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WHERE LEADS MODERN LOYALTY PROGRAMS ON TOURISM

                                               MARKET?
ABSTRACT

The hospitality industry is the highest sale-generating industry within the tourism industry.  However, this industry is currently suffering the effects of oversupply, and therefore enhanced competition and shrinking margins; a general ineptitude with regard to meeting guests’ expectations; and underutilization of collected data related to customer preferences.  These inefficiencies are currently neither corrected nor addressed by the contemporary “loyalty programs” within this industry.

In 1981, initiated by the American Airlines© Frequent Flier Program, AAdvantage©, the era of “loyalty programs” began.  The original expectation of these programs was that program members would exhibit more loyal purchasing practices in comparison to non-members; the activities of program members would reward and stimulate customer loyalty by giving them enhanced social or economic value with every purchase (Leenheer, Bijmolt, van Heerde and Smidts 2002).  Though the underlying strategy of increasing revenue by targeting existing customers and stimulating loyalty is an essential marketing strategy for contemporary customer service industries, contemporary loyalty programs are structurally flawed for several reasons. 
In this article the new loyalty program for application in the hotel industry will be outlined. 
Introduction - retrospective of Loyalty Programs

Roughly two decades ago, companies operating in customer service-related industries began dedicating significant time, effort, and expense to developing programs that could improve the retention of their current customers through an effort that was later dubbed the “market of one”.  These companies pursued this initiative based on the application of the “80/20 Rule”.  The underlying principle of the “80/20 Rule” is that approximately 80 percent of a company’s revenues are often generated by 20 percent of its customers.  It was with this principal as a foundation that the era of “loyalty programs” began. 
A “loyalty program” is defined as a system of marketing actions aimed at making member customers more loyal.  “Loyalty”, with respect to any company, means that the company is able to retain a particular customer in all instances where that customer is purchasing items which the company supplies.  The targeted customers become members of the program and must identify themselves as such at every purchase to avail of the program’s rewards.  The initial expectation of these programs was that program members would exhibit more loyal purchasing practices in comparison to non-members; the activities of program members would reward and stimulate customer loyalty by giving them enhanced social or economic value with every purchase (Leenheer, Bijmolt, van Heerde and Smidts 2002). 
A pioneer of these programs was American Airlines© (AA), which created the first Frequent Flier Program (FFP), AAdvantage© in 1981.  The AAdvantage© program was structured such that every time a program member purchased a flight through AA, that member received credit for a fraction of the number of miles traveled redeemable towards the purchase of another AA flight. 
AA’s implementation of this program created an immense incentive for customers to satisfy their air travel needs through AA as opposed to AA’s competitors due to the potential to reduce their future air travel spending.  This simple, yet powerful tool placed a vast gap between AA and its competitors.  Additionally, from an accounting perspective, the profits that were relinquished as a result of the miles redeemed by program members were negligible in comparison to the profit earned as a result of the program due to the excess business generated by the program.  

Subsequent to the demonstrated success of AAdvantage© at attracting customers, other airlines began implementing similar FFPs in order to recover their market-share loss to AA.  Additionally, as companies in other industries began to observe this phenomenon in the airline industry, they responded by implementing similar “loyalty programs” relative to their own industry. 
In the early nineties, as a result of the fanatical market response to these programs, membership in FFPs reached 40 million people, which was roughly 20 percent of the adult U.S. population.  Ten years later, that number had more than doubled.  Because of the high level of demand for these programs and their almost universal availability within the airline and hotel industries, FFPs and FGPs have subsequently lost their differentiating quality and have become a common mass marketing tool (Lewis 1997).  Furthermore, due to the great customer demand for such programs, it has become mandatory for companies operating in the transportation and hospitality industries to offer loyalty programs in order to stay abreast of market competition.

Limited effectiveness of Contemporary Loyalty Programs

Contemporary loyalty programs such as FFPs and FGPs are structurally flawed for several reasons.  The structure of these programs, as outlined in the previous section, is quickly and easily duplicable, they are not impervious to customers’ multi-program membership, and they are unable to affectively measure their own results.  Thus, as they are currently structured, loyalty programs are not optimally effective.

The primary reason that these programs are relatively ineffective in producing their intended result of increasing customer loyalty is that the rewards provided by each program are quickly and easily duplicated by the implementing company’s competitors.  One of the most important events in determining the effectiveness of contemporary FFPs was the Delta Frequent Flyer “Triple Miles” promotion launched in January 1988 (highlighted in Exhibit 1.1 in the previous section).  In an effort to pull market share from its competitors, Delta announced that members could earn triple miles throughout the year 1988 when charging airline tickets with an American Express card.  Other airlines quickly matched this offer allowing the use of any credit card to purchase tickets.  As a result, members of every major FFP were able to earn triple miles for all their flights in 1988 (WebFlyer).  

Though the overall success of this promotion is debatable, this promotion is still the single most important change in the history of loyalty programs.  It effectively demonstrated that these programs were successful at attracting customers.  In the short time that Delta and American Express offered triple miles exclusively, bookings at other airlines fell off immediately.  However, competing airlines were able to emulate Delta’s promotion within days of its initial offering, thus gaining back the market share that they had relinquished to Delta in the first days of the program.  This result demonstrated an additional negative effect of these programs.  This effect is much like the effect at a football game when the first row stands to get a better view of the field, then the second row is forced to follow suit, and so is the third eventually resulting in a stadium filled with patrons who have given up their comfortable seats for the same view that they had initially.  The result is a zero-sum-game.

Due to the ease of use and availability of these programs to customers, potential customers had become “greedier” and were increasingly oriented toward participating in those programs which provided them with the highest level of rewards.  Customers continued to reevaluate each program with every purchase decision, causing their “loyalty” to fluctuate between programs and companies momentarily favoring that company which gave them the most “freebies” and not the best service!  Thus, “loyalty program” is a misnomer as applied in this context.
Program membership does not guarantee the loyalty of a customer to a company as was originally intended.  The customer’s loyalty may be to the incentive alone, rather than the organization (Lee and Cunningham 2001).  If these programs do achieve anything, it will only be a short-term commitment and will be of value to the customer only until something better comes along.  Though these programs give specific behavioral incentives, they will also make customers calculative and create spurious loyalty (Dick and Basu 1994).  Thus, any additional value created from contemporary FFPs is, in many cases, to the customer alone and not to the implementing company. 
The effectiveness of a program can be measured with respect to three components of its design: saving, discount rate, and multi-vendor structure.  The savings component consists of saving points generated and accumulated by customer spending.  Discount rates are products that these members can receive at a fraction of the regular selling price.  However, since this will lead to a lower expenditure from customers, the balance must be brought back through higher volume sales.  Lastly, multi-vendor structure consists of various companies cooperating to exchange resources to benefit all of all participating companies (Leenheer, Bijmolt, Heerde and Smidts 2002).

Though a company may have successfully implemented all of these components, consumers can easily become members of several different loyalty programs simultaneously.  Multi-program membership decreases the effectiveness of each program on an individual customer.  The more companies that a consumer utilizes within the same industry, the lower the intensity with which he or she will identify with each or any of these organizations (Bhattacharya, Rao, and Glynn 1995).
An additional structural flaw of these programs is that it is impossible to obtain a comprehensive measure of customer “loyalty” through these programs since program participants are a self-selected group and therefore, are not inclusive of the entire potentially loyal customer base.  For example, a recent study showed that 5 percent of one major airline’s customers were paying full fare and were not loyalty club members; therefore they were not targeted by the marketing system (Feldman 2002).  These customers were partial to this particular airline for reasons other than the ability to reap the rewards offered by the airline’s FFP.  

In a hypothetical situation, if the factor contributing to one customer’s purchase of a full fare ticket on a particular airline was the availability of a direct flight to a destination to which this customer frequently travels, which is unavailable through other carriers, and does so exclusively with this airline because of his overwhelming preference toward having a direct flight, this customer can be classified as “loyal” and is such exclusive of the influence or recognition of the airline’s FFP.

Furthermore, it is not possible to accurately determine the total number of people who participate in FFPs because most participants are members of more than one program, and are thus double or triple counted across the industry (Passingham 1998).  Multi-program membership renders it impossible to produce accurate results regarding the success of FFPs, therefore as they are currently structured, FFPs will not be able to accurately measure the loyalty of their customers.  Because consumers are not restricted to one program by contracts or product technique and only have minimal to no cost for alternating between programs, they often become regular buyers from different companies.  This phenomenon has been termed “polygamous loyalty” (Dowling, Uncles and Hammond 2002).  

If companies are ever to accomplish their initial goal of increasing customer loyalty in order to establish a reliable revenue source from a repeat customer base, they must restructure their existing loyalty programs to address the aforementioned flaws.  Additionally, these companies must address several industry-related flaws that are neglected by contemporary programs, particularly those related to the hospitality industry.

How the same problem has been seen in the hospitality industry
Within customer service industries, the hospitality industry is the largest revenue producing industry within the tourism industry.  This massive global industry is one in which the loyalty concept, if correctly applied, could have maximum impact.  The contemporary hospitality industry can be characterized by oversupply, and therefore enhanced competition and shrinking margins; general ineptitude with regard to meeting guests’ expectations; and underutilization of collected data related to customer preferences.  These inefficiencies are currently neither corrected nor addressed by contemporary FGPs.
The hospitality industry is the highest sale-generating industry within the tourism industry, which consists mainly of hotels and accommodation providers, transport businesses, restaurants, tourist-related shops, and theatres.  Of the numerous varieties of hotel operating structures, multi-national chains dominate the hospitality industry.  According to CIBC World Markets research, currently “brands in the [franchising business] are outperforming the U.S. market overall from a top line and bottom line perspective.  The revenue and cash flow streams in this business model are more stable over the long term than owned or managed models” (Katz, Schmitt and Alterio 2005). 

For these large multi-nationals, along with great profits come great challenges.  While demand for their services is steadily increasing, the supply of rooms and hotels, across all markets, are growing at a much faster rate.  
The substantial growth in international tourist arrivals, which can be used as a proxy for demand in the hospitality industry, is one of the most remarkable economic and social phenomena of the past century.  The evolution of international arrivals from 25 million in 1950 to 763 million in 2004 corresponds to in an average annual growth rate of 6.5 percent.  Analysts expect that the average annual growth rate from 2004 through 2020 will be 4.1%, leaving significant opportunity for future profits in the tourism industry and the hospitality industry as a whole, an opportunity which contemporary hospitality providers are responding to with great zeal (UN World Tourism Organization).

Companies seeking to take advantage of the increasing demand continue to add new properties, add new rooms to existing properties, and develop new and improved forms of accommodation.  The result of this activity is the problem of shrinking margins (Vialle 1995).  The ability to differentiate one hotel’s rooms from its competitors is very difficult in the long run, because one hotel’s success will quickly and easy be duplicated by another’s (Leenheer, Bijmolt, Heerde and Smidts 2002). 
Although location is still a prime competitive element in the hospitality industry, due to the increased supply in recent years, there are several other factors that hotel chains need to consider in order to stay abreast of the competition.  These companies must now form strategies to attract and retain customers based on the facilities and amenities they offer, which are above and beyond those of their competitors.  Research has shown that, when choosing a hotel today, the most important feature for an affluent client or for high-end business executives, after location, is service (Toh 1993).  Though hospitality companies are generally aware of the need to improve the service component of their product offering, they have not been entirely successful at improving their facilities and amenities in accordance with customers’ desires.

In study conducted by Bowen and Shoemaker, it was concluded that a gap exists between hotels’ performance and the importance of specific features to their customers.  Through their “Gap Analysis”, Bowen and Shoemaker tested the ability of specific hotels to meet the service expectations of their guests.  The gap is defined as the difference between what the customer wants and what the hotel actually provides. From Exhibit 1.5, it is evident that only one of the 11 factors tested retained a positive gap.  Additionally, some of these factors are related to customer importance, such as upgrades, staff recognition, express check-in/registration, and occasional gifts.  According to this analysis, none of these factors met guests’ expectations, though they should be of highest importance to hotel managers and staff as they relate to more “valuable” repeat customers. 

Exhibit 1 – Performance vs. importance of loyalty factors

	Feature
	Top Performance Rating
	Top Importance Rating
	Gap

	This hotel provides upgrades when available.
	18.7%
	69.4%
	-50.7

	You can request a specific room.
	4.9%
	44.7%
	-39.8

	If the hotel is likely to be sold out at a time you normally visit, someone from the hotel will call you to ask whether you would like to make a reservation.
	3.0%
	33.7%
	-34.7

	The hotel uses information from your prior stays to customize services for you.
	24.3%
	57.7%
	-33.4

	The staff recognizes you when you arrive.
	15.1%
	38.3%
	-23.2

	Employees communicate the attitude that your problems are important to them.
	24.0%
	42.6%
	-18.6

	The hotel has a frequent-guest program that allows you to earn points toward free accommodation.
	9.6%
	27.8%
	-18.2

	The hotel has a credit card that allows you to accumulate points toward the hotel’s frequent-guest program each time you use it.
	5.1%
	19.6%
	-14.5

	When you return to this hotel, your registration process is expedited.
	31.2%
	41.1%
	-9.9

	The hotel provides you with occasional gifts.
	18.7%
	23.7%
	-5.0

	The hotel has connections with individuals or organizations that help you enjoy your stay or be more productive.
	19.5%
	13.4%
	6.1


In addition to hotels’ current underperformance relative to guests’ expectations, there is a lack of data collection and utilization in comparison to that which is gathered from hotel guests.  All of the data that is indirectly collected during each guest’s stay contains specific, useful information regarding that guest’s preferences.  If the data were formally collected in a hotel operating company’s system, it could be accessed by all branches and facets of that company, therefore the company would be able to utilize this data to its fullest capacity.   As most predominant multi-national hotel operating companies’ systems are currently structured, this form of data collection and distribution does not occur, and is unaddressed by the companies’ loyalty programs.  

Loyalty – the only strategy for the 21st century

Earlier in this discussion there was a description of contemporary “loyalty” programs and how they evolved.  Though there are those programs that have failed to achieve their principal goal, the underlying strategy of loyalty programs is key for the evolution of contemporary marketing activities in any consumer-based industry.  “Loyalty”, with respect to any company, means that the company is able to retain a particular customer in all instances where that customer is purchasing items which the company supplies.  As previously discussed, in order to achieve loyalty, a company must re-orient its marketing strategy, to target its existing customers.  A company that achieves customer loyalty exhibits one of the greatest contemporary marketing strategies.

Customer retention is one of the key elements to achieving loyalty.  Many companies have come to realize it is much more cost effective in the long run to retain current customers than to spend resources, such as time and money, on identifying and developing new customers.  Repeat customers are often more concerned with value than price and may consequently be less price-sensitive when buying products and/or services that they are familiar with and trust (Riechheld and Teal 1996).  
A study conducted by Riechheld and Saser found 5 percent increase in customer retention resulted in a 25 to125 percent increase in profits from nine service-industry groups studied.  This increase comes as a result of loyal customers spending more money and purchasing more expensive items than non-loyal customers.  Because their loyalty has been gained, these customers are not as price sensitive as those who are those customers that are only participating in the program and will therefore, be willing to pay a premium for quality products that they know they can trust, and will go beyond their expectations (Riechheld and Saser 1990).  
Additionally, a survey conducted by Walker Information Inc. showed that "truly loyal" consumers are 15 times more likely than high-risk customers to increase spending with a particular store (Young and Stepanek 2003).  When this factor has been achieved, the loyalty program has succeeded at its primary goal.  The implementing company can then continue to enhance other aspects of the program to maintain this level of satisfaction.  Repeat customers trigger the differentiation within a company which is needed for that company to successfully distinguish itself from its competitors (Bowen and Shoemaker 1998). 

Although this concept is not entirely new, and this initiative of targeting marketing activities at current customers has proven successful for several companies, some of which are discussed in the following section, there are still many companies that are hesitant to evolve their marketing strategies.  Operationally, this is not a simple strategy to implement, as it requires reforming the mentality of many of the company employees, especially those directly involved with customer service.  For example, traditional marketing departments that have historically focused on increasing the market share of specific products or services must be converted into “customer-management” departments staffed with individuals responsible for servicing customers on a one-to-one basis and expanding their business volume (Peppers and Rogers 1993).   

Along these lines, companies hoping to re-focus their marketing strategies need to reassess the status of existing front-line employees.  Bank tellers, ticket agents and hotel receptionists, for example, should be recognized for the important face-to-face contact they have with valuable customers, which often occurs on a daily basis.  These personnel are directly responsible for keeping the bank’s, airline’s or hotel’s best customers satisfied.  Not only must their efforts be acknowledged and rewarded, but these employees must be empowered to make decisions and even incur costs that may be in the best interest of the company and its valued customers.  
Additionally, these employees should be cultivated and rewarded so that they are properly incentivized to remain with the company for the maximum amount of time.  The longer these employees stay with the company, the more knowledgeable of products and customers and the more productive they become first hand, and in addition to the help from technology.  For this new strategy to succeed, the staff at every level of the company must be sensitized.  From the company’s president to its cleaning staff, every employee must know and be trained in how to implement the strategy because its success at every customer interaction is critical.

Companies must remember that simply keeping a customer satisfied will not earn that customer’s loyalty.  If a customer’s expectations are exceeded, he or she will likely be extremely satisfied, but, while this is requisite to achieving customer loyalty, it does not necessarily directly translate into loyalty.  A study conducted by Reichheld and Aspinwall involving consumer banking customers found that 90 percent of customers who changed from one supplier to anther were satisfied with their original supplier (Reichheld and Aspinwall 1993).  As a result of this fact, it is necessary for a loyalty program to be structured in such a way that a rapport develops between customer and company such that it would require a significant amount of time and effort on the part of an alternative provider to recreate this rapport with the customer.  Thus, customers are impervious to competitor’s marketing activities.  The more customers teach the company, the better the company becomes at providing individualized services, and it becomes more difficult for the competition to entice them away (Pine and Gilmore 1998).
Essentially, to develop loyalty, a customer must feel that he or she can trust that the company will be committed to him or her as he or she is to the company.  Trust is the cornerstone of the success of a partnership, and this trust is what will instigate the commitment between the two parties. Bowen and Shoemaker outlined the antecedents and consequences of commitment and trust in service relationships, which are displayed in Exhibit 1.  Thus to develop a loyal, committed partnership with customers, a company must make its concern for individual customers evident at every interaction.  They must address all customer concerns in a timely manner, thus personalizing their activities with these customers making it more challenging for customers to withdraw from this satisfying business relationship and have to re-establish their relationship with a new provider.  

Exhibit 2. Model of service relationships: entecedents and consequences of 

                                    commitment and trust
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Another important focus of successful loyalty programs should be to keep account of the relationship between the benefits received from these loyal customers and the efforts that the company is exerting on their behalf.  Properly executed loyalty programs should be able to answer positively to the following questions:  Are customers more satisfied?  Are revenues growing as a result of the program?  Are these enhanced revenues greater than the program costs?  If the company can not answer positively to these questions, then their efforts are not generating the appropriate return and the program is not working properly.  Thus, the strategy must be re-examined.  If the company can answer positively to these questions, then the program is generating the appropriate return, and the strategy will result in developing “partnership-like activities” between loyal customers and the company.  These activities include, but are not limited to, “offering strong word of mouth, making business referrals, providing references and publicity, and serving on advisory boards” (Bowen and Shoemaker 1998). 
The success of loyalty programs is dependant upon the ability of a company to customize its basic products and services to target the needs of the smallest market segment, the individual customer or the “market of one”.  In order to function properly, these programs reward customers for their repeat business by ensuring a company’s concentrated effort to take on customers’ problems and/or desires and solve them through the delivery of superlative products and services.  Gathering information on customer preferences, so a company can better meet customer’s needs, will deepen the relationship that already exists between the company and its existing best customers.  By doing more than just selling a product or service; by adding value to the services provided by enhancing customer interaction, customers will not only be willing to pay a premium, but they will purchase more products and/or services.  The more each individual buys, the greater the overall profit to the company.  
Successes of Loyalty Programs on the marketplace

In today’s market, so-called loyalty programs are very common, the multitude of which were touched upon in Exhibit 1. As discussed earlier, the majority of these programs are simply replicas of other existing programs, with no barriers to multi-program membership and a generic rewards system that negates the purpose of implementing the program, which is to inspire customer loyalty by differentiating the company from its competitors in the eyes of its customers.  However, there are a few companies that have partially overcome some of the structural problems of predecessor programs and successfully utilized their programs to increase profits because their programs offered at least something that those of their competitors did not; customization of program rewards and utilization of tracked customer data, although they continued to be primarily and exclusively on the “greed element” and therefore ultimately did not succeed.
One example of a program that was successful at “translating [simply its] loyalty data into dollars” is eBay Inc.’s Anything Points program.  In December 2003, seven months after the program’s initiation, Young and Stepanek documented the success of this program in an article found in CIO Insight, a website designed to provide strategies for IT business leaders.  They found that eBay was able to use a good part of their tracked data and have credited a good part of their revenue growth to their loyalty programs.  Even through economically challenging times, they continued to “boast retention rates and profit-per-customer numbers among the highest in their respective industries”.  EBay’s program produced these numbers because they introduced a type of “coalition loyalty program” (Young and Stepanek 2003).  
eBay began this program in 2003 when the company banded together with other companies, such as American Airlines and Hilton Hotels, which also are 2 of the top leaders in achieving certain levels of customer retention numbers, to give their customers an eBay Anything Points loyalty card.  The attractiveness of this program was its versatility in allowing the participant to convert the points they earned from any of the participating companies and convert them into dollar equivalents redeemable on eBay.  Thus, for example, relatively small amounts of airline miles that were insufficient for the purchase of an airline ticket could be redeemed on eBay in a cash equivalent form.  

As of 2005, the program had expanded to include an eBay credit card accepted wherever MasterCard was accepted and to offer eBay Anything Points through exchanges with Priceline.com, NetFlix, The New York Times, and online stock trader ShareBuilder, among others.  This program in addition to generating more traffic in eBay’s website, it also created a lighter load for participating companies by taking away their obligations to those people who have unused points, such as being able to sell more available airline seats on the market since there were less lingering airline miles reserving the possibility of demand for these seats.  
Two days before the announcement of the program’s cancellation in the U.S. market in July 2005, Auctionbytes.com published an article noting “at two years old, eBay's Anything Points program, the loyalty points exchange, continues to strengthen” (Lewis 2005).  From the statement later released by eBay, it appears that though the program was accomplishing certain goals of boosting customer traffic, it was not cost effective because it did not produce a satisfactory return on investment.  Essentially it was an incomplete loyalty again!  Hani Durzy, eBay spokesman stated 

When it launched, we anticipated that eBay Anything Points would bring more benefits to our community than in reality we saw that it actually did…Based on conversations with the community of sellers, particularly, we decided it would be better for them if we took the money and resources spent on Anything Points and devoted it to other channels within sales and marketing.  It wasn't providing the return on investment that we were expecting (CNET Networks).
Several important conclusions can be made from the results of the eBay Anything Points program.  It is documented that the program was able to provide the certain kind of growth a loyalty program is supposed to produce not only to its current customers, but also to the customers of other affiliated companies.  The strengths of the program that future loyalty programs might consider emulating are: its ability to partially improve customer retention, its albeit limited customization of program benefits to fit customer preferences, and its utilization of tracked customer data.  However, the reason for the program’s failure, the miscalculation by the program’s implementers of the amount of expense they should incur in order to produce this satisfaction, is yet again an unacceptable side effect of any points based program.  It is the unpredictability of this side effect which will make any sole points based program inefficient in practice regardless of whether it is successful at creating larger market share temporarily through loyalty to the points.
This example is relevant because although not fully successful they have at least endeavored to address previous deficiencies problems.  

Loyalty Discrepancy in the Hotel Industr
The previous discussion provides an understanding of how loyalty programs have functioned historically and will most likely continue to function in the many industries for which they are achieving temporarily positive results.  The following information will focus on the importance of these programs primarily within the hotel industry and why programs produce discrepancies within this industry specifical

Companies exist as a result of their customers, but simply acquiring customers is not the sufficient to increase long-term profitability.  As was featured in the CMO Consulting International White Paper Series, “without customers, a company can hardly survive; yet more importantly, without the capability of maintaining a long term relationship with its customers, a company can hardly thrive” (CMO 2002).  The majority of contemporary hotel companies suffer from what Kevin J. Clancy and Robert S. Shulman call the “Death-Wish Paradox” - continuing to pour money and manpower into new customer acquisition programs rather than existing customer retention and service expansion (Clancy and Shulman 1991).  
With that in mind, it is possible to continue to refine the definition of customer “loyalty”.  Many hotels, through the incomplete use of CRM software or their own programs, are too quick to identify customers as loyal by defining these customers based primarily on the quantity of their purchases.  However, taken out of context, this factor could cause the misidentification of some customers as loyal.  It is this identifying factor which drives many of the contemporary hotel loyalty programs and thus, these programs are often flawed.  Such programs label customers as “loyal” as a result of their point accumulation based on the frequency of their stays and consequently these customers are rewarded accordingly to those points and frequencies.  The discrepancy between the “loyal” customers resulting from this type of classification and truly “loyal” customers occurs as the result of omitting certain factors from consideration.  These factors can include: customers having limited choices, the cost of switching hotels, making rationalized decisions between competing hotels, and hotel occupancy.  By taking these factors into consideration, a company can potentially disregard many customers previously considered “loyal”. 
This type of labeling creates the appearance that hotels are retaining customers and that their data filters out only “loyal” customers.  This ultimately leads to over spending in the form of producing unnecessary rewards and neglecting customers who are truly “loyal”.  By definition, loyal customers are those who are no longer part of the “share of wallet” of a company’s competition.  A customer’s “share of wallet” is the total value of the purchasing power that customer represents within a single industry.  Each customer makes a contribution to a particular company based on the size of his or her disposable income or “wallet”.  A truly loyal customer is one who is no longer of worth to any hotel company except the one to which he or she is loyal because he or she has designated his or her entire “share of wallet” to the company to which he or she is loyal.  Therefore, this customer will have no remaining “share of wallet” to attribute to other companies in the hotel industry.  An extreme example of this concept is if a customer, on finding that there is no available room in the particular hotel he or she is loyal to in the town where he or she is traveling, he or she will go out of his or her way to either postpone his trip or find that particular hotel in another location.  This customer can be defined as truly loyal. 

Another discrepancy is the viewpoint that a customer’s emotional attachment to a hotel can define their loyalty.  In order to properly assess this viewpoint, it is necessary to outline the role of a customer with regards to a hotel.  For example, the relationship between a hotel and its guest can be equated to that of a servant and his master.  Anything the master wants, the servant provides.  The job of the servant is to keep the master happy.  However, in this scenario, the master, even though he can be very emotionally pleased with the servant, will not feel that he needs be loyal to the servant.  To assume the master is loyal to his servant would position him as the servant’s subordinate, which is a misappropriation.  Therefore, whether a customer is tremendously pleased and is overly satisfied with his hotel, it does not implicitly follow that the customer will always be loyal.  Thus, it follows that the level of emotional attachment, on which many hotels base part of their assessment of “loyal” customers, has no material correlation to a customer’s loyalty to any particular hotel. 

Lastly, a significant discrepancy, regarding the loyalty of customers to hotels, concerns market segmentation.  Many hotel loyalty programs segment their guests as either loyal or not loyal and provide no additional advantages to those customers who are the “best” of the loyal, or represent the most value to the company.  All those belonging in the loyal group will simply remain part of a massive assembly consisting of generic advantages, therefore the company will not cater to each customer’s individual wants and needs.  Without proper segmentation this group, hotels have no way of more precisely identifying those customers which are of the greatest value to the company from those that are merely participating in the loyalty program because they are able.  This diminishes the effectiveness of what has the potential to be an extremely valuable marketing tool.  Within the hotel industry specifically, a loyal customer of a luxury hotel who returns and spreads positive word of mouth often has a net present value of more than $100,000 (Kotler, Bowen, and Makens 1996).

The relationship between a hotel and its loyal customers would be enhanced if it were to mirror, for instance the relationship between a doctor and his or her patients.  Initially, a patient goes to the doctor because of a need for care, just as a customer firsts visit a hotel as a result of the need for a room.  However, when a patient visits that same doctor for a second time, the doctor has all of the patient’s history on file and reviews it prior to the meeting.  Therefore, by the time that the doctor enters the room where the patient is waiting, he is fully aware of the patient’s medical history and does not need to spend time re-gather this information from the patient.  Additionally, it is not uncommon for the patient to receive postcards and similar post from the doctor reminding the patient of annual checkups and follow-up visits that need to be scheduled.  In this relationship however, the doctor does not give the patient points; so why does the patient return?  Because the doctor knows the patient and it will save the patient time and energy if he continues revisiting the same doctor and he will likely receive better, more personalized care.  The ultimate loyalty program is the doctor who appears to know the patient the best.
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