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

This is a copy of a response posted to Charles Mabry with DHL on the 11th.  There are a couple of other issues pending, in particular, American’s EveryFare program.  But some family issues precluded my getting to it this weekend … so I opted to forward a copy of this response passed earlier to Charles Mabry.  

++++++++++ 

From: Charles Mabry, October 11, 2002
++++++++++
Apologies that I am too snowed (under!) to comment on this, but I was sure that you would have something to say on the subject. 

all the best, 

Charles. 

From: Air Transport World© via Travelogue©, October 11, 2002
++++++++++
Is the Internet costing airlines money? 

Internet distribution, hailed for its ability to reduce distribution costs dramatically, "is quickly moving from positive to negative status," states UBS Warburg analyst Jamie Baker, who estimates that Internet ticket sales accounted for more than 20% of US airline industry revenues for the first time in the third quarter. 

Baker acknowledges that the ability to sell tickets online through airline and third-party sites permitted airlines to shed some $3 billion in costs over the past four years. Now, however, the worm has turned.

In a report issued yesterday, Baker worried that "the industry is fast approaching the point where the pricing transparency inherent to the Internet will cost carriers more in lost average fare than it otherwise saves in distribution expense. Near-perfect pricing knowledge no longer belongs to just a handful of malleable corporate travel managers--the huddled masses have it too." The Internet also is likely to retard a recovery in pricing that otherwise would accompany a strong economy, he stated. 

++++++++++
Eastman's "Off-the-Wall Comment(s)" ©  ...    
While Mr. Baker notes that 20% of the airline sales are via Internet ... he seems to overlook that most of those Internet sales among the established traditional airlines have been through Internet agencies like Travelocity, Expedia, etc. ... that still use the GDSs with their high segment fee costs. 

Certainly, there is greater use of airline-owned web sites ... and a few, such as Southwest and JetBlue have very large booking ratio's on the web relative to GDS segment served Internet sites. 

But an argument that suggest airlines have shed $3 billion in costs via the Internet is highly subjective. It is possible ... even probable ... that some of the airlines have shifted costs to different operational departments ... but unlikely that they have reduced costs in that total amount.   In the simple vein ... if an airline adds new software development teams to facilitate Internet distribution gateways, they have simply traded costs -- removed and substituted a portion of GDS segment fee costs for new added staffing costs in the IT department. The visible "allocated expense" cost to the third party is reduced ... but the internal added staff costs and technology-conversion costs are still there; even though they are reflected in different departmental or cost allocations. 

Like the acquisition of a new airplane ... the higher operational costs of the old airplane it replaced are shifted to longer term investment allocation costs. There may be incremental costs or financial benefits in funding the new airplane ... but the core costs of providing the service remain. 

The real gains to be obtained through new automation costs have yet to be recognized by most of the carriers ... particularly the majors operating in the traditional hub-centric airline services model. Those gains will only be obtained through the complete restructuring of the core inventory and information management systems that serve those carriers. While there are some cost savings to be gained in moving from the legacy platforms to more contemporary technology solutions, the perception of significant cost savings derived from new distribution channels will remain largely a myth until the core airline operational and production management systems are overhauled ... a myth largely justified on paper by transfer-of-costs "window dressing." 

From the perspective of the "leveling of prices", that is a reality of the hyperarchy of information.  But for those businesses that have integrated their production processes into the hyperarchy ... the production cost benefit is generally better than the impact of more balanced ... demand-driven ... pricing.  In that sense, Baker's assessment is valid.  The dilemma that confronts the airline industry is the adaptation of these same technologies to the production or "seat-manufacturing" side of their businesses -- and the concurrent re-alignment of the human management processes that necessarily go with the new ways of dealing with information.  

Internal airline "information systems cultures" are not unlike "union cultures" ... in that everybody is afraid that technology will replace their current jobs.  There is certainly some reality in that assessment ... but what goes unrecognized is that there is also new job creation ... at about the same rate as those that are threatened.  But these jobs require re-training or new skills ... and most humans are afraid or threatened by having to learn new skills.  These folks perceive that it's safer, faster, easier, cheaper ... to lobby or block the adaptation of new technology.  

What these resisters fail to recognize is that not only do they put their businesses at risk ... they also put their own careers at risk; not just from the possibility of losing their job(s) ... but in the perspective of when they being what has clearly become a mandate of the future, life-long learning or re-training.  The evolution of knowledge and technology is transforming society at such a rapid pace that job skills and educational training are probably only salient for about 10 years ... before they must be renewed in total.  Jobs and business processes that fail to transform themselves ... like people that fail to re-educate themselves ... will end up in the dustbin of bankruptcy; replaced by those people, systems, technologies, and processes that have adapted.   

It's there to be seen today ... whether it's Warburg's analysis of the impact of airline distribution systems ... or the labor unions balking at United management's need to transition costs ... or the impact of JetBlue and Southwest's new demand-driven product offerings serving buyers needs -- it is all, basically, knowledge enhanced by improved information management and processing that is at the root of these imbalances with the "traditional way" of doing things.  
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