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

Happy New Year 2003 … 

This month’s “Off-the-Wall Comment(s)” was planned as a Christmas Holiday task … and here it is, New Year’s Eve – and I’m just getting started.  In fact, I’ve got to push a bit to get it dated in 2002! 

As the leadoff … a series of thoughts pertaining to the GDSs proposed rule changes…

From Travel Management Daily©, December 5, 2002

++++++++++
THE DOT is giving everyone more time to comment on the proposed changes to its GDS rules. It extended the initial comment period by 60 days, to March 16, with a May 15 deadline to file replies to those comments. The extension had been jointly requested by a group that included ASTA and 12 agencies, as well as Sabre, Galileo, Amadeus and the National Business Travel Assn. Continental, Northwest and Orbitz opposed the request, but the DOT concluded an extension was needed to ensure commenters have enough time to "thoroughly address and analyze the issues."  ….

From TWCrossroads©, December 17, 2002
++++++++++
The debate about GDS incentive payments to travel agencies -- and the Transportation Department's threat to reduce or eliminate them -- has grabbed the attention of corporate agencies, who say the GDS incentives are a significant revenue source.  Agencies contacted by Travel Weekly said GDS incentives make up from 1% to 5% of their total revenue. Attorney Mark Pestronk, who assists agencies in negotiating GDS contracts, said GDS incentives often constitute 10% of an agency's revenue. 

From TW Crossroads©, December 24, 2002

++++++++++

Some analysts of the government's proposed changes to the GDS rules have said the White House Office of Management and Budget left its mark on the proposal. 

And a DOT disclosure notice about its consultations with OMB make it clear just where those marks are.  According to the DOT, the OMB is responsible for the proposal to end the uniform pricing rule that requires all GDS vendors to charge the same fees to all airlines. It was also behind the proposal to end the requirement that airlines with any stake in a GDS must participate in all other systems. ….

From Travel Management Daily©, December 26, 2002

++++++++++ 

PERRY MASON MOMENT: Sabre wants to grill Transportation Department officials who played a role in drafting the proposed new GDS rules. If Sabre is granted a "fact hearing" on the rules, as it requested, it will seek the opportunity to cross-examine DOT officials. In its filing, Sabre argued that the GDS rule proposal relies on at least 73 errors or "outdated facts," many of them involving claims of GDS market power over agencies and airlines. ….
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Being that it’s New Year’s Eve … it is not my intent, yet, to reflect on my views of the proposed GDS rules.  For starters – like the December 5 comment, there is just insufficient time for me to assess some 275-plus pages of “government-eze.”  It is an interesting thought that the DOT has opted to extent the initial comment period by 60 days ... effectively allowing 120 days for comment.  It is equally interesting that Orbitz and two of its five founding airlines were the only objectors to the additional 60 days comment period.  

On balance, I’m a supporter of Orbitz and its Internet travel agency model.  However, my inclination is to think that the new proposed DOT rulings fit very well with the strategic initiative and needs of Orbitz – by forcing GDSs to comply with generally the same guidelines that have restricted or precluded GDS adaptation of open Internet distribution while allowing Internet companies unconstrained use of the new hyperarchy of information – even those Internet distribution outlets owned by airlines.  

The “debate” about lost travel agency incentive revenue under the new GDS rules is as “red herring.”  Travel agencies still dependent on GDS incentive revenue are agencies that have simply failed to recognize the impact of the new bi-directional information and knowledge-providing tools that are a part of the hyperarchy of information (including Internet) and thus, a part of the new world of commerce we all live in – or are simply seeking to sustain the old distribution model because they are unable to compete in an open services market.  

I would, however, concur with Mr. Pestronk’s assessment that for some agencies … particularly large agencies serving corporations with a large base of simple point-to-point bookings on major network carriers … GDS incentive revenue can reach as much as 10%.  But such revenue disparity is a reality of bulk volume purchases … and will be reflected to such an agency in an even higher margin as those agencies move to direct bookings via Internet or other electronic gateways.  Thus, agencies making those kinds of margins will simply modify their revenue channel … and agencies dealing with the smaller volume levels will reduce their internal auditing, back-office and customer servicing costs by not having to chase after such a small revenue source.  In my view, as noted, a “red herring.”   

The issue of the impact of the OMB on the proposed rulings is probably more significant than the referenced story suggested … or than most observers think.  This is not, as is considered in the story, due to a conflict between the OMB and DOT … or, as is not discussed in the story, that the OMB might be influencing the DOT rules to protect the government purchasing needs.  

The more important aspect the OMB analysis is the reflection that there is no understanding within the government as to how the hyperarchy of information is changing the very core relationships that exist in the travel industry – not just in the distribution process; but in the core products that are offered, how the new information-tools are used to manufacture those products, and how these products are being assimilated into “packaged” offerings to enhance product margins for vendors and travel solutions for buyers.  The government is, unfortunately, judging the “future” based on its past experiences.  But the past experience model is evolving so fast … and in different directions from the perception of OMB and DOT … that they are unable to evolve consensus.  Thus, it becomes important to consider the new GDS rules not in light of even the recent past … but more realistically, in light of how e-commerce has evolved in other industries!   Other industries are, in fact, leading the technology and business processes of e-commerce; and an introspective search of the existing airline distribution models will simply miss the key trends that are evolving in this new digitally enabled society of ours. 

Which, of course, brings us to the Sabre “challenge” of the DOT’s proposed assumptions upon which they base the new proposed rules.  My cursory review of these proposed rules had me underlining and circling distortions, incorrect assumptions, illogical conclusions, and what I believed to be erroneous (or more likely, incomplete) facts – basically contrived to support pre-conceived conclusions.  I have no idea what Sabre’s 73 “errors” or “outdated facts” are … nor have I completed my reading or counted my own.  But I am concerned that the DOT’s bureaucracy and the government mentality that “we’ve always done it this way” … got in the way of a legitimate assessment of whether to … or how to … extend these GDS rules.  

My cursory read of this document left me with the feeling that the DOT’s current proposed rules will virtually ensure the demise of the GDSs – because they prevent the GDSs from responding to the evolving marketing conditions in which the GDSs must now compete.  Not unlike the “legacy” hub-centric airlines … there is certainly a great deal of responsibility for the GDS predicament due to the inbred “not-invented-here” culture that permeates the entire airline community.  But, as both the legacy airlines and the GDS managements come to understand their perilous state, it is unfair for the government to further perpetrate these archaic processes by making them de facto law through regulation.       

And to Sabre’s credit … they are quick to recognize the issue and quick to challenge the DOT!  Whether one likes Sabre or not … it is reflective of Sabre’s new strategic direction (perhaps, fight for survival) and a valid representation of their fiduciary duties to their stockholders! 

++++++++++

From PS-Connect©, December 26, 2002

++++++++++
Note: PS-Connect is a weekly editorial sponsored by PositiveSpace, an Intnernet agency resource solution run by Greg Merkley.  It is a weekly survey of agents and their responses to current events.  The following brief survey, editorial, and set of responses (edited for space, not content) provide an interesting perspective of thought from generally, smaller agencies and agents.   This is not a scientific survey … but simply reflective of those interested enough to comment.  Still, for those interested in the GDS rules issue and the impact of Internet, these comments reflect a significant change in attitude among small agencies and agents.  Travel Technology and Magic, Ltd., specifically limit bulk distribution … so I take a bit of a risk is passing this along without Greg’s permission (although he is on the OTWC list) … and it is edited for both space and compliance with this request.  

Greg leads off with this explanation of the survey… 

++++++++++
The question of the future of the GDS and other agency booking tools is more than just an academic concern to me [Greg Merkley writes].

I developed a great respect for the technological achievement that is today's GDS during my eight years working for Galileo. I know well the weaknesses of the GDS product and business practices in light of today's changing industry, but it remains unmatched in terms of processing speed and comprehensiveness.

I was also involved in an early (and unsuccessful) attempt to harness the power of the Internet for travel agencies.  The net's low cost and ubiquity intoxicated us, but speed, security and user interface issues quickly sobered us up.

So, when we asked you, "By 2004, how do you expect to be making most of your bookings?" I answered to myself, "GDS, of course."

Obviously, most of you see things differently than I do. We recorded the following responses to our Open Question:

GDS         15% 

Internet    73% 

Other       12%

Here is a sampling of your comments about your current and future booking tools:

* I am an outside agent and use only Internet and phone at   this time.

* We have so much access to suppliers through phone and Internet that I feel GDS will be a thing of the past. As of   today, there isn't anything that I can't book without GDS.

* I was just chuckling when I read the new DOT proposal.  As insane as it is, our system still surpasses what the general public is capable of. ….  Us old dogs can learn so many new tricks it would make the average person' s head spin.  In 2004, I will be combining my GDS with the wonder of the web. I love it!

* So far, the GDS is still the one-stop booking source.  In   addition, all components of a booking can be aggregated into   one invoice/itinerary without having to retype everything.

* When I talk to clients there seems to be a great deal of confusion concerning airline tickets.  They seem to be avoiding the Web for two reasons.  The first is too many   websites to choose from, and the second is the fear of not booking or getting what you think you are booking.  All of these possibilities lead to customer confusion. So they are coming back to a reliable source of information - the travel agent - and they don't seem to mind the fee they pay to us because we are simplifying their lives.

* I think that leisure travel agents will become more and more independent and eventually most of us will work from home. I see the GDS as a dinosaur whose time has   passed.

* I see a combination of all methods being the most likely.

* GDS contracts are too expensive. It is difficult to make segment quota.

* If the Internet advances at the speed it is, and it doesn't take the time to utilize as it [in 2004] as it does now, than definitely the Internet. However, if we have to go from site to site, searching and searching, forget it. I will have to research a more efficient way to operate my office.

* It is quite obvious that the airlines are looking closely at distribution costs and the GDS is another layer of cost they will eliminate. That is good for the agents among us who still want to sell airline tickets; they will have to become "experts." The public will eventually come pouring through the doors and gladly paying a fee just to eliminate the headache of trying to book on line. But if there are only 2 to 3 carriers operating, all our doors will be closed.

Copyright 2002 Travel Technology & Magic, Ltd  

Bulk or commercial redistribution prohibited

++++++++++
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And there, folks, is this week’s reality check!  Those comments reflect the reality of the world that is evolving in travel distribution.  And they do NOT, on balance, reflect the general concepts or arguments presented by the DOT as the basis for its proposed new GDS rules.  

The very medium, << http://www.positivespace.com >> reflects the interactive and dynamic information and knowledge base of the Internet.  Not all agents follow PositiveSpace … but they do follow and communicate via other Internet or association forums and networks.  

And Greg’s own comments above also reflect the mindset that has, historically, prevailed at the GDSs – that those who have worked and built these systems have a “built-in” bias toward the tools they’ve built … a bias that short-circuits their ability to recognize and understand the real impact of the hyperarchy of information as represented, in this case, by Internet.  

And the hyperarchy is not just Internet based.  It includes the multitude of evolving interactive bi-directional information tools … from pagers and PDA’s to the new wireless-enabled Tablet PC’s and interactive voice solutions – all capable of independently, or collectively, linking directly to any vendor inventory and/or travel knowledge provider platform.  Only established industry culture and traditional processes preclude the adaptation of these new solutions.  It is my view that the current state of the industry will mandate rapid assimilation of the new tools … which would, as noted above, virtually ensure the demise of those companies inhibited from responding to the new marketing dynamics by legacy-bound government mandated rules and regulations.

++++++++++

And is becoming a fixture, some “in passing” thoughts...  

From Travel Management Daily©, December 31, 2002

++++++++++
MAJOR U.S. AIRLINES are ditching what had been a rare agent-friendly initiative: additional unpublished business fare discounts of 5% and 10% that the agents could offer to their clients. A Delta spokeswoman said Delta canceled its discount Dec. 20 "because it didn't achieve our anticipated traffic and revenue goals." American, which began offering it to select large agencies in July, eliminated it Monday. But Northwest, which had been the first airline to expand it to all agencies, still offered the discounts as of Monday afternoon. 
++++++++++
"OTW Thought” ...    

Probably the most interesting aspect of the airline’s removal of these discounts – is that it reflects, unfavorably, on the “power” of the travel agent in today’s e-commerce world!  

These were unpublished discounts targeted at inducing agents to act on behalf of themselves and/or their clients – but the agents “… didn’t achieve … [the] goals.”  It is very difficult for the travel agent community to suggest that they provide better or lower fares when compared to Internet – when they, collectively, are unable to use such discounts to attract customers back from “self service” via the Internet.  

Clearly, the hyperarchy of information is changing the structure of the industry’s distribution structure – and equally clearly, opportunities to re-establish or resurrect confidence in the agency service skills … was overlooked.  This suggests that most agents and agencies remain “order takers” … rather than the “knowledge navigators” that they must become!  
From ATW Online©, December 12, 2002

++++++++++
UK’s Office of Fair Trading said British Airways has not infringed the Competition Act of 1998 by making low booking payments to travel agents. The decision follows a complaint by the Assn. of British Travel Agents alleging that BA abused a dominant position by excessively reducing the payments it makes to travel agents for booking BA short-haul flights. …. OFT concluded, " … As with other providers of retail services, travel agents are free to recoup their costs from consumers through a markup or service fee.”  ABTA also claimed that if travel agents charged customers a service fee to cover the costs they incur in issuing tickets, this would encourage customers to book tickets directly online at BA's website instead of through a travel agent. OFT decided that "such price differences between online and agency tickets would not be abusive. Different means of selling tickets have different costs and the additional service provided by travel agents, such as searching for available routes and schedules, could feasibly be reflected in the price they charge."

++++++++++
"OTW Thought” ...    

Even in the United Kingdom, the traditional travel distribution model is breaking down … being replaced by tools of the hyperarchy of information.  The ABTA arguments against BA are essentially similar to those expressed only three years ago by ASTA and ARTA.  It will be interesting to see if UK agents continue to seek restoration of the old economic model … or quickly adapt to the new distribution realities.  It will also be interesting to see if UK agencies remain “bound” by their traditional “order taking” mentality as is reflect by the U.S. agents noted above – or can more quickly adapt to the new distribution model.  

From TWCrossroads©, December 11, 2002

++++++++++

Galileo began offering U.S. travel agents discounted hotel inventory from sister company Lodging.com. Galileo agents can access the inventory, and receive 10% commissions, through the Galileo e-Agent portal. The inventory is not yet in the Apollo system, but integration efforts are under way. Both Galileo and Lodging.com are Cendant affiliates. Cendant acquired Lodging.com in August. … The program offers agencies exclusive revenue opportunities, many of which come from Cendant affiliates like RCI Holiday Network and Avis. 

++++++++++

 "OTW Thought” ...    
If you follow OTWC’s regularly, you have seen me reflect on how Galileo is becoming a “franchise” outlet for Cendant properties.  The story above reflects on Cendant’s goal of building their Galileo-bound agency franchise network step-by-step.  Not the financial incentives for Galileo agents to direct their customers to Cendant owned affiliates and vendors!  Unlike Sabre’s new strategic imitative of building a new distribution platform – this Cendant strategy allows Galileo to remain a legacy platform while using a simpler and more tightly controlled Internet platform overlay to link the Cendant properties.  It would appear, however, that this Cendant distribution structure will become a more tightly controlled channel in the next three to four years; limiting access technologically if not commercially to non-Cendant properties.  This presents an interesting dilemma for Galileo agencies confronted with maturing contract agreements – particularly given the unknown end-result of the new proposed GDS rules.  

From Travel Management Daily©, December 3, 2002

++++++++++

USTAR, the United States Travel Agency Registry, filed a complaint with the Justice Dept. alleging that ARC's plans to institute daily reporting is in violation of antitrust laws. Ustar, which has been seeking to create an agent-controlled settlement system as an alternative to ARC, claimed the move to daily reporting would materially change the nature of ARC's operations as outlined in a 1984 Justice Dept. business review letter that paved the way for ARC's creation. 

++++++++++

"OTW Thought” ...    
Perhaps a “last gasp” by USTAR … who initially set out to build an agency-owned GDS … but reverted to an agent-controlled settlement system as an alternative when the reality of the interactive bi-directional open digital information dried up funding for a wholly-owned agency GDS solution.  But USTAR continues to miss the target.  ARC’s plans to institute daily reporting are a reality of today’s e-commerce world and the needs of its airline owners.  To use 20-year old DOJ review letter based on business and distribution structures that simply no longer exist – is absurd!  One would think that USTAR would have better uses for its limited financial resources.  

Happy New Year,
\\ Richard  
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