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From InformationWeek©, October 21, 2002

++++++++++

Managers are wary of shifting to new ... technology, a move that's a "bet-your-career" decision, says Robert Wiseman, Chief technology officer of Galileo International, a subsidiary of travel-services company Cendant Corp.  

++++++++++

Eastman's "Off-the-Wall Comment(s)" ©  ...    
A “bet-your-career” decision … in today’s evolving digital information hyperarchy, Robert Wiseman has defined the single biggest inhibitor blocking the transition of the travel industry … airlines, GDSs, and travel intermediaries … to offering economically viable travel product that buyers (particularly high volume business travelers) will support.  

1. Simply said, the technology abounds to enable lower cost, interactively managed, production (key word there … production) of airline seats.  But the decision makers and the people who authorize the spending of information technology monies have been in the travel business … particularly, those in the airlines to which most extended travel is dependent …for 15 to 20 years.  
 

2. Therefore, the only technology platforms they understand are those that they have known and worked with for 20 years … the archaic legacy platforms and related processes that preceded them into the industry.  Thus, the new technologies are unproven in their perception.  Accordingly, a decision to implement any deviation from the past with new technology alternatives – no matter how well proven they are in other industries – is a “bet-your-career” decision.  And after 15 to 20 years of climbing the political and cultural “ladder” … who’s willing to “bet-their-career”?  

As has been noted in “Off-the-Wall Comment(s)” before, it is fascinating to note that the airlines that have generated profits or incurred minimum losses over the past eighteen months are those that have, in their own way, abandoned or layered independent interactive business processes on top of their inventory platforms.  RyanAir, JetBlue, WestJet are all examples of those that never went down that path; Southwest and Alaska Airlines are examples of airlines that have build extensive overlaid solutions; and Continental and Lufthansa are examples of bigger airlines that have enhanced overlaid processes – all generally profitable or with comparatively minimal losses.  
++++++++++

From PS-Inform©, October 21, 2002

++++++++++

A Business Week analysis of the airline industry suggests the major airlines are focused on preserving their current business model rather than trying to deliver what customers are willing to pay for. One study concludes the majors would need to cut their costs by 29% to be competitive with Southwest Airlines.

++++++++++

Eastman's "Off-the-Wall Comment(s)" ©  ...    

Most of us have known for quite a while that the airline industry was/is in financial trouble.  When it was just TWA or USAir … media’s attention was focused on the errors of management.  But when the other major airlines did not begin the “gentle rebound” along with the rest of the economy … the media begin to “pay attention”.  

Whether it’s the Business Week article noted above, the Wall Street Journal piece noted below, any number of security analysts (one example quoted in OTWC 10 Oct. 02), or local newspaper’s political cartoons … the cost structures of the major traditional hub-centric airlines have become the target.  

Since the airline industry actually created and evolved the first e-business (as opposed to e-commerce), it has been, for the past 25 years, sacrosanct when it came to challenging the industry’s business processes.  Further, the holistic nature of the airline product creation, risk, distribution, and settlement … the once unique e-business model … has become a unique or rogue business process as more conventional business models of distributed risk and multi-tiered financial transactions evolved to serve consumer needs.  

For many reasons … self-contained settlement, embedded legacy information technology processes, product uniqueness, the glamour appended to flight and the distorted dependencies perceived by unique labor groups, etc. … natural economic checks-and-balances found in other business environments, were “excused” or explained-away in the airline industry.  And, because the airline industry … the suppliers … effectively and holistically controlled the distribution and information systems about the product(s) – the out-of-balance business structure never became apparent to a “critical mass” of media.  

The hyperarchy of information … largely the Internet … is breaking down the “mythic barrier” about airline business processes and labor structures – right along with its impact on airline’s control over fares and product distribution models.  And the problem remains a puzzle to those airline managers noted above … and their executives … and their labor unions… 
From Wall Street Journal, October 15, 2002

++++++++++ 

Extracted from “Airlines Must Come to Terms With Internet's Real Impact”
… "We're gradually going out of business," Don Carty, the chairman and chief executive of AMR Corp. and its American Airlines unit, said last week in Washington. "We're borrowing money to operate."  Mr. Carty has been pushing his company toward serious cost cutting, but he hasn't yet taken up the issue with his labor unions. The Allied Pilots Association, in fact, is still stammering that it deserves an immediate 30% raise because American pilots aren't highest-paid in the industry.

These folks continue to view the airline world as it was the many years ago when they first joined the industry.  “Wiseman’s rule” is a true among airline managers trying to extradite themselves from the current political morass as it is for the technologists noted above.   

With that opinion providing the foundation, consider …

From InformationWeek Daily©, October 31, 2002

++++++++++

The Gospel Of E-Business, According To Sam … In his first major address after adding the title of chairman to his CEO tag, IBM's Sam Palmisano said businesses must move to on-demand computing if they are to remain competitive. 

And Palmisano is, of course, talking primarily about modern contemporary non-airline business models.  What does that suggest for the airline industry?  Who, among senior airline managers, has sufficient information-technology business acumen and management power to architect “on-demand computing”?  What airline actually understands what Palmisano is saying when he postulates, “on-demand computing”?  

After all, hasn’t the airline industry been providing “on-demand computing” for 40 years?  Isn’t that the role of the travel agent or tour operator … or in the modern era, the Orbitz, Travelocity, and Expedia’s of the world?  

The answer, of course, is yes … and no!  “Yes” in the sense that it is the customer’s “demands” that must be met … but “no” in the sense that the travel agent, tour operator or other intermediary can provide the solution.  What Palmisano is referring to is that transparent automated PRODUCTION of unique product solutions to each unique customer/buyer demand; essentially, “on-demand” mass-customization of airline seats tailored to meet the individual needs of each traveler’s reason for traveling. 

Current airline systems cannot even begin to approach that kind of on-line real-time airline-seat production needs.  Clearly, the problem is much greater than just distribution.  It involves virtually every aspect of the "manufacture" of an airline seat - from flight operations to crew scheduling to catering to airport control.  

Virtually every phase of the seat-manufacturing or production cycle in the airline environment has a human-intermediary intervention step – be it yield forecasting, sales processing, revenue management of existing bookings, revenue accounting of lifted flights … all separate silo functions with human’s providing checks-and-balances at every decision point.  These processes are too slow … and incapable of “on-demand computing”, let alone, providing the basic real-time activity-based cost accounting and controls necessary to simply manage the morass the airlines find themselves in.  

It is because of this inability of most airline managements to understand, adapt, modify and restructure to interactively integrate real-time activity-based costing at the operational levels … that there is unlikely to be any early competitive advantages or successes of the airline based Internet sites such as Orbitz, Opedo … or even the airline-hosted sites.  Yet airline managers point to these types of tools as examples of fixes that they are making. 

Such thinking is myopic.  While airline executive managements and media pundits tend to point fingers at the surface issues of the airline disease … at distorted operational structures, inequitable union-induced labor costs, and hype symbolic technology achievements   … it would appear to this particular observer that claims of “serious cost cutting” efforts, whether operational or through labor agreements, merely delay the inevitable.  

In fact, the major airlines are cannibalizing themselves.  But unlike many of the new era knowledge-based companies, the airlines are not cannibalizing themselves by offering newer and innovative solutions, services, or products – but rather, these legacy-bound airlines are consuming themselves by failing to make “bet-your-career” decisions!   

Without restructuring the internal information technology platforms, re-engineering the very core airline seat productions processes, and evolving interactive on-demand information systems that serve management, labor and customers alike – the major airlines of the past will be, as Don Carty says, “… going out of business.”  
++++++++++

And finally, some “in passing” thoughts...  

From BTNBlast©, October 28, 2002

++++++++++
SABRE BLINKS AT BYPASS 

http://www.btnmag.com/businesstravelnews/magazine/article_display.jsp?vnu_content_id=1749261
++++++++++
"OTW Thought” ...    

The above link takes you to an insightful story pertaining to American’s EasyFare, USAir’s tactical response, and Sabre’s initial involvement, followed quickly by Galileo.  It is an article worth reading.  I will supplement the thoughts offered by Jay Campbell and David Jonas only to the extent that rather than Sabre “blinking” … this move seems to fit very nicely with Sabre’s longer-term strategic direction of becoming the “all-serving” digital link between all travel vendors and all buyers – and reflects early steps to Sabre’s new pricing models.  I believe Galileo’s reaction was competitive and defensive … and that Galileo’s move does not reflect Galileo’s longer-term strategic direction of becoming a channel outlet for packaging Cendant products.  
From Reuters, 30 October, 2002

++++++++++
Lufthansa to sell stake in Start Amadeus - Deutsche Lufthansa AG is planning to sell its holding in booking company Start Amadeus to Madrid-based Amadeus Global Travel Distribution for up to 100 million euros ($98.43 million), a newspaper said on Wednesday. 

++++++++++

"OTW Thought” ...    
The story went on to say that Lufthansa will sell its 66% equity position in Start Amadeus to Amadeus, who already owns the remaining 34%.  Essentially, Lufthansa is shedding another piece of its once dominant holdings and control over the travel product distribution channel.  It would surprise me greatly if any airline continues to hold a major equity position in any of the GDSs (that’s the distribution side of the CRSs) in another five years.  Some airlines may hold equity in their hosting environments … but even that remains very subjective.  Airlines are no longer efficient managers of information technology platforms.  The business models do not mix … the cultures do not mix … and the revenue streams are no longer coherent.   

From Travel Management Daily©, October 4, 2002

++++++++++

ORBITZ ... introduced charter packages from National Leisure Group and customizable, noncharter packages with real-time availability and pricing. The airline-owned site said it's the first travel site to offer both features in a single search.

++++++++++

"OTW Thought” ...    
As frequent readers of OTWC’s know, for many reasons, I believe that the future of travel distribution lies in interactive packaging by intermediaries other than the commodity producers of travel product.  We’ve seen Expedia and Travelocity head that way … as well as most of the corporate business Internet providers.  The fact that Orbitz is also heading that direction validates the premise from two aspects – first in that it reflects the Orbitz intent of being a travel solutions (agency) provider and not a “foil” of its airline owners … and secondly, it suggests that Orbitz will evolve interactive real-time interactive packaging solutions fully integrate with any vendor willing to build Orbitz XML-compliant gateways.  Sabre too, with its new web-enabled platform, seems headed in this direction.  Such solutions will provide much lower cost access than trying to implement similar architectures through the legacy system platforms of the traditional GDSs.  Such a solution is very exciting from a distribution perspective … but full of mega-morass from an airline or tour-host operational perspective.  As noted above, the airlines cannot respond to “on-demand” computing … and with very few exceptions (and National Leisure Group is not one of those exceptions, to the best of my knowledge), there are few tour hosts that can provide “on-demand computing” packaging either.  

From TW Crossroads©, October 28, 2002

++++++++++

AAA dropped Classic Custom Vacations as a preferred supplier, according to a spokesman, and will concentrate on two suppliers for Hawaii: Pleasant Holidays and American Tours International.  The decision was made by AAA's strategic business committee. 

++++++++++

"OTW Thought” ...    
Could this be a battle between the tradition-bound AAA travel agency network and the media giant USA Interactive that owns Expedia, who in turn, bought Classic Custom Vacations this past January.  Classic Custom Vacation packages are readily available via Expedia … a clear competitor to the AAA network of agency outlets.  AAA finds itself caught in a similar bind as was discussed above with respect to airline management.  And while AAA’s senior management has similar “bet-your-career” limiting mind-sets … AAA’s structure is further bound by the political infrastructure of its many independently run regional service companies.  It must be very frustrating for AAA to be so internally tied-up that it cannot respond competitively or with a coherent strategy to the changing travel product distribution model.  Thus, consolidating to two vendors becomes a reality in order to sustain margins while delivering similar volumes; and the “out vendor” is the one that offers the most competitive alternative … through the alternative distribution medium.  

++++++++++

Hmmmm.   There’s a new world evolving out there in travel distribution … that will necessarily change the way travel product is produced in the very near future.  And it hardly makes any difference which end of the business … or which product channel … one serves.  Change is upon us! 

Respectfully,
\\ Richard  
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