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Abstract: In this paper customer loyalty will be examinedhatite help of budget ratios (budget shares).
We address the question whether sociodemograpbigpgrdiffer in their shopping behavior and their
store loyalty. Loyalty is analyzed with regard ke tten largest food retail chains in Germany in200

is shown that the loyalty of customers dependderlifecycle stage of the household and househipdd s
for the most part. Older and single householdsrares loyal than younger families.

Keywords: customer loyalty, food retail chains, store cholmadget ratio.

Introduction
In nearly all areas of the economy the loyaltyhs tustomers plays an essential role for the leng-t

success of enterprises. Provided that an entrepreneceeds in the course of the ‘loyalty chain’ by
turning a satisfied customer into a loyal custorhercan profit from an increased willingness to. pay
identify the loyal customer and to be able to respto customer needs, a segmentation of customers
must be carried out. Segmentation refers to a sidoin of a whole market in single groups of buyers
The identified clusters should be as homogeneoyssasible among themselves and at the same time
heterogeneous against each other (Wedel, Kamakig®@; ZSendall et al. 2000). Therefore, most often,
the group of the loyals is distinguished and ngral@ustomers.

The reasons causing loyal behavior are complex.eétsplike prices, quality of products, service,
availability of products (product mix depth and thd and reachability of the store are frequently
mentioned (Ehrenberg et al. 2000). In most casés lifot possible to identify a single factor, which
determines loyalty. In fact a whole pack of factoesises loyalty. The German food retailing sedor i
characterized by fierce competition. Reichheld @9§ives a simple causality: "What keeps customers
loyal is the value they receive." Loyalty can obky created in the course of time and can poss#ug f
away some time later as suggested by Oliver (1996).to be loyal can equally have several reasons:
Discontent can be a reason (e.g. too high pricegh® desire for change by the consumer (variety
seeking). Finally a consumer may show lower invoieat than the average consumer (involvement).

In this article loyalty is analyzed with regardth@ ten largest food retail chains in Germany i@20rhe
analysis is based on the panel data set Consuraer @adhe GfK, Nuremberg; for the year 2002. The
data reports purchases, expenditures, the refaih af the purchase and sociodemographic variaifles
the household. Customer loyalty will be examinethwthe help of budget ratios (budget shares). The
guestion whether certain sociodemographic groufferdin their shopping behavior and their store

loyalty is addressed.



A sales area increase has been observed concwitergales stagnation for many years in German food
retailing. This has lead to sinking surface proolitgt (sales/m?) and can be traced back to an
exceptionally high competitive intensity. The bigr@an retail chains have been entering new markets
abroad, because the home market is saturated. Adlgvetagnating consumer spending and a general
buying resistance leave little room for entry f@wncompetitors. Instead a concentration process in
which the biggest suppliers increasingly win markkéres is observed. The management consultancy
KPMG forecasts for 2010 that the biggest five chafithe branch will unite three quarters of thedo
turnover (KPMG 2006). Smaller shops will continoeskit at the current pace. Independent retailens c
survive, in particular if they adjust their busiseto local customer needs and strengthen their
convenience and service offers.

One finds the following company types in Germandfeetailing: Discounters, supermarkets, food sales
in self-service department stores and hypermarkmts, specialist shops and convenience shops iosk
gas stations) (HDE 2004). The importance of theeetve formats can be measured by several
indicators: Number of stores, selling area, salemes (A.C. Nielsen GmbH 2007): Especially the
discounter format could grow strongly in generaaiteas well as in food retail. It has won markieaes

at the expenses of supermarkets and departmeassiidre best-known discounters in Germany are Aldi
and Lidl. Meanwhile 98 percent of the consumerspsimore or less regularly within a discounter, and
today nearly everybody reaches three or four o$ahstores within less then ten minutes (GfK Panel
Services, Accenture GmbH 2008).

In addition to the dominance of the discounter fatnanother specific peculiarity in the German food
retail is the great importance of retail brandstaiRechains position more and more often their own
brands in competition to manufacturer brands. Idd&em this tendency no direct implications arfise

store choice. However, the assortment of goodgsfaréfore possibly also shopping patterns changes.

About store loyalty
In marketing theory, customer loyalty has beennaestigation object for a long time. In a firstgsieis

important to define the concept of loyalty. Seveattempts to define customer loyalty have been
undertaken in the course of time. A basic definitemd division in different forms is found at Diakd

Basu (1994). Loyalty is measured as the strengtthefrelationships between an individual's relative
attitude and repeat patronage. The authors makistmation between the relative attitude (mental
commitment) and the actual shopping behavior (rém@apurchases, repeat patronage). Motivational,
perceptual and behavioral consequences arise fagmitove, affective and conative antecedents of

relative attitude. Four forms of the loyalty areided from these considerations:
A) No loyalty is given, if relative attitude as Wwak repeat patronage is low.
B) Of wrong loyalty (spurious loyalty) is spoker, dnly repeat patronage is high, relative

attitude, however, rather negative. In this cagedhstomer continues to make purchases in a

store, although he is discontented with certaingbi



C) Under latent loyalty one understands a behawvitiere consumers have a positive
commitment to a store, but only seldom make thefcipases there, e.g. because the business is

too distant from the place of residence.

D) In case of real or true loyalty both componehtdd true. The customer often makes

purchases in his favorite store and he has a pesittitude towards that store - he is loyal.

In a second step it is important to clarify theeabjof loyalty. In the literature the concepts o&rim
loyalty, vendor loyalty, service loyalty and stdogalty (Dick, Basu 1994) have been discussed.t/fo
research deals with the question of brand loyaltlganwhile many methods, which measure the strength
of brands, have been transferred to other area®hbjedts of loyalty (Rao 1969). In this article &ty
refers to the store of purchase. It is about thestion which retail chains are visited preferehtial
Besides, the retail trade chains can be assignddrnoats (e.g. discounter, supermarket, self-servic
department store) and thus a format loyalty caimbestigated. Nevertheless on the basis of thdablai
panel dataset the single stores, which are idehtdiwith an address, are not investigated, butehe
largest retail chains in Germany.

If one limits oneself explicitly to store loyaltgne finds three basic directions in the theory. dbd)
overview about the developed methods is found atd@uReyes and Gonzalez-Benito (2007). The first
theory was developed by Charlton (1973). The autgsumes that store loyalty is not a positive
characteristic. Rather it is evaluated to be negadind is due to limited resources. The group géllo
consumers is forced to use one store most of e, thecause the environment lacks choice, i.e. aumb
of alternatives (Tate 1961), or they are short ohay, time and transport possibilities.

A second approach by Carman (1970) is also negdtivtefor another reason. The loyal buyers show low
involvement. They are not interested in advertisimgl shopping. These people are described as ‘non-
shoppers’ and are loyal by default.

A third approach is found in a paper by Dunn andgW&y (1984). They noted that the growth in size of
supermarkets in many countries has changed therpsitdf shopping behavior. Dunn and Wrigley found
a positive relation between store loyalty and ot shopping. As a consequence, large-scale retail
benefits from the trend towards one-stop shoppinm&reasing customer loyalty.

There are numerous attempts to measure loyaltyh®wone hand, it is possible to ask for the atéitatl

the customer by means of surveys and thus recefeemation about internal values driving customer
loyalty (e. g., thriftiness, comfort, relation). amer loyalty and internal values can be exambeskd

on these data. An example for this approach caouoed in Huddleston et al. (2004). On the otherchan

it is possible to investigate the purchasing bedravBince in the data available attitude was not
measured, this paper will examine behavior onlythwthie help of the following categories store ldyal

is measured: Repetition of purchases in the maire shumber of stores considered, percentage aif tot

expenditure made in the main store, store switcfieaguency. These aspects of the shopping behavior



are often summarized into the Enis-and-Paul-Indéxconsists from patronage measures, budget
measures and switching measures (Enis, Paul 19¢Qeasin Knox, Denison 2000). The budget ratio
indicator was developed by Cunningham in 1961. Dhelget ratio is measured by dividing the
expenditures of a household in a store by totabedjiures. Thus one receives a relative measurement
and recognizes which store has the highest expgadishares. This store is then marked as "fiose'st

As long as more than 50 per cent are spent in itkée dtore, a household is classified as loyal or
otherwise as non-loyal. Like Cunningham also Bdatyis, Lomax and Willson (1995) apply the budget
ratio of the first store to measure loyalty. Thegalty is ascribed to the individual consumer antl too
the retailer or the retail trade chain. Studiesrnfrdifferent countries and at different times aredha
comparable, because the living conditions changmaeently. Already the distribution of the company
types differs from country to country. Besidesréhare always also methodical specific peculiag;tio

that even contradicting results can become visilille a comparison.

Data and Methods
We use the GfK panel data ConsumerScan for the 882 and focus on the purchases of dairy

products (e.g. milk, cream, butter and yoghurt)thfiis panel data analysis it is not about thealn

of single persons, but about statistical trendsorter to guarantee, that households continuowsli t
part in the panel, households with less than 1@hases during the year and no purchase in January o
December in 2002 were excluded. The purchaseedf3hr44 remaining households were aggregated to
annual expenditures by retail chains and households

A multinominal logistic regression was applied. §hs a non-linear approach, resulting as the
generalization of a binary logistic regression. Tependent variable is polytom; i.e.: this variaisle
categorical and has more than two characteridticeur specific case the dependent variable isnchai
loyalty to one of the ten major retailers and thxplanatory variables are the sociodemographic and

geographic characteristics of the households. Bobsets of explanatory variables are considered:

* Household characteristics: Age, age (squared), household size, net income,inc®@me
(squared), city size;

* Life Cycles: Older family with children; Family with child ahé youthful age; Older family
without child, not working; Single seniors; Youndamily with toddlers; Young family / pair
without child; Family of middle age without chil@Ider family without child, working; Young
singles; Younger family with school children;

* Nielsen-Marketing-areas: Schleswig-Holstein, Hamburg, Bremen, Lower Saxohigsse;
Rhineland-Palatinate, Saarland; Baden-Wirttembergrth Baden-Wirttemberg South;
Bavaria; Saxony-Anhalt, Berlin, Brandenburg, Meaokiarg-Vorpommern; Thuringia, Saxony;
North Rhine-Westphalia;

» Occupational group: Worker; Self-employed; Independent professions;plBgee and civil

servant.



In order to measure chain loyalty, we use the budge indicator developed by Cunningham in 1961.
The budget ratio is measured by dividing the exfares of a household in a store through the total
expenditures for dairy food. Thus one receiveslative measure, which allows identifying the “first
store” with the highest expenditures. As long agarmihan 50 per cent are spent in the first store, a
household is classified as loyal to that storegntlise as non-loyal. The mentioned depending viriab

of the regression equation can take eleven differalues:

* 0 =non-loyal households = maximum budget ratiolEenthan 50 per cent;
* 1-10 = loyal to anyone of the top-ten food retia] first store with budget ratio greater than 50

per cent.

The multinominal logit model is appropriate to edpl store loyalty based on the household
characteristics, life cycles, Nielsen-marketingaarand the occupational group of the household.head
The model estimates the probability for houselhatdbelong to categoty(see below) (Greene 2000, pp.
875-879):

B3 "%
. e’
Pr(=j)=———  |(storeloyalty)=0,1,2,3,4,5,689,10

k=0

The independent variables age and net income actaslinear and squared variables. One problem of
the regression analysis is the possible multiwedrity. This is on hand if two independent vaiabl
have a very strong correlation with each otherrher to reduce this problem, non-significant Vialea
were excluded in various steps from the regressidre significance of the remaining independent
variables, the log-likelihood and the Pseudo RAc:te clearly improved this way. The regression was
calculated through the statistical program STATAl afi statements refer to the loyal customers of a
trade chain in comparison to the non-loyal custemédne category of the variables life cycle,

occupational group and Nielsen-Marketing-areas w&otuded as controlling variables respectively.

Analysis and Findings
A household spent on average 76.89 Euros on deagugts in the year 2002. On the average, more than

two persons live in a household, the average ag& igears and average income is slightly above 2000
Euros. Further descriptive statistics can be foimdhe appendix (table Al). 11375 out of 13744
households surpass the 50 per cent limit regantiedoudget ratio. Thus there is a first store fBmpeér
cent of all households. The average budget ratiadhfe ten retail trade chains is listed in tableTthe
values fluctuate between 74.13 and 65.76 %. Howawdifference between formats is not discernible.
Consequently the store loyalty does not dependheridrmat, but rather it should be found on theslev
of the retail trade chains. The average value &lat3 per cent. This means: On average 71.43quer c
of all expenses are done in the main retail chéist (store) and hence only 28.57 per cent in other

(ancillary) trade chains. An almost identical réssilobtained e.g. in Enis and Paul (1970). InUiméted



States shoppers spent 70.1 % at their main tragi@.cBontrary to all statements that the loyaltyhini
the retail trade would gradually decrease, the datalable indicate a high customer loyalty in Hrea

of dairy products.

Table 1: Average budget ratio.

Average
List of Budget
precedence Ratio Retail format
1 74.13 Discounter
2 68.82 Discounter
4 71.25 Discounter
5 70.57 Discounter
9 67.76 Discounter
3 71.14 self-service department store
6 72.78 self-service department storg
10 73.03 self-service department store
7 72.16 Supermarket
8 72.65 Supermarket
- 71.43 Mean budget ratio

Source: GfK Panel Data 2002; own calculation.

The detailed results of the multinomial logistigmession are presented in table 2: If one loolss €inly

at the significance of the results, it appears thatvariables age, age squared, net income aydizé
are almost always significant at a significanceslenf ten percent. In the second group of varightes
life cycles, one finds frequently significant resulith the categories young singles, younger fiesil
with toddlers and single seniors. In the next twmugs, the Nielsen-Marketing-areas and the
occupational groups, most estimated parametenscareignificant.

In the next step the effect strength is examineith\Whe multinominal logistic regression the effect
strength can be given in different way: Either dsloratio or as a relative risk ratio. The relatiigk
ratio is a more intuitive measure of effectivenasd is used here. It usually means the multipleséfof
the outcomeén one group (loyal to a retail chain) comparedhvahother group (non-loyal) (Lee 1994).
Coefficients smaller than one indicate a negatividuénce. The likelihood of non-loyal behavior is
increased in this case. A positive influence isgivif the coefficient is greater than one. Thigngies:

The likelihood to be loyal is high.



Table 2: Relative risk ratios estimated in the molninal logit model

Retail format | D D D D D DS |DS | DS | S S
List of precedence 1 2 4 5 9 3 6 10 7 8

0.96] 0.90( 0.95( 0.89| 0.94] 0.93| 0.92| 0.92| 0.94

Age 6 9 1 4 1 0 7 3 9

1.00| 1.00| 1.00( 1.00] 1.00| 1.00| 1.00{ 1.00] 1.00| 1.00
Age (squared) 0 0 0 0 1 1 1 0 1 0

1.00| 1.00 1.00| 1.00] 1.00| 1.00 1.00
Net income 0 0 0 0 0 0 0

1.00| 1.00] 1.00[ 1.00] 1.00{ 1.00| 1.00} 1.00| 1.00

City size 0 0 0 0 0 0 0 0 0
Older family with children
Family with child at the youthful 1.97( 1.49| 1.67
age 4 8 6
Older family without child, not 1.89
working 0

1.79| 2.65| 1.49| 2.38| 2.66| 1.57 1.96| 1.68
Single seniors 9 6 9 2 5 6 3 2

0.50 0.78| 0.69| 0.66| 0.71
Younger family with toddlers 5 9 6 3 8
1.77 0.44

Young family / pair without chilg 4 8
Family of middle age without 1.55] 1.37
child 6 1
Older family without child, 2.30] 1.93] 1.69
working 9 9 0

1.53| 2.17| 1.41| 3.02] 2.29 2.24| 1.61| 1.87

Young singles 0 2 1 4 0 0 5 1
Younger family with school \§\§ N N \ § \ \\
children . o
Schleswig-Holstein, Hamburg, 1.31] 1.39] 1.40| 1.40
Bremen, Lower Saxony 9 3 6 9
0.60 1.33
Hesse 6 2
1.78
Rhineland-Palatinate, Saarland 9
1.72
Baden-Wirttemberg North 5
1.38 1.46 1.58
Baden-Wirttemberg South 2 7 2
2.09
Bavaria 5
Saxony-Anhalt, Berlin,
Brandenburg, Mecklenburg- 1.23 1.21
Vorpommern

Thuringia, Saxony

North Rhine-Westphalia mmmmm &\\\&&\\\%&\\\N&\\&

0.78 0.80
Worker 1 2
Self-employed
0.77 0.54 0.64
Independent professions 1 1 6




Employee and civil servants

N

Retail format | D D D DS [DS [ DS | S S
DS = self-service S=
D = Discounter department store Supermarket

Excluded

Source: GfK panel data 2002; own calculation.




The table only reports the relative risk ratioghed significant parameters. Full result tablessasalable
from the authors upon request.

It can be noticed, that the effect size is verylbmahe first group (age, net income and citye3izAge

has a U-term effect on loyalty. In case of the tifele it is clearly visible that single-househo(gisung
singles and single seniors) belong to the most loystomer groups of the panel. This strengtheasith
shaped effect of age on loyalty. Such age-depersgdvior could be the consequence of a lack af,tim
since purchases are to be done by a single menfilibe dousehold. In case of the single seniors the
main reason regarding the choice of the store eafolind in a certain routine and a rather low rfeed
change. The lowest loyalty is visible at the grofiyounger families with small children. The effaize

is continuously negative. Obviously this group paitkigh value on change regarding the choice of the
trade chain.

If one examines the table of life cycles not linelme (horizontal), but column by column (vertigat is
visible, that the food retailer 9 is more ofteneatd convince loyal customers from different lifecles

for a purchase in his stores than others. All ¢oieffits - except one coming from Hesse - of thddéie
marketing areas are positive. As four retailerssfaow a positive value in the northern areas (Sebigg
Holstein, Hamburg, Bremen und Lower Saxony), prop#ie North belongs to the more loyal areas. A
reason is may be found in low population densitied shopping opportunities. However it remains in
qguestion whether allocation and aggregation ofedéfit federal states is not too imprecise as, ,e. g.
metropolitan and rural areas are mixed in thegesta

Regarded in a vertical perspective food retaileatfacts attention. Obviously he succeeds well in
gaining loyal customers in the whole federal tersit All significant values of the occupational gps

are negative and thus indicate a high probabilitynon-loyal purchasing behavior compared to
employees and civil servants. However individuakegaries were gathered rather undifferentiated and
heterogeneous. Due to this a general statementsseeinto make sense. In the present times the
occupational choice apparently does not influeheepurchasing location anymore.

To check the robustness of the results obtainegl foerdairy products, a further multinominal regries
was conducted for the product category “convenieppoeducts” and the same sociodemographic
variables. The results resembled those for thegoayeof dairy products reported here. Thus one can
assume that the results are not dairy-product-Bpglout possess a general validity.

In literature one can find a large range of resiisis and Paul (1970) and Wrigley (1984) asceethin
that loyalty is to due to a small income. This thesan neither be confirmed nor rejected by us.
Popkowski, Leszczyc and Timmermans (1997) discav@re€onnection between store loyalty and the
hours worked by male and female. Goldrick and Ard&97) remarked that married couples are more
loyal than singles. East et al. (1997) combineimkirsg loyalty with rising age. In our investigaticGcuch

a connection between age and loyalty cannot beepra®bviously more can be explained with the help
of the life cycles: Families with toddlers — in ¢@st to families with children at youthful age -
obviously attach great importance on food diveraitg high-quality nutrition. Therefore they mayitvis

different trade chains.
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Conclusions
The aim of this research was to analyze the chexiatits of loyal and non-loyal customers in the

German food retail market. A certain number of eetents of loyalty have been identified and
investigated in the literature, but the theory stilows a number of weaknesses. Survey resultsriargl
allow for the analysis of attitudes or behaviort tarely both variables are measured in a precasg w
Here we analyze panel data on shopping behaviatifférentiation of true and wrong loyalty is hence
not possible. Nevertheless, shopping behavior earobsidered and with this restriction differersulés

can be summarized: Unexpectedly small is the effexet of the variables age, income and city size.
More explanation content is given by the lifecyclekere it has to be noted that age and life cycle
categories partly measure the same dimension. @fidts show that single-person households differ
clearly from the families. Singles are specificdbgnd younger families with toddlers are rathstagial

in store choice. Probably these families and npétison households are not as reduced and limited in
shopping resources (time and mobility) as singlesetolds. Therefore one could regard the results of
the investigation as confirmation of the theoryGiarlton (1973). In addition, the results show that
hybrid shopping behavior is pervasive in Germardfoetailing in that different store types and fotsna
cannot be attributed to specific households. Sipgtdessional groups cannot be attributed to sjuecif
store types. In total it can be concluded thatdlse many heterogeneous buyer groups, howevaeiircert

trends are clearly visible.
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Appendix
Table Al: Descriptive statistics (N=13 744).

Variable Mean  Std. Dev. Min Max
Amount of Sale (Euro-cent) 7689.177 7808.451 25 87981
Household size 2.540 1.239 1 8
Budget ratio 71.961 20.458 21.716 100
Age (Years) 47.353 15.520 17 72
Net income (Euro / per month) 2049 850.880 250 4125
City size 201528 343755.2 1800 1200000
Older family with children 0.071 0.003
Family with child at the youthful age 0.109 0.003
Older family without child, not working 0.049 0.002
Single seniors 0.209 0.004
Younger family with toddlers 0.170 0.005
Young family / pair without child 0.071 0.002
Family of middle age without child 0.047 0.003
Older family without child, working 0.062 0.003
Young singles 0.079 0.003
Younger family with school children 0.133 0.005

Schleswig-Holstein, Hamburg, Bremen,

Lower Saxony 0.127 0.004
Hesse 0.179 0.004
Rhineland-Palatinate, Saarland 0.090 0.003
Baden-Wirttemberg North 0.065 0.003
Baden-Wirttemberg South 0.061  0.003
Bavaria 0.079 0.003
Saxony-Anhalt, Berlin, Brandenburg,

Mecklenburg-Vorpommern 0.117 0.004
Thuringia, Saxony 0.168 0.004
North Rhine-Westphalia 0.113 0.004
Worker 0.378 0.006
Self-employed 0.158 0.004
Independent professions 0.505 0.006
Employee and civil servants 0.026  0.002
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