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Abstract 
 

Firms commonly offer purchase incentives to customers to make them purchase repeatedly. 
One such strategy is to offer customer reward programs. Customer reward programs are one 
of the most widely studied areas within marketing and one of the most widely implemented 
marketing initiatives by practitioners. In this thesis I will focus on simple, non-data collecting 
customer reward programs, an example of such a customer reward program is used in 
pizzerias in Sweden, a stamp card that rewards the customer with a free meal after a specified 
number of repeated purchases. 
 
Previous research has indicated that the profit of customer reward programs is inconclusive 
for businesses. Despite that, reports indicate that customer reward programs are becoming 
more and more common. This indicates that this part of marketing, customer reward 
programs, needs to be further examined. 
 
The phenomenon observed was that this type of non-data collecting customer reward 
programs were commonly offered by pizzerias but not by hairdressers. The gathering of 
empiric data was done through qualitative interviews with respondents for the industries 
mentioned above. The analysis consists of my gathered empirical data in relation to chosen 
theories. Based on this material and my hypothesis the conclusions where drawn. 
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1. Introduction 
 
1.1 Background 
 

Firms commonly offer purchase incentives to customers to make them purchase repeatedly. 
One such strategy is to offer customer reward programs. Customer reward programs are 
structured marketing efforts that reward, and therefore encourage, loyal buying behaviour – 
behaviour which is potentially of benefit to the firm. One of the most known examples of this 
is the frequent flyer programs launched by airlines. (Sharp & Sharp, 1997). 
 
Single retailers all over the world are spending millions of dollars on customer reward 
programs, and millions of customers are enrolled in different customer reward programs. 
(Sällberg, 2010). Customer reward programs are one of the most widely studied areas within 
marketing and one of the most widely implemented marketing initiatives by practitioners 
(Kumar & Shah, 2004).  
 
Simple, manual, non-data collecting customer reward programs are in focus in this thesis. A 
good example of such a program is a customer reward programs used in pizzerias in Sweden, 
a simple stamp card that rewards the customer with a free meal after a specified number of 
repeated purchases. 
 
Previous research has indicated that the profit of customer reward programs is inconclusive 
for businesses. Some studies have reported positive purchase effects and other studies have 
reported mixed effects or no effects. Despite that, reports indicate that customer reward 
programs are becoming more and more common. (Sällberg, 2010). There are a number of 
different explanations to this phenomenon, one of them being that previous research has 
indicated that customer reward program does have a positive impact on a business profits 
(Verhoef, 2003). Earlier results also indicate that as the customer move closer to attaining a 
reward, the pull of the customer reward program increases, which stimulates additional 
purchases in future periods. The existing empirical examinations of customer reward 
programs effectiveness are limited, and therefore it is difficult to evaluate them (Lewis, 2004). 
This might lead to the implementation of customer reward programs in businesses where 
management believe that the positive empirical findings of this type of programs are limited 
because of the difficulties in the valuation of those. 
 
In Sweden there are a variety of customer reward programs ranging from the gigantic chains 
H&M, ICA and Coop, to mention a few, to small separate businesses such as local fast food 
restaurants and local stores. Reward programs have been examined and researched ever since 
they were first launched but the results are inconclusive. Simple and non-data collecting 
customer reward programs have also been studied previously, but the results are inconclusive 
also within this part of customer reward programs. (Sällberg, 2010). Therefore this part needs 
to be further examined. 
 
A phenomena observed by this thesis author is that by pizzerias, customer reward programs 
are commonly used. This particular type of customer reward programs used by pizzerias is a 
good example of a simple, non-data collecting, customer reward program. Repeated purchases 
entitle the card holder to a reward in the future. These customer reward programs only collect 
the information about the repeated purchases, necessary for the reward, and do not capture 
any information about the customers. This means that they differ from the types of customer 
reward programs that has been studied most frequently before. 
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To ensure the reality of this phenomenon where pizzerias commonly used customer reward 
programs; a minor survey was conducted. There are a total of 81 pizza places in Blekinge that 
has a phone registered in the name of the business. Out of these 81 pizza places I phoned 32, 
and out of these 32, 26 of them did have a customer reward program. 
 
The second phenomenon observed was that hairdressers did not use this type of customer 
reward programs. A small inquiry revealed a total of 211 registered hairdressers in Blekinge. I 
phoned 36 of these hairdressers, and none of them did have a customer reward program. In 
fact, none of the hairdressers I contacted had even considered having a customer reward 
program.  
 
Drawing on those observations I will, in this thesis, analyze how come that simple, manual, 
non-data collecting customer reward programs are common among pizzerias while 
uncommon for hairdressers. I will investigate if the presences of customer reward programs 
are somehow connected to, or affected by, market characteristics. Market characteristics are 
factors that describe a market and they are used to distinguish markets and customer groups 
(Kotler et al, 2005). Could differences in market characteristics explain why customer reward 
programs are common on certain markets, while uncommon on other markets? 

 
1.2 Problem discussion 
 

Some businesses choose to offer a customer reward program (Lewis (2004) and Verhoef 
(2003) calls this a customer reward system, but what they refer to is in line with the definition 
of customer reward program used in this thesis) and previous studies have shown that 
customer reward programs could have a positive effect on the businesses profits (Lewis, 2004 
and Verhoef, 2003). The fact that they could be profitable to businesses does not explain why 
customer reward programs are present in certain industries and absent in others. There could 
be several different potential explanations for businesses to implement a customer reward 
program, one such explanation is coincidence. Businesses may just implement a customer 
reward programs without analysing or predicting what the results of the implementation might 
be. If customer reward program is offered by businesses to customers out of coincidence it 
should have been present in all types of industries, even where it does not work. This is 
unlikely the case, drawing on my observation of hairdressers and pizzerias. 
 
Another explanation could be that businesses do copy other businesses, and just assume that a 
customer reward program will work out fine for them as well as it does for the business 
copied. There could also be another reason why businesses copy other businesses; they might 
not have a choice. This is an example of “the prisoner’s dilemma”. It is an economic game in 
this context, ending with businesses having to implement customer reward programs in order 
to keep their market share. A customer reward program may not be cost efficient, but since all 
other businesses within the local industry has chosen to implement customer reward programs 
this business also have to do it, in order to do as good as they are doing and not losing 
customers and profit. This could be seen as if the industry has agreed on a solution that affects 
the whole industry, an agreement that makes consumer surplus increase. 
 
Businesses could choose to implement customer reward program as part of their strategy. If 
the customer reward program is a strategic choice the reasons behind that choice could vary 
from data collection, differentiation and customer attention, to switching costs, increased 
market share and unspoken agreement within the branch. 
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Still another explanation is that customer reward programs, is suitable only for a certain type, 
or certain types, of market characteristics. One of the external factors that could be the reason 
why businesses choose to implement customers reward programs or not is market 
characteristics. One thing that indicates that this could be the case is that customer reward 
program is common in certain industries but uncommon in other. This could indicate that 
market characteristics might propel the usage of customer reward programs in certain 
industries, and repel them in other industries. There could be different reasons to why 
customer reward programs exist on certain markets but are absent on other markets such as; 
businesses copy each other, randomness, prisoner’s dilemma and different market 
characteristics. A few interesting market characteristics could be businesses selling 
homogeneous products because it could help them in the differentiation process and the 
marginal cost, since this might explain why it is common in certain industries and not in 
others industries. All of this leads to the conclusion that customer reward systems, and 
preferable non-data collecting ones, needs to be further studied to find out if they are suitable 
for certain industries but not for other. 

 
1.3 Problem formulation, research question and purpose 
 

1.3.1 Problem formulation 
 

Why are customer reward programs common in certain industries and uncommon in others? 

 
1.3.2 Research question 
 

Do certain market characteristics propel the usage of customer reward programs for pizzerias 
and not for hairdressers? 

 
1.3.3 Purpose 
 

The purpose is to analyse why customer reward programs are more commonly offered by 
pizzerias than hairdressers. 

 
1.4 Delimitations 
 

In this thesis we are going to focus on one type of purchase incentive, customer reward 
programs. Businesses can choose between different purchase incentives, and perhaps different 
purchase incentives are suitable for different industries – but this is out of reach for this study 
since we focus on the impact market characteristics might have on the choice of customer 
reward program. I have chosen several market characteristics of interest and studied their 
impact on the implementation and decision of customer reward programs. Other market 
characteristics that might influence the choice, or implementation, of customer reward 
programs are out of reach for this study, but might be subject of later studies within this 
research area. 

 
 



Emma Ekström                   Pizzerias but not hairdressers – Market characteristics and customer reward programs 

 - 9 -

1.5 Thesis structure 
 

This thesis is going to be structured as follows; it will start off with a theory chapter focusing 
on theories that are relevant to this thesis area of research. Afterwards there will be a method 
chapter which motivates, describes and explain the choice of methods. After this chapter my 
empiric findings are accounted for. Further on there will be an analysis, dealing with chosen 
theories in relation to the empirical findings. All of this flow into a conclusion. After the 
conclusion there will be propositions for further studies, followed by reference list and 
appendices. 
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2. Theory 
 

In this chapter I define customer reward program and review previous studies of how it works 
as a purchase incentive. The concept of customer reward programs will be discussed both as 
a research area as well as in practical application. 

 
2.1 What is customer reward programs 
 

There seems to be no generally accepted definition of customer reward program. This might 
be problematic since it has been stated that the absence of a generally accepted definition of a 
concept may hinder knowledge accumulation. The purpose of any customer reward program 
is to create an incentive for repeated purchases, sometimes misunderstood as “loyalty”. 
(Sällberg, 2010). Loyal customers may differ from profitable customers, but in many earlier 
studies there has been no distinction between those two things, maybe partly because of the 
fact that there is no generally accepted definition of customer reward programs. (Kumar & 
Shah, 2004). In previous studies the terms customer loyalty programs, customer frequency 
program and customer reward programs have been used to describe about the same thing even 
if the exact definition differs a bit between studies (Kivertz & Simonson, 2002; Kumar & 
Shah, 2004 and Biyalogorsky et al, 2001). Based on this it seems important to define 
customer reward programs. In this study we draw on Sällbergs definition of customer reward 
program to add knowledge to this field within the area of marketing. 
 

Customer reward program is defined as “a repeat purchase incentive in which 
customers collect points towards future rewards”.  

  (Sällberg, 2010, p. 32). 
 
This definition requires at least one more definition. A repeated purchase is defined as at least 
two purchases (Sällberg, 2010). Repeated purchase is something that the firm should benefit 
from in the long run and it should generate profit (see Sällberg, 2010). Customer reward 
programs (Kivetz & Simonson (2002) calls this a frequency program, but what they refer to is 
in line with the definition of customer reward program used in this thesis) that recognize and 
reward frequent customers have become one of the most commonly used marketing tools for 
retaining customers and stimulating product or service usage (Kivetz & Simonson, 2002). In 
this thesis there will be a study of one type of customer reward program, stamp cards. 
 
Customer reward program programs are most often linked to spending, or frequency of 
purchases, and not profitability. This might be a problem in industries where the profit of 
different products vary.  Empirical studies have also shown that there is no clear relationship 
between behavioural loyalty and profitability. (Kumar & Shah, 2004). Stamp cards are a 
typical example of when a customer reward system is linked to frequency of purchase. After a 
specific number of purchases the customer does get a reward. For pizzerias studied in this 
thesis frequency could be a good measurement for a customer reward program if they do have 
approximately the same monetary profitability on all meals sold. 

 
2.2 Customer reward programs as purchase incentive 
 

There are a few different main types of purchase incentives, one of them being customer 
reward programs. There are purchase incentives where repeated purchases are made for a 
future reward to unfold, where both purchase and reward are happening at the same time, and 
where the reward are present and promised purchases unfolds in the future. (Sällberg, 2010).  
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In a customer club the customer does get an immediate reward, but they do bond themselves 
to make at least a specific numbers of purchases in the future. An example of this is book 
clubs. Another purchase incentive is sales pitch. Here both the purchase and the reward are 
occurring at the same time. An example of this is campaigns common amongst clothing stores 
and shoe shops, “buy three, pay for two”. The purchase incentive that is in focus in this thesis 
is customer reward program. In a customer reward program repeated purchases leads to a 
reward in the future. One example of a customer reward program is stamp cards. We 
distinguish between purchase incentives based on the timing of the reward and purchase 
incentives based on requirements to reach the reward. Customer reward programs are the only 
mentioned purchase incentive where the reward is unfolding in the future. Based on this 
categorisation and reasoning we get the following figure. (Sällberg, 2010 and Berman, 2006). 
 
 
 
  EFFORT REQUIREMENTS 
  Single Repeated 
TIMING OF Immediate Sales pitch Customer club 
REWARD Delayed Hybrid of purchase incentives Customer reward program 

Figure 2.1, Classification of purchase incentives from customer’s point of view. 
 
 
 

This figure describes several purchase incentives. In customer’s point of view the 
classification of purchase incentives could be viewed as in figure 2.1. The benefit or reward 
could be immediate or future. For the company this is obviously not a reward, but a cost. The 
cost or purchase for the customers could be single or repeated. For the company this is 
income. Examples of sales pitch and customer club has already been mentioned. The reason 
why single purchase and future reward is considered a hybrid between other purchase 
incentives is the fact that single reward cannot be distributed both immediate and in the 
future. An example of such a hybrid of purchase incentives is for example when a customer 
buys a certain product and when the product has been used sent in for example the barcode 
from the packaging in exchange for a reward. 

 
2.3 Previous studies of customer reward programs 
 

Previous studies have presented mixed results to the research question of whether or not 
customer reward programs are effective. There are studies where the results indicate positive 
effects on loyalty and profit when using a customer reward program (Verhoef (2003) calls this 
a loyalty program, but what they refer to is in line with the definition of customer reward 
program used in this thesis). Verhoef also argues that affective commitment is an antecedent 
of both customer retention and customer share development. (Verhoef, 2003). Other 
researchers show mixed effects of the effects of customer reward programs. Another 
conclusion drawn by Lewis (2004) is that as the customer moves closer to attaining a reward, 
the pull of the customer reward program (Lewis (2004) calls this a loyalty program, but what 
they refer to is in line with the definition of customer reward program used in this thesis) is 
increased, which in turn stimulates additional purchases in future periods. Lewis (2004) also 
concludes that the empirical examinations of customer reward programs effectiveness are 
limited because it is difficult to evaluate them (Lewis, 2004 and Meyer-Waarden, 2007).  
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Meyer-Waarden has in several studies revealed mixed results on the effects of customer 
reward programs. He concludes that loyalty card holders within customer reward programs 
display longer customer lifetimes within businesses than non-loyalty card holders. 
Simultaneous possession of competitive loyalty cards decreases lifetime duration. (Meyer-
Waarden, 2007). In an earlier study he argued that customer reward programs impact on visit 
frequency, purchase duplication and sole-loyalty is quite weak. The majority of the card 
holders have already been clients before subscribing to the card and they therefore mainly 
attract existing customers. Retention strategies seem to be consequently more efficient for 
market leaders then for small firms. (Meyer-Waarden & Benavent, 2006). Customer lifetime 
could be of importance for this study since the type of customer reward programs that we 
focus on does require customers to do repeated purchases. After a specific number of repeated 
purchases the customer reaches their reward. If the customer does have too short of a lifetime, 
they might not reach their reward. This will probably be even more important to hairdressers 
than to pizzerias since the average customer probably visits the pizzeria more often than they 
visit the hairdresser. 
 
There are studies in which researchers have not found any effects at all on customer reward 
programs. Wright and Sparks even suggest that “loyalty cards” is perhaps not the correct term 
for many of these cards in use, but that it is easy to understand and therefore widely used. 
They found that many customers are tiring of cards and argue that in the future businesses 
need to differentiate their customer reward program. (Wright & Sparks, 1999). Customer 
reward programs are usually relatively easy for competitors to copy or even improve, and they 
are only a competitive advantage as long as a business is differentiated with the help of them. 
Undifferentiated customer reward programs, regardless of type, have little chance of meeting 
the objectives of brand managers, retailers, and service providers (Berman, 2006). Another 
study implying that customer reward programs (Bolton et al (2000) calls this a frequency 
program, but what they refer to is in line with the definition of customer reward program used 
in this thesis) have no effect is done by Bolton and Kannan. They also researched the cost of 
operating the customer reward program vis-à-vis the revenues derived from the program. 
(Bolton & Kannan, 2000). Other researches also trouble themselves with the question of if it 
is worthwhile to implement and operate customer reward programs. (Taylor & Neslin, 2005). 
 
The goal of customer reward programs (Bolton et al (2000) calls this a reward program, but 
what they refer to is in line with the definition of customer reward program used in this thesis) 
is to establish a higher level of customer retention in profitable segments by providing 
increased satisfaction and value to certain customers. This should have a positive influence on 
long-term financial performance. But there is virtually  no prior research that verifies that the 
positive financial outcomes of a reward program exceeds the investments made in the 
program. 
 
As shown above, the effects of customer reward programs have been repeatedly examined 
and researched, though researchers have not yet agreed on any commonly accepted results. 
The antecedence that is driving businesses to create and launch customer reward program 
needs to be further researched. 
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2.3.1 Rationales for offering customer reward programs 
 

Different motives have been suggested, as well as studied, to why firms offer customer 
reward programs (O’Malley (1998) calls this a loyalty program, but what they refer to is in 
line with the definition of customer reward program used in this thesis) (O’Malley, 1998). 
The ultimate goal of any corporation is profitability, and customer reward programs are one of 
the means to achieve that (Kumar & Shah, 2004). The purpose of customer reward programs 
could differ from business to business but either direct or indirect the program need to help 
the company towards increased profitability. This could be done in a number of different 
ways, for example increased profitability, increased market shares, information gained about 
the customers or create incentive towards repeated purchases.  
 
Most businesses state that their primary purpose with customer reward programs is to reward 
loyal customers. Customers are motivated to participate in such programs because, 
fundamentally, most people like to get something for nothing. (O’Malley, 1998) Empirical 
studies show that if a customer already patronises a particular store, then it makes sense to 
join their customer reward program (Evans et al, 1997). 
 
Another purpose for offering customer reward programs are to generate information. 
“Knowing who the best customers are, what they buy, and how often provide a secret 
weapon.” (Stone, 1994, p. 37). It is with the recent help of IT that store-based retailers are in a 
position to not only recognize their customers – but to identify their best ones. Most customer 
reward programs were originally designed to capture information on products, not customers, 
but improvements in database capacity made it possible to combine merchandise and 
customer profile information. This information could later be used to improve targeting, 
create offers and shift merchandise – all of this in order to diversify. (O’Malley, 1998). 
 
As mention the stated aim with any customer reward program is often to reward customers – 
but the fundamental aim is to manipulate customer behaviour. This could be in order to 
encourage customers to try new products and brands, increase sales, use brands for 
increasingly diverse services and reducing the risk inherent in diversifying. (O’Malley, 1998). 
 
Different types of customer reward program might be used in cases where differentiation is a 
problem due to the fact that the product sold is homogeneous. One way to avoid price 
competition is with the help of a customer reward program that differentiate a specific 
company within an industry. This could be a way for electricity or gasoline companies to 
avoid price competition; they differentiate with their reward programs and customer benefits. 
(Wright & Sparks, 1999). 

 
2.3.2 Effects of customer reward programs 
 

A number of effects of customer reward programs have been studied in previous studies. 
Previous studies are sometimes divided in studies showing no effects of customer reward 
programs, studies showing positive effects of customer reward programs and studies showing 
mixed effects of customer reward program. 
 
Some of the earliest purposes with customer reward programs was to build market share and 
increase revenues, something that businesses in the early 1990s where convinced would 
increase their profitability (Kumar & Shah, 2004). One way to increase market share is to 
increase number of customers. One way to increase number of customers is with a member-
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get-member campaign, which is a type of purchase incentive since both the existing customer 
and the referred customer receives a reward. Increased number of customers as effect of 
customer reward programs was primarily researched in the1990s. (Verlegh et al, 2003). 
 
Another effect of customer reward programs previously studied is positive word of mouth, 
through delighted customers. Positive word of mouth could be the optimal reward program 
according to Biyalogorsky et al. It is the idea of using rewards to motivate current customers 
to refer other customers. Existing customers are motivated to spread positive word of mouth 
about businesses, products or services – in essence to businesses are integrating the customers 
into the sales force. They are considered to be cost efficient way to recruit new customers 
since the reward depend on a referral turning into a sale. (Biyalogorsky et al., 2001). 
 
One of the effects of customer reward programs, that have been studied repeatedly, is loyalty. 
To be an effective instrument for retailers to obtain customer knowledge and customer data, 
businesses customer reward programs (Mauri (2005) calls this a loyalty card, but what they 
refer to is in line with the definition of customer reward program used in this thesis) must 
have value for their holders. Customers will use the card every time they shop only if they 
perceive it as worthwhile to do so. Not all loyalty card holders are in fact loyal to the card. 
(Mauri, 2003). 
 

“It is one thing to subscribe to a card, which is free anyway. It is another thing 
to appreciate its benefits, which, unlike the subscription, have a certain cost.” 

    (Mauri, 2001, p. 23) 
 
Both data collection and loyalty could affect customer reward programs, but those effects are 
not directly connected to profitability for the business and therefore their value and effects 
could be hard to estimate. In analyzing the data collected by automatic customer reward 
programs such as loyalty cards, businesses want to profile both the cardholders who are most 
loyal to the card itself, and the highest spending loyal cardholders. (Mauri, 2003). 
 
Repeated purchase is one commonly used basis for implementation of customer reward 
programs, and the foundation in the program itself. (Bolton et al, 2000; Meyer-Waarden & 
Benavent, 2006 and Mauri, 2003). When repeated purchases are not linked to profitability, the 
results alone do not mean that a customer reward program should be implemented. The 
frequency of repeated purchases depend on customers predictions and expectations 
concerning the value of future products or services, and their predictions are extrapolated 
from prior experiences. Therefore the decision process of members of customer reward 
programs (Bolton et al (200) calls this a loyalty program, but what they refer to is in line with 
the definition of customer reward program used in this thesis) may differ from non-members. 
Customers who are members of customer reward programs are more likely to make 
favourable repatriate decisions. (see Bolton et al, 2000). 
 
Switching cost for customers is one previously studied effect of customer reward programs. 
Earlier studies has shown that customer reward programs reduces price competition due to 
switching costs, but the extent to which businesses can reach this effect depends on what type 
of reward the business offer. (Sällberg, 2010). 
 
Customer loyalty has been studied since early 1990s, but it was just recently that customer 
loyalty was put in the connection with profitability to create a new context to study. Recent 
studies show that the trend turns towards building and sustaining loyalty simultaneously with 
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profitability in customer reward programs as opposed to early versions of customer reward 
programs often based just upon number of purchases or purchase frequency. Profitability has 
previous been studied, but customer reward programs (Kumar & Shah (2004) calls this a 
loyalty program, but what they refer to is in line with the definition of customer reward 
program used in this thesis) of most companies are linked to spending or frequency of usage 
or purchase, and not profitability. Therefore loyalty in combination with profitability has not 
been studied as repeatedly as just loyalty as an effect of customer reward programs. (Kumar 
& Shah, 2004). 
 
Previous research of effects of customer reward programs states that it is not obvious which 
effects that comes out of customer reward programs, or to witch extent. Different studies have 
focused on different effects and have got different conclusions, but this does not explain the 
hypothesis of customer reward programs being common in certain industries and uncommon 
in others. 

 
2.3.3 Antecedent of customer reward programs 
 

Previous research of customer reward programs have most commonly centred on the effects 
of customer reward programs or the rationales for offering them. (Sällberg, 2010). The 
antecedent of customer reward programs has not been studied as often as the effects or 
rationales for offering them, even if it is mentioned in different studies of customer reward 
programs (Bolton et al, 2000). In a way the rationales for offering a customer reward program 
is also the antecedents of customer repatronage behaviour, and therefore the antecedents for 
offering such a program. Examples of these are repurchase behaviour, repurchase intentions 
and manipulation of customer behaviour in order to create more profitable customers. (Bolton 
et al, 2000). It is reasonable to expect that the growth of e-commerce and the availability of 
large-scale databases will stimulate the use of referral reward programs. (Biyalogorsky et al., 
2001). Therefore the antecedents of customer reward programs needs to be studied in order to 
understand them. 
 
Antecedent → CRP → Effects 
Satisfaction → CRP → Profit 

Figure 2.2, Antecedents of customer reward programs. 

 
2.4 Market characteristics and customer reward program 
 

Market characteristics are factors that describe a market and they are used to distinguish 
markets, customer groups and customer segments. Examples of market characteristics are 
substitutes, marginal cost, product, business opportunity, differentiation,   market 
segmentation, market size, competition, customer profile, business environment, skills 
required, capital required, barriers to entry and exits, profitability and social, political and 
environmental factors. (Kotler et al, 2005). 
 
One of the external factors that could be the reason why businesses choose to implement 
customers reward programs or not is market characteristics. Market characteristics could 
perhaps explain the presence of certain customer reward programs (Yoon & Lilien, 1985). It 
could also just be coincidence or a company’s unique resources that affects the presence of 
this type of programs.  
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Market characteristics are measured for each product (Venkatesan et al, 2006). All market 
characteristics could be categorized into product, production and competition (see working 
paper by Sällberg, 2011). Market segmentation is used by companies to divide the total 
markets. After market segmentation the different markets are targeted with means designed 
after that specific market segment. The outcome of the market targeting is market position, 
something crucial for businesses ability to make profit. (Kotler et al, 2005).  
 
Monopolistic competition is a market form. It evolves when the market consists of many 
buyers and sellers that trade over a range of prices rather than a single market price. That 
range occurs because sellers can differentiate their offers to buyers. Differentiation is when 
companies positions itself as with lower prices, superior value or more benefits. This makes 
them gain competitive advantage from being different or offering a different service or 
product. Sellers usually try to develop differentiated offers for different customer segments 
and use branding, product, market, services, image, value, availability and personal selling to 
set their offers apart. Another way to differentiate is with customer reward programs (Kotler 
et al (2005) calls this a loyalty scheme, but what they refer to is in line with the definition of 
customer reward program used in this thesis). Delivering customer value and satisfaction is an 
important ingredient in the marketer’s formula for success. Both the value chain and the value 
delivery system are tools for identifying ways to create more customer value. (Kotler et al, 
2005). Maybe those tools could be used to decide what to offer as reward in a customer 
reward program. 
 
Customer reward programs do not only differentiate a business, they do also often collect 
customer data. With the help of customer data the market segmentation is easier to do and 
does get more accurate. Market segmentation is needed for market targeting where those that 
has the opportunity to become the most profitable customers and the most profitable 
customers are defined and targeted. Market targeting results in market position and increased 
market share that leads to profitability. Differentiations is one of the four basic competitive 
positioning strategies, together with overall cost leadership, win larger market share and focus 
on serving a few market segments well. (Kotler et al, 2005). 

 
2.4.1 Product characteristics and customer reward programs 
 

A few market characteristics within the category “product” is; product maturity, product type, 
physical presence or not, substitute, homogeneous product or not, differentiation, luxuries 
versus necessities, experience goods, customer profile and everyday commodity versus 
consumer durables. (Working paper by Sällberg, 2011). 
 
In this thesis the focus is on product type, substitutes and product differentiation since they 
are relevant for this thesis purpose. We are going to focus on the market characteristic for 
pizzerias versus hairdressers. One possible reason to why customer reward programs are more 
common in certain industries are more frequent purchases in that particular industry than in 
other industries. The purchase frequency for a pizzeria and a hairdresser may differ, because 
of the different product types, and that could be the reason why they do or do not offer a 
customer reward program. Negative experiences are also likely to be processed more 
elaborately than positive experiences when customers evaluate earlier contacts with a certain 
business to predict their future value (Bolton et al, 2000). Customers might believe that they 
have more to “loose” on a bad haircut than on a bad pizza and therefore are less likely to 
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change hairdresser – with no differentiation needed certain industries might not have to 
implement a customer reward program to differentiate themselves. The customers also lack a 
substitute for a hairdresser, while there are plenty of substitutes for a pizzeria, in form of other 
pizzerias, fast food chains such as McDonald’s and restaurants. 

 
2.4.2 Production characteristics and customer reward programs 
 

Examples of market characteristics within the category of production is; marginal cost, 
production factor elasticity of substitution, start-up costs, production or operation skills 
required, technological skills required and capital requirements. Here we will focus on the 
market characteristic marginal cost of production and its importance to the presence of a 
customer reward program. Differences in marginal cost could perhaps explain why some 
products or services make better rewards than other. 
 
Marginal cost is the monetary cost of producing one more unit of any type of product or 
service. Generally it is larger in labour intensive businesses, such as all type of service 
providers, than in product providers. (Hall, 1988). In this thesis we will focus on one service 
provider, hairdressers, and one product provider, pizzerias. For both hairdressers and pizzerias 
there is some operation skills required. Hairdressers do need a journeyman’s certificate or a 
apprentice diploma to practise and pizzerias do need to pass inspections from the National 
Food Administration et cetera. 

 
2.4.3 Competition and customer reward programs 
 

Number of competitors, number of potential entrants, current market size, barriers to entry, 
profitability and returns, and social, political and environmental factors are some of the 
market characteristics that falls into the category “competition”. In this thesis we will focus on 
number of competitors, profitability and returns and localization. Those factors might be of 
great importance when a number of businesses are providing a heterogenic product, as in the 
case of both hairdressers and pizzerias. Both businesses types do typically have a number of 
competitors localized in their immediate vicinity in any Swedish city centre. Therefor 
differentiation is of interest for them, and could be the largest factor affecting their 
profitability. 
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3. Method 
 

This chapter starts off with hypothesis development. In this chapter I also describe and 
motivate the choices of methods used in this study. 

 
3.1 Hypothesis development 
 

Factors that might affect the choice of customer reward program are; purchase frequency, 
total amount spend by customer at each purchase occasion and product type. There are market 
characteristics that might have an impact on the presence of customer reward programs. 
Within the category of “product” we did find that everyday commodity versus consumer 
durables could have an impact on the presence of this type of programs because of the 
purchase frequency. We assume that the average consumer does buy a pizza more often than 
they do get a haircut. One of the reasons why higher purchase frequency makes is more likely 
to implement a customer reward program is because the time to the reward decrease as 
purchase frequency increase and the time to reward could be a critical factor in attracting 
customers because the program and reward is more perspicuous. Our first hypothesis 
therefore states: 
 
 H1:  The presence of customer reward programs are influenced by the product type. 

Customer reward programs are more common in industries where the purchase 
frequency is high than in industries where the purchase frequency is low. 

 
In “production” marginal cost is of special interest because we assume that the marginal cost 
for one of our chosen industries, pizzerias, are low, and that the marginal cost for the other 
industry, hairdressers, is high in relation to the pizzerias marginal cost because hairdresser is 
more labour intensive than pizzerias and the production time is longer for a haircut than for a 
pizzeria. A low marginal cost does implies that when the product is offered as a reward the 
cost for the business is relatively low, but the perceived value from the customers point of 
view is higher in relation to the actual cost. Products with relatively low marginal cost would 
therefore be the best reward, from the businesses point of view. 
 
 H2:  Low marginal costs are positive correlated with the presence of a customer 

reward program. 
 
Differentiation is of interest within the category of “competition”. In at least one of our 
chosen industries, pizzerias, we assume that differentiation is tough since the product or 
service offered to consumers easily could be copied by similar businesses. To avoid price 
competition and differentiate themselves businesses offer customer reward programs. 
Customer reward programs should therefore be significantly more commonly implemented 
and offered to customers by businesses offering homogeneous, or close to homogeneous, 
products or services because differentiation is difficult for these businesses. All kinds of 
differentiation is the main thing leading to competitive advantage and advantage over other 
businesses within the same branch. Pizzerias do typically struggle with differentiation since 
they provide homogeneous products but hairdresser’s customers generally do not swap 
hairdresser easily. Based upon this we construct our final hypothesis. 
 
 H3: Customer reward programs are common in industries where differentiation is 

difficult while uncommon in industries where differentiation is easy. 
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3.2 Markets to study 
 

We chose markets to study in this thesis based upon the observations that pizzerias often 
offered customer reward programs while hairdressers did not. Those markets are appropriate 
to study because they are extremes. A random choice would not be appropriate to study in this 
thesis since the extremes are needed in order to compare and draw conclusions. 
 
In this thesis a pizzeria is defined as a business that primarily produces and offers pizzas to 
customers, but they may also offer different type of fast food such as kebabs and hamburgers. 
Restaurants that primarily offers other types of food such as roasts or fish does not classify as 
pizzerias even if they offer pizza to. With hairdresser only businesses that primarily do 
haircutting has been counted, but they may also offer their customers a small variety of hair 
products. Other types of beauty businesses such as manicure and pedicure are not counted 
even if they offer coiffure and other types of services alike. All businesses counted also need 
to have at least one contact opportunity registered in the name of the business. In this case all 
accounted businesses do have a telephone registered in the name of the business. 

 
3.3 Market population and sampling 
 

The samplings are going to be concentrated to the geographical area of Blekinge in Sweden.  
There are a total of 211 hairdressers and 81 pizzerias within this geographical area and this 
study has focused on the two larger cities within this area, Karlshamn and Karlskrona.  
 
  Hairdressers Pizzerias 
Sweden 12 335 3 880 
Blekinge 211 81 
Karlshamn 48 18 
Karlskrona 81 25 

Figure 3.1, Number of businesses, georeferenced, 2011-05-29. 
 
Out of the available businesses in Karlskrona and Karlshamn a few will be selected randomly 
for interviews that will result in data collection. The cost of this type of products and services 
are relatively low so we assume that a pizzeria in Karlshamn is not competing with a pizzeria 
in Karlskrona, since they are located approximately 55 kilometres apart. 
 
The sampling is designed to give as valid results as possible for this study. Finding a 
representative sample of a larger population, and the sample drawn systematically, the 
findings will be generalizable to that population (Gubrium & Holstein, 2002). 
 
During the gathering of empirical data for this essay I conducted a small test inquiry before I 
interviewed sixteen randomly selected hairdressers and pizzerias. Eight hairdressers and eight 
pizzerias where interviewed. Four of each was located in the county of Karlskrona and the 
other four of each branch where located in the county of Karlshamn. 

 
3.4 Data collection 
 

During the last few decades the use of qualitative methods within the social sciences has 
rapidly expanded. One example of a qualitative method is an interview, and this method is 
chosen for this thesis because of its characteristics and qualifications. One common 
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opposition towards qualitative methods is that they rely too heavily on the involvement of the 
researcher and on what appear to be arbitrary interpretive judgements. The critique is mainly 
based on the fact that it is not valid because it is not objective. To be objective the researcher 
needs to avoid own illusions when methodically studying the reactions of others. 
Epistemologically researchers believe that the facts are out there, and those facts must 
correspond to our constructions, measuring tools and theories. One way of doing that is 
through linguistic communication where the data comes to the researcher in the form of 
everyday language. Originally all human knowledge is derived from the process of 
interpretation. (Kvale, 1989). In interviews the tone of wording and usage of the right and 
proper formulation is crucial, not to lead respondents in a certain way. In qualitative 
interviews there should be a set of open questions since close questions may fail to provide an 
appropriate set of alternatives meaningful to respondents, or respondents could be influenced 
by the specific closed alternatives given by the researcher. (Schuman & Presser, 1996). 
 
The questions asked should be simple and easy to understand. Controversial questions should 
be avoided completely. (Häger, 2001). We assume that the education level within this type of 
businesses generally does not extend to more qualified education than gymnasium level, or 
corresponding. Therefore the natural choice for data collection is interviews to make sure that 
the respondent understands all questions correctly, and if not be able to clarify them to the 
respondents. Interviews are also one of few data collecting opportunities where follow-up 
questions are possible. To be sure the respondent is comfortable during the interview I will 
visit them during business time (Häger, 2001). Qualitative interviewing is based in 
conversation, researcher asking questions and respondents answering. The purpose is to 
derive interpretations from respondents answers. It should be a kind of guided conversation, 
in which the researcher carefully listens. (Gubrium & Holstein, 2002). 
 
The questions we ask will always to some degree determine the answers we find, and 
therefore this is important to keep in mind when designing the study. The focus of a 
qualitative study should initially be broad and open-ended allowing for important meanings to 
be discovered by the researcher. It should also be designed to discover what can be learned 
about some phenomenon of interest, in this case the presence of customer reward programs in 
certain industries. To analyze the data I will partly use constant comparative method. It is a 
non-mathematical procedure that is designed to identify themes and patterns in qualitative 
data, a sort of systematic data collection. In grounded theory observations is the primarily 
source of knowledge and as a start the researcher’s observations are essential. The data are 
later on summarized, in this case in tables. (Maykut & Morehouse, 2003). To be able to make 
valid comparisons across respondents, all respondents must be asked the same questions; read 
as written and all answers must be recorded, non-judgemental (Gubrium & Holstein, 2002). 

 
3.5 Measurements and validity 
 

The interview questions in this study where designed to answer questions and give 
information necessary to study and answer the hypothesis. They are also designed to 
minimize the likeliness of none- response since the questions where designed not to impinge 
on their privacy. To make sure the data was as accurate as possible I interviewed only the 
pizzeria owners. Mostly they do work full time in the pizzeria kitchen as well. All of my 
questions where formulated in a simple manner to match the relatively low degree of 
education and this also led to that the answers where easily transcribed. The pizzerias and 
hairdressers were randomly chosen from all pizzerias and hairdressers in the town centre of 
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Karlskrona and Karlshamn. Some of the questions were also designed to exclude reasons for 
why businesses implement customer reward programs. 
 
Some of the questions central to my study where purchase frequency, differentiation, and 
marginal cost. To measure purchase frequency the owners were asked to estimate both 
number of customers served par day and their average purchase frequency. The marginal cost 
was easily calculated after estimated value of raw material, production time and hourly wages 
were given by the pizzeria owners and owners of hair salons. The hardest question to evaluate 
meaningfully was degree of differentiation problems. Average sales price was necessary to 
gather information about since it then was possible to calculate marginal cost in relation to the 
sales price. This also made it possible to calculate profitability. 
 
From a validity point of view manual cards are preferable to study vis-à-vis the digitalized 
ones, since manual cards do not collect any customer data. Digitalized cards do collect a 
certain amount of information about the customer when they apply for one. This could for 
example include demographic information such as address, age, sex and the number of 
persons in the household. At every purchase a digitalized card will record which products or 
services that were bought, the total amount, any brand that customers prefer and so forth. 
Manual cards cannot record the same type of information, or information at all to the same 
extent, that would be far too time-consuming. Manual stamp cards commonly used in 
pizzerias do just record the number of meals purchased at each purchase occasion. This is 
essential since one of the main purposes with implementation of a customer reward program 
normally is to collect data about the customers in order to for example tailoring rewards and 
offers for each customers. Stamp cards on the other hand do only record purchase frequency, 
so data gathering and the usage of this data does not need to be calculated when evaluating if 
it is profitable or not to use this specific type of customer reward program. 
 
The sampling method is designed to give as valid results as possible for this study. The data 
from my respondents, as representative samples of the hairdresser and pizzeria industry, will 
give me the opportunity to generalize my findings to the whole of the industries hairdressers 
and pizzerias in Sweden. 

 
3.6 Thesis shortcomings and source criticism 
 

The sources used in writing the theory and method chapters in this thesis are mostly scientific 
articles within the area of marketing. All of them are gathered simple because they have been 
peer reviewed and are published in a variety of scientific journals. For the method part of this 
thesis some method literature was used. There are no majority of articles from a single journal 
used, nor from a single author. The variety of qualified sources makes this thesis valid as far 
as to theory and background information. Some of the information is also from the big 
marketing giants’ such as Kotlers Principles of Marketing. This foundation is a must for my 
analysis and conclusion to have a safe foundation to rest upon. Some of my chosen sources 
contradict each other, this is  a clear sign that in the world of research no strong conclusions 
about certain phenomenon has been drawn, and further studies is needed in order to 
understand a certain phenomenon. 
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4. Empirical findings 
 
4.1 Compilation of data gathered 
 

In this chapter data from the interviews will be presented in form of tables. In cases possible 
the data will be summarized and an average calculated. 
 

4.1.1 Market characteristics 
 

Figure 4.1 show a brief compilation of the data gathered during the interviews for this thesis. 
The first question asked was how long the respondents had been on their current market. The 
time varied greatly, but in average the hairdressers had been on their current market for 
almost twice the length of the pizzerias time on their current market, but that might just be 
related to the business type and are therefore not of great interest for this study. This question 
did state that all of my respondents had have time to establish themselves on their market and 
therefore they could have implemented a customer reward program if they wanted to, they 
had have sufficient time on their market. 
 
The number of customers served per day differed significantly between hairdressers and 
pizzerias. Pizzerias served between 50 and 220 customers per day, with an average of 93 
customers per day while hairdressers served an average of just seven customers per day. The 
usual purchase frequency for pizzerias was higher than for hairdressers. Pizzerias served their 
customers every fifth day and hairdresser every fifth-sixth week.  
 
The average amount spend at each purchase occasion also differed between these two 
business types. Average spend amount at each purchase occasion in pizzerias varied between 
65 sek and 80 sek, with an average of 73 sek. The amounts spend at each purchase occasion in 
hairdressers varied between 260 sek and 450 sek, with an average of 359 sek. 
 
A pizza took an average of five minutes to produce from dough to finished and baked pizza. 
The typical production time for a haircut was 45 minutes. This concludes that the production 
time is significantly longer for a haircut than for a pizza. The hourly wages for someone 
working in a pizzeria varied between 95 sek and 160 sek. But since the business answering 
160 sek where owned by the staff, that number is reduced from the average hourly wages for 
pizzerias of 101 sek. The hourly wages for hairdressers varied between 120 sek and 160 sek 
with an average hourly wage of 141 sek.  
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MARKET CHARACTERISTICS 

BUSINESSES Time on current market 
Customers 
served per day Purchase frequency 

Amount spend 
each purchase 
occasion 

P1 4 years 70 customers Once every third day 70 sek 
P2 5 years 50 customers Once every third day 65 sek 
P3 18 years 45 customers Once a week 70 sek 
P4 15 years 220 customers Once every fourth day 75 sek 
P5 2 years 80 customers Once every third day 70 sek 
P6 6 years 160 customers Once every third day 80 sek 
P7 6 years 55 customers Once every week 75 sek 
P8 3 years 65 customers Once every third day 75 sek 
Average P: 7 years, 5 months 93 customers Every fifth day 72,95 sek 
    
H1 5 years 7 customers Once every fifth week 260 sek 
H2 8 years 8 customers Once a month 380 sek 
H3 9 years 7 customers Once every sixth week 400 sek 
H4 22 years 6 customers Once every sixth week 350 sek 
H5 14 years 7 customers Once every sixth week 450 sek 
H6 2 years 7 customers Once every fifth week 400 sek 
H7 36 years 8 customers Once every fifth week 350 sek 
H8 3 years 7 customers Once every sixth week 280 sek 

Average H: 12 years, 5 months 7 customers Every fifth-sixth week 358,75 sek 

  Time for one unit of production 
Hourly wages 
for employee Raw material cost 

P1 5 minutes 160 sek 20 sek 
P2 5 minutes 105 sek 12 sek 
P3 5 minutes 95 sek 20 sek 
P4 6 minutes 100 sek 15 sek 
P5 5 minutes 100 sek 15 sek 
P6 5 minutes 110 sek 15 sek 
P7 5 minutes 95 sek 20 sek 
P8 5 minutes 105 sek 15 sek 
Average P: 5 minutes 108,75 sek 16,50 sek 
    
H1 30 minutes 120 sek 2 sek 
H2 50 minutes 140 sek 5 sek 
H3 50 minutes 150 sek 5 sek 
H4 40 minutes 130 sek 5 sek 
H5 60 minutes 160 sek 10 sek 
H6 50 minutes 150 sek 10 sek 
H7 45 minutes 140 sek 5 sek 
H8 30 minutes 140 sek 2 sek 

Average H: 45 minutes 141,25 sek 5,50 sek 

Figure 4.1, Market characteristics for my respondents. 
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Figure 4.2 shows the calculations of the average labour cost for a pizzeria and a hairdresser, 
with the average hourly wages increased with 50% as a template cost to represent 
employment tax and sociable imposition then multiplied with the part of an hour that was the 
average production time.  Average material cost for a pizzeria was 16.50 sek and 5.50 sek for 
a haircut. The average labour cost for the product pizza is relatively cheap, only 43.5% of the 
marginal cost for a pizza. Average labour cost for a haircut is more expensive since it is a very 
labour intensive service and represents 96.7% of the marginal cost for a haircut. 
 
 
AVERAGE LABOUR COST 
Average labour cost = (AHW*TAX)*(APT/60) AHW: average hourly wages 
  TAX: procentual schablon of employment 
One pizza: (101,43*1,5)*(5/60) = 12,69 sek   tax and sociable impositions,  
    normally 150% in Sweden. 
One haircut: (141,25*1,5)*(45/60) = 158,91 sek APT: average production time 

Figure 4.2, Average labour cost. 

 
All of the interviewed respondents had had sufficient time to establish themselves on their 
current market, but this was the only similarity found in this first set of questions. The number 
of customers served per day and the purchase frequency were much higher for pizzerias than 
for hairdressers and the amount spend and time for one unit of production were much lower 
for pizzerias than for hairdressers. The hourly wages were somewhat higher for hairdresser 
than for pizza bakers and the part of the total marginal cost for the product consisted mostly of 
labour costs for hairdressers and raw material costs for pizzerias. 

 
4.1.2 Purchase incentive characteristics – part 1 
 

Figure 4.3 reveals that both pizzerias and hairdresser use a number of different marketing 
techniques currently to differentiate themselves to their customers and to make customers 
notice their business. No technique is used by all my respondents, but close to all of them 
make some kind of advertising. All pizzeria owners thought that differentiation was hard. It is 
a branch where the products sold are close to homogeneous and where any changes a business 
does is easily copied by others.  
 
The hairdressers on the other hand do not feel that their service is homogeneous because they 
develop a certain style after years of practice and their customers like their specific style. All 
hairdressers are thereby completely unique because they are individuals. It is the same thing 
with chefs, but the recipes are easily copied, and most customers buying this type of pizza are 
not such connoisseur, and they cannot taste the small differences. Hairdressers do mostly 
serve regulars. Seven out of the eight pizzerias interviewed used a customer reward program, 
but hairdressers on the other hand did not experience differentiation as hard, and none of them 
used a customer reward program. 
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PURCHASE INCENTIVE CHARACTERISTICS 

BUSINESSES Done to differentiate 
Hard to 
differentiate 

Usage of 
CRP Why/why not CRP 

CRP for how long 
time 

P1 
Good food, lunch price, home 
page. Yes Yes Reward regulars. 2 years 

P2 Menu online, ads, good food. Yes Yes Keep regulars. 4 years 

P3 
Good food, happy customers, 
word-of-mouth. Yes Yes Reward customers. 4 years 

P4 
Lunch prices, near town 
center. Yes Yes 

Reward customers 
and compete. 8 years 

P5 Lunch prices, tasty food. Yes Yes For our regulars. 1 year 

P6 
Lunch prices, close to town 
center, good food. Yes No 

No reason to give 
away for free when 
you can charge. Do not have CRP. 

P7 Ads, home page. Yes Yes 
Give something to 
customers. 3 years 

P8 
Home page, good food, home 
delivery. Yes Yes 

Attract customers 
and make them 
loyal. 2 years 

Average P:   Yes Yes   3 years, 5 months 
    

BUSINESSES Done to differentiate 
Hard to 
differentiate 

Usage of 
CRP Why/why not CRP 

CRP for how long 
time 

H1 
Satisfied customer, street 
sheet advertising. No No Not thought of it. Do not have CRP. 

H2 Happy customers. No No 
No one I know have 
on in the bransch. Do not have CRP. 

H3 Pleased customers. No No 
To expensive to give 
away. Do not have CRP. 

H4 Word-of-mouth. No No 
Do not have to, have 
enough customers. Do not have CRP. 

H5 Happy customers. No No 
Regulars without 
such a thing. Do not have CRP. 

H6 Pleased customers, ads. No No 
Not know if it is 
profitable to use. Do not have CRP. 

H7 
Street sheat advertising, 
satisfied customers. No No 

Do not know if it 
works. Do not have CRP. 

H8 Pleased customers, ads. No No 
No one I know have 
on in the bransch. Do not have CRP. 

Average H:   No No   Do not have CRP. 

Figure 4.3, Purchase incentive characteristics for my respondents – part 1. 

 
The reason to why, or why not, my businesses chose to use customer reward programs 
differed. The primary reason for why pizzerias used a customer reward program was; to 
reward their loyal customers, to keep their customers and to attract new customers. Curiously, 
none of them had ever done any kind of study over the effects of their implemented customer 
reward program in order to find out whether or not it was truly rewarding for them. The time 
since the implementation of the customer reward program, for businesses using one, differed 
from one year to eight years. The customer reward program used by pizzerias in this study 
consist of a stamp card where each qualified purchase gives the customer one stamp on this 
card. Usually the pizzerias menu is printed on the stamp card. 
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This set of questions concluded that businesses that found differentiation difficult where much 
more likely to implement customer reward programs than businesses that did not find 
differentiation hard. 87.5% of businesses that found differentiation hard did have a customer 
reward program. None of the interviewed businesses that did not find differentiation hard 
used a customer reward program. 

4.1.3 Purchase incentive characteristics – part 2 
 

Figure 4.4 concludes that the most widely used design for the stamp cards used by pizzerias in 
their customer reward programs where a card requiring 10 stamp before reaching the reward 
and one stamp was given for every meal purchased. The reward was the same in all pizzerias 
interviewed, any free meal chosen from the ordinary menu. 
 
None of the pizzerias using a customer reward program had done any follow-up on the effects 
of the customer reward program, even thou average usage time of a customer reward program 
for pizzerias was nearly three and a half years. One reason to why pizzerias did not follow up 
on their customer reward programs might be that they simply do not know how to do such a 
follow up. This might have been due to their relatively low education level, and due to the fact 
that even thou they had a purpose and reason to implement a customer reward program, the 
actual program itself was always directly copied from another customer reward program for 
another pizzeria. 
 
The reward was unison amongst the respondents using a customer reward program – any free 
meal chosen from the menu. This reward was primarily chosen because it was easy and cheap 
to provide and it was highly appreciated by customers. The marginal cost for a pizza is 29 sek, 
but the customers believe they get a reward for an average of 73 sek. This implies that the 
customers perceived they were getting a 52% more expensive reward than they actually got. 
This a typically good reward in a customer reward program since the actual cost for the 
reward is significantly lower than retail price on the reward. This reward was also easy to 
provide during all opening hours since it consisted of the same things as primarily retailed.  
 
Hairdressers did not use this type of purchase incentive, instead they often used discount on 
hair styling products purchased in connection with a haircut as purchase incentive. The reason 
hairdresser do not use customer reward programs may be that other purchase incentive are 
more efficient in this branch. All hairdresser used some sort of discount as purchase incentive, 
and seven out of eight hairdressers used discount on hair styling products as their purchase 
incentive. This might indicate that this is a purchase incentive that works very well in the 
branch of hair salons. 
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PURCHASE INCENTIVE CHARACTERISTICS, PART 2 

  Take to reach reward Reward 
Study of 
effects Why this reward 

Other purchase 
incentive used 

P1 
10 stamps, one for every 
meal purchased. 

One free 
meal. No Easy, cheap. Does have a CRP. 

P2 
10 stamps, one for every 
meal purchased. 

One free 
meal. No Easy, cheap. Does have a CRP. 

P3 
10 stamps, one for every 
meal purchased. 

One free 
meal. No 

Simple to provide, 
cheap. Does have a CRP. 

P4 
10 stamps, one for every 
meal purchased. 

One free 
meal. No 

Easy, appreciated 
reward. Does have a CRP. 

P5 
10 stamps, one for every 
meal purchased. 

One free 
meal. No Good reward. Does have a CRP. 

P6 Do not have CRP. 
Do not have 
CRP. 

Do not 
have 
CRP. Do not have a CRP. Lunch prices. 

P7 
12 stamps, one for every 
meal purchased. 

One free 
meal. No Easy and cheap. Does have a CRP. 

P8 
10 stamps, one for every 
meal purchased. 

One free 
meal. No 

Enough reward, 
cheap. Does have a CRP. 

Average P: 10 stamps A free meal No   Does have a CRP. 
    

  Take to reach reward Reward 
Study of 
effects Why this reward 

Other purchase 
incentive used 

H1 Do not have CRP. 
Do not have 
CRP. 

Do not 
have 
CRP. Do not have CRP. 

Discounts on hair 
styling producs. 

H2 Do not have CRP. 
Do not have 
CRP. 

Do not 
have 
CRP. Do not have CRP. 

Discounts on hair 
styling producs. 

H3 Do not have CRP. 
Do not have 
CRP. 

Do not 
have 
CRP. Do not have CRP. 

Discounts on hair 
styling producs. 

H4 Do not have CRP. 
Do not have 
CRP. 

Do not 
have 
CRP. Do not have CRP. 

Discount on dye if 
they get hair cut. 

H5 Do not have CRP. 
Do not have 
CRP. 

Do not 
have 
CRP. Do not have CRP. 

Discounts on hair 
styling producs. 

H6 Do not have CRP. 
Do not have 
CRP. 

Do not 
have 
CRP. Do not have CRP. 

Discounts on hair 
styling producs. 

H7 Do not have CRP. 
Do not have 
CRP. 

Do not 
have 
CRP. Do not have CRP. 

Discounts on hair 
styling producs. 

H8 Do not have CRP. 
Do not have 
CRP. 

Do not 
have 
CRP. Do not have CRP. 

Discounts on hair 
styling producs. 

Average H: Do not have CRP. 
Do not have 
CRP. 

Do not 
have 
CRP. Do not have CRP. Discounts. 

Figure 4.4, Purchase incentive characteristics for my respondents – part 2. 
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5. Analysis 
 

Berman (2006) have recognized a few variables that may affect the choice of customer reward 
program or not and also the choice of type of customer reward program. Some of these 
variables are size of firm, managerial commitment, speed of development, customer reward 
program as a defensive or offensive action, resources of IT, customer type and type of 
products or services sold. (Berman, 2006).  In this chapter I will try to analyse if and/or why 
purchase frequency, marginal cost and differentiation opportunities affect the usage of 
different purchase incentive, and in particular customer reward programs. 

 
5.1 Hypothesis 1 
 
 H1:  The presence of customer reward programs are influenced by the product type. 

Customer reward programs are more common in industries where the purchase 
frequency is high than where the purchase frequency is low. 

 H0:  The presence of customer reward programs are not influenced by the product 
type. Customer reward programs are not more common in industries where the 
purchase frequency is high than where the purchase frequency is low. 

 
High purchase frequency products and services are in general cheaper than low purchase 
frequency products and services. In this thesis a pizza is considered a high purchase frequency 
product and a haircut is a low purchase frequency service. The average price of a haircut is 
approximately five times the price of a pizza for the consumers. A pizza is bought once every 
fifth day according to my study and a haircut is bought once every fifth to sixth week. 
Businesses providing high purchase frequency items also generally serve more customers per 
day than businesses providing low purchases frequency items in this study. Pizzerias 
generally served thirteen times as many customers per day compared to hairdressers. 
 
In my studies the two chosen branches clearly separates from each other, one falling into the 
category providing high purchase frequency products or services (pizzerias) and one falling 
into the category providing low purchase frequency products or services (hairdressers). Seven 
out of the eight interviewed businesses within the branch of pizzerias used a customer reward 
program; this equals 87.5% of the pizzerias interviewed. None of the interviewed hairdressers 
used a customer reward program; which equals 0% of the hairdresser. This makes it possible 
to conclude that customer reward programs are more commonly used among pizzerias 
compared to hairdressers. This indicates that customer reward programs are more commonly 
used among businesses providing high purchase frequency products or services than among 
businesses providing low purchase frequency products or services. 
 
Since 87.5% of the pizzerias interviewed had implemented a customer reward program the 
null hypothesis is hereby rejected. It is already established above that pizzerias produce high 
purchase frequency products. 100% of hairdressers, producing low purchase frequency 
services, do not use customer reward programs.  
 
Earlier studies has concluded that one external factor that might be the reason to why 
businesses chose to implement a customer reward program or not is market characteristics. 
Market characteristics might explain the presence of certain customer reward program. 
Researcher within this field of marketing has not yet agreed on any commonly accepted 
results to whether or not customer reward programs actually are beneficial for businesses to 
implement. The effects or lack of effects, of customer reward programs varies between 
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studies. The antecedents of customer reward programs have yet to be further studied since no 
conclusions have been drawn in that area yet. 
 
Repeated purchases are one commonly used basis for implementation of customer reward 
programs, and the foundation of the program itself in this case of customer reward programs 
in pizzerias. To be profitable the purchases needs to be linked to profitability. This the 
pizzerias have done, the price of the pizza itself is a reflection of the price of the raw material 
required to produce it. This means that all products sold are approximately equally profitable. 
In that respect the pizzerias customer reward program does stand a chance to work, since they 
are not based only on purchase frequency, but on profitability as well. Differentiation, and in 
this case customer reward programs, are used for more than one purpose. One of the purposes 
other than rewarding the regular customers is to avoid price competition. This is not done if 
all customer reward programs are designed in exactly the same way. Then the businesses are 
still bound to other businesses prices located close to them, and the customer reward program 
then just becomes an extra expense, it is still price competition between the pizzerias using 
customer reward programs. 
 
Another important purpose of any customer reward program is to generate information about 
the customers. This purpose with customer reward programs was not even recognised 
amongst my respondents. None of them even saved the fully stamped card that customers 
returned. If pizzerias researched the purpose with customer reward programs they might 
discover that information could be crucial in marketing, and also facts and information about 
their customers they were earlier unaware of. This might help them attract more customers 
and keep their regulars even better. The current customer reward program used by pizzerias 
mainly attracts existing customers. 

 
5.2 Hypothesis 2 
 

 H2:  Low marginal costs are positive correlated with the presence of a customer 
reward program. 

 H0:  Low marginal costs are not positive correlated with the presence of a customer 
reward program. 

 
The data gathered in my interviews can be used to calculate the marginal cost for a pizza and 
for a haircut; the average production time of an hour multiplied with the average total labour 
cost for an hour (included taxes and impositions) plus the average raw material cost. 
 
 
AVERAGE MARGINAL COST 
Average marginal cost =   AHW: average hourly wages 
  (AHW*TAX)*(APT/60)+RMC TAX: procentual schablon of employment 
    tax and sociable impositions,  
One pizza: (101,43*1,5)*(5/60)+16,50 = 29,18 sek   normally 150% in Sweden. 
  APT: average production time 
One haircut: (141,25*1,5)*(45/60)+5,50 = 164,41 sek RMC: raw material cost 

Figure 5.1, Purchase incentive characteristics for my respondents – part 2. 
 
The average production time for one pizza is five minutes which is equivalent to 5/60 of an 
hour. The average hourly wages for staff in pizzerias is 101.43 sek. The primary products 
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used in production of a pizza do cost 16.50 sek on average. This makes the total marginal cost 
for a pizza 29.18 sek. The average production time for one haircut was forty-five minutes 
which is equivalent to 45/60 of an hour. The average hourly wages for hairdressers is 141.25 
sek. The primary products used in production of a haircut do cost 5.50 sek on average. This 
makes the total marginal cost for a haircut 164.41 sek. 
 
The absolute marginal cost for a pizza is significantly lower than for a haircut. In relative 
terms the marginal cost for a pizza is still a lot lower than the marginal cost for a haircut. The 
marginal cost for a pizza compared to consumer price is 39,7%, for a haircut the marginal cost 
is 45,7% of the consumer price. Another big difference other than the marginal cost is the 
labour cost. The labour cost for the production of a pizza is 12,68 sek according to figure 4.2 
and the labour cost for one haircut is 158,91 sek. This indicates that the labour cost might be 
relevant to whether or not businesses chose to implement customer reward programs. The 
biggest part of the marginal cost for a pizza is the ingredients, but for a haircut it is the 
hairdresser’s time that is the main cost. This could be a reason why this type of customer 
reward program is commonly used among pizzerias but not among hairdressers. The low 
marginal cost makes a free pizza a fairly cheap reward for pizzerias, but a free haircut is quite 
expensive for a hairdresser. This of course depends on whether or not the hairdresser is fully 
occupied. Something to also put into consideration is that in Sweden, hairdressers are 
typically their own, or renting a chair in a hair salon. They do usually not have a monthly 
salary so if they do a haircut for free, they do not get anything at all for doing that. This could 
be another explanation to why this type of customer reward program is not used in Sweden.  
 
A factor, so far unknown, is how a customer reward program that offers the customer every 
tenth haircut for free would affect the hairdressers business. There are at least one example of 
a working customer reward program for hairdressers where the customers has become even 
more attached to their hairdresser, and even more reluctant to change hairdresser but this is 
for one of the largest chain of hair salons in the world. How this would affect a small single 
hair salon is yet unknown. Maybe a lot of free haircuts during the same month will make the 
owner of the salon struggle to pay bills that are normally no problem at all. The free haircuts 
would hopefully, on the other hand, raise awareness for the hair salon and be a great 
advertising and in the meantime create good-will.  
 
Earlier studies have concluded that customers favour immediate, necessary and monetary 
rewards over point-systems, luxury and non-monetary rewards (Mattila, 2005). Multiple 
reward options can help satisfy different customer needs. This could be an issue in all cases 
but those where a certain amount of money or a discount is given as reward. (Kumar & Shah, 
2004). Pizzerias do not have to offer their customers in reward programs money or discount; 
they simply offer them one of their standard products. The customer experience this as a 
somewhat differentiated reward since they can choose any pizza they like. This reward have a 
low marginal cost and therefore are cheaper for the business to offer than a certain amount of 
money equivalent to the value of a pizza in the eyes of the customer. Pizzerias might be 
taking advantage of a low marginal cost and the impression customers have of a value that is 
significantly higher than the marginal cost. This type of businesses normally start out by 
deciding number of repeated purchases needed and the reward, instead of identify what 
creates customer value and then decide what to offer as reward. 
 
Since we have concluded that pizzerias do have a relatively low marginal cost and a marginal 
cost where most of it consists of raw material and 87.5% of the pizzerias offered customer 
reward program it is concluded that the null hypothesis is rejected. Low marginal cost is 
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positively correlated with the presence of a customer reward program. Hairdressers have a 
relatively high marginal cost and most of their marginal cost where labour costs, and they did 
not offer customer reward programs. Those conclusions are only applicable when the product 
sold is the same as the reward. 
 
Card holders of any type generally have a longer customer lifetime than non-card holders. 
This would be more important to hairdressers trying to use customer reward programs than to 
pizzerias because it will take hairdressers customers longer time than pizzerias customers to 
reach the reward. The time to the reward could be critical for some customer types but since 
most people do not change hairdresser that easily a customer reward program could work fine 
for this industry as well as for pizzerias. The closer customers do get to the reward, the harder 
the pull towards the reward is. If customers change to a hairdresser with a customer reward 
program their reluctance to change hairdresser will increase even more. Now it is not just 
about the hairdresser’s individual style, it also results in a quite high switching cost for the 
customer. A customer reward program should be offered to primarily new customers in an 
attempt to attract them with their possibility to save money. 
 
The effects of customer reward program could be studied by measuring the cost of operating 
the program vis-à-vis revenues derived from the program. In earlier studies this has given 
mixed results, but this technique has not even been tried by my respondents. They are 
unaware of the effects of their customer reward program. My respondents also need to 
understand that undifferentiated customer reward programs, regardless of type, have little 
chance of bringing something good for the business in question. Therefore future businesses 
need to differentiate their customer reward programs. 

 
5.3 Hypothesis 3 
 

 H3: Customer reward programs are common in industries where differentiation is 
difficult. 

 H0: Customer reward programs are not common in industries where differentiation is 
difficult. 

 
A pizzeria does not offer exactly the same product as another pizzeria, but their products are 
very similar and new pizza flavours is easily copied by other pizzerias. And even though the 
taste might not ever be exactly the same, it is close enough for pizzeria owners to experience 
differentiation as difficult, even when the product sold is not homogeneous. In the branch of 
pizzerias, all of my interviewed respondents experienced that differentiation was hard because 
their product is so easily copied. A good and popular new flavour combination is quickly 
spread to all pizzerias nearby and they do also compete with other local fast food restaurants 
for essentially the same customer group. 
 
Hairdressers, on the other hand, do not perceive differentiation as hard. All hairdressers 
variegate in style and technique and therefore most of their customers are regulars that always 
come back to them. This suggests that customer reward programs are common in industries 
where differentiation is difficult and that customer reward programs are more absent in 
industries where differentiation is not so much of a problem. Monopolistic competition can 
only exist when price range because of differentiated offers, which makes customer value and 
satisfaction very important to any business. Most pizzerias interviewed for this thesis used 
customer reward programs primarily as a way to reward their regulars, but also to attract new 
customers and to keep their current customer base. 
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Businesses may also be unable to pull back from their customer reward program 
commitments due to the fear of lost sales, even though they may be unable to secure a long-
term competitive advantage over other firms due to the fact that more and more pizzerias will 
implement customer reward programs over time. Could it be, that hairdressers have formed a 
type of cartel only for resisting the implementation of customer reward program so that their 
industry do not have to spend money on first the implementation and afterward the 
improvements of the customer reward program. Because when customers start to expect 
customer reward programs, the cost of it can become an essential cost of business (Liu, 2007).  
 
Other researchers states that the primary goal of this type of customer reward program is to 
protect the existing customer base and maintain sales, margins and profits (Mattila, 2005). 
This could be the truth for some of my respondents within the branch of pizzerias since they 
want to keep as many regulars as possible and at the same time get new regulars. Lunchtime 
and weekend evenings most of them are fully occupied anyway so regulars that do buy pizza 
on weekdays are more desirable to get. 
 
Customer reward programs are usually relatively easy for competitors to copy or even 
improve, and they are only a competitive advantage as long as a business is differentiated 
with the help of their customer reward program. Undifferentiated customer reward programs, 
regardless of type, have little chance of meeting the objectives of brand managers, retailers, 
and service providers (Berman, 2006). This is very interesting since my study imply that 
almost all of the pizzerias do have a very similar customer reward program, even the number 
of repeated purchases before reaching a reward, a reward that is the same throughout the 
branch, is identical. Maybe the pizzerias customer reward program does not differentiate, and 
the question then is; do they really improve business for these pizzerias. That question is still 
unanswered because none of the respondents in my study has evaluated the effects of their 
customer reward programs that they have implemented. 
 
The respondents that answered that differentiation was difficult also was the respondents 
using customer reward programs to a large extent. The null hypothesis is hereby rejected. 
Customer reward programs are common in industries where differentiation is difficult since 
87.5% of my respondents that thought differentiations was an issue had implemented 
customer reward programs. 
 
Earlier studies have concluded that customer reward program only is effective if customers 
are not members of any other competing customer reward programs. For pizzerias, this is 
impossible to control, and statistically customers might be members of more than one 
customer reward program since they are so common amongst pizzerias, in this study alone 
87.5% of the pizzerias interviewed used customer reward programs. The customer reward 
program used by pizzerias also was very similar to each other. As found in earlier studies, a 
customer reward program is only a competitive advantage as long as it differentiates the 
business. Different market segments also need to be targeted differently and pizzerias 
typically use the same customer reward program for all of their customers in combination 
with traditional marketing. Maybe all pizzerias should not offer customer reward programs. 
Pizzerias located close to campus with mostly students as customers for example might find 
that their customers appreciate a reduced price instead of a stamp card, if the total price 
reduction is the same as the actual marginal cost for the free pizza rewarded to the customer 
after ten purchases.  
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5.4 Other interesting findings 
 

During the interviews a few interesting facts surfaced. Close to all hairdressers amongst my 
respondents offered their customers discount on hair products bought in connection with them 
getting a haircut. All pizzerias also made a point about letting me know that their primary 
competitors’ where all located close to their own business. Drop-in hairdressers felt that their 
primary competitors where other drop-in hairdressers, and not all hairdressers close by. 
Amongst the pizzerias, lunch prices where commonly used as a purchase incentive, and 
another interesting fact was that close to all stamp cards used by pizzerias where designed in 
the same way, or at least very similar. It consists of a small brochure with the menu and prices 
on and on the back of it there are room for the stamps and a line for issue date. Many pizzerias 
claimed that they used their customer reward program not only to reward and keep their 
current customers, but also to attract new customers and use the customer reward system as a 
differentiation method, even though all of their customer reward program where designed 
after exactly the same principals and even looked the same. This might obstruct these 
customer reward program from helping the businesses differentiate themselves. 
 
The effective use of data is considered the most significant benefit of customer reward 
program implementation by some researches (Berman, 2006). Earlier studies have revealed 
that it is more profitable to segment and target customers based on their purchases rather than 
on demographics (Bolton et al, 2000). This could suggest that stamp cards collect enough 
information to base a customer reward program upon it. These cards also collect the purchase 
frequency for individual customers which are fundamental data for any customer reward 
program based on number of purchases. When a certain number of stamps are collected the 
customer hands over their stamp card to the pizzeria in exchange for a free meal. The pizzeria 
owners can then see when the card was issued and then the purchase frequency could be 
easily calculated. A down side for this type of customer reward program based solely on 
number of purchases is that it is not directly related to profitability. Some researchers suggest 
that it is not a true customer reward program (Berman (2006) calls this a loyalty program, but 
what he refers to is in line with the definition of customer reward program used in this thesis) 
if membership is open to all customers and everyone receives the same discount. In the type 
of non-data collecting customer reward program studied in this thesis open membership and 
equal rewards is a condition for them to work properly and as designed to do. One problem 
with this type of customer reward program is that businesses do not have a communication 
way to their customers as they do if they would have gathered demographic information about 
them. It should be noted that this type of customer reward program does not allow businesses 
to pick out the extra profitable customers and reward them with additional benefits. 
 
The type of customer reward program studied in this thesis is self-managed by consumers 
who carry a card that gets marked at every qualifying purchase, and when a certain number is 
reached the customer becomes eligible for a free product or service. During the writing 
process of this thesis I found a chain of hairdressers in the United States of America, Super 
Cuts, which do have a customer reward program where customers do get a free haircut after 
ten previous haircuts registered on a stamp card. Super Cuts do have over 2100 stores within 
their chain of hairdressers. Those hairdressers do not require customers to make appointments 
and they are open for business on weekends and late nights for the customers’ convenience. A 
reason why customer reward programs are uncommon among Swedish hairdressers might be 
the lack of chain stores within this industry in Sweden. The hairdressers at Super Cuts were 
also centrally owned and all of their employees were given weekly pay checks. The large part 
of the pay checks contents was a fixed salary, only topped off by a small amount for each 
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haircut. This means that the hairdressers were paid for each haircut, whether it was for free for 
the customer or not. 
 
Long-time users are likely to anticipate using their cards more heavily (Bolton et al, 2000). 
This might suggest that customer reward programs could be applied to hairdressers even if it 
might take some time before the customer reaches the reward of the program. Studies also tell 
us that long-time customer relations are often the most profitable ones. Since most people use 
just one hairdresser over a long period of time, the fact that it will take approximately a year 
to reach the reward would not be a hinder for implementation of customer reward programs in 
the branch of hairdressers.  
 
Customers with high revenue are always preferable, regardless of the duration of the 
relationship. Just recently frequency of purchase together with profitability was put in 
connection with customer reward programs. Before, only purchase frequency and amount 
spend at specific stores mattered, but they did not really tell whether or not the customer was 
profitable. This might be one problem with customer reward programs not yet fully examined. 
This is something that should be considered during implementation of a customer reward 
program open to everyone. Earlier studies has also shown that even if the reward is typically 
the same item as purchased in the past, this might not be the perfect reward (Berman 2006).  
 
Studies has shown that customers prefer monetary over non-monetary rewards, simply 
because they are convenient to redeem and flexible. Within the fast-food industry savings is 
the driving force which differs from casual dining where experiences is preferable. 80% of 
fast-food consumers would be interested in joining a customer reward program, but only 10% 
of them currently carried at least one customer reward card. A 10% reward, or every 10th 
purchase for free, is the most common basis of any customer reward program in the fast-food 
industry. 83% prefer immediate reward over delayed reward and 93% preferred monetary 
reward over non-monetary reward in an earlier study. (Mattila, 2005). These numbers also 
differed from the numbers for casual dining customers, which may indicate that class may 
have something to do with it. 
 
Pizzerias interviewed for this thesis did normally use a combination of customer reward 
program and traditional marketing techniques such as lunch prices, ads, websites promoting 
their menu and home delivery. Several of the respondents answered that the website initially 
had been a really good advantage since the menu and contact information was easily found for 
their primarily target group consisting of people, mostly students, below the age of 25 years 
old. The only pizzeria in this study not using a customer reward program thought that it was 
no need giving away something for free when they could charge for it. Interestingly none of 
the interviewed hairdressers had ever considered using a customer reward program, and when 
I asked about it they could not recall anyone in their business ever using a customer reward 
program. 
 
Most of the customer reward programmes used by the respondents where identically designed 
so the differentiation is then at most between pizzerias using customer reward programs and 
pizzerias not using them. One interesting finding was that none of the pizzerias where a 
customer reward program had been implemented had done any study of the effects of the 
program. When questioned about it the pizzeria owners did not even know how a study, 
concluding whether or not the customer reward program was efficient and lucrative, should be 
formulated. They had also done the implementation all by themselves, only using an 
advertising company/printer to manufacture the brochures.  
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6. Conclusions and implications 
 

 
6.1 On which type of businesses are my conclusions applicable 
 

My respondents were chosen to reflect the industries of pizzerias and hairdressers in Sweden. 
This makes me conclude that my conclusions are applicable to all pizzerias and hairdressers 
in middle sized towns in Sweden. Middle sized towns may differ from the bigger cities in 
Sweden. They may also differ from small cities where competition is not as hard, or maybe 
even harder. All of my conclusions assume market economy where barriers to entry and exit a 
market are the same for all businesses. My results can also be applicable to other businesses 
with similar market characteristics as the ones researched in this study. 

 
6.2 Fulfilled purpose – Market characteristics that do propel customer 
reward programs amongst hairdressers and pizzerias 
 

Customer reward programs are common or uncommon in different industries because of 
different market characteristics. Some market characteristics propel customer reward 
programs while other market characteristics make it difficult for businesses to implement and 
develop meaningful customer reward programs. 
 
 
MARKET CHARACTERISTICS THAT PROPEL CRP 
Market characteristics Pizzerias Hairdressers 

Substitutes Many None 

Differentiation Difficult Easy 

Competition Hard Hard 

Production Short time, high raw material cost Long time, low raw material cost 

Purchase frequency Every fifth day Every fifth-sixth week 
Marginal cost Low High 

Homogeneous product Yes No 

Figure 6.1, Market characteristics that propel customer reward programs. 
 
 
There are a few market characteristics that I have found propel customer reward programs. If 
differentiation is difficult and there are many substitutes for the product, then this propels 
customer reward programs together with a short time spend on production, the majority of 
production costs are raw materials, the marginal cost low, a homogeneous product and a high 
purchase frequency. Those market characteristics are present in the branch of pizzerias.  
 
Market characteristics that makes it difficult for businesses to develop working customer 
reward programs are markets where substitutes are very few or do not even exist and where 
differentiation is experienced as easy among the respondents – even thou the competition may 
still be hard. The production time is typically long and the raw material needed cheap. The 
purchase frequency is relatively rarely and the marginal cost is high. The product or service 
sold is not homogeneous, so differentiation is not difficult. Those market characteristics were 
found amongst the branch of hairdressers. 
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6.3 Confirmed hypothesis and antecedents of customer reward programs 
 

The presence of customer reward programs are influenced by purchase frequency. Customer 
reward programs are more common in industries where the purchase frequency is high, such 
as pizzerias, than in industries where the purchase frequency is low since products and 
services bought more frequently does normally have a lower price than items with a low 
purchase frequency.  
 
Low marginal costs are positively correlated with the presence of customer reward programs. 
The low marginal cost is what makes it possible for businesses to choose such a reward in a 
customer reward program. Worth noticing is that a low marginal cost is not necessary the 
same as low product cost, and it does not necessarily mean that a product with low marginal 
cost is a perishable. 
 
Customer reward programs are common in industries where differentiation is difficult and 
where any new products are easily and legally copied. 
 
A few of my respondents implemented their customer reward programs as a reward for their 
regulars without other motives for the implementation. The regulars repeated purchases is 
what triggered the businesses to consider a customer reward program in the first place. This 
would indicate that customer reward programs are appropriate for any businesses with a high 
proportion of regulars. 

 
6.4 Market characteristics and customer reward programs in general 
 

There is not a single market characteristic that stands out as the single thing propelling 
customer reward program in this study, but there are a few market characteristics that seem to 
be typical for businesses offering customer reward programs. 

∞ The product sold is typically easily copied and hard to differentiate, the product is 
perceived homogeneous or very close homogeneous product by the businesses. 

∞ A larger number of customers are served every day, at least over thirty customers 
served every day. 

∞ The average purchase frequency is relatively high, at least once a week. This 
contributes to make the period up till the reward perspicuous for the consumers. 

∞ The average amount spend at each purchase occasion is relatively low, below 100 sek. 
∞ The production time is relatively short, at least below 10 minutes. The short 

production time purport a relatively low labour cost, the labour cost should at least be 
lower than the raw material cost. 

∞ The marginal cost is relatively low, it has to be because the product is given as the 
reward. A low marginal cost also makes the reward look a lot more expensive in the 
eyes of the consumers. 

∞ The purpose of the customer reward program is to reward regulars, be able to still 
keep regulars and/or to compete and attract new regulars. 

 
6.5 Managerial implications and other results 
 

The managerial implications as a result of this study could be that businesses starts to 
withdraw their customer reward programs since their profitability is questionable. If they are 
not that drastic they might at least start to examine and research their customer reward 
programs to conclude whether or not they are profitable. If their customer reward programs 
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are not profitable they will have to choose between withdrawing them or differentiate and 
improving them so that they become profitable. 
 
This study could also encourage businesses in other branches and industries with market 
characteristics that are similar to the industries researched in this study to go ahead and 
implement customer reward programs. As shown, customer reward programs could be 
profitable for businesses with a high number of regulars, businesses providing everyday 
commodities that are bought relatively frequently and to a relatively low price, products with 
a relatively low marginal cost and in branches where differentiation is difficult. The product 
or service sold should also be relatively low in labour costs, compared to the marginal cost. 
Normally they tend to serve a relatively large number of customers per day. 
 
Some researchers claim that it is not a genuine customer reward program if it is open to 
everyone and everyone does get the same reward. Some customer reward programs needs to 
be open to everyone and where everyone receives the same reward in order to work as meant 
to. A system that does not collect customer information or demographical data relies on the 
fact that everyone receives the same reward for the same effort. This is typical for the stamp 
card used in pizzerias in Sweden. The only information these cards gather is purchase 
frequency. 
 
The attitude among hairdressers is; why give away something for free, when you can charge 
for it. If the customer reward program does not differentiate the business then it is essentially 
worthless and useless, only costing the business money. Even thou, a lot of pizzerias with 
essentially the same customer reward program do keep their programs. The question is then 
why? The programs do not differentiate their business anymore and no follow-up is done so 
they do not know if the program is worthwhile or not. Hairdressers do not implement 
customer rewardprograms because they do not need to differentiate themselves, but why does 
pizzerias still keep them after they have gone from a differentiation factor to something the 
average customer expects? 

 
6.6 Suggestions for further research 
 

I started the writing process of this thesis with choosing a definition of customer reward 
programs that served my purposes well. Customer reward programs are here defined as “a 
repeated purchase incentive in which customers collect points towards future rewards.” 
(Sällberg, 2010, p. 32). This definition was necessary since many definitions of customer 
reward programs are very narrow and did not allow stamp cards within their definition. For 
any area of knowledge to improve, a definition that facilitates is necessary. I hereby conclude 
that this is the most appropriate definition of customer reward program for this thesis, and that 
the breadth of this definition makes it possible for many more different studies within the 
subject than earlier and more narrow definitions allowed. This specific definition of customer 
reward programs is a good foundation for further studies within the area. 
 
After writing this thesis I have found a lack of research within the area of customer reward 
programs differentiation. One interesting question is whether or not it is possible to develop a 
customer reward program that can pro-actively reward customers “today” for their “future” 
spending. This would be a differentiation in customer reward programs since delayed 
redemption reduces the power of the rewards within a customer reward program (Mattila, 
2005). Customers are tiring of carrying around multiple customer reward cards, register their 
purchases and so forth for the same type reward. An optimal customer reward program should 
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contain features that are difficult for other businesses within the same industry to copy, 
because customer reward programs do often only work as advantage for a business until 
another business copies or improves it. Part of this is because non-comparable attributes will 
receive more weight (Bolton et al, 2000). 
 
Another interesting question for further research could be whether customer reward programs 
create loyalty to a brand or to the customer reward program. Sometimes it can be hard to 
distinguish if customers are loyal to a product, a brand, a store, a chain of stores or to a 
customer reward program. Which one customer’s are in fact loyal to; and how to create a 
customer reward program that creates loyalty towards what the businesses intend to create 
loyalty towards are yet needed to be further studied. 
 
There are a number of market characteristics that may, or may not, influence the 
implementation of a customer reward program. In this thesis I focused on three of them, but 
there are number of other market characteristics that might affect the choice of implementing 
a customer reward program. One of those market characteristics may be a geo-economic 
factor. Where the businesses are placed relative to the town centre and relative to other 
businesses within the same industry might affect whether or not they chose to implement a 
customer reward program. 
 
Non-comparable attributes and experiences will receive more weight than comparable (Bolton 
et al, 2000). This might be something provided by hairdresser that does not make customer 
reward programs essential to them since they are building their business upon customer 
relations. 
 
Another interesting study could be if, and how, businesses can upgrade their current customer 
reward programs, for example the offerings, on the basis of the competitive environment. 
 
Earlier studies that found that customers prefer monetary rewards over non-monetary rewards 
only compared a product with its market price, but what if compared to its marginal value? 
Would customers still prefer the monetary value? In the case of this study I do not know if 
customers prefer a free meal as a reward or the monetary value of the pizzerias marginal cost 
for a pizza, but I think that would be a very interesting question in further studies on the area. 
In this case the reward is good in the way that the customer decides which meal they prefer 
and that makes the reward slightly differentiated. 
 
The antecedents of customer reward programs are not sufficiently studied, and no general 
conclusions have been drawn within this research area. This is the foundation in 
understanding why customers would want to participate in customer reward programs and 
how customer reward programs should be designed to be as profitable as possible. 
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Appendix 1 
 

 Intervjufrågor för insamlande av empirisk data 
 – till frisörer 
 
Generella frågor 

1. Hur länge har ert företag funnits som frisör i den här staden? 
2. Vilka företag tänker ni på som era huvudkonkurrenter? 

 
Köpfrekvens 

3. Hur många kunder betjänar ni på en typisk arbetsdag? 
4. Hur ofta köper en typisk återkommande kund era tjänster? 
5. Hur mycket spenderar en typisk kund vid ett köptillfälle? 

 
Produkt och produktion 

6. Hur lång tid tar en typisk herrklippning och en typisk damklippning? 
7. Vad är timlönen för en frisör? 
8. Hur mycket kostar det material (exempelvis schampo, hårgelé mm.) som går åt vid en 

typisk klippning? 
 
Differentiering 

9. Vad gör ert företag för att särskilja er från andra företag i samma bransch? 
(exempelvis belöningsprogram, produkt, pris, plats) 

10. Tycker ni att det är svårt att särskilja er ifrån andra frisörer? 
 
Belöningsprogram 

11. Använder ert företag sig av någon typ av belöningsprogram? 
12. Varför gör/gör ni inte det? 
Om ni använder belöningsprogram: 
13. Om ni använder belöningsprogram, hur länge har ni gjort det? 
14. Om ni använder belöningsprogram, har det någonsin gjorts någon uppföljning av 

effekterna av programmet? 
15. Om ni använder belöningsprogram, vad krävs för att få en ”stämpel”? 
16. Om ni använder belöningsprogram, vilken belöning får man efter ett visst antal 

stämplar? Varför har ni valt att ge just den belöningen till kunderna? 
Om ni inte använder belöningsprogram: 
17. Om ni inte använder belöningsprogram, använder ni er då av någon annan typ av 

köpincitament? Mängdrabatt, rabatt på hårprodukter mm.? 
 
Kontaktinformation till författaren: 
emea07@student.bth.se 
 
Alla enkärsvar kommer givetvis att vara helt anonyma och vid intresse skickas gärna den 
färdiga uppsatsen till Er! 
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 Intervjufrågor för insamlande av empirisk data 
 – till pizzerior 
 
Generella frågor 
 

1. Hur länge har ert företag funnits som pizzeria i den här staden? 
2. Vilka företag tänker ni på som era huvudkonkurrenter? 

 
Köpfrekvens 

3. Hur många kunder betjänar ni på en typisk arbetsdag? 
4. Hur ofta köper en typisk återkommande kund era tjänster? 
5. Hur mycket spenderar en typisk kund vid ett köptillfälle? 

 
Produkt och produktion 

6. Hur lång tid tar en typisk pizza att baka? 
7. Vad är timlönen för en av era pizzabagare? 
8. Hur mycket kostar de råvaror som går åt till en typisk pizza? 

 
Differentiering 

9. Vad gör ert företag för att särskilja er från andra företag i samma bransch? 
(exempelvis belöningsprogram, produkt, pris, plats) 

10. Tycker ni att det är svårt att särskilja er ifrån andra pizzerior? 
 
Belöningsprogram 

11. Använder ert företag sig av någon typ av belöningsprogram? 
12. Varför gör/gör ni inte det? 
Om ni använder belöningsprogram: 
13. Om ni använder belöningsprogram, hur länge har ni gjort det? 
14. Om ni använder belöningsprogram, har det någonsin gjorts någon uppföljning av 

effekterna av programmet? 
15. Om ni använder belöningsprogram, vad krävs för att få en ”stämpel”? 
16. Om ni använder belöningsprogram, vilken belöning får man efter ett visst antal 

stämplar? Varför har ni valt att ge just den belöningen till kunderna? 
Om ni inte använder belöningsprogram: 
17. Om ni inte använder belöningsprogram, använder ni er då av någon annan typ av 

köpincitament? Mängdrabatt, lunchpriser mm.? 
 
 
 
 
Kontaktinformation till författaren: 
emea07@student.bth.se 
 
Alla enkärsvar kommer givetvis att vara helt anonyma och vid intresse skickas gärna den 
färdiga uppsatsen till Er! 
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Appendix 2 
Compilation of data gathered 
 

General questions 
 

How long time on current market: 
P1: 4 years. 
P2: 5 years. 
P3: 18 years. 
P4: 15 years. 
P5: 2 years. 
P6: 6 years. 
P7: 6 years. 
P8: 3 years. 
 
H1: 5 years. 
H2: 8 years. 
H3: 9 years. 
H4: 22 years. 
H5: 14 years. 
H6: 2 years. 
H7: 36 years. 
H8: 3 years. 
 
Main competitors: 
P1: Other pizzerias here. 
P2: Fast food restaurants close by. 
P3: Fast food restaurants close by and restaurants serving lunch. 
P4: All restaurants in central Karlshamn. 
P5: Pizzerias and lunch restaurants in town center. 
P6: Fast food restaurants in central city. 
P7: Pizzerias in town center. 
P8: Pizzerias around here.  
 
H1: Other drop-in hairdressers. 
H2: Hairdressers in the area. 
H3: Hairdressers in this city. 
H4: Other hairdressers. 
H5: Hairdressers in Karlskrona, Ronneby and Kalmar. 
H6: Hairdressers close by. 
H7: Hairdressers in the city. 
H8: Other drop-in hairdressers. 
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Purchase frequency 
 

Average number of customers served per day: 
P1: 70 customers. 
P2: 50 customers. 
P3: 45 customers. 
P4: 220 customers. 
P5: 80 customers. 
P6: 160 customers. 
P7: 55 customers. 
P8: 65 customers. 
 
H1: 7 customers per hairdresser. 
H2: 8 customers per hairdresser. 
H3: 7 customers per hairdresser. 
H4: 6 customers per hairdresser. 
H5: 7 customers per hairdresser. 
H6: 7 customers per hairdresser. 
H7: 8 customers per hairdresser. 
H8: 7 customers per hairdresser. 
 
Average purchase frequency for regulars: 
P1: Once every third day. 
P2: Once every third day. 
P3: Once a week. 
P4: Once every forth day. 
P5: Once every third day. 
P6: Once every third day. 
P7: Once every week. 
P8: Once every third day. 
 
H1: Once every fifth week. 
H2: Once a month. 
H3: Once every sixth week. 
H4: Once every sixth week. 
H5: Once every sixth week. 
H6: Once every fifth week. 
H7: Once every fifth week. 
H8: Once every sixth week. 
 
Average amount spend at each purchase occasion: 
P1: 70 sek, a meal without a soda to drink. 
P2: 65 sek. 
P3: 70 sek. 
P4: 75 sek. 
P5: 70 sek. 
P6: 80 sek. 
P7: 75 sek, a meal without a drink. 
P8: 75 sek. 
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H1: 260 sek, just haircut and no wash or dye. 
H2: 380 sek. 
H3: 400 sek. 
H4: 350 sek. 
H5: 450 sek. 
H6: 400 sek. 
H7: 350 sek. 
H8: 280 sek. 
 
Product and production 
 

How long time does one unit of production take: 
P1: 5 minutes. 
P2: 5 minutes. 
P3: 5 minutes. 
P4: 6 minutes. 
P5: 5 minutes. 
P6: 5 minutes. 
P7: 5 minutes. 
P8: 5 minutes. 
 
H1: 30 minutes. 
H2: 50 minutes. 
H3: 50 minutes. 
H4: 40 minutes. 
H5: 60 minutes. 
H6: 50 minutes. 
H7: 45 minutes. 
H8: 30 minutes. 
 
Average hourly wages for an employee (before taxes): 
P1: 160 sek. 
P2: 105 sek. 
P3: 95 sek. 
P4: 100 sek. 
P5: 100 sek. 
P6: 110 sek. 
P7: 95 sek. 
P8: 105 sek. 
 
H1: 120 sek. 
H2: 140 sek. 
H3: 150 sek. 
H4: 130 sek. 
H5: 160 sek. 
H6: 150 sek. 
H7: 140 sek. 
H8: 140 sek. 
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Material cost/commodities: 
P1: 20 sek. 
P2: 12 sek. 
P3: 20 sek. 
P4: 15 sek. 
P5: 15 sek. 
P6: 15 sek. 
P7: 20 sek. 
P8: 15 sek. 
 
H1: 2 sek. 
H2: 5 sek. 
H3: 5 sek. 
H4: 5 sek. 
H5: 10 sek. 
H6: 10 sek. 
H7: 5 sek. 
H8: 2 sek. 
 
Differentiation 
 

Done to differentiate: 
P1: Good food, lunch price, home page. 
P2: Noticeable at www.blekingemeny.se, adds in local newspapers, home page, good food. 
P3: Good food and happy customers, advertising through word of mouth. 
P4: Lunch prices, near town center. 
P5: Lunch prices, tasty food. 
P6: Lunch prices, close to town center, good food. 
P7: Adds in local newspapers, home page. 
P8: Home page, good food, delivery to customers doors if wanted. 
  
H1: Satisfied customers, street sheet advertising. 
H2: Happy customers. 
H3: Pleased customers. 
H4: Through word of mouth. 
H5: Happy customers. 
H6: Pleased customers, ads in local newspapers. 
H7: Street sheet advertising, satisfied customers. 
H8: Pleased customers, ads in local newspapers. 
 
Hard to differentiate: 
P1: Yes. Does have regulars and tourists, but difficult to attract new regulars. 
P2: Yes. Everyone is virtually selling the same product. 
P3: Yes. The product is hard to differentiate because any differentiation is easy to copy. 
P4: Yes. Have relocated closer to town center to attract more customers, but the product is still 

the same. 
P5: Yes. Have differentiated with personal that speaks Swedish fluently. 
P6: Yes. The offers and price levels are so similar in this branch. 
P7: Yes. The website has been good before, but now nearly everyone has a website. 
P8: Yes. Ads are not effective any more, home delivery has been great. 
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H1: No. Everyone uses and adapts different cutting techniques so nearly everyone has their 
favourite hairdressers and are regulars. This exact local has been a hairdresser since 1926, 
and one of my customers have gone here ever since. This local is supposed to be a 
hairdresser. 

H2: No. I do have my regulars. If anything, it is hard to attract new regulars, but usually we 
are fully occupied with our current regulars. 

H3: No. We do have regulars. 
H4: No. I do have my regulars and they keep me occupied. 
H5: No. My customers like the way I do their hair and they do come back over and over again. 
H6: No.  
H7: No. We have regular customers that like our style. It is difficult to copy a style that is not 

yours, so therefore it is easy to keep regulas. 
H8: No. Even we as a drop in hair saloon does have regulars. 
 
Customer reward programs 
 

Usage of CRP: 
P1: Yes. 
P2: Yes. 
P3: Yes. 
P4: Yes. 
P5: Yes. 
P6: No. 
P7: Yes. 
P8: Yes. 
  
H1: No. 
H2: No. 
H3: No. 
H4: No. 
H5: No. 
H6: No. 
H7: No. 
H8: No. 
 
Why/why not CRP: 
P1: To reward our regulars. We do have customers that make five to six purchases a week. 
P2: Because we do have regulars and want them to still be regulars. 
P3: To reward our customers. 
P4: To reward customers and to compete. All other pizzerias have stamp cards. 
P5: For our regulars. 
P6: There is no reason to give away food for free when you can charge for it. 
P7: To give something to our customers. 
P8: To attract customers and to make them loyal customers. 
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H1: Have not thought of it. 
H2: No one in the business that I know of have one. 
H3: It is too expensive to give away a free haircut. 
H4: I do not need to, I have enough customers already. 
H5: My customers like the way I cut their hair and they are regulars without such a thing. 
H6: I do not know if it would increase number of customers or just cost me a lot of free 

haircuts. 
H7: I do not know if it would work for hairdressers. 
H8: No one that I know of uses it, successfully. 
 
Usage of CRP for how long time: 
P1: 2 years. 
P2: 4 years. 
P3: 4 years. 
P4: 8 years. 
P5: 1 year. 
P6: Do not have a CRP. 
P7: 3 years. 
P8: 2 years. 
  
H1: Do not have a CRP. 
H2: Do not have a CRP. 
H3: Do not have a CRP. 
H4: Do not have a CRP. 
H5: Do not have a CRP. 
H6: Do not have a CRP. 
H7: Do not have a CRP. 
H8: Do not have a CRP. 
 
Study of effects with your CRP: 
P1: No. 
P2: No. 
P3: No. 
P4: No. 
P5: No. 
P6: Do not have a CRP. 
P7: No. 
P8: No. 
 
H1: Do not have a CRP. 
H2: Do not have a CRP. 
H3: Do not have a CRP. 
H4: Do not have a CRP. 
H5: Do not have a CRP. 
H6: Do not have a CRP. 
H7: Do not have a CRP. 
H8: Do not have a CRP. 
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What does it take to reach the reward: 
P1: 10 stamps, one stamp for every meal purchased. 
P2: 10 stamps, one stamp for every meal purchased. 
P3: 10 stamps, one stamp for every meal purchased. 
P4: 10 stamps, one stamp for every meal purchased. 
P5: 10 stamps, one stamp for every meal purchased. 
P6: Do not have a CRP. 
P7: 12 stamps, one stamp for every meal purchased. 
P8: 10 stamps, one stamp for every meal purchased. 
  
H1: Do not have a CRP. 
H2: Do not have a CRP. 
H3: Do not have a CRP. 
H4: Do not have a CRP. 
H5: Do not have a CRP. 
H6: Do not have a CRP. 
H7: Do not have a CRP. 
H8: Do not have a CRP. 
 
Which reward: 
P1: A free meal, excluded something to drink. 
P2: Any free meal on the menu. 
P4: A free meal. 
P5: A free meal. 
P6: Do not have a CRP. 
P7: Free meal, anything on the menu. 
P8: A free meal. 
  
H1: Do not have a CRP. 
H2: Do not have a CRP. 
H3: Do not have a CRP. 
H4: Do not have a CRP. 
H5: Do not have a CRP. 
H6: Do not have a CRP. 
H7: Do not have a CRP. 
H8: Do not have a CRP. 
 
Why the chosen reward: 
P1: Easy, do not cost anything extra except for the commodities. 
P2: Easy and cheap reward. 
P3: Simple to provide and does not cost that much for us. 
P4: Easy and good reward. Customers like the reward. 
P5: Good reward for our customers. 
P6: Do not have a CRP. 
P7: Easy and cheap for us to give away. 
P8: Enough reward to make the customers happy, cheap for us. 
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H1: Do not have a CRP. 
H2: Do not have a CRP. 
H3: Do not have a CRP. 
H4: Do not have a CRP. 
H5: Do not have a CRP. 
H6: Do not have a CRP. 
H7: Do not have a CRP. 
H8: Do not have a CRP. 
 
Other purchase incentives used: 
P1: Does have a CRP. 
P2: Does have a CRP. 
P3: Does have a CRP. 
P4: Does have a CRP. 
P5: Does have a CRP. 
P6: Lunch prices. 
P7: Does have a CRP. 
P8: Does have a CRP. 
  
H1: Buy a shampoo and get a conditioner for free. Discount if they are members off our 

facebook group. 
H2: 10% off on any products bought after a haircut or dye. 
H3: Discount on products bought after a session with one of our hairdressers. 
H4: Discount on dye if customers to get their hair cut here. 
H5: 10% off on products bought after a haircut. 
H6: Special offers and lower prices on our products for our customers. 
H7: Discount on our products. 
H8: 10% off on any products bought after a haircut. 
 
 


