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Abstract

Background: Loyalty programs are widely used by businesses
to influence consumer purchasing behavior and build long-term
relationships with customers. In a competitive market like Kathmandu
Valley, understanding how loyalty programs affect customer satisfaction
and loyalty is essential for businesses to retain consumers and enhance
buying behavior.

Purpose: The purpose of this study is to assess the effectiveness of
loyalty programs on consumers’ buying behavior in Kathmandu Valley.

Design/Methodology/Approach: This study adopts an explanatory
research design and uses a convenience sampling method. Data was
collected through structured questionnaires from 403 respondents
residing in Kathmandu Valley using the KOBO Toolbox. The study
applied Partial Least Squares Structural Equation Modeling (PLS-
SEM) to analyze the effectiveness of loyalty programs on consumers’
buying behavior.

Findings: The results reveal that loyalty programs significantly
influence customer satisfaction and customer loyalty. Satisfaction also
has a significant positive impact on customer loyalty. Furthermore,
mediation analysis confirms that satisfaction significantly mediates the
relationship between loyalty programs and customer loyalty.

Conclusion: The study concludes that loyalty programs play a
significant role in shaping consumers’ buying behavior by enhancing
customer satisfaction and loyalty. Well-designed and innovative loyalty
programs are essential for building long-term customer relationships
and improving business performance.

Keywords: Loyalty Programs, Customer Satisfaction, Customer
Loyalty, Partial Least Square Structural Equation Modeling, Buying
Behavior

https://doi.org/ 10.3126/qjmss.v8i1.91926 203

QJMSS (2026)



Gupta & Adhikari: Assessing the Effectiveness of Loyalty Programs on Consumers’ Buying Behavior: Evidence from Kathmandu Valley.

1. Introduction

In contemporary competitive markets, firms increasingly recognize that sustaining long-term profitability
depends not only on acquiring new customers but also on retaining existing ones. Customer satisfaction
and loyalty have therefore become central to strategic marketing and business sustainability, particularly
in consumer-driven sectors such as retail and services (Senooane et al., 2025). Customer satisfaction refers
to the degree to which a firm’s offerings meet or exceed customer expectations, while customer loyalty
reflects a favorable attitude and repeated purchasing behavior toward a specific brand or organization.
Prior studies indicate that satisfied customers are more likely to engage in repeat purchases, demonstrate
higher tolerance toward price changes, and generate positive word-of-mouth, thereby contributing to
stable revenue streams and competitive advantage (Khairawati, 2019). As markets mature and competition
intensifies, the strategic importance of customer loyalty has continued to grow.

Globally, businesses have increasingly shifted their focus from transactional marketing to relationship-
based approaches aimed at building long-term customer engagement (Rehman et al., 2025). Empirical
evidence suggests that a substantial share of revenue growth in mature markets is generated by loyal
customers, encouraging organizations to invest in structured mechanisms to foster repeat patronage
(Kwiatek et al., 2020). Loyalty programs have emerged as one of the most widely used instruments
in this regard. Loyalty programs are defined as structured marketing initiatives that reward customers
for their continued patronage through incentives such as points, discounts, cashback, exclusive benefits,
or personalized offers (Bade et al., 2024). These programs are designed to enhance perceived value,
strengthen the customer—brand relationship, and positively influence consumers’ buying behaviour, which
encompasses the processes through which individuals select, purchase, and evaluate products or services.

The effectiveness of loyalty programs is largely grounded in their ability to influence consumer decision-
making and reinforce habitual purchasing patterns. By offering both economic and psychological benefits,
loyalty programs can increase purchase frequency, spending levels, and brand preference (Meyer et al.,
2023). From a relationship marketing perspective, such programs serve as a critical component of customer
relationship management (CRM), enabling firms to identify profitable customers, tailor offerings, and
build long-term relational bonds (Rosario et al., 2023). However, the effectiveness of loyalty programs is
not uniform across contexts and depends on factors such as program design, reward attractiveness, ease of
use, and customer perceptions of fairness and value (Evanschitzky et al., 2012).

Despite their widespread adoption, loyalty programs face several challenges that may undermine their
intended outcomes. The financial costs associated with program development, maintenance, and reward
provision can place pressure on organizational resources, particularly when returns on investment are
uncertain (Dadd et al., 2023). Moreover, the increasing proliferation of loyalty programs across industries
has led to market saturation, reducing differentiation and weakening consumers’ perceived value of
participation (Afzal et al., 2020). Complex program structures, unclear rules, and limited communication
further contribute to customer confusion and disengagement (Utz et al., 2023). Additionally, many loyalty
programs emphasize transactional incentives rather than emotional engagement, which may result in
short-term behavioral loyalty without fostering deeper attitudinal commitment (Kwiatek et al., 2020).

In emerging economies, the dynamics of loyalty programs can differ substantially from those observed in
developed markets due to variations in consumer awareness, purchasing power, and market maturity (Liu
et al., 2020). In Nepal, particularly within the Kathmandu Valley, rapid urbanization, economic growth,
and increased exposure to global business practices have transformed consumer markets in recent years.
Businesses in sectors such as retail, banking, hospitality, and aviation have increasingly adopted loyalty
programs to retain customers and gain a competitive edge (Pascual et al., 2022). However, consumer
responses to these programs may vary depending on levels of understanding, accessibility, and perceived
relevance. Many organizations implement loyalty initiatives without systematically evaluating their
impact on consumers’ buying behaviour, leading to uncertainty regarding their actual effectiveness.
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Although existing literature provides valuable insights into loyalty programs and consumer behavior, most
empirical studies are concentrated in developed economies, with limited attention given to the Nepalese
context. There is a notable research gap concerning how consumers in Kathmandu Valley perceive loyalty
programs, the extent to which these programs influence buying behaviour and customer loyalty, and
the challenges associated with their implementation. The absence of context-specific empirical evidence
limits the ability of managers and policymakers to design loyalty programs that are both effective and
sustainable within the local market.

Inresponse to this gap, the present study seeks to assess the effectiveness of loyalty programs on consumers’
buying behaviour in Kathmandu Valley. Specifically, the study aims to examine consumers’ understanding
of loyalty programs, analyze the relationship between loyalty programs and customer loyalty, identify key
challenges associated with loyalty program implementation, and propose managerial strategies to enhance
their effectiveness. By providing empirical insights from the Nepalese market, this study contributes to
the existing literature on loyalty programs and offers practical implications for businesses seeking to
strengthen customer relationships and achieve long-term competitive advantage.

2. Theoretical Framework and Hypothesis

A theoretical framework is a systematically developed set of concepts explaining relationships among
variables in a study (Varpio et al., 2020; Bhandari et al., 2021). This study reviewed several theories
relevant to consumer behavior and marketing, including Attribution Theory, Stimulus—Organism—
Response (S—O-R) Theory, Theory of Reasoned Action (TRA), and Satisfaction—Loyalty Theory, to
identify an appropriate foundation for analyzing the effectiveness of loyalty programs. After careful
consideration, the Stimulus—Organism—Response (S—O—R) Theory was selected as the sole theoretical
framework for this study because it provides the most comprehensive explanation of how loyalty
programs influence consumers’ buying behavior. The S-O-R framework is particularly suitable as
it clearly captures the sequential process through which external marketing stimuli affect consumer
behavior. In this study, loyalty program elements such as rewards, discounts, points accumulation, and
promotional incentives serve as stimuli that influence consumers’ internal cognitive and emotional states,
including perceptions of value, satisfaction, and attitudes toward the brand. These internal evaluations,
conceptualized as the organism component, subsequently lead to behavioral responses such as repeat
purchase, increased purchase frequency, and brand preference. The strength of the S—O-R theory lies
in its ability to integrate environmental cues with psychological processes, making it highly relevant for
examining marketing interventions like loyalty programs. Furthermore, the theory allows for a structured
analysis of how consumers in the Kathmandu Valley respond to loyalty program stimuli within a dynamic
retail environment. By focusing exclusively on the S-O-R theory, this study ensures a coherent and
parsimonious framework that effectively explains the mechanism through which loyalty programs shape
consumers’ buying behavior.

Figure 1: Conceptual Framework

Customer

Satisfaction

Loyalty

programs

Customer
loyalty

Source: Revised framework Vesel and Zabkar (2009)
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Loyalty Programs

Loyalty programs are structured marketing initiatives designed to encourage repeat purchases by offering
rewards, incentives, and exclusive benefits to customers (Bade et al., 2024). These programs aim to
strengthen long-term relationships by increasing customer engagement and perceived value (Tourchian
et al., 2022). Prior studies suggest that effective loyalty programs enhance customers’ satisfaction by
making them feel valued and appreciated, while simultaneously fostering repeat patronage and emotional
attachment to the brand (Beneke et al., 2015). Based on this reasoning, loyalty programs are expected to
positively influence both customer satisfaction and customer loyalty.

H1: There is a significant relationship between loyalty programs and customer satisfaction.
H2: There is a significant relationship between loyalty programs and customer loyalty.

Customer Satisfaction

Customer satisfaction refers to customers’ overall evaluation of their experiences with a firm’s products
or services and the extent to which expectations are met or exceeded (Mamakou et al., 2024). High levels
of satisfaction are essential for sustaining competitive advantage, as satisfied customers are more likely
to continue their relationship with a brand and resist competitors’ offerings (Hawkins & Hoon, 2019).
Previous research highlights that satisfied customers tend to develop stronger emotional bonds and exhibit
higher loyalty through repeat purchases and favorable word-of-mouth (Al-Adwan et al., 2020). Therefore,
customer satisfaction is expected to play a crucial role in enhancing customer loyalty.

H3: There is a significant relationship between customer satisfaction and customer loyalty.

Customer Loyalty and Mediating Role of Satisfaction

Customer satisfaction is widely recognized as a key mechanism through which loyalty programs translate
into long-term customer loyalty (Bridson et al., 2008). Participation in loyalty programs enhances
satisfaction by delivering tangible and psychological benefits, which in turn encourages repeat buying
behavior and brand commitment (Skogland & Siguaw, 2004). Accordingly, customer satisfaction is
expected to mediate the relationship between loyalty programs and customer loyalty.

HA4: Customer satisfaction mediates the relationship between loyalty programs and customer loyalty.

Variables with it Definitions
Table 1: Variables with its Definitions

Observed Variable .
Construct Variables Notation Explanation
Loyalty Recommendation LP1 Recommendation of Loyalty program to others.
Programs | Preference LP2 Preference for Loyalty program.
(Bruneau et Like LP3 Liking Loyalty program more than other programs.
al., 2018; Speech Lpa Saying positive things about the company with Loyalty
Vesel & program.
53819{;1 & Choice LP5 Loyalty program definitely will be first choice in the
future.
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Customer | Participation CS1 Participation in Loyalty program is a good choice.
satisfaction [ pyajyation CS2 | Overall evaluation of Loyalty program is good.
(Bruneau et | Expectation CS3 Loyalty program meet the expectations of consumers.
2\1116;562310 (;LS, Satisfaction CS4 All in all consumers are satisfied with Loyalty program.
Zabkar, Care css5 Being a Loyalty program member makes the company take
2009) better care of consumers, which makes consumers happy.
Trust CL1 Trust is more on a company which has Loyalty programs.
Customer - - ;
Loyalty Attention Cla Attention to anything related about to company with
Loyalty programs.
(Bruneau et Consumers keep up with things related to the companies
al., 2018; | Keepup CL3 : pp s P
) ) with Loyalty programs.
Vesel & A lot of my discretionary time is spend with compani
Zabkar, Time CLA4 lot of my discretionary time is spend with companies
2009) which has Loyalty programs.
Passionate CL5 Consumers are passionate about the companies with
Loyalty programs.

3. Research Methods

Study Area and Population

The study was conducted in Kathmandu Valley, located in Province No. 3 (Bagmati Province) of Nepal.
The Valley lies between latitudes 27°32'13" and 27°49'10" North and longitudes 85°11'31" and 85°31'38"
East, at an average elevation of approximately 1,300 meters (4,265 feet) above sea level. Kathmandu Valley
comprises three districts: Kathmandu, Lalitpur, and Bhaktapur (Lawaju et al., 2024). Geographically,
these districts together cover about 899 square kilometers, while the core valley area extends over
approximately 665 square kilometers. The Valley includes the entire Bhaktapur district, around 85 percent
of Kathmandu district, and nearly 50 percent of Lalitpur district (Aalam et al., 2025). The study population
consists of consumers residing in Kathmandu Valley who purchase goods and services from businesses
offering loyalty programs. The Valley’s dense population, diverse consumer base, and high concentration
of retail and service organizations make it an appropriate setting for examining the effectiveness of loyalty
programs on consumer buying behavior.

Sampling Technique and Sample Size

Sampling refers to the process of selecting a subset of individuals from a population to make valid
statistical inferences (Devkota et al., 2023; Raymond et al., 2025). This study employs a non-probability
sampling technique, specifically convenience sampling, as the population of consumers is large and not
precisely defined, and respondents could be any available consumers during data collection. Convenience
sampling was chosen due to constraints related to time, accessibility, and cost efficiency (Golzar et al.,
2022). The sample size was determined using Cochran’s (1977) formula for large populations (no = Z%pg
/e?), with a 95% confidence level (Z=1.96), p = 0.50, ¢ = 0.50, and a margin of error (e¢) of 0.05 (Naing,
2003). The calculated sample size was 384 respondents, which was increased to 403 to account for a 5%
non-response rate.

Research Instruments, Data Collection and Analysis

The study utilized a structured questionnaire to collect primary data on the effectiveness of loyalty
programs on consumers’ buying behavior. The questionnaire was carefully designed to capture relevant
consumer perceptions and was pre-tested with 15 respondents to evaluate clarity, feasibility, and ease of
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understanding. Feedback from the pre-test led to minor revisions, improving clarity and ensuring that
all items were clear and unambiguous. Data were collected from 403 respondents through both online
and offline methods using KOBO Toolbox, which facilitated efficient mobile-based data entry and
streamlined the data collection process. For data analysis, both descriptive and inferential techniques were
applied. Descriptive analysis was conducted using Microsoft Excel to summarize respondent profiles
and survey responses through frequency distributions, measures of central tendency and dispersion, and
visual presentations such as tables and charts. Inferential analysis was carried out using PLS-SEM 4.0 to
examine relationships among variables and test the proposed hypotheses.

4. Results

Socio-demographic Information
Table 2: Socio Demographic Analysis

Title Category Number Percentage (%)
Gender Male 241 59.8
Female 162 40.2
Below 18 7 1.74
18-24 98 24.32
25-34 227 56.33
Age 35-44 52 12.9
45-54 16 3.97
55-64 3 0.74
Illiterate 1 0.25
Below SLC or Equivalent 10 2.48
. Up to Intermediate / +2 102 25.31
Education Level
Up to Bachelors 224 55.58
Masters and above 66 16.38
Below 20,000 80 19.85
Income Level 20,000-50,000 254 63.03
50,000- 100,000 59 14.64
100,000 above 5 1.24
Part Time employed 48 11.91
Fulltime employed 260 64.52
Contract 14 3.47
Employment Status Freelancer 16 3.97
Currently unemployed 12 2.98
Housewife/house husband 11 2.73
Student 41 10.17
Others (Business) 1 0.25
Kathmandu 239 59.31
Location Lalitpur 84 20.84
Bhaktapur 80 19.85
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A total of 403 respondents participated in the survey. As shown in Table 2, males constituted the majority of
respondents (59.8%), while females accounted for 40.2%, indicating a noticeable gender imbalance. This
finding contrasts with the study by Zubair et al. (2022), where female respondents were more dominant. In
terms of age distribution, the largest proportion of respondents belonged to the 25-34 age group (56.33%),
followed by those aged 18—24 years (24.32%). Respondents aged 35—44 years accounted for 12.9%, while
smaller proportions were observed in the 45-54 years (3.97%), below 18 years (1.74%), and 55—64 years
(0.74%) categories. This pattern is broadly consistent with prior studies that identify young adults as the
most active consumer group (Syed Majid Khalil et al., 2021). Regarding educational attainment, more than
half of the respondents held a bachelor’s degree (55.58%), followed by intermediate/+2 level education
(25.31%) and master’s degree holders (16.38%). A small proportion had education below SLC (2.48%),
while only 0.25% were illiterate. Most respondents were from Kathmandu district (59.31%), followed by
Bhaktapur (20.84%) and Lalitpur (19.85%). In terms of monthly income, the majority (63.03%) earned
between Rs. 20,000-50,000, while 19.85% earned below Rs. 20,000. Professionally, full-time employed
individuals formed the largest group (64.52%), suggesting that working consumers dominate participation
in loyalty programs.

Customers’ Understanding level on Loyalty Programs

This section discusses the understanding on Loyalty Programs so the respondents responded as
Membership Card (72.7%) perceived this type of loyalty programs positively or were aware of it as a
concept. Discounts (66.5%) perceived this type of loyalty programs or were aware of it as a concept.
Redeeming Points (60.79%) perceived this type of loyalty programs or were aware of it as a concept.
Information and Coupons (43.67%) perceived this type of loyalty programs positively or were aware of
it as a concept. Gift Vouchers (31.76%) perceived this type of loyalty programs positively or were aware
of it as a concept.

Challenges and Solutions in Loyalty Programs

The findings indicate that a significant majority of respondents (84.86%) experienced difficulties while
using loyalty programs, suggesting notable gaps in their design and implementation (Figure 2). The
most frequently reported challenges were failure to identify the right loyalty program (61.54%), lack of
creativity (59.8%), and poor content quality (54.59%). These results imply that many businesses are unable
to clearly communicate the value and benefits of their loyalty programs, leading to reduced consumer
engagement. Additional challenges reported include lack of clear call-to-action posts (46.65%), poor
content optimization and visibility (37.22%), inability to adapt to new trends (27.54%), and inappropriate
timing of loyalty program launches (14.89%). Collectively, these issues suggest that loyalty programs in
Kathmandu Valley often fail to align with consumer expectations and evolving market dynamics.

Figure 2: Challenges in Loyalty Programs

Lack of creativity

70
Not able to match loyalty 50 Failure to identify right
program launch timing 40 Loyalty Program
30,
2(

Inability to adapt new

Lack of call-to-action post
trends ore 0-action po

Lack of content
optimization (visibility of Poor content quality
Loyalty Program)
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Regarding the solutions, an overwhelming majority (98.51%) believed that the challenges could be
addressed through managerial solutions. The most common recommendation (63.03%) was to identify the
right type of loyalty program to better match consumer preferences and increase satisfaction and loyalty.
Adapting to new market trends was the second most frequent suggestion (62.28%), emphasizing the need
for innovation and responsiveness. Improving content quality (59.55%) and enhancing content creativity
(54.34%) were also identified as important strategies. Additionally, a smaller proportion of respondents
(25.06%) suggested that firms should better identify the optimal timing for launching loyalty programs.
Overall, these recommendations highlight the importance of strategic planning, creativity, and customer-
centric design in strengthening loyalty program effectiveness.

Inferential Analysis

Common Method Bias: To assess the presence of common method bias (CMB), the study employed
the full collinearity approach. According to Castillo et al., (2025), variance inflation factor (VIF) values
below 3.3 indicate that common method bias is not a critical concern. The results presented in Table 3
show that all VIF values were below the recommended threshold of 3.3, suggesting that common method
or single-source bias does not pose a serious threat to the validity of the data.

Measurement Model:

The measurement model was evaluated to establish the reliability and validity of the latent constructs and
their corresponding indicators (Henseler et al., 2015). Internal consistency reliability was assessed using
Cronbach’s alpha (CA) and composite reliability (CR). According to Hair et al. (2015), CR values above
0.70 indicate satisfactory reliability, while CA values exceeding 0.50 represent the minimum acceptable
threshold. The results demonstrate that all constructs achieved CA values above 0.50 and CR values
greater than 0.70 (Table 3), confirming adequate internal consistency and indicating that the measurement
items reliably represent their respective constructs.

Convergent validity was examined through indicator loadings and average variance extracted (AVE).
Prior research suggests that AVE values should be at least 0.50, implying that a construct explains more
than half of the variance in its indicators, while factor loadings should preferably exceed 0.70 to ensure
indicator reliability (Ab Hamid et al., 2017). Initially, three constructs—Iloyalty programs, satisfaction,
and customer loyalty-exhibited AVE values below the recommended threshold. Consequently, items with
the lowest factor loadings (LP2, S1, S2, and CL1) were removed to improve construct validity. After item
deletion, all remaining constructs achieved AVE values above 0.50 and factor loadings exceeding the
acceptable threshold (Table 3), thereby establishing satisfactory convergent validity.

Discriminant validity was assessed using three approaches: the heterotrait—-monotrait ratio (HTMT),
the Fornell-Larcker criterion, and cross-loadings. HTMT values below 0.90 (or the stricter criterion of
0.85) indicate adequate discriminant validity (Cheung et al., 2024). As reported in Table 4, all HTMT
values were below the threshold of 0.90, suggesting that the constructs are empirically distinct and well
understood by respondents. The Fornell-Larcker criterion was subsequently evaluated, which requires
that the square root of each construct’s AVE exceed its highest correlation with other constructs (Kang
et al., 2015). This condition was satisfied for all constructs (Table 5). In addition, cross-loading analysis
revealed that each indicator loaded more strongly on its intended construct than on others (Table 6),
further supporting discriminant validity.

Finally, overall model fit was assessed using the Standardized Root Mean Square Residual (SRMR).
According to Hair et al. (2020), SRMR values below 0.10 indicate an acceptable model fit. The SRMR
value of 0.089 confirms that the estimated measurement model demonstrates a good fit to the observed data.
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Table 3: Factor Loading, AVE, CA, CR and VIF

Constructs Items Loadings CA CR AVE VIF
CL2 0.669
E(‘)‘;;‘Eer gii 2;(; 0.727 0.831 0.552 1.235
CL5 0.801
LP1 0.724
Iﬁfg;:gm iii 22; 0.749 0.841 0.570 12
LP5 0.739
S3 0.762
Satisfaction S4 0.669 0.592 0.785 0.550 1.034
S5 0.789
Table 4: HTMT
cl Ip
cl
Ip 0.877
ss 0.726 0.731
Table 5: Fornell and Larcker
cl Ip S
cl 0.743
Ip 0.654 0.755
s 0.477 0.498 0.742
Table 6: Cross loadings
cl Ip S
cl2 0.669 0.475 0.376
cl3 0.707 0.46 0.326
cl4 0.787 0.47 0.374
cl5 0.801 0.533 0.34
Ipl 0.554 0.724 0.426
Ip3 0.508 0.817 0.405
Ip4 0.426 0.737 0.348
Ip5 0.469 0.739 0.308
s3 0.345 0.409 0.762
s4 0.321 0.291 0.669
s5 0.393 0.398 0.789
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Structure Model Assessment

InPLS-SEM, the structural model is employed to estimate path coefficients, test hypothesized relationships,
and evaluate the model’s explanatory power (Purwanto et al., 2021). The assessment focuses primarily on
path coefficients () and the coefficient of determination (R?). As suggested by Ab Hamid et al. (2017), R?
values of 0.25, 0.50, and 0.75 represent weak, moderate, and substantial explanatory power, respectively.
As shown in Figure 3, Loyalty Program (LP) acts as the independent variable, Satisfaction (S) serves
as the mediating variable, and Customer Loyalty (CL) is the dependent variable. The results indicate a
positive relationship between LP and S (B = 0.498), suggesting that a one-unit increase in LP leads to a
0.498-unit increase in S. Satisfaction also positively influences CL (f = 0.201), indicating that a one-unit
change in S results in a 0.201-unit change in CL. Additionally, LP has a strong direct effect on CL (B =
0.554). The R? value for Satisfaction is 0.248, indicating that LP explains 24.8% of the variance in S,
reflecting weak explanatory power. The R? value for Customer Loyalty is 0.459, showing that LP and S
jointly explain 45.9% of the variance in CL, indicating moderate explanatory power.

Figure 3: Path Analysis

0.201 (0.002

0.498 (0.000)

0.554 (0.000)
Table 6: Hypothesis Testing
Beta SD |t values | P values | LL2.5% | UL97.5% Result
Hl:lp->s | 0.498 | 0.061 | 8.166 0.000 0.368 0.608 Supported
H2:lp ->cl | 0.554 | 0.057 | 9.711 0.000 0.43 0.657 Supported
H3:s->cl | 0.201 | 0.064 | 3.153 0.002 0.075 0.326 Supported

Table 6 presents the results of the hypothesis testing and indicates that all proposed hypotheses are
supported, confirming significant relationships among the study variables. Specifically, Loyalty Program
(LP) has a significant positive effect on Satisfaction (S) (H1), with a beta coefficient of p = 0.498 and p <
0.001, demonstrating that stronger loyalty programs lead to higher customer satisfaction. Further, Loyalty
Program (LP) also shows a strong and significant positive relationship with Customer Loyalty (CL) (H2),
with f =0.554 and p <0.001, indicating that effective loyalty programs directly enhance customer loyalty.
Additionally, Satisfaction (S) significantly influences Customer Loyalty (CL) (H3), with a beta value of
B =10.201 and p = 0.002, confirming that higher satisfaction contributes to increased customer loyalty.
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Mediation Analysis
Table 7: Mediation Analysis

Beta SD t values | Pvalues | LL2.5% UL97.5% Result
H4:1p ->s->cl 0.1 0.036 2.754 0.006 0.036 0.179 Supported

In this study, Satisfaction acts as a mediating variable between Loyalty Program and Customer Loyalty.
Table 7 indicates that Satisfaction plays a significant mediating role in the relationship between Loyalty
Program and Customer Loyalty, as the hypothesis is supported (f = 0.10, p = 0.006).

5. Discussion

This study examines the effectiveness of loyalty programs in shaping consumer buying behavior in
supermarkets within Kathmandu Valley, with particular emphasis on customer satisfaction and customer
loyalty. Four hypotheses were proposed and tested, including three direct relationships (H1-H3) and
one mediating relationship (H4). The findings reveal that all the proposed hypotheses are statistically
significant and supported. To determine the relationships among the variables, reliability and validity
assessments were conducted before testing the hypotheses using p-values as indicators of statistical
significance. Following the criteria suggested by Malapane et al. (2024), hypotheses were accepted at the
significance level of p < 0.05. As presented in Table 6, all four hypotheses (H1, H2, H3, and H4) satisfy
this requirement.

Hypothesis 1 analyzed the relationship between Loyalty Programs and Satisfaction and was found to be
significant (f = 0.498, p <0.001). This result indicates that well-structured and attractive loyalty programs
significantly enhance customer satisfaction among supermarket consumers. When customers receive
rewards, discounts, or incentives through loyalty programs, they tend to feel more valued, which increases
their satisfaction with the brand or store. This finding supports previous research conducted by Kwaitek
et al. (2020), which also identified a positive and significant relationship between loyalty programs and
customer satisfaction. Hypothesis 2 examined the direct impact of Loyalty Programs on Customer Loyalty
and was strongly supported (f = 0.554, p <0.001). This suggests that loyalty programs play a crucial role
in directly strengthening customer loyalty. Customers who frequently benefit from loyalty rewards are
more likely to continue purchasing from the same supermarket and develop a stronger attachment to the
brand. This finding is consistent with earlier studies by Kang et al. (2015) and Alshurideh (2019), which
also highlighted the positive role of loyalty programs in building long-term customer loyalty.

Hypothesis 3 investigated the relationship between Satisfaction and Customer Loyalty and found a
significant positive effect (B = 0.201, p = 0.002). This indicates that satisfied customers are more likely
to remain loyal and continue purchasing from the same store. When customers are satisfied with product
quality, services, and benefits received from loyalty programs, they tend to develop a stronger commitment
to the brand. This result supports the conclusions of Grosso et al. (2018) and Kwaitek et al. (2020), who
also emphasized the important role of satisfaction in fostering customer loyalty. Finally, Hypothesis 4
tested the mediating role of Satisfaction in the relationship between Loyalty Programs and Customer
Loyalty. The results confirm a significant mediating effect (B = 0.10, p = 0.006), indicating that loyalty
programs influence customer loyalty not only directly but also indirectly through improved customer
satisfaction. This means that effective loyalty programs first increase customer satisfaction, which in turn
enhances customer loyalty. This finding is consistent with the mediation effect reported by Shah et al.
(2021). The results provide strong empirical support for the proposed model and highlight the strategic
importance of loyalty programs in enhancing customer satisfaction and strengthening customer loyalty
within the supermarket sector of Kathmandu Valley.
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6. Conclusion

This study examined the effectiveness of loyalty programs on consumer buying behavior in the
Kathmandu Valley and found that customers generally respond positively to such programs. The findings
confirm that loyalty programs significantly enhance customer loyalty, both directly and indirectly through
customer satisfaction. Customers demonstrated a clear understanding of loyalty programs, commonly
associating them with membership cards, discounts, point redemption, coupons, information sharing, and
gift vouchers. The results indicate that satisfaction plays a crucial mediating role, strengthening the impact
of loyalty programs on customer loyalty. However, the study also identified key challenges, including
a lack of creativity, inappropriate program selection, and poor content quality, suggesting gaps in how
loyalty programs are designed and communicated. Overall, the evidence highlights that well-structured
and customer-oriented loyalty programs can effectively foster satisfaction and long-term loyalty among
supermarket customers in Kathmandu Valley.

The findings offer practical implications for supermarkets and retailers by emphasizing the importance
of designing appropriate, creative, and trend-responsive loyalty programs to encourage repeat purchases
and strengthen customer relationships. Loyalty programs enable businesses to enhance customer
retention, personalize marketing efforts, and gain valuable customer insights, while customers benefit
through rewards, cost savings, and a sense of recognition. Despite these contributions, the study has
limitations. Future research could explore customer preferences for different types of loyalty programs in
the Nepalese context, extend the scope beyond supermarkets to other sectors, and include larger and more
geographically diverse samples across Nepal to improve generalizability.
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