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By Mauricio Viaud 
PM and Senior Investment Strategist 

Insigneo 

 

Shining Star in the Sky 

 

The airline industry in the United States has been a 

shining star this earnings season. Broadly speaking, 

the US airline industry can be broken into two major 

groups: The legacy or full-service airlines (e.g., 

United, Delta, and American) and the discount 

airlines (e.g., Southwest, Jet Blue, Spirit, Frontier, 

and Allegiant). Alaska Airlines is a bit of a mix of 

both groups. The full-service carriers tend to target 

business and leisure end markets, both 

domestically and internationally. Additionally, they 

also cater to premium end markets, within both 

business and leisure segments. The discount 

airlines are mainly focused on the leisure travel 

market, and, except for some international routes, 

they are mostly domestically focused. With this in 

mind, let us look at what we are seeing in the 

industry. 

 

For the 4th quarter of 2022, United, Delta, and 

American airlines reported better than expected 

numbers, with increased earnings per share 

guidance and outlooks for the year. This was mainly 

driven by increased Operating Margins, as well as 

increased passenger demand expectations. First, 

let us dive deeper into Operating Margins. These 

are mainly driven by load factors (i.e., how much 

revenue is being generated given the airline’s 

available seats, basically how full the plane is), 

yields (i.e., how much revenue is being generated 

per passenger on that plane) and costs (i.e., mainly 

labor and fuel). These three airlines are seeing 

stable to rising load factors and yields, and while 

costs have risen, they seem to be doing a good job 
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at mitigating expenses. Second, looking at 

passenger demand, these carriers should be poised 

to benefit from increased business and international 

travel. Delta estimates that there could be as much 

as $30B in industry revenue upside to get back to 

pre-Covid levels. This does not mean that all that 

revenue is going to enter the industry this year, but 

it gives some perspective to the potential demand 

still available in the market. In fact, we have seen 

some international carriers like Lufthansa bring 

recently retired A380 “super-jumbo” aircraft back 

to service to try to meet rising demand. To that 

point, capacity has been structurally changed post-

Covid, leading to fewer routes and thus fewer seats 

available to meet increased demand. Given the full-

service nature of these U.S. carriers, they are likely 

to benefit from higher fare prices, as their 

customers are most likely to be able to absorb fare 

increases, particularly in the business and premium 

segments. Increased passenger demand and 

higher fare prices should lead to higher load factors 

and higher yields, resulting in further improvements 

in Operating Margins. Lastly, we are also seeing 

these companies upgrade their long-range aircraft 

fleets, leading to higher cost efficiencies. United 

recently announced an order for 100 Boeing 787 

jets to replace older 767 and 777 aircraft. Closer to 

home, we saw American Airlines do the same when 

it replaced older aircraft for the newer 787 in its 

Miami-Montevideo route and added the same type 

of aircraft to its Dallas-Buenos Aires route.  

Delta could be considered the best operator of the 

group, with the highest EBITDA margins, but United 

is doing a great job at repositioning its operations. 

United is focusing on increasing its footprint in 

international routes, where capacity rationalization 

is leading to fewer players in the industry, 

particularly in Europe and Asia. Capacity 

rationalization generally refers to the intentional 

limiting of available seats in the industry. The 

company should benefit as these regions continue 

to emerge from Covid-19 pandemic. American 

Airlines should also benefit from the industry trends 

described above, particularly in Latin America. It is 

important to keep in mind that American Airlines 

does carry relatively higher levels of debt than its 

full-service peers. However, the company’s new 

Chief Financial Officer recognizes this, and appears 

intent on repairing the company’s balance sheet. 

 

The discount airlines should also benefit from 

increased demand and reduced capacity, but 

potentially to a lesser extent than their full-service 

competitors. Discount airlines have less pricing 

power, as their predominantly leisure end market is 

less likely to absorb fare increases. Given the 

relative lack of presence in international segments, 

the discount airlines are also most likely to be 

negatively affected by a recession or slower growth 

in the United States. In fact, Jet Blue spoke of 

lower-than-expected demand for its routes, 

something we have not seen for the full-service 

carriers. The airline also saw costs increase more 

than expected, further cutting into profits. 

Additionally, the discount airlines are currently 

experiencing a number of idiosyncratic risks that 

could lead to a higher degree of volatility relative to 

peers. Jet Blue is in the process of attempting to 

acquire Spirit, an acquisition that is being reviewed 

by the Department of Justice and could go into next 

year, potentially creating unwanted “noise” for both 

airlines. Southwest is still reeling from its recent 

flight cancellation issues and could potentially see 

operational issues impacting near-term earnings.  
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In fact, recent high cancellation rates among the 

discount airlines could lead to more discontinued 

routes, further increasing capacity constraints. On 

the other hand, Alaska Airlines, a more hybrid 

carrier, does cater to a relatively higher amount of 

business travelers. However, these travelers tend to 

be predominantly located in the West Coast of the 

country and focused on the Technology industry, 

which could be negatively impacted by increased 

layoffs. Allegiant Air was the lone discount airline 

that posted an above average quarter, benefiting 

from increased demand, as it saw customers shift 

over from Southwest Airlines.  

 

 Revenue Passenger Miles Available Seat Miles Load Factor Yield per Passenger Mile 

Full-Service Carriers     

American Airlines Group Inc 55.32B 65.96B 83.90% 21.93% 

Delta Air Lines Inc 50.48B 59.51B 85.00% 21.57% 

United Airlines Holdings Inc 54.76B 64.29B 85.20% 20.46% 

Discount Carriers     

Southwest Airlines Co 31.30B 37.49B 83.50% 17.70% 

Alaska Air Group Inc 12.86B 15.03B 85.50% 17.61% 

JetBlue Airways Corp 13.70B 16.47B 83.20% 16.55% 

Allegiant Travel Co 3.58B 4.36B 85.30% 15.78% 

Spirit Airlines Inc 10.43B 12.87B 81.00% 13.34% 

Frontier Group Holdings Inc 7.12B 8.67B 82.10% 12.45% 

Source: Bloomberg, Insigneo 

 

As of January, of this year, sales rose 72% for the 

full-service carriers and 52% for the discount 

airlines, compared to last year.  As would be 

expected, EBITDA margins over the same period 

were also higher for the legacy carriers, coming in 

at 10.3%, compared to 8.1% for the discount airlines. 

As we can see on the table, the full-service carriers 

have better metrics than the discount carriers, 

including higher revenues (i.e., Revenue Passenger 

Miles), higher capacity to increase revenues (i.e., 

Available Seat Miles), as well as higher revenue 

yields. The legacy carriers do trade at slightly higher 

valuations than the discount airlines, but both stand 

at reasonable levels. Although increased passenger 

demand and capacity constraints could benefit the 

US airline industry as a whole, we believe that the 

full-service carriers could stand to benefit the most.  

It is important to keep in mind that a deeper than 

expected domestic or global recession would likely 

have a negative impact on the U.S. airline industry. 

As such, these stocks are best suited for clients 

that can tolerate a relatively high level of risk. 

 

 

Click or scan this code to access more 

insights at insigneo.com/insights

https://insigneo.com/insights
https://insigneo.com/insights
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Important Legal Disclaimer 
 

 

Insigneo Financial Group, LLC comprises a number of operating 

businesses engaged in the offering of brokerage and advisory 

products and services in various jurisdictions, principally in Latin 

America. Brokerage products and services are offered through 

Insigneo International Financial Services, LLC, headquartered in Puerto 

Rico, and through Insigneo Securities, LLC, headquartered in Miami. 

Both are members of the Financial Industry Regulatory Authority 

(FINRA) and Securities Investors Protection Corporation (SIPC). 

Investment advisory products and services are offered through 

Insigneo Advisory Services, LLC, an investment adviser registered with 

the Securities and Exchange Commission. In Uruguay, advisory 

services are offered through Insigneo International Asesores de 

Inversion Uruguay, SA, Insigneo Asesores de Inversion Latam, SRL, and 

Insigneo Asesores de Inversion de Uruguay, SRL, in Argentina through 

Insigneo Argentina, SAU, and in Chile through Insigneo Asesorias 

Financieras, SPA. Collectively, these eight operating businesses make 

up the Insigneo Financial Group. To learn more about the Broker 

Dealers including their conflicts of interest and compensation 

practices, please go to https://insigneo.com/disclosures/ or via 

www.finra.org. To learn about Insigneo Advisory Services, LLC and any 

conflicts related to its advisory services, please see its Form ADV and 

brochure which can be found at Investment Advisor Public Disclosure 

website https://adviserinfo.sec.gov/ 

 

 

FOR AFFILIATES LOCATED IN CHILE 

Insigneo Asesorías Financieras SPA se encuentra inscrito en Chile, en 

el Registro de Asesores de Inversión de la Comisión para el Mercado 

Financiero. Este informe fue efectuado por área de Research & 

Strategy de Insigneo Securities LLC. o sus proveedores, en base a la 

información disponible a la fecha de emisión de este. Para evitar 

cualquier conflicto de interés, Insigneo Securities LLC dispone que 

ningún integrante del equipo de Research & Strategy tenga su 

remuneración asociada directa o indirectamente con una 

recomendación o reporte específico o con el resultado de una cartera. 

 

Aunque los antecedentes sobre los cuales ha sido elaborado este 

informe fueron obtenidos de fuentes consideradas confiables, no 

podemos garantizar la completa exactitud e integridad de estos, no 

asumiendo responsabilidad alguna al respecto Insigneo Securities LLC, 

Insigneo Asesorías Financieras SPA ni ninguna de sus empresas 

relacionadas. 

 

Este material está destinado únicamente a facilitar el debate general y 

no pretende ser fuente de ninguna recomendación específica para una 

persona concreta. Por favor, consulte con su ejecutivo de cuentas o 

con su asesor financiero si alguna de las recomendaciones específicas 

que se hacen en este documento es adecuada para usted. Este 

documento no constituye una oferta o solicitud de compra o venta de 

ningún valor en ninguna jurisdicción en la que dicha oferta o solicitud 

no esté autorizada o a ninguna persona a la que sea ilegal hacer dicha 

oferta o solicitud. Las inversiones en cuentas de corretaje y de 

asesoramiento de inversiones están sujetas al riesgo de mercado, 

incluida la pérdida de capital. 

La información base del presente informe puede sufrir cambios, no 

teniendo Insigneo Securities LLC ni Insigneo Asesorías Financieras SPA 

la obligación de actualizar el presente informe ni de comunicar a sus 

destinatarios sobre la ocurrencia de tales cambios. Cualquier opinión, 

expresión, estimación y/o recomendación contenida en este informe 

constituyen el juicio o visión de área de Research & Strategy de 

Insigneo Securities LLC. o sus proveedores, a la fecha de su 

publicación y pueden ser modificadas sin previo aviso. 

 

 

FOR AFFILIATES LOCATED IN URUGUAY 

En Uruguay, los valores están siendo ofrecidos en forma privada de 

acuerdo al artículo 2 de la ley 18.627 y sus modificaciones. Los valores 

no han sido ni serán registrados ante el Banco Central del Uruguay para 

oferta pública. 

 

 

FOR AFFILIATES LOCATED IN ARGENTINA 

Insigneo Argentina S.A.U. Agente Asesor Global de Inversión se 

encuentra registrado bajo el N° 1053 de la Comisión Nacional de 

Valores (CNV) e inscripto ante la Inspección General de Justicia (IGJ) 

bajo el N° 12.278 del Libro 90, Tomo –, de Sociedades por Acciones. 

Este informe fue efectuado por área de Research & Strategy de 

Insigneo Securities LLC. o sus proveedores, en base a la información 

disponible a la fecha de su emisión. Para evitar cualquier conflicto de 

interés, Insigneo Securities LLC dispone que ningún integrante del 

equipo de Research & Strategy tenga su remuneración asociada 

directa o indirectamente con una recomendación o reporte específico 

o con el resultado de una cartera. Aunque los antecedentes sobre los 

cuales ha sido elaborado este informe fueron obtenidos de fuentes 

consideradas confiables, no podemos garantizar la completa exactitud 

e integridad de estos, no asumiendo responsabilidad alguna al 

respecto Insigneo Securities LLC, Insigneo Argentina S.A.U. ni ninguna 

de sus empresas relacionadas. La información base del presente 

informe puede sufrir cambios, no teniendo Insigneo Argentina S.A.U. la 

obligación de actualizar el presente informe ni de comunicar a sus 

destinatarios sobre la ocurrencia de tales cambios. 

 

Este material está destinado únicamente a facilitar el debate general 

y no pretende ser fuente de ninguna recomendación específica para 

una persona concreta. Por favor, consulte con su ejecutivo de 

cuentas o con su asesor financiero si alguna de las recomendaciones 

específicas que se hacen en este documento es adecuada para 

usted. Este documento no constituye una oferta, recomendación o 

solicitud de compra o venta de ningún valor negociable en ninguna 

jurisdicción en la que dicha oferta o solicitud no esté autorizada o a 

ninguna persona a la que sea ilegal hacer dicha oferta o solicitud. Las 

inversiones en valores negociables están sujetas al riesgo de 

mercado, incluida la pérdida parcial o total del capital invertido. 

Cualquier opinión, expresión, estimación y/o recomendación 

contenida en este informe constituyen el juicio o visión de área de 

Research & Strategy de Insigneo Securities LLC. o sus proveedores, a 

la fecha de su publicación y pueden ser modificadas sin previo aviso. 


