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Airlines make their money off reward miles

Industry can't profit
from passenger fares,
and loyalty programs

add to financial
instability

By SHELDON H. JACOBSON

ore than 900 million people
N / I fly commerecially in the U.S.

every year. More than 3.13
million people were screened at air-
port security checkpoints on Nov. 30
alone, arecord. Commercial aviation
contributed over $1.4 trillion to the
U.S. economy in 2024. Yet a deep dive
into the largest commercial airlines’
finances suggests a self-inflicted
instability that has the potential to
threaten their operations and create a
rupture in the nation’s commercial
airline infrastructure.

The concern is that airlines are
unable to turn a profit on their air
travel services. All the major carriers
lost money transporting passengers in
2024. So how do these companies
continue to operate?

Their profit centers are the loyalty
programs that they offer consumers.
This compensates for their opera-
tional losses and keeps their balance
sheets in the black.

Airline miles have become an
alternative currency. Airlines sell
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In this file photo, a traveler uses a Delta Air Lines credit card to buy an
airline ticket at Hollywood Burbank Airport in Burbank, Calif. Contrib-
utor Sheldon H. Jacobson writes that airlines now make more money

from rewards programs than from moving passengers.

these miles (receiving as much as 1.5
cents per mile) to credit card compa-
nies who then use them to reward
their customers for purchases. The
cost of the miles is buried by credit
card companies, so that consumers
feel like they are getting something
for nothing.

When airlines sell their miles, they
are effectively taking on debt in the
form of air travel owed. These airline-
mile sales generate immediate cash

flow, while adding a long-term liabili-
ty to their balance sheet.

For example, in 2024, Delta Air
Lines reported $6 billion of operating
income on operating revenue of $61.6
billion. However, when the liability of
services owed with their SkyMiles
loyalty program is added to their
balance sheet, Delta actually had a
$14 billion operating loss.

They are not alone. All the major
airlines are in a similar situation, with

Southwest Airlines and American
Airlines having the largest operating
losses.

Loyalty programs can be seen as a
type of Ponzi scheme, whereby people
accumulate miles with the hope of

going away anytime soon. In fact,
loyalty programs continue to grow in
popularity across multiple sectors of
the economy. Hotel chains, car rental
companies, grocery store chains and
numerous retail outlets all use similar

using them for fu- loyalty models.
ture travel benefits. Airline loyalty Loyalty programs
However, for such are notaproblemin
benefits to continue programs are Not 444 ofthemselves. The
to be available, oth- going away issue of concern is how
ers must continue to . dependent airlines
flyand keep the anytime soon. have become on their
airline afloat. loyalty programs to
One benefit to In fact, loyalty generate cash flow. Any
airlines is that many programs changes to the status
of these obligations . uo, including the IRS
will never cogme due. continue to grow ?indingwaysg)ta.x
Many travelers fail to in popularity miles, or consumers
redeem their reward . becoming disenchant-
miles. across multiple ed with the benefits
Another benefitis sectors of the that they find increas-
that such debt does ingly difficult to use,
not require interest economy. could undermine the
payments. In fact, if financial structure that
airlines devalue miles by increasing the airlines rely upon.

the number of miles required for free
tickets or other awards, effectively
creating reward inflation, this reduces
an airline’s future mile liability, as
United recently did with their Close-
in Saver Awards. American Airlines
went one step further by no longer
awarding miles for those who pur-
chase their most discounted tickets.
Of course, if airlines go too far in this
direction, travelers may become un-
enthused with accumulating miles, or
opt to switch to another airline.
Airline loyalty programs are not

Unless something changes, the
loyalty program bubble will eventu-
ally burst, with consumers left hold-
ing more miles with fewer benefits.
This will require a rethink of how
airlines retain customers, and how
they maintain cash flow to keep their
airplanes in the sky.

Sheldon H. Jacobson is a computer
science professor in the Grainger
College of Engineering at the Uni-
versity of Illinois Urbana-Cham-
paign.
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