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A NEW METHODOLOGY 
FOR PREDICTING THE ROI 
OF A LOYALTY PROGRAM

Introducing the Lenati Loyalty ROI Simulator

INTRODUCING THE LENATI LOYALTY ROI SIMULATOR
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OVERVIEW
When making decisions around re-designing a loyalty program, Marketers always want to know the 
return on investment (ROI) of the new loyalty program. Predicting the ROI is extremely difficult, as 
each program decision may have only a small influence on an individual customer’s behavior. But in 
aggregated, even small changes in customer behavior can have a large effect. Many companies do simple 
back-of-the-envelope calculations in Excel to understand loyalty ROI , but that is a cumbersome process 
that can yield inaccurate results. By using customer simulation, Marketers can feel more confident about 
the business decisions that will drive the desired customer behavior and improve customer loyalty.

THE CASE FOR DATA-DRIVEN SIMULATION

Compared to high-level calculations, simulations 
are a more accurate method for understanding 
a loyalty program’s ROI. Lenati’s Loyalty ROI 
Simulator, for example, simulates the effect of 
each part of a loyalty program on each individual 
customer’s behavior over a time horizon, and can 
mix and match loyalty drivers to assess different 
scenarios. The results can then be aggregated to 
view overall impact or dive deep into customer 
segments. 

The methodology combines statistical methods 
from the field of data science with big data and 
cloud computing, and pulls in customer insights 
from primary research. In doing so, the simulation 
can report out the overall ROI of the program, 
where typical expenses are incurred, and how 
each customer contributes new revenue driven by 
the program, for example. By comparing multiple 
scenarios of loyalty programs, Marketers can feel 
confident that they are choosing the right features 
and loyalty drivers for the program.

Analyze Real Customer Behavior: 

Simulation takes into account past or 
recent customer behavior to predict 
future behavior.

Compare Loyalty Scenarios 
Efficiently:

Different scenarios can be analyzed 
quickly and efficiently until optimal 
ROI is met under specific program 
conditions.

Target Customer Segments: 

Findings can drill-down to specific 
customer segments or periods of time.
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BENEFITS OF SIMULATION

The Results are Based on  
Customer Research, Improving 
Program Accuracy 
By simulating how each individual 
customer behaves based on their 
past behavior, the data is more 
accurate in projecting how each 
loyalty program will perform in the 
future. Combining primary research 
with customer behavior and order 
history provides more accuracy 
for how the model should behave 
and thus a more accurate ROI 
prediction.

With this simulation, Marketers 
can feel more confident 
about each loyalty program 
decision, including: number of 
orders, spend, points earned 
or redeemed, and more. The 
simulation reveals behavioral 
drivers or clusters of groups 
who may respond to a program 
element in a specific way.

Sample Simulation:     
Estimated Program Enrollment 
by Various Customer Segments

Simulation is more reliable than back-of-the-envelope calculations that make high-level assumptions or 
guesstimates. Additionally, simulation alleviates many common pain points felt by Loyalty Marketers when 
analyzing and re-designing existing loyalty programs.

BENEFITS

1

Since the simulation is run on each customer, 
the results can be split by customer segment, 
decile, or any other grouping.

 Segment Segment Segment
 A B C

Enrolled           Unenrolled

C
u

st
o

m
e

r 
C

o
u

n
t 

(m
ill

io
ns

)

7.5

5.0

2.5

0.0

A New Methodology for Predicting the ROI of a Loyalty Program 3



Results are Targeted 
and Detailed    
Compiling the behavior of each customer 
under different loyalty programs yields 
different insights across the company 
and within different clusters of customer 
segments. The detailed, customer-level 
predictions answer common questions, 
including how different customer groups 
behave, which time periods will incur the 
most costs, and the range of possible 
outcomes.

Sample Simulation:    
Estimated Order Value Under Different 
Program Scenarios

Detailed program comparisons of order size across 
programs over a given time period.

3Different Loyalty 
Program Options can 
be Easily Compared    
The simulator can analyze multiple 
scenarios quickly and efficiently. Each 
scenario can have its own set of tiers, 
redemption rates, rewards or benefits, 
and other attributes. The results between 
scenarios can be directly compared to find 
the best loyalty program outcomes.

The simulator can run multiple times 
under different scenarios for a detailed 
sensitivity analysis and a comparison of 
benefits.

Sample Simulation:    
Loyalty Program Scenario Comparison

Aggregated results under different scenarios can be 
directly compared.
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Understanding ROI is only one important component of loyalty program design. A typical design of a 
loyalty program has four major phases:

PROGRAM VISION – This is the initial work done to assess the needs of the program. Here, stakeholders define 
the objectives of the program (aligned to business goals), including desired behavioral and emotional outcomes 
that drive customer loyalty.

PROGRAM DESIGN – Concepting and technical 
design work drive the process in this phase. 
Stakeholders define program elements, such as, 
the number of tiers, types of benefits (including 
hard and soft benefits), and engagement models 
with the customers. In this stage, analytics of 
customer data and primary research on the 
customers should aid decisions around program 
benefits and structure.

 

BUSINESS CASE AND VALUE – In this phase, 
stakeholders predict the value of the program 
to the business, which is critically important to 
ensure the company is not materially hurt from 
the program and sees a pathway to incremental 
profits. Loyalty simulation plays a key role here 
to validate the design from the previous phase. 
Often, parts of the program are found to have 
ROI impacts that were not expected, and the 
results can alter the program design. This creates 
an iterative process where the design and the 
business case adapt until the design drives the 
desired results.

 IMPLEMENTATION AND TESTING – Once the design is complete, implementation can begin. This often 
involves back-end IT and organizational changes to support the program, communication plans to introduce 
customers to the program, and staff training. Rather than an immediate rollout across the entire company, 
the program can be tested in smaller, pilot settings, for example, in local markets or a partial set of features.

Program 
Vision     

Program 
Design     

Business 
Case & Value     

Implementation 
& Testing

Simulation Iteration

INTEGRAL TO LOYALTY 
PROGRAM STRATEGY
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OUR FIVE-STEP 
SIMULATION PROCESS:

Create Baseline Customer Behavior 
Profiles  
The simulator uses historic or recent customer data to create a profile 
for how each customer is likely to behave without a new program. This 
profile includes information on the size of orders the customer tends 
to make, the frequency of ordering, and the expected date when the 
customer will stop shopping. Developed using data science models, 
these profiles provide unique values for each customer.

Customer Behavior Profile

The customer behavior profile is a combination of core mathematical components. A unique 
value is created for each customer profile.

The Lenati Loyalty ROI simulator uses a five-step process. These steps are based on techniques from the 
field of data science to understand how customers will behave under different treatments.

OUR
METHODOLOGY
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 Simulate Future Behavior Based on 
Customer Profiles   
Using the customer profiles from step (1), the simulation predicts what 
the future orders will be for each customer during the selected time 
horizon. These orders are based on conditions staying the same as they 
were historically; no new loyalty program features are added yet. These 
future orders serve as a baseline to compare new loyalty programs.

Sample Orders Over Time

A sample of historic and simulated customers, where each row is a customer and each point 
is an order.

Define Loyalty Program Scenarios
A selection of possible loyalty programs are chosen, and each has its own 
set of drivers. A driver is a component of a loyalty program that affects 
customer behavior. For example, a driver may be an extra coupon on 
the customer’s birthday. Other drivers can include a customer’s desire 
to spend extra to move to the next tier, or a rewards coupon to redeem 
before the expiration date. The amount each driver influences the 
customer’s behavior is calculated.

Sample Drivers with Expected Behavior Changes
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Re-run the Base 
Simulation with Each 
Loyalty Program    
The baseline in step (2) is adjusted for 
each loyalty program scenario based 
on the loyalty drivers in step (3). These 
drivers are implemented using analytical 
rules applied to each customer order 
made in the baseline scenario. Potential 
adjustments for each customer include: 
larger orders, ordering sooner, or incurring 
additional expenses from using benefits 
of the rewards program. These adjusted 
orders are stored for comparison.

Sample Simulation:    
Estimated Points Earned Under Different 
Scenarios

Program drivers and motivators by customer 
segments are stored for comparison across programs.

Compare Estimated 
ROI Under Various 
Scenarios 
Once the simulations are complete, all the 
results can be compared side by side. At 
the aggregate level, we can see the overall 
ROI of each scenario to find the one with 
the highest ROI. We can also deep dive 
into particular segments of customers to 
understand what is driving revenue in a 
specific loyalty program. This simulation 
methodology provides detail into how 
each customer is incurring different 
program expenses, therefore enabling 
stakeholders to decide if an individual 
benefit is worth the incremental cost. 
The approach provides a detailed set of 
reporting and the ability to drill down into 
the data where necessary.

Sample Simulation:    
Estimated Program Profitability

The revenue and expenses within a scenario can be 
broken down to gain a detailed understanding of the 
predicted ROI.

The simulation is a powerful methodology for understanding the ROI of a loyalty 
program. Once the simulation is complete and the results are analyzed, program 
decisions can be made. If certain scenarios are not ROI positive, new scenarios can be 
quickly plugged back into the simulator starting in step 3. When the optimal ROI is met, 
the program can be launched with lower risk.
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ABOUT LENATI
Lenati is a marketing and sales strategy consultancy that helps companies 
acquire, grow, and retain customers. Our clients come to us to build market 
leadership, whether through radical innovation or intelligent evolution. 

Learn more about our services.

CONNECT WITH LENATI
Our loyalty simulation, combined with our deep expertise in loyalty marketing, ensures your business makes the right 
decision around loyalty program design.

WORK WITH LENATI
Lenati excels at serving clients in dynamic markets that evolve rapidly. Our nimble team structure allows us to serve 
growing companies to Fortune 100s.

Representative Client Examples

   SEE OUR RESULTS

1.  Schedule a 1:1 call with Lenati’s Loyalty Strategy Team 

2.  Subscribe to Lenati’s Marketing and Sales Strategy Blog

3.  Comment and share this with your networks
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