Eastman’s “Off-The-Wall Comment(s)” © …

In fact, there is a lot happening in the travel industry right now … much of it to be expected based on things that took place in the past (assuming you follow OTWC from time-to-time).  There were two queries this month along the lines of what does this mean?  I’ve taken a shot at two … and this OTWC got a bit long.  There are a couple of other pieces I want to comment on, and may do so early next month if I continue to think they are important.  

++++++++++ 

From: Beata Lahey, ARINC© August 20, 2002

++++++++++
"Richard … You probably saw it already. I guess the impact on BCS
 in Orbitz context is the need for Caching & Fare Control to protect the host from hits and ensure fare rules compliance. I suppose you will be commenting on these announcements in your OTWC.  Beata

____________________________________

Both from ATW August 20th- 2002

Orbitz goes direct with American Airlines' res system --  American Airlines implemented Orbitz's Supplier Link technology that connects the Orbitz search engine directly to the airline's internal reservation system. This makes Orbitz "the first Internet company" to replace all intermediary functionality in order to book tickets directly with airline reservation systems. Seven other carriers, including US Airways, inked similar deals with Orbitz. … By launching a Supplier Link with Orbitz, American is "expected to save up to 77% on every ticket booked" through the site and industry experts estimate more than $1 billion in savings on distribution costs using systems similar to Supplier Link, Orbitz said. 

Worldspan introduced a new pricing solution entitled Worldspan Fare by Rule that utilizes ATPCO Automated Rules Category 25 to create new fares by filing discounts off existing published and private airfares or filing zonal pricing programs in the ATPCO system. This will enable Worldspan subscribers and corporate customers to offer travelers a selection of special-value fares such as discounted, corporate, negotiated, Web, coupon and zone fares.

++++++++++
Eastman's "Off-the-Wall Comment(s)" ©  ...    
The issue of Orbitz is best answered from these extracts from 1999 OTWC’s …


From PointCast Industry Channel, November 9, 1999 ©
++++++++++
NEW YORK (Reuters) - Four major U.S. airlines Tuesday said that they will offer the first multi-airline travel Web site that will allow travelers to purchase their airline, hotel and car rental services next year online. 

UAL Corp.'s United Airlines, Delta Air Lines Inc., Northwest Airlines Corp. and Continental Airlines Inc. are forming the online service. They hope to launch the site in the first half of 2000.

The airlines said the site will offer the most comprehensive selection of online airfares and other travel information available on the World Wide Web. It will publish fares from virtually all carriers worldwide and will welcome the posting of Internet fares from other carriers as well.
     …

++++++++++ 
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1. For those who get "Off-the-Wall Comment(s)", you knew it was just a
matter of time.

2. For all practical purposes, this "multi-airline" web site can functionally replace the GDSs ... because it becomes a direct "Internet switch" into/out of the airline host systems.

3. While many of the smaller agents have come to accept the reality of
impending "net fares" in the travel distribution model -- the big agencies
that are making "special deals" and deriving volume overrides can expect to
see those volume purchase agreement revenues get tied to bookings through
the "multi-airline" internet sites -- which suggest a whole new round of
technology evolution tied to the Hyperarchy of the Internet, information
processing, customer relationship management, and shared-risk distribution.
… 
Every airline around will seek to join the "band wagon".

This evolution points even more to the next stage -- distributed inventory
risk. As the airlines shed the historic costly distribution channel of the
past 30 years and move to Internet driven e-commerce solutions --
distribution, allocation, settlement all become transparent to the buyer.
Since the airlines cannot "manufacture seats" and "package travel"
efficiently ... the packaging will continue to be in the hands of "others".
"Others" may be the traveler him/herself -- or it may be "value added"
packagers that can interactively pull together buyers in sufficient volume
to enable them to "take risk" at lower purchase prices ... to ensure the
availability of product to their buyers.

The five new "drivers" in travel distribution are ...
     (a) the transition of the airline seat from a "service" to a "commodity"
(i.e. to the point where price is the only product differentiation)
     (b) the speed at which data can be interactively moved and automatically
managed
     (c) the fact that digital information knows no geographic or government
boundaries (although it appears to still be bounded by economic and cultural
issues)
     (d) the needs (and limits) of business and societal cultural issues ...
evolving user/buyer/consumer expectations and related processes.
and...
     (e) the fact that the changing dynamics allow astute management's to use
the high speed transfer and data processing to interactively qualify and
communicate "targeted" information with prospective users/buyers/consumers

The "multi-airline" web site is but another step in this evolution.

From Bridge News, December 9, 1999 ©
++++++++++ 

New York--Dec 9--Priceline.com, Travelocity.com and Preview Travel plan to form a broad-based marketing alliance to leverage their combined user base of more than 20 million travelers. 
     ….
++++++++++ 
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          ….

 2. Lets assume that Worldspan is to be the host/manager of the 4-Airline
private web site. Lets assume that Sabre "responds" with a private web site
to serve the 100-plus airlines that it hosts. Lets assume that e-tickets
become the norm (as they already represent about 50% of all travel). Now,
given the …  market base ... and the Priceline "Name you
own price" market base -- and "direct links" to the airline inventory
systems ...

... VIOLA!!! -- a global Internet distribution solution

... without the need of ARC's high cost processing solution and
without the need of travel agents to inject command-line transactions to
generate segment bookings.

3. Such a solution suggests increased dependency on ...
     (a) GDS bypass
     (b) Corporate bulk buying (i.e., risk taking) to ensure corporate travel and provide the airlines with a stable base of revenue in key market segments
     (c) As (b) evolves, aggregated buying by other key distribution outlets in the form of risk-taking consolidators, corporate agencies on behalf of smaller corporate clients, and tour operators -- in each case, to ensure optimum pricing for their clients and/or packaged products.
     (d) Rapid evolution of net fares for non-bulk purchased air travel product (if you are an airline, why pay GDS and/or commissions?) – which means a reversal of the traditional agent's role in the distribution model to where the agent charges the buyer for packaging and buying – not processing a transaction.
     (e) Over the next two years, the auction concept will evolve to a new model for bulk purchase of airline seats through some sort of interactive e-commerce bid process.
     (f) Over a longer term, the evolution of "travel packages" ... not packaging of commodity products.
…
As an aside, we might ... just might ... see one or two of the other GDSs begin to do deals with airlines where they buy (i.e., take risk) on behalf of their collective group of travel agent outlets. Just might -- that will require a very big mental  "leap" on the part of any GDS senior management.  But competitive pressure has funny ways of opening people's minds to alternative solutions.
     ….


Writing in August of 2002, there is probably little more to add.  The two clips cited by Beata are simply the reality of what we foresaw in 1999.  Beata’s reference to the need for airlines to cache front-end solutions highlights a problem inherent with the airline legacy inventory systems.  With the need to manage multiple channels into the hierarchal airline inventory structures, airlines will need to effectively pre-manage interactive real-time demand-driven availability and sales requests across the disparate channels.  

The major airlines (and most other major travel providers) have hosted and distributed product from older mainframe platforms with intensive hierarchal structures.  Those hierarchal structures cannot deal fast enough with the divergent and relational queries that are now posed to them across the interactive digital hyperarchy of information (see below).  And it will take ten or more years to build new relationally driven airline inventory systems capable of supporting the needs of the world’s largest carriers.  

Yet the new start-up carriers are able to select inventory-hosting platforms with relational data structures already in place; ensuring them competitive advantages in both cost-to-host and response-to-buyer-queries.  Accordingly, the only way that the major airlines can compete with the new start-up carriers is through the innovative pre-managed caching solutions to which Beata refers … tools able to isolate and analyze the yield/revenue benefits of multiple unique contract agreements originating from a wide variety of sources.  

As these tools mature, they will add multiple levels of product packaging to the airlines and intermediaries … and further enhance the distribution of inventory risk-taking into the secondary levels of the distribution channel.     

++++++++++

From Joe Da Rosa, Balboa Travel©, July 29, 2002

++++++++++

Hello, Richard!  Being on the board of Radius (formerly Woodside), I was discussing our upcoming North American shareholders meeting. One of our discussion sessions will deal with the possible shape of the industry in the future and how to prepare one's own company to prosper in it. With regard to the shape of it, …I often quote, or more properly, paraphrase … your thoughts regarding a future in which successful companies (agencies in this case) have transitioned to a merchant model where they buy product at negotiated net prices and mark it up -- doing this electronically by "packaging on the fly", delivering complete trips rather than components. If you had a brief statement of your views on this that could serve to frame the idea and provoke thinking as well as discussion, I would sure love to get it from you.

++++++++++
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Of course, Joe also wanted it to be only one page long. Expecting me to write a one-page response is a bit like asking the Devil for an ice cube.  The first version was four pages … “A quick look to the future of travel distribution … 3 to 5 years down the road”; which Joe is using on the 9th and 10th of September.  However, two days after I sent the first response to Joe, the following piece appeared on TWCrossroads … and that triggered a different approach to Joe’s query (which he elected to not use … so I am sharing it with you).  
From TWCrossroads©, August 22, 2002
++++++++++
PLAYING WITH MATCHES? All of the big five carriers now are offering an unpublished business fare discount to travel agencies, and American expanded its program from select agencies to all agencies. Delta got on the bandwagon Tuesday and Continental last Friday for the 5% and 10% discounts, depending on fare category, for travel in the U.S. and Canada. Delta and Continental were matching a move initiated by American, then matched and expanded by Northwest. United then matched Northwest. 

++++++++++

HERE is the future ... in an early and minuscule, but literal sense.  All of the big five (U.S.) carriers are offering unpublished business fares to buyers.  What is not noted is that those fares are now available via selective, but multiple, channels of distribution.  

What follows is largely borrowed from a chapter in my essay, “Economics of Airline Automation” as published in the 2nd edition of the McGraw-Hill publication Handbook of Airline Economics, release in June of 2002.


To understand the “why and how” of this snip-it of information, understand that this is part of the airline retooling process.  With this in mind, picture the impact of the hyperarchy
 of high-speed digital communications on the whole of society.  This would not be possible except for two major changes in current airline distribution modes 

First … is separation of the “product” (i.e., a ticket representing an airline seat) from the physical distribution channel (i.e., an agency or airline network that formerly distributed physical pieces of paper - tickets to each future traveler).  The ability to distribute information at very high speed without being limited to physical distribution channels (holistic or hierarchical noted above), enables buyers to compare offerings from suppliers across channel lines, and to choose alternative products as appropriate to their needs.  This hyperarchy also enables suppliers to accept instantaneous “feedback” from multiple interactive prospective buyers, and to modify product offerings interactively to meet buyer needs.  Information is bi-directional – not one-way as in a hierarchal structure. 

Since the hyperarchy of communication obviates a need for product information to move through the same channels as physical goods, one can gain knowledge about a product without the information being directly linked to the product’s delivery channel(s). 

In the airline industry, tickets have represented “physical goods” for over 50 years … with travel agencies passing that “physical good” to buyers for later exchange for a seat on an airline.  In the early days, tickets needed to be with passengers to prove that travelers had paid for passage.  Use of e-tickets separates the information about travel from the passenger.  It provides that fares for travel have been paid, without risk of document conversion or physical loss.  Proof of payment is contained within computer systems, wherever travelers go within the network.  E-tickets effectively break the link between the “physical” representation of the product (i.e., the ticket) and the actual right to sit in a seat on a given airplane.    

But separating the “physical good” from its relevant information is difficult to implement in the holistic structures of airline CRS and GDS architectures.  While slightly less costly, separating physical goods from information is also expensive in the hierarchal structures of most computerized business solutions built prior to 1998.  But the hyperarchy is forcing this evolution on all businesses, including air travel – and in all other aspects and segments of the travel industry.  

Second … information in the hyperarchy can be, and is, distributed to users or buyers as appropriate to their respective buying or informational needs.  It is no longer necessary to “centralize” buyer information, processes, or even inventory in a single site -- as was/is required by current airline CRSs and the Global Distribution Systems (GDSs).  

Thus, in the distribution process perspective, the hyperarchy takes control of information from supplier and/or physical distribution channel -- and enables buyers to assume desired power over what information is, or is not, appropriate to their needs.  “Branding” becomes an information “navigation” tool for buyers, rather than a “push” marketing tool of suppliers.  

The hyperarchy of information will, over time, change the role(s) of many intermediaries that perform a role in linking or controlling information with the actual “physical goods”, traditional GDSs and travel agencies being among them.  Concurrently, buyers’-needs for accurate, timely, and relevant information in the hyperarchy will change the way airlines “manufacture” airline seats within their own systems and processes.  Planning projections will necessarily be integrated with on-line revenue management and sold interactively to buyers, both individuals and bulk, in conjunction with controls enabled by revenue accounting departments. 

These two fundamental change elements in the relationship of information to physical product(s) and/or intermediaries are forcing a new economic dimension in society – one never experienced by any businessman living today.  That change is from a “supplier-driven” mass-production/marketing model -- to a “buyer-driven” event-produced individually marketed economic structure.    

The last 100-plus years of modern commerce have been “supply-driven” – where the price of a product was primarily a factor of supply relative to demand.   Oversupply drove prices down … under-supply drove prices up.  Suppliers, through manufacturing levels, marketing investments, and distribution channels, largely controlled supply and thus, prices.  

The original airline CRS systems were automated because of a need for airlines to manage and control the “supply-driven” inventory of seat distribution.   This led to the closed-loop hierarchal model depicted to the right; and assured airlines control of their “supply-driven” distribution process. . 

In an era of virtually unlimited access to information about alternative supplies, enhanced by each individual supplier’s ability to respond to buyer needs in real-time, buyers can interactively select from among multiple alternatives – balancing “needs” and “desires” to fit current specifics of a purchase.  

In such an environment, commerce becomes “demand-driven” – not “supply-driven”.   In such an environment, old “manufacturing processes” of airline seats – pre-designing and publishing schedules of available inventory - must give way to “interactive” seat management and production. 

Contemporary managers, airline or otherwise, have virtually no experience with a “demand-driven” economic hyperarchy of information … particularly where the physical product has been separated from its relevant distribution and settlement processes.  Consider the diagram of the hyperarchy below.  Which node is settlement … which node is buyer … which is airline, or packager, or agency?  

In the hyperarchy, information flows to and from its need.  It is “demand-driven”.  No contemporary living business manager has lived or worked in such an environment.  Society is embarking on a voyage of attempting to reach an undefined destination – to manage a big “unknown”.  


While the future is not known to any of us, management in the hyperarchy must be linked to an ability to manage information – to access widely disparate information sources and convert that information into knowledge specific to needs of users and buyers.  “Transaction processing” will become transparent and people serving those roles will transition to roles in “knowledge-management” -- navigating a widely expanded information paradigm.  

Many believe that the airline industry is perhaps the last of the major “pure” products spawned by the “supply-driven” Industrial Age.  An airline has large capital investment(s) in its “manufacturing plant” – the airplane itself.  Airlines have large capital investments in infrastructure to manage and support each “manufacturing plant” (i.e., the support of each airplane).  And in what some would call “classic industrial manufacturing” process – each aspect of each segment of the manufacturing process is segmented into its own “automated” set of management tools … and its own “hierarchically” staffed management team.  

The communication hyperarchy is changing the way people relate to one another.  And in that vein, the labor-dependent (i.e., including the multiple “silos” of staff organizations) structures that have been institutionalized in airline automation processes built around the original CRS structures, cannot persist in attempting to solve communications needs of an evolving “demand-driven” society – either economically or culturally.  In the challenges of overcoming the legacy structures and processes that abound in airline industry operations are opportunities to rebuild an entire industry and to rebuild effectively, the way that people travel and the way they communicate.  

WHAT WILL THE INDUSTRY LOOK LIKE TOMORROW? and WHAT CAN/SHOULD YOU DO TO HAVE A FUTURE IN THAT LANDSCAPE?

The lead quote of August 23 provides a right-now example of how the hyperarchy of information is enabling a change in the relationship between buyer and seller (or seller and buyer).  It is a “today” example of the hyperarchy of information in transition – direct purchase through disparate channels made possible by interactive information and specialty settlement solutions.  

The airlines now sell a commodity product.  How will the intermediary participate in the future of travel?  The answer lies in interactive digital packaging – packaging that better pre-qualifies travel solutions for buyers.  Interactive packaging will integrate multiple products from multiple vendor offerings across the hyperarchy of information in real-time to digitally package travel, “on the fly”.  These tools must build in mark-ups, factor volume discounts, calculate yields of the whole package, and integrate contract obligations from information databases serving the niche needs of the buyer constituents.  

The “demand-driven” buyer is coming to expect immediate confirmation of interactive integrated product purchases … and these products must increasingly layer interactively.  Buyer’s unique needs will drive the demands from top with intermediaries providing real-time interactive packaged solutions in the middle … packaging products interactively obtained from a multitude of vendors responding in real-time to these needs.  

While the story of the “five airlines” (and there are many more) suggests airline control of the distribution … that focus is derived from the historic perspective of the role of airlines in travel distribution.  In reality, these new airline alternatives are among the early responses to dealing with the new hyperarchy.  With these early tools in place, the airlines will soon need to evolve enhancements to segregate the Code Share, Alliance Partner, Orbitz, American Express, Defense Travel Systems, PriceWaterhouse, CheapTickets, Globus/Cosmos, and retail buyers – one from another – with interactive real-time responses.  The “five airlines” offering is simply a token of the future.      

++++++++++

Respectfully,
\\ Richard  
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� BCS refers to ARINC’s Booking Control System, a suite of products marketed by ARINC to enhance airline revenue management and control.  The core of BCS is licensed from The Eastman Group, Inc.


� Hyperarchy – is defined by Philip Evans and Thomas Wurster in the Harvard Business Review, September-October 1997, Page 75. Essentially, Evans and Wurster suggest that digital communication enables everybody to communicate interactively with everybody.  The term takes its name from the “hyperlinks” of the World Wide Web.  However, not only is the WWW a hyperarchy ... but so too is a deconstructed hierarchical supply chain within an industry ... and also object-oriented programming in software or packet switching in telecommunications. "The hyperarchy challenges all hierarchies, whether of logic or of power, with the possibility (or the threat) of random access and information symmetry" say Evans and Wurster.  Evans and Wurster released their book “Blown to Bits: How the New Economics of Information Transforms Strategy”, Harvard Business School Press, in January 2000. �





