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Airlines Upgrade of Frequent-Flier Programs
In the air transport industry, customer loyalty reward programs are employed mainly due to unequal profitability potential of different customer segments, high competition levels among airlines offering similar services, and the utilization of similar programs by competing carriers (Wever, 2017). One of these is the upgrade of frequent-flier programs from economy to first class as a method to enhance attitudinal and behavioral loyalty, increase customer retention rates and augment the client income share that is spent on products and services (Wever, 2017). Furthermore, this is aimed at influencing purchasing behaviour through making discounts and benefits conditional on bonus point accumulation (Wever, 2017). However, this upgrade from economy to first class signifies a differential cost, which is essentially the difference between the cost of two alternatives (Corporate Finance Institute, 2021), in this case, that cost difference between flying economy and first class. The most evident differential cost is the price of the tickets, in the sense that first class tickets cost more than economy class tickets, but the client gets a first-class seat in this case for the price of an economy ticket. Additionally, services such as food and luggage fees in the economy and first class are different, hence there will be a differential cost in upgrading the food and waiving the luggage fees which is done in first class.
Moreover, there are opportunity costs of upgrading these frequent flier programs. The opportunity cost refers to the potential benefit foregone by choosing an alternative over another (Fernando, 2020). Therefore, in this instance, the opportunity cost would be the profit that the company would have made if the first-class ticket was sold instead of being given to a frequent flier as a reward. However, if this was not done, the opportunity cost would be the increased profit made due to increased customer loyalty as a result of the potential reward for frequent fliers (Wever, 2017). Also, by freeing up more seats in the economy class if some are moved onto first class, an opportunity cost that would be foregone would be the extra profit made if these economy class free seats would be sold to other passengers.
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