10 Critical Factors to Building
Pro table Customer Loyalty...
And Why Loyalty Matters
(ESPECIALLY) Now!
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Introduction
So the economy is bad. You still have choices. You could slash your marketing budget across the board,
cutting both pro table and unpro table programs by an equal amount. Yes, it cuts costs — but it also
makes a smaller company. So the economy is bad. You still have choices. You could slash your marketing
budget across the board, cutting both pro table and unpro table programs by an equal amount. Yes, it
cuts costs — but it also makes a smaller company. Or you could stop marketing entirely — a survival
technique that’s the business equivalent of lying down on the highway waiting for the next semi.
Or — smart you — you could decide to take action and stack the odds in your favor. You could decide to
focus your newly limited resources on the area of greatest opportunity: your existing customers,
speci cally those who have high growth potential. the result is lower marketing costs and increased sales
— not too shabby an outcome in any economy If you choose to go this route, common sense, experience
and statistics are on your side.
According to the Customer service Institute, it costs ve times as much to attract a new customer as it
does to keep an existing one satis ed. A study by marketing metrics found the average company has a
60-70% probability of selling again to existing customers, a 20-40% probability of successfully selling to
lapsed customers — but only a 5-20% chance of selling to a prospect.
The good news: growth rates soar for those with an adept hand at loyalty. Frederick Reichheld, the author
of The Loyalty E ect and Loyalty Rules, found that loyalty leaders grow on average more than twice as
fast as the industry average across a wide variety of industries.
So — since we suspect we're preaching to the choir here — most of us agree that loyalty marketing pays
o , but it’s the how that trips up most companies. Our experience shows that there are ten critical
success factors to cultivating pro table customer relationships. We share these with you as key
benchmarks to any successful loyalty program.
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Why is it Important to Build Customer Loyalty?
Just as loyalty refers to the strength of relationships when we use it in a personal sense, customer loyalty
is about how committed a customer is to a company. Loyalty is only in part about how much the
customer likes the brand. The concept of fostering customer loyalty in a business sense is also about
how pro table a customer can be and how a loyalty program can help retain existing customers and
attract new ones. Loyal customers are the ones who still turn to a particular preferred brand, even if a
competitor is more convenient or o ers it at a lower price.
Loyalty has three facets: behavioral, rational, and an emotional component. Customers want and expect
a good value on the rational side of things and will switch to another brand if they can nd a more
a ordable alternative. Behavioral loyalty is driven by a shopping habit or convenience rather than a
genuine connection to a brand. Emotionally, customers want to feel valued and appreciated. When
customers are emotionally engaged, they feel delighted by the brand, advocate, and recommend the
brand to their friends and family. A study by CapGemini found that 70% of emotionally engaged
consumers spend up to two times or more on brands they are loyal to, compared to less than half (49%)
of consumers with low emotional engagement. While emotions have the strongest correlation to loyalty,
rational bene ts play an essential part in fostering customer loyalty. Consumers with high emotional
engagement also pay attention to rational factors, and brand values are important to them.

Loyal Customers Spend More
At the simplest level, loyalty programs encourage customers to return because they get something for
doing so, such as points, personalized experiences, member-only o ers, and status. The priveledges and
perks the loyalty program provides drives a sense that visiting a competitor, even for an item that might
be less expensive, could cause them to miss out.
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Retained customers buy more often and spend more. Across a wide range of businesses, customers
generate increasing pro ts each year they stay with a company. For example, research by Monetate
found that an e-commerce customer who has had one previous shopping experience with a company is
over three times more likely to convert again versus a brand new visitor, and customers who have bought
multiple times are over ve times as likely to convert again.
For example, Predator Nutrition, one of the leading sports nutrition companies in the United Kingdom
implemented a loyalty program where reward points are accumulated not just for purchases but also for
recommending Predator Nutrition to a friend, reviewing products and following on social media networks
such as Twitter, Facebook, Instagram etc. It o ers several exciting rewards in lieu of loyalty point’s
redemption including money o vouchers, gym clothing, supplements, shakers, personalized training and
diet programs.

Customers actively engaging with the loyalty program and redeeming points added 33 percnet
onto their orders (AOV) and bought 1.7 times more often than other clientele who hadn’t yet
redeemed points.
Twenty- ve percent sales conversion from referral tra c generated by the refer-a-friend app,
demonstrating the power of a 360 degree loyalty program combining with robust referral tra c.
Seventy-three percent increase in daily redemption's coupled with a 9.5 percent jump in daily
enrollments monitored in just one quarter achieved through e ective promotion of the loyalty
program on Predator Nutrition site

Reduce Churn
Customer churn is the percentage of customers that stopped using your company's product or service
during a speci ed time frame. In the State of the Connected Customer report by Salesforce, 70 percent
of consumers said a company's understanding of their individual needs in uences their loyalty. Using
customer data collected in a multichannel loyalty program, brands can engage customers in relevant,
meaningful ways to reduce churn.
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A Marketing metrics study revealed that the probability of selling to an existing customer is 60–70
percent, while the probability of selling to a new customer is only 5–20 percent. That means you could
be 13 times more likely to sell a past customer than a new one. Customers that were once loyal
customers are ideal targets for re-engagement campaigns. Analyze how and when churn occurs in a
customer's lifetime with your company, and use that customer insight to drive your customer reengagement strategy (often called a win-back or lapsed customer strategy).
Personalized, relevant messaging is critical. Consider a "We've missed you" theme and highlight some
relevant dynamic content, products, services, and o er a unique member-only incentive or bonus to help
re-engage them. Consumers respond well to personalization. Research shows a customer is eight times
more likely to be satis ed with a customer loyalty program if they're very satis ed with how personalized
it is to them.

Relationship Building
Customers want to feel like they matter to a company. Loyalty program bene ts that include discounts
and personalized experiences can help build that all-important emotional component of loyalty. Loyalty
programs also allow companies to construct a thorough picture of customers' preferences and behavior,
and in turn, this enables businesses to understand what will appeal most to their customers. This creates
a reinforcing loop in which customers keep returning; brands keep increasing their understanding of what
customers want and meet more of their needs. This omnichannel approach to loyalty creates profoundly
personal and authentic customer experiences that yield more robust engagement and higher spend
among customers.
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Brand Advocacy and Referrals
Another great bene t of loyalty programs is increasing advocacy. Loyal customers believe in your
company, and they're not shy about sharing their positive feedback with others. According to the most
recent Edelman Trust Barometer, consumers who trust a brand will buy the brand’s new products (53
percent versus 25 percent). They will advocate for a brand they trust (51 percent versus 24 percent). And
here’s the relevant stat for today’s crisis: “when a brand is trusted on product, customer service and
societal impact, the percentage of consumers who will buy rst, stay loyal to, advocate for and defend it
(68 percent) is 21 points higher than consumers who buy on product trust only (47 percent).”

Driving Sales
Do loyalty programs increase sales? According to the 2018 report from Bond Brand Loyalty, customers in
the best-performing loyalty programs have a 77 percent higher chance of choosing that brand's
products or services over competitors. Another study found that customers de ned as "loyal" are 36
percent more willing to spend more. The importance of customer loyalty programs cannot be
overstated. While it is not the only way to attract and retain quality customers, it is an acritical element of
a loyalty strategy. Without a robust loyalty program, a brand will nd itself at a disadvantage against
competitors who do have one. Customers want a brand they can feel good about and be loyal to. The
right loyalty program can ensure that brand is yours.
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10 Critical Success Factors
Here are the ten things that the world's most successful loyalty programs have in common.

1. Integrate
A loyalty program is not a silver bullet to solve a company’s core weakness, such as shoddy products,
poor customer service, noncompetitive prices, nonintegrated distribution channels, or lack of
communication with customers. Instead, a loyalty program should be thought of as a part of your
integrated customer relationship marketing program — one that helps you proactively manage the
customer life cycle.

2. Create a Shared Vision
To create a customer-centric organization, the companies vision has to be clear and embraced by all
within. Companies that have successfully implemented customer loyalty programs have devised ways to
reinforce the goals with employees. There are four key strategies companies implement to help drive the
team to success.

Over-invest in coordination across all functions regarding the program objectives, strategies, areas
of departmental impact and associated expenditures.
Encourage employees to participate in the program so they experience rsthand the value in the
program.
Incorporate customer focus into training and hiring.
Encourage employees to think like a customer. Ask your front-line employees what they think
might improve customer loyalty and evaluate the

nancial viability of implementing the best

ideas.
Create high-level positions with the sole purpose of leveraging customer data across the
organization and to serve as the customer advocate.
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3. Set Realistic Goals
In general, loyalty programs are often developed with good intentions but unclear objectives. This can
sabotage your program from the start. A loyalty program cannot be mass and exclusive, loaded with
bene ts, and cheap.

Do you want to collect data to be leveraged as a core business asset?
Do you want to expand marketing channels with direct capabilities to improve e ciency and
measure results?
Do you want to build strong relationships with high value and high growth customer segments?
Do you want increase the acquisition of new customers by creating a point of di erentiation from
your competitors?
Each objective you select must be speci c and measurable against a de ned timeline. Successful
program execution is based on working toward primary business objectives.

4. Ask Customers What They Want
There's no better way to determine what will drive customer behavior than to go directly to the source.
Ask your customers what they want, what they like, and dislike. Investigate what matters to your
customers and what they consider worth the cost. Focus on the features, program structure, and rewards
they would add or remove if they were to (re)design your loyalty program. Analyze how these bene ts
contrast with existing o ers/promotions. Based on your customers' feedback, determine the business
impact of the requested bene ts. Is it nancially viable, sustainable, and does it ultimately achieve your
business objectives?
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5. Know Your Customers
Look at the customer from a holistic perspective, then segment customers that are similar. Create a
loyalty pro le by ranking your customers by their value to your company, and then di erentiate them by
their customer lifecycle and needs. The pro le should be a 360-degree view, combining customer
relationship elements of purchase behavior, customer attitudes, satisfaction, social media engagement,
demographics, and lifestyles. The loyalty pro le provides insight into key opportunities to help you
establish what type of program and rewards structure would most impact core customers. Once you’ve
created the loyalty segments, prioritize them to focus on their potential economic impact. Avoid
rewarding “free riders” — loyalty members that join your program, but give you nothing in return, and
instead focus your e orts on pro table, loyal customers.

6. Set Attainable and Realistic Rewards
Any incentive o ered within the bounds of a customer loyalty program must be realistically attainable
within a reasonable time period. By design, a loyalty program is a balancing act between o ering some
low-cost, easily attainable short-term rewards that can be redeemed early in the program with more
highly valued aspirational (and more costly) rewards that can be redeemed later in the program. While
the short-term rewards are used to encourage enrollment and ongoing participation, the aspirational
rewards serve as an incentive for your customers to consolidate purchases and award you a more
signi cant share of wallet.

7. Create a Distinctive Customer Experience
While some customers are belief-driven, others are moved by price, lifestyle, convenience, and
complementary products. Consequently, your loyalty program needs to acknowledge these unique
customer attitudes, behavioral drivers, and needs by speaking di erently to each of them. The better you
understand your customers, the better you can push the most appropriate levers for the speci c
customer.
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8. Grow Customer Relationships with Insight
As once stated by Bill Gates in Business @ The Speed of Thought (1999), “The best way to put distance
between you and the crowd is to do an outstanding job with information. How you gather, manage, and
use information will determine whether you win or lose.” Successful loyalty programs leverage customer
insight to:

Attract pro table customers,
Determine allocation of resources to improve ROI,
Increase customer retention and reduce churn,
Evaluate how speci c customers react to speci c promotions,
De ect competitive challenges,
Identify trends and opportunities, and
Increase customer conversion rates.

Organizations that leverage customer behavioral insights outperform peers
by 85 percent in sales growth and more than 25 percent in gross margin.
— “Behavioral Economics,” Gallup,
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Armed with accurate data, companies can begin to see common factors linking customer lifestyles and
purchase patterns. Many marketers start with the basics like age, income level, gender, and what they
buy, and when. Then they dive deeper to understand not just what they buy but what matters most to
the customer. For example, you may be searching for answers to questions like:

Are my customers likely to purchase only on speci c times of day?
Are contactless payments a “must-have” payment option?
Do my customers prefer to shop online and get curbside pickup? Or do they want free delivery?
Do some customers only purchase at certain times of year?
Are customers posting reviews, subscribing to newsletters or engaging with the brand on social
media? Which of these activities are indicative of higher member value?
Is product availability more important or buying local?
How important is it that the brand support causes in the community? What causes matter most to
my customers?

9. Be Relevant
There are more communication channels than ever. Each touchpoint has its cost implications and
perceived bene ts to your customer. Start by understanding how your customers navigate across
touchpoints as they move through the customer journey. During each part of their journey, anticipate the
customer’s desires, expectations and needs. Track and monitor what is working and what is not.
Forrester Research found that 59 percent of US online adults belong to a customer loyalty program say
that getting special o ers or treatment that isn’t available to other customers is important to them. For
consumers who regularly participate in a majority of those programs, 69%

nd special treatment

important. You can help your customers to feel special by giving them member-only events, o ers,
personalized experiences, and the like.
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In developing your customer communication plan, leverage each touch point to reinforce the value
proposition and focus on what really matters to your customer. Take an omni-channel approach and
enable shoppers to transact and interact with your brand in whatever way is most convenient — website,
mobile and social media. Create concise, relevant and compelling messages that build relationships
based on your customers’ needs.

10. Measure Success
Customer satisfaction and loyalty metrics should be prominent in performance dashboards and visible to
the company’s leadership, including the board. You should measure results in both the short-term and
the long-term. While short-term success is measured by evaluating the results of promotions, events,
and customer communication, long-term success is measured by RFV — recency, frequency, and value.
Recency is the measurement of when the customer last purchased. Generally, it is a good indicator of
potential defection.
Frequency is a measure of how often a customer purchases; it gauges how robust the relationship is
between your customer and the company.

Creating value for customers builds loyalty & loyalty in turn builds growth,
profits and more value.
— Fred Reichheld

Value indicates the pro tability of the customer; a decline in value can represent a decrease in
transaction size and your share of wallet. Measuring value is more than looking at one transaction;
instead, it is a measurement of your customer’s perceived value in the relationship. RFV provides you
actionable measures for enhancing and re ning your loyalty program.
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As Fred Reicheld explains in The Loyalty E ect, “Creating value for customers builds loyalty and loyalty
in turn builds growth, pro ts and more value.” RFV provides you actionable measure for enhancing and
re ning your loyalty program.
A new understanding of customer loyalty and access to more insights means that today customer
loyalty metrics also include emotional connections as well. A study by Capgemini found that consumers
with high emotional engagement have a stronger brand a nity compared to those with low emotional
engagement Eighty-six percent of consumers with high emotional engagement say they always think of
the brands they are loyal to when they need something, and 82 percent always buy the brand when they
need something. This compares to 56 percent and 38 percent of consumers with low emotional
engagement.

Conclusion
No matter what the economy is doing, the quest for loyalty o ers bottom-line rewards for those who
prevail. As unique as your customers are, so will be your challenges and successes as you build and
re ne your program along the way. the pursuit for customer insight shouldn’t be taken lightly or without
long-term dedication. Dig in. Dedicate for the long haul and discover, recession or not, the treasure of
true customer loyalty.
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