Eastman’s “Off-The-Wall Comment(s)” …

RexExpo 2002©, June 18, 2002

Panel “Distribution Models for the 21st Century”, Moderator Norm Rose
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Paraphrased, Norm Rose asked the question, “Given the new distribution models … opaque pricing, technology solutions that integrate online distributors and traditional agencies, improved branded outlets like Travelocity, Expedia, and Orbitz, auction outlets, and new GDS tools … where is travel distribution headed in the next few years? 
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Such a panel always generates a disparate set of views, and it is not my intent to reflect upon the various panelists’ views, mine included … beyond making a point here that was likely missed when I noted it among the divergent views of the session.  

The session was largely focused on technology solutions … and alternatives.  That tends to be the genera of most technology distribution discussions – to what extent will/do/must suppliers “hide” fares … is GDS by-pass working … what role does the agent play in the process … if GDS distribution is the most efficient model, then why are its costs so high … what is the role of interactive packaging in distribution … will suppliers shift inventory to lower levels in the distribution channel … etc., etc., etc.  

But in the “heat” of promoting our company’s products or our personal agenda’s (some of which are often the same thing) … we forget a very key factor!  That is … people drive technology decisions!  Technology does not drive people decisions! 

Technologists do not build these tools for the sake of technology … at least, not in the travel industry (or the business world, for that matter).  New technology tools are because somebody “saw a need”; perceived a “better way” to do something that was already being done.  Thus, from the start … new technology is a “people” innovation.  

But equally … perhaps more … important – new technology is accepted because it delivers usable benefits to users.  I did not say … “to suppliers” (that was, of course, the driver in the peak of the Industrial Age).  Conversely, I did not say “… to buyers” (certainly the “in vogue” claim of user-friendly booking tool continue to evolve in the new hyperarchy of information).  Users has a broader scope … and includes suppliers and buyers … and those intermediaries that are involved in …  (a) distribution of the product, (b) manufacture or production of the product, and (c) auditing or managing the product or its integrated pieces.  

Technology solutions gain acceptance one-step at a time.  And they get modified or changed when they run up against a barrier created by people that are not served by some new enhanced technology solution.  Thus, people drive the changes in technology tools at every step of their evolution.  

What makes today different from the past are three major aspects that technology advocates tend to overlook.  First … and you’ve seen me write on this often … is the new interactive dimension of digital communication; the ability of the buyer or user to provide immediate “feedback” as to the appropriateness of a given solution or product offering.  That simply was not possible 10 years ago.  

Second … and often given “token” recognition without a real grasp of its impact … is the rate-of-change in the rate-of-change.  No … I did not compound that thought.  There has always been change.  It is a factor of the human evolution.  But change has been largely, in the past, manageable.  But with the evolution of computer, not only has computer processing compounded at the rate of Moore’s Law
 -- but with that enhanced computer processing has come a knowledge base that has expanded equally as rapidly!  It is a societal facet of life … that we see each day within our own travel industry in a multitude of different and very specific ways.  But we live so close to the day-to-day changes that we fail to see the more industry-global impact.  

Third … is the facet to which this “comment” is addressed … that for all the technology knowledge that Moore’s Law has enabled – it has all been driven by and for the benefit of knowledge or use by people; people like you and me!  It is people who “enable change … and people who “block” change.  Those on the “enabling” side tend to look at the “blockers” with distain … to pin labels on them as being “old school” or having “vested interests”.  Those on the “blocking” side tend to look at the “enablers” with equal distain … to say “prove it to me” or “if it ain’t broke, don’t change it”! 

Yet it is the melding of these generally opposing views that result in what result in what become the working tools of our industry.  While opaque or hidden fares may work for some suppliers in some marketing distribution solutions … they won’t work where “branding” is critical to product distribution …and may only work sometimes for an intermediary that is “packaging” many commodity travel products into a single user-needed solution.  But the unique part is the speed at which these solutions are evolving … and re-evolving to meet the needs of those who block (or don’t use, for whatever reason) the initial offerings.  Consider how the auction Priceline.com model has waned from popularity … supplemented to some extent by the opaque Hotwire model … and now transitioning to interactive packaged offerings such as those now coming to the forefront through NeatAgent and NeatOnLine.  It will not stop there!  

But also important to consider among the “blockers” group is the core ability to respond to the new needs and new technologies.  These are not “blockers” that want “proof” of some value-add – but rather, those that simply cannot manufacture or produce their product in a way that the user/buyer needs it.  And there is a great deal of this in travel – brought about by the conflict between the technology inventory oriented platforms of the long established major suppliers (air, car, hotel, cruise, and most major tour operators) … and the demands of the new information driven environment of the Internet.  

These are “blockers” that effectively distort and re-direct the initial distribution solutions … as they take away the efficiencies of the hyperarchy to be replaced by interim solutions.  But those interim solutions result in structural and process changes that, in turn, impact the future ways that these products will be distributed.  

There is no clear path forward.  But just as true, there is no going back.  Those companies that will grow fastest within the travel industry in the next five to ten years will be those that adapt and use the most flexible platform – not those that build the fastest solutions … nor those that build solutions that fit their product-of-today … nor those that focus on being a “supplier”, “intermediary”, “packager” or even a “user interface”.  

For the next five to ten years … flexibility will be the only way to adapt and sustain a successful business in the face of the rapidly compounding knowledge and information base; i.e., Moore’s Law as applied to the travel industry!  But throughout that course … the technology solutions that will necessarily reflect what can be done – but rather, technology will reflecting the needs of people in this business! 
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From Alex Savic, Continental Airlines in response to my 

“Off-the-Wall Comment(s)”© follow-up on June 3, 2002
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<< … in your opinion how much of the airlines future actions are a function of “awareness" by the carriers to the impact of the hyperarchy of information versus increased cost/revenue pressures. >>
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I love it when somebody asks my opinion! “;-]   However, an Eastman opinion and a dime won’t even buy you a cup of coffee anymore.  Still, there are a number of airline folks that get OTWC … and most recipients are linked tightly to the airline community as well.  Thus, I thought it appropriate to share my June 4 response to Alex. 

My experience in working with airlines is that the airlines have, in the past ... and even today, largely do ... confuse the "hyperarchy" of information with their historic base knowledge about the GDSs and hosting platforms.  In one way or another, they have had this "legacy" form of global communication via queued messages and agency-derived interactive booking for the better part of 40 years.  It is inculcated into their business processes ... and their mind-set.  

What airline managers have failed to understand is that this tool that they have had almost "exclusive use" of for the past 40 years ... has been superceded by the Internet; essentially, in less than five years.  Many, if not most, of the senior managers in the airlines have been in their jobs longer than Internet has been around as a viable business tool.  They are having a very hard time making the mental adjustment ... let alone, the internal processes adjustments. 

As I pointed out in the OTWC that I posted just after the 9/11 incident (and as a side-bar in the essay which was just released by McGraw-Hill as a part of their "Handbook of Airline Economics") -- the 9/11 issue combined with the economic slowdown is forcing airlines to re-asses the cost and communication opportunities of the information hyperarchy at a much faster rate than I had projected would happen prior to 9/11.  

It is important to recognize that the issue is NOT the distribution process.  The distribution issues represent a relatively small percentage of the information-requirements demand on an airline's operational needs.  And since the industry has downsized to primarily four GDSs, distribution has been largely a "front-end" process for most airlines, in any case. 

The systems that need to be fixed are those internal operations processes ... integrated yield and revenue management, integrated maintenance and operations, integrated revenue and operations, integrated accounting with booking data, integrated ground equipment with fleet operational changes, etc., etc., etc. 

To the extent these processes are computerized (and some functions are totally computerized) ... they remain self-serving independent silos of un-integrated information within the airline.  Data integration takes place through human intervention in the form of data/operations/process management or the physical transfer of data files or tapes.  Human intervention processes are too slow to respond to the needs of an active demand-driven buying consumer.  

Humans need to be able to put in place strategic or predictive criteria against which exceptions outside given criteria cause automatic interactive reactions ... whether responding to demand-needs of buyers or demand-needs of an equipment malfunction.  A down-size shift-of-gage should not require human intervention to advise and rebook passengers, change airport ground handling equipment, re-staff flight crews, adjust maintenance planning and services, etc.  Those rules should be interactive and built in.  The value of humans is in the planning and development ... not in the “reactive doing”, except in cases of extreme emergency.   

It was significant to me that IATA ... as a collective group ... was prepared to respond "publicly" to the "threat" of offshore ticketing.  But that was not really the "whole" of IATA ... rather, a couple of U.S. carriers.  There remains within the whole of IATA membership, a large base of airline managers that believe that their revenue base will remain dependent on paying travel agencies commissions ... and in many parts of the world, that is a reality.  At one time, I ran just such an airline.  My company continues to work with a number, even today.  The hyperarchy of information has not penetrated the world evenly.  I rather expect this IATA initiative will bog down ... but I do not know to what extent.  

Costs and revenue are certainly helping create awareness of the hyperarchy ... but it has not, as yet, moved to the point that the major airlines are substituting new nodal-network processing systems for their old hierarchal-structured silo solutions.  

And interestingly, in 95% of the cases, nodal-networking solutions could be implemented on lower cost platforms at just about the same revenue-output as it now takes to support the legacy systems; with the lower-cost benefits to take almost immediate effect following conversion.  There are many companies outside the airline community that have or are making these cut-overs with minimal impact on costs.  But we don't see that happening within many of the "established" major airlines ... at least, not yet.   
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From BTNOnline©, 3 June, 2002

++++++++++

The European Commission has ordered the global distribution systems to amend the MIDT booking data they sell to airlines to corporate clients no longer can be identified from the information ….   While corporations continue to express concern about the GDSs revealing their data, airlines are intensifying pressure for a reform of pricing and travel agents are question whether the GDSs are working for them or competing against them.  The EC is also … conducting a review of its computer reservation system code of conduct. 
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No matter where one looks, the GDSs are “under fire”.  And in my view, there’s a whole bunch of this criticism that is well earned.  And a lot of it is inherited ... such as this current MIDT (marketing information data transfer) issue.  But increasingly, the GDSs have become a “target” for everybody wanting to “justify” their particular cause in the face of the breakdown of the historic travel distribution model noted in my first comment.  

The EC’s focus on MIDT is but a reflection of a government (or quasi-government) agency reacting after-the-fact … too slow and too late.  For most airlines, the derived value of the MIDT data has become only a small part of their customer information data resource.  Given the tools available to airlines (and agencies) today … MIDT data is, itself, too slow and too late.  Marketing information must be derived and interactive in real-time; not sourced through some data delivery that comes 15 to 30 days after the end of the month as a compilation of bookings through one of four sources.  And, of course, the accuracy of even the MIDT data is depredating as more and more buyers go direct to the web sites of their favored airline.  

In the February 6, 2001, OTWC, I focused a bit on the airlines seeking to obtain information from sources other than GDS MIDT, BIDT and ARC (BSP) billing data.  An offhand comment suggested that “ … more interesting is the "tale" this story implies. It would appear that Continental, among many airlines, is beginning to feel the dynamics of the new demand-driven economy; an environment where the traditional information sources of the traditional GDS-funnel controlled "supply-driven" airline distribution channel are becoming distorted by expanded use of more efficient, but diversified, alternative channels.   A year and a half later, the EC wants to limit MIDT data gathering.  In my view, too little … too late ... and for all practical purposes, useless in the ever-increasing hyperarchy of information.   

What is significant about the EC’s effort and the BTN story is how much of the EC “focus” is on the GDSs in the distribution of travel product.  To some extent, we see the same thing in the U.S. congressionally chartered National Commission to Ensure Consumer Information and Choice in the Airline Industry hearings presently underway.  While the U.S. hearings have become a bit bi-focused in that many have attacked Orbitz as an airline-owned GDS … the core issues of these government activities is on looking for abuse within the distribution channels.  

Very clearly, the government bureaucrats and those distribution traditionalists have not yet come to understand the bi-directional information nature of the Internet and the hyperarchy of information.  In reality, it is those that seek to justify the failure of their past and current business models that engender these government entities.  These are, for the most part, failing businesses or business models grasping at “will-o'-the-wisps” – not able to understand its too late; as noted above, there is no going back.  

What is also of interest is the “noise level” being generated.  Perhaps like a cornered animal, these people perceive they are fighting for their very lives.  But, in my view, the monies spent on these hearings, inquiries, and “studies” would be better spent focused on dealing with how to enable the infrastructure of the airline and travel community to respond to the new information and knowledge demands of society; rather than reviewing or inhibiting that which can no longer be; or is no longer.  
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As is generally the case … I had far more “clippings” to comment on … than there was time for creating the comments.  And, as noted above, the rate-of-change in the rate-of-change is compounding at logarithmic speed.  If there is something of special interest that you think I should comment on … please feel free to point me.  It is hard to know what is of interest … given how much change we are all confronted with.  

Respectfully,
\\ Richard  
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� The author was a panelist.  Other panelists were Gregg Brockway, EVP, Hotwire; David Brown, Dir of E-Commerce Product Strategy, United Airlines; Steve Cossette, VP Marketing and Sales, Neat Group; and Cheryl Weldon, VP Agency Marketing, Worldspan.  


� Gordon Moore, cofounder of Intel Corporation, postulated in 1965 that the power and complexity of the integrated circuit would double every 18 months.  Simply put, Moore’s Law suggests that if you take the most powerful computer in existence today, 18 months from now there will be a computer with twice the processing power, speed and capability.  Moore’s Law has proven generally accurate for almost 45 years. 





