Issued 25 January 2016

How Do I Reward Thee?
Let Me Count the Ways Dear Traveler
There are many methods to love your best customers; IdeaWorksCompany explores seven of them.

Contents
Your local shopkeeper lives loyalty every day .................................................................................... 4
It all began with traditional frequent flier programs .......................................................................... 5
Loyalty is increased through a wide array of solutions ..................................................................... 6
Good service and value are pre-conditions for sustaining loyalty ................................................ 15

Disclosure to Readers of this Report
IdeaWorksCompany makes every effort to ensure the quality of the information in this
report. Before relying on the information, you should obtain any appropriate professional
advice relevant to your particular circumstances. IdeaWorksCompany cannot guarantee,
and assumes no legal liability or responsibility for, the accuracy, currency or completeness of
the information.
The views expressed in the report are the views of the author, and do not represent the
official view of Switchfly.

Issued by IdeaWorksCompany.com LLC
Shorewood, Wisconsin, USA
www.IdeaWorksCompany.com

The free distribution of this report
is made possible through the sponsorship of Switchfly.

Seven Ways of Loyalty

IdeaWorksCompany.com LLC © 2016

Page 1

About Jay Sorensen, Writer of the Report
Jay Sorensen‘s research and reports have made him a
leading authority on frequent flier programs and the
ancillary revenue movement. He is a regular keynote
speaker at the annual MEGA Event, spoke at IATA
Passenger Services Symposiums in Abu Dhabi and
Singapore, and has testified to the US Congress on
ancillary revenue issues. His published works are relied
upon by airline executives throughout the world and
include first-ever guides on the topics of ancillary
revenue and loyalty marketing. He was acknowledged
by his peers when he received the Airline Industry
Achievement Award at the MEGA Event in 2011.
Mr. Sorensen is a veteran management professional
with 30 years experience in product, partnership, and
Jay, with sons Anton and Aleksei, on
marketing development. As president of the
the North Fork Trail in North Cascades
IdeaWorksCompany consulting firm, he has enhanced
National Park in Washington.
the generation of airline revenue, started loyalty
programs and co-branded credit cards, developed products in the service sector, and helped
start airlines and other travel companies. His career includes 13 years at Midwest Airlines
where he was responsible for marketing, sales, customer service, product development,
operations, planning, financial analysis and budgeting. His favorite activities are hiking,
exploring and camping in US national parks with his family.
About Eric Lucas, Editor of the Report
Eric Lucas is an international travel, natural history and business
writer and editor whose work appears in Michelin travel guides,
Alaska Airlines Magazine, Westways Magazine and numerous other
publications. Founding editor of Midwest Airlines Magazine, he is
the author of eight books, including the 2013 Michelin Alaska
guide. Eric has followed and written about the travel industry for
more than 25 years. He lives in Seattle, Washington, where he
grows organic garlic and heirloom corn; visit him online at
TrailNot4Sissies.com.
Eric, at his favorite summer retreat, Steens Mountain, Oregon.

Seven Ways of Loyalty

IdeaWorksCompany.com LLC © 2016

Page 2

Seven Ways of Loyalty

IdeaWorksCompany.com LLC © 2016

Page 3

How Do I Reward Thee?
Let Me Count the Ways Dear Traveler
Your local shopkeeper lives loyalty every day
Meet Arkady, my automobile mechanic. He’s the smiling Latvian-Russian-American guy
pictured on this page. Along with his wife Anna, they operate a successful auto repair
business near my home. He doesn’t realize it, but he’s part of an unconnected network of
local service providers and shopkeepers who keep the business of Jay Sorensen & Family
running smoothly. There’s also Eli my hardware store guy, Jean at the grocery store, Jason
the banker, and Joe my very Italian barber. I’m fiercely loyal to this bunch and will happily
endorse and recommend their excellent service and products to friends and family.
My loyalty didn’t happen overnight and was only earned after
years of consistent service and the delivery of good value.
There have been bumps along the way, but any problems
were solved with an apology, replacement, or refund. They
know me by name and greet me like a friend and valued
customer when I walk into their premises. My loyalty has
been earned through the timeless bond of a simple customer
– merchant relationship.
This type of interaction is the envy of corporate marketers all
over the world. Duplicating the adhesive qualities of this
“glue” is difficult for big companies to achieve. It’s especially
difficult for travel empires consisting of thousands of daily
One of the simple pleasures of life
flights, hundreds of hotels, or fleets of rental cars. However, is to have a mechanic who is
honest, wise, and economical.
these companies can seek their own style of hometown
loyalty to compete for the hearts and wallets of consumers. This is where the many
methods of loyalty programs can help. This report describes the loyalty choices available
such as coalition programs, subscription plans, and credit-card based rewards.
Airlines, hotel chains, car rental companies and other travel providers can match the
strength of the merchant-based loyalty described above by delivering service, value,
recognition and rewards. The sequence described here is not accidental and is very
important. The delivery of good service and value are pre-conditions for sustaining loyalty.
No matter how wonderful the frequent flier program, it can’t overcome the obstacles of
late flights, broken equipment, and rude flight attendants. The advantage travel service
providers have is a global reach and alluring inventory that local vendors do not have ─ trips
to tropical beaches, or exciting European cities.
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It all began with traditional frequent flier programs
American Airlines is credited with introducing the first frequent flier program in 1981.1 This
invited an almost immediate response by United Airlines and Delta Air Lines, both of which
quickly introduced competing programs. The rest of the world took a bit longer. For
example, KLM’s program began in 19912 and programs for Lufthansa3 and Japan Airlines4
followed later in 1993. The core benefit introduced by these carriers remains remarkably
unchanged nearly 35 years later. Members accrue miles by paying for tickets and redeem
accumulated miles for reward travel.
Today, airlines all over the world ─ from small to large ─ have embraced frequent flier
programs, but holdouts remain. Low cost carriers seem to be among the last to seek the
opportunities provided by a traditional frequent flier program. Ryanair’s disdain is readily
known; the carrier’s 2008 annual report described “frequent flyer clubs” as a service not
really wanted by its customers. Other carriers avoiding a traditional solution include
Allegiant, easyJet, Jet2.com, Lion Air, Monarch, Volaris, and Wizz Air. Some of these airlines
now operate other types of loyalty platforms such as co-branded credit cards and annual
subscription products. But the true workhorse for the world’s airlines is the traditional
model which had its humble beginning in 1981.
Even though they are labeled as traditional, these frequent flier programs have undergone
significant change. Elite structures, designed to identify the most frequent and highest
revenue-producing travelers, are now standard among major airlines. Co-branded credit
cards forever tilted the economics of FFPs in credit-oriented economies such as Australia,
Canada, the United Kingdom, and the US. Reward charts have expanded to feature hotel
accommodations, car hire, and catalogs of consumer goods. Programs have been launched
to benefit small businesses instead of individuals. The latest development is the change in
mileage accrual, with some airlines abandoning the distance-based method.
American Airlines recently completed the troika of global airlines switching to revenuebased accrual. Effective during the second half of 2016, AAdvantage accrual will be
determined by spending (base fare plus carrier-imposed fees) and elite level status.5 As
shown in the table below, the changes announced by American are very similar to the
revenue-based accrual ratios already implemented by United and Delta.
Mileage Accrual by Status Level – US Global Airlines
Miles per US$ Spent

5x

7x

8x

9x

11x

American
AAdvantage

Regular

Gold

Platinum

n/a

Executive
Platinum

Delta SkyMiles

Regular

Silver

Gold

Platinum

Diamond

United MileagePlus

Regular

Silver

Gold

Platinum

Premier 1K

Source: Review of airline websites January 2016

1

“15 Greatest Financial Innovations of the 20th Century” article dated June 2011 at Kiplingers.com.
Milestones in KLM’s History page viewed January 2016 at KLM.com.
3
Miles & More partner page for Lufthansa reviewed January 2016 at Miles-and-More.com.
4
History of JAL page reviewed January 2016 at JAL.com.
5
“American Airlines Introduces the 2016 AAdvantage Program” press release dated 17 November 2015.
2
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Delta was the first to drop distance-based accrual on 01 January 2015.6 United followed a
few months later on 01 March 2015.7 However, the changeover has not been clean and
complete; travel on partner airlines continues to accrue using the former mileage-based
system. Based upon 2014 results, this group of three carried more than 500 million
passengers, or about 15% of global passenger traffic per IATA projections. It’s a meaningful
amount of business, and when combined with links to global airline alliances, it’s easy to
imagine how this change will eventually alter how miles and kilometers are accrued in other
programs.
The new math is changing how traditional frequent flier programs reward members. For
example, a regular American AAdvantage member receiving 3,490 miles today for a $221
roundtrip air fare between Chicago and Los Angeles will earn 1,105 miles for the same trip
in the latter half of 2016. The change is far more dramatic when higher fares and top-elite
status are considered. There are roundtrips that can accumulate the maximum allowed
limit of 75,000 miles. A single long haul roundtrip taken in business class by an elite member
can deliver the reward of three US domestic roundtrips at 25,000 miles each. High yield
premium class passengers benefit tremendously from revenue-based accrual; low yield
leisure passengers accrue far fewer miles.

United and Delta make it easy to calculate miles earned under the new method with online calculators.

Make no mistake, the business of airline loyalty dramatically changed with Delta’s
announcement and the eventual match by United and American. But change has been
occurring throughout the history of loyalty marketing as airlines replaced traditional FFPs
with alternative programs or added new products designed to support loyalty while adding
the benefit of ancillary revenue.
Loyalty is increased through a wide array of solutions
To be exact, IdeaWorksCompany identifies six additional loyalty platforms beyond a
traditional FFP: 1) Coalition program, 2) Franchise program, 3) Standalone co-branded
credit card, 4) Subscription plans, 5) Partner in a host program, and 6) Recognition-only
program. The following pages of this report introduce each of these. Some may operate as
replacements for a traditional FFP and others work to increase the loyalty of customers
through a combination of rewards and recognition. Let’s begin with coalition programs.
6

“The SkyMiles Program” page at Delta.com reviewed January 2016.
“United Airlines Unveils Changes to 2015 MileagePlus Program” press release dated 10 June 2014 at
United.com.
7
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1. Coalition Programs

Description

Independently owned (or controlled) program with members allowed to accrue
and redeem points with participating companies. The airline participates as a
program partner and quite often is the primary choice among members for
rewards. Partners include the entire spectrum of consumer brands such as
grocers, retailers, and credit cards.

Benefits
for Airlines

 Spin off from airline often yields a multi-million-dollar lump sum payment
from new investors.
 Membership appeal is broader than that of airline consumers.
 Creativity can flourish as organization enjoys freedom from airline control.

Disadvantages
for Airlines

 Management control of a crucial asset is reduced through loss of ownership.
 Revenues will likely drop as primary benefit for the sale of miles/points passes
to the new entity.

 Aeroplan (Air Canada)
Examples
 Multiplus (TAM)
(Primary Airline)
 PINS (airBaltic)

The grandfather of these programs is Aeroplan, which now operates as a wholly-owned unit
of AIMIA. Back in 2005, Air Canada began the process of selling its FFP to external
investors. The initial sale realized C$250 million for a 12.5% share of the company.8 The
remaining shares were sold by 2008 and full ownership passed to the publicly-held Groupe
Aeroplan (now called AIMIA).9 Transfer of ownership shares has also occurred for
Multiplus associated with TAM and the SMILES program owned by GOL.
The relationships are governed by agreements between the airline and coalition program.
For example, Air Canada agrees to purchase points from Aeroplan, and the coalition
program agrees to purchase air travel rewards from Air Canada. Air Canada paid more
than C$240 ($176) million in 2014 to AIMIA for the points accrued by Aeroplan members
who took flights on the airline.10 In return, Air Canada (including travel on Star Alliance
partners) sold air travel rewards for a cost in excess of C$658 ($476) million for 2014.11
These statistics suggest an overall positive net result for Air Canada of approximately
C$418 ($300) million. Air Canada continues to benefit very favorably in this relationship as
AIMIA’s largest redemption partner.
The airline retains responsibility for the ever-so-crucial elite recognition component of the
program. Air Canada Altitude, as a recognition-only program (see later description), is
designed to provide the carrier’s most frequent fliers all the usual perks such as extra leg
room seating, lounge access, and cabin upgrades. It’s a very robust array of five elite levels
from “Prestige 25K” to “Super Elite 100K.” Aeroplan operates its own elite tier program
called Distinction, which allows members to qualify on overall accrual by spending with the
program’s partners of 150 brands in the financial, retail, and travel sectors.12
8

“Aeroplan Income Trust units priced at $10” article dated 22 June 2005 at CBC.ca.
“Groupe Aeroplan Annual Information Form for the year ended 31 December 2008 (page 11).
10
Air Canada represented 9% of gross billings for AIMIA during 2014, which totaled C$2,686.6 million (AIMIA
Annual Report for 2014).
11
Air Canada represented 41% of cost of rewards and direct costs for AIMIA during 2014, which totaled
C$1,606.1 million (AIMIA Annual Report for 2014).
12
“Our Businesses” page at AIMIA.com reviewed January 2016.
9
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The engagement of general consumers is the big advantage offered by coalition programs
and is accomplished by enlisting top retail brands, such as Esso petrol stations (1,800
locations across Canada), Uniprix pharmacies (200+ locations across Canada), and Home
Hardware (1,000+ stores across Canada). However, Aeroplan does lack brick-and-mortar
retailers in three crucial areas: grocery stores, consumer electronics, and mainline
merchandisers such as Walmart or Sears. To be most effective, coalition programs seek
daily consumer involvement through accrual or redemption activities.
It should be no surprise that coalition programs seek to serve their investors first, and this
may occur at the expense of their primary airline partners. AIMIA disclosed the EBITDA
margin attributed to its Aeroplan unit was an exceptional 15.5 percent for 2014.13
Franchise programs also operate with a dedication to financial responsibility, but exist
primarily to serve the needs of signature partner brands. The best examples of these
programs are provided by global hotel companies such as IHG, Hilton, and Marriott.
2. Franchise Programs

Description

Franchise operated and owned loyalty program designed to serve branded
locations. These programs, typically operated by hotel companies and car hire
brands, are included as a component of franchise relationships. Participating
locations pay for points accrued through member purchases. The program
purchases rewards from these locations as redemptions occur.

 Represents an asset for the hotel company or car hire brand.
Benefits
 Makes brand more attractive for franchisees.
for the Program
 Transactional nature of relationships forces financial discipline.
 Capital structure may prevent its use as a profit center for the franchisor.
Disadvantages
 Franchise locations have large influence in program operation (and can even
for the Program
opt out); this democratic approach can hinder program responsiveness.
Examples
 IHG Rewards Club (InterContinental Hotels Group)
(Primary Partner)  Hilton HHonors (Hilton Worldwide)

Hotel loyalty programs have always operated with a financial discipline that has eluded
frequent flier programs. That’s because a hotel company, such as InterContinental Hotels
Group (IHG), has franchise locations in addition to those which are owned or operated.
For example, more than 84 percent of IHG’s locations are governed by franchise
agreements. These locations are independent of direct corporate control, but do commit
to operate within the procedures established by the hotel brand.
If franchisees join the program, operating procedures dictate how franchisees participate in
the loyalty program with pricing established for point accrual and reward redemption.
When a member pays for a room, the points accumulated for that stay are charged by the
franchisor to the hotel location. Likewise, when a member redeems points for a reward
stay, the hotel receives reimbursement from the loyalty program. These programs often
have another layer of complexity and are unique in the world of loyalty marketing.
Revenues and expenses might be paid through a restricted fund which is designed to benefit
hotel properties.
13

AIMIA Q4 2014 Highlights Investor Presentation dated 27 February 2015 at Aimia.com.
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IHG has a System Fund which pays for marketing, a global reservation system, and the IHG
Rewards Club program. Revenue for the Fund is provided by marketing assessments
charged to hotels and the sale of IHG Reward Club points. IHG disclosed the assessment
charged to hotels for the IHG Rewards Club is approximately 4.75 percent of the room
revenue associated with member stays.14
Disbursements from the Fund related to the loyalty program include the purchase of
reward nights from hotels, other reward expenses such as frequent flier miles and
merchandise, and operation of the loyalty
program. The operation of the System Fund
does not result in a profit or loss for the
Group; revenue and expenses are intended to
equalize over the course of time.
Airlines could learn from the disciplined nature
of how these programs account for reward
redemption. Frequent flier programs typically
use cashless methods which assign a near-zero
expense for air travel rewards. If plenty of
seats are available, the member is allowed to
book a reward and the program incurs little
cost. Members are well aware of what happens
when the supply of reward seats is limited.

IHG Rewards Club cards are held by more than
90 million members worldwide who generate 40%
of IHG's hotel bookings (Investor Presentation
dated October 2015).

Hotel loyalty programs usually operate on a two-tier redemption model. When the hotel is
90 percent full, the loyalty program pays 90 percent of the rack rate for a reward room.
This generosity encourages hotel locations to accept reward bookings and permits the
programs to claim “no blackout dates for reward nights.” When occupancy is below 90
percent, the hotel will be reimbursed a nominal amount to compensate for the expense of
an occupied room. For example, this might be $25 for a Holiday Inn Express and includes
the expenses associated with housekeeping, laundry, electricity, and room amenities.
These programs do share similarities with airlines in terms of co-branded credit card
success. IHG generated revenue of $196 million for its System Fund during 2014 from the
sale of points to partners such as Chase Bank.15 This revenue ultimately benefitted hotel
locations because it contributed marketing dollars to the Fund balance. Hilton Worldwide
realized even more revenue from the sale of HHonors points associated with its co-branded
credit cards. In October 2013, Hilton sold HHonors points to American Express for $400
million and to Citibank for $250 million.16
These co-branded credit cards operate the same as their airline industry brethren.
Members accrue points or miles for card purchases which are deposited to their loyalty
account. But these cards can also operate as standalone loyalty platforms without being
connected to a frequent flier or guest program. This can offer a simple and profitable path
for loyalty in markets which embrace the use of consumer credit.

14

Investor Presentation October 2015, InterContinental Hotels Group (slide 21).
Annual Report and Form 20-F 2014, InterContinental Hotels Group.
16
2014 Annual Report, Hilton Worldwide, consolidated financial statement note #14.
15
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3. Standalone Co-Branded Credit Card
Description

Co-branded credit cards can operate independently of a frequent flier program.
Cardholders accrue points based upon purchases and redeem points for cashback, airline travel, and other rewards. Airline purchases can accrue bonus
points based upon the agreement negotiated with the issuing bank.

Benefits
for Airlines

 Can represent a turnkey solution for airlines wishing to avoid the
administrative burden and expense of a frequent flier program.
 Easier to implement than a frequent flier program.

Disadvantages
for Airlines
Examples

 Consumer participation limited to those who are credit worthy.
 Loyalty benefit restricted to purchases made with the credit card; frequent
flier programs are not limited to this condition.
 Jetstar MasterCard
 Volaris Invex Visa
 Wizz Air MasterCard

Many of the world’s frequent flier programs include the mileage-boosting option of a cobranded credit card. Within some markets, such as the United States, co-branded cards
generate billions in ancillary revenue. In addition to mileage accrual, co-branded cards
associated with American, United, and Delta provide cardholder benefits such as a free
checked bag and priority boarding. Some airlines have applied these features to offer
standalone co-branded cards as substitutes for a frequent flier program.
The Jetstar MasterCard allows cardholders to choose Jetstar Dollars or Qantas Points as a
reward benefit. Those opting for Qantas Points effectively participate as members of the
Qantas Frequent Flyer Program. Cardholders who choose Jetstar Dollars are not enrolled
in the FFP and accrue one Jetstar Dollar for every A$100 ($73) spent on eligible purchases
or with the Platinum card, one Jetstar Dollar for every A$50 ($36). These are distributed
via email as A$100 vouchers or A$200 ($146) vouchers for Platinum cardholders. The
amount may be spent online or through the call center for Jetstar flights and holiday
products. Additional cardholder benefits include a waiver of the call center and website
booking fee and 10 percent savings off select onboard food and drinks purchases. The
annual fee is A$59 ($43) or A$149 ($109) for the platinum card which offers additional
benefits.
Wizz Air has co-branded cards available for consumers in Hungary, Poland, and Romania.
Each is issued by a different bank and the offers have wisely been kept consistent.
Cardholders accrue points for purchases with bonus points received for buying travel at
WizzAir.com. Point redemption is limited to travel credit on Wizz Air, which efficiently
keeps cardholders loyal to the airline and its website. But wait, there’s more . . .
cardholders also receive complimentary access to the Wizz Discount Club, which normally
costs €29.99 ($33) for the standard 12-month subscription.
Beyond enhancing loyalty, co-branded card cards also generate ancillary revenue for airlines.
Credit cards generate revenue from annual fees, transaction-related charges, and the
interchange fees that are largely funded by merchants. Airlines can negotiate a share of
these fees with the bank issuing the card. The negotiating leverage of the airline is increased
when it can offer cardholder perks such as a la carte fee waivers, onboard savings, or fare
discounts.
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The regulation of interchange fees in some areas of the world has placed these programs
under financial pressure. Europe and Australia are notable examples in this regard, and
similar regulations have existed in the US for debit cards since 2011.17 Interchange fees in
Europe underwent a significant reduction in 2015 which minimized the amount banks can
share with airline partners. The interchange fees for consumer credit cards are capped at
0.3% within Europe; the fees were once 1.5% for some transactions.18 Lufthansa has already
halved the mileage accrual for consumer cards in Germany.
Lufthansa’s consumer co-branded cards now earn one mile for every €2 charged versus the
earlier ratio of one mile per euro charged.19 That’s a significant decrease of value returned
to cardholders. If regulatory scrutiny of interchange fees occurs in more regions of the
world, then co-branded cards would become less attractive to consumers and less effective
generators of ancillary revenue and loyalty.
While co-branded cards are being challenged, airlines are identifying an unlikely source of
loyalty that has consumers paying in advance for a year’s worth of benefits.
4. Subscription Plans
Description

Consumers prepay for access to defined benefits and/or discounts for a fixed
period of time, which typically is a 12-month period.

Benefits
for Airlines

 Loyalty is very strong because consumers make an upfront cash investment;
their per-trip cost is only reduced when they buy more tickets.
 Cash flow is increased by the funds received from subscription payments.
 Encourages consumers to book through the carrier’s website.

Disadvantages
for Airlines

 Consumers are reluctant to prepay for a year of benefits unless the value
proposition is very strong.
 Systems must be developed to integrate the benefits and/or discounts within
the booking path and for customer service delivery.

Examples

 Airberlin topbonus Service Card
 Volaris VClub

Subscription plans consist of two categories: fare discounts or prepaid services. Both
require the customer to purchase a subscription with the usual term being 12 months.
Many regard these programs as providing the highest level of loyalty due to the financial
commitment made by the consumer. The same could apply to co-branded credit cards that
don’t waive annual card fees. By comparison, frequent flier programs don’t require an
upfront payment and provide rewards after travel is purchased.
Airberlin charges €119 ($129) for the 12 months of benefits provided by its Service Card.
Features include: additional free baggage allowance or sports baggage; assigned seating with
reduced fees for extra leg room seats; and evening-before-departure baggage check-in.
Additional fees normally apply for these services but are waived for cardholders. After
buying the card, it’s easy to imagine which airline becomes the cardholder’s first choice.

17

Press release dated 29 June 2011by the Board of Governors of the Federal Reserve System.
“Plastic cards fees cap will hit cashback and reward schemes” article dated 02 December 2015 at
Independent.co.uk.
19
Miles & More website queried December 2015.
18

Seven Ways of Loyalty

IdeaWorksCompany.com LLC © 2016

Page 11

Volaris Airlines, an LCC in Mexico, sells V-Club membership for $49 (or 499 pesos) which
promises access to best available fares. Volaris has done very well with its club. Revenue
from the subscriptions, which also include a 6-person group plan, provided $3.5 million for
the airline in 2014.20 There were 108,000 V-Club members at the end of 2014, which more
than doubled 2013 membership. There is an average of 2.5 travelers enrolled per club
membership.21 The
airline uniquely offers a
$499 plan for small and
medium-sized
enterprises. V-Club
routinely delivers 10%
off the base fare, a lowseason discount of 20%,
and one-day advance
access to fare sales.22
Every booking at Volaris.com provides a reminder of the savings offered by the VClub program by displaying the club fare next to the regular price.

Three subscription
products are also offered by United Airlines for checked baggage, extra leg room seating,
and airport lounge access. These require a significant cash outlay, such as $499 for a 12month subscription for Economy Plus seating, which offers up to 5 inches more legroom.
Subscription programs are relatively easy to implement because they typically involve
existing products and don’t incur capital costs for new equipment or facilities.
Another loyalty platform that requires minimal investment is to borrow the frequent flier
program of another airline.
5. Partner in a Host Program
Description

The airline does not operate a frequent flier program but participates as a
partner in a frequent flier program operated by another airline.

Benefits
for Airlines

 Provides access to an established program, to include its reward network,
without the administrative burden (and expense) of operating a program.
 Easy to define and manage the financial implications of frequent flier benefits.

Disadvantages
for Airlines

 It’s not “your program” with design and operations controlled by others.
 Negotiating leverage is limited and fees may increase for programs operated
as profit centers.
 The member database is largely controlled by the host program.

Examples

 LOT Polish participation in Lufthansa Miles & More.
 Jetstar participation in Qantas Frequent Flyer.

LOT Polish does not operate a frequent flier program and has chosen to participate in
Lufthansa Miles & More. There are a multitude of examples in which airlines are partners in
other programs, while operating their own. But the list of airlines that completely rely on a
host program is far smaller. Lufthansa does not own LOT Polish, which makes the
relationship unique.
20

CarTrawler Yearbook of Ancillary Revenue by IdeaWorksCompany, September 2015.
Volaris January 2014 presentation at the Banco Santander - 19th Annual Latin American Conference.
22
Information provided by Volaris commercial department September 2015.
21
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There are also examples provided by wholly owned subsidiaries that participate in a host
program, such as Jetstar and the Qantas Frequent Flyer Program, Hong Kong Airlines and
Hainan’s Fortune Wings Club, and Transavia in Air France/KLM Flying Blue. In these cases,
the same parent owns the partner airline, the host airline, and the host program.
It’s a very seductive solution for airline executives to consider. Your airline can enjoy all the
features of an established frequent flier program without the headaches of operation.
Travelers have access to an array of reward destinations, accrual opportunities, and elite
perks. LOT Polish customers can qualify for elite status on the global network of the Star
Alliance. Airline managers know creating similar benefits for their airline might be
impossible and most certainly very expensive. Of course the trouble with this method is
exactly that . . . the host airline has tremendous leverage to charge whatever they want.
These relationships are similar to a coalition program with the partner airline paying fees to
the host program. This includes a price for the miles accrued by customers in the host
program. Typically this can be $0.006 per mile; Delta Air Lines disclosed in its 2011 Annual
Report it sold mileage credits to other airlines at a price of $0.0054 per mile. In addition,
the host airline will charge a flat annual marketing and administration fee which is
determined by the size of the partner airline and its attractiveness as a participant. Revenue
can flow back to the partner airline when reward travelers are carried.
This loyalty platform can be very effective when the marketing objectives of the partner
airline and host program nicely align and competitive issues are minimal. But the feeling of
warm cooperation can quickly pass if the host program boosts the fee structure, cuts back
on access to member communications, or if the host airline introduces competing flights.
The last loyalty method described in this report is recognition-only programs. These are
rare because reward and recognition are usually combined under a single program umbrella.
These programs recognize top travelers while leaving the provision of rewards to another
program. Three existing examples are the programs associated with Air Canada, Cathay
Pacific, and Singapore Airlines. But the field will be expanded when easyJet launches its
Flight Club in early 2016.
6. Recognition-Only Program
Description

The airline does not directly provide rewards to customers; however it
recognizes its most frequent fliers through a program delivering special perks
and privileges.

Benefits
for Airlines

 Focuses efforts on top customers without the distraction of the reward
element of a frequent flier program.
 Can support a prestigious brand image through exclusivity.

Disadvantages
for Airlines

Examples

 Frequent flier programs are defined by their communication, recognition, and
reward qualities. This solution does not include the latter.
 The reward element often can’t be ignored and might be contracted to a
vendor at added expense.
 Cathay Pacific with its Marco Polo Club.
 Air Canada with its Altitude program.
 easyJet and its Flight Club in early 2016.
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Asia Miles is a full feature frequent flier program which offers a multitude of accrual and
reward options. The program operates as a wholly-owned subsidiary of Cathay Pacific.
However, it does not offer elite tiers for top-accruing travelers. Recognition of top fliers is
the responsibility of a sister program called Marco Polo. Similar to frequent flier programs
all over the world, Marco Polo offers Green, Silver, Gold, and Diamond levels. Cathay
Pacific’s oneworld alliance participation provides global recognition for Silver, Gold, and
Diamond members.
Cathay Pacific is making changes to the program effective 15 April 2016. Green is the entry
level tier with a US$100 (was US$50) fee charged for initial enrollment. The amount is
payable each renewal year if the member does not accrue 100 tier points. As an example,
100 points would be earned by taking four economy class medium haul flights. Green
members receive priority check-in and boarding, as well as dedicated call center support.
The fee is an intelligent feature because it helps defray administrative costs and limits
participation to consumers seeking a meaningful relationship with the airline. Travelers not
opting for Marco Polo membership may independently accrue miles through Asia Miles
membership.
EasyJet’s new Flight Club can also be defined as a recognition-only program but with a
notable distinction. The airline is not offering a reward program to complement the
recognition-only benefits. EasyJet will invite travelers who meet the minimum criteria of 20
flights during a 12-month period and/or minimum spending level (currently undefined).
Many of the final details of the program have not been disclosed yet and easyJet is probably
testing the waters with the announcement it made in November 2015.
This is a program which will probably grow in scope as the airline gains more loyalty
experience. Very wisely, easyJet conducted an 18-month trial involving 15,000 travelers to
test the concept.23 The following are the benefits anticipated for the 2016 launch:
 Free flight changes; no administration fees are charged.
 Free name changes; up to five name changes per year are allowed.
 Price promise: The airline promises passengers always get the best price fares from
easyJet. If on a rare occasion passengers find the same flight on easyjet.com at a lower
price, the airline will credit the price difference towards a next flight.
 Previews and special offers: Members will be the first to know what’s coming up so
they will receive exclusive previews of new routes and special offers
 Dedicated contact center team.
Hopefully the initial program will deliver more than has been announced, as the offer seems
skimpy. The “price promise” delivers a benefit that could sensibly apply to anyone buying a
ticket at easyJet.com. “Previews and special offers” has the feel of being a “filler offer” to
merely add another bullet point. There’s much more an airline can provide its best
customers and this offer neglects any service recognition at airports or onboard a flight.
But it’s a first effort and a unique offer within the realm of low cost carriers. One might
suggest the airline rely upon its a la carte roots by adopting the subscription model and
charge a fee to boost benefits even higher.

23

“easyJet launches Flight Club – revolutionary low fares airline loyalty scheme” press release dated 10
November 2015 at easyJet.com.
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Good service and value are pre-conditions for sustaining loyalty
The statement above appeared in the beginning of this report and it’s appropriate to repeat
the advice in the concluding section. There is evidence to suggest traditional frequent flier
programs have become less effective as the industry (and its customers) has aged. If true,
this requires airlines, hotels, and travel companies to consider boosting the core appeal of
their product by delivering better service, and most likely a more personalized experience.
Two surveys tell an interesting story about younger consumers. In a report issued by
Boxever, younger consumers were found to be less likely to be members of frequent flier
and frequent guest programs.24 According to a 500+ respondent survey, membership in
frequent flier programs among those aged 51 and older was 60 percent (60 percent for
hotel programs too). This drops to 43 percent for millennials (age 18 to 33) in frequent
flier programs and 38 percent for hotel programs. These survey results highlight the
importance of finding methods to engage a wide demographic range of consumers.
Perhaps younger consumers are simply averse to traditional frequent flier programs and
prefer the alternatives described in this report. The folks at LoyaltyOne asked 1,000+ retail
shoppers about willingness to join a fee-based program.25 Yes . . . a la carte meets loyalty
marketing, or as this report describes it, a “subscription plan.” 62 percent of shoppers
overall said they would consider joining a fee-based program if offered. Among millennials
(age 18 to 34) the response jumped significantly to more than 75 percent of shoppers.
Charging a fee ─ and providing even more perks ─ is a possibility.
Companies should consider a broader range of opportunities when creating loyalty
marketing solutions. Traditional loyalty programs are not disappearing any time soon. But
companies can erect a safety net below these programs by boosting service and building
personalization (and personality) into products and services. As described in this report,
alternative paths are also available. Some may require consumers to pay in advance for a
year of service. Younger consumers, and also consumers overall, have demonstrated a
willingness to pay cash in expectation of better service.
That’s the magic of the a la carte era in which we find ourselves. Reward and recognition
come in many different forms. It’s no longer limited to merely giving your product free-ofcharge to your best customers. That does remain an effective solution. Today’s marketers
have more options to consider, such as the coalition, franchise, co-branded, subscription,
host, and recognition-only programs described in this report.
Loyalty marketing isn’t disappearing, it’s simply evolving.

24

“Change is in the Air” report dated December 2015 available at Boxever.com.
“Hard-to-please millennials most open to joining fee-based loyalty programs” report dated 07 July 2015 at
Loyalty.com.
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