
 

Companies may not profit from offering
loyalty programs: study
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Professor Saeed Zolfhaghari and PhD candidate Amir Gandomi have developed
a mathematical model that evaluates the profitability of loylaty programs.

A wallet full of loyalty and points cards is a common sight for many
people. The results of a new study out of Ryerson University which
examines the profitability of loyalty programs indicate that some
companies may be better off not offering this type of customer
incentive.

Saeed Zolfaghari, professor and director of the industrial engineering
program at Ryerson University, and PhD candidate Amir Gandomi, co-
authors of the study, discovered that despite the high rate of
participation in loyalty programs there has been little analytical research
to date. As a result, Zolfaghari and Gandomi developed a mathematical
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model that measures their effectiveness.

“Loyalty programs entice people to become, and remain, customers,”
says Zolfaghari. “Our model demonstrates that if average customer
satisfaction increases over time there is less incentive for a company to
offer a loyalty program. Essentially, your customers are already happy
with you.”

The finding may seem intuitive, Zolfaghari says, but up until now there
hasn’t been a scientific way to verify it. The analytical model developed
by Zolfaghari and Gandomi takes both the customers’ product valuations
and their satisfaction levels into account. The objective of the model is
to maximize a company’s revenues based on two criteria: the price of a
product sold in two separate periods, and the amount of the loyalty
reward offered. Customers who made a purchase in both buying periods
were offered a reward in the form of a discount on the price in the
second period. A common example of this kind of discount is a coupon
offering 15 per cent off the next purchase made within the following two
months. 

“In our model, we also found that as the number of customers who
intended to make a purchase in the second period increased, a company
had to increase their price in the first period to offset the discount
offered on subsequent purchases. To make up for increased reward costs
in the future, you need to increase your prices in the present,” says
Zolfaghari.

Zolfaghari cautions that more work is needed before companies can
incorporate the model in their own decision-making processes. “This is
the first step in the right direction. Going forward, we will eliminate
some assumptions and add new attributes to make the model more
realistic. But eventually, a company could adopt our model to design new
loyalty programs or improve the profitability of existing ones.”

2/3

https://phys.org/tags/mathematical+model/


 

Provided by Ryerson University

Citation: Companies may not profit from offering loyalty programs: study (2011, June 29)
retrieved 27 April 2024 from https://phys.org/news/2011-06-companies-profit-loyalty.html

This document is subject to copyright. Apart from any fair dealing for the purpose of private
study or research, no part may be reproduced without the written permission. The content is
provided for information purposes only.

Powered by TCPDF (www.tcpdf.org)

3/3

https://phys.org/news/2011-06-companies-profit-loyalty.html
http://www.tcpdf.org

