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US CARRIERS INCLUDED 
AND METHODOLOGY

All United States value carriers and network carriers are included in this analysis.1

Our set of value carriers (low-cost):

1. Allegiant

2. Frontier

3. JetBlue

4. Southwest

5. Spirit

Our set of network carriers:

6. Alaska/Virgin America

7. American

8. Delta

9. Hawaiian

10. United

We have divided airlines into two broad groups – network carriers and value carriers –  

recognizing that each group includes airlines with a range of business models. Over the past 

several years, the ability to divide US airlines into two categories has become increasingly 

difficult. The lines that once divided US carriers are blurring because of structural changes 

within both groups.

Differences in unit revenue on domestic segments again narrowed during 2017 between 

the two groups, while differences in unit cost on domestic segments remained near recent 

lows. Value carriers continue to add international service, especially to Latin America and the 

Caribbean, as they expand and diversify their service to compete against network and value 

counterparts with a shorter haul, near-international value proposition.

The convergence of financial and operational differences will eventually force the industry 

to redefine air carrier groupings. An argument could be made that the industry is moving 

towards a three-way split among airlines today: ultra low-cost (Spirit, Allegiant, and 

Frontier); traditional network (Delta, American, and United); and a third group that straddles 

the other two (Southwest, Alaska/Virgin America, JetBlue, and Hawaiian). However, we 

believe our traditional groupings remain valid for the current analysis.

1 The primary category excluded is regional carriers, which provide most of their capacity under capacity purchase agreements (CPAs). 
Regional carriers operated about 12 percent of domestic available seat miles (ASMs) in 2017 and have different expense payment 
arrangements in the CPAs with their mainline partners. The number of expense categories paid directly by mainlines and not appearing 
in the regional carriers’ costs has increased over time. Fuel and aircraft ownership were among the first to be directly paid in some CPAs; 
more recently some mainlines have taken over payment for ground handling and engine maintenance. As a result, comparing total 
CASM across regional carriers and aircraft may be misleading.
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The report has combined data for merged airlines including American/US Airways, 

Southwest/AirTran, Delta/Northwest, and United/Continental. This year, our report 

combines data for the merged Alaska/Virgin America airline. This report focuses largely on 

US carriers based on the reported regulatory data available. In the World Capacity section, 

we have provided expanded sections by geographic region.

A substantial part of our financial analysis is based on US Department of Transportation 

Form 41 data. This data includes transport-related revenue/expense. The transport category 

mainly comprises revenue and expense attributable to regional partner operations and 

codeshares. This report attempts to closely compare the operating airlines in the United 

States and, therefore, excludes transport-related categories from the revenue and cost 

sections. However, recognizing that a substantial portion of network carriers’ business 

design is based on regional partner feed and codeshare participation, the Profit section of 

this report includes the Form 41 Transports category.

Throughout the report, we refer to the non-standard terms RASMxT and CASMxT. The “xT” 

portion of the term indicates that we have eliminated the transport-related revenue or 

expense referenced above.

Lastly, totals between charts and text throughout the report may have slight variances due 

to rounding.
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EXECUTIVE SUMMARY

After 17 straight profitable quarters, airlines based in the United States can be expected 

to keep the winning streak going in 2018 and beyond. Even as the industry’s two largest 

operating costs – fuel and labor – edge up, a combination of persistent demand for air travel 

that’s outpacing the overall economic growth and newfound discipline on adding capacity is 

keeping network and value carriers in the black.

A return to growth in passenger yield – the measure of the average fare paid per mile 

per passenger – is an example of the industry’s enduring strength. After years in decline, 

year-over-year yield rose 2.3 percent in second quarter 2017, driven primarily by network 

carriers’ capacity restraint. Passenger yield fell 13.4 percent from 2014 through 2016, hitting 

a year-over-year quarterly low in third quarter 2016 of 13.4 cents. The systemwide yield by 

second quarter 2017 was 13.9 cents.

In fact, in 2017 yield became the second biggest contributor, after new capacity, to revenue 

gains for US airlines – particularly for the network carriers’ domestic operations. For those 

players, the key to staying profitable has been resisting competitive pressures to add 

capacity. While many value airlines still make their money and gain market share by adding 

routes and expanding available seat miles (ASM), their network rivals have learned that 

following them down that path leads to lower unit revenue.

As a result, a cultural gap has developed between network airlines and some of the more 

aggressive value players, based on the strikingly different ways the two operate and yet 

remain profitable in the face of rising operating costs. Straddling that great divide are 

carriers like Southwest and JetBlue, which judiciously add capacity while keeping an eagle 

eye on yield.

Higher yield contributed $760 million of the total $2.4 billion in new revenue enjoyed by 

network and value airlines in second quarter 2017, based on Oliver Wyman calculations. 

Network carriers increased revenue based on yield by $634 million; value airlines, on the 

other hand, added only $126 million because of higher yield.

Of course, the biggest contributor to second quarter 2017’s new revenue was added 

capacity, the name of the game for most US value carriers. By increasing their numbers of 

seats and routes, the value players grew revenue by $531 million, or close to $7 of every 

$10 of their total $736 million revenue gain. Network airlines added $609 million, or 

53 percent of their $1.15 billion above-the-line growth. The other major contributors were 

load factor, fees, and cargo.
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Both value and network carriers remained profitable in 2017, with value airlines achieving 

operating margins that exceeded 20 percent in the second quarter. But there’s no doubt that 

rising costs from higher fuel prices and new labor contracts are slowing the momentum. 

Reversing a multiyear trend of decline, unit costs rose 5.4 percent in second quarter 

2017 – 6.1 percent for network players and 4.5 percent for the value contingent.

Even so, the recent resilience of US airlines is an impressive reversal of fortune after their 

cumulative performance from 2000 through 2014, when they lost $29 billion. While profits 

declined somewhat in 2016 and 2017, it was only in comparison with 2015, the most 

profitable year in the industry’s history.

One key strategy for network carriers: collectively keeping total capacity growth for 

domestic and international routes at or below the expansion rate for gross domestic product 

(GDP) in the United States – despite the fact that demand for air travel has been increasing 

faster than GDP at home and around the world.

In second quarter 2017, US GDP grew 3.1 percent, while network domestic capacity 

expanded 2.4 percent year-over-year, and international capacity, three percent. Delta, for 

instance, increased domestic ASMs only 0.7 percent and reduced international capacity. 

The decision to limit capacity meant that passenger yield rose, particularly for domestic 

travel, where the most capacity restraint was demonstrated. The airlines’ ability to increase 

yield could help offset rising costs in the future.

Value carriers also profited from higher yield internationally, despite decisions to expand 

capacity, particularly in Caribbean and Latin American regions. In the year-over-year second-

quarter revenue gain, value players added $96 million based on yield – almost five times 

what network carriers achieved and three times what capacity growth contributed.

Overall, the quarterly year-over-year growth in capacity by US network and value carriers 

amounted to the largest since the 2007-2009 worldwide economic recession. In second 

quarter 2017, value airlines expanded domestic ASMs by 7.2 percent – more than double 

quarterly GDP growth – and by nine percent internationally, again higher than economic 

expansion in most regions.

The international capacity expansions are being done in response to pent-up demand for air 

travel, particularly in emerging markets like China. Worldwide, airlines added 7.3 percent 

more ASMs in 2017, again marking the largest percentage increase since the economic 

downturn. The growth equates to 1.7 million more departures per year.
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The real growth story for the industry has been and continues in Asia, and in particular 

China. Asia, excluding China, significantly exceeded worldwide growth rates, adding close 

to 72 percent more ASMs since 2008. China, where demand for air travel is expected to 

grow 8.3 percent in 2018, the number of ASMs has jumped close to 153 percent since 2008, 

a compound annual growth rate (CAGR) of 10 percent. That compares with a CAGR of 

5.8 percent for the rest of Asia and five percent globally.

Consequently, as we saw in Oliver Wyman’s Fleet Forecast for 2017-2027, much of the 

expansion in the global fleet is slated to occur in Asia. Other forecasted fast-growth areas 

around the globe include Latin America and Eastern Europe.

Even Brexit – the United Kingdom’s upcoming exit from the European Union – hasn’t seemed 

to deter the desire to travel so far. A comparison of the period leading up to and following 

the Brexit vote shows that the rolling 12-month total of passengers moving between the 

UK and the rest of the EU increased 34.6 percent since 2014. While some of this may be 

attributable to the decline in the value of the pound sterling, which made travel within 

Britain cheaper, the rest of the activity may reflect an attempt to take advantage of the last 

days when the EU and UK are under the same economic umbrella. From 2014 up to the June 

23, 2016 referendum, passengers between the UK and the EU increased 18.9 percent, or an 

average of 0.6 percent per month. Since the vote, the number of passengers has increased 

an additional 13.1 percent, or an average of 1.1 percent per month through October 2017.

The bottom line: The global outlook for air travel appears healthy, thanks to persistent 

demand, particularly in emerging markets. In the United States, the future looks more 

closely tied to the ability of the larger carriers to contain capacity growth.

Ultimately, the strategies for success vary substantially by region and type of carrier. For 

instance, it’s hard to gauge the fundamental strength of the US value carriers, especially the 

ultra low-cost ones, by the same metrics as their network counterparts or even larger value 

players like JetBlue and Southwest. While network and value airlines owe their success to 

the same set of factors – capacity, yield, load factor, ancillary fees, and cargo – the role each 

element plays differs dramatically across the industry, requiring airline executives to follow 

different strategies and priorities, depending on their airline and the region they serve.
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REVENUE

1. AIRLINE REVENUE VERSUS GDP

Driven largely by declining passenger yields, US airline revenue began to flatten and 

eventually decline beginning in mid-2014. The decline in passenger yield was partially 

precipitated by capacity increases, increased competition, and rapidly falling fuel costs. 

Lower fuel costs helped airlines maintain record profitability. The falloff in revenue became a 

concern in 2016, as the fuel market appeared to reach a floor and prices began to inch up.

Fortunately, by the first half of 2017, the industry was able to stop the decline and produce a 

small increase. Exhibit 1 depicts the relationship of US airline revenue to US gross domestic 

product (GDP). While airline revenue has been significantly less stable than US GDP over the 

past 15 years, it has managed to outpace it. Since 2003, US airline revenue has increased at 

a CAGR of 4.6 percent versus 3.8 percent for GDP.

Exhibit 1: US Airline Revenue and GDP, Q1 2003-Q2 2017
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Source: Planestats.com > Form 41 Financials > P 1.2 Income Statement

Beginning in mid-2014, airline revenue growth slowed to a mere 0.6 percent per year, 

including the slight uptick during the first half of 2017. During the same period, current GDP 

(not adjusted for inflation) grew 3.6 percent per year.
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Exhibit 2: Year-Over-Year Change in GDP

AS OF DECEMBER 31 REAL (INFLATION-ADJUSTED) CURRENT (NOT ADJUSTED)

2016 1.84% 3.38%

2015 2.02% 3.11%

2014 2.70% 4.33%

2013 2.66% 4.31%

2012 1.28% 3.24%

2011 1.68% 3.64%

2010 2.73% 4.56%

2009 -0.24% 0.11%

2008 -2.77% -0.92%

Source: US Bureau of Economic Analysis; Oliver Wyman Analysis

The past several years have indicated that positive revenue trends in the US remain 

dependent on overall capacity discipline that keeps ASM growth at or below GDP growth. 

From second quarter 2008 through second quarter 2013, US domestic capacity decreased 

0.8 percent per year for the combined network and value groups. During the same period, 

US domestic passenger yield increased 2.3 percent per year (14.6 percent over the period). 

From second quarter 2014 through second quarter 2016, domestic capacity increased 

5.3 percent per year, and yield fell 5.2 percent per year.

While many economic and operational factors affected passenger yields during this two-year 

period, the correlation between capacity and yield remains. Domestic capacity growth over 

the 12 months ending November 2017 slowed slightly to 4.1 percent, which in turn helped 

passenger yield recover, increasing 2.8 percent year-over-year. Differences in capacity 

growth by network and value carrier groups are analyzed later in this section and provide 

further evidence that the two factors are related.
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2. AIRLINE OPERATING REVENUE

The relative size of the two major airline groups has been changing. During second quarter 

2008, network airlines represented 82 percent of the combined operating revenue reported 

by the two groups. As of second quarter 2017, network carriers’ share declined 6.5 points to 

75.5 percent.

The increase in share for value airlines came from both domestic and international segments. 

During second quarter 2008, value carriers generated $75.8 million from international 

operations, representing 0.3 percent of all revenue by the combined groups. By second 

quarter 2017, value airlines increased that revenue to $596.6 million, or 1.6 percent of 

combined revenue. One strategy that helped them achieve that growth was a focus on 

expanding Caribbean and Central American ASMs.

Divergent strategic capacity initiatives relating to revenue growth have clearly emerged 

between the network and value groups. Additionally, the value airlines’ continued focus 

on Caribbean and Central American expansion has altered their role as bigger players in 

the market.

Exhibit 3: Relative Size of Network and Value Airline Groups

SHARE OF OPERATING REVENUE

Network 
international

Network 
domestic

Value
international

Value 
domestic

50.5%
$14.1 B

31.5%
$8.8 B

17.8%
$5.0 B

0.3%
$0.1 B

18.0%82.0%

2008

48.0%
$17.5 B

27.4%
$10.0 B

22.9%
$ 8.3 B

1.6%
$0.6 B

24.5%75.5%

2017

Source: PlaneStats.com

Note: Mainline operations only, excludes transport-related revenue (regionals)

Combined, network and value airlines increased their year-over-year operating revenue 

by $2.4 billion (7.2 percent) for second quarter 2017 compared with second quarter 2016. 

Similar to 2016, their domestic operations outperformed international – an increase of 

7.3 percent versus 6.7 percent – in the combined group results.
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Network carriers increased total operating revenue by $1.7 billion, or 6.5 percent, in second 

quarter 2017 over second quarter 2016. Domestic operations contributed $1.2 billion of the 

total increase, representing a 7.1 percent increase year-over-year. International operating 

revenue increased 5.5 percent year-over-year and represented 36.4 percent of total 

operating revenue for the network group.

Exhibit 4: Network Carriers’ Change in Operating Revenue, Q2 2016/Q2 2017

Q2 2016 Q2 2017

Network domestic

Network international

OPERATING REVENUE
MILLIONS (DOLLARS)

25,830
27,506

9,480
10,003

16,350 17,503

1,676 (6.5%)

523 (5.5%)

1,153 (7.1%)

Source: PlaneStats.com

Note: Mainline operations only, excludes transport-related revenue (regionals)

Value carriers increased year-over-year operating revenue 8.9 percent, or $736 million, 

through second quarter 2017, thanks in large part to rising international revenue, up 

26.3 percent. Value carrier international revenue as a percent of total revenue increased 

nearly one percentage point, from 5.5 percent in second quarter 2016 to 6.3 percent 

in second quarter 2017.

Exhibit 5: Value Carriers’ Change in Operating Revenue, Q2 2016/Q2 2017

Q2 2016 Q2 2017

Value domestic

Value international

OPERATING REVENUE
MILLIONS (DOLLARS)

8,232 8,968

450 568

7,783 8,400

736 (8.9%)
118 (26.3%)

618 (7.9%)

Source: PlaneStats.com

Note: Mainline operations only, excludes transport-related revenue (regionals)
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Domestic revenue for value carriers grew 7.9 percent, or $618 million, through second 

quarter 2017. The increase maintained the group’s 32 percent revenue share (excluding 

commuters) of the industry’s total domestic revenue. Again, the two carrier groups’ differing 

domestic strategies to maintain share will be analyzed later in this section.

A number of drivers are affecting revenue production for airlines. The following exhibits 

and sections quantify the impact of each driver on total operating revenue. In reality, these 

drivers are each highly dependent on one another. For example, increased capacity can 

potentially drive passenger yield downward.

Each driver has the potential to push revenue up or down to different degrees. By 

analyzing the changes in these drivers and the degree to which they affect revenue – both 

independently and combined – airline managers can find guidance when making 

strategic decisions.

During second quarter 2017, changes in capacity had the greatest impact on the combined 

network and value carriers’ operating revenue. Increased capacity accounted for 47 percent 

of quarterly revenue gains by the combined groups; changes in passenger yield provided 

31 percent.

Exhibit 6: Revenue Drivers

Capacity
Creates potential for 
passenger revenue

Passenger yield
Passenger fare 
per mile traveled

Load factor
Passenger demand relative 
to available capacity

Cargo
Freight and 
mail transported

Fees/Other
Ancillary – bag fees, change 
fees, food, services

Impact rank

#1

#2

#3

#4

#5

#
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Exhibit 7: Network Carrier Domestic Revenue Increase – Price and Volume Drivers,  
Q2 2016/Q2 2017

Revenue change Q2 2016/Q2 2017 1,153

614Yield up 0.6¢

ASMs up 2.4% 356

94Percent of seats filled-up 0.5 point

Baggage/Reservation & cancel fees increase 53

38Domestic cargo increases 22.0% YoY

MILLIONS (DOLLARS)REVENUE DRIVERS IMPACT RANK

Yield

Capacity

Load factor

Fees/Other

Cargo

#1

#2

#3

#4

#5

Source: PlaneStats.com, Oliver Wyman analysis

Each of the five major drivers provided a positive contribution to the $1.2 billion increase 

in revenue for the network carriers’ US operations through second quarter 2017. But what 

is apparent in our analysis of the network carriers’ domestic revenue performance is the 

clear strategic focus they maintained on increasing passenger yield. Year-over-year, the 

group increased average passenger yield by 4.1 percent, or 0.6 cent per passenger mile, 

resulting in additional revenue of $614 million. The increase in passenger yield accounted for 

53 percent of the network players’ change in revenue on domestic travel.

The group’s collective capacity discipline limited ASM growth to 2.4 percent year-over-year 

during second quarter 2017. The ASM growth added $356 million in quarterly revenue, or 

31 percent of the total domestic increase. Historically, US airlines have increased capacity 

in profitable periods at a greater rate than economic growth, resulting in downward 

pressure on yields. Recently, however, they have exhibited capacity discipline, resulting in 

improved yields.

The capacity restraint also helped the group increase the passenger seat factor – the percent 

of seats filled – up 0.5 percentage point to 87.3 percent for the quarter. The increase in load 

factor provided an additional $94 million in operating revenue for the group.

Excess baggage fees and mostly ancillary miscellaneous fees each increased more than 

five percent during the second quarter, contributing to a $53 million increase in revenue. 

Additionally, a 22 percent year-over-year increase in cargo revenue added $38 million in 

quarterly revenue for the group.

Copyright © 2018 Oliver Wyman 15



Exhibit 8: Network Carrier International Revenue Increase – Price and Volume Drivers, 
Q2 2016/Q2 2017

Revenue change Q2 2016/Q2 2017 523

253ASMs up 3.0%

Percent of seats filled-up 1.6 point 174

61International cargo increases 14.2%

Yield slightly up 0.2% 20

15Baggage/Reservation & cancel fees increase

MILLIONS (DOLLARS)REVENUE DRIVERS

Capacity

Load factor

Cargo

Yield

Fees/Other

IMPACT RANK

#1

#2

#3

#4

#5

Source: PlaneStats.com, Oliver Wyman analysis

International revenue increased 5.5 percent, or $523 million, for network carriers. Similar 

to their strategy on domestic segments, US network carriers displayed capacity discipline 

on international routes, increasing ASMs by three percent – less than the 3.4 percent GDP 

growth. Unlike domestic operations, the capacity restraint did not result in a significant gain 

in passenger yield for reasons we will explore later in the report. However, the new capacity 

added did increase revenue $253 million, almost half of the total international gain. Yield 

added only $20 million of the new revenue.

The capacity restraint, in part, aided the increase in the passenger load factor for the group 

on international routes. International passenger load factor increased 1.6 percentage points 

to 81.9 percent during the second quarter, boosting revenue $174 million. International 

cargo, the final category, increased $61 million per quarter.
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Exhibit 9: Value Carrier Domestic Revenue Increase – Price and Volume Drivers,  
Q2 2016/Q2 2017

Revenue change Q2 2016/Q2 2017 618

496ASMs up 7.2%

Baggage/Reservation & cancel fees increase 101

30Yield up 0.1¢

Percent of seats filled down 0.1 point 9

1Domestic cargo down 2.0%

MILLIONS (DOLLARS)REVENUE DRIVERS

Capacity

Fees/Other

Yield

Load factor

Cargo

IMPACT RANK

#1

#2

#3

#4

#5

Source: PlaneStats.com, Oliver Wyman analysis

US value airlines did not pursue the same strategy as their network carrier counterparts 

in 2017 – adding 7.2 percent in new domestic ASMs, well above the 3.8 percent current 

GDP growth for the second quarter. In fact, $496 million of the $618 increase in domestic 

operating revenue for the group was the result of increases in capacity.

Fees/Other – representing baggage and other ancillary fees primarily – also made 

a significant contribution to the value carriers’ operating revenue gain, rising about 

$101 million. That was almost double the revenue network carriers derived from fees 

and indicative of the priority value airlines place on ancillary fees.

Despite more capacity, value carrier passenger yield crept up 0.1 cent, resulting in an 

additional $30 million in revenue. The increase in capacity had a slight negative effect on 

load factor, reducing revenue by $9 million. Their domestic cargo performance also cut 

revenue by $1 million.

Unlike the value carriers’ domestic segments, yield was the number one impact driver for 

international revenues. Capacity ranked second, contributing an estimated $35 million 

during the quarter. Fees/Other, Load Factor, and Cargo contributed an additional $16 million 

during the second quarter.
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Exhibit 10: Value Carrier International Revenue Increase – Price and Volume Drivers, 
Q2 2016/Q2 2017

Revenue change Q2 2016/Q2 2017 118

67Yield up

ASMs up 9% 35

11Baggage/Reservation & cancel fees increase

Load factor up 0.7 point 4

1Insignificant volume

MILLIONS (DOLLARS)REVENUE DRIVERS

Yield

Capacity

Fees/Other

Load factor

Cargo

IMPACT RANK

#1

#2

#3

#4

#5

Source: PlaneStats.com, Oliver Wyman analysis

3. REVENUE DRIVER: CAPACITY (IMPACT RANK 1)

Changes in airline capacity create the opportunity for revenue production – or reduction. To 

understand the effect of capacity changes on passenger revenue, our analysis calculates the 

revenue impact using the change in capacity combined with the previous period’s demand 

and yield data. The result is hypothetical because the other drivers are changing at the same 

time, affecting decisions to add or decrease capacity. Still, the analysis provides valuable 

insight on carrier growth initiatives.

Total quarterly ASMs increased 3.8 percent overall for network and value carriers through the 

second quarter 2017. But as noted previously, the two groups pursued divergent strategies 

when it came to capacity – with network carriers increasing capacity at rates below GDP 

growth for both domestic and international routes, while value carriers added ASMs at a rate 

well above the growth in economic activity.

For instance, among the network players, Delta grew ASMs only 0.7 percent in second 

quarter 2017 from a year earlier. The carrier reduced international capacity, despite the 

overall trend among its rivals to grow international faster than domestic. While United 

appears to be adding more capacity than American and Delta, a portion of the growth can be 

attributed to up-gauging and the reduction of regional partner flying. Alaska/Virgin America 

grew at the greatest overall pace among the network carriers.

Value players were particularly aggressive when it came to international travel, 

significantly adding to Caribbean and Latin American capacity. Yet, that travel only added 

0.1 percent – increasing the group’s total capacity growth to 7.2 percent – because of its 

relatively small size.
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Exhibit 11: Percent Change in Capacity (ASMs), Q2 2016/Q2 2017

PERCENT CHANGE

Network domestic 2.4%

Network international 3.0%

Value domestic 7.2%

Value international 9.0%

Total 3.8%

Source: PlaneStats.com > Form 41 T2 Traffic

Note: Mainline operations only

Exhibit 12: Percent Change in Capacity (ASMs) by Carrier, Q2 2016/Q2 2017
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Note: Mainline operations only

Southwest and JetBlue – the bigger, more traditional value airlines – implemented domestic 

growth plans more similar to network carriers than their value colleagues. They increased 

domestic capacity 4.8 percent and 5.1 percent, respectively. Southwest continues to grow 

international capacity to Central America and the Caribbean. Spirit, Allegiant, and Frontier 

had capacity growth considerably above the rest of the industry – particularly for domestic 

routes. Spirit’s decrease in international capacity is largely from seasonal adjustments 

during April.
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Exhibit 13: Long-Term Capacity Index, 2008-2017
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Source: PlaneStats.com > Form 41 T2 Traffic, Capacity = ASMs

Note: Mainline operations only

For the first time since the 2007-2009 recession, network carrier domestic ASMs have 

returned to 2008 levels. After reaching a low during 2010, network carrier domestic capacity 

maintained a CAGR of only 1.8 percent per year for many years. International capacity for the 

network group recovered much faster after 2010. However, capacity gains on an annualized 

basis have flattened somewhat over the past two and a half years.

From 2010 through 2015, value carriers increased ASMs 3.6 percent per year. Since 2015, 

value carrier domestic capacity has surged, growing 8.9 percent per year CAGR.

Conservative growth over the past decade has seemingly served the domestic US airline 

market well given its sustained profitability. The recent surge, particularly from the smaller 

ultra low-cost segment of value airlines, could be troublesome given the cyclicality of 

the industry.
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4. REVENUE DRIVER: PASSENGER YIELD (IMPACT RANK 2)

Increases in year-over-year passenger yield accounted for an additional $760 million in 

quarterly revenue through second quarter 2017. Passenger yield increased 2.3 percent for 

the combined systemwide operations of network and value airlines.

The network carriers’ restrained domestic capacity growth certainly helped the group 

increase its domestic passenger yield by 4.1 percent year-over-year. While the group 

network carriers also restrained capacity growth on international segments, passenger 

yields remained relatively flat year-over-year.

Exhibit 14: Change in Passenger Yield, Q2 2016/Q2 2017

Q2 2016 Q2 2017 CHANGE

Network domestic 14.4 15.0 4.1%

Network international 12.9 13.0 0.2%

Value domestic 13.1 13.1 0.4%

Value international 9.6 11.1 15.3%

Source: PlaneStats.com

Note: Mainline operations only

The lack of change in domestic passenger yield for value carriers likely reflects their more 

aggressive capacity growth. Yield remained at 13.1 cents per passenger mile year-over-year 

in second quarter 2017.

Exhibit 15: Long-Term Capacity Index – Value International, 2008-2017
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Note: Mainline operations only
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Exhibit 16: Long-Term Passenger Yield Trends, Q1 2008-Q2 2017
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Long-term analysis of passenger yield shows three distinct periods:

Long-Term Yield Growth (2008-2014): After the US financial crisis of 2007-2009, passenger 

yield bottomed out during early 2009. From second quarter 2009 through the second 

quarter 2014, passenger yield increased 37.3 percent systemwide for all airlines in our study 

(not adjusted for inflation).

Yield Decline (2014-2016): Passenger yield peaked during second quarter 2014 at 

15.5 cents. Ultimately, the upward trend was derailed by weakening economic conditions in 

Latin America, rapid increases in Pacific region capacity, and the expansion of value carrier 

service into new regions. Those factors, combined with rapidly falling fuel prices, created 

downward pressure on passenger yield. Passenger yield fell 12.5 percent from 2014 through 

third quarter 2016, when it reached a low of 13.4 cents.

The long-term growth period was marked by relative parity in rates between the two carrier 

groups and their domestic and international operations. The same was not true on the way 

down. The network carriers’ domestic passenger yield fell 9.7 percent and international 

yield was down 13.2 percent during the decline. Meanwhile, the value carriers’ domestic 

passenger yield plunged 17.3 percent, nearly erasing all of the gains during the long-term 

growth period.

Short-Term Mixed Results (2016-Present): Over the 12-month period ending June 2017, 

passenger yield increased 3.7 percent for the combined group. Because of this increase, the 

period could be considered one of recovery. However, the stagnation of the network carriers’ 

international yield – probably attributable to non-US carrier capacity increases – indicates 

prevent calling the period one of full yield recovery.
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Comparison of network carrier yield and value carrier yield during a single period does not 

produce meaningful results because of differences in stage length, cabin configuration, 

and market focus. However, the relationship over time does provide interesting insights. 

Analysis of the last two periods shows the expanding gap between value carrier and network 

carrier passenger yield. At the 2014 peak, value carrier passenger yield was 2.6 percent 

lower than the network group’s. By the end of second quarter 2017, that spread increased to 

12.5 percent. The widening gap is the result of a slower decline rate and a quicker recovery 

for network carriers.

Several factors have contributed to the growing discrepancy. Differences in capacity growth 

rates have played a role and, to a lesser degree, so too has the rapid growth of the ultra low-

cost carriers Spirit, Allegiant, and Frontier.

Beginning with the decline period, domestic yield has outperformed all other regions, 

creating a wider gap between the network players and the system average and value 

carriers. Domestic yield has recovered more quickly over the past 12 months and it is now 

within 4.2 percent of the 2014 peak.

Internationally, the Atlantic region has been the network group’s most consistent over the 

three periods. However, the region has experienced some pricing instability and shows 

potential for more declines. Latin America has been the network carriers’ most volatile 

region. In this case, passenger yield growth outpaced all other regions during the long-term 

growth period until the end of 2013, when the region began an early decline. Similarly, Latin 

American yields declined at a greater rate during the decline period and began recovery 

earlier than other regions.

Exhibit 17: Network Passenger Yield Trend by Region (Stage-Length Adjusted)
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Note: Mainline operations only
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The Pacific region does not fit the profile for any of the three periods. Pacific region passenger 

yield grew at a similar rate as other regions until 2012, two years earlier than system peak. 

Since the 2012 peak, passenger yields have trended lower, erasing gains made early on.

Regional analysis of value-carrier yield is considerably more difficult as Latin operations 

remain a relatively new segment for the group.

Exhibit 18: Value Passenger Yield Trend by Region (Stage-Length Adjusted)
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Exhibit 19: Value Capacity Index by Region
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5. REVENUE DRIVER: LOAD FACTOR (IMPACT RANK 3)

This analysis measures the load factor impact on revenue by combining the change in load 

factor with yield data measured against current capacity. The result is hypothetical, given 

that current fare levels will affect demand.

Increases in load factor added $263 million in quarterly revenue during second quarter 2017, 

largely the result of gains by the network carriers on domestic and international segments.

Exhibit 20: Change in Load Factor, Q2 2016/Q2 2017

Q2 2015 Q2 2016 POINTS CHANGE

Network domestic 86.8% 87.3% 0.5

Network international 80.3% 81.9% 1.6

Value domestic 85.8% 85.7% -0.1

Value international 82.2% 82.9% 0.7

Source: PlaneStats.com > Form 41 T2 Traffic

Note: Mainline operations only

Network carriers increased average load factor to 87.3 percent, up 0.5 point, in second 

quarter 2017. The group remains slightly below the 2014 domestic load factor peaks of 

above 88 percent. On an annual basis, the increases in load factor will continue to result from 

improved off-season performance.

During 2007, peak and off-peak load factors varied by 12.8 points. As of the 12 months 

ended July 2017, that variability has been reduced to 6.7 points. The increase in load factor 

and the reduction of load factor variability during 2017 is impressive, given the network 

carriers were also able to increase passenger yield at the same time.

The continued reduction of load factor variability and seasonality will help airlines develop 

positive revenue gains while improving asset utilization. Stronger asset utilization is a key to 

maintaining lower costs.

However, significant annualized domestic load factor improvements seem unlikely. Analysis 

of a rolling 12-month average of network carriers’ domestic load factors shows that the 

annualized average has varied only 1.4 points since mid-2012.
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Exhibit 21: Network Carrier Domestic Load Factors, January 2007-July 2017
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Despite larger capacity additions, value carriers were able to maintain domestic load factor, 

down only 0.1 point. Like the network carriers, the value group is reducing the seasonality 

in load factors on domestic routes. During 2007, value carrier load factor varied more than 

17 points throughout the year. As of year ending July 2017, that variability has been cut to 

8.9 points.

Over the past 10 years, value carriers improved load factors by 10 percentage points, yet 

they still trail their network counterparts by 1.6 points. The group could further increase 

load factor by reducing seasonal variability. But, as seen over the past 12 months ending 

December 2017, load factor gains are more difficult to achieve as load factor increases.

Exhibit 22: Value Carrier Domestic Load Factors, January 2007-July 2017
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Both groups increased international load factors during second quarter 2017. The value 

carrier group actually outperformed the network carrier group on international load factor, 

albeit on a much smaller sample.

Seasonality remains an issue on international routes. During the 12 months ending April 

2017, seasonal load factors varied by 11.4 percentage points. Still, the variability is an 

improvement over 2007, when seasonal load factors varied by more than 14 points.

Exhibit 23: International Load Factors, January 2007-April 2017
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6. REVENUE DRIVER: ANCILLARY REVENUE AND OTHER 
(IMPACT RANK 4)

Ancillary revenue is revenue generated from onboard sales, ticket change charges, excess 

baggage fees, and other miscellaneous charges. US network and value carriers added 

$180 million in revenue during second quarter 2017. This category represents 11.3 percent 

of value carrier revenue and 8.3 percent of network carrier revenue.

Since 2007, ancillary revenue, on a per quarter basis, has grown $2.5 billion over the period. 

Initially, baggage fees were responsible for the large increase in ancillary. However, since 

2012, miscellaneous and other fees have grown at the fastest rate, up 47 percent over 2012. 

This category includes in-flight sales and other non-traditional revenue sources.

Exhibit 24: System Baggage, Reservation Change and Miscellaneous Fees, Q1 2007-Q2 2017
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Source: PlaneStats.com > Form 41 Financials > P1.2 Income Statement for all carriers in study

Note: Adjustment made to Allegiant miscellaneous revenue, which is reported differently. Ancillary revenue as reported to DOT differs from 
ancillary revenue reported on SEC filings.

Ancillary revenue varies greatly by carrier and is commonly associated with the ultra low-

cost carriers in the value carrier group. The association is most likely related to the heavy 

dependence on ancillary by the ultra low-cost subsection of this group.
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As seen in Exhibit 25 below, ancillary revenue accounts for large portions of segment 

passenger revenue at Spirit (42.2 percent), Allegiant (31.4 percent), and Frontier 

(24.7 percent). Yet, not all value carriers are as dependent upon ancillary revenue. 

Both Southwest and JetBlue have percentages of ancillary revenue more in line with 

the network group.

Delta leads the network carriers in ancillary revenue at $24.73 per segment passenger 

(12.9 percent of the total). United and Hawaiian produced the lowest percentage of 

ancillary revenue.

Exhibit 25: System Service Fees and Ticketed Revenue, Q2 2017
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7. REVENUE DRIVER: CARGO (IMPACT RANK 5)

Cargo revenue increased four percent, or $98 million for the two groups combined. Cargo 

revenue as a percent of total revenue is extremely low at two percent, making its ability to 

impact overall revenue difficult.

Network carrier cargo revenue accounted for nearly all of the revenue change. Domestic 

and international cargo revenue increased year-over-year 2017, but they remain below 

2008 levels.

Value carrier domestic cargo revenue has been declining since mid-2005. Unlike the network 

carriers, domestic cargo revenue for the value group is above 2008 levels.

Exhibit 26: Long-Term Cargo Revenue Index, YE 2009-2017
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Note: Mainline operations only; Cargo includes freight and mail.
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8. UNIT REVENUE COMPARISON

Total operating revenue per available seat mile, or RASM, is an effective way to compare 

carriers with varying business designs. Unit revenue comparison also shows the result of the 

cumulative changes from each of the drivers.

Network carrier domestic RASM increased 4.5 percent in second quarter 2017 over second 

quarter 2016. Stagnating international results hindered systemwide RASM performance. 

The international segment grew 2.4 percent during the second quarter. International unit 

revenue consistently underperformed domestic unit revenue for the past 13 quarters ending 

second quarter 2017.

Domestic unit revenue for value carriers grew only 0.7 percent. With the majority of the 

domestic revenue increase related to capacity additions, unit revenue did not grow quickly 

for the group. Ancillary revenue and service fees were the largest contributor to unit revenue 

growth for the value carriers’ domestic segments.

Exhibit 27: RASM Growth by Carrier Group, Q1 2008-Q2 2017
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From 2008 through 2012, value carriers closed the domestic unit revenue gap by 1.1 cents 

per ASM. Since 2012, the gap has grown to 1.8 cents per ASM, the largest differential over 

the past 10 years. Certainly, the more aggressive growth plan has impacted the value 

carriers’ unit revenue performance.

Network carriers have been able to increased passenger yield and load factors at a greater 

rate, thanks to smaller capacity increases that helped boost unit results. Value carriers have 

increased unit results, at a significantly slower rate, by increasing ancillary revenue.
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Exhibit 28: Comparison of Domestic RASM Between Network and Value Carriers, 
Q2 2008-Q2 2017
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Analysis of stage-length adjusted RASM provides an interesting dissection of our industry 

groupings. With unit revenue, there are clearly three emerging groups:

 • Group 1: Frontier, Allegiant, Spirit

 • Group 2: Southwest, Hawaiian, JetBlue, Alaska/Virgin America

 • Group 3: American, Delta, United

Group 1 carriers, often called ultra low-cost in the industry, are currently in the value group. 

These carriers offer very low fares and have ancillary/other revenue exceeding 24 percent of 

total segment revenue. Even with the substantial contribution by ancillary revenue, Group 

1’s unit revenues fall well below the rest of the industry.

Group 2 carriers have stage-length adjusted RASMs ranging from 12.5 cents to 13.8 cents. 

They are largely US-focused.

Exhibit 29: Domestic RASM by Airline – Stage-Length Adjusted to 1,000 Miles, Q2 2017
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9. INCREASE IN AIRLINE COSTS

Reversing the multiyear trend of declining unit costs, US airlines’ systemwide unit cost 

(excluding transport-related costs) rose 5.4 percent year-over-year to 11.6 cents during 

second quarter 2017. Network carrier system cost was up 6.1 percent, increasing from 

11.4 cents to 12.1 cents.

Value carriers also experienced higher systemwide costs, increasing from 9.8 cents in 2016 

to 10.2 cents in 2017, up 4.5 percent.

Exhibit 30: System CASM by Group (Excluding Regional Affiliates), Q2 2016/2017
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Network carrier domestic unit cost increased 7.7 percent during second quarter 2017 from 

11.7 cents to 12.7 cents. Value carrier costs climbed at a slower rate (3.8 percent), rising from 

10.0 cents during second quarter 2016 to 10.4 cents a year later.
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Exhibit 31: Domestic CASM by Group (Excluding Regional Affiliates), Q2 2016/2017
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After a multiyear decline in system cost, increasing fuel prices drove a reversal. Network 

unit fuel cost jumped 14 percent, and value carrier unit fuel cost rose 6.8 percent. With the 

increase in unit fuel cost, fuel now represents 18.8 percent and 21.5 percent of unit cost 

for network and value carriers, respectively. Fuel still represents the second-largest cost 

category for US airlines, behind labor costs.

For the third straight year, labor represents the largest cost category for US airlines. It 

accounts for 38.6 percent of the network carriers’ systemwide unit cost and 37.2 percent for 

value carriers. Network carrier unit labor cost increased 8.4 percent year-over-year. During 

the same period, value carrier unit labor cost rose 7.6 percent.

Aircraft maintenance unit cost increased seven percent for network airlines, while aircraft 

ownership unit cost was flat (0.0 percent), despite the carriers taking deliveries of new 

aircraft. For network carriers, aircraft maintenance represented 10.1 percent of total unit 

cost, and aircraft ownership was 7.2 percent.

For value carriers, aircraft maintenance unit cost fell 5.7 percent and airport ownership unit 

cost slipped 1.2 percent. Aircraft maintenance unit cost represented 9.7 percent of total unit 

cost, and aircraft ownership was 7.8 percent.
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Exhibit 32: Change in System Unit Costs, Q2 2016/2017
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Reversing last year’s increase in other unit costs (which include food, insurance, 

commissions, advertising, non-aircraft rentals, landing fees, and minor expenses), network 

carriers reported a decrease of 0.6 percent year-over-year. The other costs category for value 

carriers continued to trend higher, reporting a 4.3 percent increase. The other costs category 

represents 25.3 percent of network carrier total unit cost and 23.8 percent of value carrier 

total unit cost.

Exhibit 33: Change in Domestic Unit Costs, Q2 2016/2017
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10. COST DRIVER: LABOR

As noted earlier, labor unit cost remains the highest cost category for US airlines. 

Nonetheless, the highest cost category can switch from year to year between fuel and 

labor. Fuel costs are more volatile – in 2015, fuel costs fluctuated nearly 40 percent year-

over-year – while labor costs are controlled by negotiated contracts. In recent years, several 

US airlines have negotiated pilot and flight attendant contracts during a time of peak 

profitability and low fuel prices. The result was an increase in labor costs for network and 

value carriers in 2017.

Of the network carriers, American, Hawaiian, and United have experienced large increases 

in labor cost since 2015. Unit labor cost soared 25.2 percent for American, 18.3 percent 

for Hawaiian, and 11.5 percent for United in 2017 compared with 2015. In recent years, 

American reached new labor deals with maintenance workers, fleet service workers, and 

planners (along with flight attendants in 2014), Hawaiian with pilots, and United with 

mechanics, flight attendants, and pilots.

For value carriers, Allegiant’s unit labor cost has increased 19.8 percent since 2015 and 

17.6 percent year-over-year. Southwest, which completed pilot and flight attendant 

contracts in fourth quarter 2016, saw a 9.9 percent year-over-year rise. Southwest’s unit 

labor cost now ranks ahead of American’s and third among US airlines. Frontier and Spirit 

saw their unit labor cost decrease, primarily because of increased ASMs from rapidly 

growing operations (22 percent ASM growth for Frontier and 18 percent ASM growth for 

Spirit). Frontier’s unit labor cost has fallen 4.3 percent since 2015 while Spirit’s unit labor 

cost slid 8.3 percent over the same period.

Exhibit 34: US Carrier System Labor Unit Costs, Q2 2015/2016/2017
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11. COST DRIVER: FUEL

The price of jet fuel reversed its downward trend and began increasing early in 2016. 

According to the US Department of Transportation, US airlines paid $1.56 per gallon of 

jet fuel during second quarter 2017, 2.6 percent higher than what they paid 12 months 

prior. A June 2016 spike masks the true trend. When looking at August 2017, airlines paid 

13.2 percent more than what they paid for a gallon of jet fuel in August 2016.

Over the past three years, US airlines have benefited from lower jet fuel prices. With relative 

stability in 2013 and 2014, fuel hedging programs became less favorable to airlines. The gap 

between spot fuel prices and what US carriers reported paying has narrowed over the past 

year, with spot fuel prices averaging nearly nine percent below what US carriers reported 

paying, compared with 16 percent from September 2015 through August 2016. The system 

average fuel price has consistently exceeded spot prices since 2009.

Exhibit 35: System Average Fuel Price (US Carriers) and Fuel Spot Price, 
December 2009-August 2017

200

100

300

0

400

PER GALLON (CENTS)

Fuel spot
price

System
average
fuel price

20112010 2012 2013 2014 2015 20172016

Source: Oliver Wyman research based on US Energy Information Administration data

12. OTHER COST DRIVERS

Both US network and value carriers continue to add newer and larger aircraft to their 

domestic networks. As a result, average seats per domestic departure have increased 

1.1 percent for network carriers and over 1.8 percent for value carriers. US carriers have kept 

aircraft ownership costs flat (0.0 percent for network carriers and a decline of 1.2 percent for 

value carriers) despite new aircraft in their fleets. However, maintenance unit cost increased 

seven percent for network carriers, while it declined 5.7 percent for value carriers.

At a system level, all other costs, which include food, insurance, commissions, advertising, 

non-aircraft rentals, landing fees and other minor categories, decreased nearly 1 percent 

for network carriers in second quarter 2017. Other costs increased over 4 percent for 

value carriers.
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13. UNIT COST TREND AND GAP

While non-fuel unit costs have increased, they remained relatively stable for US airlines’ 

domestic operations. Since 2008, non-fuel domestic costs are up 18 percent for network 

carriers (1.9 percent CAGR). Value carrier non-fuel costs jumped 28 percent during the same 

period (2.8 percent CAGR). However, when looking back five years to 2012, non-fuel unit 

costs have increased nine percent for network carriers and three percent for value carriers.

Exhibit 36: Domestic CASM and Fuel CASM Growth, Q1 2008-Q2 2017
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Note: Mainline operations only, excludes transport-related cost (regionals)

While non-fuel costs have increased at a higher rate for network carriers, fuel costs for 

network and value carriers continue to track together. The domestic unit cost gap has grown 

in recent years, approaching 2.4 cents in second quarter 2017 from 1.8 cents in second 

quarter 2012. Despite the increase, the domestic cost differential remains significantly lower 

than in 2008.

Looking at total cost (fuel and non-fuel), network carrier domestic unit cost of 14.6 cents 

during second quarter 2008 was 40.3 percent higher than the value carrier group at 

10.4 cents. During second quarter 2017, network carrier group domestic costs had fallen 

to 12.7 cents, 22.5 percent higher than the value group.
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Exhibit 37: Gap Between Network and Value Carriers’ Domestic CASM, Q2 2008-Q2 2017

PERCENT HIGHER

Q2 2008 40.3%

Q2 2009 26.2%

Q2 2010 17.9%

Q2 2011 11.3%

Q2 2012 17.0%

Q2 2013 13.3%

Q2 2014 15.4%

Q2 2015 19.4%

Q2 2016 18.1%

Q2 2017 22.5%

Source: PlaneStats.com

Exhibit 38: Comparison of Domestic CASM Gap Between Network and Value Carriers, Q2 
2008-Q2 2017
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Note: Mainline operations only, excludes transport-related revenue and cost (regionals)
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14. DOMESTIC AIRLINE COST PERFORMANCE

There is a significant amount of variation in domestic operations (unit cost and average stage 

length) of US airlines. The three largest network airlines continued to report the highest 

domestic unit costs during second quarter 2017.

Exhibit 39: Average Stage Length Versus CASM, Q2 2017
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Note: Mainline operations only

The combined Alaska Airlines/Virgin America carrier had the lowest domestic unit cost of 

the US network carriers (not stage-length adjusted). Unit costs increased 3.6 percent from 

8.9 cents to 9.3 cents for Alaska after fuel costs rose 16 percent in one year.

Delta had the highest unit cost for the group -- and the highest unit revenue. Its unit cost 

increased 9.6 percent to 14.6 cents, with all unit cost categories increasing (fuel jumped 

17 percent, other costs climbed 9 percent, and labor rose 8 percent). American had 

the largest unit cost increase of all network carriers, totaling 13 percent. Unit labor cost 

increased 13 percent for both American and Hawaiian, leading network carriers.

While United was the only network carrier that experienced an increase in unit cost in 2016, 

it was also the only network carrier that kept unit cost mostly flat, rising 0.4 percent in 2017. 

Increases in unit labor (9 percent) and fuel cost (11 percent) were offset by a reduction in 

other unit cost (down 10 percent).
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Exhibit 40: Domestic CASM Breakdown by Airline – Network Carriers, Q2 2016/2017
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Note: Mainline operations only, excludes transport-related revenue and cost (regionals), not stage-length adjusted

Exhibit 41: Domestic CASM Details for Network Carriers, Q2 2016/2017

AIRLINE YEAR CASMXT LABOR FUEL OTHER CHANGE %

Alaska/
Virgin America

2016 8.9 2.9 1.7 4.4 -0.9 -9.5%

2017 9.3 3.0 2.0 4.3 0.3 3.6%

Hawaiian 2016 10.7 3.3 1.8 5.6 -0.5 -4.7%

2017 11.6 3.7 2.2 5.8 0.9 8.3%

American 2016 11.0 4.2 2.0 4.8 -0.8 -7.0%

2017 12.4 4.7 2.2 5.5 1.5 13.2%

United 2016 12.5 4.8 1.8 5.9 0.2 1.5%

2017 12.6 5.3 2.0 5.3 0.1 0.4%

Delta 2016 13.4 5.5 2.1 5.8 -2.1 -13.8%

2017 14.6 5.9 2.4 6.3 1.3 9.6%

Source: PlaneStats.com

Note: Mainline operations only, excludes transport-related revenue and cost (regionals), not stage-length adjusted. Absolute and percent 
change are year-over-year for the second quarter.
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Frontier surpassed Spirit Airlines as the lowest-cost domestic operator during second 

quarter 2017 with a unit cost of 7.6 cents. Frontier was the only US airline, including both 

value and network carriers, to lower unit cost, with it dropping 4.5 percent year-over-year. 

Frontier’s large increase in ASMs (up 22 percent) contributed to its reduction in unit cost.

Southwest continued to have the highest unit cost (not adjusted for stage length) among 

value airlines during the second quarter at 11.2 cents. Southwest and Allegiant both had 

the highest unit fuel cost, 2.4 cents, among value carriers. Allegiant reported the largest 

percentage increase in unit cost among value carriers at 15 percent.

Exhibit 42: Domestic CASM Breakdown by Airline – Value Carriers, Q2 2016/2017
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Note: Mainline operations only, excludes transport-related revenue and cost (regionals); not stage-length adjusted.

Exhibit 43: Domestic CASM Details for Value Carriers, Q2 2016/2017

AIRLINE YEAR CASMXT LABOR FUEL OTHER CHANGE %

Spirit 2016 7.2 1.5 1.6 4.1 -1.2 -14.1%

2017 7.9 1.6 1.8 4.5 0.7 10.3%

Allegiant 2016 7.6 2.2 1.9 3.4 -0.9 -10.3%

2017 8.7 2.6 2.4 3.7 1.2 15.2%

Frontier 2016 8.0 1.7 1.8 4.5 -0.8 -8.9%

2017 7.6 1.6 1.6 4.4 -0.4 -4.5%

JetBlue 2016 10.2 3.3 2.0 4.9 -1.0 -9.2%

2017 10.9 3.6 2.3 5.1 0.7 7.1%

Southwest 2016 10.8 4.4 2.3 4.1 -0.3 -2.5%

2017 11.2 4.8 2.4 4.0 0.3 3.0%

Source: PlaneStats.com

Note: Mainline operations only, excludes transport-related revenue and cost (regionals)
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On a stage-length adjusted basis calculated in the report (average stage length/1,000 miles)0.5, 

Spirit and Frontier’s 7.9 cents CASM makes them the lowest-cost producers in the US. 

Allegiant, which held that title in 2015, ranks a close third at 8.2 cents, followed by Hawaiian 

(nine cents).

Southwest’s stage-length adjusted CASM (9.7 cents) is 0.8 cent less than Alaska/Virgin 

America’s CASM (10.5). JetBlue has the highest stage-length adjusted CASM of value carriers 

at 11.1 cents.

United remains the highest-cost US domestic airline at 13.8 cents. However, the gap with the 

next highest airline, Delta at 13.6 cents, has narrowed to just one percent.

Exhibit 44: Domestic CASM Details for Individual Carriers Q2 2017

SLA COST PER ASM (CENTS)

Alaska/
Virgin

America

JetBlueSouthwestFrontier HawaiianAllegiant UnitedDeltaSpirit American

7.9 7.9 8.2
9.0

9.7
10.5

11.1

12.6
13.6 13.8

Source: PlaneStats.com

Note: Mainline operations only, excludes transport-related revenue and cost (regionals). Stage-length adjustment = CASM × (airline stage 
length/1,000)0.5. Stage-length adjusting attempts to normalize airline unit costs based on the stage length flown.
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15. SUSTAINED PROFITABILITY

The Revenue and Cost sections of this report exclude “Transports” in order to accurately 

compare operating entities for carriers with and without regional partners and codeshare 

agreements. Recognizing that a substantial portion of network carriers’ business design is 

based on regional partner feed and codeshare participation, the Profit section of this report 

will include the Form 41 “Transports” category.

For unit profitability comparisons, total operating results including Transports are divided 

by ASMs. ASM totals are calculated by using Form 41 mainline data plus regional capacity as 

reported on schedules, SEC 10Q reports and press releases.

Second quarter 2017 marks the 17th consecutive quarter of profitability for the combined 

network and value group. Thanks in part to rapidly declining fuel costs from 2014 to 2016, 

the value carrier group achieved operating margins above of 20 percent.

Following peak profitability in 2015, there was some pullback in operating margin across 

network and value carriers over the past year. First quarter 2017 produced the lowest 

operating margin for network (7.5 percent) and value (12 percent) carriers since 2014. Rising 

fuel and labor costs, along with flat yields, narrowed margins somewhat. It remains to be 

seen whether operating margins will continue to narrow in the coming year or whether yield 

improvements can offset cost pressures.

Exhibit 45: System Long-Term Operating Margin Trend
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Network carrier operating profit declined, falling 3.5 percent to $5.6 billion during second 

quarter 2017. Systemwide operating margin declined 1.5 points to 16.3 percent. Domestic 

operating profit remained stronger than international operating profit for the network 

group, increasing slightly by 0.2 point ($397 million).

International results continued to underperform domestic results for the network carriers, 

with operating profit falling $599 million, or 35.9 percent. International operating margin for 

the network carriers was 10.1 percent for the quarter, down nearly seven points since 2015.

Exhibit 46: Operating Profit and Operating Margins, Q2 2016/Q2 2017

Domestic

International

Total for value carriers
(Allegiant, Frontier, 

JetBlue, Southwest, Spirit)

Total for network carriers
(Alaska/Virgin America, American, 

Delta, Hawaiian, United)

Q2 2016 Q2 2017 Q2 2016 Q2 2017

5,850
5,647

1,690
2,001

MILLIONS (DOLLARS)

2016 2017 2016 2017

17.8% 16.3% 23.1% 21.4%

15.9% 10.1% 20.4% 25.1%

18.7%

Operating margins

System

International

Domestic 18.9% 23.2% 21.2%

Source: PlaneStats.com

In contrast to falling operating profit for network carriers, value carriers continued to 

improve operating results in second quarter 2017. Operating profit grew 18.4 percent to 

$2.0 billion. The improvement was driven by international operations (which are a fairly 

small portion of overall value carrier operations) where operating margin grew 4.7 points 

to 25.1 percent. However, gains in international operating margins were not enough to 

offset a two-point decline in domestic operating margin. While operating profit increased, 

systemwide operating margins declined 1.7 points to 21.4 percent.
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16. UNIT RESULTS

Unit profitability (profit in cents per seat mile) continued to decline, falling 0.1 cent to 

2.6 cents during second quarter 2017. Reversing last year’s trend, systemwide unit revenue 

grew 0.4 cent per ASM for US airlines. However, unit cost increased 0.6 cent per ASM, driven 

by an 11.9 percent increase in unit fuel and eight percent increase in unit labor.

Systemwide, network carrier unit profitability declined 0.1 cent per ASM. For the quarter, 

unit revenue reversed its downward trend and increased 0.5 cent per ASM, or 3.3 percent. 

Unit cost increased 0.7 cent per ASM, or 5.3 percent, again driven by fuel and labor 

cost increases.

Value carriers’ unit profitability declined 0.2 cent per ASM, driven by increasing costs in 

second quarter 2017. Unit revenue increased 0.3 cent per ASM, or 2.2 percent. Led by 

increases in labor and fuel costs, systemwide unit cost increased 0.4 cent per ASM, or 

4.4 percent.

Exhibit 47: Comparison of System RASM and CASM, Q2 2016/Q2 2017
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Exhibit 48: Comparison of Domestic RASM and CASM, Q2 2016/Q2 2017
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Domestic unit profitability declined 0.1 cent per ASM for the combined group. A 0.4 cent per 

ASM increase in domestic unit revenue was more than offset by a 0.6 cent per ASM increase 

in unit cost. As previously mentioned, increases in unit fuel and labor costs resulted in higher 

unit cost for the second quarter 2017. Domestic unit profitability for network and value 

carriers decreased 0.1 cent per ASM and 0.2 cent per ASM respectively, following the trend 

for the combined group.

Of all US airlines, Alaska/Virgin America posted the highest systemwide unit operating 

margin at 3.4 cents per ASM. Hawaiian reported the second highest unit result with a profit 

of 3.2 cents per ASM. American reported the lowest unit profit of 2.1 cents per ASM.

Alaska/Virgin America reported both the highest operating margin of network carriers at 

25.5 percent or 3.4 cents per ASM. American reported the lowest operating margin of all 

US airlines at 13.8 percent or 2.1 cents per ASM.

Exhibit 49: System RASM/CASM by Airline, Q2 2017

AIRLINE RASM (CENTS) CASM (CENTS) MARGIN (CENTS) MARGIN %

Alaska/Virgin America 13.5 10.0 3.4 25.5%

Hawaiian 14.2 11.1 3.2 22.2%

Southwest 14.3 11.2 3.1 21.8%

Frontier 9.4 7.4 2.1 21.7%

Allegiant 10.9 8.7 2.2 20.0%

JetBlue 12.9 10.4 2.5 19.2%

Spirit 9.6 7.8 1.8 18.8%

Delta 16.4 13.3 3.1 18.8%

United 14.8 12.7 2.1 14.0%

American 15.5 13.3 2.1 13.8%

Source: PlaneStats.com
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Exhibit 50: Change in Unit Profit, Q2 2017/2016

AIRLINE 2016 2017 DIFFERENCE IN CENTS

Alaska/Virgin America 3.3 3.4 0.1

Hawaiian 2.7 3.2 0.5

Southwest 3.3 3.1 -0.2

Frontier 1.9 2.1 0.1

Allegiant 3.1 2.2 -1.0

JetBlue 2.3 2.5 0.2

Spirit 1.9 1.8 -0.1

Delta 3.7 3.1 -0.6

United 1.6 2.1 0.4

American 2.5 2.1 -0.4

Source: PlaneStats.com

Half of the US airlines improved operating margin year-over-year, led by Hawaiian. 

Hawaiian’s operating margin improved 0.5 cent per ASM. Allegiant had the largest decline in 

operating margin, falling one cent per ASM.

In the second quarter 2017, Hawaiian and Alaska/Virgin America reported the highest 

domestic unit operating margin. Hawaiian led US airlines by reporting a domestic operating 

margin of 4.8 cents per ASM, up from 4.2 cents per ASM a year earlier. Spirit, at 1.8 cents per 

ASM, reported the lowest operating margins on domestic US segments.

Exhibit 51: Domestic RASM/CASM by Airline, Q2 2017
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Exhibit 52: International RASM/CASM by Airline, Q2 2017
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Similar to last year, international operating margins varied across the carriers included in our 

study. In addition, revenue exposure by international region remained consistent year-over-

year. Delta reported the largest international unit profit, three cents per ASM.

Despite achieving the highest domestic operating margin, Hawaiian’s Pacific region 

operation lost 0.9 cent per ASM during second quarter 2017. The carrier also reported a unit 

loss of 0.9 cent per ASM in the previous year.

The value carrier group and American Airlines all had significant international revenue 

exposure in the Latin American region. That exposure was generally a positive during the 

second quarter, but the devastating 2017 hurricane season will impact third- and fourth-

quarter results, as well as future periods during the recovery.

Exhibit 53: Revenue Exposure by International Region, Q2 2017
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WORLD CAPACITY TRENDS

17. WORLDWIDE TRENDS

Capacity analysis can indicate the strength of the airlines within a region. However, healthy 

growth rates vary greatly by region, driven by differences in the maturity of the air travel 

market. The following sections analyze capacity growth by world region. Each region is 

evaluated for overall growth as well as individual drivers and trends within each region.

In addition, this section contains aircraft fleet forecasts by region from Oliver Wyman’s 

Global Fleet & MRO Market Forecast. The fleet forecasts are an indicator of carrier plans to 

continue regional growth.

Worldwide, airlines added 7.3 percent more ASMs during the full year 2017. The year-

over-year growth is the largest since the worldwide recession in 2008. To put the 

growth in perspective, the increase equates to 1.7 million more departures per year, 

or 4,730 departures per day, on an aircraft with an average of 142 seats.

Generally, aircraft size and stage length trends are in line with the previous year, with airlines 

increasing aircraft seating capacity and extending the average stage length. Worldwide, 

average seats per departure increased 2.2 percent to 142. Average stage length increased 

one percent to 833 miles. There were only two exceptions to the overall worldwide trend: 

First, airlines in the Africa/Middle East region decreased aircraft size, and second, Asia/

Oceania’s stage length decreased slightly.

Exhibit 54: World Capacity Change Year-Over-Year, 2009-2017

PERCENT CHANGE (ASM) YEAR-OVER-YEAR
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Source: PlaneStats.com; scheduled ASMs
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While all world regions reported year-over-year growth during 2017, growth was not equally 

distributed. Asia/Oceania was once again the fastest-growing region in the world, with 

ASMs increasing 10 percent over 2016. The growth rate is impressive, given that the region 

represents nearly 35 percent of the world’s scheduled airline capacity, making it by far the 

world’s largest aviation market. (Asia alone is 31.2 percent of world capacity.)

North America, arguably the world’s most mature aviation market, comprises 24.3 percent 

of the world’s ASMs, of which 21.9 percent are from the US. The region reported the slowest 

growth rate, increasing ASMs by 4.2 percent.

The world’s third-largest market is Europe, representing 22.2 percent of total ASMs. Airlines 

added 8.1 percent ASMs to the European market during 2017. The growth rate was second 

to Asia/Oceania’s.

Growth in the Africa/Middle East region slowed once again during 2017, although it was 

still up 6.3 percent year-over-year. The region represents 12 percent of worldwide ASMs; 

8.8 percent of ASMs are from the Middle East.

Latin America/Caribbean capacity is up 5.1 percent over 2016. The region represents 

6.9 percent of worldwide scheduled capacity, with Central America (including Mexico) 

contributing two percent, the Caribbean 0.9 percent and South America 4.1 percent.

Exhibit 55: World Capacity Change, Year-End November 2016/2017
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Exhibit 56: World Capacity Index
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18. ASIA/OCEANIA GROWTH TRENDS

As noted earlier, the Asia/Oceania region is the largest aviation market in the world and 

growing at a rapid rate. On average, aircraft in the Asia/Oceania region (including outbound 

international flights) had 163 seats per departure and flew 821 miles. Overall, the region has 

grown ASMs by 96.3 percent since 2008 (7.2 percent CAGR).

Similar to the worldwide trend, growth rates within the region are not all equal. Oceania has 

nearly mirrored the average growth rate for the world, with ASMs up 62.7 percent over 2008, 

or a 4.7 percent CAGR. Asia, excluding China, exceeded average worldwide growth rates 

with 2017 ASMs that were 71.8 percent above 2008 levels, or a CAGR of 5.8 percent.

However, the real growth story of the region has been China, including Hong Kong and 

Macau. Since 2008, ASMs within and from China have grown 152.7 percent, equating 

to a CAGR of 10 percent. Year-over-year, ASMs increased 11.6 percent during 2016 and 

12.6 percent during 2017.

Exhibit 57: Asia/Oceania Capacity Index
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China’s capacity growth has resulted from additions to international and domestic networks. 

After stagnating from 2008 through 2010, international capacity has grown 117.8 percent, 

for a CAGR of 8.1 percent since 2008.

Domestic capacity in China has soared since 2008. Domestic ASMs have increased 177.1 

percent since 2008, an 11.3 percent CAGR. Even with a high annual growth rate since 2008, 

ASMs increased at a more rapid rate during 2017, up 14.2 percent.
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Exhibit 58: China Growth Profile
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The growth in Asia and China is creating a shifting dynamic in the worldwide aviation market. 

During 2008, China represented 6.4 percent of total worldwide ASMs, a relatively low figure 

considering the country had 19.6 percent of the world’s population. Since then, China’s ASM 

share has grown to 11.1 percent of the total world capacity, a 4.6 point increase in share. At 

the same time, China’s share of world population decreased 1.3 points.

Exhibit 59: Asia’s Share of World Available Seat Miles 2008-2017
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In addition to China’s fast pace, the rest of Asia has also exceeded average worldwide growth 

rates. Including China, Asia’s share of airline capacity has increased from 25.1 percent to 

31.2 percent. When Oceania is added to Asia, the region represents more than one-third 

of the world’s capacity.

As the region’s share has grown, aerospace manufacturers and suppliers are increasingly 

focusing on these growth markets – a trend that will likely intensify as the region’s 

share grows.
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Oliver Wyman’s annual Global Fleet and MRO Forecast estimates that the aircraft fleet in 

the Asia/Oceania will increase by nearly 7,000 aircraft over the next 10 years. The growth 

equates to a 6.5 percent CAGR.

The growth rate over the next five years is expected to be higher (7.7 percent CAGR) than 

the second five years of the forecast (up 5.4 percent CAGR). Narrow-bodies are forecast to 

increase at the greatest rate.

Exhibit 60: Aircraft Fleet Forecast 2018-2028 – Asia/Oceania
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Source: Oliver Wyman’s 2018-2028 Global Fleet & MRO Market Forecast
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19. NORTH AMERICA GROWTH TRENDS

North America represented the slowest worldwide growth rate during 2017. The region 

increased ASMs 4.2 percent over 2016. The majority of the capacity increase resulted from a 

rise in average seats per departure (up 1.8 percent, or two seats) and a longer stage length 

(up 1.6 percent to 844 miles).

The US represents 90.4 percent of total capacity from North America, with the remaining 

9.6 percent from Canadian operations. Despite stagnating from 2008 through 2010, 

Canadian capacity has nearly matched worldwide average growth, increasing 52.1 percent 

over 2008, or an annual average of 4.2 percent. During 2017, Canadian capacity increased 

8.7 percent over 2016.

Contrary to Canada, US capacity growth since 2008 is well below the worldwide average of 

five percent CAGR. Since 2008, US capacity has risen only 17.5 percent, the slowest rate of all 

worldwide subregions. Over the past year, US capacity has increased 3.6 percent.

Exhibit 61: North America Capacity Index
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As shown in Exhibit 62 value carriers in the US have increased capacity at significantly 

greater rate than has the network carrier group. As we have continued to state in this 

report, revenue growth in an extremely mature market like the US depends on rational 

capacity growth.

Full year, year-over-year 2017, network carriers increased ASMs only two percent. As shown 

in the revenue section, the restricted growth allowed the network group to increase 

passenger yield during the period.
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Conversely, the value carriers group has added capacity at a much greater rate. Year-

over-year 2017, value carriers increased total capacity 8.8 percent, a rate that exceeded 

worldwide averages.

It is impossible to collectively characterize the value group’s growth strategy. Many in the 

group appear to be using the current positive economics to capture market share, while the 

network carriers are focusing on increasing passenger yields.

From 2008 through 2012, value carrier share of capacity increased two points to 

21.9 percent. Since 2012, the group’s share has climbed 3.8 points to now represent 

25.8 percent of US domestic and international capacity. During 2017 (year-over-year), 

value carriers increased capacity market share by one point.

Exhibit 62: Value Carrier Share of Capacity, 2008-2017
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Source: PlaneStats.com
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Based on Oliver Wyman’s Global Fleet and MRO Forecast, overall North American growth 

rates are expected to grow at similarly slow rates as in the past two years. Over the next 

five years, the North American fleet is expected to grow an average of 1.5 percent per year. 

Similarly, the fleet will grow 1.4 percent per year from 2023 through 2028.

The predicted growth rate is the slowest among major world regions. At these rates, North 

America will lose capacity share to other world regions.

Exhibit 63: Aircraft Fleet Forecast 2018-2028 – North America
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Source: Oliver Wyman’s 2018-2028 Global Fleet & MRO Market Forecast
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20. EUROPE GROWTH TRENDS

Despite its relative maturity, Europe exhibited a capacity growth rate that exceeded 

worldwide totals, increasing 8.1 percent over 2016. After nearly mirroring worldwide 

averages from 2008 through 2010, European airline capacity growth slowed. Growth 

returned in 2015 and exceeded world growth totals during 2017.

Exhibit 64: Europe Capacity Index
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Europe’s average seats per departure rose 2.1 percent to 148 and the average stage length 

increased two percent to 832 miles, resulting in above average growth. But departure 

growth for the region was actually below worldwide average growth.

Eastern and Western Europe have seen significantly different growth rates. Eastern 

European capacity has grown at a rate exceeding world averages, increasing 102.8 percent 

since 2008 (6.6 percent CAGR). Western Europe, a more mature market, has grown 

33.6 percent since 2008 (three percent CAGR).

Eastern Europe’s share of the region’s capacity was 9.4 percent during 2008; it has increased 

its capacity share in Europe by 4.2 points to 13.6 percent.
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Exhibit 65: Eastern Europe Capacity Surge Index by Region
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Europe’s aircraft fleet is expected to grow by 1,835 aircraft by 2028. Oliver Wyman predicts 

that over the next five years, the European fleet will increase 3.2 percent per year. From 2023 

through 2028, the growth rate will slow slightly to 2.2 percent per year.

Exhibit 66: Aircraft Fleet Forecast 2018-2028 – Europe
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21. AFRICA/MIDDLE EAST GROWTH TRENDS

Despite the region’s relatively large land mass and population share (21.5 percent), Africa/

Middle East represents only 12 percent of the world’s ASMs. As noted earlier, the region 

diverts from world trends with average aircraft seat per departure decreasing 0.5 percent 

during 2017.

From 2008 through 2011, African ASM’s exceeded world averages. However, the growth has 

flattened since 2011 and fallen below worldwide totals.

The Middle East remains the fastest-growing subregion in the world, increasing 

198.3 percent over 2008 (11.3 percent CAGR). The growth rate is greater than China’s; 

although China’s significantly larger market size will dominate the attention of 

manufacturers and suppliers.

Exhibit 67: Africa/Middle East Capacity Index
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Four Middle Eastern countries, Qatar, Turkey, Saudi Arabia, and the United Arab Emirates 

(UAE), represent more than 80 percent of the region’s total capacity. All four countries 

have had growth rates greater than 10 percent per year since 2008. The UAE (38 percent of 

total Middle East capacity) accounts for the largest absolute increase, growing at a rate of 

11.8 percent CAGR.

Of the Middle East countries with greater than 5 percent capacity share, Qatar represents 

the largest average annual growth rate at 16.6 percent. Iraq has grown significantly since 

2008 at 58.7 percent CAGR, but it still represents less than 1 percent of the regional capacity.
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Exhibit 68: Middle East Growth by Country, 2008-2017
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According to Oliver Wyman’s Global Fleet and MRO Market Forecast, Africa/Middle East 

growth will slow, with the region’s fleet increasing only 3.3 percent over the next ten years. 

From 2018 through 2023, the fleet will grow 3.7 percent per year, then drop to 2.9 percent 

per year until 2028.

Exhibit 69: Aircraft Fleet Forecast 2018-2028 – Africa/Middle East
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Source: Oliver Wyman’s 2018-2028 Global Fleet & MRO Market Forecast
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22. LATIN AMERICA GROWTH TRENDS

Combined, the Caribbean, Central America (including Mexico) and South America produce 

only 9.4 percent of the world’s ASMs. Latin America was the world’s slowest-growing region 

during 2016, but is seeing Central American growth improve and rebounding growth from 

South America.

Exhibit 70: Latin America/Caribbean Capacity Index
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South America accounts for nearly 38 percent of Latin American capacity. Since 2008, 

South America has grown 76.3 percent, with a 5.5 percent CAGR. From 2015 through 2016, 

capacity declined 1.1 percent in South America. Growth returned to the subregion during 

2017, increasing 3.3 percent.

Central American capacity has increased 80 percent since 2008, with a 6.4 percent CAGR. 

Despite extensive expansion to the Caribbean from US value carriers, the region has grown 

only 46.1 percent since 2008, with a 4.1 percent CAGR.

Much of the slower overall growth rate in South America can be attributed to instability 

in Brazil. From June 2016 through September 2017, Brazilian capacity slid 12.4 percent. 

Capacity has since begun to rebound.
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Exhibit 71: Brazil Capacity Index
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The Latin American fleet is predicted to grow at an average rate of 3.1 percent over the 

next 10 years. Unlike the trend in the rest of the world, wide-body growth is anticipated to 

outpace narrow-body growth.

Additionally, both turboprop and regional jet fleets are predicted to decline.

Exhibit 72: Aircraft Fleet Forecast 2018 to 2028 – Latin America/Caribbean
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WORLD HOT TOPICS

23. BREXIT

Airlines operating in the United Kingdom and European Union markets increased capacity 

over the past 24 months during the uncertainty created by UK’s planned withdrawal from 

the EU. The expanded capacity has been relatively matched by growth in passenger traffic, 

as reported by the UK Civil Aviation Authority (CAA).

An analysis of a rolling 12-month total of passengers from the UK to remaining EU countries 

is up 34.6 percent2 since 2014. From 2014 until the referendum announcement in June 

2016, passengers between the UK and the EU increased 18.9 percent, or an average of 

0.6 percent per month. Since the referendum (year-end October 2017 versus year-end June 

2016), passengers have increased an additional 13.1 percent, or an average of 1.1 percent 

per month. During the same periods, non-EU international traffic has increased 4.5 percent, 

and EU passenger traffic has increased 5.1 percent since the referendum.

Exhibit 73: Total Passengers from the UK to EU (Rolling 12 Months Index = January 2014)
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The rise in capacity has been largely produced by the region’s low-cost carriers such as 

Ryanair and easyJet. However, the UK’s largest airline, British Airways, has increased capacity 

by 10 percent. The above average increases could be partially caused by the devaluation of 

the British pound, making inbound UK tourism attractive.

2  Source: UK CAA Airport Data Table 12.1
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It is possible that the Brexit negotiations between the UK and the EU could hurt commercial 

aviation in the region. Analyzing the exposure that top UK airports face is valuable. At this 

point, the exposure to EU travel is a positive for UK airports.

Exhibit 74 demonstrates the relative exposure of each of the top ten UK airports for travel to 

EU countries. Gatwick and Heathrow rank one and two respectively, and other London area 

airports (Stansted and Luton) also have significant exposure.

The true impact of Brexit is yet to be determined. Many factors affecting passenger travel 

in the UK to EU markets could arise. While short-term results have been positive, many 

economists predict a slowing of GDP growth.

Exhibit 74: Top 15 UK Airports to the EU

Bubble size represents relative number of passengers to the EU.
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24. BREAKING THE BUSINESS CYCLE

The evolution of the airline industry is heavily influenced by business cycles. The simplistic 

view of the airline business cycle is that when passenger yields increase, operating margins 

increase. Then carriers order new aircraft and add capacity to gain market share. The added 

capacity then puts downward pressure on airfares and passenger yields fall, reducing 

operating margins. Apart from business decisions by carriers, there are external factors 

that heavily influence the airline business cycles. They include a spike or drop in fuel prices, 

economic recessions, geopolitical developments or terrorism, such as the September 11 

attacks, that can have long-term impact.

Exhibit 75: Is US the Cycle Broken?

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2015 20162014201320122011 2017

-20%

10%

-10%

20%

0%

Margin

Capacity 
change

September 11,
2001 impact

1 3 52 4

1 Margin grows; capacity adjusts 

2 Capacity continues to adjust upward; margin begins to fall

3 Capacity adjustment downward begins during period 2; margin improvement while capacity adjusts 
downward. Then capacity begins to adjust up.

4 Capacity upward adjustment continues; margin begins to fall. Capacity adjustment downward begins.

5 Margin improves, followed by capacity adjustment upward. Margin begins to decline.

Source: PlaneStats.com

An analysis of post-September 11 operating margins and year-over-year capacity changes 

for US network and value airlines indicates that, on some level, airline business cycles exist. 

From early 2003 through year-end 2011, capacity changes appeared to have a direct impact 

on operating margin.

The cycle seemed to end beginning in mid-2011. At that point, capacity changes stabilized 

with moderated growth. Also at that point, operating margins began increasing. The steep 

increase in margin beginning mid-2014 is mainly explained by the dramatically reduced 

fuel prices, which had a positive impact on the airlines’ margins. Margin has remained on a 

general upward trend since 2011 while capacity has steadily increased. One of the biggest 

factors to note is that as margins increased during the later periods, capacity growth 

was moderated.
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As seen in Exhibit 76, the slow growth in the US has been the result of the network carriers 

limiting year-over-year increases to below three percent, and following an approach 

of capacity discipline. Conversely, the smaller value group has increased capacity at a 

greater rate.

Exhibit 76: Short-Term Capacity and Yield Trend
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At the beginning of 2013, network and value carriers’ passenger yield was essentially equal. 

Since then, the gap between the groups has widened, with value carriers losing ground.

It is important to note that the value group has maintained a margin advantage, despite 

falling passenger yields. Had the network carriers matched capacity additions offered 

by the value group, there most likely would have had a larger and negative impact on 

passenger yield.

It will be interesting to see which of several potential capacity scenarios develops:

1. Value carriers will continue to add capacity at a rate exceeding GDP, and network carriers 
continue to limit growth. This scenario assumes the value group will add capacity at rates 
that will not diminish current margins.

2. Network carriers will respond to value carrier capacity additions, potentially restarting 
the cycle.

3. Value carriers will find more limited options to add capacity at compensatory rates, 
slowing growth rates more in line with those of Southwest and JetBlue (3.5 percent to 
4.5 percent). Slowing growth rates could help support higher yields.
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25. LONG-HAUL, LOW-COST

Although the short-haul, low-cost business model has shown enormous resilience and 

growth over the last two decades, the model is still evolving. While airline practitioners and 

economists have mixed views of the true competitive advantage of long-haul low-cost flying, 

there has been a steady increase in long-haul low-cost flying in the recent years. It remains to 

be seen whether some of the emerging long-haul narrow-body aircraft economics will lead 

to growth in this segment.

Our analysis of long-haul, low-cost operations includes 13 worldwide low-cost airlines that 

operate routes greater than 2,600 miles each way. Currently, the majority of these routes are 

operated with wide-body aircraft, but recent orders for the 737 Max aircraft will allow some 

of these low-cost operators to use smaller narrow-bodies. Additionally, a small number of 

these long-haul flights are on other narrow-body aircraft.

Currently, the largest long-haul, low-cost operation is Norwegian. The airline offers 

396 weekly departures on Boeing 737 and 787 aircraft. These aircraft have an average of 

263 seats per departure and fly an average of 4,424 miles per departure. The second-largest 

operation is AirAsia X.

Exhibit 77: Examples of Long-Haul, Low-Cost Airline Services

CARRIER SEATS PER DEPARTURE STAGE LENGTH WEEKLY DEPARTURES

Norwegian Air 263 4,424 282

AirAsia X 377 3,415 222

WestJet 170 2,913 178

Lion Air 266 4,308 84

Azul 258 4,148 80

Wow Air 259 3,393 60

Beijing Capital 288 4,888 50

Eurowings 291 5,083 42

Cebu Pacific 436 4,089 28

Thai AirAsia X 377 2,885 28

Jin Air 393 3,503 23

French Blue 397 5,811 14

Level 288 5,907 18

Source: PlaneStats.com Long-haul defined as longer than 2,600 miles.

From 2016 through 2017, these thirteen airlines added 19.7 percent more departures, 

equating to more than 1,100 departures per week. Flights within Asia represent the largest 

regional flow for long-haul, low-cost service.
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Exhibit 78: Top 10 Long-Haul, Low-Cost Traffic Flows
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The second-largest flow region is Europe to the US. The market increased 58.6 percent for 

long-haul, low-cost airlines. The region is also the fastest-growing in absolute departure 

growth. Carriers have added nearly 100 weekly departures to these Trans-Atlantic services 

over the past 12 months ended December 2017.

Six of the top ten routes are to/from Asia and five are to/from Europe. It is interesting to note 

that all of the major world regions are represented in the top ten.

Year-over-year, long-haul, low-cost services increased 19.7 percent and now represent 

1,109 departures per week. It is difficult to assess the profitability of these services with 

publicly available data, but the focus on growth in this sector indicates strong interest from 

the low-cost segment. We do see that, on the horizon, some of the new narrow-body fleet 

types with improved flight ranges could have a further positive impact on the growth of 

this segment.

These low-cost services represent only 3.4 percent of all long-haul departures. Even at 

the current growth rate, it will be years before the low-cost airlines will impact the overall 

long-haul market. It will be interesting to see how these services will compete over the 

next few years.
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