket industries found that loyalty intentions are sen-
sitive to consumers’ cultural backgrounds (Zhang et al., 
2014). In particular, Chinese consumers tend to demon-
strate higher loyalty intentions than Dutch consumers 
(Zhang et al., 2014). However, in another study conducted 
in the tourism industry, Legohérel, Daucé, and Hsu (2012) 
compared travelers from Asia and those from Western 
countries and found no significant difference in terms of 
their attitudes toward variety seeking. These mixed findings 
imply that emerging market economies may potentially 
provide relevant justifications to generalize the results 
derived from developed market economies.

Hypotheses Building

A growing number of firms have loyalty programs through 
which they partner with firms in other industries that have 
overlapping or non-overlapping product or service offer-
ings. Through these cooperative relationships, firms seek to 
exchange resources for mutual benefit via loyalty programs, 
such as greater product value, improved market reputation, 
and increased access to new markets and customers (Bucklin 
& Sengupta, 1993). From the perspective of loyalty pro-
gram members, a broader network of partners enables them 
to obtain access to and benefit from the programs of all par-
ticipating companies by accumulating “points” or “miles” 
from each partner firm. A broader network will also shorten 
the time required for tier advancement (Tanford, 2013). In 
addition, due to the increased opportunity to earn points or 
miles, consumers tend to get more involved in the loyalty 
program, which, in turn, increases its perceived value 
(McCall & Voorhees, 2010). In sum, we posit the following 
hypothesis regarding the relationship between the number 
of partners in a loyalty program and the program’s overall 
popularity.

Hypothesis 1: A loyalty program’s popularity is posi-
tively related to the number of partners.

Prior research has found that the reward a customer 
expects has a significant impact on the loyalty program’s 
overall popularity (McCall & Voorhees, 2010). In particu-
lar, the expected reward from a loyalty program depends on 
several factors, including cash value, aspiration value, num-
ber of redemption options, and scheme’s ease of use 
(O’Brien & Jones, 1995). In practice, frequent flyer and fre-
quent guest programs often provide multiple options for 
redeeming awards. In addition to award tickets or rooms, 
customers may choose non-flight and non-hotel rewards, 
such as different types of merchandise, experiences, vouch-
ers, and donations (Hofer, 2008). A broader scope for 

reward redemption increases the likelihood of a “fit” 
between the loyalty program and customers’ needs (McCall 
& Voorhees, 2010), thus creating greater value for its mem-
bers. Therefore, we propose the following hypothesis:

Hypothesis 2: A loyalty program’s popularity is posi-
tively related to the number of redemption options.

On the negative side, too much effort or cost in redeem-
ing awards reduces the consumer’s net utility (O’Brien & 
Jones, 1995), thus decreasing a loyalty program’s popular-
ity. We define the “reward redemption requirement” as the 
minimum effort that customers must exert in the form of 
miles or points to redeem a particular reward. In the airline 
and hotel industries, consumers are generally required to 
accumulate a certain number of miles or hotel points to 
redeem an award. Consumers’ chances of redeeming the 
reward are negatively related with the redemption require-
ment (Hofer, 2008). Numerous existing studies have found 
that the act of redemption is important in developing cus-
tomers’ positive feelings toward loyalty programs and culti-
vating loyalty (Smith & Sparks, 2009). Thus, we propose 
the following hypothesis regarding the relationship between 
the reward redemption requirement and the program’s 
popularity.

Hypothesis 3: A loyalty program’s popularity is nega-
tively related to the award redemption requirement.

One important characteristic of loyalty programs is the 
preferential treatment that their most valuable clients enjoy 
(McCall & Voorhees, 2010). Most frequent flyer and guest 
programs currently grant different tiers of “elite status” to 
consumers, depending on the number of miles that a con-
sumer flies or the number of nights that a consumer stays in 
a hotel over a calendar year or 12 consecutive months. Each 
tier requires different qualification thresholds and entitles 
qualified members to an increasing amount of preferential 
treatment and privileges.

From the perspective of customers, preferential treat-
ment is perceived as elitism, which concerns a customer’s 
inclination toward a certain ideological reality to claim 
exclusivity or superiority (Thurlow & Jaworski, 2006). For 
loyalty program members, tiers provide a sense of social 
status, as members compare themselves with those with 
other tiers (Drèze & Nunes, 2009). A higher threshold to 
obtain each tier reduces the number of members in each tier, 
thus increasing the scarcity and exclusivity (Tanford, 2013), 
which can translate into superior feelings and increased sat-
isfaction. We thus hypothesize that increasing the tier 
threshold increases a program’s popularity.

Hypothesis 4: A loyalty program’s popularity is posi-
tively related to the difficulty of reaching elite tiers.
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popularity increases as the number of partners, the number 
of redemption options, and the thresholds for reaching the 
entry-level and top-level elite tiers increase. In addition, we 
find that the award redemption requirement has the oppo-
site effect on a loyalty program’s popularity—the program’s 
popularity decreases as the requirement to redeem top-level 
preferential treatment increases. However, it increases as 
the requirement to redeem entry-level preferential treatment 
increases.

Discussions and Implications

The results of this study have wide-range implications for 
both research and practice. With respect to research, this 
study considers each loyalty program to be the unit of anal-
ysis and constitutes one of the few program-level studies in 
the loyalty program management literature. One unique 
finding in this study is that, in contrast to our hypothesis, a 
loyalty program’s popularity increases with the requirement 
to redeem entry-level preferential treatment. This interest-
ing yet counter-intuitive result must be carefully 
interpreted.

One plausible explanation of this result is related to the 
increased capacity available for redemption due to increased 
redemption requirement. From the perspective of revenue 
management, the allocation of a certain amount of capacity 
for award redemption, on one hand, helps utilize the poten-
tially idle capacity and, on the other hand, carries the oppor-
tunity cost of losing sales from regular customers. The 
optimal amount of capacity allocated to redeemable seats/
hotel rooms depends on the economical trade-off between 
the cost of allocating too much (in this case, firms may lose 

profits, which we refer to as overage cost) and the cost of 
allocating too little (in this case, firms do not fully utilize 
the capacity, which we refer to as underage cost). Increasing 
the redemption requirement has no impact on the underage 
cost but will reduce the overage cost, which is equal to the 
difference between the unit price of a regular seat/hotel 
room and the monetary value of the redemption require-
ment. Therefore, as the redemption requirement increases, 
over-allocation becomes less costly, and thus, firms would 
allocate more capacity to redeemable seats/hotel rooms. In 
the hospitality sector, the demand for entry-level preferen-
tial treatment, such as an economy class flight or standard 
hotel room, is relatively high. Providing a greater amount of 
redeemable capacity available will be perceived positively 
by the customers. In contrast, the demand for top-level pref-
erential treatment is relatively low. In the airline industry, 
for example, the number of business class passengers is 
usually less than 20% of the number of economy class pas-
sengers. In this case, providing a greater amount of redeem-
able capacity available will not necessarily be appreciated 
by the customers. Instead, lowering the redemption require-
ment for top-level preferential treatment makes it more 
accessible, which in turn increases a loyalty program’s pop-
ularity. Unfortunately, lacking publicly accessible data 
regarding firms’ redeemable capacity, we are unable to 
examine firms’ micro capacity allocation decision in detail. 
This also creates an agenda for future research as new data 
become available.

Another plausible explanation concerns the mechanism 
of signaling. The extant literature in marketing has shown 
that customers would perceive a higher price as a positive 
signal of product quality, both rationally (Milgrom & 

Exhibit 3: 
Regression Results.

Model 1 (ZIP) Model 2 (ZINB)

Coefficient SE Coefficient SE

Number of partners 0.018** 0.007 0.018** 0.007
Number of redemption option 0.181** 0.075 0.181** 0.075
Redemption requirement entry 0.068*** 0.015 0.068*** 0.015
Redemption requirement top −0.054*** 0.015 −0.054*** 0.015
Threshold entry 0.036*** 0.008 0.036*** 0.008
Threshold top 0.044*** 0.009 0.044*** 0.009
Overall ranking 0.074*** 0.022 0.074*** 0.022
Headquarter location −1.637*** 0.586 −1.637*** 0.586
Industry 1.514*** 0.779 1.514*** 0.779
Constant 11.951*** 2.452 −11.951*** 2.452
N 73.00 73.00
Log likelihood −57.49 −57.49
χ2 90.44 37.08
p value .000 .000

Note. ZIP = zero-inflated Poisson; ZINB = zero-inflated negative binomial. *** p-value<0.01, **p-value<0.05.
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Roberts, 1986) and psychologically (Mastrobuoni, Peracchi, 
& Tetenov, 2014). In the hospitality sector, the service qual-
ity of a top-level preferential treatment, such as a business 
class ticket, is quite standardized across different service 
providers (Capizzi & Ferguson, 2005). Consequently, the 
need to use price as a signal of quality is reduced. In con-
trast, the quality of an entry-level preferential treatment 
could differ significantly in terms of meals, legroom, and 
etc . As a result, most customers only obtain imperfect 
information regarding the award quality through their own 
experience. In this case, as redemption requirement can be 
translated into monetary expenditure, a higher redemption 
requirement implies a higher level of quality, which will in 
turn be perceived positively by the customers. In practice, 
one factor that may challenge the validity of this argument 
is the existence of “guru” or extremely experienced custom-
ers, who have almost perfect information regarding the 
quality of the awards. For these customers, an award offer-
ing with a higher price does not necessarily imply better 
service quality. In a related study, Li, Granados, and 
Netessine (2014) empirically estimated that in the airline 
industry, the percentage of strategic customers who are able 
to anticipate the price drop and delay purchase does not 
really account for a significant portion of the entire mar-
ket—falling from 5.2% to 19.2%. As the customer’s ability 
of foreseeing the price trend is strongly correlated with his 
or her past purchase experience, the existing finding seems 
to imply that the signaling mechanism continues to be effec-
tive for most customers in the market.

The third plausible explanation concerns the role of a 
loyalty program as a strategic instrument of market seg-
mentation. Loyalty programs attract customers who are 
loyal and intrinsically connected to a brand, a product, or a 
service (Kumar & Shah, 2004). Loyal customers tend to 
have a higher willingness to pay for the similar product/
service and share their perceptions with others via word-of-
mouth than non-loyal customers (Taylor & Neslin, 2005). 
For entry-level preferential treatment, when the redemption 
requirement is low, both loyal and non-loyal customers will 
be attracted to redeem, which will lead to an asymmetric 
consequence (Wangenheim & Bayón, 2007)—the loyalty 
program will be perceived strongly negative by the loyal 
customers who do not get redeemable seats/hotel rooms and 
neutral or marginally positive by the non-loyal customers 
who get redeemable seats/hotel rooms. In this case, the 
loyal customers’ negative perception could be quickly 
spread out via word-of-mouth; the loyalty program’s over-
all popularity then decreases. As the redemption require-
ment increases, the awards offered by the loyalty programs 
become less attractive to non-loyal customers and the loyal 
customers have a higher chance of getting redeemable 
seats/hotel rooms. This helps create a positive perception by 
loyal customers, which in turn increases the loyalty pro-
gram’s overall popularity. For top-level preferential 

treatment, as their redemption requirement is already three 
to fourfold higher (e.g., business class tickets) than that of 
entry-level preferential treatment, non-loyal customers are 
automatically screened out. In this case, lowering the 
redemption requirement again makes the top-level prefer-
ential treatment more accessible and perceived more posi-
tively by the loyal customers.

For practitioners, this study provides clear guidance 
regarding the design of loyalty programs, and the findings of 
this study can be easily put into practice. In addition, our 
results show that a firm’s overall ranking is positively related 
to the loyalty program’s popularity. This finding provides 
strong evidence of the important role of the halo effect in the 
hospitality sector. As such, any improvement of a loyalty pro-
gram’s popularity should not be separated from a firm’s over-
all marketing strategy and service offerings to consumers.

A country’s macroeconomic environment (e.g., GDP per 
capita) is not necessarily a barrier that prevents firms from 
offering effective and well-received loyalty programs, 
which is another encouraging finding for practitioners. For 
example, Jet Airways and Turkish Airlines, whose head-
quarters are in India and Turkey, won five and two Freddie 
awards, respectively, over the past 5 years. The success of 
the loyalty programs in non-high income countries provides 
an excellent benchmark for practitioners in emerging mar-
ket economies.
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Notes

1. Alternatively, we also use the “score” that the Freddie
Awards winners and runner-ups receive to measure a loyalty
program’s popularity. We then apply an ordinary least square
(OLS) model to test the robustness of our results. The results
remain consistent and are available upon request.

2. Alternatively, we also normalize each loyalty program’s
redemption requirement by calculating its z score in its indus-
try, that is, = ( )x x−

σ
. All results remain robust under this 

measurement, and they are available upon request.
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