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

This is truly unedited … I’ve been dealing with the flu since the 29th.  

Question in Meeting with KLM©, November 27, 2002

++++++++++

KLM is seeing more segments from Worldspan … and yet you seem to suggest that Worldspan is the GDSs in the most trouble.  Why is this?  

++++++++++

Eastman's "Off-the-Wall Comment(s)" ©  ...    
Of course, not everyone follows OTWC.  But the interesting part of this question was the presumption that Worldspan’s growth is axiomatic.  

In fact, Worldspan deserves a lot of credit … capitalizing early on the new Internet medium by allowing Expedia (with the power of the Microsoft name behind them at the time), Priceline.com, most other early Internet booking solutions, and ultimately, Orbitz, to implement their gateways through Worldspan.  It proved to be an innovative strategic move … and has played an important role in improving Worldspan’s revenue … and $105 million in profits through the third quarter of 2002 as reported by Dennis Schaal on TWCrossroads on November 27 … from the sale of airline segments. 

As the saying goes, the good thing about Worldspan is that it became a leader of bookings made via the Internet … and the bad thing about Worldspan is that is became a leader of bookings made via the Internet.  The dilemma seems to be that, while Worldspan was quick to benefit, the company seems to have married its future to being a TPF “switch” for Internet gateways … having minimized or reduced its focus on agency outlets and, concurrently, appearing to assume that the airlines would not (or could not) quickly adapt to the this new technology and the breadth of change that it purports for our society and virtually every aspect of the product manufacturing process of travel product (not to mention, distribution).

The restructuring of modern business production caused by the Internet … or what is more accurately called the hyperarchy of information (the widespread consumer acceptance of all forms of bi-directional electronic digital tools including cell-phones, on-line PDA’s, etc -- and including Internet) … is just beginning to catch up to the airline industry – largely forced up the major carriers (and primary revenue sources of the GDSs) by the new evolving demand-driven shift of air-travel buyers to lower-cost point-to-point service providers.  That, in itself, is largely driven by the hyperarchy of information … its lower cost of access to serve the public and the loss of control over product-information as a result of the breakdown of the traditional closed-loop distribution channels once provided by the GDSs.  

Certainly, Worldspan is not the only GDS to be impacted by these phenomena.  The hyperarchy of information probably forced the acquisition of Galileo by Cendant, providing Cendant with a strong agency “franchise” for its other products but not really resolving Galileo’s high cost legacy architecture problems; … and the hyperarchy has apparently split Amadeus into two functional entities, one serving as an airline host platform and the other marketing its franchise products via Vacation.Com … and, finally, the hyperarchy has induced Sabre to sell-off its high-cost legacy hosting environment to EDS and to commence a five-year plus effort to build an interactive buyer-driven travel information platform more responsive to the interactive immediate real-time needs of tomorrow’s travel buyers AND sellers.  

The reason I believe that Worldspan is the GDS that is in the most trouble is that, of all the GDSs, it alone has failed to initiate an alternative to its “Worldspan is the Internet gateway to the airlines” model.  

Galileo (Cendant) and Amadeus (Vacation.Com), through using their strong agency subscriber base, have already moved to what are rapidly becoming “franchised” distribution models in service of predominantly non-air travel providers.  While they do not own a GDS at present, USA Interactive, current owners of Expedia, is challenging the Cendant and Vacation.Com concept with a broader reach of interactive digital tools.  

Sabre has taken a different path … apparently seeking to become the universal digital link between all travel vendors and buyers … without, at this time, the dependence on a franchise label.  Sabre is re-architecting its entire business process. 

What is equally important in this analysis is that the power of buyer-driven activity on the Internet seems to be proving itself to the managements of the major airlines.  Not only are the airlines building distribution solutions that by-pass the GDSs just as rapidly as they can … the airlines are finally beginning to recognize that today’s technology is functionally as fast as the legacy transaction systems to which they have been “married” for the past 40 years.  Essentially, airline managements are beginning to understand that related “information” drives “transactions” … that a high-speed transaction processor (like the airline TPF solutions) is inadequate when trying to respond to related buyer information requests.  

Thus, as the airlines build Internet-related by-pass solutions (direct Orbitz gateways being one example … direct corporate-booking solutions being another … not to mention their own booking web sites) … the need for a centralized high-cost TPF “host-driven” GDS Internet switch like Worldspan erodes.  Concurrently, as these by-pass solutions evolve, so too do (a) new models of settlement or payment and (b) changes in the operational processes of the airlines (and other vendors) as they respond to new time, risk, and delivery demands.  

And the DOT’s proposed revision to the GDS/CRS rules announced this month simply seems to solidify the role of alternatives to the historic closed-loop distribution of air travel product – both from the perspective of enabling airlines to better bargain with distribution systems, and that of affording buyers better prices.  Concurrently, the new rules would take away one of historic value-adds to airlines, the amount of “travel agency specific” booking data that can be sold to carriers.  

Clearly, the GDS world we’ve known is changing … rapidly.  And it would seem that right now, Worldspan is worth watching closely.  It alone remains uncommitted for the future.  That is not to suggest that this cannot … or will not … change.  Still, in a period of rapid knowledge assimilation and rapid change, waiting too long to initiate a new strategy can be disastrous.  It’s much easier to steer the direction of a vehicle when it’s moving than it is to turn one that is not.  The real question is at what time  Worldspan’s owners recognize that Worldspan is really in a business different than that of supporting the distribution of airline tickets.             

++++++++++

From Travel Management Daily©, November 5, 2002

++++++++++

In order to compete with low-fare carriers … “We cannot compete on [ticket] prices with our cost structure so our challenge is to get our costs closer to those of our low-cost competitors so we can match their prices and still make money,” he [Don Carty, President of American Airline] told employees in a taped message.  “Our customers are telling us by their behavior that price is king.”  … “One of the realities that we must grasp is that American is going to be a very different airline, even after the economy bounces back.”   

++++++++++
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And there, folks, is a reality check!  It has proven very difficult for most airline managements to come-to-grips with the fact that things will be different!  Most have … and still (at least, if my discussions with airline executives around the world is any measure) believe that the traditional model of airline services will return once the economic slow-down ends and the economies of the world revive.  It just isn’t going to be the same and I hope that is what Mr. Carty is reflecting on. 

Phil Bakes, now running Far & Wide Travel Corp., reflected in a Wall Street Journal story on November 19 (The Middle Seat) that “Old-guard airlines – network carriers with massive hubs and lost of connections – are going through a necessary restructuring. They are suffering under a sever demand problem brought on by the triple whammy of Sept. 11 fallout, a weak economy and war jitters.  In time, those factors will weaken or turn more toward the favor of airlines, and some demand will return.”  Bakes then goes on to say that the interesting difference between this restructuring and the period of the late 1980’s and early 1990’s … is that this time there is recognition that the entire industry – on the old-guard side – needs to change.  ”This time there is much more of a while-industry recognition that the cost structure has to come down,” he says.   

Carty and Bakes are saying, in their own way, the same thing.  And they are, of course, right!  What they both are suggesting … and calling for … are lower costs.  But other than through reducing the cost of labor and changing the flows of aircraft at the airline hub centers … neither (and few others of the “old-guard” (Phil Bakes term)) seem to recognize that this change is not about people and operational costs – but rather, about an entire change in the manufacturing process!   

The issue that confronts the “old-guard” airlines is not one of trimming down what they already have – but one of restructuring the way they do business.  Each of these executives (and virtually all of the Presidents and Senior Vice Presidents of all of the “old-guard” carriers) have spent the better part of their careers climbing the corporate airline ladder (Glenn Tilton, new at UA, a desperate exception) … and now find themselves confronted with a need to take strategic initiatives on which they have no experience to base their decision … and for which they have had no training.  

Like most IT managers of these times, these “old-guard” senior executives are confronted with “bet your career” (and reputation) decision.  And they have no meaningful reference points to fall back on!  Their careers have all be built around successfully growing airlines during the “hey day” of the supplier-driven mass-production/distribution Industrial Age.  They are ill equipped to understand, let alone make the kinds of decision necessary to deal with the emerging buyer-driven bi-directional production/distribution mantra of today and tomorrow.  

The airline seat is no longer a “service” where value-add was customer-derived benefit or even a “good” where customers, with a choice of many identical goods, purchased branded products.  The airline seat has become a “commodity” … where price is the primary product differentiator.  In the history of commodities … they gain their greatest worth when packaged with other commodities – to form unique solutions for individual buyers.  

The “old-guard” model … from its information systems to the business functions that abound throughout its seat-manufacturing processes … have always focused on the airline itself as “king-of-the-product-chain.”  That model is changing ... driven by the hyperarchy of information and as reflected on in the piece above that describes franchise channel marketing by Cendant (Galileo), Amadeus (Vacation.Com) and USA Interactive (Expedia) … and Sabre’s new “connect-all vendors and buyers digitally” products.  

And while the airlines are catching on with respect to distribution, to affect the kind of cost-savings necessary to compete with the emerging “low cost” carriers will take more than labor cost reductions … or remodeled hub structures.  It will take a total restructuring of the internal processes that manufacture these seats … and a total restructuring of the information processing solutions involved in that process.  These senior executives are truly being forced to manage the unknown.  

And given that all of their past 20 to 30 years of executive management has been about managing and making incremental improvements on the “known” … they management solutions that they now seem to make remain modifications to the “known” – NOT stepping outside the domain that they understand to challenge the “unknown”.         

It is interesting to observe that the “low cost” carriers that have become such a threat to the “old-guard” are airlines that have, to a great extent, made this adjustment – with internal information processing systems that either ignore or minimize the systems used by the “old-guard” carriers; with internal processes that either ignore or minimize the business processes found in the “old-guard” carriers; with marketing and distribution alternatives that largely shun the processes of the “old-guard” carriers; with fleet operational structures that surpass those of the “old-guard” carriers.  

The travel-buying model is changing … and with it, the way that travel product is distributed and sold.  Virtually all of the “old-guard” carriers are in financial straits … while most of the supposed “low cost” carriers (really, those carriers that have created entirely different internal and external business models) are viable, growing and have easily adapted to the new distribution models.  Those “old-guard” carriers that are most likely to survive will be those that are first to recognize and change their internal “manufacturing” processes to reflect the needs of the interactive buyer-driven needs of our new society.  

++++++++++

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

From ATW Online©, November 28, 2002

++++++++++
A warning by the head of the US airline industry’s main trade group that the continuing US airline financial crisis, if unabated, may result in a government takeover of the industry has stunned the Washington aviation community.  Speaking at the Aero Club of Washington Tuesday, Air Transport Assn. President and CEO Carol Hallett detailed numerous problems facing US carriers and closed with this statement: “Do not take my comments lightly.  They’re not random thoughts … Failure to fix the root causes of the airline industry’s meltdown may necessitate nationalization of the industry.”  

++++++++++
"OTW Thought” ...    

What a sad commentary on the “old-guard” (again, Phil Bakes words) carrier’s mentality … that their leading spokesperson should represent the threat of “nationalization” of the airline industry as a justification for getting the government to support the financial desires of the “old-guard” as lieu of recognizing the need for the change noted above.  

I happen to believe, with many, that the government, led by “emotional” Congressional overreaction … has created great imbalances in the viability and economic stability of the industry as a result of their response to the 9/11 crises.  And to some extent, those actions impacted the “old-guard” carriers more than they impacted the “low cost” carriers.  But that leads to the question – why?  The answer lies mostly in business or manufacturing-process costs … to some extent compounded by the hub-centric nature of the “old-guard” carriers.  But that’s hardly justification for “nationalization” of the industry … given that there is a very strong and healthy segment of the airline community that is coping viably and profitably.  
From Travel Management Daily©, November 27, 2002

++++++++++
Corporate Travel Planners, a $015 million agency based in San Antonio, became the third agency to join American Airlines’ EveryFare program. … Through the program, clients of Corporate Travel Planners will get access to American’s Web fares through Sabre and will receive a 5% discount on certain high-end coach fares.  Christy Prescott, president and owner of the agency, … said, “the financial burden of assuming a portion of American’s GDS bill is pennies per ticket ….”  

++++++++++
"OTW Thought” ...    

“Pennies per ticket” is certainly not the picture painted by other’s who have looked (and commented) on the program.  That would suggest that AA is not doing a good job of accurately communicating how the program works, or AA is “packaging” is EveryFare program to fit specific agency or corporate programs.   Since EveryFare is a new distribution concept … the former suggests that AA does not know how to get its message out – the latter suggests that AA is still trying to distribution its products in the “old-guard” model.  Am I missing something?  
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