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Airline Credit Cards Are Soaring, But The Ride May Get Bump

October 2008

irlines, as any regular
traveler knows, are re-
ducing passenger serv-
ices and perks to
survive the bumpy eco-
nomic skies they must navigate these
days. Free drinks are disappearing.
Fees are assessed for pillows and
blankets. Routes are being reduced,
leaving some towns without com-
mercial air service. More-stringent
rules are making it tougher to earn
free flights through loyalty programs.

But one item the airlines have no
intention of eliminating is the co-
branded credit card they offer with
banks and other issuers.

“They're still making a lot of mon-
ey,” RogerWilliams, managing partner
of Airline Information, says of the co-
branded airline cards. “Everyone
makes money.” U.S.-based Airline In-
formation offers management consul-
tation, publications and conferences
to the airline industry.

Airlines are making money be-
cause the issuers are paying them “at
avery good rate” for every mile card-
holders earn, Williams says.

Airlines can get from issuers 0.3%
to 0.8% back for every dollar spent
with a cobranded card, says Ralph Be-
jar, CEO of Airsavings SA, a France-
based consultancy, noting issuers
may gain access to airlines’ databases
for marketing purposes. The cards
also build up and strengthen cus-
tomer loyalty for both the airline and
the card issuer, he says.

For some airlines, 1% to 2% of
their overall annual sales come from
cobranded card revenues, according
to Bejar. “Obviously, a cobranded card
is bringing them a lot of ancillary
revenue,” he says.

That is true, acknowledges Mark
Sullivan, managing director of loyalty
marketing at Continental Airlines,
which partners with JPMorgan Chase
& Co. on cobranded cards. “We get
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double-digit growth every year. All the
airlines, I'm sure, enjoy good, profitable
credit card portfolios,” Sullivan says.

This summer, Continental and
Chaserenewed their card-cobranding
agreement. The airline offers different
cards with Chase to different sets of
customers, from the high-end Presi-
dential Plus, which includes “elite ac-
cess” to the airport and first seating on
flights, to a lower-end card with a
lower customer fee.

Yet despite the huge revenue po-
tential and boost in customer loyalty,
all is not smooth-flying in the co-
branded card domain for the airlines.

Some airline card-program execu-
tives see tough competition from
companies such Capital One Financial
Corp., which offers cards with perks
that enable users to get discounts or
rewards on all airlines. Other credit
card providers have cobranded card
arrangements with more than one air-
line or offer rewards for flights even
whennot in a cobrand relationship.

At the same time, some airlines
are unhappy having to pay providers
typical merchant fees on their own co-
branded cards, and they are begin-
ning to look at alternative payment
methods, including debit cards, auto-
mated clearinghouse transactions and
services such as PayPal.
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